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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Review of GridFlorida
Regional Transmission
Organization (RTO) Proposal

Docket No. 020233-El
Filed: July 12, 2002

el

SUPPLEMENTAL POST-WORKSHOP COMMENTS OF LAKELAND ELECTRIC,
KISSIMMEE UTILITY AUTHORITY, GAINESVILLE REGIONAL UTILITIES,
AND THE CITY OF TALLAHASSEE, FLORIDA,

Pursuant to the schedule adopted in Order No. PSC-02-0865-PCO-El, these
supplemental post-workshop comments are filed jointly and severally on behalf of the City of
Lakeland, Florida d/b/a Lakeland Electric (Lakeland), the City of Tallahassee, Florida
(Tallahassee), Kissimmee Utility Authority (KUA), and the City of Gainesville, Florida d/b/a
Gainesville Regional Utilities (GRU), collectively referred to herein as the Florida Municipal

Group (FMG)."

BACKGROUND

On May 29, 2002, the Commission convened a workshop to review the March 20, 2002
RTO filing (March 20™ filing) submitted by the GridFlorida Companies? in purported compliance
with Order No. PSC-01-2489-FOF-EI, issued December 20, 2001 (December 20" order). The
FMG, GridFlorida Companies, and other intervenors filed post-workshop comments on June 21,
2002.

The GridFlorida Companies also filed a Motion seeking additional time to comment on
market design issues. The Commission granted an extension, and the GridFlorida Companies

filed supplemental post-workshop comments addressing market design issues on July 2, 2002.

! The FMG is an ad hoc advocacy group. Each member of the FMG has

intervened independently in this proceeding and reserves the right to express individual views at
any time.
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In their supplemental comments, the GridFlorida Companies offered three new proposals and
expressed continued support for other "unchanged" market design elements. The first of
GridFlorida’s new proposals is to replace their previously filed and approved physical rights
congestion management model with a financial rights model based on locational marginal
pricing (LMP) and the use of Financial Transmission Rights (FTRs). Second, the GridFlorida
Companies proposed to implement a two-settlement system, consisting of both a voluntary day-
ahead market and a real-time market. Third, the GridFlorida Companies proposed to utilize
market clearing prices, rather than the "pay what you bid" approach required by the
Commission's December 20" order.

Order No. PSC-02-0865-PCO-EI affords intervenors until July 12, 2002, to respond to
the GridFlorida Companies’ proposals. These supplemental FMG comments are filed pursuant
to that authorization.

COMMENTS

Although still digesting the new proposals, none of which had been discussed with any
FMG member prior to the July 2" filing, below the FMG offers a procedural recommendation,
highlights certain reactions to the new proposals, and comments on the so-called "unchanged"
portions of GridFlorida’s market design.

PROCEDURAL RECOMMENDATION

In its June 21, 2002 post-workshop comments, the FMG recommended that the
Commission focus its review on the RTO’s governance structure and scope of operational
control. This recommendation was predicated on the FMG’s recognition that market design
issues are very much in an industry-wide state of transition, particularly in light of the Federal
Energy Regulatory Commission’s (FERC) intent to propose a Standard Market Design (SMD).
The FMG, therefore, suggested that a Commission order purporting to resolve market design
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issues might be premature. The FMG also noted that the Southeastern Association of
Regulated Utility Commissioners (SEARUC) initiated a study of RTO costs and benefits that has
not yet been completed.

GridFlorida’s new proposals strengthen the FMG'’s belief that the Commission should
defer ruling on some or all RTO issues. Although the FMG members are interested in exploring
the benefits of the new proposals - and have, in fact, elicited the help of outside experts to
investigate the features of LMP pricing - the simple reality is that the GridFlorida Companies’
have provided virtually no evidence, data, or information in support of their proposals. Instead,
the supplemental filing includes only skeletal concepts and bald representations. Consequently,
neither the Commission nor interveners are in a position to evaluate potential impacts on Florida
consumers.

A far more extensive evidentiary record and proposal details are required before the
Commission can accept the abrupt change of direction contemplated by the GridFlorida
Companies. The Commission, therefore, has several options available to it. First, the
Commission can summarily reject the proposals in their entirety. Second, the Commission can
proceed on its own by initiating a process to develop an evidentiary record, presumably through
collaboration between the GridFlorida Companies, stakeholders, and the Commission. Third,
the Commission can defer acting on market design issues pending the completion of FERC'’s
SMD rulemaking, with the intent of ultimately building upon this work to tailor a solution that
works for Florida.® Fourth, the Commission can defer acting on the GridFlorida filing in its
entirety, pending the autcome of both FERC’s SMD rulemaking and the SEARUC cost/benefit

study.
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The FMG recommends that the Commission follow either the third or fourth option
outlined above (i.e. defer consideration of all or part of GridFlorida’s filing, including the three
new market design proposals). Deferring consideration of market design issues would enable _
the Commission to evaluate the alternatives identified in FERC’s SMD rulemaking and begin to
consider how such alternatives would function if implemented in Florida. Deferring
consideration of the entire GridFlorida filing pending the outcome of the SEARUC study would
provide market participants with a blueprint of issues to consider in order to design an efficient
RTO that best benefits the state. Both alternatives, however, would enable the Commission to
proceed with a more developed record than currently exists.

SUPPLEMENTAL PROPOSALS

The FMG members are still in the process of considering the three far-reaching, but
undeveloped, market design concepts proposed by the GridFlorida Companies.* Although the
FMG members are not in a position to provide detailed comments at this time, they have
outlined their initial reactions to the three proposals below.

1. Proposal #1 - Congestion Management

The GridFlorida Companies propose to abandon their previously approved physical .
rights congestion management model in favor of a financial rights model based on LMP and
FTRs. A fundamental flaw in the proposal is its complete lack of detail and evidentiary support.
The FMG members simply cannot support a congestion management model that has not been
sufficiently articulated for them to understand and, as of now, that is the case with what the

GridFlorida Companies are proposing. Although the FMG members are endeavoring to educate

4 In fact, the FMG members have contracted with an outside consulting firm to

present a private workshop on LMP issues on July 12, 2002 (the same day these comments
are due).



themselves as to how LMP theoretically operates, the burden is on the GridFlorida Companies
to explain what impact an LMP model will have if implemented in Florida. This requires more
than the recitation of a few principles and hypotheticals; it requires the GridFlorida Companies _
to provide details regarding such things as the allocation and reallocation of FTRs, what factors
may limit the avaiiability of FTRs, how FTRs would protect native load from cost increases, and
how FTRs would operate across the Florida/Georgia interface.

Moreover, the Commission should resist the temptation to leave such details up to a so-
called collaborative process. The GridFlorida Companies did not solicit any meaningful
stakeholder input when proposing to shift to an LMP model, and the Commission’s approval of
LMP principles would not provide any incentive for the GridFlorida Companies to solicit such
input in the future. Instead, if the GridFlorida Companies genuinely believe an LMP model will
benefit Florida, they should be required, and afforded a meaningful opportunity, to make their
case to stakeholders and the Commission before securing approval.

Finally, the cursory reasons offered by the GridFlorida Companies for switching to an
LMP model are unconvincing. Although LMP has been implemented in other regions of the
country, there is no reason to believe that it will be easily implemented in Florida, particularly
since other regions are implementing LMP on top of established coordinated market structures
that do not yet exist in Florida. Likewise, while the GridFlorida Companies insist that LMP will
facilitate GridFlorida’s development as a stand-alone RTO, it would seem that the opposite is
equally true: by adopting market structures that conform to those used by other RTOs,
GridFlorida would seem to be facilitating Florida’s transition into a larger regional organization.

2. Proposal #2 - Two Settlement System (Day-Ahead Market)

The GridFlorida Companies propose to add a voluntary day-ahead market to their
previously proposed real-time market. Again, while the proposal may have merit (assuming it is
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truly voluntary), it is completely lacking in the details necessary to perform a meaningful
evaluation. For example, while noting that imbalance penalties should be used to encourage
load serving entities (LSEs) to participate in the day-ahead market, the GridFlorida Companies:
have not provided any details as to how they propose to structure such penalties, except to
state that they will be "similar" to those listed in Attachment P of the OATT included in the
March 20" filing. However, Attachment P calculates penalties on an hourly basis and provides
for extremely small tolerances - 2 percent (or 2 MW) and 3 percent (or 3 MW) - that will likely
be inadequate if other market design proposals, such as LMP, increase imbalances or penalties
are calculated on something other than an hourly basis. Obviously, this is just one of many
GridFlorida market design components that will need reconsideration if a day-ahead market is
adopted. Until such issues are resolved, or at least discussed, it is virtually impossible to
evaluate the proposal.

3. Proposal #3 - Market Clearing Prices

The Commission previously instructed GridFlorida to utilize a "pay what you bid"
approach when calculating payments to generators. In their supplemental comments, the
GridFlorida Companies instead propose to use market clearing prices. The FMG members are
unable to discern a reasonable basis for this change.

First, the GridFlorida Companies contend that the "pay what you bid" approach would
produce inefficient prices, since generators may be inclined to bid what they project will be the
market clearing price, and not their marginal costs. This contention is speculative at best. In a
"pay what you bid" structure, generators that artificially inflate their bids run the risk of having
their resources go unscheduled. This would seem to produce a natural incentive for generators

to ensure that their bids are competitive.



Second, the GridFlorida Companies acknowledge that the use of market clearing prices
will result in payments exceeding the amounts bid by generators, but suggest that a large
portion of such "gains" should be allocated to consumers. Nonetheless, there is no proposed _
mechanism for tracking, calculating, and reallocating gains to consumers. How, for example, do
the applicants intend to ensure that profits earned by independent generators are reallocated to
consumers served by unaffiliated distribution utilities? Similarly, the GridFlorida Companies
state that market mitigation measures will be required, but again, none is offered.

Third, the GridFlorida Companies suggest that the shift to LMP necessitates the use of
market clearing prices, since they "do not believe" the algorithms used in a "pay what you bid"
approach would work on a nodal basis. Without additional information, the FMG members are
unable to evaluate this claim. It would seem, however, that the calculation of nodal prices for
congestion purposes would be independent of the calculation of compensation to generators.

"UNCHANGED" MARKET DESIGN PRINCIPLES

The GridFlorida Companies conclude their supplemental comments by responding to
various intervener comments and identifying market design principles that should not be
changed. The FMG takes issue with two aspects of GridFlorida’s representations.

First, the Commission should recognize that, while the GridFlorida Companies are not
here proposing to change certain aspects of their previous proposal, such changes will be
required if such things as LMP and a day-ahead market are implemented. These comments
have already noted that imbalance penalties will need to be adjusted within the context of a day-
ahead market. Another example of a change that will be required has to do with the allocation
of transmission rights. The allocation of FTRs at all nodes on the system is very different than
the allocation of physical transmission rights through a few select flowgates, and there will

undoubtably be outcomes that cannot possibly be predicted at this time. Thus, if the
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Commission accepts the new proposals, it should be prepared to go back to "square one" with
regard to many issues that were already resolved.

Second, the GridFlorida Companies continue to debate the merits of their "proposal to
ultimately propose" an installed capacity requirement. The FMG members acknowledge that, at
present, the GridFlorida Companies have not actually provided details for an installed cépacity
obligation, and that critical issues such as whether there will be an installed capacity market, or
merely an installed capacity requirement, must be resolved before progress is going to be
made. Moreover, the GridFlorida Companies support their claim that an installed capacity
obligation is required by stating that such an obligation will help spur generation investment in
Florida, thereby enabling the state to avoid problems experienced in other regions of the
country. The Commission should not afford any weight to this statement. Installed capacity
obligations have been highly problematic and largely unsuccessful in other parts of the country.®

FMG members are also disturbed by the GridFlorida Companies’ statement that, once
the Commission establishes a capacity requirement for the state, the RTO "will then allocate a
portion of that capacity requirement to each LSE."® The FMG members assume that this was a
misstatement, but if not, the Commission should make it abundantly clear that the RTO will not
be delegated the authority to determine whether and what installed capacity requirement will

apply to individual LSEs. If such requirements are to be set, they must be set by the

5 See, e.g., ISO New England, 94 FERC {] 61,237 at 61,845 (2001), appeal
pending (noting that an installed capacity auction had been found to be “not useful and that it
could produce inflated prices”); PJM Interconnection State of the Market Report 2001, available
at: http:/mwww.pjm.com/market_monitoring/reports/2002/June/200206_pjmmmusom_2001.pdf
(June 2002) (identifying an opportunity to exert market power in the installed capacity market).
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Commission and/or FRCC, with the RTO’s role limited to monitoring LSEs to ensure compliance

with Commission-established requirements.

CONCLUSION

WHEREFORE, the FMG requests that the concerns and recommendations set forth
above and in the FMG's pre-workshop and post-workshop comments be considered by the

Commission when reviewing the GridFlorida RTO proposal.

Respectfully submitted,
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Douglas F. John
Matthew T. Rick

JOHN & HENGERER
1200 17" Street, N.W.
Suite 600

Washington, D.C. 20036
(202) 429-8801

Counsel for the Florida Municipal Group
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