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ORIGINAL

BEFORE THE PUBLIC COMMISSION
CALPINE CORPORATION
DIRECT TESTIMONY OF JOSEPH JOLLY HAYDEN
DOCKET NO. 020233-EI
SEPTEMBER 27, 2002

Please state your name and business address.
My name is Joseph Jolly Hayden, and my business address is 700
Louisiana Avenue, Suite 2700, Houston Texaé 77002.
Please state your occupation.
I am the Vice President of Transmission Operations for Calpine

Corporation.

Please describe your educational background and business
experience.

I graduated from the University of Kentucky with a Bachelor of Science
degree in Electrical Engineering in 1983. Isubsequently earned a Master
of Science degree in Industrial Technology from the Eastern Kentucky
University in 1991. Tam a registered Professional Engineer in the State
of Kentucky and a member of NSPE and IEEE. I have over 18 years of
experience in the energy sector. I have been with Calpine Corporation for
1 year. In my current capacity at Calpine I am responsible for
transmission origination, transmission management, transmission system

analysis and control area operations supporting Calpine development,

1 DOCUMENT NoO.
JOUo7- 22
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origination, marketing, trading and regulatory efforts. Prior to joining
Calpine, I was with Dynegy Marketing for six and a half (6.5) years and
my last position was as Vice President of Power Delivery. While at
Dynegy I was responsible for transmission trading, transmission system
analysis and market development. Prior to my tenure at Dynegy, I was
with East Kentucky Power Cooperative for nine and a half (9.5) years as
the Energy Control Manager. During my employment with EKPC I was
responsible for control area operations and bulk power marketing.
Thavetestified before the Federal Energy Regulatory Commission
on several occasions, the Kentucky Public Service Commission and the
Louisiana Public Utility Commission in several proceedings in various
capacities.
What is the purpose of your testimony?
The purpose of my testimony is to inform the Florida Public Service

Commission of the effects its Order Determining GridFlorida’s

Compliance with Order No. PCS - 01 - 249 — FOF - EI and Requiring

Evidentiary Hearing and Notice of Proposed Agency Action Order

Regarding Specific Changes to the GridFlorida Compliance Filing, Order

No.PSC-02-1199-PAA -EJ, issued September 3, 2002 (“Commission
Order”) requiring that CBM be taken into account in the calculation of
ATC will have onratepayers. It is recommended that CBM be eliminated

or, at a minimum, provide that load serving entities wanting to access
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generation resources on a neighboring transmission system to meet
resource adequacy requirements do so by acquiring Financial
Transmission Rights from the neighboring interface to their load rather
than through CBM set-asides. This will ensure that only customers
benefiting from CBM pay for CBM and the full capacity of the system is
utilized in the most efficient manner for the overall betterment of
ratepayers.

Are you sponsoring an exhibit in this proceeding?

Yes, it consists of the following document:

Document JJH-1, Resume of J. Jolly Hayden

Effects

Please describe what effect the Commission’s Order requiring that
CBM be taken into account in the calculation of ATC will have on
ratepayers?

First, the Commission’s Order creates an inconsistency with proposed
FERC policy regarding treatment of CBM. Second, the Commission’s
Order creates a discriminatory physical and economic withholding of
valuable transmission capacity. Third, the effect of this withholding of
valuable transmission capacity is to deny most ratepayers access to
competitively priced generation and in so doing, degrade the efficiency
of market operation and potentially even compromise reliability. Fourth,

the effect of this withholding of valuable transmission capacity
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unjustifiably subsidizes the holder of the CBM. Fifth, the effect of this
withholding of valuable transmission capacity compromises the
efficiency of GridFlorida. Sixth, this withholding of valuable
transmission capacity endangers reliability. ~ And seventh, the
Commission’s Order creates the potential for a CBM holder to
inappropriately affect/manipulate the market price of energy inside
Florida or the cost to access generation outside of Florida.
Please describe how the Commission’s Order, requiring that CBM
be taken into account in the calculation of ATC, creates an
inconsistency with FERC’s proposed Standard Market Design
policy.
In its Notice of Proposed Rulemaking, Docket No. RM01-12-000, 18
CFR Part 35, issued July 31, 2002, the FERC states that:

330. Capacity Benefit Margin is the set-aside of

transmission capability by a transmission provider

to ensure the ability to import external resources

to meet generation reliability requirements of in

case of a generation capacity deficiency....

331.We propose to standardize the treatment of

Capacity Benefit Margin to ensure that (1) only

customers benefitting from it pay for it, and (2)

transfer capability needed to access resources on
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aneighboring system is treated consistent with all

other portions of the transmission grid. Thus an

Independent Transmission Provider itself would

not be permitted to set aside transfer capability for

generation reliability reasons. Rather, a load-

serving entity wanting access to resources

adequacy requirement should instead acquire

Congestion Revenue Rights from the interface to

its load to ensure that access. This will free up

transfer capability now unavailable to wholesale

transmission customers and prevent cross-

subsidization of transmission customers that serve

load within the Independent Transmission

Provider’s service area by point-to-point

transmission system users.
Clearly, FERC’s expressed policy is that independent transmission
providers, such as GridFlorida, should not set aside valuable transmission
capability, by taking CBM into account when calculating ATC. The
Commission’s Order, requiring that CBM be taken into account in the
calculation of ATC, is in direct contravention of FERC policy and the
principles upon which it is based. It could argued that FERC has

indicated in its proposed rulemaking that it will accept some regional
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flexibility in the final standard market design rules submitted by each
independent transmission provider and that the inclusion of CBM 1n the
calculation of ATC should be a regional difference that is unique to
GridFlorida. In order to support such a supposition, however, the burden
on a requestor for a regional deviation from the standard would be to
make a demonstration that as a minimum, the deviation would not harm
competitiveness, efficiency or reliability and would be fair and reasonable
to all transmission customers. The CBM ruling as it currently stands
could not meet such a burden, and as you will see from the following
analysis, such an argument is without merit. Set-asides in order to meet
resource adequacy requirements are inherently discriminatory to Florida
ratepayers and power suppliers and violate the tenets FERC Order Nos.
888 and 2000, and the proposed SMD rulemaking, all seek to remedy -
to wit, the elimination of undue discrimination and removal of
impediments to wholesale competition.

Please describe how the Commission’s Order, requiring that CBM
be taken into account in the calculation of ATC, creates a
discriminatory physical and economic withholding of valuable
transmission capacity.

Intertie capability between Florida and Georgia is extremely valuable as
it represents the only access route of Florida load serving entities to

generation outside the State of Florida and conversely the only access
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route of load serving entities outside Florida to generation within Florida.
Intertie capability is approximately 3,600 MWs. By mandating that
GridFlorida set-aside intertie capability when it calculated ATC to
account for CBM, that intertie capability is significantly reduced. Taking
into account JEA’s CBM only, that 3,600 MWs is reduced to 3,225
MWs. The reduction is further compounded when the current uses of the
intertie capability are taken into account. Of the 2,600 MWs for total
intertie capability, 1,623 MWs are under firm import contracts' leaving
approximately 1,977 MWs available for non-firm transactions. Of JEA’s
1,228 MWs of ownership entitlement, 282 MWs are contracted firm
imports® leaving approximately 946 MWs of JEA’s entitlement available
for non-firm transactions. Based on these figures, JEA controls roughly
half of the intertie capability remaining after firm imports and more than
a third of that capability is reserved as CBM for exclusive use for resale
by JEA. This withholding of intertie capability, vital to Petitioners’
existing and planned market activities, thwarts Petitioners’ and other
stakeholders’ access to markets on both sides of the interface and
frustrates the development of a wholesale competitive generation market.
Whether or not Florida’s RTO ever merges with another RTO in the

Southeast, the Commission should not allow a market participant, such

' 2002 FRCC Load and Resource Plan, pg. 26.

%14 for the year 2002.
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as JEA to be placed in the position of gatekeeper between Florida and the
wholesale market in the rest of the Southeast.

Please describe how this physical and economic withholding of
valuable transmission capacity adversely effects ratepayers.

The withholding of valuable transmission capacity through the CBM
adjustment to ATC unnecessarily restricts load serving entities within
Florida and their respective ratepayers from access to competitively
priced generation from outside of Florida and relegates such load serving
entities to rely more heavily on Florida based generating supply options.
When generation resources are tight within Florida, the net effect of this
withholding of valuable transmission capacity to account for CBM is to
drive wholesale and retail power prices unnecessarily higher, at the whim
of the CBM holder. Additionally, the withholding of valuable
transmission capacity to account for CBM denies generators within
Florida the ability to sell excess supply to load serving entities outside of
Florida at times when generation supply in Florida exceeds demand. This
denial forces other load serving entities in Florida to pass along to
ratepayers lost opportunity costs (lost contribution to fixed costs)
associated with generation exports that would have otherwise decreased
the revenue recovery necessary from intra-Florida consumption.

Please describe how this withholding of valuable transmission

capacity unjustifiably subsidizes the holder of the CBM.
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Because the cost of the entire transmission system under the proposed
GridFlorida rate structure, including the cost of facilities whose
capabilities are withheld by virtue of the Commissions’s Order to account
for CBM in the calculation of ATC is socialized to all wholesale
transmission customers through their transmission charges, a holder of
CBM is unjustifiably subsidized as it draws the entire benefit from such
CBM capability without having to pay the full cost, and conversely anon-
CBM holding transmission customer, and its associated ratepayers, is
unfairly burdened paying for facilities from which it draws no benefit.
The FERC recognized this problem in its Notice of Proposed
Rulemaking, Docket No. RM01-12-000, 18 CFR Part 35, issued July 31,
2002, and addressed it by proposing that a load serving entity requiring
accessto generation resources on a neighboring transmission system meet
its resource adequacy requirements by acquiring Congestion Revenue
Rights (otherwise known as Financial Transmission Rights) from the
neighboring interface to its load rather than through CBM set-asides of
transmission capacity. That way only customers benefitting from CBM
pay for CBM.

Please describe how the withholding of valuable transmission
capacity compromises the efficiency of GridFlorida.

The efficiency of a power market is affected by the degree of access to

potential supply resources to satisfy the demand within the energy market.
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As discussed above, the withholding of valuable transmission capacity to
account for CBM restricts load serving entities within Florida and their
respective ratepayers from accessing competitively priced generation
from outside of Florida and thereby limits the access to and perhaps cost
to access various external generating supply options that would otherwise
be economic. By definition, then the CBM related restriction on access
by the rest of the market detracts from the efficiency otherwise possible
through the GridFlorida RTO.

Please describe how this withholding of valuable transmission
capacity adversely impacts reliability.

Contrary to the arguments offered to support a CBM withholding of
valuable transmission capacity, the withholding can actually have an
adverse impact on reliability. Lets consider a reasonable hypothetical
example. Consider a period of record low winter temperatures in the
Southeastern Untied States. In that situation, electricity demand within
Florida would significantly increase due to home heating demands. In
addition, consider the loss of significant generators or critical internal
transmission facilities in South Florida due to forced outage. In this
circumstance, accessible generation within Florida may be insufficient to
reliably satisfy Florida electric demand. Given that electricity demand in
the Mid Atlantic States is driven to a lesser degree by heating load (as a

greater portion of home heating needs are met by natural gas), additional

10
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generation supply could be sold to load serving entities in Florida to the
degree import capability is available to them. Consider further that the
CBM holder is currently meeting its load demand with Florida based
generation, but other non-CBM holding load serving entities are not able
to support their share of reliability requirements. Due to the fact that the
CBM holding utility is concerned about either additional demand by its
customers or further loss of its generation to outage, it chooses to hold its
option and doesn’t release CBM-related firm intertie capability. In this
situation, the non-CBM holding load serving entity is relegated to import
generation from the north under non-firm transmission, despite the fact
that firm capability exits, but is being withheld. This increases the risk
to both the importer (the Florida load serving entity relegated to non-firm
service) and its external seller to Transmission Loading Relief measures
to the degree congestion arises or the CBM holder exercised it option. In
other words, all transactions that are flowing on non-firm transmission
will be cut to relieve congestion. If either the non-firm nature of its
service discourages external sellers or the CBM holder exercises its
option to use that capability, in either case, there is a risk that Florida will
not import sufficient generation to satisfy its reliability needs and
involuntary load shedding may be necessary even though the system
could accommodate the non-CBM holders desired import has the CBM-

holding utility releases it CBM intertie capability or better yet, if CBM

11



10

11

12

13

14

15

16

17

18

19

20

21

22

did not exist at all. This exact situation occurred in the Northeast and
Midwest in the summer of 1999 and contributed to over 4,000 MW of
transactions being curtailed, load being shed and price spikes.

Please describe how the Commission’s Order creates the potential for
a CBM holder to inappropriately affect/manipulate the market price
of energy inside Florida or the cost to access generation outside of
Florida.

The circumstance described above regarding JEA, demonstrates well the
potential for a CBM holder to inappropriately affect/manipulate the
supply of generation into Florida and hence its ability to affect the market
price of energy inside Florida or the cost to access generation outside of
Florida. Based on the figure discussed above, JEA controls roughly haif
of the intertie capability remaining after firm imports and more than a
third of that capability based on the Commission’s Order will be withheld
as CBM for exclusive use of JEA. JEA, as the exclusive holder of that
intertie capability, by controlling the price and timing of the release or
non-release of such intertie capability, can inadvertently affect or
intentionally manipulate market prices higher in Florida or increase the
cost to access generation outside of Florida through withholding of the
firm CBM related intertie capability. This power to inappropriately
affect/manipulate the market price of energy is further exacerbated when

you realize that JEA bears little cost in obtaining this power, as its CBM
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is unjustifiably subsidized by all the other transmission customers on the

system.

II. Recommendation

Q.

A,

‘What do you recommend?

I recommend that the Commission revise its order to eliminate the use of
CBM altogether. CBM, once GridFlorida goes operational, is an
unnecessary and indeed inappropriate construct given that competitive
wholesale generation resources can be contracted in the forward market
to address resource adequacy/reserve requirements. If despite the
arguments against adjusting ATC to reflect CBM, the Commissionrejects
this recommendation and decides to order that a CBM adjustment to ATC
be maintained as a construct under GridFlorida, I recommend that at a
minimum the Commission order that all energy import schedules be
required to submit associated bid offer prices. In this way, sufficiently
low energy import prices associated with desired schedules across the
intertie and achieve physical firmness of delivery whether or not an
individual transmission customer hold a CBM-based right to avoid
congestion charges between the interface and a point internal to the
Florida system. To the degree a CBM holder of such a financial
congestion right seeks physical delivery certainty, it could bid import
offer prices very low knowing that resultant congestion costs associated

with receipt of that energy are hedged through the financial congestion
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right. I suggest that accomplishing a CBM mechanism through
acquisition of Financial Transmission Rights from the neighboring
interface to their load is superior to the method of CBM set-asides
(adjusting ATC from CBM). This will ensure that only customers
benefitting from CBM pay for CBM and the full capacity of the system
is utilized in the most efficient manner for the overall betterment of
ratepayers. In hours where the value of the contemplated schedule does
not warrant bidding its external generation below the prices offered by
other competing imports, Florida consumers will enjoy the efficiency
benefits and the entities that value the interface capability the most will
use it. As discussed above the inefficiencies in the market created by
withholding are alleviated and the potential for unintentional adverse
effects or intentional market manipulation are reduced.

Does this conclude your testimony?

Yes, it does

14



Exhibit No.

Docket No. 020233-EI
Calpine Corporation
(JIJH-1)

Resume of J. Jolly Hayden
Filed: September, 27, 2002

Resumé
J. Jolly Hayden
Vice President, Transmission Operations
Calpine Corporation
700 Louisiana Ave. Suite #2700
Houston, Texas 77002

Professional Experience

Calpine Corporation - 11/01 to present.
Vice President, Transmission Operations
Houston, Texas

Responsible for all facets of Calpine’s transmission business consisting of’ transmission origination,
transmission management, transmission system analysis and control area operations. Manage and
optimized a $75,000 million dollar transmission book which serves over 25,000 MW of generation.
Transmission Operations supports power trading, generation dispatch, and advanced development.
In addition, drives the development of Calpine’s transmission policies through the regulatory and
market design teams for the advancement of those positions in national, regional and state forums
to promote the development of a liquid, competitive market.

Dynegy Inc. - Dynegy Marketing & Trade (formerly Electric Clearinghouse, Inc. -NGC Corp.)
- 4/95 to 9/01

Vice President, Power Delivery
Houston, Texas

Various positions with ever-increasing responsibilities, with the last two years spent as Vice
President, Power Delivery. Responsible for all aspects of Dynegy’s transmission business, including
directing transmission trading, transmission market development and transmission system analysis.
Managed and optimized a $50,000 million dollar transmission position supporting over 18,000 MW
of generation. Negotiated all interconnection, hubbing and control area agreements; built the
Transmission System Analysis group that was responsible for analysis of greenfield projects, off-
takes agreements and the development of a two day to one week congestion forecast model; created
the Transmission Market Development team that was responsible for the development of Dynegy’s
transmission policies and strategies and the advancement of those positions in national, regional and
state forums to promote the development of a liquid, competitive market.



AES Power, Inc. - The AES Corporation - 8/94 to 3/95
Director of Operations

Atlanta, Georgia

Responsible for build-out and establishment of start-up trading group, negotiated with vendors for

equipment and installation, negotiated master sales agreements with counter-parties, hired all trading
and operational personnel.

East Kentucky Power Cooperative, Inc. - 2/85 to 7/94
Energy Control Manager
Winchester, Kentucky

Various positions with ever-increasing responsibilities, with the last three years spent as Manager,
Energy Control. Responsible for management, enhancement and maintenance of the EKPC’s
generation and transmission system, work plan and budget development, established operating

procedures to ensure safe and economic operation of facilities, developed and implemented EKPC’s
wholesale marketing plan.

Kentucky Utilities Company - 1/84 to 1/85
Distribution Engineer
Lexington, Kentucky

Responsible for the site location, sizing, coordination, ordering and installation of reclosers; designed
single and three phase distribution circuits.

Education

Eastern Kentucky University - Richmond, Kentucky, graduated May 1991 with a Master of Science
degree in Industrial Technology.

University of Kentucky - Lexington, Kentucky, graduated December 1983 with a Bachelor of
Science in Electrical Engineering.

Professional Affiliations

National Society of Professional Engineers

Institute of Electrical and Electronic Engineers

Center for the Advancement of Energy Markets

The Council of Energy Advisors

North American Electric Reliability Council (Past Member of various Committees)
Electric Power Supply Association

Kentucky Registered Professional Engineer
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