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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

Inre: Review of GridFlorida Docket No. 020233-EI

)
Regional Transmission ) Filed September 19, 2002
Organization (RTO) Proposal )

)

PETITION OF THE GRIDFLORIDA COMPANIES
REGARDING PRUDENCE OF GRIDFLORIDA
MARKET DESIGN PRINCIPLES
Pursuant to the Commission's Order Determining GridFlorida's Compliance with
Order No. PSC-01-2489-FOF-EI and Requiring Evidentiary Hearing, issued in the
above-captioned docket on September 3, 2002, Order No. PSC-02-1199-PAA-EI,
Florida Power Corporation, Florida Power & Light Company, and Tampa Electric
Company (referred to collectively as the "GridFlorida Companies") hereby file this
Petition requesting the Commission to enter a final order determining that it is prudent
for the GridFlorida Companies to develop detailed market design rules and a transmis-
sion tariff for peninsular Florida that include the following characteristics:

(1)  Congestion management and energy markets that are based on financial
rights and locational marginal pricing ("LMP") concepts.

(2) A voluntary day-ahead market and a real-time market, with mechanisms
to protect against undue reliance on the real-time market. The availability
of these two markets sometimes is referred to as a "multi-settlement
system.”

3) Payments of market clearing prices calculated on a "nodal" basis. Market

clearing prices would be paid by and to purchasers and suppliers, respec-
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(4)

(%

(6)

()

tively, in both the day-ahead and real-time markets. Each GridFlorida
Company proposes that a substantial portion of its gain on sales in the
GridFlorida energy markets be allocated to its retail customers.
Mechanisms to ensure resource adequacy. These mechanisms, which
would be consistent with the Commission's planning reserve require-
ments, would allocate capacity requirements on an individual load serving
entity ("LSE") basis.

Allocation of financial transmission rights to existing users to protect
those users, to the extent possible, against increases in congestion costs.
This would include an annual re-allocation for new resources and to
reflect native load growth.

Market power mitigation measures to provide safeguards against abuses
of market power.

A hierarchical control system, wherein existing control areas may be
maintained, but GridFlorida would be responsible for the short-term

reliability and overall performance of the system.

The GridFlorida Companies also request the Commission to enter a final order determin-

ing that the proposed procedures for developing detailed market rules and market

mitigation rules described herein should be followed.

In support of this Petition, the GridFlorida Companies state:

1.

The names, addresses, telephone numbers and facsimile numbers of the

GridFlorida Companies are set forth below. All pleadings, notices, staff recommenda-



tions, orders, and other documents filed or served in this proceeding should be forwarded
to the following on behalf of the GridFlorida Companies:
WILLIAM G. WALKER KENNETH A. HOFFMAN, Esq.

Florida Power & Light Company  Rutledge, Ecenia, Purnell & Hoffman, P. A.
215 S. Monroe Street, Suite 810 P. O. Box 551

Tallahassee, FL. 32301 Tallahassee, F1. 32302
Telephone: (850)224-7197 Telephone: (850) 681-6788
Fax: (850)224-7517 Fax: (850) 681--6515
On behalf of Florida Power & Light Co.
HARRY W. LONG, JR., Esq. LEE L. WILLIS, Esq.
Tampa Electric Company JAMES D. BEASLEY, Esq.
Post Office Box 111 Ausley & McMullen
Tampa, FL. 33601 Post Office Box 391
Telephone: (813) 228-1702 Tallahassee, FL 32302
Fax: (813)228-1770 Telephone: (850) 224-9115

Fax: (850) 222-7952

On behalf of Tampa Electric Company
JAMES A. MCGEE, Esq.

Florida Power Corporation

Post Office Box 14042

St. Petersburg, FL 33733

Telephone: (727) 820-5185
Fax: (727) 820-5519

On behalf of Florida Power Corporation

2. As regulated electric utilities, the GridFlorida Companies’ reasonable and
prudent costs for providing retail electric service are recoverable through rates and
charges approved by this Commission. The GridFlorida Companies also are public
utilities subject to the jurisdiction of the Federal Energy Regulatory Commission ("FERC")

with respect to the provision of unbundled transmission service and wholesale electric
service.,
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3. As explained further below, the market design principles proposed herein
are intended to build upon, and be consistent with, the current structure in peninsular
Florida for selling and purchasing power, in which LSEs serve their loads by utilizing
resources they own and by utilizing power purchased through voluntary, bilateral
arrangements. The principles make up an integrated package for the development of a
detailed market design structure that would provide for energy markets and a congestion
management system that would send transparent price signals to users of the grid,
allocate costs to those entities that cause such costs, and maintain the high levels of
reliability that are enjoyed today. Because such a market design structure would benefit
retail customers in Florida, the Commission should find that the principles proposed
herein form a prudent basis for developing detailed market rules and a transmission tariff
for GridFlorida.

4. As the Commission is aware, FERC has issued a rulemaking proceeding
to develop standard market design ("SMD") rules for the country. The GridFlorida
Companies wish to clarify that they are not here proposing to adopt SMD. The
GridFlorida Companies believe that any market design structure implemented in
peninsular Florida should be specifically tailored to meet the needs of Florida's retail
customers, should be equitable to market participants, should recognize the current
structure of the peninsular Florida electricity markets, and should include the market
design principles described in this Petition. Unless the market design structure is
specifically adapted to meet the unique needs of Florida, retail customers may not benefit

from the new markets, or could even be harmed. The GridFlorida Companies have



concerns with FERC's current SMD proposal that they intend to pursue at FERC as
appropriate.

5. Ultimately, detailed market design rules and protocols must be
established for GridFlorida to impiement these principles. The GridFlorida Companies
believe that additional stakeholder input and Commission review are necessary for the
development of these detailed rules. The GridFlorida Companies thus address below the
procedures they propose for such development.

IL Discussion

6. The market design structure the GridFlorida Companies propose for
GridFlorida is built around an LMP/financial rights/multi-settlement model. LMP refers
to an energy pricing mechanism under which prices for energy are determined at each
node on the system, based on the additional cost that would be incurred to serve an
additional MW of load at the particular node. Nodes under LMP market structures
generally include all of the substations of the transmission system that are modeled by
the system operator. The price to serve load at different nodes will be the same when the
system is not congested (assuming losses are not included in calculating LMPs), and will
be different when the transmission system becomes congested.

7. Under a financial rights model, a market participant may submit its
schedules, i.e., may schedule with the Regional Transmission Organization ("RTQO") to
deliver power from resources to loads, without the need for obtaining a physical right to
the system, but any market participant that submits such a schedule will be responsible

for the congestion costs associated with its schedule. Those congestion costs are equal to



the difference in nodal prices at the respective delivery and receipt points. Thus, under a
simplified example, if a market participant submits a schedule to inject power at Point A,
which has a market clearing price of $10 per MW, and withdraw power at Point B,
which has a market clearing price of $15 per MW, that market participant will be
responsible for congestion charges equal to $5 per MW of its transaction.

8. Financial rights--i.e., rights to receive revenues from congestion charges
collected by GridFlorida--will be available to market participants, allowing those market
participants to hedge against congestion costs. A holder of a financial right will have a
right to receive a payment from GridFlorida equal to the difference between the market
clearing price at the point of withdrawal specified in the financial right (i.e., a specified
node) and the market clearing price at the point of injection specified in the financial
right (i.e., a different specified node). Thus, in the example above a financial right
between Points A and B would entitle the holder to a payment of $5 for each such
financial right it holds. As a result, if the market participant above transacts 100 MW
between Points A and B, and also holds 100 financial rights between those points, it will
owe $500 in congestion charges and be entitled to $500 in financial right payments.
That market participant's financial rights will provide a hedge against congestion for its
transaction.

9. Finally, under a multi-settlement system market participants may
purchase and sell energy in a voluntary day-ahead market and a real-time market, in
addjtion to transacting through bilateral arrangements. The day-ahead market clears

offers from generators that wish to supply energy and bids from LSEs that wish to



purchase energy through this market. The goal is to meet the total bid-in demand at the
least cost from supply, subject to the transactions scheduled by LSEs from the LSEs' own -
resources and bilateral transactions. An LSE is not obligated to purchase energy in this
market; it is free to schedule its own resources and resources it purchased on a bilateral
basis to serve its load. However, to the extent an LSE or supplier participates in the day-
ahead market, the results of that market are financially binding.

10.  GridFlorida will operate the system to resolve all real-time deviations
from an LSE's final schedule (e.g., load in excess of the amount scheduled by an LSE to
be served by self-schedule, bilateral purchase, or day-ahead spot market purchases) using
least-cost, security constrained dispatch. The real-time market LMPs will be utilized for
pricing the energy purchased and sold in that market.

11.  In addition to the foundation established by an LMP/financial
rights/multi-settlement system, a number of additional principles must be established to
form an overall market design structure in the interests of peninsular Florida, and that
will provide a prudent basis for moving forward to develop detailed market rules. The
issues these additional principles address will arise under any market design structure
proposed for peninsular Florida. As discussed further below, the GridFlorida Companies
believe that, in addition to LMP, financial rights, and multi-settlements, a prudent market
design structure in peninsular Florida should include the following: Payments of market
clearing prices; mechanisms to ensure resource adequacy; an allocation of transmission

rights to existing users to protect those users, to the extent possible, against increases in



congestion costs, including for native load growth; market power mitigation measures to
ensure against abuses of market power; and a hierarchical control system.

12. Each of the principles discussed above represents one component of an
integrated market design structure that is appropriate for peninsular Florida, i.e., that will
 benefit Florida's retail customers through transparent wholesale markets and congestion
management while helping to maintain the high levels of reliability currently enjoyed in
the State. These principles, as a package, thus provide a sound and prudent basis for
developing a detailed GridFlorida market design structure.

A. A Financial Rights/LMP/Multi-Settlement Market Design, With a
Mechanism to Protect Against Undue Reliance on the Real-Time Market,

Is Prudent
1. Financial Rights/l MP/Multi-Settiement

13.  The GridFlorida Companies propose a financial rights/LMP/multi-
settlement system as the foundation for the GridFlorida market design for three reasons.
First, the GridFlorida Companies believe that such a market design would provide
functional markets that provide transparent price signals for energy markets and
congestion management, and that allocate costs to those entities that cause such costs.
Second, such a market design structure should help minimize the time and cost
associated with implementing new markets. Third, such a market structure should help
attain the Commission's goal of maintaining GridFlorida as a Florida-specific RTO.
Importantly, a financial rights/LMP market structure has proven to be successful in both

the Pennsylvania-New Jersey-Maryland Interconnection Independent System Operator



("ISO") and the New York ISO. On the other hand, other market designs have not been
as successful.

14.  With regard to transparency of nodal energy prices and congestion
management, when there is no congestion (and assuming losses are not included in the
LMP calculation) nodal energy prices will be the same. When there is congestion, the
nodal prices will differ due to the fact that more expensive generation will need to be
used to serve load in the congested area. The results are both congestion charges and
energy prices that reflect system conditions, and that will be transparent to users of the
grid. Also, as discussed further below, costs will be allocated to those entities that cause
such costs.

15.  With regard to ease of implementation, financial rights/LMP market
designs coupled with two-settlement systems have been implemented or are being
considered by many ISOs and RTOs throughout the country. Because this structure is
becoming more wide-spread, obtaining and implementing software and developing
detailed operating and other protocols for it should be relatively straightforward and
cost-effective. Also, because many market participants already will be familiar with
LMP/financial rights/multi-settlement systems, that approach has the potential to be
relatively user friendly, making training easier.

16.  These implementation benefits should be on-going. One reasonably can
expect that the detailed market design structure initially established for GridFlorida will
evolve over time, just as market designs in current ISOs have changed. As more

experience is gained with the new markets, some minor and some not-so-minor changes



likely will be discovered that can benefit customers. Using a market structure that is
compatible with other regions of the country will allow GridFlorida to benefit from the
experience gained in those other regions, and to utilize software and other systems
changes that other regions adopt and that would be appropriate for peninsular Florida.
17.  Finally, the GridFlorida Companies believe that this market structure will
best support GridFlorida as a Florida-only RTO due to the fact that it should minimize
seams issues. Concerns about seams typically have been major motivating factors
behind calls for consolidating RTOs and potential RTOs throughout the country, as
seams can impede inter-regional trading. Inter-regional transactions should be more
practical if GridFlorida utilizes the same basic market structure as other ISOs and RTOs.

2. Mechanism to Protect Against Undue Reliance on the Real-
Time Market

18.  The GridFlorida Compax;ies believe that specific mechanisms should be
adopted to protect against undue reliance on the real-time market, i.e., that are designed
to ensure that adequate resources will be available in real-time to reliably operate the
system. While the proposed GridFlorida market design structure would permit LSEs to
self-schedule their own resources, purchase power on a bilateral basis, and/or purchase
power through a voluntary day-ahead market, there may be some LSEs that wait until the
last minute to procure the supplies essential to meeting their loads, or attempt to rely
heavily (i.e., lean) on the real-time market to serve their loads. These LSEs may believe
that they can obtain an economic advantage by taking such an approach, or there may be

other reasons for doing so.
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19.  Regardless of the reasons for doing so, there can be significant
operational concerns that arise as a result of LSEs waiting until the last possible moment
to procure the supplies essential to meeting their loads, or not procuring resources and
instead relying on generation being available in the real-time market. A basic tenet of
reliable utility operations is ensuring that sufficient resources will be available to serve
load on a real-time basis, while maintaining adequate operating reserves. If LSEs rely to
any significant degree on the real-time market to serve load, rather than entering into
prior arrangements to do so, there is a real risk that sufficient resources will not be
available for these purposes. Further, LSEs waiting until the last minute prior to real-
time before obtaining resources can make it difficult for the RTO to reasonably plan the
operating day, also jeopardizing reliability. The GridFlorida Companies thus believe that
a specific mechanism to ensure the availability of needed resources should be adopted to
ensure that an LSE's purchase decisions do not adversely affect reliability.

20.  Earlier GridFlorida proposals included a balanced schedule requirement
to avoid over-reliance on the real-time market. However, the GridFlorida Companies
believe that mechanisms other than balanced schedules should be developed that will
better provide LSEs with flexibility in serving their load, provide the RTO with
assurances that sufficient resources will be available in real-time, and that will allocate
the costs of making such resources available to those entities that cause such costs. The
GridFlorida Companies thus are not proposing to include a balanced schedule
requirement as part of the GridFlorida market design structure. Instead, the specific

mechanism to ensure against undue reliance on the real-time market and to ensure the
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needed availability of adequate resources would be developed along with the other
detailed market design rules.

21.  An essential component of the mechanism ultimately adopted will be to
ensure that costs are allocated to those entities that cause the costs. That is, to the extent
a cost is incurred to ensure that a resource will be available for real-time operations, that
cost should be allocated to the LSEs that had not made adequate arrangements pﬁor to
real-time, thus necessitating the need to incur the cost. Such an approach will be
consistent with the principle of cost causation.

B. Inclusion of Market Clearing Prices, With a Sharing of the Gains on
Energy Sales, is Prudent

22.  The payment of market clearing prices is an essential component of the
market design package the GridFlorida Companies are proposing. The entire LMP
structure is built around, and assumes the payment of, market clearing prices. Tﬁe
benefits of such an approach would be lost were an alternative pricing structure adopted.

23.  Further, a market clearing price approach is superior to a pay-as-bid
pricing structure, which can lead to distorted bidding by suppliers. Unlike under a
market clearing price approach, where a supplier can submit a bid with the expectation
of receiving a market clearing price when that price exceeds its bid, under a pay-as-bid
approach a supplier will recognize that its profit on a sale into the market will depend on
its bid price, not on the market clearing price. That supplier thus will want to bid some
amount above its operating cost to recover fixed costs and to make a profit. Absent

some other bidding restriction on the supplier, that supplier can be expected to bid the
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maximum amount above operating cost that it can bid and still be called-on to supply
energy. That amount is the supplier's projection of the market clearing price.

24.  The result under a pay-as-bid structure will be an inefficient mix of
resources used to serve load. Under a bidding strategy where suppliers are guessing at a
market clearing price, some suppliers will guess wrong. When a particular supplier is a
low cost supplier, but its estimate of the market price is too high, that low cost supplier
will not be dispatched.

25.  The GridFlorida Companies recognize that concerns have been raised in
the past that a market clearing price approach would lead to increased costs to Florida's
retail customers. Such an assumption is not warranted. Whether prices to customers
systematically are higher or lower under a market clearing price regime compared to a
pay-as-bid regime would tend to turn on whether suppliers tended to guess high, i.e.,
tended to submit bids that exceed the market clearing price that would occur under a
market clearing price regime, or tended to guess low, submitting bids that would be
below the market clearing price that would occur. However, while a conclusion in this
regard cannot be stated unequivocally, the GridFlorida Companies do believe that
ultimately the inefficiencies in generation dispatch that result under an approach other
than a market clearing price approach can be expected to harm retail customers through
higher energy costs.

26.  Further, each of the GridFlorida Companies believes that a substantial
portion of its gain on sales in the GridFlorida energy markets should be allocated to its

retail customers. This not only will provide retail customers with significant protections
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against higher costs, it can prevent wealth transfers between retail customers. Under a
pay-as-bid approach, energy prices may not reflect the true market value of the energy
being purchased. Thus, under such an approach one set of customers effectively may be
able to utilize another set of customers' resources at less then the value of those
resources. This transfers wealth from the second set of customers to the first.

27.  For all of these reasons, the GridFlorida Companies believe that retail
customers in peninsular Florida are best served by a market design structure that includes
payment of market clearing prices.

C. The GridFlorida Companies' Market Power Mitigation Principle is
Prudent

28.  The GridFlorida Companies believe that any market design structure
adopted for Florida should include market power mitigation measures and market
monitoring procedures that are designed to protect against abuses of market power. The
GridFlorida market monitoring structure already has been accepted by FERC and the
Commission. The GridFlorida Companies propose in addition to develop specific
market power mitigation measures through the process discussed below, which calls for
stakeholder input and Commission review. Those measures would be developed and in
place, and the market monitor would be established and operating, before any
GridFlorida markets became operational.

29. It has been suggested in the past by some parties that a market design
proposal cannot be deemed prudent until market power mitigation details have been

developed and reviewed. The GridFlorida Companies do not agree. Market power
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mitigation will need to be addressed, and can be addressed, under any of the market
design structures that have been considered as part of the GridFlorida process, be it a
physical rights model or a financial rights model, an LMP structure or a zonal pricing
structure, or a market clearing price structure or pay-as-bid structure. In light of this fact,
the GridFlorida Companies believe that a market design structure that is best for the
retail customers of peninsular Florida--one that minimizes implementation costs,
provides transparent price signals, ensures continuing reliability, and satisfies other
important Commission goals--can and should be adopted as the first step of developing
the GridFlorida markets. The necessary market mitigation measures that are consistent
with that market design structure then can be established.

30.  Indeed, the GridFlorida Companies believe that attempting to develop
detailed market mitigation measures without acceptance of the high-level market design
principles proposed herein would not be an efficient use of resources. The market power
mitigation mechanisms must be consistent with and tailored to the overall market design
structure.

D. The GridFlorida Companies' Proposal Regarding the Allocation of

Financial Transmission Rights to Existing Users of the Grid is
Prudent

31.  Allocation of rights also is an issue of universal application; regardless of
the market design structure adopted (physical or financial rights) the rights associated
with that structure must be allocated to existing users and to new market participants.
How to allocate rights has proven to be one of the most contentious issues faced when

developing ISOs and RTOs throughout the country. Parties generally fall into two
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camps: Those who support allocating rights directly to existing users without requiring
those users to obtain such rights through an auction process, and those who support
requiring all users to obtain rights through an auction (with an allocation of auction
revenues to existing users). The GridFlorida Companies support an allocation of rights
to existing users, not requiring existing users to obtain financial rights through an
auction.

32.  The GridFlorida Companies believe it is imperative that existing users are
protected to the extent possible against unwarranted increases in costs for the services
they receive today. Those entities that have rights to the system prior to the
implementation of GridFlorida, either through existing contracts or as native load users,
should receive similar rights through a direct allocation without the need to purchase
those rights through some additional auction process. Absent such an allocation,
existing users, and retail customers, could face an inappropriate allocation of congestion
costs.

33.  This risk arises for two basic reasons. First, because competitive electric
markets are immature, it may be hard for LSEs, at least initially, to determine the level of
congestion costs that likely will occur on a long-term basis between two points on the
system. Thus, LSEs would not be well positioned, particularly initially, to determine the
appropriate amount to bid for financial rights. Under these circumstances, LSEs may not
obtain financial rights because they bid too low, subjecting them to congestion costs, or
may obtain rights but pay more than the congestion costs they are attempting to hedge

against. Second, a full auction process for transmission rights can be extremely
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complicated. This can place undue risks on existing users if they have to purchase
financial rights in an auction, as a lack of understanding of the complicated rules can
result in an LSE not acquiring the rights it desires.

34.  This is not to say that LSEs will receive an ironclad guarantee that they
will be allocated financial rights sufficient to ensure against those LSEs paying any
increased congestion costs relative to today. All financial rights (and, for that matter,
physical rights under a physical rights model) must be simultaneously feasible. This can
mean that an LSE may not receive through an allocation process all of the rights it
desires to provide a perfect hedge against congestion costs, especially when congestion
costs are incurred today to serve its load. It will receive through allocation as many
rights from its resources to its loads that are simultaneously feasible with all other LSE
allocations (up to the LSE's load).

35.  The fact that an LSE may not receive an allocation of rights that provides
a perfect hedge against congestion is not troublesome, however, and indeed is
appropriate. It simply reflects the fact that the system can be congested in some
locations, preventing all LSEs from serving their loads with the least-cost resources
available. Under the market design structure proposed herein, the resulting congestion
costs will be transparent. Thus, to the extent an LSE is causing congestion costs today
but not fully incurring those costs, it will be subject to greater congestion costs than it
pays today. It is important to note, however, that this does not necessarily reflect an

increase in the total amount of system-wide congestion costs, but rather a better
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allocation of such costs to those entities that cause them (consistent with the cost
causation principle), but may not be paying them today.

E. The GridFlorida Companies' Resource Adequacy Principle is Prudent

36.  The GridFlorida Companies believe that any market design structure must
include a mechanism designed to help ensure resource adequacy. Adequate resources
must be planned for and available when needed, or reliability will suffer. Also, as seen
in California, insufficient availability of resources can lead to very high energy prices.

37.  Further, the GridFlorida Companies believe that the foundation for such a
mechanism should be the Commission's planning reserve requirements. That is, the
GridFlorida Companies believe that the resource adequacy requirement must be
consistent with, and build upon, the Commission's planning authority. The first step in,
and the foundation for, the GridFlorida Companies' resource adequacy requirement thus
will be this Commission's establishment of a reserve requirement for peninsular Florida.
To fit within the new market structure, that reserve requirement then would be
apportioned on an equitable basis among the individual LSEs. Doing so will help ensure
that one LSE cannot unduly lean on another and obtain an advantage in the market.
Finally, requirements and enforcement mechanisms that fit within the overall market
design structure would be developed, and implemented by GridFlorida.

38.  In short, the need to maintain resource adequacy hardly can be
questioned. Such adequacy is essential both on reliability and cost grounds. The
GridFlorida Companies propose to develop a mechanism for GridFlorida that will help

assure such resource adequacy, i.e., that adequate resources are planned and available to
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GridFlorida; that is perfectly consistent with this Commission's authority over planning;
and indeed that relies on such authority as the very foundation of the mechanism.

F. Proposed Next Steps

39.  The GridFlorida Companies recognize that the market design principles
discussed herein are just that, principles, which lay out a high level plan for a
GridFlorida market design. However, these high level principles work as a package to
provide a basic framework that the GridFlorida Companies believe will benefit retail
customers in peninsular Florida through transparent and reliable markets. The
GridFlorida Companies thus believe that these principles, as a package, provide a
prudent basis for moving forward in developing the detailed market rules and market
power mitigation rules that will be needed before GridFlorida markets open. For the
reasons discussed herein, the Commission should approve these principles as such.

40. The GridFlorida Companies also recognize that here, as often is the case,
"the devil is in the details." For this reason, the GridFlorida Companies believe that,
following Commission approval of the principles discussed herein, the GridFlorida
Companies should develop the detailed market design and market power mitigation rules
with stakeholder input. Those detailed rules then would be subject to Commission
review, and ultimately a filing by the GridFlorida Companies at FERC.

41.  The GridFlorida Companies believe that such an approach would provide
a number of benefits. First, it recognizes the desire of additional stakeholder input as the
detailed market design and market mitigation rules are developed. Second, it recognizes

the need for additional Commission review of the detailed rules, and the need for a
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subsequent filing at FERC. Finally, it recognizes that ultimately it is the GridFlorida

Companies that are responsible for filing the detailed GridFlorida rules and obtaining

approval for those rules.

IIL Conclusion

WHEREFORE, the GridFlorida Companies request the Commission to enter a

final order determining that development of a market design structure and transmission

tariff based on the following principles is prudent for GridFlorida:

M

)

(3)

(4)

(5)

(6)

Congestion management and energy markets that are based on financial
rights and LMP concepts.

A voluntary day-ahead market and a real-time market, with mechanisms
to protect against undue reliance on the real-time market.

Payments of market clearing prices calculated on a nodal basis, with a
substantial portion of each GridFlorida Company's gain on sales in the
GridFlorida energy markets allocated to its retail customers.
Mechanisms to ensure resource adequacy, pursuant to which capacity
requirements are allocated on an individual LSE basis.

Allocation of financial transmission rights to existing users to protect
those users, to the extent possible, against increases in congestion costs,
including an annual re-allocation for new resources and to reflect native
load growth. )

Market power mitigation measures to provide safeguards against abuses

of market power.
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@) A hierarchical control system.
These principles make up an integrated package for the development of a detailed market-
design structure that would provide for energy markets and a congestion management
system that would send transparent price signals to users of the grid, while maintaining
the high levels of reliability that are enjoyed today. The GridFlorida Companies believe
that such a market design structure would benefit retail customers in Florida.

The GridFlorida Companies also request the Commission to enter a final order
determining that the proposed procedures for developing detailed market design and

market mitigation rules described herein should be followed.
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DATED this 19" day of September, 2002.

AJ&( §4/ —
WILLIAM G. WALKER KENNETH A. H N, Esq.

Florida Power & Light Company  Rutledge, Ecenia, Purnell & Hoffman, P. A.
215 S. Monroe Street, Suite 810 P. O. Box 551

Tallahassee, FL. 32301 Tallahassee, FL 32302
Telephone: (850)224-7197 Telephone: (850) 681-6788
Fax: (850)224-7517 Fax: (850) 681--6515
On behalf of Florida Power & Light Co.
HARRY W. LONG, JR., Esq. LEE L. WILLIS, Esq.
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Fax: (813)228-1770 Telephone: (850)224-9115

Fax: (850) 222-7952
On behalf of Tampa Electric Company

JAMES A. MCGEE, Esq.
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