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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Review of GridFlorida Regional )
Transmission Organization (RTO) ) Docket No.: 020233-EI
Proposal ) Filed: July 12,2002

JOINT RESPONSE TO SUPPLEMENTAL POST-WORKSHOP COMMENTS

Come now, Mirant Americas Development, Inc., and Calpine Corporation (“Joint
Commenters”) and pursuant to Order No. PSC-02-0865-PCO-E], issued June 25, 2002,
hereby file their Joint Response to Supplemental Post-Workshop Comments of Florida
Power Corporation, Florida Power & Light Company, and Tampa Electric Company
Addressing Market Design (“Supplemental Comments™).
| Introduction

On July 2, 2002, Florida Power Corporation, Florida Power & Light Company
and Tampa Electric Company (“GridFlorida Companies™) filed summary revised market
design principles that replace the physical rights model with a financial rights model that
uses locational marginal pricing. The revisions constitute significant progress toward
achieving the goals of providing more choices and improved services to all wholesale
market participants, reducing delivered wholesale electricity prices, and improving
reliability through better grid operations.

There are several significant changes under the new market design proposal. The
new proposal calls for market prices to be established for each node on the system.
Customers will not have to have transmission rights to schedule service but they will pay

for congestion costs. Congestion costs may be hedged by holders of financial



transmission rights (“FTRs”) that will entitle them to payments for congestion charges.
Payments will equal the difference between the market clearing prices at the FTR’s sink -
and source, as determined in the day-ahead market. The new two-scttlement system will
consist of a voluntary day-ahead market and a real-time market, both administgred By the
RTO. The results of the day-ahead market will be financially binding and imbalances
will be settled at the real-time price. The proposed locational, clearing price-based
compensation will provide the level of transparency necessary to attract additional
competing generation supplies and the development of demand response capability where
it is most needed.

Three fundamental features of the physical rights market design model were
retained in this revised proposal. They include the allocation of transmission rights, an
Installed Capacity and Energy (“ICE”) market and an imbalance penalty. Herein, Joint
Commenters address the allocation issue and the imbalance penalty.

1I. Allocation Versus Auction of FTRs

One of the most significant issues to be decided when establishing an RTO is the
manner in which those paying for the transmission system (existing users) receive the
associated congestion cost benefits. The transition to an RTO-administered market from
current transmission arrangements will require the equitable conversion of existing
transmission service. There are two basic ways in which to accomplish equitable
conversion: (1) allocate FTRs to existing transmission customers; or (2) auction the FTRs

with the proceeds being returned to transmission customers to offset their payments to



support the transmission sys’cem.1 The complexity of the processes and the business
implications of the different options vary dramatically.

Allocation requires an administrative process to define how the benefits will be
distributed, and as the GridFlorida Companies propose, may be designed to preser\}e the
status quo. In addition, the GridFlorida Companies have proposed that the reallocation of
FTRs will only occur on an annual basis. The frequency of the reallocations will impact
the flexibility of load serving entities to optimize their power purchasc decisions
throughout the year. If an allocation approach is adopted, even if only as a transition to
auctioning, the reallocation process needs to occur more frequently than once a year.

By contrast, an auction increases the visibility of FTR prices and thereby
facilitates broader market participant access and acts as a catalyst for the evolution of
liquid wholesale markets. An auction process where auction proceeds are allocated pro-
rata to loads based on the level of transmission costs the load supports, provides the
cleanest match between costs and benefits.

The GridFlorida Companies have proposed the option most closely resembling
the status quo - allocation of financial transmission rights based on existing uses and
future load growth with an apparently voluntary auction of residual rights.>  The
GridFlorida Companies support their choice with the assertions that immature markets

are not perfect, initial bids may not be accurate valuations of the FTRs thus distorting

" It should be recognized that there are combinations and nuances of these conversion principles that are
beyond the scope of this filing.

®The Supplemental Comments are so bereft of detail that Joint Commenters must qualify that their
statement is their best interpretation of the following vague language: “Additional rights, i.e., rights above
those allocated for existing uses, are available for auction.” (Supplemental Comments, pg. 12) Applicants
provided additional detail to stakeholders in a telephone conference call during which they indicated that
network customers would be relegated to an annual reallocation of FTRs to accommodate any changes to
the transmission customers’ power supply portfolio.



results, and the auction process is complicated - all of which may thus place undue risks
on retail customers. (Supplemental Comments, pgs. 12 and 13)

Joint Commenters agree that existing transmission customers should continue to
receive the congestion benefits they support through their transmission service payments
under the new regime. However, there is a more economically sound way to achieve that-
goal than the process proposed by the GridFlorida Companies. Joint Commenters
propose a hybrid allocation/auction conversion mechanism for the initial phase of
GridFlorida operations with a transition to full auction within a time certain. This phased
approach will appropriately limit existing load’s exposure to additional congestion costs
while still allowing load to use the system in different ways when doing so provides a
better economic choice.  With pricing transparency from the posting of LMP over a
period of 2 to 3 years, valuations will be made accurately, participants will have a high
level of comfort with the process and the transition to a full auction will enable the
development of a successful and efficient congestion management system. This is
similar to the transition that PJM is undergoing, except that acknowledging the market
design shift now allows market participants more time to develop the rules and
procedures that will be equitable to all.

As stated, Joint Commenters acknowledge that it is reasonable to initially allow
direct allocation of financial congestion rights to existing customers provided that it
occurs as part of a defined transition to a full auctioning of FTRs within a defined time
frame. Joint Commenters propose that the existing users should be required to offer the
rights awarded to them for sale in an auction. With such an auction, FTRs will be

released to the auction process and transparent congestion price signals will facilitate a



liquid market for congestion rights. Since the owner of a particular transmission
congestion right will receive the revenues from the sale of that right, existing users who
want to own the rights themselves can always do so by placing an appropriate bid in the
auction. However, over time, even risk-adverse current users will come to realize that
FTRs are simply financial instruments with a dollar value. The mandatory auction will
perform a price discovery function for holders of the FTRs and should eventually result
in the allocation of FTRs to transmission customers for which FTRs have the highest
value. Ultimately, after a short, well-defined transition period, a mandatory auction of all
transmission rights will be appropriate.
II1. Imbalance Penalties

Joint Commenters agree with the need for a mechanism to provide LSEs with an
adequate incentive to avoid over-reliance on the real time market. However, Joint
Commenters believe such a mechantsm should only be implemented if the incentive is
based on a market-determined signal. For the same reasons outlined by the Joint
Commenters in their arguments against balanced schedule requirements in the
GridFlorida Companies’ original market design, Joint Commenters now highlight that an
administratively determined imbalance penalty would impede efficient market function in
a similar way. The language in the GridFlorida Companies’ revised market design is
ambiguous and during the July gh telephone conference call between GridFlorida
Companies, stakeholders and Commission staff, the GridFlorida Companies revealed that
some of the ambiguity was intended and would be addressed following the proceeding.
Specifically, Joint Commenters are referring to leaving undefined both the imbalance

bandwidth (tolerance below which no imbalance mechanism other than real time market



energy pricing would apply) and the manner in which the imbalance penalty would be
determined. Based on the GridFlorida Companies’ stated intent to further flesh out the -
details of the proposed imbalance penalty, the Joint Commenters agree that the issue
should be addressed in a collaborative process as set forth below.
IV. Procedure

Joint Commenters appreciate the opportunity to file responsive comments to
GridFlorida Companies’ Supplemental Market Design and trust that their comments
assist the Commission in its initial analysis of the GridFlorida market design proposal.
To date, the post compliance filing stage of this proceeding has generated a high level of
participation from partiesi and an enormous amount of written commentary. [t is
understood that the Commission encourages the parties to reach a consensus to the extent
possible and some progress has been achieved toward that end through this comment
process. However, Joint Commenters submit that going forward, a bifurcated procedure
is appropriate.

In order to expedite implementation of GridFlorida, Joint Commenters propose
the following simultaneous procedural tracks to achieving final approval of the

GridFlorida proposal.

1. Market Design. The Commission is urged to approve the GridFlorida Companies’
FTR market design proposal in concept only, with a reservation of jurisdiction within this
Docket as to the specific details of the proposal to be brought back before the
Commission for evidentiary hearing if consensus among the parties is not achieved. The

Commission should order the parties to reconvene the GridFlorida stakeholder process to



work on the details of the market design proposal in a meaningful manner as a
collaborative betwecen tlie GridFlorida Companies, intervenors and the Public Service
Commission. The GridFlorida market design collaborative process should roughly
coincide with the federal standard market design proceedings in order to avoid

unnecessary seams problems with the rest of the southeast.

2. The remainder of the compliance filing. Joint Commenters propose that the
Commission issue a final order approving those aspects of GridFlorida governance which
it determines comport with its December 20, 2001 Order, and on which there appears to
be consensus among the partics. This should enable the GridFlorida Companies to
proceed with selection of the Board of Directors so as not to unnecessarily delay
implementation of the RTO.

With respect to the non-goverance provisions of the compliance filing, the
Commission is again urged to schedule an evidentiary hearing within the next few
months to address issues upon which consensus has not been reached as reflected in the
parties’ filed comments. For Joint Commenters, sections of the compliance filing that
should be addressed in an evidentiary hearing at this time include the following:

e The Operating Protocol

e The Planning Protocol

e Generator Interconnections

e Attachment W - ICE Specification

e Attachment T - Existing Transmission Agreements

e Participating Owner’s Management Agreement

> A meaningful, productive stakeholder process will require numerous meetings. In addition, material to be
discussed must be circulated far enough in advance of meetings to provide time for analysis and
development of written alternatives,



e (Code of Conduct
e Governance - Especially By-Laws provisions on executive session
delegated powers
With this dual procedure, the Florida Public Service Commission will be able to
effectively narrow the issues that still need to be addressed without further delaying the

GridFlorida commencement date.

Respectfully submitted this 12" day of July, 2002.
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