MCWHIRTER REEVES

ATTORNEYS AT LAW
TAMPA OFFICE: PLEASE REPLY TO: TALLAHASSEE OFFICE:
400 NORTH TAMPA STREET, SUITE 2450 117 SOUTH GADSDEN
TAMPA, FLORIDA 33602 TALLAHASSEE, FLORIDA 32301
P. 0. B0x 3350 TAMPA, FL 33601-3350 TALLAHASSEE %BSO 222-2525
(813) 224-0866  (813) 221-1854 FAX (850) 222-5606 FAx
May 8, 2002 _
VIA HAND DELIVERY ;oLe
ol
Blanca S. Bayo, Director s @
Division of Records and Reporting 2 ‘L{.’J =
Betty Easley Conference Center c = (
4075 Esplanade Way e O
Tallahassee, Florida 32399-0870
Re: Docket No.: 020233-EI
Dear Ms. Bayo:
On behalf of the Florida Industrial Power Users Group, enclosed for filing and
distribution are the original and 15 copies of the following:
> Comments of the Florida Industrial Power Users Group on the
GridFlorida Filing.
Please acknowledge receipt of the above on the extra copy of each and return the
stamped copies to me. Thank you for your assistance.
Sincerely,g)
AUS Timothy J/Petry
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Review of GridFlorida
Regional Transmission Docket No. 020233-EI
Organization Proposal Filed: May 8, 2002

/

COMMENTS OF TH}ﬁ FLORIDA INDUSTRIAL POWER USERS GROUP
ON THE GRIDFLORIDA FILING

The Florida Industrial Power Users Group (FIPUG), pursuant to Order Establishing
Procedure, Order No. PSC-02-0459-PCO-E], files its comments on the GridFlorida filing made
by the GridFlorida Companies on March 20 and 21, 2002.

Introduction

Participation by the Florida utilities in an RTO is critical if Florida is to have a robust
competitive wholesale market. Such a market will ultimately inure to the benefit of Florida
consumers. Further, the addition of new efficient supply outside of the rate base should lower
costs.

However, in order for retail consumers to reap all of the benefits that an RTO can
provide, power plant construction must be open to independent power producers (IPPs). Federal
initiatives substituting open access and market or opportunity cost pricing in lieu of actual cost
pricing were initial steps toward a competitive market; but these steps alone are not sufficient to
accomplish this goal. States must work to complete the foundation for a competitive market by
giving IPPs the ability to construct power plants on the same basis as investor-owned utilities.

Open access provided little benefit to Florida because of constrictions on access to the state’s
transmission grid. The lack of access to suppliers from other states and the inability for IPPs to
fully engage in this state have had unintended consequences, and in some instances, have

resulted in harm to retail consumers. For instance:
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1. Market prices have been substituted for "split-the-savings" arrangements, which
yielded some small savings to retail ratepayers.

2. Monopoly utilities have sold their lowest cost power on the wholesale market. Less
efficient power plants are then used to serve retail consumers, thus driviﬁg up fuel
costs.

3. In some instances, IOUs sold rate based capacity in the wholesale market even
though they had asserted the capacity was needed for retail consumers before it was
built.

4, In order to maximize benefits from sales on the wholesale market there is a strong
incentive for IOU’s to thwart the addition of power supply from new, more efficient

IPP generation which could successfully compete with the IOUs on the wholesale

market:

5. Other unintended results have arisen. Retail capacity shortfalls resulted in the
purchase of costly replacement power on the wholesale spot market which was
necessary to meet retail demand.

Rather than reducing retail prices, the IOUs’ dealings in the wholesale market
actually increased prices paid by retail consumers of some utilities. The IOUs were not at risk
with these transactions because in the event the transactions resulted in higher fuel prices,
retail customers were left in the position of assuming all of the risk incurred by the IOU.!

In conjunction with the formation of GridFlorida, the Commission should ensure that the

benefits of GridFlorida flow to retail ratepayers through lower cost wholesale generation, and the

! Some utilities were able to make power sales to reduce fuel costs for their consumers, because
constricted supplies resulted in higher prices allowing inefficient generation to operate for sale to the
wholesale market. But this, for the most part, is only a transfer of funds at the expense of the customers of
other utilities without improving efficiency.



elimination of duplicate services and pancaked rates. These benefits will only occur when there
is true competition in the wholesale market; that is, when IPPs can as easily construct capacity as

can monopoly providers.

Workshop Topics® |

Meetings Should be Open to the Public

All meetings of the GridFlorida, including working groups and subcommittees, should be
held in the sunshine. Ratepayers must have confidence that the activities of GridFlorida are open
and above board. The only way they can have that assurance is if they are able fully to monitor
the meetings and activities of Grid Florida. Further, GridFlorida should have a public power
exchange with spot and future prices published and readily accessible by all. This will foster

competition and result in lower prices.

Role-of-the Florida-Public Service-Commission

The Commission has an important role to play in GridFlorida. While the details of
wholesale transmission rates are left to the Federal Energy Regulatory Commission (FERC), this
Commission has the statutory responsibility for the adequacy of the Florida grid so that retail
ratepayers receive reliable service.

The Commission has the statutory obligation to assure reliable delivery of electricity at
the actual cost of service. See Chapter 366, Florida Statutes. The Commission is vested with the
authority to ensure the reliability and integrity of Florida’s transmission system. Pursuant to
§366.04(2)(c), the Commission has jurisdiction over utilities to require electric power
conservation and reliability within the grid. Under §366.04(5), the Commission is empowered

with jurisdiction over the planning, development, and maintenance of a grid to assure adequate

? Via memorandum dated April 12, 2002, the parties were directed to respond to a preliminary list of
subjects. Where FIPUG has a position at this time on these topics, it will discuss it herein.



and reliable energy supplies. In addition, the Commission has the power to set rates and issue
service rules and regulations to be observed by each utility under §366.05(1). Further,
§366.05(1) grants the Commission authority to order a utility to make repairs, improvements or
additions to the utility’s facilities to promote the convenience and welfare of the public: Section
366.05(8) grants the Commission the authority to order utilities to require the installation or
repair of transmission facilities to correct inadequacies in the energy grid. The Grid Bill grants
the Commission widespread authority over the reliability of the utilities’ transmission facilities
and the electric grid. The Commission must be vigilant in the exercise of that authority so that
retail ratepayers are protected.

Details of Cost Recovery Mechanism

In Order No. PSC-01-2489-FOF-EI, the Commission said: "participation in an RTO
should provide benefits to Peninsular Florida." Id. at 8 (emphasis added). Some of the benefits
the Commission identified were enhanced competition and substantial savings in generation
costs. The Commission said: "we find that the central benefit associated with each utility's
participation in an RTO is the facilitation of an improved wholesale electricity market
encouraging competition among wholesale generators, by removing transmission access
impediments and restrictions." Jd. at 9.

As noted above, until IPPs are permitted full market access, the benefits of an open
transmission grid will not be fully realized. The Commission itself recognized that:

the extent of the savings to be derived from a more competitive wholesale market

is limited to incumbent generation companies and to a limited class of

independent power producers willing to risk building peaking units which are

exempt from the Florida Electrical Power Plant Siting Act in the hope that a

Florida competitive wholesale market will develop. A Florida RTO will initially

do little to foster further competition in wholesale generation than exists today . . .
. Moreover, while an effective RTO may be necessary to the efficient workings



of a competitive wholesale generation market, it alone will not lead to the
development of a competitive wholesale generation market.

Id. at 12. Therefore, the Commission should continue to work diligently toward the goal of a
fully competitive wholesale market.

As to cost recovery, the Commission should proceed carefully as it considers the type of
cost recovery mechanism that might be appropriate for RTO costs. First and foremost, the
Commission should not approve an automatic pass through of RTO costs. Rather, RTO related
costs should be recovered through base rates. This would serve as an incentive for utilities to
reduce costs: cost recovery clauses provide no such incentives. Further, the Commission should
put a mechanism in place to ensure that any amounts expended are prudent and reasonable and
are spent only for purposes that further the goals of the RTO — a fully competitive wholesale
market.

Any cost recovery mechanism that the Commission considers for RTO expenses should
take into account each utility's net operating income from its entire operations, not just the
additional costs attributable to the RTO. In recent years, the greater utilization of cost recovery
clauses focusing only on specific costs has resulted in guaranteed full recovery of some costs
without consideration of the fact that sales growth and rate base amortization have made base
rates sufficient to recover all costs, including a reasonable return, without the necessity of any
surcharge. Further, cost recovery mechanisms have discouraged the construction of new, more
efficient generation because the higher fuel costs of inefficient generation have been shifted to
the retail ratepayer. FIPUG urges the Commission not to follow the cost recovery clause
approach in this case. The Commission should not approve an automatic pass-through of costs

related to the RTO but should consider whether such costs are already being recovered in the



utility's rates, or whether the utility's current earnings are sufficient to recover such costs without
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CERTIFICATE OF SERVICE

I HEREBY CERTIFY that a true and correct copy of the foregoing Comments of the
Florida Industrial Power Users Group on the GridFlorida Filing has been furnished by (*) hand
delivery and U.S. Mail to the following this 8th day of May 2002:

(*)Mary Anne Helton

Adrienne Vining

Division of Legal Services
Public Service Commission 2540
2540 Shumard Oak Boulevard
Tallahassee, Florida 32399-0850

James McGee

Florida Power Corporation
One Progress Plaza, Suite 1500
Post Office Box 14042

St. Petersburg, Florida 33701

Gary L. Sasso

James Michael Walls

Jill H. Bowman

W. Douglas Hall

c/o Kim Pullen

Carlton Fields, P.A.

Post Office Box 2861

St. Petersburg, Florida 33731

Daniel E. Frank

Sutherland Asbill & Brennan LLP
1275 Pennsylvania Avenue, NW
Washington, DC 20004-2415

Thomas A. Cloud

W. Christopher Browder

Gray, Harris & Robinson, P.A.
301 East Pine Street, Suite 1400
Post Office Box 3068

Orlando, Florida 32801

(*)Kenneth A. Hoffman

Rutledge, Ecenia, Purnell & Hoffman, PA
P.O. Box 551

Tallahassee, FL 32302

Charles J. Beck

c/o The Florida Legislature

111 West Madison Street, Room 812
Tallahassee, Florida 32399-1400

Michael B. Twomey

8903 Crawfordville Road

Post Office Box 5256
Tallahassee, Florida 32314-5256

Lee Schmudde

Vice President, Legal

Walt Disney World Co.

1375 Lake Buena Drive

Fourth Floor North

Lake Buena Vista, Florida 32830

James Beasley/Lee Willis
Ausley Law Firm

Post Office Box 391
Tallahassee, Florida 32302

CPV Atlantic, Ltd.
145 NW Central Park Plaza, Suite 101
Port Saint Lucie, Florida 32986

Thomas W. Kaslow
Calpine Corporation

The Pilot House, 2nd Floor
Lewis Wharf

Boston, MA 02110

Lee E. Barrett

Duke Energy North America
5400 Westheimer Court
Houston, TX 77056-5310



David L. Cruthirds

Dynegy Inc.

1000 Louisiana Street, Suite 5800
Houston, TX 77002-5050

Frederick M. Bryant

Florida Municipal Power Agency
2061-2 Delta Way

Tallahassee, Florida 32303

Bill Walker

Florida Power & Light Company
215 South Monroe Street, Suite 810
Tallahassee, Florida 32301-1859

R. Wade Litchfield

Florida Power & Light Company
Post Office Box 1400

Juno Beach, Florida 33408

Mr. Paul Lewis, Jr.

Florida Power Corporation

106 East College Avenue, Suite 800
Tallahassee, Florida 32301-7740

Florida Retail Federation
100 E. Jefferson Street
Tallahassee, Florida 32301

Thomas J. Maida/N. Wes Strickland
Foley & Lardner Law Firm

106 East College Avenue, Suite 9500
Tallahassee, Florida 32301-7732

Ron LaFace/Seann M. Frazier
Greenberg, Traurig Law Firm
101 East College Avenue
Tallahassee, Florida 32301

Bill Bryant, Jr. / Natalie Futch
Katz, Kutter Law Firm

106 East College Avenue
12th Floor

Tallahassee, Florida 32301

R. Sheffel Wright
Landers Law Firm
310 West College Avenue
Tallahassee, Florida 32301

James Fama

LeBoeuf Law Firm )

1875 Connecticut Avenue, NW
Suite 1200

Washington, DC 20009

Beth Bradley

Mirant Americas Development, Inc.
1155 Perimeter Center West
Atlanta, Georgia 30338-5416

Jon Moyle/Cathy Sellers/Dan Doorakian
Moyle Law Firm

The Perkins House

118 North Gadsden Street

Tallahassee, Florida 32301

Melissa Lavinson

PG&E National Energy Group Company
7500 Old Georgetown Road

Bethesda, MD 20814

John Attaway
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Post Office Box 32015
Lakeland, Florida 33802-2018

Michael Briggs
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801 Pennsylvania Avenue, Suite 620
Washington, DC 20004

Timothy Woodbury
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