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P R O C E E D I N G S  

(Transcript continues i n  sequence from Volume 3. ) 

MIKE NAEVE 
C. MARTIN MENNES 

GREG RAMON 
HENRY I. SOUTHWICK 

:ontinues t h e i r  testimony under oath from Volume 3. 

CONTINUED CROSS EXAMINATION 

3Y MR. KEATING: 

Q I f  I could j u s t  have you re fe r  f i r s t  t o  the 

f i r s t  page o f  the order, t o  the very f i r s t  sentence o f  t h  b 

i f  the order. It states t h a t  we accept PJM Interconnection, 

_. L. C. ' s proposal t o  extend i t  ' s program o f  cost - cappi ng 

nust-run generation un i t s  from the day-ahead t o  real  - t ime 

narkets. 

I f  you t u r n  t o  Page 5 and 6 o f  the order, i f  you 

would read on your own on Page 5, the second paragraph under 

the section t i t l e d  "Discussion" and on Page 6, the second 

numbered paragraph and as i t ' s  completed on Page 7. 

A (By Mr. Ramon) Just so we're a l l  on the - -  t h a t ' s  

PJM's proposal which i s  on Page 5 - - 
Q That 's correct .  

A 

Q 

- - and then on Page 6 we're t o  read - - 
Numbered Paragraph 2, and I bel ieve tha t  ends on Page 

7. 

A (By Mr. Naeve) The one t h a t  says, "Generators' 

FLORIDA PUBLIC SERVICE COMMISSION 
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a1 1 eged i nabi 1 i ty"? 

Q That 's correct .  

A (By Mr. Ramon) Okay. 

MR. CHILDS: You want him t o  read i t  

MR. KEATING: I was j u s t  asking them 

MR. CHILDS: Look a t  it? 

MR. KEATING: - -  look a t  it. 

MR. CHILDS: Okay. 

A (By M r .  Naeve) We're ready. 

Q Okay. Would you agree from the pass 

512 

a1 oud? 

i f  they would - - 

ges tha t  101 

read t h a t  i n  t h a t  order FERC recognized the po ten t ia l  f o r  

1 oca1 i zed market power? 

A Yes. 

A (By M r .  Ramon) Yes. 

Q Okay. Would you agree t h a t  FERC has granted 

author i ty  t o  cap suppliers a t  cost-based rates i n  order t o  

A (By Mr. Naeve) 

A (By Mr. Ramon) 

Q Okay. What has 

short-term market power e' 

mit igate market power i n  rea l  -t ime? 

Yes. 

Yes. 

GridFlorida done t o  prevent 

ther  i n  day-ahead or rea l  - t ,me? 

1 e 

A (By Mr. Ramon) This i s  general ly taken care o f  - - 
and I bel ieve Mike ta lked about t h i s  e a r l i e r .  Just because you 

have market-based ra te  au thor i ty  doesn't mean you can use i t  i f  

conditions 1 i ke t h i s  come about. We've got two market 

FLORIDA PUBLIC SERVICE COMMISSION 
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n i t i ga t i on  measures f o r  the balancing market. But f o r  

s i tuat ions l i k e  t h i s ,  we don ' t  have a methodology there. 

t ha t ' s  c l e a r l y  on Page 1 o f  the  RTO's management o f  the  market 

to be able t o  do t h i s .  

But 

A (By Mr. Naeve) Yeah, actua l ly ,  I th ink  t h i s  order 

i l l u s t r a t e s  a couple o f  very in te res t ing  points.  F i r s t ,  j u s t  

i n  d i r e c t  response t o  your question, one th ing  we have done i s  

delve imposed the cost-based cap on these services f o r  the 

I a r t i e s  tha t  do not have market-based ra te  author i ty .  But more 

importantly, I mentioned e a r l i e r  t h a t  FERC i s  viewing RTOs not 

mly as a way t o  provide regional control  over transmission 

services and improve r e l i a b i l i t y  and tha t  so r t  o f  s t u f f ,  they 

also increasingly are looking t o  them t o  provide l oca l  

nanagement o f  the market. 

And by "management o f  the  market," what I mean by 

that i s ,  there w i l l  very we1 1 be circumstances - - l e t ' s  say, 

i ypo the t ica l l y ,  most o f  the t ime a par t i cu la r  market functions 

rlery wel l  i n  a competit ive way, but  there w i l l  be circumstances 

? i the r  due t o  transmission outages o r  generation outages o r  

i t he r  circumstances where things can change very qu ick ly  a t  an 

mt i ty .  A generator t ha t  doesn't  have market power i n  one hour 

nay very we1 1 accumul ate market power i n  hour number two or  

lour number three. Something could happen t o  cause a change i n  

:i rcumstances. 

The Commission has delegated au thor i ty  t o  RTOs, and 

FLORIDA PUBLIC SERVICE COMMISSION 
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i n  t h i s  case t o  the PJM ISO, au thor i ty  t o  deal w i th  those 

Zircumstances as they ar ise.  And we have provided fo r  the  

narket monitor t o  request s i m i l a r  au thor i ty  so t h a t  i t  can deal 

Mith these types o f  circumstances as they ar ise.  

Q On Page 41 o f  your testimony, there i s  a tab le  

showing n o n u t i l i t y  interconnection requests. Now, i s  i t  

:orrect, and I bel ieve t h i s  came up a t  the deposit ion, t h a t  the 

second column, the center column t i t l e d  "Number o f  Uni ts"  would 

)e more accurately t i t l e d  "Number o f  Locations"? 

MR. CHILDS: I t h ink  t h a t ' s  on the er ra ta  t o  change 

that. I th ink  tha t  was on the errata t o  change t h a t  t i t l e .  

MR. KEATING: Okay. 

3Y MR. KEATING: 

Q 
A (By M r .  Naeve) I'll respond t o  tha t .  I make 

?eference t o  t h i s  tab le  i n  my testimony. This tab le  i s  

intended t o  demonstrate t h a t  there are a number o f  generators 

mder the current s ta te  o f  the l a w  i n  F lo r ida  who have applied 

to the u t i l i t i e s  f o r  interconnection service, and suggests tha t  

iotwithstanding current laws i n  F lor ida,  a number o f  par t ies  

w e  moving forward w i th  t h e i r  in ten t ion  t o  b u i l d  new generation 

i n  the s tate o f  F lor ida.  

What i s  t h i s  tab le  intended t o  demonstrate? 

Q Are you aware o f  whether there are any need 

3eterminations cur ren t ly  before the Pub1 i c  Service Commission? 

A I am not. 

FLORIDA PUBLIC SERVICE COMMISSION 
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Q Would you agree, subject t o  check, t h a t  there are 

not? 

A 

Q 

A (By Mr. Ramon) I agree w i th  what Mike said. 

Remember where t h i s  information comes from. I t ' s  from the 

3ASIS queue f o r  interconnection service, and a l o t  o f  t ha t  

could j u s t  stay i n  the study mode forever, or  some o f  i t  can 

proceed. But we don ' t  have t h a t  k ind o f  information. 

I j u s t  wouldn't know one way or the other. 

Would any o f  the other panelists? 

Q But would you agree, subject t o  check, t ha t  there are 

no need determinations pending before t h i  s Commi ss i  on? 

A (By Mr. Naeve) It i s  what i t  i s .  

Q Do you bel ieve t h a t  because - -  assuming tha t  there 

are no need determinations pending before t h i s  Commission, 

would you agree tha t  most o f  these requests involve combustion 

turbines or  un i t s  tha t  do not require a need determination? 

It would seem t o  me f o r  the u n i t s  t h a t  appear fo r  A 

i n - se rv i ce  dates i n  2001, t h a t  may well be the case. For the 

u n i t s  w i th  service dates t h a t  are more prolonged, tha t  may or  

may not be the s i tua t ion .  

determinations t y p i  c a l l  y are f i  1 ed. 

I ' m  not t ha t  f a m i l i a r  w i th  when need 

MR. KEATING: I bel ieve S t a f f ' s  handed out a second 

e x h i b i t  t ha t  includes Late-F i led Deposition Exh ib i t  Number 

2 from the Panel's deposition, and i f  we would have tha t  marked 

f o r  i dent i  f i c a t i  on. 

FLORIDA PUBLIC SERVICE COMMISSION 
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COMMISSIONER DEASON : Exhib i t  10. 

(Exhib i t  10 marked f o r  i d e n t i f i c a t i o n .  1 

3Y MR. KEATING: 

Q This exh ib i t  i s  so r t  o f  a companion, I suppose, t o  

the one on Page 41 o f  the testimony. Instead o f  the n o n u t i l i t y  

generation interconnection queue, i t ' s  the u t i l i t y ' s  generation 

interconnection queue, i s  t h a t  correct, f o r  the GridFlor ida 

zompanies? 

A (By Mr. Mennes) Yes. 

Q And I would j u s t  l i k e  t o  have you confirm the 

accuracy o f  the informat ion i n  the table.  To your knowledge, 

i s  t h a t  information accurate? 

A Yes. 

Q 

A Under our d i rec t ion .  

Q Under your d i rec t ion .  Okay. 

And was i t  prepared by the Panel? 

MR. KEATING: I don ' t  have any pa r t i cu la r  questions 

about t h i s  exh ib i t .  S t a f f  f e l t  i t would be helpfu l  as a 

companion t o  the tab le  i n  the testimony t o  complete the record. 

COMMISSIONER JABER: Well, l e t  me ask the panel ists,  

what i s  i t  I ' m  supposed t o  understand from t h i s  exh b i t ?  

WITNESS MENNES: I th ink  i t  was the request o f  the 

S t a f f  f o r  t h i s  exh ib i t .  

COMMISSIONER JABER: No, I know. But you never want 

t o  leave the decision-maker w i th  a question about what an 

FLORIDA PUBLIC SERVICE COMMISSION 
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e x h i b i t ' s  po int  i s .  So since you a l l  prepared i t  even a t  the 

request o f  S t a f f ,  would you t e l l  me what po in t  I ' m  supposed 

t o  - -  
WITNESS RAMON: Well, one o f  the in ten ts  o f  p u t t i n g  

together the tab le  t h a t ' s  i n  Page 41 o f  our testimony i s  t o  

demonstrate tha t  there i s  n o n u t i l i t y  generation a c t i v i t i e s  i n  

the State and competition tha t  a f fec ts  how we plan and operate 

the system. And the S t a f f  requested i n  looking a t  t h i s  tab le  

t o  - -  I th ink  there was a memo t o  the Commissioners and other 

S t a f f  people from Joe Jenkins tha t  had so r t  o f  a complete l i s t  

o f  u t i l i t y  and n o n u t i l i t y ,  and there was some anxiety about the 

numbers not agreeing. And so I th ink  the i n t e n t  - -  I may be 

wrong - -  from S t a f f ' s  po in t  o f  view was t o  make the l i s t  

comprehensive o f  not j u s t  nonut i l  i t y  generation but also the 

appl icant '  s generation. 

COMMISSIONER JABER: So do I take the exh ib i t  from 

your testimony the t o t a l  megawatts and add the t o t a l  megawatts 

from S t a f f ' s  exh ib i t  and tha t  should give me a complete p i c tu re  

o f  what's expected? 

WITNESS RAMON: O f  what i s  i n  the OASIS generation 

queues f o r  request f o r  interconnection service. 

COMMISSIONER JABER: Thank you. 

BY MR. KEATING: 

Q Let me ask one l a s t  question about the two 

al ternat ives,  A and B, t ha t  s t a r t  around Page 35. GridFlorida 

FLORIDA PUBLIC SERVICE COMMISSION 
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has - -  I believe you've stated t h a t  GridFlorida prefers 

Al ternat ive A over A l ternat ive B; i s  t ha t  correct? 

A Yes. 

Q Why does GridFlorida bel ieve t h a t  A l ternat ive A ' s  

approach i s  preferable t o  the pay what you b i d  approach i n  

A1 te rna t ive  B? 

A We bel ieve the market-clearing pr ice ,  not 

withstanding the f a l l o u t  from Ca l i fo rn ia ,  i s  the correct  

approach t o  take f o r  a competit ive generation market where 

there 's  enough generation out there competing head t o  head t o  

create a l eas t  cost from a buyer's po int  o f  view. 

I n  a market t h a t ' s  f u l l y  developed, o f  course, you 

want t o  avoid a l o t  o f  the p i t f a l l s  o f  Ca l i fo rn ia  and be able 

t o  do forward contracts and do a l o t  o f  hedging and those sorts 

o f  things. The concept behind the market-clearing pr ices,  i f  

there i s  s u f f i c i e n t  generation out there t o  compete head t o  

head, t h i s  market-clearing p r i ce  i s  sometimes ca l led  uniform 

single p r i ce  approach i s  a way t o  ef fectuate marginal costs o f  

p r i c ing  t r u l y  incremental p r i c e  costs. And also, f o r  those 

tha t  successfully compete a t  market-clearing pr ice ,  which i s  

paid t o  a l l ,  w i l l  also be enough t o  cover your f i xed  costs. 

And there 's ,  you know, obviously debate about 

market-clearing p r i ce  because o f  Ca l i fo rn ia ,  but  i t  does work 

i n  other markets l i k e  PJM and a l o t  o f  in ternat ional  markets 

tha t  use a market-clearing p r i ce  approach. But there i s  some 
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recent work on the - -  ac tua l l y  comparing the two i n  pros and 

cons tha t  I could make avai lable i f  you want. Actual ly ,  there 

was a blue ribbon panel t ha t  put together a repor t  on 

market-clearing pr ice  versus pay as you b id ,  you get pa 

you b id .  

Q Ear l i e r ,  there was a discussion about physica 

d what 

transmission r i g h t s  versus f inanc ia l  transmission r i g h t s .  Do 

physical transmission r i g h t s  o f f e r  a more secure form o f  

transmission r i g h t s  fo r  r e t a i l  customers while t rans i t i on ing  t o  

a competitive market? 

A 

than what? 

Q 

Could you restate the question, and p a r t i c u l a r l y  more 

Do physical transmission r i g h t s  o f f e r  a more secure 

form o f  transmission r i g h t s  than f inanc ia l  transmiss 

do w i th  respect t o  r e t a i l  customers while t r a n s i t i o n  

competitive market? 

A You know, as I said before, we d i d n ' t  rea l  

on r i g h t s  

ng t o  a 

y do a 

comparison. You know, Tampa, as I said before, prefers the 

f inanc ia l  r i g h t s  approach, but we never went down t h a t  path o f  

comparing the two i n  the co l laborat ive process. But the 

applicants fee l  comfortable t h a t  the physical r i g h t s  approach 

i s  sat is factory  f o r  day one operation. 

Q Do the other panel ists feel  t ha t  physical 

transmission r i g h t s  would provide a more secure form o f  

transmission r i g h t s  f o r  r e t a i l  customers a t  t h i s  time? 
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A (By M r .  Southwick) I personally do. I understand 

the theory tha t  they should be the same, and t h a t ' s  probably 

zorrect. But I believe t h a t  the physical approach i s  simpler, 

and i t ' s  easier t o  understand. And s imp l i c i t y ,  I think,  i s  

generally good, and fo r  t ha t  reason, I prefer  it. As time goes 

m, the world may change, but i n i t i a l l y  I th ink  t h a t ' s  the way 

de should s t a r t .  

A (By Mr. 

agree w i th  Henry. 

de went t o  physic 

Mennes) For 

I ' d  l i k e  t o  

1 was the l a  

F lor ida Power & L ight ,  I tend t o  

add tha t  probably the reason why 

k o f  a real  understanding o f  the 

f inanc ia l  and how tha t  would work. So i t ' s  hard t o  r e a l l y  

answer the question which i s ,  you know, more r e l i a b l e  f o r  a 

load-serving e n t i t y  i f  the f inanc ia l  was easy t o  understand. 

And - -  
A (By Mr. Southwick) Physical. 

A (By M r .  Mennes) Yeah, I caught myself. The 

physical - -  
A (By Mr. Ramon) Leave him alone. 

A (By Mr. Mennes) - - was easier t o  understand i s  why 

we went there. 

Q Do the GridFlorida companies using physical 

transmission r i g h t s  have f i r s t  c a l l  on transmission capacity i n  

order t o  serve t h e i r  nat ive f i r m  load? 

A (By Mr. Southwick) A l l  load-serving e n t i t i e s  w i l l  

have the equal access t o  those r i g h t s .  

FLORIDA PUBLIC SERVICE COMMISSION 
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MR. KEATING: Commissioners, I have a few other 

questions f o r  the Panel. 

questions tha t  may take about 20 minutes or  30 minutes, and 

;hat's about it. So I j u s t  wanted t o  see how you want t o  go 

Forward. This would be a good breaking po in t  i n  the subject 

natter. 

I get i n t o  one other l i n e  o f  

COMMISSIONER JABER: But we're going t o  hold you t h i s  

Lime. 

MR. KEATING: I ' m  going t o  check the t ransc r ip t .  I 

think I qua l i f i ed  i t  l a s t  n ight ,  I hope I did. 

COMMISSIONER DEASON: Proceed quickly.  

Do the Panel members need a break? I f  you do, speak 

~ p .  We've got a fresh court  reporter, so we're on a ro le .  

WITNESS RAMON: We're taking him a t  h i s  word tha t  

i t ' s  only 20 minutes. 

3Y MR. KEATING: 

Q W i l l  the 69 kV demarcation t h a t ' s  established fo r  

:ridFlorida f o r  transmission be employed by each o f  the 

par t i c ipa t ing  GridFlorida companies regardless o f  whether 

assets are being divested or whether assets are simply being - -  
having the operational control transferred? 

A (By Mr. Mennes) Yes. 

Q I s  i t  correct  t ha t  F lor ida Power & L igh t  and Tampa 

E l e c t r i c  are both refunct ional  i z i n g  assets between transmission 

and other functions o f  p lan t  t o  comply w i th  t h a t  demarcation 
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l i n e ?  And by " re funct ional iz ing,"  I mean rec lass i fy ing  by 

function, i .e., transmission or  d i s t r i bu t i on .  

A (By Mr. Ramon) Be careful  how you use the word 

"refunct ional izat ion. ' '  What we've done i s  come up w i th  a l i n e  

o f  demarcation. For purposes o f  con t ro l ,  you know, we need t o  

i den t i f y ,  p a r t i c u l a r l y  i n  those s tat ions tha t  have mul t ip le  

use, the transmission and generation. Some generation s tat ions 

have a d i s t r i b u t i o n  i n  them, so we need t o  have a l i n e  o f  

demarcation o f  what i s  under the control  o f  GridFlorida. And 

those f a c i l i t i e s  t h a t  are par t  o f  the contro l ,  a t  leas t  f o r  

Tampa E lec t r i c ,  are i n  the rates, i f  you w i l l ,  f o r  GridFlorida. 

Q W i l l  Tampa E lec t r i c  and F lo r ida  Power & L igh t  

rec lass i fy  any o f  t h e i r  assets from transmission or  

d i s t r i bu t i on  or  v ice  versa - -  
A (By Mr. Mennes) F lor ida Power & L ight ,  as f a r  as I 

know, tends not t o  rec lass i fy .  

Q W i l l  F lor ida Power Corporation be rec lass i fy ing  any 

o f  i t s  assets by funct ion - -  
A (By M r .  Southwick) No, we don ' t  p lan to .  

Q 
A No. 

Q 

- - f o r  accounting purposes? 

Do transmission substations contain 69 kV switches on 

the high side o f  the  transformer t h a t  provides d i s t r i bu t i on  

services? 

A I ' m  sorry, would you read t h a t  again, please. 

FLORIDA PUBLIC SERVICE COMMISSION 



523 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q Do transmission substations contain 69 kV switches on 

the high side o f  the transformer tha t  provides d i s t r i b u t i o n  

services? 

A (By Mr. Mennes) Yes, i t  can. 

A (By Mr. Southwick) They can. 

A (By Mr. Mennes) And those things tha t  - -  the way we 

have set up our l i n e  o f  demarcation, i f  those switches are 

protect ive type. devices f o r  t ha t  transformer, they w i l l  s tay 

w i th  the load-serving e n t i t y  or  the d i s t r i b u t i o n  company. They 

w i  11 not be transferred operational l y  control  1 ed by the 

Transco. 

Q Do d i s t r i b u t i o n  substations also contain 69 kV 

switches on the high side o f  the transformer tha t  provide 

transmi ss i  on services? 

A (By Mr. Sout iwick) They can. 

MR. CHILDS: Excuse me. I don ' t  th ink  we're i n  the  

Panel's testimony now, are we? Aren ' t  we i n  the ind iv idual  

areas on the accounting type questions t h a t  you were pursuing? 

MR. KEATING: Well, I bel ieve the Panel does address 

demarcation between transmission and d i s t r i b u t i o n  f a c i l i t i e s .  

I ' m  t r y i n g  t o  explore how tha t  l i n e  i s  drawn and how each 

u t i l i t y  i s  complying w i th  tha t  demarcation l i n e ,  so t o  speak. 

MR. CHILDS: The only reason i s ,  I th ink  they t o l d  

you, o r  a t  leas t  I know - - I bel ieve Mr. Mennes does i n  h i s  

separate testimony address tha t  demarcation tha t  they followed. 
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COMMISSIONER DEASON: Let ' s proceed. 

MR. CHILDS: Go ahead. 

COMMISSIONER DEASON: Proceed. 

!Y MR. KEATING: 

Q W i l l  each o f  the pa r t i c i pa t i ng  companies t ransfer  t o  

;r idFlorida a l l  69 kV substation switches t h a t  provide 

;ranmi ssion service regardless i f  those switches are cur ren t ly  

iccounted f o r  as transmission p lan t  or  d i s t r i b u t i o n  p lant? 

A (By Mr. Mennes) I th ink  what you need t o  do i s ,  when 

{OU used the terminology " a l l  " - - we've got i n  our f i l e d  

:estimony on Pages, I guess, 18 and 19 and we also have an 

2xhibit which i s  i n  the tariff t h a t  s t a r t s  o f f  a t  page - -  t h i s  

i s ,  I guess, Exh ib i t  1, Volume 6B. It s t a r t s  o f f  on Page 4143. 

[ t ' s  ca l led  Attachment Q, which shows the f a c i l i t i e s  and 

iu t l i nes  exact ly  what i s  going t o  be transferred and how i t  

vorks and defines the various types o f  equipment. 

I t h i n k  i t ' s  important t o  note t h a t  t h i s  was a l l  done 

in  many meetings w i th  operators and planners i n  the State i n  

iu r  col laborat ive process and qu i te  a few blackboard 

jiscussions and other things t o  come up w i th  t h i s .  So w i th  

that said, i t ' s  hard t o  say j u s t  a yes or  no unless you ask 

spec i f i ca l l y  where the switch i s .  I n  other words, i t ' s  not a l l  

I f  one th ing  or  not a l l  o f  another. A l o t  o f  i t  depends on the 

mrpose o f  the switch. 

A (By Mr. Ramon) I don ' t  want t o  oversimpl i fy t h i s ,  
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but any switch, breaker, whatever w i th  the voltage o f  69 kV or  

nore w i l l  be transferred, bas ica l l y ,  except f o r  generation 

stat ions.  Okay. Those breakers associated w i th  protect ion o f  

the generator w i l l  stay w i th  the production f a c i l i t i e s .  

A (By Mr. Mennes) As wel l  as those on the high side o f  

transformers tha t  are protect ive type devices. 

A (By Mr. Southwick) And one other thought on tha t .  

rh i s  Attachment Q applies equal ly t o  everybody. I t ' s  not p ick  

and choose. 

Q W i l l  there be assets cur ren t ly  c lass i f i ed  as 

j i s t r i b u t i o n  assets tha t  w i l l  be t ransferred t o  the operational 

zontrol o f  GridFlorida? 

A Yes. 

A (By Mr. Mennes) Yes. 

Q I s  t ha t  t rue  fo r  a l l  three u t i l i t i e s ?  

A (By Mr. Ramon) Yes. 

A (By Mr. Mennes) Yes. 

A (By M r .  Southwick) Yes. 

Q I s  i t  your understanding tha t  f o r  ratemaking purposes 

the F lor ida Publ ic Service Commission would continue t o  have 

ju r i sd i c t i on  over those assets? 

A 

i s  yes. 

I n  the case o f  F lo r ida  Power Corporation, the answer 

A (By Mr. Mennes) When those assets are t ransferred by 

-1orida Power & L ight  Company t o  GridFlorida, i f  they are 
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transferred, those assets would now be property o f  GridFlorida 

and should not be on FPL's books. 

A (By Mr. Ramon) The same fo r  Tampa E l e c t r i c .  

Q Flor ida Power Corporation w i l l  be - -  
COMMISSIONER JABER: W a i t  a second. So t h a t  doesn't 

answer the question. I th ink  the question was, w i l l  those 

assets remain w i th in  the j u r i s d i c t i o n  o f  the Commission. 

Wasn't t ha t  the question? 

MR. KEATING: My question was, what was t h e i r  

understanding o f  whether those assets would remain under our 

j u r i s d i c t i o n .  

COMMISSIONER JABER: I understand t h a t  f o r  TECO and 

FPL those assets w i l l  be t ransferred completely t o  GridFlorida 

and come out o f  the u t i l i t i e s '  books, but as i t  re la tes t o  

those same assets, w i l l  they be w i th in  the j u r i s d i c t i o n  o f  the 

Commission? I s n ' t  t h a t  your question? Did you get an answer 

t o  your question? 

MR. KEATING: I don ' t  bel ieve so. 

WITNESS NAEVE: I don ' t  th ink  they would be. And f o r  

Power Corp, t o  the extent t h a t  they are t ransferred by contract 

t o  the RTO, then they would be included i n  the RTO's rates and 

subject t o  FERC j u r i s d i c t i o n  on tha t .  There s t i l l  would be 

s tate j u r i s d i c t i o n  w i t h  respect t o  s i t i n g  and so fo r th .  

WITNESS SOUTHWICK: I don ' t  t h ink  I agree w i th  tha t ,  

Mike. I th ink  tha t  t h a t ' s  not our in ten t ion .  Our in ten t ion  i s  
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they would stay - -  
WITNESS NAEVE: Transfer control but not rates. 

WITNESS SOUTHWICK: Transfer control but  not rates. 

COMMISSIONER DEASON: So F lor ida Power Corporation 

would d is t inguish those assets and would not be making a t a r i f f  

f i l i n g  w i th  FERC f o r  those pa r t i cu la r  assets? 

WITNESS SOUTHWICK: Right. The d i s t r i b u t i o n  p lant  

would stay i n tac t .  We don ' t  see - -  I forgot the term where 

you - -  we're not going t o  change the accounting because o f  the 

t ransfer  o f  control ,  and the d i s t r i b u t i o n  assets would s tay  i n  

d i s t r i b u t i o n  p lant ,  and i t  would stay under t h i s  Commission's 

j u r i s d i c t i o n .  

BY MR. KEATING: 

Q Recognizing t h a t  F lor ida Power Corporation i s  only 

t rans fer r ing  operational control t o  GridFlorida, d i d  the three 

pa r t i c i pa t i ng  companies reach any agreement on how the 

investment and depreciation reserve representing those assets 

t o  be transferred t o  GridFlorida or t o  have operational control 

t ransferred t o  GridFlorida would be determined? 

A (By Mr. Mennes) I have no knowledge o f  that .  

A (By Mr. Southwick) I ' m  not aware o f  any such - -  
Mr. Ashburn may be knowledgeable; I ' m  not .  

Q I n  theory, would a subsidy r e s u l t  i f  each u t i l i t y  

chooses a d i f f e r e n t  demarcation point  f o r  those f a c i l i t i e s  t o  

t ransfer  t o  the RTO? 
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A (By Mr. Ramon) Well, we've a l l  agreed on 69 kV or  

above, and your question i s  i f  some o f  us decided t o  draw i t  

d i f f e ren t l y?  

Q Yes. 

A I mean, but  t h a t ' s  not the case. We've a l l  agreed 

t h a t  the l i n e  o f  demarcation i s  69 kV and above. 

Q Well, the question i s  i n  theory. I f  the u t i l i t i e s  

chose d i f f e ren t  demarcation points f o r  the f a c i l i t i e s  t o  be 

transferred t o  the RTO, would a subsidy resu l t?  

MR. CHILDS: I s n ' t  t ha t  on Pages 21 and 22 where i t  

said yes? 

MR. KEATING: Right. I bel ieve i t ' s ,  yeah, I bel ieve 

s ta r t i ng  on Page 21 o f  the testimony - -  
MR. CHILDS: Right. I th ink  i t  says - -  yes. 

MR. KEATING: - -  the Panel addresses that .  

A (By Mr. Mennes) Yeah, there could be a subsidy. 

A (By Mr. Ramon) Yeah, and i t ' s  - -  as M a t t  said, i t ' s  

on Page 21 and 22. 

Q I n  theory, could a subsidy also resu l t  i f  each 

u t i l i t y  where t o  choose the d i f f e r e n t  method fo r  ca lcu la t ing  

the investment and depreciat ion reserve associated w i th  assets 

subject t o  the demarcation point? 

(By Mr. Naeve) I th ink  you need t o  d i rec t  t ha t  t o  A 

the r i g h t  expert. 

Q I have j u s t  a couple more questions. During 
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Witness Hoecker's testimony and cross examination yesterday, he 

referenced a 1996 FERC study based on a coal and e l e c t r i c  

u t i l i t i e s  model. Are any o f  the panel is ts  f a m i l i a r  w i th  t h a t  

study? 

A (By Mr. Ramon) No, j u s t  what was i n  

Chairman Hoecker ' s testimony. 

A (By Mr. Mennes) Could you repeat the question f o r  

Mr. Naeve, please. 

Q Yes. Mr. Hoecker referenced a 1996 FERC study based 

on the coal and e l e c t r i c  u t i l i t i e s  model. And I bel ieve t h a t  

was the study tha t  was the basis f o r  a determination t h a t  i t  

could be $3.76 t o  $5.37 b i l l i o n  i n  savings, and I bel ieve t h a t  

was as a resu l t  o f  a competit ive market, competit ive generation 

market nationwide. 

Are any o f  the panel ists aware o f  whether the savings 

tha t  were out l ined i n  t h a t  study, whether those amounts were 

net amounts assuming the construction and development o f  RTOs 

around the nation? 

A (By Mr. Naeve) I can ' t  say w i th  cer ta in ty .  I ' d  

assume tha t  was the case, but I can ' t  say w i th  cer ta in ty .  

Q Just one l a s t  question. Ea r l i e r ,  there was some 

discussion about whether i t  was any o f  the panel is ts '  

understanding t h a t  the Pub1 i c Service Commi ssion woul d r e t a i n  

any j u r i s d i c t i o n  over GridFlorida f o r  market oversight 

purposes. And I don ' t  want t o  ask you f o r  a legal  opinion a t  
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t h i s  po int ,  but  i f  i t  was determined t h a t  the Publ ic Service 

Commission d id  not have au thor i ty  over those pa r t i cu la r  areas 

o f  GridFlorida, would the par t i c ipants  support l e g i s l a t i o n  tha t  

would provide the PSC tha t  author i ty? 

MR. CHILDS: I ' m  going t o  object t o  the question. 

And I don ' t  t h i n k  t h a t ' s  a proper question t o  ask them, these 

witnesses. It may be something o f  concern or i n te res t ,  but  I 

object t o  it. 

COMMISSIONER DEASON: S t a f f ,  there 's  been an 

object ion t o  the question. 

MR. KEATING: The question has a t  l eas t  attempted t o  

be phrased simply as a question as t o  whether t o  these 

witnesses ' knowl edges - - witnesses ' knowl edge, i f tha t  ' s proper 

grammar, I ' m  not  sure - -  t h a t  the  ind iv idual  companies would 

support 1 egi s l  a t i on  t h a t  would grant the PSC au thor i ty  i f 

there 's  a f inding a t  some po in t  o r  determination - -  
COMMISSIONER DEASON: That ' s outside the scope o f  

t h e i r  testimony, and the object ion i s  sustained. 

Does t h a t  conclude your cross examination? 

MR. KEATING: That does. 

COMMISSIONER DEASON: Okay. Commissioners, 

questions? 

COMMISSIONER PALECKI : Commi ssioner Deason, I have a 

l i n e  o f  questioning tha t  I ' d  l i k e  t o  pursue, but  I ' m  not sure 

these are the witnesses. I ' d  l i k e  t o  p o l l  the par t ies  t o  f i nd  
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Dut who would the optimum witnesses be t o  answer these 

questions. 

I ' m  concerned about the P a t  Wood memo t h a t  was 

introduced as Exhib i t  Number 5 yesterday. Three sanctions are 

threatened against u t i l i t i e s  who do not j o i n  an approved RTO, 

and I would l i k e  t o  f i n d  out the potent ia l  f inanc ia l  

qu lnerab i l i t y  o f  F lo r i da ' s  u t i l i t i e s ,  both the regulated 

A t i l i t y  as well  as the company overa l l .  

Now, I rea l i ze  tha t  the P a t  Wood memo has j u s t  

recently been issued. I th ink  the date i s  September 26th. 

nay ac tua l l y  be t h a t  I should ask f o r  t h i s  as a l a t e - f i l e d  

?xh ib i t ,  but my concern i s ,  I want t o  know the repercussion i f  

these threatened sanctions take place. 

Dossible e f f e c t  on F lor ida i f  we do not approve the RTO. 

It 

I want t o  know the 

MR. CHILDS: I don ' t  t h ink  tha t  these witnesses are 

i n  a pos i t ion  t o  quant i fy  t h a t  f o r  you. I ' m  not  sure o f  the 

l es t  way t o  t r y  t o  get tha t .  I t h ink  we could, f o r  instance, 

you know, maybe pursue some o f  the impacts on off-system sales 

md p r i c i n g  o f  those. But i f  you want, perhaps we can t ry  t o  

)ut what we can gather i n  some s o r t  o f  a commentary i n  a 

l a t e - f i l e d  exh ib i t ,  bub I don' t  know what we can do but we can 

try. 

MR. FAMA: And, Commissioner Palecki, I th ink  t h a t  i t  

?ea1 l y  i s a company- by-company inqui  ry - - 
COMMISSIONER PALECKI : I agree. 
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MR. FAMA: - -  because o f  the market-based p r i c ing  

d i  fferences and o f f  - system sales d i  fferences. So I would 

suggest t ha t  i f  we do something on a l a t e - f i l e d ,  we i t  

company- by- company. 

WITNESS NAEVE: It may not be a simple matter e i ther ,  

because, f o r  example, I know wi th  the F lor ida Power & L ight  

assets, they ' re  F lor ida Power & L ight  Energy, FPL Energy 

Company. They have assets i n  Maine, f o r  example, and they have 

never developed a cost-based ra te  f o r  those assets. So i t  

would be a l i t t l e  b i t  d i f f i c u l t  t o  compare current  revenues t o  

a cost - based ra te  without devel oping a cost - based ra te  f i r s t .  

And then, secondly, h i s t o r i c a l l y ,  when FERC 

establishes cost-based rates, those rates serve as a cap but 

not a f l o o r .  I n  New England, you have a competit ive market f o r  

energy, and many hours, the market p r ice  i s  very low, and i t  

might be below the cost-based rate.  And dur ing other hours, 

i t ' s  above the cost-based ra te ,  and during those hours, i t  

would cap you a t  what one could receive. So even i f  you have a 

cost-based rate,  it doesn't mean you'd receive a l l  the revenues 

tha t  one would normally get under a cost-based ra te  i n  a market 

tha t  ' s not  competi ti ve . 
So i t  would be a c e i l i n g  on what they could earn but 

not a f l o o r ,  and you'd have t o  ac tua l l y  go back and look hour 

by hour t o  see i n  how many hours the rates o r  the  pr ices i n  New 

England are below tha t  cost-based cap, and then t r y  t o  
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calculate backwards what your actual earnings would be. So 

i t ' s  not merely a matter o f  looking a t  your t o t a l  investment 

and assuming you could develop a cost-based r a t e  and you would 

receive tha t  ra te  because you wouldn't. You'd on ly  receive 

tha t  r a t e  during a l i m i t e d  number o f  hours, and then during the 

other hours, you'd receive s i g n i f i c a n t l y  less than tha t  ra te.  

So i t ' s  a fa i r l y  complicated analysis j u s t  f o r  those types o f  

assets t o  calculate what your exposure would be. 

COMMISSIONER PALECKI : We1 1 , perhaps, you know, I 

need a range o f  potent ia l  vu lnerab i l i t y ,  but  l e t  me explain 

what my concern i s .  I ' m  a f r a i d  tha t  imposit ion o f  these 

sanctions would a f fec t  the regulated u t i  1 i ty '  s cost o f  capi ta l  , 

and I ' m  concerned tha t  even though these sanctions would not be 

imposed d i r e c t l y  against the regulated u t i l i t y ,  t ha t  they would 

have a s ign i f i can t  impact on the regulated u t i l i t y .  And I 

th ink  those have t o  be weighed i n  making our determination. 

Commissioner Deason, I would ask f o r  those as 

l a t e - f i l e d  exhib i ts  from each o f  the u t i l i t i e s ,  and I guess I 

woul d en t i  tl e i t  , "Potenti a1 F i  nanci a1 Vu1 nerabi 1 i t y  Due t o  

FERC Sanctions Proposed i n  the Memorandum o f  September 26, 

2001, Exh ib i t  Number 5." 

COMMISSIONER DEASON: Very wel l .  Are these the 

witnesses tha t  would be responsible? I know i t would be on an 

ind iv idual  company basis. Are these the witnesses tha t  would 

be responsible? 
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MR. CHILDS: Probably not f o r  F lor ida Power & L ight ,  

don ' t  know who t h a t  would be. 

COMMISSIONER DEASON: Well, why don ' t  we do t h i s .  

go ahead and i d e n t i f y  these exh ib i ts .  And i t  w i l l  be 

ed as Commissioner Palecki indicated. And f o r  F lor ida 

& Light,  t h a t  w i l l  be Late-Fi led Exh ib i t  11. For F lor ida 

Corporation, i t  w i l l  be Late-F i led Exh ib i t  12, and f o r  

E lec t r i c  Company, i t  w i l l  be Late-F i led Exh ib i t  13. 

(Late-F i led Exhibi ts 11, 12, and 13 i d e n t i f i e d . )  

COMMISSIONER DEASON: And I bel ieve t h a t  the purpose 

o f  the exhib i ts  has been described, and i t  w i  

indiv idual  u t i l i t y  t o  do t h e i r  best e f f o r t  i n  

information together. I s  t ha t  f a i r ?  

MR. FAMA: Yes, s i r .  

1 be up t o  each 

pu t t i ng  tha t  

COMMISSIONER DEASON: Very we l l .  And before the 

hearing i s  over, we w i l l  set a date f o r  the f i l i n g  o f  

1 ate- f i  1 ed exh ib i ts  . 
COMMISSIONER PALECKI: And I have no fur ther  

questions o f  t h i s  Panel. 

COMMISSIONER DEASON: Further questions? 

COMMISSIONER JABER: NO. 

COMMISSIONER DEASON: Redirect. 

MR. CHILDS: Yes, I have some questions. 

REDIRECT EXAMINATION 

BY MR. CHILDS: 
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Q There was, i t  seems l i k e  a long time ago, a question 

asked about j u s t  what d i d  we want from t h i s  Commission i n  terms 

o f  i t s  r u l i n g  on the  pe t i t ions  tha t  are here on Phase I. And I 

rJant t o  show you the pos i t ion  on Issue 11. Do you have the  

pos i t ion  on Issue 11 as set f o r t h  i n  the prehearing statement? 

And Mr. Naeve, I th ink  you responded t o  tha t  

question. 

A (By Mr. Naeve) Yes, I do. 

Q And i s n ' t  i t  correct  t ha t  the  pos i t ion  t h a t ' s  set  

f o r t h  f o r  each o f  the three companies i s  the same on Issue 11? 

A Yes, i t  i s .  

Q Would i t  be proper t o  conclude tha t  t h i s  statement o f  

pos i t ion  i s  a f a i r  approximation o f  what the u t i l i t i e s  be l ieve 

i s  appropriate i n  terms o f  the Commission's r u l i n g  given the  

circumstances associated w i th  the evaluation o f  an RTO f o r  

Southeast United States? 

A Yes, i t  i s .  I th ink  we were probably less than c lear  

i n  responding t o  Commission Jaber's question, but our statement 

w i th  respect t o  Issue 11 represents our pos i t ion.  And 

essent ia l ly ,  we're asking tha t  the Commission f i n d  tha t  the 

GridFlorida proposal i s  prudent, t h a t  the cost recovery 

mechanism i s  prudent t o  give us the a b i l i t y  t o  go forward, a t  

the same time po ten t i a l l y  condi t ioning tha t  approval on our 

evaluating the Southeast RTO a l te rna t ive .  

Q And you ' re  also aware o f  FPL's pos i t ion  on Issue 
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4 concerning a cost recovery methodol ogy? 

A Yes, I am. 

Q And they have taken the pos i t ion  tha t  t h a t  i s  

necessary f o r  them t o  go forward? 

A Yes. FPL i s  not prepared t o  go forward w i th  the 

GridFlorida without assurance t h a t  they would get cost recovery 

as proposed i n  t h e i r  cost recovery methodology. 

Q An answer was given about the t ime,  I th ink  i t  was 

the time tha t  might be required t o  regain momentum - -  I th ink  

tha t  was the term used - -  on GridFlorida. And I bel ieve tha t  

one o f  you answered and gave an estimate o f  t ime t o  regain tha t  

momentum. Was tha t  t ime per iod t o  s t a r t  w i th  the  Commission's 

r u l i n g  or  t o  s t a r t  w i th  the completion o f  the evaluation o f  the 

RTO f o r  the Southeast United States? 

A (By M r .  Southwick) I'll answer tha t  since I made 

tha t  statement. 

the process, which would be a f t e r  the completion o f  the  

evaluation o f  which way we were going t o  go t h a t  resul ted i n  a 

decision then t o  go w i th  GridFlorida, and a t  t h a t  t ime, we 

would s t a r t  t h a t  process. And t h a t ' s  what I said would be a t  

1 east nine months. 

It would be from the time tha t  we restar ted 

A (By Mr. Naeve) I th ink  we r e a l l y  can ' t  estimate w i th  

precis ion how much time tha t  would be. Henry sa id a t  leas t  

nine months. We w i l l  have t o  r e s t a r t  the board process, which 

was well  along, but we've l o s t  momentum there. But i t  w i l l  
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COMMISSIONER JABER: Okay. I know t h i s  i s  supposed 

I f  the Commission were t o  go t o  be helping me, but i t ' s  not. 

ahead and say some form o f  RTO i s  prudent and GridFlorida i s  

the most prudent, what you've j u s t  a r t i cu la ted  again i s  t ha t  

you would take tha t  as some level  o f  comfort, and i t  would 

probably help you a t  FERC, but you w i l l  continue t o  monitor and 

consider the regional approach. 

What I need t o  know i s ,  i f  t h i s  Commission orders the 

implementation o f  GridFlorida, are you going t o  do t h a t  

immediately? I mean, i t  seems t o  me tha t  t ha t  would put you -in 

a bet ter  posture w i th  FERC. 

WITNESS NAEVE: I th ink  we th ink  tha t  both the 

companies and t h i s  Commission would be cognizant o f  the fac t  

t ha t  we may very well  be required t o  j o i n  the Southeast RTO no 

matter what happens. We want our hand t o  be as strong as 

possible t o  protect  the GridFlorida pos i t ion,  but a t  the same 

time, we want t o  make the Southeast RTO pa r t i c i pa te  i n  the 

process and make i t  as much l i k e  the GridFlorida process as 

possible so t h a t  i f  we're ordered t o  j o i n  i t  e i the r  immediately 

o r  down the road, i t ' s  a r e s u l t  t h a t  we could l i v e  wi th.  

And our hope would be t h a t  you approve GridFlorida, 

you f i n d  i t  prudent, you f i n d  the cost recovery method prudent. 

That would strengthen our hands i n  two ways. 

strengthen our hands i n  negot iat ing w i th  the Southeast RTO 

It would 
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iecause we have an improved process, and i f  they want us t o  

i a r t i c i p a t e ,  they would have t o  structure the Southeast RTO t o  

1 ook more 1 i ke GridFl orida, because we otherwise have approval 

to go forward a t  GridFlorida. And l ikewise, i t  would help 

r e s e r v e  GridFlorida as an option, because i f  we have the 

jpprovals, we have the support o f  the companies here and the 

;upport o f  the Commission, the F lor ida Commission, f o r  

;r idFlorida, we th ink  t h a t  substant ia l ly  reduces the l i ke l i hood  

that FERC would order us i n t o  the Southeast RTO. 

I f  we look a t  the Southeast RTO, we compare i t  

3gainst GridFlorida, and we conclude tha t  the Southeast RTO i s  

l o t  as good an option f o r  F lor ida,  and the F lo r ida  Commission 

jnd the Flor ida companies go t o  FERC and say, we want 

:ridFlorida; we've looked a t  Southeast; i t ' s  not as good; we 

Mant our own RTO; we th ink  t h a t  strengthens our hand 

considerably. 

On the other hand, i f  we look a t  the Southeast RTO, 

de have a strong leverage - -  bargaining pos i t ion.  We're able 

t o  shape i t  so tha t  i t  has the benef ic ia l  features o f  

SridFlorida, and we can conclude tha t  we can negotiate a 

s t ructure where we can maintain operational control i n  Flor ida 

as we need it, tha t  we can spread s ta r t -up  costs over a much 

broader basis and lower the cost o f  operating the gr id ,  we may 

and you may th ink tha t  t h a t ' s  the best way t o  go. 

COMMISSIONER JABER: Mr. Naeve, I 'm interested i n  
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strengthening the hand o f  the consumer. And a t  the end o f  t h i s  

process i f  we bel ieve t h a t  the best approach f o r  the State 

assuming some RTO i s  appropriate would be GridFlorida, why 

should I care about the negot iat ing pos i t ion  you're i n  w i th  

FERC i f  I ' v e  already decided tha t  a F lo r i da -spec i f i c  RTO i s  the 

best t h ing  f o r  the consumer? 

I want - - you know, we've come back f u l l  c i r c l e ,  and 

you want a comfort l eve l .  This proceeding i s n ' t  about g iv ing  

you a comfort leve l ,  perhaps p a r t i a l l y ,  but  r e a l l y ,  f o r  me, 

i t ' s  about being able t o  explain t o  the consumer why a regional 

transmission organization i n  any form i s  appropriate. So i n  

tha t  regard, I want assurances tha t  i f  t h i s  Commission orders a 

F lo r ida-spec i f i c  RTO, t h a t  you w i l l  implement such RTO. I need 

t h a t  assurance, t ha t  assurance, and i f  you can ' t  give me 

perhaps a dead1 ine  would he1 p. 

WITNESS NAEVE: I j u s t  want t o  

not sure I ' m  i n  the pos i t i on  t o  make pol 

perhaps we have t o  do t h a t  i n  some other 

make one point .  I ' m  

cy f o r  the company, so 

forum. But I th ink  we 

ac tua l l y  are coming from the same perspective. Your 

perspective i s ,  you want what's best f o r  the consumers i n  

Flor ida,  and qu i te  f rank ly ,  we th ink  we're i n  exact ly  the same 

s i tua t ion .  We're going t o  be the largest  user o f  the RTO. 

What i s  best f o r  the consumers i n  F lor ida also i t  turns out, I 

think,  t o  be best f o r  the u t i l i t i e s .  And so f o r  t ha t  reason, 

we want t o  - -  we th ink  GridFlorida as a standalone e n t i t y  i s  a 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

540 

very good solut ion.  We recommend it. 

On the other hand, there 's  a new option tha t  may be 

out there which we have not had a chance t o  evaluate. I t ' s  an 

option which i s n ' t  even qui te  f i n a l i z e d  yet ,  and there i s  the 

p o s s i b i l i t y  t ha t  i t  i s  a bet ter  opt ion than GridFlorida. And 

we would - -  and fur ther ,  i t ' s  an opt ion t h a t  we may be required 

t o  take. So we would th ink  tha t  because we have the same 

motives, t ha t  we would both conclude t h a t  we should t r y  t o  make 

tha t  option as e f f e c t i v e  as possible, and then evaluate which 

i s  the bet ter  opt ion and choose the one t h a t ' s  best f o r  the 

consumers i n  F lor ida.  

COMMISSIONER PALECKI: I ' d  l i k e  t o  ask a question. 

I ' m  going t o  put t h i s  p a r t i a l l y  i n  the form o f  a statement and 

p a r t i a l l y  i n  the form o f  a question. The cost recovery 

mechanism fo r  GridFlorida i s  not stated as a spec i f i c  issue i n  

t h i s  docket. Our S t a f f  has not conducted an analysis o f  cost 

recovery. I have been advised by our S t a f f  t h a t  there may be a 

need f o r  S t a f f  t o  put on a witness t h a t  would advise t h i s  

Commission o f  our various options regarding cost recovery. And 

I, f o r  one, would not feel  comfortable a t  t h i s  juncture making 

a determination regarding cost recovery. 

However, i f  t h i s  Commission was t o  make a f ind ing  o f  

the prudence o f  the GridFlorida proposal and was also t o  make a 

f ind ing  tha t  prudently incurred costs would be recovered and 

recovered i n  an appropriate manner, would t h a t  be an adequate 
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f ind ing  t o  allow you t o  move forward w i t h  the GridFlorida 

proposal ? 

MR. WILLIS: Commissioner Palecki, w i t h  respect t o  

tha t  question, t ha t  i s  a p o l i c y  question tha t  may be best 

directed t o  Witness Hernandez f o r  Tampa E lec t r i c .  

COMMISSIONER PALECKI: Well, they have already made a 

very, very spec i f i c  statement regarding tha t  pa r t i cu la r  issue, 

and I th ink  what I heard from them i s  t ha t  they absolutely 

needed a f ind ing  regarding a cost recovery mechanism. And I 

th ink  I should be e n t i t l e d  t o  explore tha t  item o f  testimony. 

MR. WILLIS: I would j u s t  po in t  out t h a t  t h a t  

statement was made by FPL. 

MR. CHILDS: Yeah, I asked i t  as t o  FPL, and we have 

another witness addressing tha t .  And I asked i t  because I 

wanted t o  t ry  t o  provide t h i s  p i c tu re  so tha t  you understood as 

t o  FPL when the question had been asked what d i d  we need t o  go 

forward. F i r s t  o f  a l l ,  I was t r y i n g  t o  have i t  explained t h a t  

what we thought we needed was set f o r t h  i n  our pos i t i on  on 

Issue 11 t o  t r y  t o  accomplish tha t .  Issue 11 posing, i s  a 

regional transmission organization f o r  the Southeast region a 

bet ter  a l ternat ive? And t h a t ' s  so r t  o f ,  you know, an issue 

tha t  we took the pos i t ion  a t  leas t  t h a t  there are some matters 

tha t  have not been f u l l y  developed i n  the consideration o f  a 

Southeast RTO. And so given tha t ,  we were t r y i n g  t o  explain t o  

you what our pos i t ion  was. 
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I n  addit ion, t ha t  was a general pos i t ion,  but as t o  

FPL, I d i d n ' t  want t o  imply tha t  we were not b r ing ing  t o  your 

a t tent ion FPL's pos i t ion t h a t  a cost recovery methodology i s  

appropriate. But I was not commenting as i t  re la ted  t o  Tampa 

E l e c t r i c  o r  F lor ida Power Corporation, and I don ' t  t h ink  - -  the 

witness wasn't e i ther .  

COMMISSIONER PALECKI : We1 1 , i f  the witness could 

j u s t  explain your p r i o r  answer regarding cost recovery, I would 

appreciate tha t .  

WITNESS NAEVE: Well, I w i l l  explain what I 

understand t o  you, but I have t o  t e l l  you, I ' m  not  the person 

who sets FPL po l i c ies ,  and I ' m  not t h e i r  ra te  expert. I w i l l  

explain what I understand. And my understanding i s ,  the 

proposed mechanism tha t  FPL has made gives them the assurance 

as t o  cost recovery tha t  they bel ieve they need t o  go forward 

wi th  the fu tu re  expenditure o f  considerable funds t o  develop 

Gri dF1 o r i  da . 
And I t h ink  from t h e i r  perspective they recognize 

tha t  the GridFlorida costs are, a t  t h i s  stage, somewhat 

d i f f i c u l t  t o  predic t ,  and over time those GridFlorida costs 

w i l l  change as new f a c i l i t i e s  are added t o  the GridFlorida 

system. And the GridFlorida r a t e  proposal has a methodology 

where the rates are automatically adjusted f o r  new investment. 

And the cost recovery methodology t h a t  they have proposed i s  

one which gives them a high assurance t h a t  they w i l l  recover 
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those rates,  not only as they are forecasted t o  be o r  day one, 

but as they are revised over t ime up and down. So I th ink ,  as 

I understand it, i t ' s  a very important element t o  them f o r  

goi ng forward. 

MR. CHILDS: And, Commissioner, one observation. I 

th ink  you mentioned tha t  you had been advised about the S t a f f ' s  

pos i t ion,  and I can ' t  comment on what they may have advised t o  

you, but I would note tha t  they have deposed the  witness. And 

they have submitted in ter rogator ies on t h i s  issue. They have 

deposed the witness, Ms. Dubin, who addresses t h a t  po in t .  So 

they have conducted discovery. I t ' s  not something t h a t  - -  i t ' s  

not an issue tha t  was not addressed i n  the discovery process; 

i t  has been. 

COMMISSIONER PALECKI : Thank you. 

BY MR. CHILDS: 

Q The question was asked about the percentage, maybe I 

won't frame i t  correct ly ,  but  I'll try. The percentage o f  the 

transmission i n  F lor ida tha t  i s  owned by the three u t i l i t i e s  

t h a t  are forming GridFlorida. And I want t o  ask you i f  you 

w i l l  look a t  a document. I t ' s  en t i t l ed ,  "FRCC Voting Formula 

f o r  2001.'' And i t  appears t o  me t h a t  i t  sets f o r t h  c i r c u i t  

miles f o r  the various e n t i t i e s  o f  transmission f a c i l i t i e s .  

A (By Mr. Mennes) We're f a m i l i a r  w i th  tha t .  

Q W i l l  you confirm or t e l l  me what t h a t  document i s  

t h a t  I j u s t  showed you? 
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A Well, t h i s  document i s  used t o  develop a vot ing 

formula f o r  the FRCC, which i s  based upon f o r  various 

categories, each ge t t ing  25 percent. The l a s t  o f  these 

categories i s  transmission l i nes  owned. So i t  does l i s t  the 

transmission l i nes  o f  a l l  the FRCC u t i l i t i e s ,  which i s  

Peni nsul a r  F1 o r i  da . 
Q 
A Yes, s i r .  

Q 

It shows t h a t  i n  c i r c u i t  miles? 

From tha t  c i r c u i t  m i le  representation, can you 

approximate the c i r c u i t  mi les o f  transmission f a c i l i t i e s  i n  

Flor ida tha t  are owned by the three u t i l i t i e s  t h a t  are forming 

GridFlorida? 

A Yes. It would be over 84 percent. 

Q And i s  there another basis tha t  you could potent ia 

look a t  the transmission f a c i l i t i e s  other than c i r c u i t  miles 

such as t o  r e f l e c t  voltage levels? 

A We could weight them f o r  voltage, t h a t  i s  correct .  

Q And i f  you d id ,  would tha t  increase the  amount even 

higher than the 84 percent? 

A Yes. 

Q Okay. Another question tha t  I wanted t o  ask i s ,  

:ommissioner Palecki had posed a question about the - -  I th ink  

it went t o  the r o l e  o f  the  Commission i n  the  planning process. 

4nd I would l i k e  t o  know - -  Mr. Southwick, I th ink  you had 

mswered tha t  question. I f  you might, expand on the r o l e  tha t  
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the Commission i s  envisioned t o  have under GridFlorida. And I 

th ink  you gave us a comment about, there was a par t i c ipa t ion ,  I 

th ink,  through the FRCC, and I ' d  l i k e  you t o  expand on tha t  

answer a l i t t l e  b i t .  

A (By Mr. Southwick) A l l  r i g h t .  Let me say t h i s .  

Throughout the development o f  GridFlorida, one o f  our 

objectives was t o  keep the Commission's r i g h t s  a t  leas t  as good 

as they have today, i f  not enhanced, i n  the areas o f  

re1 i abi 1 i t y  and p l  anni ng . 
To tha t  po int ,  spec i f i ca l l y ,  i f  you look a t  

Exh ib i t  1, Volume 6 i n  the planning protocol o f  the GridFlorida 

tariff, there are several spec i f i c  references t o  the Commission 

and what au thor i ty  and r i g h t s  t h e y ' l l  have going forward. For 

example, on Page 4064, down towards the bottom o f  the page, i t  

ta l ks  about, the FPSC has the r i g h t  t o  review the studies and 

supporting data and t o  provide input  t o  the transmission 

provider, t ha t  ' s G r i  dF1 o r i  da , during the deci s i  on - maki ng 

process as t o  the need f o r  new f a c i l i t i e s .  To the extent t h a t  

proposed f a c i l i t i e s  - -  and I ' m  leaving out a few words here, 

but t o  the extent t ha t  the proposed f a c i l i t i e s  include 

f a c i l i t i e s  subject t o  the FPSC s i t i n g  j u r i s d i c t i o n ,  the 

proposed extension shal l  be submitted t o  the FPSC fo r  i t s  

review and approval i n  accordance w i t h  the relevant s ta tutory  

standards. 

The next paragraph goes on t o  say, t o  the extent t h a t  
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awful ly orders an LSE or PO under i t s  j u r i s d i c t i o n  t o  

f a c i l i t i e s  - -  
COMMISSIONER DEASON: Mr. Southwick, slow down j u s t  a 

1 i t t l e  b i t .  

A Okay. I ' m  sorry. And i t  goes on t o  say t h a t  i f  the 

FPSC, t o  the extent t h a t  they wish t o  order a u t i l i t y  t o  

construct new f a c i l i t i e s ,  t ha t  the transmission provider w i l l  

accept t ha t  respons ib i l i t y ,  and they ' re  committed t o  do tha t .  

the Commi ss i  on 

t h e i r  r i g h t  t o  

So through tha t  process r i g h t  there, we've given 

the f u l l  involvement i n  the process and retained 

Drder construction. 

Over on Page 4066, we address i n  Roman 

FRCC and the FPSC's r o l e  i n  r e l i a b i l i t y  i n  the p 

Numeral I V  the 

anni ng 

process. And Under B - -  A t a l k s  about the FRCC's ro le :  B t a l k s  

about the FPSC's ro le .  It states t h a t  the FPSC shal l  have the 

same r i g h t  t o  pa r t i c i pa te  i n  the planning process as any other 

entity t o  the extent t h a t  i t  so chooses. And i t  goes on t o  say 

that  t ha t  does not take away or d i l u t e  t h e i r  continuing r i g h t s  

t o  par t i c ipa te  i n  the FRCC process as described above. 

And then over on Page 4069, we again t a l k  about the 

Commission's r i g h t s  down a t  the bottom o f  t ha t  page a f t e r  we 

describe the annual planning process. We state t h a t  t o  the 

extent t ha t  a user o f  the system or the FPSC does not agree 

with the f i n a l  plan, such user or  the FPSC shal l  f i r s t  ra i se  

t h i s  matter w i th  the Transmi ssion P1 anni ng Committee 
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subsequently i n  the event t ha t  t ha t  matter cannot be resolved. 

Then we go i n t o  dispute resolut ion.  The in ten t  there 

was t o  give a formal channel f o r  the Commission t o  ra ise  i t s  

issues and a i r  them out, which we fee l  i s  a t  leas t  as good, or  

superior, t o  the actual par t i c ipa t ion  t h a t  we have today. So 

tha t  was the in ten t ion  as we went forward. 

MR. CHILDS: Thank you. That 's  a l l  I have. 

COMMISSIONER DEASON: Okay. 

COMMISSIONER PALECKI: Could I ask one fu r ther  

question? Could you give the same type o f  analysis or  po in t  me 

t o  the same type o f  answer w i th  regard t o  t h i s  Commission's 

r o l e  w i th  regard t o  addressing market power, i f  any? 

WITNESS NAEVE: I th ink  w i th  respect t o  wholesale 

market power, there i s  no spec i f i c  language t h a t  gives t h i s  

Commission j u r i s d i c t i o n  they cur ren t ly  do not have over 

wholesale market power. I don ' t  th ink  the  Commission's 

j u r i  sdi c t i  on changes over who1 esal e market power w i th  o r  

without the RTO. 

The primary e n t i t y  i n  the RTO responsible f o r  

mi t iga t ing  market power i s  the market monitor, and there 

language i n  the market monitor t a r i f f .  And we were look 

i s  

ng aL  

tha t  ea r l i e r .  I th ink  i t ' s  3.2.3 i n  the  market monitor t a r i f f  

which d i rec ts  the  market monitor t o  provide information and do 

reports f o r  the  Publ ic Service Commission upon t h e i r  request. 

And then i n  addi t ion t o  tha t ,  we also provided the Public 
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Service Commission w i th  the r o l e  o f  reviewing the market 

monitor ' s budget. 

COMMISSIONER PALECKI : I guess I ' m  more concerned 

about information going the other way, from t h i s  Commission t o  

the market monitor. And I guess I would feel  more comfortable 

i f  there was some recognit ion o f  the Public Service Commission 

by the market monitor. 

I understand tha t  under the l a w  we don ' t  have t h a t  

j u r i s d i c t i o n .  

the terms o f  the agreement we had a t  leas t  some voice, not a 

decision-making voice necessarily. 

t h a t ' s  t h e i r  j u r i sd i c t i on .  But I would ce r ta in l y  feel  more 

comfortable i f  there was a d e f i n i t i v e  statement o f  what - -  t h a t  

t h i s  Commission has some advisory capacity t o  the market 

monitor. And I have no fu r ther  questions. 

MR. CHILDS: I ' d  l i k e  t o  move Exhib i t  7, which i s  the 

I would ce r ta in l y  feel  more comfortable i f  under 

I understand t h a t ' s  FERC's, 

errata f o r  the testimony i n t o  evidence. 

CHAIRMAN JACOBS: Without objection, show 

Exh b i t  7 i s  admitted. 

(Exhib i t  7 admitted i n t o  the record. 1 
CHAIRMAN JACOBS: S t a f f .  

MR. KEATING: And S t a f f  would move Exh ib i t  10, which 

was the Late-F i led Deposition Exhibit  Number 2 from the Panel's 

deposition. 

CHAIRMAN JACOBS: I show Exh ib i t  9 as the docket 
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wder - -  FERC order. 

MR. KEATING: That 's correct. I don ' t  bel ieve t h a t ' s  

necessary f o r  the record. 

CHAIRMAN JACOBS: We don ' t  need t o  move t h a t  i n t o  

2vidence then? I f  t h a t ' s  agreeable t o  the par t ies ,  then you 

w e  only moving Exh ib i t  10 then. Without object ion,  show 

- x h i b i t  - 10 i s  admitted. 

(Exhib i t  10 admitted i n t o  the record. ) 

CHAIRMAN JACOBS: And we have Exhib i ts  - - 
MR. KEATING: We also have Exh ib i t  8, which i s  a 

1 ate- f i  1 ed. 

CHAIRMAN JACOBS: Eight i s  l a t e - f i l e d .  I show 

Exhibits 11, 12, and 13 as l a t e - f i l e d  as we l l ,  requests o f  

zommissioner Palecki . 
MR. KEATING: That 's correct. Yes. 

CHAIRMAN JACOBS: Very we1 1. 

MR. CHILDS: They are not being moved a t  t h i s  time, 

w e  they? 

CHAIRMAN JACOBS : NO, 

1 ate- f i  1 ed marked. 

MR. CHILDS: A l l  r i g h  

no. I j u s t  show them as 

CHAIRMAN JACOBS: Anything else f o r  t h i s  Panel? 

de l l ,  t ha t  was an i n te res t i ng  15 minutes. Thank you very much. 

t'ou are excused. 

(Witnesses excused. ) 
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CHAIRMAN JACOBS: And we w i l l  break f o r  lunch and 

zome back a t ,  l e t ' s  say, 2:30 then. Okay. 

(Lunch recess. ) 

CHAIRMAN JACOBS: We'l l  go back on the  record, and 

the next witness. 

MR. LONG: Mr. Chairman, I ' d  l i k e  t o  c a l l  

ulr. W i l l i a m  Ashburn t o  the stand. I bel ieve the  witness has 

already been sworn. 

WILLIAM R. ASHBURN 

Mas ca l l ed  as a witness on behalf o f  the GridFlor ida Companies 

and, having been duly sworn, t e s t i f i e d  as fol lows: 

DIRECT EXAM I NATION 

3Y MR. LONG: 

Q M r .  Ashburn, would give your name and business 

address f o r  the record, please. 

A My name i s  W i l l i a m  R. Ashburn. My business address 

i s  702 North Frankl in Street,  Tampa, F lor ida 33602. I ' m  

cl irector o f  p r i c ing  and f inanc ia l  analysis f o r  Tampa E lec t r i c  

Zompany. 

Q M r .  Ashburn, do you have before you a document 

sn t i t l ed ,  "Jo in t  Testimony and Exhibi ts o f  W i l l i a m  R. Ashburn"? 

A I do. 

Q Was t h i s  document prepared by you or  under your 

i i r e c t i o n  and supervision? 

A It was. 
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Q Do you have any changes or correct ions tha t  you'd 

l i k e  t o  make t o  t h i s  testimony a t  t h i s  time? 

A No. 

Q I f  I were t o  ask you the questions as they appear i n  

th i s  prepared testimony now tha t  you are under oath, would your 

answers be the same? 

A Yes. 

Q 

proceeding? 

And you adopt t h i s  as your sworn testimony i n  t h i s  

A I do. 

MR. LONG: M r .  Chairman, I ask t h a t  t h i s  j o i n t  

testimony be read i n t o  the record. 

CHAIRMAN JACOBS: Without the objection, show t h i s  

testimony o f  Mr. Ashburn as entered i n t o  the record as though 

read. 

BY MR. LONG: 

Q Mr. Ashburn, are you also sponsoring an 

exh ib i t  re fer red t o  i n  your testimony as WRA-2? 

A I am. 

MR. LONG: Mr. Chairman, I ask t h a t  t h i s  exh ib i t  be 

marked f o r  purposes o f  i d e n t i f i c a t i o n .  

CHAIRMAN JACOBS: 

(Exhib i t  14 marked f o r  i d e n t i f i c a t i o n .  1 

Show i t  marked as Exh ib i t  14. 
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A. 

Q. 

A. 

TAMPA ELECTRIC COMPANY 
FLORIDA POWER & LIGHT 
FLORIDA POWER CORPORATION 
DOCKET NOS. 010577-EI, 
001 148-EI, 000824-E1 
FILED: AUGUST 15,2001 

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

PREPARED JOINT TESTIMONY 

OF 

WILLIAM R. ASHBURN 

Please state your name, address, occupation and employer. 

My name is William R. Ashburn. My business address is 

702 North Franklin Street, Tampa, Florida 33602. I am 

Regulatory Affairs Director, Rates and Financial Ana1.ysi.s 

for Tampa Electric Company ("TEC") . 

Please provide a brief outline of your educational 

background and business experience. 

I received a Bachelor of Science degree in Business 

Administration with a concentration in economics from 

Creighton University. Upon graduation, I joined Ebasco 

Business Consulting Company where my consulting 

assignments included the areas of, cost allocation, 

computer software development, electric system inventory 

and mapping, cost of service filings and property record 

development . 
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A. 

In 1983, I joined TEC and have held various positions 

with responsibility for embedded cost and marginal cost 

of service studies, rate filings, marketing, planning, 

rate design, implementation of new conservation and 

marketing programs, customer survey and various state and 

federal regulatory filings. In March 2001, I was 

promoted to my current position of Director, Rates and 

Financial Analysis in TEC's Regulatory Affairs 

department. I am responsible for rate design, cost of 

service analysis, and financial analysis. I am a member 

of the Economic Regulation and Competition Committee of 

the Edison Electric Institute and the Rate Committee of 

the Southeastern Electric Exchange. 

What is the purpose of your testimony in this proceeding? 

I am presenting testimony on behalf of TEC, Florida Power 

and Light Company (\\FPL,,) , and Florida Power Corporation 

("FPC" ) (collectively referred to as the "GridFlorida 

Companies,,) in support of their position that it is 

prudent for them to participate in the GridFlorida 

regional transmission organization, or RTO, as they have 

proposed to the Federal Energy Regulatory Commission 

("FERC"). Specifically, I address Issues 2, 3 and 4 as 

set forth in the Prehearing Order issued in this 
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A. 

proceeding by providing the Florida Public Service 

Commission ( ''CommissionN or "FPSC" ) with an overview of 

the features and benefits of GridFlorida's transmission 

pricing protocol and rate design. In so doing, I will 

also describe salient features of FERC's RTO pricing 

policy under Order No. 2000; the extensive collaborative 

process through which the GridFlorida participants and 

stakeholders designed the pricing protocol in order to 

comply with FERC's Order No. 2000 requirements; and FERC 

orders wherein FERC found that the pricing protocol meets 

Order No. 2000's transmission pricing requirements. 

Are you sponsoring an Exhibit as part of your testimony? 

Yes. I am sponsoring Exhibit (WRA-2), which 

consists of four pages presenting the development of 

estimated start-up cost revenue requirements, including 

the five-year amortization and net cost responsibility to 

the retail ratepayers of each of the GridFlorida 

Companies. Page One of this Exhibit reflects the 

estimated total net cost responsibility to the 

GridFlorida Companies' retail users and represents a 

summary of the following three pages. Pages Two through 

Four present the estimated impact to the retail 

ratepayers of each of the GridFlorida Companies 
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individually. 

Please summarize the central 

transmission pricing policy. 

As FERC explained in Order No. 

features of FERC's RTO 

2000, the elimination of 

rate pancaking for large regions is a central goal of 

FERC's RTO policy. Rate pancaking occurs when a 

transmission customer is charged separate access charges 

for each utility service territory the customer's 

contract path crosses. Under Order No. 2000, FERC 

mandates that RTO tariffs cannot result in transmission 

customers paying multiple access charges to recover 

capital costs over facilities that the RTO controls. 

Without the elimination of pancaked rates, transmission 

customers would be faced with additional access charges 

for every utility border they cross. 

One of the main reasons that an RTO can increase 

opportunities for economical purchases and sales is that 

an RTO can implement non-pancaked rates for each 

transaction. A wider area served by a single rate means 

more generation is economically available to any 

customer. The reason this is economical is that there 

are no significant incremental facility costs to access 

4 
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more than one owner's transmission lines, i.e. , if there 

were more than one owner, there would be only one access 

charge nonetheless. 

While elimination of pancaked charges is central to 

FERC's RTO transmission pricing policy in Order No. 2000, 

FERC nonetheless has chosen to balance the desire to 

honor existing contractual arrangements with the need for 

a uniform approach for transmission pricing and the 

elimination of pancaked rates. Thus, although certain 

existing contracts may contain pancaked rates, FERC 

determined that it is not appropriate to order generic 

abrogation of existing transmission contracts that 

represent negotiated rights and obligations. Rather, 

FERC encourages each RTO to address how and when it might 

convert existing contracts and submit a contract 

transition plan that contains specific details about the 

procedures to be utilized involving the conversion from 

existing contracts to RTO service. 

FERC also adopted a flexible pricing approach with 

respect to RTO proposals for allocation of fixed 

transmission cost recovery. For example, FERC will 

permit RTO proposals to use zonal, or "license plate" 

A rates to recover their fixed transmission costs. 
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Q. 

A. 

"license plate" rate provides access to the regional 

transmission system at a single, non-pancaked rate, 

although that rate may vary based on where the customer 

is located. FERC will allow RTOs to utilize these 

\\license plate" rates, as long as the RTO clarifies how 

transmission expansion will be priced (i.e., whether 

license plate rates or some other mechanism will be 

applied to the cost of new transmission facilities, and 

how such pricing affects incentives for efficient 

expansion). In addition, FERC encouraged the mitigation 

of cost-shifts resulting from differences in access fees 

based on differences in per unit costs of the owners' 

transmission systems. 

Please describe the general goals behind GridFlorida's 

pricing policy and rate design. 

The overall goal of GridFlorida's pricing policy and rate 

design is to comply with FERC's Order No. 2000 pricing 

requirements while providing a balanced and reasoned 

approach to the most difficult pricing issues faced by 

RTOs. These issues include cost shifting that arises 

from adoption of average system rates, providing revenue 

credits for facilities owned by transmission dependent 

utilities, and eliminating rate pancaking. These issues 
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A. 

historically have represented some of the most 

significant impediments to RTO/Independent System 

Operator ("ISO") formation, and the GridFlorida rate 

design addresses each of these matters in a manner 

intended to encourage broad participation in GridFlorida 

by Florida transmission owners, while not imposing 

unreasonable additional costs on existing retail and 

wholesale customers. 

Did the GridFlorida Companies engage in any pricing 

discussions or negotiations with stakeholders and others 

in developing the GridFlorida pricing plan? 

Yes. Prior to the time the GridFlorida Companies 

submitted their initial application to FERC on October 

16, 2000, to establish the GridFlorida RTO, the 

GridFlorida Companies developed the GridFlorida pricing 

proposal through an extensive collaborative process with 

all stakeholders. They engaged in a process that 

involved all interested parties, including all non-FERC- 

jurisdictional municipal utilities, electric cooperatives 

and other transmission dependent utilities, independent 

power developers, power marketers, the Florida 

Reliability Coordinating Counsel ("FRCC") and the Florida 

Public Service Commission ("FPSC" ) . In addition, the 
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Q. 

A .  

FERC staff attended a number of stakeholder meetings. 

Were there any specific committees dedicated solely to 

pricing issues? 

Yes. As part of the GridFlorida planning process, the 

stakeholders established a number of committees, one of 

which was the Pricing Committee. The Pricing Committee 

addressed, at a conceptual level, the issues outlined in 

the pricing protocol included in the GridFlorida 

Companies’ October 16, 2000 filing. The Pricing 

Committee addressed such issues as how to provide for 

non-pancaked rates, a transition plan to mitigate cost 

shifting, the treatment of existing transmission 

contracts, and how to provide for the recovery of the 

cost of facilities constructed after GridFlorida begins 

operations. 

Membership in the Pricing Committee and other committees 

was open to any person or entity that wished to 

participate. A large number of persons took advantage of 

this opportunity. The Pricing Committee met at least 

once or twice a month, and more frequently than that when 

necessary. Notes of meetings were taken and posted on 

the GridFlorida web site. 
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0. 

A .  

Q. 

A .  

Were there any other collaborative pricing initiatives 

prior to October 16, 2 0 0 0 ?  

Yes. In addition to the Pricing Committee meetings, the 

FPSC scheduled a number of RTO workshops that addressed 

various aspects of RTO formation where pricing issues 

were discussed. The GridFlorida Companies and other 

parties appeared at these workshops, at which they were 

able to explain the various aspects of the GridFlorida 

proposal to the FPSC Staff and Commissioners. The FPSC’s 

scheduling of these workshops was in addition to the 

participation of the FPSC Staff in all of the committees 

responsible for developing the GridFlorida proposal, 

including the Pricing Committee. 

Prior to the October 16 filing, was there a consensus 

reached as a result of these collaborative pricing 

committees, workshops and negotiations? 

The parties to the negotiations reached consensus on 

certain, but not all, issues. After several months of 

negotiations, the GridFlorida Companies, in coordination 

with other stakeholders developed a pricing protocol that 

represented a general consensus on three important 

issues. First, the cost of transmission facilities 
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A .  

installed as of a date certain, December 31, 2000, or 

Existing Facilities, initially should be recovered 

through zonal charges ( i . e . ,  transmission access charges 

based on the revenue requirements of existing 

transmission facilities in a pre-defined electrical 

area), rather than a single GridFlorida system charge. 

Second, zonal charges should be phased out no later than 

10 years after commencement of RTO operations. Third, 

the cost of transmission investment made after December 

31, 2000, (i.e., the cost of New Facilities) should be 

recovered through a single system charge rather than 

through zonal charges. 

How does GridFlorida propose to assess customers for the 

cost of transmission facilities under its control? 

The GridFlorida proposal has a two part rate. Part I 

consists of the existing transmission facilities in each 

zone as of December 31, 2000 and will be assessed only to 

the load in that zone for years 1-5. Beginning in year 6 

and ending in year 10, 20% of the Part I rates for each 

zone will be added annually to the Part I1 rates such 

that at year 10, there would no longer be a Part I rate. 
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Q. 

A .  

Q. 

A .  

The Part I1 rate reflects the costs of all New Facilities 

built after December 31, 2000 and will be assessed to all 

RTO load. 

What were the issues on which the parties did not reach 

consensus? 

There were four principal matters on which there was a 

lack of consensus among a l l  stakeholders. They were (i) 

the definition of transmission rate zones, (ii) the 

timing of the phase-in to single system rates, (iii) the 

timing of the phase-out of pancaked charges under 

Existing Contracts, and (iv) the treatment of 

Transmission Dependent Utility ( "TDU" ) transmission 

facilities within a zone. 

Beginning with the first of the three matters on which 

there was consensus I why did the GridFlorida Companies 

and stakeholders agree that a zonal approach to 

recovering the cost of existing transmission facilities 

was preferable to a GridFlorida system-wide charge 

approach? 

A zonal, or "license plate" approach was preferable to an 

immediate implementation of a system-wide approach 
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I 

because problems associated with cost-shifting are 

largely resolved by the use of \\license plate" rates. 

Immediate use of a single average system-wide access rate 

would have meant that customers of relatively low-cost 

transmission providers would have seen an instant rate 

increase. 

If zonal charges are equitable, why did the GridFlorida 

Companies and stakeholders agree to phase out zonal 

charges (Part I) no later than 10 years after 

commencement of RTO operations? 

Zonal charges are equitable in the short-term for the 

reasons I stated previously. Nonetheless, the parties 

concluded that, over time, zonal charges would not follow 

the rules of RTO-wide cost causation, would not promote 

needed RTO-wide enhancements that would benefit all 

customers, and would not promote RTO price comparability 

in rates between customers in different areas. Thus, the 

parties agreed that, in the long term, a phase out of the 

Part I rate would be the most equitable manner for RTO 

customers to share common benefit costs. In addition, 

FERC Order No. 2000 required RTO proponents to file with 

FERC their recommendations with respect to transitioning 

from zonal rates to single system rates. 

12 



5 6 4  

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

1 3  

1 4  

1 5  

16 

17 

18 

19 

2 0  

2 1  

2 2  

2 3  

2 4  

2 5  
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A. 

As to the last consensus issue, why did the GridFlorida 

Companies and stakeholders agree to recover the cost of 

New Facilities through a single system charge (Part 11) 

rather than through zonal charges? 

By adopting a system average rate for all New 

Facilities, the transition from zonal to system 

average rates, and thus more equitable treatment of 

all ratepayers would be hastened. Moreover, the 

single system charge does not require that all new 

investment be rolled in to RTO rates; rather, it 

provides that, if a transmission investment is 

determined to provide grid-wide benefits and is 

appropriate for rolled in treatment, all network 

customers will pay their load ratio share of the new 

investment through a single system charge (the New 

Transmission Investment Revenue Requirement), and not 

through their zonal charge (Part I). The single 

system charge for new transmission facilities (Part 

11) also will reduce the potential for inter-zonal 

conflicts that can arise when an expansion plan 

identifies alternatives to enhancing regional 

reliability that have differing impacts on customers 

in each zone. This is consistent with FERC precedent 

and was viewed as the fairest means of recovering from 
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Q. 
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Q. 

all GridFlorida customers the costs for New Facilities 

that will benefit all GridFlorida customers. 

What transmission services will be offered under the 

GridFlorida tariff? 

The major services offered under the GridFlorida tariff 

will be Network Integration Transmission Service 

("NITS") , Point-to-Point ("PTP") Transmission Service, 

ancillary services, includi-ng Scheduling Service, and 

generation interconnection service. NITS allows a 

network customer to integrate, economically dispatch and 

regulate its current and planned resources to serve its 

load. PTP service is for the receipt of capacity and 

energy at designated point(s) of receipt and the 

transmission of such capacity and energy to designated 

point(s) of delivery, on either a firm or non-firm basis. 

Ancillary services are services that facilitate energy 

delivery operations, and generation interconnection 

service facilitates the interconnection and operation of 

generation. 

How would NITS be priced under a zonal or system-wide 

approach? 
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The access charge for NITS, which is the service the 

GridFlorida Companies will take for their retail load, 

would be the product of (a) the applicable monthly zonal 

charge (Part I), which is based on the revenue 

requirements for the facilities within that zone, plus 

the monthly system charge (Part 11) multiplied by (b) the 

Network Customer's Network Service billing determinants 

for the month. The network customer's network service 

billing determinants for a month would be its hourly load 

coincident with the monthly transmission system peak. 

Zonal billing determinants are based on peaks within each 

zone, while system billing determinants are based on 

peaks coincident with the GridFlorida system for that 

month. In addition, customers will be assessed a Grid 

Management Charge. 

How would PTP service within GridFlorida be priced? 

The access charge for firm PTP service within 

GridFlorida would be a charge up to the sum of the 

applicable zonal charges plus the New Facilities 

charge, multiplied by the transmission customer's 

reserved transmission capacity. Non-firm PTP service 

would be charged up to the firm PTP rate. Customers 

also would be assessed a grid management charge, and 
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Q. 
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would be responsible for any applicable ancillary 

service charges. Finally, the GridFlorida tariff 

includes charges for \\through" and \\out" service , 

which are developed on a system average basis. 

For the four issues on which there was a lack of 

consensus, why, generally, could the parties not 

completely agree on these issues? 

For some issues, the process simply ran out of time in 

order for the GridFlorida Companies to file the RTO 

application in compliance with the FERC established 

deadline. The definition of transmission rate zones 

and timing issues fell into this category. The 

treatment of TDU facilities, however, was more 

complicated and, frankly, the parties simply could not 

reach agreement on the treatment for these facilities. 

What was done in light of the lack of consensus on the 

four pricing issues? 

Given the lack of complete consensus among the 

stakeholders on these four issues, the GridFlorida 

Companies developed a compromise position on each issue. 

The GridFlorida Companies included these compromises in 
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the pricing protocol that they submitted with the October 

16 filing. The pricing protocol addresses the four 

issues in an integrated, comprehensive manner that is 

intended to preserve existing customers' uses and 

benefits, maximize participation in the RTO, and create a 

viable RTO pricing structure consistent with FERC's RTO 

standards. 

Q. Briefly describe how the pricing protocol addresses the 

definition of a transmission rate zone, the first of the 

four areas where there was no consensus. 

A. The pricing protocol provides that each transmission 

owner/participant, with the exception of TDUs, shall form 

its own rate zone. Zonal charges would be based on the 

revenue requirement of the transmission facilities 

forming the zone. 

Q. What are the revenue requirements for a zone? 

A .  The revenue requirements to be recovered in zonal 

charges includes (i) the revenue requirements of the 

Existing Facilities that form the zone, plus (ii) the 

revenue requirements of the Existing Facilities of any 

participating TDU within that zone, subject to a TDU 
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Q. 
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facility phase-in plan, which I will discuss later. 

Each transmission owner is responsible for obtaining 

FERC approval of its proposed revenue requirement. To 

the extent a TDU or other non-jurisdictional owner 

participates in GridFlorida, FERC also would review 

each such owner' s proposed revenue requirement--which 

ordinarily would fall beyond FERC's jurisdiction--in 

the context of approving GridFlorida's zonal rates. 

Nothing in the pricing protocol limits a transmission 

owner's discretion in proposing a revenue requirement 

for its facilities. 

Why did the GridFlorida Companies choose to define a 

transmission rate zone in the way that they did? 

Defining a rate zone as a pre-existing electrical 

service area minimizes cost shifts that would arise 

when combining transmission systems. The proposal is 

a delicately balanced plan that extends the cost 

shifts equitably to all participants over a 10-year 

period. As cost responsibility for the GridFlorida 

transmission facilities moves from today's bifurcated 

approach toward a single system charge priced on load 

ratio share over time, some entities will experience a 

decline, and others a rise, in the portion of 
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A .  

transmission costs for which they are responsible. 

This ten-year evolvement, in turn, makes it palatable 

for transmission owners to participate in GridFlorida, 

thereby maximizing RTO participation. Moreover , 

defining zones in this manner is consistent with the 

approach taken by every FERC-approved IS0 to date. 

Were there objections to this definition? 

Yes. Certain stakeholders argued that this definition 

may produce too many zones and suggested instead that all 

systems in Florida should be combined into only two 

zones. 

Why did the GridFlorida Companies reject the two-zone 

approach at the outset? 

The two-zone approach would not have enhanced RTO 

participation. Forcing all participating transmission 

owners in Florida (there could be more than ten) to 

collapse their systems into two zones in year one would 

cause abrupt cost shifts, thereby discouraging RTO 

participation. The better course, and the one supported 

by FERC precedent, was to define zones and to phase them 

into a single regional rate. 
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Q. 

A. 

How did the pricing protocol deal with the second issue 

of establishing a timetable for phasing out transmission 

rate zones? 

The timetable for phasing out transmission rate zones is 

an issue that would exist regardless of the number of 

zones. The pricing protocol provides that zonal charges 

will be phased out in years 6-10 of RTO operations. This 

gradual phase-out is important to entities with low-cost 

transmission systems. It also is consistent with 

Commission precedent. In every IS0 proceeding to date, 

FERC has approved zonal charges and has not, in any case, 

required that they be eliminated prior to the fifth year. 

How does the pricing protocol deal with the third non- 

consensus issue of eliminating pancaked rates 

contained in existing contracts? 

The issue of pancaked rates embedded in existing 

contracts was of critical economic significance to 

many Florida transmission owners. In the pricing 

protocol, the GridFlorida Companies attempted to 

strike a reasonable balance between the competing 

objectives of phasing out pancaked rates under 

existing contracts and mitigating cost shifts in order 
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A. 

to encourage broader participation in GridFlorida. 

How does the pricing protocol achieve this balance? 

The pricing protocol provides for a phase-out of 

pancaked rates ending by year 10 of RTO operations. 

The loss of short-term wheeling revenue will be 

addressed in years one through five and charges 

recovered under long-term contracts for “through” and 

\\out“ service will be phased-out in years six through 

ten. This phase out was designed to encourage the 

participation of transmission owners that face the 

dilemma of having lower-than-average-cost systems 

today, but higher-than-average-cost systems once 

pancaked rates are eliminated. These owners objected 

to phasing out pancaking under a more accelerated 

schedule than the phase out of zonal charges, given 

that such an approach would cause their unit costs to 

increase above the RTO-wide average, only later to be 

phased-down to the average. The Pricing Proposal 

addresses this concern by matching the phase-out of 

all pancaked rates with the phase-out of all zonal 

charges. 
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A. 

How did the GridFlorida Companies deal with the 

termination of existing contracts prior to the date 

the contract expires? 

Under the pricing protocol, if, during the first 10 

years of GridFlorida operations, a customer terminates 

an existing contract prior to the date the contract 

expires, GridFlorida will provide service to that 

customer at the zonal PTP charge of the participant 

that provided transmission service under the contract, 

in addition to then-applicable system and grid 

management charges. This zonal charge would be 

phased-out in equal increments over years six through 

10. This proposal provides comparability by phasing 

out pancaked charges under all existing contracts on 

the same schedule. 

How does the pricing protocol address phasing 

pancaked rates for short term wheeling? 

The protocol provides cost-shift mitigation for 

loss of short-term wheeling revenues. Under 

out 

the 

the 

protocol, GridFlorida compensates participants that 

lose short-term wheeling revenue due to the 

elimination of pancaked rates for such loss through 
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payments out of revenues received by the RTO for 

"through" and l1out'/ PTP service. The loss of revenue 

for each participant is calculated using a base year 

amount of revenues from short-term wheeling. 

GridFlorida will allocate its through and out revenues 

to each participant for its base year amount in 

declining increments (by 20 percent per year) over the 

first five years of GridFlorida operations. 

The fourth and final non-consensus issue deals with t,,e 

crediting of TDU transmission facilities. Please explain 

which entities are considered TDUs. 

Attachment V to the GridFlorida tariff lists each of the 

existing transmission rate zones for entities that have 

committed to joining GridFlorida, as well as for other 

potential participating owners. TDUs are those 

transmission owners whose facilities are included within 

other owners' transmission rate zones. 

Please explain why the parties could not reach consensus 

on the treatment of TDU facilities. 

Transmission-owning TDUs, understandably, were interested 

in maximizing the value of the facilities that they owned 
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and were, therefore, interested in merging the revenue 

requirements for their facilities into the costs shared 

by other participants in the shortest period of time 

possible. The GridFlorida Companies and other 

GridFlorida participants, on the other hand, were 

interested in participants extending the period for such 

cost-shifts as long as possible or, alternatively, 

limiting the scope of TDU facilities to be incorporated 

into the GridFlorida integrated transmission system. 

Thus, while benefits would eventually accrue to all 

GridFlorida participants from a more robust and 

geographically diverse transmission network as TDU-owned 

facilities become integrated into the grid, the 

difficulty was to devise a method of incorporating such 

facilities without unduly and adversely affecting other 

GridFlorida participants' existing customers. In 

addition, incorporating the TDU facility costs had 

differing, even disparate, degrees of impact on each of 

the three GridFlorida Companies, which could not simply 

ignore this issue due to FERC's mandate in Order No. 2000 

that a properly formed RTO should include all 

transmission owners in a specific region, including those 

owned by municipals, cooperatives and other public 

entities. The GridFlorida Companies resolved this issue 

by devising the TDU crediting mechanism. 

2 4  
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A. 

Please describe the TDU crediting mechanism 

The GridFlorida Companies addressed the TDU crediting 

issue by providing TDUs the option of, either, (i) an 

automatic phase-in of their facilities into zonal charges 

without a requirement that they demonstrate that those 

facilities meet FERC's integration standard, or (ii) an 

immediate roll-in of certain of their facilities into 

zonal charges if the TDU can demonstrate that the 

The facilities meet the integration standard. 

GridFlorida Companies believed that this approach was a 

reasonable and prudent compromise that provided 

significant incentives for TDUs to join the RTO, which is 

consistent with the GridFlorida Companies' obligations 

under Order No. 2000, while not being unduly burdensome 

to existing customers. 

Did the GridFlorida Companies and stakeholders engage in 

any discussions subsequent to submitting the October 16 

application, but prior to FERC issuing its initial order 

on these issues in March 2001? 

Yes. The GridFlorida Companies supplemented their 

October 16 application by submitting a December 15, 2000 

supplemental filing with FERC. Prior to submitting the 
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Q. 

December 15 supplemental filing, the GridFlorida 

Companies continued collaborative discussions with 

stakeholders. 

Please discuss how the December 15, 2000 filing 

supplemented the rate and pricing issues contained in the 

October 16 initial application. 

The December 15 supplemental filing modified the pricing 

plan in various ways, not all of which are relevant to 

this testimony. For purposes of my testimony, however, 

the December 15 filing further addressed three 

significant matters. First, the GridFlorida Companies 

explained the classification and treatment of Existing 

Transmission Agreements, or "ETAs,  ' I  including those that 

represent rate pancakes. Second, the GridFlorida 

Companies added the methods by which transmission rates 

will be determined under the GridFlorida tariff. Third, 

the filing established a grid management charge to be 

used to recover costs not provided for under 

GridFlorida tariff, including RTO start-up costs. 

Please describe the classification of ETAs in 

December 15 filing. 

the 

the 
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Q. 
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ETAS fall into three categories: (i) Existing agreements 

between a participating owner or divesting owner and 

another party that govern the allocation of transmission 

capacity associated with an interface between two or more 

transmission systems (”Interface Agreements”) ; (ii) 

Existing agreements between a participating owner or 

divesting owner and another party that govern the 

interconnection of facilities, including interchange 

agreements between control areas, agreements governing 

the interconnection of transmission facilities, and 

agreements governing the interconnection of transmission 

and generation facilities (“Interconnection Agreements”) ; 

and (iii) Existing agreements between a participating 

owner or divesting owner and another party or itself that 

provide transmission service, including bundled and 

unbundled transmission service (“Transmission Service 

Agreements” ) . 

How are existing “Transmission Service Agreements” 

treated under the GridFlorida Tariff? 

An existing Transmission Service Agreement can either be 

converted to service under the GridFlorida tariff, or 

automatically be phased out in years six through 10, as I 

described previously. If an existing Transmission 

2 7  
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Service Agreement is converted to the GridFlorida tariff, 

the customer will take and pay for service under the 

tariff and the provider of service under the Transmission 

Service Agreement will cease collecting revenues under 

that agreement and no longer will bear any responsibility 

with respect to that agreement. If an existing 

Transmission Service Agreement is not converted to 

GridFlorida tariff service, the transmission provider 

under the agreement will be responsible for procuring and 

paying for the necessary services from GridFlorida to 

perform its obligations under the grandfathered 

Transmission Service Agreement. The transmission 

provider will have the rights and obligations associated 

with the GridFlorida tariff service, and will be 

responsible for reconciling the differences in the 

services under the Transmission Service Agreement and the 

GridFlorida tariff. 

Q. Please describe the main exceptions to this rule. 

A. One exception relates to the phase out of multiple access 

charges (i. e. , rate pancakes) for inter-zonal service, 

which is transmission service from one transmission rate 

zone to another, where the same customer bears 

transmission charges on both systems. The transmission 
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charges levied under an existing Transmission Service 

Agreement that provides for inter-zonal service will 

remain in effect during years one through five of 

GridFlorida operations, and phased out in equal 

increments (20 percent per year) during years six through 

10. If the existing Transmission Service Ag r e emen t 

includes bundled transmission charges, the phase-out of 

charges will be calculated by reference to the zonal 

charge in effect in year five for the transmission rate 

zone that applied to the inter-zonal service prior to 

GridFlorida formation. 

21 I 

2 5  I 

Another exception is designed to prevent gaming prior to 

the date GridFlorida commences operations, i . e . ,  to 

prevent entities from entering into ETAS prior to 

GridFlorida operations for the sole purpose of obtaining 

ETA status. If, after December 15, 2000, a participating 

owner or divesting owner enters into a new Transmission 

Service Agreement, or agrees to purchase or provide long- 

term transmission service (i.e., service for a term that 

is greater than one year) under a Transmission Service 

Agreement executed prior to that date, the new service 

provided under such ETA will be converted to GridFlorida 

service upon the commencement of GridFlorida operations. 

Also, if a participating owner or divesting owner agrees 
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Q. 

A. 

Q. 

to provide, or to purchase, short-term firm or non-firm 

service that has a term that extends beyond the date of 

GridFlorida operations, that service will convert to 

GridFlorida service upon the commencement of GridFlorida 

operations. All parties were placed on notice as of 

December 15, 2000 that this would be the treatment for 

new transmission service. 

How did the December 15 filing expand on the explanation 

of zonal and ,system-wide rates? 

The supplemental filing expanded on the descriptions of 

these and other rates by including them in the 

GridFlorida tariff, which contains formulas that will be 

used to calculate the rates. The supplemental filing did 

not, however, include the actual rates for transmission 

service that GridFlorida will charge because actual 

revenue requirements and rates will be filed no later 

than 60 days prior to the date that GridFlorida commences 

operations. 

Please describe how the zonal rate will be calculated 

according to the December 15 Supplemental Filing. 
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A. 

Q. 

A. 

To calculate the zonal-based charge, annual zonal 

transmission costs will be calculated for each 

transmission rate zone. The zonal rate will be 

calculated by dividing the annual zonal transmission 

costs for the transmission rate zone by the average for 

the year of the monthly zonal peaks. That rate will 

apply to service to a point of delivery or network load 

within a transmission rate zone. 

F o r  service to a point of delivery or network load 

outside of GridFlorida ( i . e . ,  for "Through and Out 

Service"), the transmission customer will pay the 

"Through And Out" rate. The "Through And Out" rate will 

be calculated by dividing the sum of the annual zonal 

transmission costs by the average for the year of the 

monthly transmission system peaks. 

Please describe how the Part I1 rate is to be calculated 

according to the December 15 supplemental filing. 

The monthly system-wide rate will be calculated by 

dividing the annual system transmission costs by the 

average for the year of the monthly transmission system 

peaks. Annual system transmission costs will consist of 

new transmission investment of GridFlorida and 
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Q. 

A. 

participating owners and the revenue requirements of 

Existing Facilities that are phased-out of zonal rates 

and phased in to the grid-wide rate. All transmission 

service, whether it is to load outside of GridFlorida or 

within the GridFlorida system, will pay the same system- 

wide rate. 

Please explain the Grid Management Charge included in the 

December 15 filing. 

The GridFlorida Companies included a Grid Management 

Charge (“GMC”) in the GridFlorida tariff to recover all 

reasonably incurred costs necessary for GridFlorida to 

carry out its business that are not separately charged in 

the Tariff. The GMC includes start-up costs of 

establishing the RTO, GridFlorida’s payments to the 

market monitor, and the FERC annual assessment charge. 

At the same time, the GMC will be reduced by revenues 

received by GridFlorida for conducting certain 

administrative activities that are charged to specific 

customers, such as conducting system impact studies and 

facilities studies, and providing security coordination 

services to non-RTO participants in the FRCC. 
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A. 

Why did the GridFlorida Companies propose to recover 

start-up costs through the GMC? 

Recovery of start up costs through a mechanism such as a 

GMC is consistent with FERC's policy to allow the 

recovery of start up costs. Departure from such a policy 

would significantly impede the development of RTOs on a 

timely basis. As has been the case in other regions of 

the United States, the GridFlorida Companies' proposal 

provided that GridFlorida must reimburse the participants 

for start up costs as soon as practicable. This is 

consistent with the FERC's objective to make RTOs 

financially independent as quickly as possible. 

GridFlorida would then recover these costs from its 

transmission customers through the GMC. 

What types of costs constitute start up costs that would 

be recovered through the GMC? 

Under Schedule 10 of the GridFlorida Tariff, start up 

costs would include costs incurred by entities that are 

participating owners and divesting owners up to t he  date 

of the RTO's initial operations and costs incurred by the 

RTO (or any interim entity formed to establish the RTO). 

Start up costs would include a variety of activities 
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A. 

relating to RTO formation. The projected cost of the 

preliminary start-up plan for implementation of the 

business functions of GridFlorida is addressed in the 

direct testimony of Bradford L. Holcombe, on behalf of 

the GridFlorida Companies. In addition, a discussion of 

certain formation activities relating to the development 

testimony of of GridFlorida is contained in the direct 

Henry I. Southwick. 

Have the GridFlorida Companies quantified tA,ese start up 

costs? 

A preliminary estimate of such costs has been provided in 

consultation with Accenture, which was hired to estimate 

the cost to implement GridFlorida operations, and is 

discussed in Mr. Holcombe’s direct testimony. While the 

GridFlorida Companies have consulted with each other as 

to the recovery of costs on as consistent a basis as 

possible, and each company has obtained FERC approval to 

defer such costs for accounting purposes, no final 

calculation of total costs has been made to date. The 

GridFlorida Companies anticipate making a filing 

accounting for total start up costs at FERC commensurate 

with, or shortly following, commencement of GridFlorida 

operations. 
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Q. 

A .  

Have the GridFlorida Companies quantified these costs 

with respect to retail load? 

Yes. The grid management cost consists of two parts-- 

operating costs and start-up costs. Mr. Holcombe‘s 

Exhibit (BLH-3) Tables 1 and 2 show the costs (in 

thousands of dollars) with respect to wholesale and 

retail customers. Columns 11-14 of Table 2 show the 

incremental operating cost, with a total of $51,618 shown 

on column 14, line 30. Of the $51,618, $5,868 is not 

retail jurisdictional and would not be recovered from 

retail customers. Of the remaining $45,750, the 

estimated assessments to the three utilities (based on 

load ratio shares) are shown on line 29 of columns 11-13. 

These values will be discussed in each of the company ‘ s  

specific testimonies. 

The start-up costs are shown on Table 1 of Mr. Holcombe’s 

Exhibit, showing a total of $136, 402 on line 23 of 

column 14. $16,367 is not retail jurisdictional and 

would not be recovered from retail customers. Columns 

11-13, line 22  shows the estimated assessments to the 

three utilities (based on load ratio shares). These 

amounts are lump sum and proposed to be amortized over 

five years. I show an estimate of the amortization of 
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Q. 

A .  

the total retail amount, and each of the company's retail 

amounts, in my Exhibit (WRA-2). - 

Briefly summarize FERC's March 28, 2001 order as it 

relates to the GridFlorida pricing and rate design issues 

you have discussed. 

In its March 28, 2001 order, FERC generally approved 

GridFlorida's transmission rate design proposal as 

compliant with FERC Order No. 2000. Specifically, FERC 

approved the proposals to: 

1. Retain zonal rates for Existing Facilities for the 

first five years of operations and then phase them out 

over the next five years; 

2. Include the costs of all new transmission facilities 

in the GridFlorida system-wide rate; 

3. Encourage participation in the RTO by transmission- 

dependent wholesale customers by providing them certainty 

that the costs of their facilities will be rolled into 

GridFlorida's rates through a crediting mechanism, either 

through a \\phase-in" option or an "integration standard" 

option; and 

4. Recover, through a GMC all reasonably incurred costs 

necessary for GridFlorida to carry out its business that 

are not separately accounted for in the tariff, including 
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Q. 

A. 

Q. 

A. 

start-up and administrative costs, payments to the market 

monitor, and the FERC annual assessment charge. Start up 

costs would be amortized on a monthly basis for five 

years. 

Did FERC require any clarifications on the GridFlorida 

Companies' pricing protocol? 

Yes. With respect to the issues I have discussed 

previously, FERC required the GridFlorida Companies to 

file the GMC formula. 

Did the GridFlorida Companies comply with FERC' s 

requirements in the March 28, 2001 order? 

Yes. On May 29, 2001, the GridFlorida Companies 

submitted compliance filing with FERC that, among other 

things, revised the tariff to include a formula for the 

GMC. Consistent with base transmission rates, the GMC 

will be calculated based on projected costs and billing 

determinants and trued-up at the end of each year. The 

GridFlorida Companies also included a formula for 

GridFlorida's New Transmission Investment Revenue 

Requirement ( llNTIRR1l ) , discussed above, because the NTIRR 

formula and the GMC formula work together. That is, the 
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Q. 

A. 

allocations of administrative & general costs and 

operations & maintenance costs within the formulas 

operate together to ensure that there is no double 

recovery of costs. The GMC and NTIRR include loaders and 

return on common equity components that will be filed 

with FERC in the future. 

How does the GridFlorida pricing protocol treat non- 

participating owners? 

As proposed by the GridFlorida Companies, non- 
participating transmission owners, consistent with FERC 

Order No. 2000 would continue to pay pancaked rates. 

When the customer uses two or more transmission rate 

zones, its charges would be based on the charges 

applicable to the zone in which the source or point of 

receipt is located and the charges applicable to the zone 

in which the sink or point of delivery is located. As 

FERC indicated in Order No. 2000, maintaining rate 

pancaking for non-participants is reasonable. Further, 

with regard to the number of transmission access charges 

it is subject to, a non-participant will be no worse off 

than it was prior to the establishment of GridFlorida, 

and may even be better off. If a non-participant is 

utilizing facilities that today would result in more than 
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two transmission charges, that entity will be subject 

only to two such charges under the participants' 

proposal, which is less than it would have paid in the 

absence of GridFlorida. 

Q. How does the pricing protocol treat existing retail 

transmission services? 

a 

9 A. The pricing protocol requires that load-serving entities, 

such as each of the GridFlorida Companies, pay RTO 

transmission rates, including zonal access charges, for 

their bundled retail load. This treatment is required by 

Order No. 2000, as discussed by Mike Naeve in his 

testimony filed on behalf of the GridFlorida Companies in 

this proceeding. 

16 

1 7  Q. In your opinion, given the requirements of FERC Order No. 

2000 , was the GridFlorida Companies' decision to 

participate in GridFlorida in the best interests of 

2 2  

2 3  

retail ratepayers and prudent from a transmission pricing 

A .  Y e s .  The GridFlorida pricing protocol is designed to 

perspective? 

reduce transmission costs by, among other means, 

eliminating pancaked rates, and will induce greater 
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Q. 

A. 

Q. 

generation cost savings than would be the case if 

GridFlorida was not able to function as an RTO. The only 

additional costs that arise from the formation of 

GridFlorida are the aforementioned start-up and grid 

management costs. But, the pricing protocol amortizes 

the start up costs over a five-year period in order to 

minimize the impact on consumer rates. Given the 

parameters established by FERC Order No. 2000, and the 

disparate interests among Florida's many constituents, 

the GridFlorida transmission pricing protocol reflects a 

to reasonable, prudent and balanced approach 

restructuring most of Florida's electric grid for the 

foreseeable future. 

Couldn't these benefits be realized by Florida customers 

in the absence of the RTO? 

Probably not in a manner that otherwise could be agreed 

to among the GridFlorida Companies and/or other Florida 

stakeholders. While efforts could be made to reduce 

pancaked charges, it would be difficult, if not 

impossible, to devise a system that would operate as 

efficiently as GridFlorida will operate. 

Does this conclude your testimony? 
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A. Yes, it does, 
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3Y MR. LONG: 

Q Mr. Ashburn, would you summarize your testimony? 

A Yes. Good morning - -  good afternoon, Commissioners. 

The purpose o f  my j o i n t  testimony i s  t o  show tha t  pa r t i c i pa t i on  

i n  the GridFlorida RTO i s  prudentby describing the p r i c i n g  

protocol and ra te  design. As developed by F lor ida Power & 

L ight  , F1 o r i  da Power Corporati on, and Tampa E l  e c t r i  c with input  

from the stakeholder process, the p r i c i n g  protocol and r a t e  

design meets FERC's RTO transmission p r i c i n g  p o l i c y  whi le 

mi t iga t ing  c o s t - s h i f t s  f o r  the three companies' r e t a i l  

customers. 

I ' v e  provided an overview o f  the central features o f  

FERC's RTO transmission p r i c ing  p o l i c y  and the importance o f  

each sal i e n t  features. Those features address the central 

issues faced when designing an RTO rate;  t h a t  i s ,  cost s h i f t i n g  

tha t  arises from establishment o f  system-wide rates, revenue 

c red i t i ng  fo r  f a c i l i t i e s  owned by transmission-dependent 

u t i l i t i e s ,  and e l iminat ion o f  ra te  pancaking. Those issues are 

addressed i n  a manner intended t o  mi t iga te  the impact t o  the 

three u t i 1  i t i e s  and t h e i r  r e t a i l  customers whi le encouraging 

broad pa r t i c i pa t i on  i n  GridFlorida and maximum benef i ts from 

the establishment o f  an RTO f o r  Peninsular Flor ida.  

The co l laborat ive stakeholder input  process the three 

companies engaged i n  p r i o r  t o  the f i l i n g  w i th  FERC was very 

important t o  the success o f  the GridFlorida p r i c i n g  proposal. 
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[t provided an opportunity f o r  a l l  interested par t ies,  

including t h i s  Commission, t o  provide input  before the f i l i n g  

)f a proposal t o  FERC. 

i r i c i n g  issues, and I provided an opportunity t o  reach some 

:onsensus on how t o  resolve those issues. 

It also i d e n t i f i e d  the important 

A general consensus on three important points was 

.cached during the process. Those points  were: That zonal 

:harges should be used f o r  the cost ing o f  the ex i s t i ng  

f a c i l i t i e s ,  t ha t  those zonal charges should be phased i n t o  a 

systemwide charge over an extended period not t o  exceed ten 

years, and tha t  new f a c i l i t i e s  should be recovered through the 

systemwide rates from the s t a r t  o f  GridFlorida. 

There were four issues where there was a lack o f  

:onsensus. Those points  were: The d e f i n i t i o n  o f  p r i c i n g  

zones, the amount o f  years t o  phase i n  the zonal charges, the 

timing t o  phase out the ex i s t i ng  pancake charges, and the 

treatment o f  TDU c red i ts .  Our p r i c i n g  protocol on r a t e  design 

vas ca re fu l l y  c ra f ted  t o  r e f l e c t  the consensus issues and t r i e d  

to meet halfway w i th  par t ies  on the issues where there was lack 

)f consensus. By spreading the phasing i n  and out o f  

transmission charges and TDU c red i ts  over a ten-year period, 

along w i th  company-specific zonal p r i c i n g  f o r  the ex i s t i ng  

f a c i l i t i e s ,  the m i t i ga t i on  benef i ts  t o  r e t a i l  ratepayers was 

zreated while s t i l l  meeting FERC's p r i c i n g  requirements. 

Ex is t ing transmission agreements t h a t  represent 
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pancaked transactions are also phased out over ten  years under 

GridFlorida. 

benef i ts t o  both par t ies  t o  the ex i s t i ng  transmission agreement 

and where benef i ts  o f  depancaking are not shared w i t h  r e t a i l  

customers are retained f o r  a per iod o f  time or  mit igated. 

I n  t h i s  way, agreements tha t  were providing 

TDU f a c i l i t i e s  were afforded treatment f o r  inc lus ion 

i n  zonal charges under two options: Immediate inc lus ion,  i f  

the TDU got FERC determination t h a t  those f a c i l i t i e s  are 

in tegra l  t o  the gr id ,  or  a f ive-year  phase-in without the need 

fo r  any such determination. That approach, whi le h o t l y  

contested by the TDUs, i s  f a i r  and reasonable f o r  both TDUs and 

r e t a i l  ratepayers i n  the zones where those TDU f a c i l i t i e s  would 

be integrated. 

The g r i d  management charge which w i l l  recover the 

operating costs o f  GridFlorida, as wel l  as an amortization o f  

the s t a r t - u p  costs, i s  recovered from a l l  load as those are the 

part ies benef i t ing  from the establishment o f  GridFlorida. 

While an estimate o f  those costs i s  provided i n  the testimony 

o f  Witness Holcombe, I provide an e x h i b i t  i n  my testimony tha t  

deta i ls  how t h a t  est  mate i s  al located t o  the three companies' 

re ta i  1 customers. 

Given the parameters established by FERC's Order 2000 

f o r  RTO p r i c i n g  and the disparate in te res ts  among the par t ies 

vJho w i l l  take service under or  are af fected by GridFlorida, the 

pr ic ing  protocol and ra te  design proposed by the three 
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companies and approved by FERC re f1  ects a reasonabl e , prudent , 

balanced approach tha t  mit igates impacts on customers o f  the 

three companies whi le generating fu ture benef i ts.  Thank you. 

MR. LONG: Mr. Chairman, the witness i s  avai lable f o r  

cross examination. 

CHAIRMAN JACOBS: Very we l l .  Any cross on t h i s  side? 

Yr. McGl o th l  i n .  

MR. McGLOTHLIN: No questions. 

CHAIRMAN JACOBS: Ms. Paugh. 

MS. PAUGH: No questions. 

MR. HOWE: No questions. 

CHAIRMAN JACOBS: Mr . Twomey. 

MR. TWOMEY: Yes, Mr. Chairman. Thank you. 

CROSS EXAMINATION 

3Y MR. TWOMEY: 

Q 
A Good afternoon. 

Q You're responsible, as I understand it, i n  p a r t  f o r  

I want t o  wish you a good afternoon, M r .  Ashburn. 

Issues 2, 3, and 4; i s  t h a t  correct? 

A That 's correct .  

Q 

A I don ' t  bel ieve I do. 

Q (Tenderi ng document. ) 

A Thank you. 

Q I ' m  t r y i n g  t o  f i n d  i t  now, Mr. Ashburn, but the 

Okay. Do you have a copy o f  the prehearing order? 
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statement o f  the costs, o r  some o f  the costs, f o r  each 

u t i l i t y ' s  par t i c ipa t ion  - -  l e t ' s  see. Le t ' s  f i n d  the page fo r  

your company. It would be Page 88; i s  t ha t  correct? 

A Yes, t ha t  i s .  

Q 
incremental s ta r t -up  costs are estimated t o  be 136 m i l l i on .  

Now, t h a t  i s  f o r  Gr idFlor ida i n  to to;  r i g h t ?  

The - -  your pos i t ion  there i s  t h a t  the  t o t a l  

A I believe t h a t  $136 m i l l i o n  i s  the  r e t a i l  por t ion  o f  

Gri dF1 o r i  da . 
Q Okay. And the pos i t ion  as stated f o r  TECO 

s ta r t -up  i s  approximately 16.9 fo r  you-a l l ;  i s  t h a t  r 

A (Nodding head a f f i rmat ive ly .  1 

Q That 's r e t a i l  again? 

A Yes. 

s tha t  

ght? 

Q Okay. Now, the  - - and on the next page, your 

incremental annual operating costs fo r  TECO are t o  be 

7.5 m i l l i on .  

5.5 m i l l i on?  

I s  tha t  number r i g h t ,  or  i s  i t  supposed t o  be 

A Well, I'll check it. 

Q The reason I ' m  asking, wh-ile you're looking there, 

Mr. Ashburn, i s ,  I had read someplace i n  one o f  your 

testimonies tha t  I th ink  I read tha t  the t o t a l  costs annually 

f o r  years one through f i v e  was on the order o f  $13 m i l l i on ;  i s  

t ha t  r i g h t ?  Or do I have the r i g h t  company? 

MR. LONG: I ' m  sorry, i s  there a spec i f i c  reference 
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t o  the witness's testimony? 

MR. TWOMEY: No, there 's  not. I ' m  asking him 

questions from h i s  - -  he's l i s t e d  as being responsible fo r  

these three issues a t  leas t  i n  the prehearing order, so I ' m  

asking him questions r i g h t  now from the stated issues. 

MR. LONG: Mr. Chairman, j u s t  t o  avoid confusion, a l l  

the witness i s  l i s t e d  as responding t o  those issues. The scope 

o f  t h a t  response, I th ink ,  i s  bounded by h i s  testimony. So I 

would ask tha t  i f  these questions are based on something the 

witness has said i n  the testimony, t h a t  counsel help t o  c lear  

the record by point ing t h a t  out. 

MR. TWOMEY: I'll ask him, Mr. Chairman. I ' m  sorry. 

I'll ask him. Let me rephrase tha t .  

BY MR. TWOMEY: 

Q Mr. Ashburn, have you t e s t i f i e d  as t o  what the 

s ta r t -up  costs are f o r  your company? 

A Yes. 

Q And what are they? 

A The s ta r t -up  costs are as shown on my exh ib i t  - - on 

I th ink  i t ' s  Exh ib i t  2, and i t  shows TECO locument Number 1. 

r e t a i l  numbers. I believe i t ' s  the t h i r d  - -  the four th  page i n  

3n t h a t  exh ib i t .  

Q Yes, s i r .  And have you t e s t i f i e d  as t o  what the 

incremental operational costs are annually? And i f  you have, 

Mhat i s  t ha t  number? 
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A I ' m  not sure the operational costs are i n  t h i s  

:estimony. They may be i n  the other testimony. These, I 

:hink, j u s t  t a l k  about the s ta r t -up  costs. 

Q Okay. I don ' t  want t o  be un fa i r  on t h i s ,  but  - -  
A Sure. 

Q - - do you know what the number i s ?  

MR. LONG: Well, object ion, Mr. Chairman. Again, t o  

the extent tha t  the question i s  based on the witness's j o i n t  

testimony, I th ink  i t ' s  appropriate. But I bel ieve the witness 

indicated tha t  the subject matter i s  i n  h i s  company-specific 

testimony which w i l l  be addressed l a t e r  i n  t h i s  proceeding. 

MR. TWOMEY: Mr. Chairman, t h i s  i s  a r e l a t i v e l y  

simple issue. The issues - -  the pos i t ions o f  the company t o  

the issues are stated here. He's responsible f o r  them. 

simple question about whether he knows the answer or  not. 

he doesn't know i t  and w i l l  know i t  l a t e r  when he presents h i s  

other testimony, I'll be happy t o  w a i t .  

seems simple enough t h a t  he'd give me the  number. 

I t ' s  a 

I f  

I f  he knows i t  now, i t  

CHAIRMAN JACOBS: Okay. I t ' s  my understanding t h a t  

i t  i s  i n  the other testimony; correct? 

MR. LONG: That was the witness's - -  
CHAIRMAN JACOBS: So l e t ' s  defer t ha t  u n t i l  he 

appears again. 

MR. TWOMEY: Okay. 

BY MR. TWOMEY: 
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Q So, M r .  Ashburn, you have spoken fa i r l y  spec i f i ca l l y ,  

have you not, i n  terms o f ,  a t  leas t  i n  t h i s  testimony, o f  what 

your company's estimated s ta r t -up  costs are; correct? 

A Yes. 

Q Okay. Are those the costs spec i f i ca l l y  t ha t  you 

would l i m i t  any attempt a t  recovery a t ,  o r  i s  i t  merely an 

est  i mat  i on? 

A I t ' s  an estimate. 

Q Okay. Do you have any range, magnitude tha t  you 

might go beyond tha t  or  - -  
A 

Q 

I ' m  not sure I understand what your question i s .  

We1 1, I mean, do you expect t h i s  might increase by as 

much as 10 percent, 20 percent, 30 percent? 

A I th ink  the numbers as they were derived i n  the 

Accenture estimate included a 30 percent , I bel ieve, estimated 

u p l i f t ,  o r  whatever, t o  make i t  t o  come t o  the estimate tha t  we 

gave you f o r  how wel l  the estimates could have been. 

Q Okay. Page 40 o f  your testimony. 

A I have tha t .  

Q Okay. S tar t ing  a t  Line 18, you address whether the 

benef i ts you 

consumers i n  

your answer? 

A We 

ve described above could be rea l ized by F lor ida 

the  absence o f  an RTO; i s  t h a t  r i g h t ?  Do you see 

1, my Line 18 i s  a blank space. I might have the 

wrong pagination. What l i n e  i s  it? 
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Q I ' v e  got Line 18. The question I ' v e  got on t h i s  i s ,  

"Couldn't these benef i ts be rea l ized by F lor ida customers i n  

the absence o f  the RTO?" And your answer - -  
A 

Q Forty. 

A Oh, I ' m  sorry, I thought you said " four . "  I 

What page are you on? 

apol ogi ze. 

Q I ' m  sorry. Forty, 4-0.  

A A l l  r i g h t .  Let me get t o  40. A l l  r i g h t .  I have i t  

now. Go ahead. I ' m  sorry. 

Q Okay. And I want t o  ask you, why couldn ' t  they be 

real ized, t h a t  i s ,  the benef i ts  i n  the absence o f  an RTO? For 

example, why couldn ' t  the u t i l i t i e s  el iminate pancake rates i n  

t d i f f e r e n t l y .  

rates i n  the absence o f  

the absence o f  an RTO? Let me phrase 

Could they el iminate pancake 

an RTO? 

A Perhaps. It gets t o  several things t h a t  might be 

get t ing together and se t t i ng  pr ices t h a t  might have some 

a n t i t r u s t  impl icat ions t h a t  I ' m  not  t h a t  well  versed t o  

describe t o  you. But technica l ly ,  i f  a l l  the u t i l i t i e s  could 

get together and t a l k  t o  each other about t h i s ,  t h a t ' s  a 

technical p o s s i b i l i t y ,  but i t  may be very d i f f i c u l t  t o  achieve 

i n  the absence o f  an RTO which has FERC agreement. Plus i n  the 

current environment o f  an RTO, i f  a l l  the par t ies,  as you 

suggest, could get together and work out an agreement t o  reduce 
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pancake rates and went t o  the FERC t o  ask f o r  approval o f  it, 

they'd say, we l l ,  t h a t  sounds l i k e  an RTO. Why don ' t  you f i l e  

an RTO? 

Q I see. But i s n ' t  i t  t rue  tha t  even under the RTO as 

proposed here the - -  I understand tha t  the pancake rates are 

not, one, not reduced f o r  current contracts; i s  t h a t  correct? 

I ' m  not sure I understand your question. A 

Q Well, f i r s t  o f  a l l ,  they are not reduced, are they, 

fo r  nonparticipants i n  the RTO? 

A Nonparticipants under the GridFlorida O A T  would be 

charged e f f e c t i v e l y  a pancake ra te .  

Q Pancake rates? 

A Yes. 

Q Okay. So they don ' t  benef i t  i n  F lo r ida  by the 

2stablishment o f  an RTO unless they par t i c ipa te?  

A 

Q Okay. 

A 

Unless they par t i c ipa te  or  j o in ,  yes. 

They could - - i t ' s  an un l i ke l y  scenario where they 

zould benef i t .  The RTO f i l i n g ,  the OATT t h a t  we f i l e d ,  

woduces a - -  has a proposal f o r  a pancaked r a t e  i n  which you 

Mould be charged twice. There may be a t ransact ion i n  F lor ida 

Mhere somebody would have t o  transmit power over three service 

t e r r i t o r i e s  and might have t o  pay three times. So they could 

3enefi t  s t i l l  from the RTO i n  tha t  regard. 

Q I see. You t e s t i f i e d ,  too, do you not ,  and i f  i t ' s  
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not i n  here, t e l l  me, I apologize, because I ' v e  confused your 

two testimonies, do you t e s t i f y  i n  t h i s  segment o f  your 

testimony tha t  one o f  the benef i ts  t o  be obtained by the State, 

a t  l e a s t  as a whole, i s  a more e f f i c i e n t  o r  robust wholesale 

e l e c t r i c  market? 

A I t e s t i f y  t ha t  t h a t ' s  one o f  the benef i t s  tha t  would 

be achieved by an RTO, but  the testimony r e a l l y  about the 

robust wholesale market r e a l l y  i s  i n  the panel and other 

testimonies. 

Q I see. I n  terms o f  e f f i c iency ,  though, how does i t  

become more - -  tha t  market become more e f f i c i e n t  by the 

establishment o f  an RTO as opposed t o  the s tatus quo? 

A Well, w i th  regard t o  my testimony where I t a l k  about 

the e l im ina t ion  o f  pancake rates and tak ing service under a 

GridFlorida O A T ,  one o f  the benef i ts  f o r  e f f i c i ency  would be a 

1 arger market area where u t i  1 i t i e s  could acquire generation 

resources and not have t o  pay the ext ra transmission charge t o  

get t h a t  power t o  them. So, therefore, there 's  some e f f i c iency  

gains there. 

Q Okay. Now, one o f  the - -  I th ink  i t  was one o f  the 

panel witnesses o r  a previous witness I t h i n k  i n  a response t o  

a question by one o f  the  Commissioners said t h a t  - -  something 

t o  the e f f e c t  tha t  the RTO would resu l t  i n  a more e f f i c i e n t  

market because there would be more buyers and se l le rs .  I don ' t  

1 who said that ,  but  i s  t ha t  general ly a t r u e  statement? 
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A It depends on what those buyers and se l l e rs  a re  

s e l l i n g  power f o r  or  whether they have market power, I suppose. 

Q Okay. Mr. Ashburn, have you examined, i n  your 

f i nd ing  tha t  the RTO would r e s u l t  i n  a greater e f f i c iency ,  

whether tha t  e f f i c i ency  would be enhanced even fu r ther  i f  the 

merchant plants were allowed t o  engage i n  business i n  t h i s  

s ta te  more widely than they are current ly? 

A I don ' t  bel ieve I t e s t i f i e d  t o  tha t .  

Q Do you have a pos i t ion  on tha t?  

A On merchant plants? 

Q Yes, s i r .  

A Well, I bel ieve there are merchant plants i n  the 

State. 

Q Yes, but I said i f  they were allowed t o  pa r t i c i pa te  

more widely than they are under current s ta te l a w .  

A I don ' t  understand the question again. 

Q Okay. I'll w a i t  and ask i t  t o  someone else. 

A A l l  r i g h t .  

MR. TWOMEY: Thank you. That 's a l l  I have. 

CHAIRMAN JACOBS: S t a f f .  

CROSS EXAMINATION 

BY MR. KEATING: 

Q Mr. Ashburn, i n  your testimony you s tate tha t  one o f  

the issues tha t  face the Pr ic ing  Committee was cos t - sh i f t i ng ;  
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A Yes. 

Q Has GridFlorida proposed a c o s t - s h i f t i n g  mi t iga t ion  

p l  an? 

A Well, the e n t i r e  p r i c ing  plan i s  designed t o  generate 

cost-  shi f t  mi t iga t ion .  

Q Okay. And how does tha t  work? How are the 

c o s t - s h i f t s  mit igated under the GridFlorida proposal - - 

A Well, the mi t iga t ion  i s  essent ia l l y  a way o f  phasing 

i n  the e f fec ts  o f  the c o s t - s h i f t s  over an extended period o f  

time, i s  the approach. 

components t o  the p r i c i n g  plan tha t  have elements o f  mi t iga t ion  

t o  them. 

I mean, there 's  a l o t  o f  d i f f e r e n t  

Q I s  t h a t  - -  you said i t  - -  t h a t  the impacts o f  the 

c o s t - s h i f t  w i l l  be - - l e t  me rephrase tha t .  

I s  t h a t  r e a l l y  sor t  o f  a short- term f i x ?  Does t h a t  

provide j u s t  short- term mi t iga t ion  f o r  c o s t - s h i f t s ?  

A Well, i t  depends on i f  you bel ieve ten years i s  a 

short term or  not,  I guess. 

Q But a t  the end o f  t ha t  term, the c o s t - s h i f t  

d i f f i c u l t i e s  t h a t  have been recognized would be ref lecLed i n  

r e a l i t y  a t  t h a t  po in t ,  they wouldn't be mi t igated anymore? 

A A t  the end o f  the ten-year term, a l l  o f  the d i f f e r e n t  

mechanisms we put i n t o  place t o  t r y  t o  mi t iga te  the 

c o s t - s h i f t i n g  e f fec ts  would be over, and we would be t o  a 
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s ing le ra te  fo r  the en t i re  system. 

Q Have you calculated the c o s t - s h i f t  t h a t  each company 

would experience? 

A I have not. I n  the process, the co l laborat ive 

process, we attempted t o  put together some data t o  t ry  t o  look 

a t  what the c o s t - s h i f t  impacts would be over an extended per iod 

o f  time, but we could not get enough data t o  r e a l l y  do tha t .  

We d i d  use some past year 's data, I bel ieve i t  was 1998 data, 

could not get data f o r  a l l  o f  the potent ia l  par t ic ipants  i n  the 

plan, i n  GridFlorida. And so we had some analysis tha t  we d i d  

back then. 

Q Did you get data f o r  the three GridFlorida companies 

that are here today? 

A Yes. The three companies provided data based on 

1998. 

Q And i f  t h i s  i s  more appropriate f o r  me t o  ask re la ted  

to your ind iv idual  testimony, j u s t  l e t  me know. Based on t h a t  

:a1 cul at ion,  what was the approximate amount o f  the cost - shi f t  

that TECO would be expected t o  experience? 

A Based on tha t  analysis, based on 1998, t o  look a t  

dhat the c o s t - s h i f t s  impact i n  t o t a l  f o r  a l l  the d i f f e r e n t  

I ieces or  any pa r t i cu la r  piece are you asking about? I t ' s  

j i f f i c u l t  t o  measure what the impact would be, f o r  example, t o  

go t o  the system-wide rates because we don ' t  know, say, a t  the 

2nd o f  f i v e  or  ten years what the t o t a l  investment w i l l  be f o r  
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GridFlorida. We d i d  some estimates o f  what the impact o f  l o s s  

o f  short-term revenues would be from wheeling transactions tha t  

a re  going t o  be depancaked and some long-term impacts, and we 

looked a t  the impact o f  the t r a n s i t i o n  from our zonal r a t e  t o  

the t o t a l  system rate.  

Q I f  you could, i f  you can provide the amount, the 

to ta  amount o f  the c o s t - s h i f t  t h a t  was calculated f o r  TECO, 

t ha t  TECO would experience, and i f  t h a t ' s  an amount t h a t  needs 

some qua l i f i ca t i on ,  i f  you could provide those as wel l?  

A 

Q Yes. 

A Okay. Let me see i f  I can f i n d  tha t .  The numbers 

Provide them now, you're saying? 

tha t  we had i n  t h i s  sheet t h a t  we were using back several years 

ago, or a year and a h a l f  ago, had some errors i n  them, so I ' m  

t r y i n g  t o  el iminate the errors  t h a t  were i n  them f o r  Tampa 

E lec t r i c .  There was some double counting o f  revenues and so 

fo r th .  

My memory looking a t  t h i s  and remembering what we 

came up w i th  was, f o r  short-term transactions, i t  was about a 

h a l f  a m i l l i o n  do l l a rs  a year or  so, the loss o f  short- term 

wheeling transactions. And the long term a t  the end o f  ten 

years was s l i g h t l y  i n  excess o f  $2 m i l l i o n  a year, 2 and a h a l f  

or so. That 's the depancaking o f  the pancaked rates.  

Now, the zonal r a t e  s t a r t s  out as, you know, 

bas ica l l y  a t  our - -  i t ' s  mostly our f a c i l i t i e s  i n  our zone fo r  
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ex i s t i ng  f a c i l i t i e s .  So t o  the extent the e x i s t i n g  f a c i l i t  

are based on our revenue requirement, i t ' s  very l i t t l e  

d i f ference u n t i l  i t  s t a r t s  phasing i n t o  a system-wide rate.  

es 

The amount o f  money I ' m  not sure about, because as i t  

goes on, i t  phases i n t o  a system-wide rate,  and then new 

f a c i l i t i e s  gets b u i l t  and t h a t  gets averaged over a l l  

customers. We don ' t  know how much new investment i s  going t o  

happen over time, and I don ' t  r e a l l y  have an estimate o f  what 

our zonal r a t e  changing i n t o  the system-wide r a t e  would be. 

Do you have s imi la r  c o s t - s h i f t i n g  data f o r  the other Q 
two GridFlorida companies, or would tha t  be more appropriate t o  

address w i th  the i  r company- speci f i c witnesses? 

A Well, I ' m  more f a m i l i a r  w i th  whether there were any 

I ' d  hate e r ro rs  i n  my numbers i n  t h i s  than I am wi th  the i r s .  

t o  q u a l i f y  them, but I th ink  they had - -  there are some values 

i n  here f o r  t h e i r  companies, but I ' m  not sure I know d i r e c t l y  

what t h e i r  numbers are. 

The d i f f i c u l t y  here i s  t ha t  we're using 1998 data. 

GridFlorida, when i t  s ta r t s ,  i t ' s  ce r ta in l y  not going t o  s t a r t  

t h i s  year. It could be next year. We heard some discussion 

about how long i t  could take. 

transactions are going t o  e x i s t  whenever GridFlorida does s t a r t  

up, and I don ' t  know tha t  these numbers would be very 

representative o f  what the depancaked revenues would be. 

I don ' t  know how many o f  these 

Q Let me t u r n  t o  Page 18 o f  your testimony. 
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A Eighteen? 

Q Yes. 

A A l l  r i g h t .  I have tha t .  

Q A t  Lines 18 t o  21, you state t h a t  the  proposal i s  a 

de l i ca te ly  balanced plan t h a t  extends the c o s t - s h i f t s  equi tably 

t o  a l l  par t ic ipants  over a ten-year period. Why do you bel ieve 

i t ' s  appropriate t o  share - -  f o r  the par t i c ipants  t o  share the 

cos t - sh i f t s?  

A Well, we're creat ing GridFlorida which i s  going t o  

serve a l l  customers i n  F lor ida,  hopefully, t h a t  everybody tha t  

woul d j o i  n . But when d i  f ferent  companies j o i  n G r i  dF1 o r i  da , 

they ' re  going t o  have d i f f e r e n t  h i s to r i ca l  transactions going 

on. They have d i f f e r e n t  average costs t o  s t a r t  out, but we're 

ending up using the e n t i r e  g r i d  altogether. And i t  seems t o  me 

tha t  we're a l l  going t o  experience d i f f e r e n t  types o f  

c o s t - s h i f t  amounts over time. And so sharing - -  o r  extending 

the time period f o r  i t  t o  happen and then phasing i t  as much as 

we can over time helps mi t iga te  the impact on ratepayers. 

Q I j u s t  have a few other questions t h a t  were deferred 

from the panel, and I ' m  hoping they are questions you can 

address. 

Did the three pa r t i c i pa t i ng  GridFlor ida companies 

reach an agreement on how the investment and depreciation 

reserve representing the assets tha t  would be transferred t o  

GridFlorida - -  how the investment o f  depreciat ion reserve f o r  
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those assets would be determined? 

A I believe net book value i s  the answer. I ' m  not  sure 

i f  t h a t  answers what you are asking. 

Q Well, the question was only  whether there was an 

agreement on how the investment and depreciat ion reserve 

associated w i th  those assets would be determined. Was there 

any agreement? 

Well, I ' m  not  sure - - the agreement that was reached A 

vJas t h a t  we would use net book value f o r  assets t h a t  were 

t ransferred t o  GridFlorida, and then those who continued t o  own 

t h e i r  assets would seek a revenue requirement f i l i n g  a t  FERC 

f o r  those assets. And then, o f  course, there was the 

discussion o f  which assets were included, and t h a t ' s  based on 

the l i n e  o f  demarcation, and t h a t  i d e n t i f i e d  which assets would 

be used f o r  GridFlorida, but  I ' m  not  sure i f  t h a t ' s  what you're 

asking. 

Q I n  theory, would a subsidy r e s u l t  i f  each u t i l i t y  

chose a d i f f e r e n t  method f o r  ca lcu la t ing  investment and 

depreciation reserve associated w i t h  assets subject t o  t h a t  

demarcation poi n t?  

A We1 1 , I ' m  not r e a l l y  a depreciat ion o r  accounting 

expert, bu t  I would say t h a t  from a ratemaking standpoint, i f  

three companies are pu t t i ng  together t h e i r  assets i n t o  some 

so r t  o f  a p r i c i n g  mechanism and there were di f ferences between 

the way those assets were calculated f o r  revenue requirements 
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urposes, you could argue there was some - - perhaps some so r t  

If subsidy going back and fo r th .  But I don ' t  know f o r  sure 

rhether tha t  s what ' s going t o  happen here. 

MR. KEATING: Thank you. That 's a l l  the questions I 

lave. 

CHAIRMAN JACOBS: Commi ssioners, any questions? 

COMMISSIONER JABER: I jus t  have one. Mr. Ashburn, 

in terms o f  cos t - sh i f t i ng ,  i t  appears t h a t  one o f  the  obvious 

ienef i t s  o f  a regional RTO would be the  a b i l i t y  t o  have the 

:ost shared by more customers i n  theory, and therefore, the  

:ost t o  the ind iv idual  s ta te  would come down. But - - 
THE WITNESS: For a j o i n t  cost. I n  other words, i f  

/ou had a s ing le new cost, say, f o r  s t a r t i n g  up a company, the 

larger the group o f  customers tha t  have t o  share i n  t h a t  cost, 

i f  i t ' s  the same, the be t te r .  It i s  possible, though, t h a t  i f  

{OU had t o  make i t  la rger ,  say, adding more f a c i l i t i e s ,  you 

night have t o  change the amount o f  t h a t  cost some, but t h a t ' s  

;rue. 

COMMISSIONER JABER: Okay. But t ha t  may also be t rue  

3s i t  re la tes t o  F lo r ida  i n  the sense o f  keeping costs low 

iecause our F lor ida companies have done a great job w i th  t h e i r  

transmission f a c i l i t i e s  as they e x i s t  and have maintained the 

Apkeep, and we know what those costs are. 

THE WITNESS: Yes. 

COMMISSIONER JABER: Now, what i f  there are states, 
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md I don ' t  know t h i s ,  but what i f  there are states tha t  have 

l o t  done such a good job and the creat ion o f  a regional RTO 

vould ac tua l l y  s h i f t  costs t o  the F lor ida ratepayer t o  bear? 

ias anyone done a study o f  the condi t ion and cost requirements 

for the other states tha t  would be impacted? 

THE WITNESS: We have not.  Certainly,  we can look a t  

the j u r i s d i c t i o n a l  u t i l i t i e s  Form Is and take a look a t  t h e i r  

investment per load and tha t  k ind o f  th ing.  You could make 

Some assumptions about tha t  as f a r  as whether they've kept them 

~p o r  look a t  how much maintenance i s  used. There are 

3ifferences i n  the way transmission i s  b u i l t  and maintained by 

region, too, t h a t  may make tha t  d i f f i c u l t  t o  say t h a t  one i s  

not keeping them up t o  snuff ,  as you say, versus another 

u t i l i t y .  So i t ' s  d i f f i c u l t  t o  say r i g h t  o f f  the bat.  

de have not done any analysis o f  the other states i n  the 

Southeast t o  see whether, a t  leas t  I know o f  none, t o  see 

dhether t h e i r  transmission i s  kept t o  the same standards as 

ours. 

I know 

COMMISSIONER JABER: To answer the question, which 

RTO would be be t te r ,  wouldn't t h a t  be a question we should 

answer? I would envision - - we1 1 , I would not want t o  create 

an RTO tha t  F lor ida par t ic ipates i n  t h a t  ac tua l l y  resu l ts  i n  

even higher rates than expected f o r  s ta r t -up  costs. 

THE WITNESS: Well, again, you'd have t o  compare 

whatever t h a t  i s  w i th  perhaps added benef i ts  o f  going t o  the 
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;outheast as wel l ,  but c e r t a i n l y  there i s  a p o s s i b i l i t y  t h a t  

ierhaps t h e i r  transmission would need new - - greater investment 

i f  they met the same standards as we have down i n  F lor ida,  tha t  

;hat could be a s h i f t .  It could go the other way. 

mow f o r  sure tha t  they don ' t  have t e r r i f i c  transmission w i th  

i o  added investment coming. So i t  could s h i f t  the other way as 

de l l .  

)ut i f  t h a t ' s  where we go. 

I don ' t  

I j u s t  don ' t  know the answer how t h a t ' s  going t o  t u r n  

COMMISSIONER JABER: Thank you. 

CHAIRMAN JACOBS: I have a question. When you do 

your project ions t o  determi ne over what a c t i v i t y  you ' r e  going 

to  spread your g r i d  management charges, does t h a t  - - do you do 

3 f i l t e r i n g  process where you take out what you pro jec t  t o  be 

nonparticipants i n  GridFlorida? Because they s t i l l  pay pancake 

charges; t h a t  ' s correct? 

THE WITNESS: Anybody who takes service under 

Sr idFlor ida w i l l  pay a g r i d  management charge. We're going t o  

factor t h a t  over anyone who takes service, inc lud ing the 

network customers, t ha t  w i l l  be the u t i l i t i e s  here. And i f  

somebody who was not a par t i c ipant  but sought transmission 

service across GridFlorida would pay p a r t l y  the g r i d  management 

charge. 

CHAIRMAN JACOBS: So they ' re  going t o  pay pancake 

plus the g r i d  management? 

THE WITNESS: Yes. We decided not t o  pancake the 
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g r i d  management charge. 

CHAIRMAN JACOBS: Okay. And I assume then - -  w i l l  i t  

be the same as f o r  - -  
THE WITNESS: Yes, i t  would be the same charge f o r  

tha t  period o f  time. Now, the revenues co l lected would then be 

credi ted back against fu ture g r i d  management charges. So i t  

would benef i t  the par t ies  who generally take service i n  

GridFlorida and are par t ic ipants .  

CHAIRMAN JACOBS: Okay. Your estimates are 

project ions, and when you a r r i v e  a t  your f i n a l  project ions o f  

cost - - l e t  me step back f o r  a moment. 

As I understand it, there are some costs you can ' t  

r e a l l y  p ro jec t  fa i r l y  well  r i g h t  now, so you ' re  going t o  have 

t o  go back and redo t h i s .  I s  there going t o  be a subsequent 

f i l i n g  then when everything i s  known and you can come - - 
THE WITNESS: You mean the ra te  f i l i n g  f o r  

GridFlorida i t s e l f ?  

CHAIRMAN JACOBS: Right. 

THE WITNESS: Yes. We had an estimate done. I th ink  

you w i l l  hear from the fo l lowing witnesses about how the 

estimate was done on what the s ta r t -up  costs would be fo r  

GridFlorida and operating costs and so fo r th .  The companies 

who created GridFlorida, or who have been working on the 

GridFlorida f i l i n g ,  put together proposed r a t e  formulas but put 

no numbers i n  them. P r io r  t o  the operation o f  GridFlorida, a l l  
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i f the par t ic ipants ,  whether they be d ivest ing t h e i r  assets or 

ie ing a pa r t i c i pa t i ng  owner l i k e  F lor ida Power Corp has 

i ro jected t o  do, would make f i l i n g s  a t  the FERC, revenue 

.equi rement f i  1 i ngs, standard ra te  f i  1 ings. The resu l ts  o f  

those f i l  ings, which would be projected - - be t te r  projected 

lumbers than we have r i g h t  now, would then go t o  FERC and be 

jpproved or  acted on and so fo r th ,  and then r o l l  through the 

3roposed formula rates f o r  recovery. 

CHAIRMAN JACOBS: Okay. I f  a regional RTO prevai ls ,  

nle've heard a couple o f  times tha t  probably w i l l  r e s u l t  i n  a 

l o t  o f  dupl icat ive costs. Do you have an idea o f  what the 

percentages are o f  your project ions would be dupl icat ive i f  

that - -  
THE WITNESS: No, I do not. Perhaps you could ask 

that  o f  Mr. Holcombe. He might have a be t te r  f ee l ,  but 

ce r ta in l y  we don ' t  t h ink  we have done anything dupl icat ive yet ,  

not knowing about the Southeast opt ion up t o  t h i s  po int  up 

u n t i l  we q u i t  working on it. 

CHAIRMAN JACOBS: Okay. Thank you. 

COMMISSIONER PALECKI: I have j u s t  a couple o f  

questions. 

GridFlorida and GridSoutheast operate independently, the power 

tha t  Tampa E l e c t r i c  Company brings i n  from out o f  state w i l l  

then have t o  pay a r a t e  established by GridFlorida as well as a 

ra te  established by the Southeast RTO; i s  t h a t  correct? 

I f  we do f i n d  t h a t  we approve a GridFlorida, and 
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THE WITNESS: Well, we don ' t  know what the Southeast 

?TO i s  yet .  FERC has indicated tha t  adjoining RTOs should have 

some so r t  o f  seams agreement. One o f  the th ings they indicated 

that might involve would be some ra te  accommodations f o r  

transactions t h a t  go across both, but nothing has been decided 

yet. Tampa E l e c t r i c ,  as a load serving company i n  Flor ida,  

dould pay an RTO charge, our transmission charge, regardless o f  

dhether the power was coming i n  from out o f  s ta te  or w i t h i n  the 

state. We j u s t  pay our network transmission agreement f o r  

Flor ida,  so there wouldn't be any addi t ional  charge there. 

There could be a charge f o r  br ing ing i t  i n  from out o f  state,  

but I don' t  know what t h a t  w i l l  be or  how t h a t  w i l l  be 

calculated yet. 

COMMISSIONER PALECKI: I guess I ' m  t r y i n g  t o  f i gu re  

out on a s ta te o f  F lor ida basis whether the addi t ional  charge 

tha t  would r e s u l t  from having two RTOs tha t  would be borne by 

the Flor ida ratepayers would j u s t i f y  immediately th ink ing  about 

going towards - - d i r e c t l y  towards the Southeast RTO. Do you 

have any feel  whether t h a t  might be a r e a l l y  s i g n i f i c a n t  

number? 

THE WITNESS: I don ' t  r e a l l y  know a t  t h i s  po int .  

Certainly one o f  the impl icat ions tha t  was discussed e a r l i e r  

was about the t ransfer  capacity between the two regions 

current ly ,  so I ' m  not sure. It c e r t a i n l y  can ' t  be greater than 

those 3,600 megawatts or  whatever i t  i s .  I know a l o t  o f  them 
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are already being used by F lor ida Power & L ight  t o  b r ing  power 

i n t o  the State. Tampa buys on occasion from outside o f  the  

State. 

current ly ,  but we could some day i n  the future.  

know. 

I t ' s  not - -  I don ' t  th ink  we do i t  tha t  s i g n i f i c a n t l y  

I don ' t  r e a l l y  

COMMISSIONER PALECKI: And you t e s t i f i e d  tha t  t h a t  i s  

something tha t  could be negotiated between the two RTOs i f  

there were two RTOs. 

THE WITNESS: Yes, i t  could. 

COMMISSIONER PALECKI : Thank you. 

COMMISSIONER DEASON: Mr. Ashburn, how d i d  you 

determine the r e t a i l  por t ion  o f  the cost and the nonreta i l  

port ions o f  the cost? 

THE WITNESS: I believe we used - -  a l l  three 

companies used - -  e f f e c t i v e l y  looked a t  what t h e i r  load was f o r  

wholesale bundled service and determined what por t ion  o f  our 

t o t a l  load i n  F lo r ida  was f o r  r e t a i l  and what por t ion  was f o r  

wholesale, and assumed tha t  tha t  por t ion  o f  the s ta r t -up  costs 

re la ted t o  wholesale would have t o  be recovered from those 

customers. I t ' s  l i k e  a j u r i sd i c t i ona l  separation e f fec t i ve ly .  

I t ' s  looking a t  the  loads o f  wholesale versus r e t a i l ,  and we 

j u s t  d id  a j u r i sd i c t i ona l  s p l i t  o f  the  s ta r t -up  costs. 

COMMISSIONER DEASON: I s  i t  envisioned tha t  the 

s ta r t -up  costs would be al located t h a t  one time and would not 

change from t h a t  po in t ,  or  would they change w i th  more current 
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j a t a  as t o  what the loads are? 

THE WITNESS: I th ink  i t ' s  the l a t t e r .  We have 

ransact ions tha t  are current,  and I th ink  most o f  our bundled 

vholesale are r e l a t i v e l y  long-term transactions. So they 

irobably would e x i s t  through the f i r s t  f i v e  years when those 

s tar t -up costs are there and are being amortized. How much 

Ghey would be compared t o  r e t a i l ,  I'm not sure whether the 

vholesale load i s  growing a t  the same ra te  as the r e t a i l ,  and 

thus the re la t ionship would s tay  the same. I don ' t  know. 

COMMISSIONER DEASON: The s ta r t -up  costs, those wer 

ie ing accounted f o r  separately, and you've gotten FERC approval 

to do tha t ;  i s  t ha t  correct? 

THE WITNESS: You mean w i th in  the company r i g h t  now? 

COMMISSIONER DEASON: Within the company r i g h t  now, 

rJhat TECO has incurred costs. 

THE WITNESS: TECO, f o r  example, has been incur r ing  

s ta r t -up  costs, and we've been pu t t i ng  them i n t o  a deferred 

account. 

COMMISSIONER DEASON: Do you foresee tha t  i f  there i s  

a GridFlorida and i t  comes i n t o  existence, t ha t  you w i l l  

t ransfer those s ta r t -up  costs over t o  GridFlorida and would be 

reimbursed by GridFlorida f o r  those costs? 

THE WITNESS: That i s  the plan. The plan i s  t ha t  a t  

the s ta r t -up  date GridFlorida would e f f e c t i v e l y  pay Tampa 

E lec t r i c  f o r  those s ta r t -up  costs, and then seek recovery o f  
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;hem through t h e i r  rates. To the  extent they don ' t  get 

'ecovered through the rates, FERC, say, d isal low some o f  them, 

:hen the  GridFlorida would t rans fer  those costs back t o  Tampa 

i l e c t r i c .  

COMMISSIONER DEASON: And then where would you seek 

'ecovery o f  those costs? 

THE WITNESS: That depends on what we decide 

;he.  

i isal lowed o r  i f  we agreed o r  disagreed w i th  it. 

I don' t know. It depends on how they would be 

COMMISSIONER DEASON: I n  your exh ib i t ,  you h 

:alculat ion o f  revenue requirement. 

jccumul ated deferred income tax, they'  r e  showing zeros 

?very year i n  the f ive-year  period. Why i s  tha t?  

I n  the l i n e  i tem 

THE WITNESS: I th ink  we l e f t  i t  a t  zero f o r  

a t  the 

ve a 

f o r  

t h i s  

iurpose o f  t h i s  est imating the s ta r t -up  costs because we were 

l o t  r e a l l y  cer ta in  ye t  about what the treatment o f  accumulated 

jeferred income tax would be when we ac tua l l y  got t o  the  

s tar t -up cost recovery, and so we j u s t  zeroed i t  out f o r  ease 

i f  cal cul a t i  ng an estimate. 

CHAIRMAN JACOBS: Redirect. 

MR. LONG: Mr. Chairman, I have no red i rec t .  

CHAIRMAN JACOBS: Okay. Exhibi ts.  Exh ib i t  14. 

MR. LONG: Yes, I ask t h a t  i t  be moved i n t o  evidence. 

CHAIRMAN JACOBS: Without objection, show Exh ib i t  14 

i s  admitted. 
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(Exhibi t  14 admitted i n t o  the record. ) 

CHAIRMAN JACOBS: Thank you very much, Mr. Ashburn. 

THE WITNESS: Thank you. 

CHAIRMAN JACOBS : You ' r e  excused. 

(Witness excused. ) 

CHAIRMAN JACOBS: And w e ' l l  take the next witness. 

MR. FAMA: Gr idFlor ida companies would l i k e  t o  c a l l  

as t h e i r  next witness Mr. Holcombe. 

CHAIRMAN JACOBS: Mr. McGlothlin, how d i d  we do on 

your witness? Are we okay? 

MR. McGLOTHLIN: Yes, s i r .  I planned dur ing the 

break t o  consult w i th  other counsel t o  see i f  we could work out 

some agreement as t o  when we'd take him. 

we're going, I w i l  request t h a t  he be taken sometime ea r l y  

tomorrow, probably out o f  turn.  

I t h i n k  a t  the r a t e  

CHAIRMAN JACOBS: Okay. Very we l l .  You may proceed, 

Mr. Fama. 

BRADFORD L. HOLCOMBE 

was ca l l ed  as a witness on behalf o f  the GridFlor ida Companies 

and, having been duly sworn, t e s t i f i e d  as fol lows: 

DIRECT EXAMINATION 

BY MR. FAMA: 

Q Please s tate your name and business address. 

A Bradford L. Holcombe, 128 Thi rd Street,  South, i n  

S t .  Petersburg, Flor ida.  
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Q And by whom are you employed? 

A I ' m  a partner w i t h  Accenture. 

Q And on whose behal f  are you appearing today? 

A On behalf o f  the three GridFlorida u t i l i t i e s .  

Q I ' d  l i k e  t o  c a l l  your a t tent ion t o  your p r e f i l e d  

testimony and your exh ib i ts .  Where these - - was t h i s  testimony 

and the exhib i ts  prepared under your d i rec t i on  and control? 

A Yes. 

Q Le t ' s  go through the three exhib i ts .  We have 

i x h i b i t  BLH-1 i s  the business b luepr in t ,  Exh ib i t  BL-2 i s  a 

na t r i x  o f  Accenture's RTO experience, and Exh ib i t  BLH-3 i s  

incremental cost responsi b i  1 i ty.  On Exh ib i t  3, Mr . Hol combe, 

cloes t h a t  exh ib i t  contain input  from each o f  the  three 

companies? 

A Yes, i t  does. The information tha t  was developed by 

kcen tu re  was taken as I'll c a l l  i t  the f i r s t  column, and then 

addit ional data was added by the three u t i l i t i e s .  

MR. FAMA: Commissioners and Mr. Chairman, 

Exhib i t  BLH-3 i s  accumulative data tha t  we thought i t  would be 

most convenient t o  put i n  M r .  Holcombe's testimony. He i s  able 

t o  support par t  o f  the e x h i b i t  but not a l l  o f  the  exh ib i t .  The 

other par ts  o f  the e x h i b i t  re la ted  t o  the numbers tha t  he 

compiled - - t ha t  were compiled i n  tha t  exh ib i t  are supported by 

Mr. Southwick, Mr. Ashburn, and Mr. Mennes who are a l l  

fo l lowing as indiv idual  company witnesses i n  t h i s  case. 
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So I would l i k e  t o  have the exh ib i ts ,  the  three 

iolcombe exh ib i ts  marked. And probably what ,would be the  best 

i s  the t h i r d  exh ib i t ,  the BLH-3 t h a t  I j u s t  spoke o f ,  the 

composite, t h a t  perhaps I would w a i t  t o  move t h a t  e x h i b i t  i n  

un t i l  a l l  the other witnesses have come up. 

CHAIRMAN JACOBS: I f  there 's  no object ion t o  tha t ,  

de l l1  mark as Exh ib i t  15 BLH-1 and 2, and mark as Exh ib i t  16 

BLH-3. 

(Exhibi ts 15 and 16 marked f o r  i d e n t i f i c a t i o n . )  

BY MR. FAMA: 

Q Mr. Holcombe, are there any corrections t h a t  you need 

t o  make t o  your p r e f i l e d  testimony o r  exhib i ts? 

A No, there are not. 

Q Mr. Holcombe, do you adopt t h i s  testimony as your 

testimony today? 

A Yes, I do. 

MR. FAMA: I would ask f o r  the  p r e f i l e d  testimony t o  

be inserted i n t o  the  record as though read. 

CHAIRMAN JACOBS: Without object ion,  show the 

p r e f i l e d  testimony o f  Mr. Holcombe as entered i n t o  the record 

as though read. 
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FLORIDA POWER & LIGHT COMPANY - DOCKET No. 001 148-El 

FLORIDA POWER CORPORATION - DOCKET No. 000824-El 

TAMPA ELECTRIC COMPANY - DOCKET No. 01 0577-El 

DIRECT TESTIMONY OF BRADFORD L. HOLCOMBE 

ON BEHALF OF THE GRIDFLORIDA COMPANIES 

INTRODUCTION 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

Please state your name and business address. 

My name is Bradford L. Holcombe. My business address is 128 Third 

Street South, St. Petersburg, FL 33701. 

By whom are you employed and in what capacity? 

I am employed by Accenture as a Partner. 

Please provide a brief outline of your educational background and 

business experience. 

I received a BA Degree with double major in Accounting and Finance from 

the University of South Florida in 1975, and an MBA Degree from the 

University of South Florida in 1976. I joined Accenture (then the 

consulting organization of Arthur Andersen & Co.) in 1976. I have been 

working in the Utilities Industry for most of my 25 years with Accenture, 

and exclusively for the last 10 years. 

What are your responsibilities in your current position? 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Docket No. 001148-El 
Docket No. 000824-El 
Docket No. 01 0577-El 

GridFlorida Companies Witness Holcombe 

As it relates to this testimony, I am the Accenture Client Partner for 

GridFlorida. That means I am directly responsible for Accenture’s work for 

GridFlorida. I have other responsibilities as well. I am also the Accenture 

Client Partner for Florida Power & Light (“FPL”). I am also the leader of 

our Solutions Engineering Service Line (the organization through which 

we build technology and solution delivery capability) for our North America 

Utilities Practice. 

What is the purpose of your direct testimony? 

The purpose of my testimony is to demonstrate the reasonableness of the 

estimated start up costs and preliminary annual operating budget for the 

proposed GridFlorida Regional Transmission Organization (“RTO”). 

What issues in this case does your testimony address? 

My testimony is part of the case being put on by the GridFlorida 

Companies to address Issue 4 (What are the estimated costs to the 

utility’s ratepayers of its participation in GridFlorida?) of the Order 

Identifying Issues issued on July 16, 2001 in the above referenced 

dockets. 

Are you sponsoring any exhibits to your direct testimony? 

Yes. Exhibit No. - (BLH-1) is the Business Blueprint. The Business 

Blueprint is the preliminary start up plan for implementation of the 

business functions of GridFlorida. This exhibit includes seven separate 

2 
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documents which I describe in some detail later in my testimony. Exhibit 

No. - (BLH-2) is a matrix that depicts Accenture’s experience with RTO- 

related projects. Exhibit No. - (BLH-3) is a spreadsheet prepared by 

FPL, Florida Power Corporation (“FPC”) and Tampa Electric Company 

(“TECO”) (collectively, the “GridFlorida Companies”) showing the 

incremental cost responsibility of the GridFlorida Companies of estimated 

start up and operating costs. 

DEVELOPMENT OF BUSINESS BLUEPRINT 

Q. 

A. 

Q. 

A. 

What was the scope of the assignment that you received from 

Grid Florida? 

We were asked to develop a blueprint for GridFlorida that would outline 

the GridFlorida organization, its functions and operations, and identify the 

computer applications for GridFlorida operations based on the Open 

Access Transmission Tariff (“OATT”) currently on file with the Federal 

Energy Regulatory Commission (“FERC”) and based on the requirements 

imposed by FERC’s Order No. 2000. 

What issues does the Business Blueprint address? 

At a high level, the Business Blueprint, attached hereto as Exhibit No. - 

(BLH-I), identifies the key GridFlorida business functions that are to be 

put in place, the resources and scheduling to put these functions in place 

by an agreed upon date, and an estimate of the costs involved in putting 

these functions in place. 
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How does the Business Blueprint fit into the overall development of 

the GridFlorida RTO? 

The Business Blueprint is the first stage in a three-stage process. The 

Business Blueprint contains a general approach for implementation of 

GridFlorida, provides preliminary budget numbers, and establishes a basis 

for the second phase of work. The second phase in development of 

GridFlorida will be the design phase. During the design phase the 

Business Blueprint will be further refined and validated, and sourcing 

strategies (decisions on what functions will be done in-house and what 

functions will be outsourced) will be agreed upon. The third phase in the 

development of GridFlorida will be the capability build and roll out phase. 

In developing the Business Blueprint, did Accenture draw from 

experience with other RTOs? 

Yes. Accenture currently is doing RTO work for the Electric Reliability 

Council of Texas (L‘ERCOT’’)I the Southwest Power Pool (“SPP”) and 

GridSouth. We have also worked on RTO related projects at PJM, IS0 

New England, and BC Hydro. Exhibit No. - (BLH-2) is a matrix 

representing highlights of Accenture’s experience and expertise in RTOs, 

independent system operators and transmission companies in North 

America. This matrix was originally submitted by Accenture as a part of 

Accenture’s response to GridFlorida’s Request for Information Regarding 

Program Management Services and Business Systems (“RFI”). The RFI 
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is attached as Exhibit No. - (HIS-2) to the direct testimony of GridFlorida 

Companies’ Witness Henry I .  Southwick. 

Did Accenture perform all of the work that went into the Business 

B I uepri n t? 

No. We were the prime contractor; however, we engaged the services of 

Alstom Esca, Open Access Technology International, Hay Group, Utility 

Consulting International, and Powersmiths in their respective areas of 

expertise. Accenture supervised and directed the work performed by the 

subcontractors, and reviewed and approved all deliverables they 

produced. We used the Hay Group to assist with organization and 

compensation issues and the others to assist primarily in systems 

operations issues. We also utilized expertise from FPL, FPC and TECO, 

particularly as it relates to the current environment. 

Please describe the Business Blueprint. 

The Business Blueprint is attached hereto as Exhibit No. (BLH-1). It 

contains seven documents which are included in my Exhibit No. (BLH-I), 

individually tabbed, in the following order: (1) the End State Operating 

Model, (2) the End State Capability Model, (3) the End State Organization 

Model, (4) the End State Application Architecture, (5 )  the Cost Estimates, 

(6) the First Release Discussion Document, and (7) the Release One 

Organization Model. The process of developing the Business Blueprint 

starts with the Capability Model, where we define the functions that 
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GridFlorida must be able to perform in order to comply with Order No. 

2000 and the GridFlorida OATT. The next step in the process is to 

determine, through the Operating Model, how these functions interrelate. 

Then, we develop the Application Architecture Model, where we identify 

the systems and processes capabilities that are required to support the 

functions as they are specified in the Operating Model. Finally, we 

determine the staffing required to operate and support the systems and 

functions identified. Based on the results of this process, we develop the 

cost models for implementation (start up) and operations. It should be 

noted that the entire Business Blueprint process described herein starts 

with Accenture’s experience and estimating models used in other RTO 

projects and is customized to address GridFlorida’s specific needs. 

Please describe your document 1 to Exhibit No. - (BLH-I). 

The End State Operating Model is attached hereto as Tab 1 of Exhibit 

(BLH-1). It contains the key assumptions that are expected to govern the 

operations of GridFlorida, as defined in GridFlorida’s FERC filings. For 

example, the End State Operating Model recognizes that GridFlorida will 

own and operate certain transmission facilities but only operate certain 

other facilities. It also recognizes that GridFlorida will have multiple 

control areas and will need to develop procedures to manage interactions 

with non-participating control areas. The Operating Model also contains 

graphic depictions of how each function is expected to interface with one 

another. For instance, the Operating Model shows the interrelationship of 
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functions from the perspective of transmission operations, security 

coordination, generation control, and market operations. 

Please describe your document 2 to Exhibit No. - (BLH-I). 

The End State Capability Model is attached hereto as Tab 2 of Exhibit No. 

- (BLH-1). It depicts the identified business capabilities required to 

enable the GridFlorida End State Operating Model, such as the capability 

to plan, build and maintain transmission facilities, and the capability to 

maintain system reliability. It is comprised of a Map of Required 

Capabilities by Key Business Function and a Sub-capability Definition. It 

includes System Operations, Market Operations, Commercial Operations, 

Customer Interfaces, Asset Optimization, Corporate Services, and 

Technical Support. 

Please describe your document 3 to Exhibit No. (BLH-1). 

After the business capabilities were identified, we developed an End State 

Organization Model that could support these capabilities. The End State 

Organization Model is attached hereto as Tab 3 of Exhibit No. - (BLH-1). 

It shows, in an organizational chart, the types of positions and number of 

individuals required to support the capabilities identified in the Operating 

Model. By function, benchmarks are used to develop a top-down estimate 

of staffing needs. 

Please describe your document 4 to Exhibit No. - (BLH-I). 
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The End State Application Architecture, attached hereto as Tab 4 of 

Exhibit No. - (BLH-I), contains an inventory of the computer applications 

required to operate GridFlorida. The document contains a summary level 

chart depicting the Application Architecture and detailed charts showing 

the applications required for each capability. GridFlorida needs a great 

number and a wide variety of applications to handle system operations, 

market operations, settlements and billings and other commercial matters, 

accounting, data warehousing and many other functions. The End State 

Application Architecture also identifies the use of existing transmission 

owner applications, the interaction between various applications, and the 

hardware and other infrastructure to support the applications. 

Please describe your document 5 to Exhibit No. - (BLH-1). 

The Cost Estimates document is attached hereto as Tab 5 of Exhibit No. 

- (BLH-1). It document contains all of the cost estimate numbers 

associated with implementation and the operation, in the End State mode, 

of the Business Blueprint. The estimates are provided in summary level 

on pages 2 and 6, and in detail in subsequent pages. The Cost Estimates 

reflect the business functions, operational characteristics and organization 

depicted in the above-described models. 

Please describe your documents 6 and 7 to Exhibit No. (BLH-1). 

The First Release Discussion Document and the Release One 

Organization Model documents are attached hereto as Tabs 6 and 7 of 
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Exhibit No. __ (BLH-1). They will be discussed later in my testimony when 

I address “Release 1 ,” a limited scope of operations for GridFlorida 

expected to be put into place approximately nine months after the project 

is restarted. 

START UP COST ESTIMATES 

Q. How did you go about estimating the start up costs of GridFlorida? 

A. Start up costs are those costs incurred to develop the GridFlorida proposal 

and implement the proposal to the point of commercial operation. We 

applied estimating methods used in other RTO development work, 

adjusted and refined to correspond to the RTO functions to be 

implemented in the case of GridFlorida. To be more specific, the process 

for producing almost all of the deliverables for the GridFlorida Business 

Blueprint, including the start up and operating cost estimates, used as 

input the planned and actual information, the Models as they have been 

described in this testimony, from our prior RTO projects. Using 

experienced consultants from Accenture and our subcontractors we 

conducted extensive information sessions with subject matter experts from 

the GridFlorida Companies. These sessions were targeted to identify 

specific areas where GridFlorida may have unique or different 

requirements, identify characteristics of the existing environment, and 

confirm the requirements as we understood them from GridFlorida plans, 

including the preliminary OATT. The Models based on other actual RTO 

experience were then modified to reflect the implementation for 
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GridFlorida. As mentioned earlier, Accenture has had extensive 

experience both in estimating the costs of implementing RTO functions 

and in actually implementing these functions. The estimates developed 

for GridFlorida are based on that actual experience, customized for the 

specific characteristics of GridFlorida. 

In developing cost estimates for GridFlorida, did you consider the 

use of existing utility facilities? 

Yes. For example, start up and operating cost estimates assume that 

GridFlorida initially will lease the FPL control center. This should reduce 

the implementation risk associated with developing and/or moving the 

capabilities that already exist at the control center, particularly at a time 

when GridFlorida will be developing and focusing on other functions that 

are required to commence operations. Thus, the use of existing facilities 

will contribute to maintaining the reliability of the system. Leasing the FPL 

control center also should reduce start up costs. Leasing the FPL control 

center will allow GridFlorida to save the initial costs of finding, preparing a 

suitable facility for control center operations. The facility is structurally 

fortified to withstand hurricane force winds, has redundant external power 

feeds and on-site back-up diesel power, and has the communications 

equipment required to operate GridFlorida. 

In developing cost estimates did you consider recommending 

outsourcing some of the functions to be performed by GridFlorida? 
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Yes. GridFlorida could help hold down costs and increase efficiency by 

outsourcing certain information technology and other functions. For 

example, because there are existing vendor applications that are tailored 

to RTO needs, and which can be readily configured for GridFlorida’s use, I 

would expect that many if not most of GridFlorida’s computer applications 

could be outsourced. Other functions that could be outsourced include 

legal, accounting and human resources systems and services. While the 

Business Blueprint identifies certain functions that could be outsourced, as 

mentioned earlier, specific decisions on outsourcing would be made by 

GridFlorida in the next phase of GridFlorida development - the design 

phase. 

What criteria typically guides such outsourcing decisions? 

Typically, outsourcing decisions are made based on the relative costs of 

performing and outsourcing the functions, the availability of contractors 

with the required skills to perform such functions, the impact on the quality 

of the work, the timing, and strategic considerations. 

What is the projected cost of starting up GridFlorida? 

It is estimated to be $1 50 million. 

document, contained in document 5 of Exhibit No. - (BLH-1) shows a 

breakdown of this estimate. 

Page 2 of the Cost Estimates 

Does the $150 million estimate contain a contingency? 
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Yes. In addition to $9 million in actual start up costs as of May 31, 2001, 

start up costs were projected to be $1 18 million. A 20 percent 

contingency was added on all costs other than those costs incurred to 

date, resulting in a total estimate of $1 50 million. 

Why is a contingency appropriate, and what is the basis for setting it 

at 20 percent? 

Between today and the time that GridFlorida reaches its end state 

operation date, there are many variables that could affect the start up 

costs that will be actually incurred. For example, certain specifics of the 

market design have not yet been determined. This contingency covers 

uncertainties, and also reflects the fact that we are early in the 

development cycle and are still working with higher-level assumptions and 

estimates in many cases. It is our view, based on our experience, that it is 

prudent to include a 20 percent contingency at this stage in the start up of 

GridFlorida. The contingency factor of 20 percent is the same factor as 

we employed in estimating the costs of other RTOs. 

Is there an exhibit that presents the estimate of the incremental cost 

responsibility of start up costs of FPL, FPC and TECO, respectively? 

Yes. Exhibit - (BLH-3) has been prepared by the GridFlorida 

Companies for this purpose. It summarizes by cost type those items that 

comprise Accenture’s estimate of start up costs. Using load information 
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provided by the three companies, the exhibit derives the estimated 

additional cost responsibility of each of the three companies. 

Are all of GridFlorida’s estimated start up costs of $150 million 

representative of incrementally new transmission costs that are not 

being incurred today by transmission owners? 

No. GridFlorida plans to utilize elements of existing system control 

systems from FPL. The resulting amount of incrementally new start up 

costs is estimated at $136 million, as shown on Exhibit (BLH-3). 

OPERATING COST ESTIMATES 

Q. 

A. 

Q. 

A. 

Q. 

A. 

How did you go about estimating the operating costs of GridFlorida? 

We used the same approach described herein for developing an estimate 

of start up costs. 

What is GridFlorida’s projected operating cost? 

For the first full year of operation in the End State mode, the projected 

cost to operate GridFlorida is estimated to be $182 million. Page 6 of the 

Cost Estimates document, contained in document 5 of Exhibit - (BLH-1) 

shows a breakdown of this estimate. 

Does the $182 million estimate also contain a contingency? 

Yes. This estimate also reflects a 20 percent contingency. 
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Is the 20 percent contingency for the operating budget based on the 

same contingency approach used for estimating start up costs? 

Yes. 

What is the largest variable that could affect operating costs? 

One of the largest variables will be sourcing decisions. As GridFlorida 

decides whether to outsource certain functions the start up costs may be 

reduced but the annual operating costs may increase. 

Are all of GridFlorida’s estimated annual operating costs of $182 

million representative of incrementally new transmission costs that 

are not being incurred today by transmission owners? 

No. Much of the estimated annual operating costs of GridFlorida are the 

same costs that are being incurred today. For example, GridFlorida’s 

operating budget contains $77 million of expenses for operating and 

maintaining the transmission facilities that will be acquired from FPL and 

TECO. Obviously, this cost is being incurred today by FPL and TECO. 

When the costs that are being incurred today are excluded by each of the 

companies, and the new internal costs that each company may incur as a 

result of taking transmission service from GridFlorida are added, the net 

new incremental annual operating costs result in an amount of $52 million 

rather than $182 million, as shown in Exhibit No. - (BLH-3) which was 

prepared by the GridFlorida Companies. 
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Is there an exhibit that derives the incremental annual operating 

costs of $52 million and presents an estimate of the net 

responsibility of FPL, FPC and TECO, respectively? 

Yes. Exhibit - (BLH-3) prepared by the GridFlorida Companies 

summarizes by cost type the items comprised in Accenture’s estimated 

annual operating budget. The impact of cost offsets by company, which I 

describe below, is also shown. Using load information provided by the 

three companies, the exhibit derives the estimated additional cost 

responsibility of each of the three companies. 

RELEASE 1 

Q. 

A. 

What is Release I? 

Release 1 is a limited scope of operations for GridFlorida expected to be 

put into place approximately nine months after the project is restarted. It 

is my understanding that FPL, FPC and TECO have suspended 

development of the GridFlorida RTO proposal pending the outcome of this 

proceeding. If and when work on the GridFlorida proposal is restarted, it 

is scheduled to take approximately 18 months from restart (beginning of 

the design phase) to implement the End State functions for GridFlorida. 

However, GridFlorida could be operational nine months after restart with 

an initially reduced menu of functions and services, which is referred to as 

Release 1. As discussed in Mr. Southwick’s testimony, during Release 1 

operation, services related to congestion management, energy imbalance, 

and other ancillary services are expected to be simplified while 
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development continues on establishing the market-based functions in the 

End State for these services, along with a necessarily more complex 

attendant billing system. 

What is the scope of the GridFlorida functions to be performed 

during the Release 1 stage? 

The First Release Discussion Document, which is contained in the 

Business Blueprint, is a matrix itemizing the expected differences between 

the End State and the Release 1 functions. 

Why did the GridFlorida Companies decide to develop a plan for 

Release I? 

There are several reasons why Release 1 was developed. We were 

asked to develop a Release 1 Plan because GridFlorida wanted to look at 

an implementation approach that would provide for achieving operational 

status at an earlier date than provided for in the End State implementation 

plan. Having an earlier implementation date would also give GridFlorida 

valuable initial operating experience which would be useful as GridFlorida 

moves towards implementation of the End State. 

In your opinion, will the interim step of implementing Release 1 

increase the overall start up costs of the End State? 

We have developed a plan that allows for incremental development where 

the End State will for the most part build on the capabilities implemented 
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in Release I. For this reason we believe that there will not be a significant 

increase in start up costs as a result of using this two-release approach, 

and the value gained by phasing implementation will be well worth it. 

Document 7 of Exhibit No. - (BLH-I), the Business Blueprint also 

contains a Release 1 Organization Model. What is the purpose of 

that model? 

The limited scope of business functions to be implemented in Release I 

will require a lesser number of staff than will be necessary to implement 

the End State. The Release 1 Organization Model is an estimate of the 

staffing necessary to implement Release 1. 

When GridFlorida reaches the point of implementing Release 1, how 

much of the $150 million in start up costs do you project will be 

expended? 

We estimate that GridFlorida will need to spend approximately $80 million 

to achieve Release 1. This amount includes a 30% contingency. The 

percentage of the contingency for Release 1 is higher due to the 

compressed timeframe and some uncertainty as to the actual applications. 

In other words, some contingency is front loaded in Release 1 , which we 

think is prudent. 

What are the projected costs of operating GridFlorida during the 

Release 1 stage? 
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The projected total annual costs of operating GridFlorida during the 

Release 1 stage are approximately $165 million, which is somewhat less 

than the projected operating costs of the End State. The lesser amount 

reflects simplified market functions and a resulting smaller organization. 

Again, as explained earlier, this $1 65 million total includes costs already 

incurred by the three companies. 

Is Release 1 an alternative to the End State? 

No. Release I is reasonable step on the path to the End State. It is not 

intended to be a permanent approach; it does not meet all of the 

requirements of Order No. 2000, and should not be viewed as an 

alternative to the End State. The main focus of the Business Blueprint 

and my testimony in this case is to support the End State. 

CONCLUSION 

Q. How do your projected start up costs and first year operating budget 

for GridFlorida compare with the costs and budgets of other RTO 

projects Accenture has worked on? 

While the estimated costs contained in the Business Blueprint are, of 

course, preliminary and subject to refinement as the details of the project 

are finalized in the next stage of development, the estimated GridFlorida 

costs are very much in line with the costs associated with similar projects 

(as our estimating model is based on both estimated and actual costs from 

similar projects) and, therefore, are reasonable in my opinion. 

A. 
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Q. 

A. 

Does this conclude your direct testimony? 

Yes. 
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MR. FAMA: The GridFlorida companies tender the 

r i  tness f o r  cross exami nati  on. 

CHAIRMAN JACOBS: Very wel l .  Any cross? 

MR. McGLOTHLIN: None. 

CHAIRMAN JACOBS: Ms. Paugh. 

MS. PAUGH: No questions. 

MR. HOWE: No questions. 

MR. TWOMEY: 

CHAIRMAN JACOBS: S t a f f .  

I don' t  have any questions. 

CROSS EXAMINATION 

!Y MR. KEATING: 

Q I have j u s t  a couple o f  questions, and these may need 

:o be directed t o  the company-specific witnesses. I ' m  not 

;o ta l ly  sure, so I w i l l  approach them f i r s t  w i th  Mr. Holcombe. 

[n your Exhibi t  BLH-3, are f i r s t  year O&M expenses included? 

A BLH Exh ib i t  3 - - 
Q And tha t  i s  wi th  re la t i on  t o ,  I guess i t ' s  

A Yeah, the Table 2 has the f i r s t  year annua 

zosts, expenses, which we had developed as a par t  o f  

iusiness bluepr int  f o r  GridFlorida. 

Where are those i n  Table 2? Q 
A The $181 m i l l i o n  i n  tha t  f i r s t  column. 

Q 

A Yeah, bottom l e f t  o f  the exh ib i t .  

The bottom o f  the f i r s t  column? 

MR. FAMA: Mr. Keating? 

FLORIDA PUBLIC SERVICE COMMISSION 

Table 2. 

operat i ng 

our 
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MR. KEATING: Yes. 

MR. FAMA: I f  I could in te r rup t .  I need t o  

apologize. 

opening b r i e f  summary o f  h i s  testimony. I wondered i f  we could 

do tha t  now f o r  one minute? 

I f a i l e d  t o  give the witness a chance t o  make an 

MR. KEATING: That's f ine .  

CHAIRMAN JACOBS: I f  you'd l i k e .  I f  you have t o  do 

one, we can absolutely l i s t e n  t o  it. 

MR. FAMA: I promise, M r .  Chairman, i t  w i l l  be b r i e f .  

THE WITNESS: It w i l l  be b r i e f .  

CHAIRMAN JACOBS : Thank you. 

THE WITNESS: Accenture was engaged by GridFlorida t o  

develop a business bluepr int .  This business b l  ueprint 

speci f i c a l  l y  addressed the required business functions and 

operations which must be performed by GridFlorida, a required 

organization t o  support those functions, and t o  require 

computer applications a1 so t o  support those functions. Those 

functions being the functions i d e n t i f i e d  spec i f i ca l l y  i n  the 

open access transmission tariff on f i l e  wi th  FERC and those 

requirements under FERC Order 2000. 

As a resu l t  o f  tha t  work, we developed resource 

requirements and schedules f o r  the implementation o f  

GridFlorida based on speci f ic  time frames required fo r  

implementation. We also then have the implementation and 

operating cost estimates developed a t  the same time. This work 
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was done based upon the actual experience tha t  Accenture has i n  

implementing Transco RTO systems e l  sewhere. We took the 

expertise from these p r i o r  pro ject  o f  ours, as well as o f  our 

subcontractors, brought tha t  material t o  GridFl orida, met wi th  

the d i f f e ren t  subject matter experts from the u t i l i t i e s  w i th in  

Flor ida t o  make sure we had a good view o f  the landscape, so t o  

speak, and modified those t o  spec i f i ca l l y  meet the requirements 

o f  GridFlorida. So what we produced was something t h a t  was 

based on actual experience h igh ly  ta i l o red  f o r  the GridFlorida 

environment . 
CHAIRMAN JACOBS: Thank you. 

BY MR. KEATING: 

Q I f  you'd tu rn  again t o  Exhib i t  BLH-3 Table 2, the 

analysis o f  incremental cost impact, f i r s t  year operating 

expenses. And my question was, are the f i r s t  year O&M expenses 

included i n  t h i s  exh ib i t  f o r  F lor ida Power Corporation? 

A For Flor ida Power Corporation? 

Q Yes. 

A Yeah, yeah. A l l  o f  the costs associated w i th  the 

GridFlorida operations, which would include the costs tha t  f l o w  

from - -  or  the maintenance f o r  t ha t  flows from Flor ida Power, 

the maintenance f o r  tha t  transmission tha t  flows from Flor ida 

Power. 

Q I ' m  looking a t  Lines 1 and 2 on the tab le tha t  

indicate O&M, FPL, I guess t h a t ' s  short f o r  divested assets and 
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TECO divested assets. I d i d n ' t  see a l i n e  f o r  Flor ida Power 

Corporation, and I was wondering i f  you could t e l l  me where 

tha t  one i s .  

A Well, they ' re  not divested assets and therefore not 

being d i r e c t l y  maintained under contract, as I understand it. 

Sorry. 

Q So O&M i s  not included f o r  Flor ida Power Corporation 

i n  t h i s  table? 

Well, i f  we go back t o  page - -  back i n  BLH-2, Page 6, A 

which actual ly  the schedule i s  resu l t ing  i n  tha t  $181 m i l l i on ,  

the schedules behind tha t  are the supporting documentation f o r  

those. The d i rec t  maintenance o f  the FPC system, per se, I 

believe i s  not i n  tha t  number, t h a t ' s  correct. 

MR. KEATING: I believe t h a t ' s  a l l  the questions I 

have. The remaining can be asked t o  the company-specific 

witnesses. 

CHAIRMAN JACOBS: Okay. Commi ssioners? 

COMMISSIONER JABER: Just t o  fo l low up on that .  What 

does tha t  mean tha t  FPC's maintenance i s  not included i n  the 

cost here? Does tha t  mean tha t  there w i l l  not be a cost t o  

GridFlorida because Flor ida Power Corporation i n  t h e i r  

arrangement w i l l  do the O&M? 

THE WITNESS: Repeat tha t  again. 

COMMISSIONER JABER: Walk me through Flor ida Power 

Corporation's par t i c ipa t ion  i n  GridFlorida as i t  relates t o  
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cost. Help me understand what Flor ida Power Corporation w i l l  

pay t o  GridFlorida and what GridFlorida w i l l  reimburse Flor ida 

Power Corporation fo r .  

THE WITNESS: I ' m  not the expert on tha t  tariff, and 

so I ' m  probably not the person t o  ask tha t  question. 

COMMISSIONER JABER: Okay. Mr. W i l l i s  who can 

answer - -  not Mr. W i l l i s .  Who can answer questions about 

Flor ida Power Corporation's speci f ic  arrangement w i th  

GridFl orida? 

MR. FAMA: That would be Mr. Southwick. 

CHAIRMAN JACOBS: I don' t  th ink any o f  the witnesses 

here have said t h i s ,  but I ' v e  heard i t  said, t h a t  many o f  the 

operations o f  the RTOs were somewhat i n  place i n  the operations 

o f  the indiv idual  companies. And I know I ' v e  seen i t  i n  the 

testimony tha t  some o f  the companies have operated essent ia l ly  

t h e i r  service t e r r i t o r i e s  as a service area. So the thought 

occurs t o  me tha t  we're not creating something out o f  whole 

c lo th.  That being the case, i t  would also occur t o  me tha t  

because we're not creating something out o f  whole c loth,  tha t  

we're gaining some kind o f  benef i ts o f  i n s t i t u t i o n a l  knowledge 

and in f rast ructure.  

b luepr int? 

I s  t h a t  your experience i n  developing t h i s  

THE WITNESS: Yes, t h a t ' s  correct. Or maybe t o  

phrase i t  another way, i f  I could maybe paraphrase your 

question back and see i f  I ' m  answering the r i g h t  thing. We're 
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doing a l o t  o f  these things i n  Flor ida today, so why i s  i t  

costing me more than what's d i f fe ren t?  I s  tha t  r e a l l y  what 

you're - -  
CHAIRMAN JACOBS: Yes. 

THE WITNESS: Yeah, we are implementing a whole new 

market design and structure here. So f o r  s tar ters ,  we're 

implementing a very robust b i l l i n g  settlements process t h a t  

operates around the t a r i f f  as we f i l e d  it, which we don ' t  do 

today. So there's a whole realm o f  things tha t  we're doing 

r e l a t i v e  t o  the market operations tha t  don ' t  ex i s t .  

There are also a l o t  o f  areas, because we're s ta r t i ng  

a new company, a l o t  o f  areas tha t  j u s t  go along w i th  s ta r t i ng  

a few business. We've got, you know, s ta r t i ng  o f  general 

ledgers and payrol l  systems and get t ing employees and a Board 

o f  Directors. And so there are both in f ras t ruc tu ra l  things 

tha t  re la te  t o  j u s t  a company ex is t ing  t h a t  d i d n ' t  ex i s t  

tha t  we're 

as opposed 

before, and there are additional business functions 

doing as a resu l t  o f  being i n  a Transco environment 

t o  being embedded w i th in  the three u t i l i t i e s .  

CHAIRMAN JACOBS: Thank you. That helps. I n  my 

l im i ted  experience, i n  a normal p r iva te  sector starLup, tha t  

i s  - -  describes - -  has various descriptions, but what I ' v e  

always ca l led i t  i s ,  you develop some kind o f  a breakeven 

point .  For those s ta r t -up  costs bas ica l ly ,  you don ' t  - -  i n  

other words, the idea i s  not tha t  you'd go i n t o  tha t  business 
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and expect from day one t o  be able t o  recover a l l  o f  those 

s ta r t -up  costs, and indeed t h a t ' s  the case here. We're looking 

a t ,  I think,  f i v e  years t o  amortize those s ta r t -up  costs. 

And I guess my question i s ,  how do we gauge whether 

o r  not t h a t ' s  a reasonable strategy or  process? Because these 

are s ign i f i can t  do l lars .  I f  I were i n  - -  i f  I were s t a r t i n g  up 

a pizza thing, I ' d  probably have some f inancia ls  tha t  I ' d  see 

that  would, say, okay, here's your projected period f o r  

breakeven and those kind o f  analyses. 

that .  

such a benchmark out there? 

I don ' t  th ink we have 

I n  your experience i n  working w i th  other RTOs, i s  there 

THE WITNESS: Well, we're c i r c l i n g  around t o  tha t  

same issue o f  quant i f iab le  - -  back up. 

o f  the equation. We have costs here, and pa r t  o f  the question 

i s ,  i s ,  you know, f i v e  years, or  p ick another number, a 

reasonable amortization period, so t o  speak, f o r  those costs. 

I t ' s  the revenue side 

As a pract ica l  matter you'd look ind iv idua l l y  a t  the 

indiv idual  cost components and make some o f  those 

determinations. But t h a t ' s  a reasonable number, you know, a t  

t h i s  stage, f i v e  years f o r  an assumption. What we're missing 

i s  the revenue side t o  do tha t  breakeven analysis. And tha t ,  I 

think,  c i rcu la tes around i n  the same question I ' v e  heard many 

times i n  the room, which i s ,  can we quant i fy,  you know, the 

revenue benefi ts t o  create that  breakeven? And, no, we d i d  no 

work i n  tha t  area. 
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And i n  our work a t  other RTOs, I would say tha t  t h i s  

s a very commonly asked question and a very commonly 

inanswered question. 

CHAIRMAN JACOBS: Okay. F a i r  enough. Thank you. 

COMMISSIONER DEASON: I have j u s t  a few questions. 

'ou indicated tha t  you and your f i r m  have had experience w i th  

[TO development i n  other regions; i s  t ha t  correct? 

THE WITNESS: That 's correct. 

COMMISSIONER DEASON: Spec i f i ca l l y  which ones? 

THE WITNESS: I n  BLH Exhib i t  2, we ar t icu la ted,  which 

IOU may or may not have, I guess, i n  f ron t  o f  you, a r t i cu la ted  

i ther RTOs where we've worked, but j u s t  t o  give you a quick 

iverview, we were involved i n  the beginning setup o f  IS0 

Jew England, i n  se t t ing  up t h e i r  whole b i l l i n g  and settlement 

ind market operations processes. We d i d  the same a t  PJM. We 

I re  i n  tha t  process wi th  GridSouth. Obviously wel l  ahead - -  
COMMISSIONER DEASON: Let me in te r rup t  you r i g h t  

chere. That's my question. So you have done some prel iminary 

qork i n  the Southeastern region? 

THE WITNESS: Yes. We are - -  
COMMISSIONER DEASON: Not the one tha t  i s  being 

iroposed by the ALJ, but you have looked a t  the GridSouth? 

THE WITNESS: Correct. We are the program managers 

joing the work a t  GridSouth. 

COMMISSIONER DEASON: Okay. And t h i s  question may be 
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too prel iminary f o r  you t o  answer, and i f  i t  i s ,  so indicate.  

But based upon tha t  preliminary work and looking a t  a larger 

scope RTO i n  the South such as GridSouth, do you feel t ha t  i t ' s  

more e f f i c i e n t  - - i t  would be more e f f i c i e n t  and more 

cos t -e f fec t i ve  f o r  Florida t o  be pa r t  o f  a larger RTO? Are 

there enough - -  there's enough size given w i th in  the s tate o f  

Flor ida tha t  i t  i s  an e f f i c i e n t  operation i n  and o f  i t s e l f .  

THE WITNESS: Well, j u s t  f o r  the c l a r i f i c a t i o n ,  

GridSouth i s  d i f f e ren t  than the Southeastern RTO being 

proposed. 

COMMISSIONER DEASON: I understand tha t ,  but 

GridSouth i s  a larger geographic, nevertheless, RTO tha t  i s  

w i th in  the Southeastern region, and I was hoping tha t  w i th  tha t  

experience tha t  may give you some general basis t o  answer the 

question. 

THE WITNESS: I don' t  r e a l l y  have a good basis f o r  

answering the question f o r  the Southeastern RTO. You would 

have t o  take some time, as everybody pointed out, t o  f igure out 

how the business model i s  going operate. As we mentioned, we 

developed the numbers here f o r  GridFlorida based upon the 

speci f ic  oath tha t  was f i l e d ,  the tariff tha t  was f i l e d ,  and 

tha t  does have an impact. 

Now, having said that ,  we used the same estimating 

models and processes fo r  GridSouth we brought i n t o  GridFlorida, 

so therefore, we have a high degree o f  consistency i n  those 
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models. So the processes and the business functions, you could 

argue, r i g h t ,  you know, s imi la r .  From a cost standpoint, 

though, I don' t  know how you would gauge i t  a t  t h i s  time. 

For example, the business functions w i th in  

GridFlorida are i n  some areas very d i f f e ren t  than the business 

functions w i th in  GridSouth today. An example being market 

operations, which i s  very well  defined f o r  GridFlorida, not 

defined a t  a l l  r e a l l y  f o r  GridSouth, don ' t  know what the 

Southeastern RTO may look 1 i ke. That r e a l l y  i s  - - 
COMMISSIONER DEASON: Too prel iminary t o  answer. 

THE WITNESS: I know what you're looking fo r ,  but I 

can ' t  r e a l l y  give you any guidance. 

COMMISSIONER DEASON: Well, I appreciate that .  I ' m  

looking now a t  your Exhib i t  BLH-3, and I understand tha t  there 

are port ions o f  t h i s  exh ib i t  which other indiv iduals may be 

responsible. And i f  I ask a question, j u s t  re fe r  me t o  

whomever would be f ine.  But r i g h t  now, I ' m  looking a t  Page 

2 o f  3 o f  tha t  exh ib i t .  

And as I understand t h i s ,  t h i s  i s  an analysis o f  the 

incremental cost impacts on the f i r s t  year operating expenses 

o f  GridFlorida. And I in te rp re t  tha t  t o  mean tha t  these are 

the costs tha t  the GridFlorida applicants would - -  these are 

the incremental costs they would incur above what they're 

current ly  incurr ing t o  provide transmission service as i t  

current ly  exists.  I s  t ha t  a basic understanding? 
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THE WITNESS: The $181 m i l l i o n  column, which i s  

Column 1, i s  i n  fac t  a t o t a l  number i r respect ive o f  what i s  

going on today, so t o  speak. 

COMMISSIONER DEASON: But I ' m  p r imar i l y  looking a t  

Columns 11, 12, 13, and 14. 

THE WITNESS: Right. The objective o f  t h i s  was, as 

we talked i t  through w i th  the u t i l i t i e s ,  was t o  come up w i th  

those things tha t  would be not incremental which the u t i l i t i e s  

could then overlay i n  these columns t o  come up w i th  what would 

i n  fac t  be an incremental number. We, as Accenture, d i d n ' t  

r e a l l y  have the basis t o  do that ,  and so t h a t ' s  why the 

u t i l i t i e s  f i l l e d  i n  the other columns going across. But your 

presumption i s  r i g h t ,  t h a t ' s  how you get from the 181 m i l l i o n  

down t o  the 51 m i l l i o n  a t  the other side. 

COMMISSIONER DEASON: Okay. So you can answer 

questions pertaining t o  Columns 11 through 14? 

THE WITNESS: I n  terms o f  spec i f i ca l l y  what's i n  

them, I cannot. 

COMMISSIONER DEASON: Okay. Le t ' s  go back t o  Column 

1 then. Item 3, salar ies and benefi ts, $25.3 m i l l i o n .  That i s  

your number; correct? 

THE WITNESS: That ' s correct. 

COMMISSIONER DEASON: And you're representing tha t  

tha t  i s  a reasonable amount i n  terms o f  salar ies and benefi ts 

f o r  GridFlorida t o  operate e f fec t i ve l y  and e f f i c i e n t l y ?  
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THE WITNESS: That's correct. That 's based upon an 

wganization chart t ha t  i s  also included w i th  a p r i o r  exh ib i t .  

COMMISSIONER DEASON: And approximately 14 m i l  l i o n  o f  

that 25 m i l l i o n  would be allocated t o  FPL? Am I reading t h i s  

chart correct ly? 

THE WITNESS: That ' s correct. 

COMMISSIONER DEASON: Okay. And can you answer 

questions about Column 7? 

THE WITNESS: No, unfortunately, I can' t .  Those 

dould need t o  be directed t o  the par t i cu la r  u t i l i t y  

individual s . 
COMMISSIONER DEASON: Okay. A l l  r i g h t .  That's a l l  I 

have then. Thank you. 

CHAIRMAN JACOBS : Redi rec t  . 
MR. FAMA: No redirect .  

CHAIRMAN JACOBS: Very wel l .  Exhibits. We were 

going t o  move Exhib i t  15 f o r  now; r i g h t ?  

MR. FAMA: Yes, t h a t ' s  correct. 

CHAIRMAN JACOBS: Very wel l .  Without objection, show 

,xhi b i  t 15 i s admitted. 

(Exhibi t  15 admitted i nto the record. 1 

CHAIRMAN JACOBS: Thank you, Mr. Holcombe. You're 

2xcused. 

(Witness excused. ) 

COMMISSIONER JABER: We'l l take a break and come back 
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i n  ten minutes. 

(Br ie f  recess. ) 

(Transcript continues i n  sequence wi th  Volume 5. )  
- - - - -  
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