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MS. JABER: Let ne start by thanking everyone for
being here. This is certainly unique and this is a
different format than certainly what we are accustoned to
and the participants that appear before the Florida Public
Service Conmmi ssion here with us because this is a unique
format. We hope that it works really well. |If you notice,
we' ve got the FERC Conm ssioners sitting side-by-side with
the State Comm ssion. That's done hopefully to facilitate a
meani ngf ul di al ogue and to allow us to see and interact with
t he panel nenmbers as easily as possible, but | hope also
there is a synmbolismin how we are seated in that this
process can lend itself to dialogue and cooperation and
facilitation and that we are all on the sanme page as it
relates to caring about Florida Retail Rate Payers and
Fl ori da Consuners and the ability to make sure that every
consunmer in the State of Florida has safe, reliable service
at the least cost prices. H Bill. Bill is waving so we
should say high to Bill Wal ker. Seriously, | want to thank
everyone for being here. You will notice fromthe agenda
that there is an opportunity at the end of the agenda for
public input, we hope you take advantage of that. | have
just m nor announcenents to nmake to help facilitate the
process this morning. First, | would ask all the panelists
to speak right into the m crophone and identify yourself for

the record because we are transcribing today's workshop.
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The other thing | want to rem nd everyone about is |unch.
Very inmportant topic for this nmorning. W've got to be back
in the conference roomafter an hour for lunch so we've
tried to facilitate that by arranging a line for lunch with
the East cafeteria. There will be someone there to direct
you to an area that has been set aside for the workshop
partici pants. There are pre-nmade sandw ches, pizza and

sal ad for your convenience. W do ask that everyone return
in an hour's tinme. Lunch will be from12:15 to 1:15. FERC
Conm ssi oners have to get out of town just after the
conference and certainly we want to have enough tinme for

di al ogue here. Just to rem nd everyone, the purpose of the
wor kshop is to allow the dial ogue between the State
Comm ssi oners, the FERC Comm ssioners and the panel nenbers
t hat have agreed to participate, but also to gather
information on GridFlorida particularly but nmarket design
and FERC s White Paper. Just to rem nd everyone where we
were and where we've been, Florida has approved a Florida-
specific RTO, we've dubbed it GidFlorida. There are sone
i ssues that remain related to market design. FERC issued a
White Paper that we're really anxious to | earn nore about.
If you |l ook at the agenda for today, it's broken up into
four areas. W ask that everyone stays focused on those
four areas and that you are patient with us as we ask

gquestions and delve into the issues further. [1'd |like at
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this point to introduce Chairman Wood and | et hi m make sone
brief remarks. You can do it fromthere or here, whichever
IS convenient.

CHAI RMAN WOOD: You're a tough act to foll ow but
"Il give it a shot. | was -- before | becane a nenber of
the FERC, | was the Chairman of the State Conmm ssion that
had anot her Governor Bush head of it at the tinme over in
Texas and got to know and respect ROGO (phonetic) define
mar ket before the Comm ssion, | see one of your illustrious
predecessors here in our first panel, Susan and work a | ot
with the staff here in Florida, both in telecomand electric
issues so it's nice to be back. Also had the opportunity to
testify about two years ago to the 20/20 Conm ssion. | have
been as the State Comm ssion of Texas tal king about the
transitions to whol esonme markets that we had done in that
State and the sanme issues that you all are contenplating
here and I know I will probably see a nunber of the sane
peopl e that were participating in the 20/20 study fromtwo
years ago here today. It's our hope at FERC to really try to
gi ve sone support and enpathy to the State Conmi ssion's
effort here to forma GidFlorida RTO Our Conm ssion back
in 2001 before Bev Nora and | got on the comm ssion, had
approved in substantial part, a proposal by Florida
utilities and Florida nmarket participants to set up a

GidFlorida RTOand | think as | have remarked at the tine,
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when | was still in Texas and testifying before the 20/ 20
Conm ssion, that that was a very inspiring, good nodel but I
t hought then, as a State Comm ssioner, |ooking at whol esone
mar kets from what we had done in Texas, |ooked like a very
good potential to set up for a discipline and organized
manner of structuring whol esale markets so that the retail
customers here in Florida would get |arge benefits from
that. And | think that is still true today and want to
really listen today to the panels, to what people from
across the marketplace are interested in, fromny coll eagues
who are on the State Comm ssion, the values you all want to
protect and instill possibly in the GidFlorida organization
and understand what it takes to get there. When we first
got to the conm ssion, Nora and | had discovered that within
the series of about 48 hours, our first day we voted on what
basically became known as the price cap order for

California. W (inaudible) debating in what was then a
pretty dysfunctional broken marketplace and then the very
next day we heard from panelists in the Northeastern

mar ket s, which were the New Engl and, New York and

Pennsyl vani a, Jersey/ Maryl and market, M d Atlantic market,
sone issues that those relatively mature nmarkets were having
interfacing with each other. W call them seans issues.

The seans between the different organi zed narkets were

having difficulties translating, nmuch |ike French and
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Ger many, speaking four |anguages have issues at their
boarders, we were having those issues in the (inaudible)

mar kets as well and within those first 48 hours on the job
became pretty clear to us that oh, ny gosh, we' ve got al

t hese markets going into very different directions. Can't
we learn fromthe best of these and try to capture benefits
so that we don't make these m stakes again. And therein |ay
t he brunt of what became known as the Standard Market Design
Rule. We had hearings and public testinony coments, and
techni cal conferences for the next year and in July of |ast
summer, we put out a proposal for Standard Market Design
that in effect captured the best benefits of all the nmarkets
and so this is where we think the markets in America need to
go to so that we don't nmke the California m stake again,
that we don't encounter sone of the issues that have
happened both in Anerica markets in electricity as well as
ot her commdities and foreign markets. After result of the
number of comments including very good cogent ones fromthis
Comm ssion here, as well as a nunmber of nmarket participants
who are here in the room the Conm ssion pulled back on its
effort to try to standardi ze everyt hi ng about what a market
ought to look like, recognizing that markets in the country
were at very different places of growmth. The Florida nmarket
was not as far along as the Md Atlantic market but yet it

was further along than the market in the desert Southwest,
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for exanple. And so what we put out in April of this year
was a response in the rul emaki ng docket to the coments,
over a thousand coments that we received, which | think in
effect that we hold dear and near to the principles that
under | i ne good market design, no matter what those were, and
I think what spur basically nost of those today, but we
believe in a reliable operation. W believe in

i ndependence, independence of the grid fromthe market
partici pants. W believe in long-termreliability and
short-termreliable operation of the grid. W believe in
having the infrastructure there for markets to grow but |

t hi nk what we indicated pretty clearly was we acknow edged
that the sequencing and the timng of those and even the
fundanment al question, for exanple, of whether to do say a
day ahead market or not, but that should be worked out on a
regi on-by-region basis, based on whether the costs were | ess
than the benefits of each of those criteria.

Now its account of substantial change from our
direction and it's one that | think, quite frankly, a |ot of
the State Comm ssions and a |lot of the market participants
in the Sout heast and up here in the west were very
interested in. They said we want to get there eventually
but we want to get there on our ternms and in our tineline
because it's our dollars that are paying for it and we said

that's practical and that's right. And so what's what we've
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commtted to do in the White Paper, in April. As a follow
up to that, we said we were going to all the ten regions of
the country where RTOC that we're up and running or are
prelim nary approved, this will be in our category here in
GidFlorida. This is our sixth of ten conferences. W're
doing two nore in the next six weeks and a third one in
Novenmber. We've got one left to do after that and what
we're learning quite frankly is what regional variation is
all about and we're on the fact finding part of our trip too
in our rulemakings, trying to understand what it is we want
to ultimately do with this Standard Market Design Rule. So
we will be taking honme today our thoughts and i npressions
about that and I will be glad to try to summari ze what those
are after we have them at the end of the day but we want to,
at the bottomline here, we want to facilitate as we have
all along, we want to facilitate the devel opment of good,
efficient, reliable, conpetitive, whol esal e markets that
benefit custoners. |If we haven't achieved all those

adj ectives and that inportant cause at the end, then we need
to start over. |It's been ny assessnent, personal

assessnent, not an official one of our Conm ssion yet, that
t he steps that have been taken in Florida, which I know were
on hold for the |last year due to the court review, were very
positive and very nmuch in the right direction. So I'm

com ng here | guess with some baggage of having already
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| ooked at this both as a person who had no idea whatever go
to FERC and now as one who is head of FERC, |ooking at this
mar ket design and seeing a | ot of very positive things in it
that we certainly want to buttress, allow ng your efforts
and those of your colleagues to instill here and do what we
can, really to buttress that and make sure that it finally
comes to fruition. So I'mhere to listen, Nor is here to
listen, our colleague Bill Massey, actually is representing
the Comm ssion in China today, it's a trip that thanks to
himl didn't have to do so -- Bud (inaudible), Bud you want
to raise your hand? Bud fromBill's office is here
representing Bill today and taking back his thoughts and

i npressions fromour conference here today. |1'd like to

al so recogni ze our team here from FERC. W have a teamt hat
works with, by region and our south teamis headed by Steve
Rogers who is sitting there next to Bud and we al so have
Sandy Dul uth and John Rogers, not related to Steve, here
fromthat conmttee as well. Fromour State relations
staff, we also have Ted Myers and Sarah MKinl ey who

coordi nate these events all across the country for us and
from our General Counsel's office, Elizabeth Ryl ander who
works a lot with the issues related to GidFlorida and from
our office Rob Gamlich is here. So these are folks that if
you all see themduring the day, feel free to bend their ear

or say hi and we appreciate the nice welcome and good to be
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back in Tal |l ahassee.

MS. JABER: Thank you M. Chairman. | want to
explain the roles of the noderators and get us started with
our first panel. You'll notice fromthe agenda that our
noderators are PSC staff nmenbers. O course that's been
done by design. They are very famliar with the issues and
their sole purpose today is to nake sure that the panel
stays on tinme, that they ask questions that will facilitate
t he nost informed discussion that we need today and | want
to take an opportunity as the Chairman did to thank our PSC
staff nmenbers as well as the FERC staff who are being here
and facilitating this forumand if you see them today,
pl ease take an opportunity to also thank them because they
really have been working hard at making sure this is a very

organi zed techni cal conference for everyone's benefit today.

Wth that I'd like to introduce Roberta Bass. | think you
are going to get us started on the first panel?

MS. BASS: That's correct.

MS. JABER: Good.

MS. BASS: Good norning. |'m Roberta Bass with
the Florida Comm ssion staff. | too would like to wel cone
everyone who is attending the conference today and | would
especially like to thank those individuals who agreed to

appear as presenters at the conference. Just a couple of



housekeeping matters before we get started.

There is a
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sign-in sheet that's |ocated outside the hearing room If
you have not pre-registered through the FERC website, we ask
that you do sign in. There are also hand-outs outside on
the table that presenters have provided in addition to the
comments they' |l make today and this conference is being
transcribed. I1t's my understanding that the transcripts
will be publicly avail able through FERC s website shortly.
Okay with that, |1 think that ought to do it. Let's get
started.

" m sure nost states would say this, but we
believe Florida is unique, not just geographically, but our
customer makeup, our energy | oad growth, our energy
infrastructure and the statutory framework within which we
operate. Qur first panel of presenters will be providing
addi tional insight into the uniqueness of Florida. Qur
first presenter is M. Ken Wley. He is with the Florida
Reliability Coordinating Council or FRCC. M. Wley is
going to provide us an overview of Florida' s electric
system Qur next presenter is Ms. Susan Clark, she is the
| aw firm Radey, Thomas, Yon and Clark and Ms. Clark is going
to describe Florida's statutory framework. And then our
final presenter in this section will be M. Mke Naeve who
is here today on behalf of the GidFlorida applicants. M.
Naeve is going to provide us with the history and status of

the GridFlorida | SO proposal. So with that, I'Il ask M.
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W | ey.

MR. WLEY: Thank you Roberta. Comm ssioner
Whods, Conm ssioner Jaber, Chairman Wod, Chairman Jaber and
Conmm ssi oners, | appreciate this opportunity. | have to
start off by saying I'mglad that | was able to nake your
conference today Chairman Jaber. | wasn't able to, as you
know | ast nmonth, but | put nmy sailing trip off this nonth
so, | thought this was a very special occasion and secondly,
I"'ma little self-conscious here today, not because |I'm
speaki ng because nost of you who know nme know | love to talk
if I can get two people together but it is because I'm
devel oping a fashion statenent | find out and nade a | ot of
| ooks as | came in here today and | just wanted to say that
" msolid coat and stripe pants. So, | amadmtting to that
but only because | forgot to put nmy contacts in when | was
selecting ny wardrobe. So if you see Christian Dior comng
out with that conbination next year, | want the credit.

MS. JABER:. Well | was just real pleased to see
Bill Walker didn't show up in a tie frankly.

MR. WLEY: But as many of you know, |'ve spent
many years worrying about the reliability here in the State
of Florida and | would like to give you a little bit of
hi story because | think this subject of RTO discussion in
Fl ori da conmands a know edge of some history. The Panhandl e

of Florida is not part of the FRCC. Electrically it is tied
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very closely to the seven conpany and to the seven regi on of
SERC and FRCC is the peninsula of Florida which includes

Tal | ahassee and we are virtually on an island here
electrically in this State with drifting with

i nterconnections to the north of us and this is clearly a
very unique situation for Florida over the years. 1In the
|ate 50's, the three mpjor investnment utilities in the FRCC
region cane together and forned an informl group known as
the Florida Operating Commttee and then the purpose for
that was to build interconnections, do some joint type of

pl anni ng and achi eve econom es and reliabilities through
this joint process. Soon after, in the early 60's, they
were joined by two of the larger municipals in the State of
Florida and if you can think back to the early 60's, that in
itself was a mracle to have investor-owns and mnunici pals
doi ng sonething together in our industry. They continued

t hroughout the 60's to gather all of the other municipals in
Florida and eventually are generating cooperative to join
this group. And in 1972, we decided that this informal
group that have been setting the operating policies and
reliability policies that we operated under, we deci ded we
needed to formalize that. And we forned a fornmal

organi zation known as the Florida El ectric Power
Coordinating Group. An interesting story about how we got

that name but 1'll spare you that at the monent. The FGC
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being former, we continued the practice of setting our
operating and our planning standards. W began setting
reliability standards for planning the future electric
systemin Florida and this was a very successful operation
over the years. This particular group, along with the
Florida Public Service Comm ssion back in 1976, established
the Florida Energy Broker. This was a market mechani smthat
| ooked at the next hour's disparity in prices between all

t he market participants and we had conputeri zed prograns
that all owed people to match up with the highest cost of
supplier to the | owest cost and they sold to each other,
bot h achi eving econom es. And so, we have had a very | ong
hi story in that area, this particular function grew over the
years and with the advent of the restructuring of our

i ndustry in the late 90's we discontinued that because the
new mar ket pl ace cane into being and our next hour

mar ket pl ace was di m ni shing because of this new nmarket pl ace.

So we cl osed down that particul ar operation in the year

2000. When we did close it down though, I'd like to add
that it wasn't just an hourly marketpl ace between electric
utilities, all of the market participants that were around
in those days participated in it, nanmely the marketers and

t he generators. Back in 1968, you know that NERC was fornmed
out of the 64 blackout. Initially, when NERC was formed in



1

1968,

there were 12 regi ons of NERC

Four

17

of those regions
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were the Seven Conmpany, Tennessee Valley Authority, the
VirginialCarolina Goup and Florida Power Corporation, now
known as Progress Energy Florida, that's a very little known
fact. M boss happen to be the representative on NERC at
that time and as nost bosses do, he del egated a | ot of
responsibility to me to worry about the NERC activities in

t hose days. Two years |ater however, these four entities
merged and fornmed the Southeastern Electric Reliability
Council or "SERC' as we all know it and all of the Florida
utilities joined with Fl orida Power Corporation at that time
and we fornmed the Florida sub-region of SERC and we have

exi sted for many years in that category. During the tine
that we were a nember of the SERC organi zation, there were a
ot of reliability studies going on within SERC and Fl ori da
didn't participate in many of those studies. It was

recogni zed by the Southern TVA/ Virginial Carolina G oups that
they had a | ot of very comon problenms with their

transm ssion systens up there and they studied themto
ensure they were |liable between those sub-regi ons of SERC.
Because of Florida' s unique geography and the fact that we
only had electrical ties to the north or on the borderline
of Florida, and we had no thru-flows through Florida, there
was |ittle need for us to participate in the SERC-w de
studies. W did, however, have extensive studies every year

bet ween Fl orida and the sub-serving sub-regi on of SERC.
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After the Energy Policy Act, it became apparent to us in
Florida that things were going to change, that there was
going to be a national enphasis on setting reliability
standards at the national |evel that would be mandatory and
enf orceabl e. Because we were a small subpart of SERC and
because nost of our -- a lot of our problenms were very

uni que, which our SERC counterparts did not have, the FRCC
made a consci ous decision to becone its own reliability
council so that we could have a voice at the national |eve
in helping to set the policies and the standards that we
woul d be noving forward with. Thus, in 1996, we formed the
FRCC and we petitioned NERC and becanme the 10th reliability
region of NERC. So, all those many years, we used to be a
menmber of NERC and now we are again. 1'd liked to discuss a
little bit about what the FRCC does froma reliability
perspective. W have a very thorough security process here
in the State and this is by necessity. Throughout these
many decades, we did have to depend upon ourselves. W had
very little assistance fromthe outside world in the 60's
and 70's. We built our 500 KV Iines in the 80s and the 90's
and so we've had to worry with ourselves. W have

establi shed an FRCC security coordinator and this security
coordi nator nonitors our electric systemin FRCC on a
noment - by- nonent basis. W have over 400 data points that

we scan every 10 seconds that goes into our real tinme nodel
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and we run a state estimator or a "what if" type of a
simulation to | ook at approximately 700 el ements of our
system and we ask ourselves, every five m nutes, what if
this line went out, and we do that for 700 el enments of our
systemin order to test our system |If any of these tests
prove that there is a condition that we have a reliability
concern, our security coordinator is authorized to take
action with any control area in the FRCC region to alleviate
or mtigate those concerns that m ght happen. The key to
this success is the fact that we have effective and

i mredi ate communi cations with all of the control areas with
grid operators in the State. W have a private intranet
conmuni cati ons network, we have a hotline to every control
center in the State so when our security coordi nator or any
control center wants to talk to everyone else, he picks it
up and everybody hears everything at the same tinme. W also
have backup satellite phone systens to ensure redundancy.

In addition, we have a conputerized transacti on managenent
system that keeps all of our control areas and our security
coordi nat or updated on the exact status of our transm ssion
and our generation network. In addition to the above
security neasure that we've taken, we al so have autonatic
det ection schenes that are in place to isolate problem areas
in the region if in fact a disturbance does happen. This

m nimzes the risk of a disturbance in one area cascadi ng
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into other areas of the State. | believe the Jacksonville
situation | ast year was an excellent exanple of that
particul ar system Qur security coordi nator enploys the
nost advance energy managenment systenms there is today. It
went into service last year and is an extrenely advanced
system In addition, if that systemwere to fail or go down
for whatever reason, such as hurricane Andrew com ng through
agai n, heaven help us, we have a backup security coordinator
on the other coast of Florida. This backup security
coordinator is currently installing a very sophisticated,
new ener gy managenent system which will be installed by
next year. The security coordinator for the FRCC region is
under contract to the FRCC. [It's Florida Power and Light
Conpany. Originally there were many concerns by market
partici pants that having one of our big players in the State
be the security coordinator for the FRCC that there m ght be
sonme concerns about discrimnation and things of that

matter. To alleviate that, we established nonitoring
procedures. We have a very specific contract on what the
security coordinator will do and we audit that particul ar
contract every year and since change it to every two years
unl ess necessary. And the reason we've done that is our
first few audits of our security coordinator, we found that
there were just really were not any issues; that things were

running well, that they were doing their job of nonitoring
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the reliability well, the market type issues that people
feared, we did not find any of those instances and | m ght
add that when | say we, we have an audit team that descends
on our security coordinator and the market teamis nenbers
of my staff, originally nyself and nenbers of every segnent
of our community. Transm ssion conpanies, transm ssion
dependent conpani es, marketers, independent generators, al
of them were on our market team-- our audit team As a
matter of fact, the comm ssion staff always had soneone
there as an observer and so when this team descended on our
security coordinator to audit what they had been doing, and
we found that they were doing a good job, | think what we
found was our marketplace here in Florida becane very
confident in what is operating with the FRCC s security
coordinator. I'Il briefly describe what we do in this State
in terns of generation and transm ssion adequacy. Each
year, we conpile a | oad and resource plan, |ooking at the
next 10 years for the adequacy of generation. W present
our findings to the Comm ssion and we participate in a

wor kshop that this Conm ssion has to exam ne and review the
generation adequacy. | mght add that our results for our

| atest one indicate that we have a reserve margin of 20% or
greater in the region over the next 10 years. |In addition
to that, we do extensive transm ssion studies. As a

testinony to the reliability and adequacy of our
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transm ssion system this region has not had any

transm ssion line loading relief or TLRs as NERC calls them
since 1999. 1In 1999, we had two. | think that speaks to

t he adequacy of our transm ssion grid. And also, this
region has the ability to inport 3,600 negawatts, reliably,

into the region. This represents about 9% of our peak | oad.

At the current time, there is about 45% of this inport has
been contracted for firmcapacity comng into the State

| eaving 55% of its capability avail able for other types of
transactions. Now I'd like to get to your subject at hand
today, and that's the regional transm ssion organi zations.

I was glad to hear Chairman Wod tal k about, in my words,
one-size-fits-all is not always the right way to do
everything and I"'mcertainly glad to hear that. The FRCC is
not taking a position on the nerits of an RTO here in
Florida. W're a reliability organization and I don't think
we need to get into that but we do have a position about
what an RTO -- if we have one, what should it | ook Iike and

our position is, it should be a peninsula Florida only RTO

We have | ooked | ong and hard at Florida being -- froma
reliability perspective, we've |ooked | ong and hard at us
being a part of a |arge southeastern regional transm ssion

organi zation. W feel that our electrical uniqueness and



our

associated reliability needs conpel us to be a

st andal one RTO rather than a small part of a |arger

RTO

24
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where the control of our reliability issues |ie outside of
Florida; in Atlanta or Charlotte or wherever the security
coordi nator would be. And with that, | would open up the
guesti ons or whatever the noderators think.

MS. JABER. M. WIley you nade brief reference to
t he Jacksonvill e outage and the FERC comm ssioners may or
may not be famliar with that outage |ast year but | think
it would be beneficial to all of us frankly if you wal k us
t hrough the role the FRCC played in ensuring that
communi cation along all Florida utilities including JEA and
just how that problem was isolated to the Jacksonville
custonmers and didn't inmpact the rest of the utility
customers. Could you walk us through a little bit nore
details briefly?

MR. WLEY: Well I'mnot the detail ed expert on
that but | think I can give you what you're |ooking for.
When things started happening in Jacksonville, they were in
di rect communi cations with our security coordi nator and our
security coordi nator was nonitoring the fl ows and what was
happeni ng as things were occurring up there. Once, and |
m ght add, they took sone action and |I don't recall exactly
what it was, but it was not too nuch that we could do in the
rest of the State at that tinme to help Jacksonville.
Jacksonville system that they ended up with about, ny

recol l ection was about three instances, all working together
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t hat caused that systemto collapse and it's just something
that no one could have ever predicted. However, they do
have what we call special protection schemes which | ook at
circunmstances that are happening in real tinme and then it
began to isolate the systemfromthe rest of the world and
because of those special types of schenes and rel ay systens,
Jacksonville had automatically separated itself fromthe
rest of Florida. What does that nean for the rest of
Florida? Well that means that there m ght have been a
possibility of that disturbance spreadi ng outside of the
confines of the Jacksonville system and |lucky it did not.
Plus, it allowed JEA, Jacksonville to immediately begin its
own restoration systens.

CHAI RMAN WOOD:  Speaki ng of Jacksonville, what
would it nean if you had them part of a different RTO than
all the other menbers of FRCC. \What would it nean from a
reliability angle if you had sonme nenbers -- and | think
Tal | ahassee maybe anot her one perhaps, with a different RTO,
what does it nmean froma reliability point of view to have
different participations?

MR. WLEY: W haven't exam ned that discretely
Chai rman Wbod. Jacksonville and Tal |l ahassee are right at
t hat borderline between us and the rest of the world. As a
matter of fact, if we were to have a mmjor disturbance in

south Florida that were to separate Peninsula Florida from
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the rest of the world, we would separate south of
Jacksonville and south of Tall ahassee. So guess ny question
to that answer is -- | nmean ny answer to that question is
that we are not really sure what the effect would be. It
woul d certainly have sonme operational inpacts because JEA
and the city of Tall ahassee do share in our operating
reserves and things like that. So it would affect those
matters.

CHAI RMAN WOOD:  Your connections are to Georgia
Power, is that right?

MR. WLEY: Yes sir.

CHAI RMAN WOOD: Are there any Gulf Power going
down t he Panhandl e?

MR. WLEY: There are some m nor connections but
basically those, | would view them as | ocal backups to the
western part of the FRCC region and to Gulf Power.

CHAI RMAN WOOD: \Why were there never ties built
to connect Peninsula Florida to the rest, | mean Panhandl e
Florida to Peninsula Florida?

MR. WLEY: Well | just happen to be the system
pl anni ng engi neer for Florida Power Corporation when those
deci si ons were being made so | know some of those, the real
reasons. It was a long distance, the econom es of building
hi gh voltage transm ssion |lines over that |ong distance just

were not there, sinply put.
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CHAI RMAN WOOD: Has that changed at all since
t hen?

MR. WLEY: | don't see that that has changed
because when we are | ooking at the high voltage transm ssion
in Florida, were talking 500 KV and for us to get nore
capability into Florida, we need to do it at 500 KV and we
need to tie into some nmajor | oad centers north of us which
principally is the Atlanta area and there is just no heavy
500 KV going down through the Panhandl e.

CHAI RMAN WOOD: What justify the original
backbone in Florida? Ws it connecting the urban centers in
the State?

MR. WLEY: The original 230 KV backbone was
that, yes sir. The 500 KV systemwas, | guess it canme into
servi ce about 1982/1983 and that was justified solely on the
fuel differentials between sonme coal power in Georgia and
our heavy dependence on oil at the time in Florida. As a
matter of fact, this comm ssion was nost innovative in those
days -- |I'Il probably have sone of ny folks in the back
correct me when | get through but |I think I'"mclose to right
that this conmm ssion established what we called an oil back
out clause which allowed the builders of these transm ssion
lines to recover the cost of those |lines over a eight or a
ten year period. M nenory is hazy, because the econonics

of building those |ines, which was so fantastic with the
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price differentials fromsone coal plants in Georgia versus
the oil generation in Florida at the time. And that's why

we have those lines, they were built for econom c reasons.

CHAI RMAN WOOD: Let nme ask you a coupl e questions
about the actual FRCC organi zation. You answer directly to
whon?? You as the head of FRCC.

MR. WLEY: To the Board of Directors of FRCC who
are menbers.

CHAI RMAN WOOD: And they are, | think you
menti oned VRUs, plus conmmunities, plus the broker group?

MR. WLEY: Plus independent power producers and
mar ket organi zati ons.

CHAI RMAN WOOD: Okay and so how many staff people
woul d be working with you?

MR. WLEY: There is 10 of us.

CHAI RMAN WOOD: And you' ve got a backup center on
the gulf coast and then the main reliability center is?

MR. WLEY: Qur main security coordinator is in
M am and our backup is in St. Petersburg.

CHAI RMAN WOOD:  And your annual budget woul d be
about what ?

MR. WLEY: Two and a half mllion?

CHAI RMVAN WOOD:  Two?

MR. WLEY: Yes sir.



CHAI RMAN WOOD:

Al |

right.

Thanks.

30
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MR. WLEY: W're very efficient.

MS. JABER: Commi ssioners do you have any ot her
questi ons before we nove on? Ms. Bass.

MS. BASS: Thank you M. Wley. Next wll be M.

Clark who will be describing Florida's statutory framework

6

MS. CLARK: Thank you M. Chairman, Madam
Chai rman and Comm ssioners. Thank you for having the
techni cal conference here and | appreciate the opportunity
to be involved. I'mgoing to help set the stage for today's
nmeeting by giving you a brief overview of Florida | aw
governing the electric industry and how the regul atory
framewor k work under which utilities operate and how new
facilities, both generation and transm ssion facilities are
sited. You should have a handout and I will go through that
handout. The first slide is really just an overview of what
I'"mgoing to talk about. 1'mgoing to talk about the
regul ation of the PSC of the rates, terns and conditions of
service and best around utilities. The establishnment and
supervi sion by the PSC of utilities service territories, the
regul ation of Florida's grid from an adequacy and
reliability standpoint, the 10-year planning process which
| eads to the identification of needed future electrical

facilities and the siting of those facilities and finally,



1

t he status of

retail

conpetition in Florida.
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| aws governing Florida's utility industry have not changed
materially in many years and they certainly have not changed
since the passage of the Energy Policy Act in 1992, which
provided the platform for many of the changes taking place
in the industry today. Florida statutes call for regulation
of investor-owned utilities, using a cost of service

nmet hodol ogy. The regul atory conpact is still very much in
effect in Florida. The utilities are granted excl usive
service territories and they have the obligation to serve
all customers in that territory reasonably entitled to
service and in return, they have an opportunity to earn a
return, a reasonable return on their investnent. And then

t he PSC has extensive and exclusive jurisdiction over

i nvestor-owned utilities, over their rates, terns, and
conditions of service. Turning to the next slide on service
territories, in 1951, the statew de regulation of electric
utilities was established in Florida. The regulatory
authority given to the Comm ssion's predecessor was
exclusive and it inplicitly included the authority to review
and approve territorial agreenents that established service
territories. The concept of exclusive service territories
as we all know was designed to mnim ze and/or elimnm nate
unnecessary and uneconom ¢ duplication of facilities. Then
in 1974, as part of what is known as the Gid Bill, the

Legi sl ature made explicit the PSC s inplicit authority to
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review and approve territorial agreenments and also to settle
territorial disputes. The Legislature also made it clear
that this authority extended to nunicipal utilities and
rural electrical cooperatives. Service territories in
Florida are established through the PSC s approval of
territorial agreements or the resolution of disputes and you
actually have an order fromthe Conm ssion so you no |onger
just have an agreenent between the two entities. This is
different than what is done in other utilities in Florida,
for instance, in the water and wastewater industry, the

conm ssion actually issues certificates of territories but,
the effect is the same and that is the establishment of
exclusive territories. Wen utilizes can not agree on the
boundaries of their service territories, the Comm ssion can
step in and resolve the dispute. That dispute can either be
brought by the entities involved or the Comm ssion can
declare a dispute on its own notion and resolve this
territorial boundaries. Let ne turn to the next slide,
which is the coordinated electric grid. The sane

| egi slation that nade the PSC s authority over territorial
agreenents and di sputes al so expanded the PSC s authority
over all wutilities including municipal and co-ops for the
pur poses of ensuring the adequacy and reliability of the
statewide grid. The Gid Bill was the result of a

| egi sl ative study that concluded a coordinated energy grid
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woul d lead to nore efficient energy use and help control the
rise in energy cost. The Gid Bill made the PSC responsible
for planning, devel opnent, and nmai ntenance of a coordi nated
el ectric power grid throughout Florida to assure an adequate
and reliable source of energy for operational and energency
purposes. In carrying out that responsibility, the PSC
carefully nonitors the State's generating capacity and
reserve margins and as M. Wl ey nentioned, the reserve
margin for 10Us that serve Peninsula Florida is required to
reach 20% by the year 2004. Gulf Power Conpany, because it
is part of the southern system maintains the 15%reserve
margin. Going to the next slide, if the PSC becones
concerned about a utility or the industry --

MS. JABER: Commi ssioner Clark, I'msorry to
interrupt, but on that point, it nmay be that the -- and
maybe you will get to this, | apologize, but it may be that
the FERC Commi ssioners are not famliar with how we treat
whol esal e econonmi ¢ sal es and excess capacity. Is that
sonet hi ng you' ve covered or you want to take an opportunity
and descri be the sharing nmechani sm

MS. CLARK: |'m not sure.

MS. JABER: The 80/20 and how we encourage
whol esal e econonmi ¢ sal es and the sharing between custoners
and shar ehol ders.

MS. CLARK: | think you have reference to what
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was the broker systemand in order to encourage utilities to
make sal es on the systens, the Conm ssion allowed, there was
the slit savings between the seller and the buyer and then
as between the utility and its custoners, there was 80% went
to the custoners and 20% went to the sharehol ders as a neans
of incenting participation in a conpetitive market and that
was the broker system

MS. JABER: And that's still in existence?

MS. CLARK: Not so much anynore because of the
changes in the market and as | understand from Ken's

statement, there isn't nmuch being done on the broker system

t hese days but from about, | want to say 1978, through the
early 90's, it saved maybe mllions, maybe billions of
dollars, alnost a billion dollars so it was -- it did have

the intended effect of saving Florida custoners noney by
sharing capacity.

CHAI RVAN WOOD: What has filled the void?

MS. CLARK: \What has filled --

CHAI RMAN WOOD: | said it's tapered off, what has
taken its place to get that?

MS. CLARK: | believe its bilateral contracts.

CHAI RVAN WOOD: And it used to be a nore -- the
br oker system was nore of a centralized systemthat all owed
everybody to --

MR. WLEY: The broker system was a conputerized
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systemthat allowed all of the market participants to
“hourly" and when deregul ati on came and new mar ket pl ayers
cane in, we found that there were just all kind of hourly,
dai ly, weekly transactions going on at the whol esale |evel
and people just weren't -- | guess they didn't see the nerit
in the hourly broker anynore since these other things
evidently displaced the hourly savings. So it was a slow
dem se. Over the years from'76 until the year 2000, this
system we actually had conmputer programthat docunented
this and it was about -- alnmost a billion dollars saved in
the State over the next years as a result of this particular
system

MS. BROWNELL: So the savings they enjoyed under
t hat system have been replaced by savings that they now
enj oy because of the benefits of bilateral contract? 1Is
t hat where you're going here?

MR. WLEY: | would say yes. | guess as a sinple
answer to that | could give you that. You would assune that
peopl e are maki ng noney and savi ng noney under these
bilateral contracts. Wen | say bilateral contracts, that
doesn't nean it's formal because as you know there is buying
and selling on the system hourly, daily, weekly between al
ki nds of market participants today.

MS. BROWNELL: But overall prices have gone down

as a result of that system so out of one saving mechani sm
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that was nore fornmalized and able to be tracked has been
replaced by another? 1'mjust trying to understand what's
happened to the nmarketpl ace since that change.

MR. WLEY: Well when we had the broker system we
could monitor the market and when we entered this new one,
t hen obviously we're are going to sit back and one woul d
think that people are going to go to the nost efficient
mar ket system and the nmarket system we've had for the past
two years evidentially was nore efficient than our broker
systemin ternms of savings and profitability and that's
where people mgrated to.

MS. BROWNELL: But there is no real tracking with

t hat ?

MR. WLEY: No ma'am

MS. BROWNELL: Okay, thank you.

MR. WLEY: Not by us.

MS. CLARK: Getting back to the PSC s authority
over the grid. |If the PSC beconmes concerned as | said about

t he adequacy of or reliability of the grid, it does have the
authority to require the installation or repair of necessary
facilities to renmedy the situation. It contenpl ates

i nprovenents both in generation and transm ssion. To ny
know edge, | don't think the Comm ssion has ever exercised
that authority. For the nmost part, the utilities coordinate

well and are putting in the necessary facilities to maintain



© 00 N oo o b~ W N P

N DN DN DD NN P PP PR, Rk
aa A W N P O © 00 N oo o0 M W N -, O

39

t he adequacy of the grid. Certainly one of the things the
Comm ssion does -- and |I'mon the next page, next slide --
to make sure that Florida does not run into problenms wth
reliability, has to do with the annual planning process.
Each year, the utilities, including municipals and
cooperatives nust submt to the PSC plans for neeting their
projected | oad over the next 10 years and the PSC revi ews

t hese plans and determ nes whether they are suitable or
unsui tabl e for planning purposes. This is -- the Comm ssion
hol ds a workshop and then in the Fall, the Conm ssion wil
review the draft report on the 10-year planning process
which it will issue at the end of the year and that is the
wor kshop that Ken nentioned that they al so nmake a
presentation at, the Reliability Council. Utimtely, this
pl anni ng process serves as the basis for the utilities

capacity selection decisions including the timng and the

type of the capacity additions. |In Florida, prior to
buil ding a generating facility that has a steam-- and |I'm
on the next page -- that has a steam generating facility

conponent of nore than 75 negawatts, the utility nmust apply
to the PSC for a determ nation of need. It nust be
established that there is the need for new facility to serve
Fl ori da consuners. The determ nation of need is part of a
one-stop permtting process called the Power Plant Siting

Act and this Conm ssion, prior to an investor-owned utility
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comng in for a determ nation of need, this Conm ssion
requires that utility to go through a conpetitive bidding
process. Once the utility files a need application, the
Conmi ssion reviews it to determ ne whether the plant is
needed and whether it is the nost cost effective. On this
slide, list those itens the Commi ssion nust take into
account in making their determ nation. The PSC s

determ nation is specific with regard to the size, type, and
| ocation of the unit. After the PSC makes its

determ nation, it is then up to the governor and cabi net

sitting as the Siting Board to issue the site certification.

To be clear that site certification is actually proceeding
is before the Florida adm nistrator |aw judge and then the
governor and cabinet gets a recomrended order and then they
will issue a final order approving or denying that site
certification. Turning to the next page, the Transni ssion
Line Siting Act is the conpanion to the Power Plant Siting
Act. If you are going to build a line that is 230 KV or

hi gher, 15 mles or greater in length, and cross county
boundari es, you nmust go through the Transm ssion Line Siting
Act. If it doesn't neet that criteria, it is permssive to
go through that procedure. Again, a determ nation of need
is required by the Public Service Comm ssion and | again

listed on the slide those things the Conm ssion nust take
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into account when determ ning the need for the transm ssion
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line. |I'mon the next slide. Like the Power Point Siting
Act, the transm ssion line siting process is coordinated by
t he Departnent of Environmental Protection. Reports are
filed by affected states and | ocal agencies and regional

pl anni ng councils. A certification hearing is held before
an adm nistrative |aw judge that then issues the recomended
order which the governor -- which goes to the governor and
cabinet. Based on the tinmeframes in the statute,
optimstically this process takes about 285 days. There are
several -- turning to the next page -- | have listed the
factors that the Siting Board nmust consider in approving a
transm ssion line. 1In the interest of time, | know you can

read it, so I'mnot going to go through them Let ne turn

finally to retail conpetition in Florida. As | indicated,
we still, in Florida, have cost of service regulation
i nstead of conpetition. As | indicated, the Gid Bil

provi des for exclusive service territories in Florida and
several courts have found that the schenme of regulation in
Florida neets the requirements for immunity from antitrust
liability. Those requirenents are that you have a clearly
articul ated state policy to displace conpetition with
regul ation and that policy is actively supervised and in
this case, it is actively supervised by this Conm ssion.
There has been no legislative action to inplenment

conpetition. The study comm ssion that you testified
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bef ore, Chairman Wod, nade sone recomrendations with
respect to the whol esal e market and made the additional
recommendati on that there not be a pursuit of retail
conpetition until there are recomrendations with respect to
t he whol esal e market had been i nplenmented. Thank you.

MS. JABER: | have two questions, three actually
t hat have been designed really to bring out sonme of the
factors that make Florida unique, as Roberta said earlier.
Looking for information that the FERC comm ssioners may not
hear at other conferences and the three areas | want to
focus on, retail rate jurisdiction, which |I know you were
very passi onate about when you were comm ssioner, and you
still are and certainly we share that concern, the bid role,
bringing out the changes to the bid role and then naybe the
cost recovery proceedi ngs, you could give the FERC
conm ssioners a little bit nore detail. Starting with the
retail rate jurisdiction. Your position has always been in
Florida, the Florida Comm ssion has agreed that preservation
of jurisdiction over retail rates is critical. Could you
outline sonme of the advantages you see that Florida has in
mai ntai ning that jurisdiction? Wat are sone of the things
that you think have worked for Florida' s advantage in that
regard?

MS. CLARK: Well | guess -- let ne sort of point

to sone things that you, the Sitting Comm ssion recently has
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done with respect to retail rates. It is a cost of service
jurisdiction but I think this particular Conmm ssion has
taken a nunber of steps to do other than strict cost of
service regulation. You have done alternate -- | can't
think of the word right now -- perfornmance-based regul ation

MS. JABER: Incentive.

MS. CLARK: Incentive-based regul ati on where you
have encouraged the parties to reach settlenments with
respect to revenue requirenments and rates for utilities and
as part of those settlenents, there has been a sharing
mechani sm whi ch encourages utilities to be cost effective
and cost efficient and by being cost effective and cost
efficient, they will share in some of the additional
revenues that that can generate. [|'mjust not renenbering
the specifics with regard to that.

MS. JABER: Is a transition into the cost
recovery proceedi ng, would you agree that that's another
benefit that Florida has designed nechanisns that allow for
recovery proceedi ngs each year that avoid rate cases?

MS. CLARK: Right.

MS. JABER: And in answering that, would you
descri be what your understanding is of what conpanies file
for those cost proceedi ngs; fuel and environnental cost?

MS. CLARK: | guess in Florida we have the fuel
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cost recovery, environmental cost recovery and as part of
that there is the capacity cost recovery as well. So you
don't go through an entire rate case. There are costs that
are pure pass-thrust of an expense to the custonmers and |
think it's done on a yearly basis now. W used to do it on
a six months basis and it |ooked like at the tine that there
was not that much volatility in fuel prices that we could --
t he Comm ssion could do it on an annual basis. | don't
recall what percentage rates are part of the your fue
docket, but it's a |arge percentage. The other thing I
woul d say going back to the rate, pure rate making outside
the causes is this Conm ssion has encouraged parties to
negoti ate settlenments and use the negotiation arbitration
process to reach nutually acceptable resolutions of those
cases that are then approved by this Conmm ssion and | think
you currently have at |east two instances, Progress Energy
and Fl orida Power and Light where there was a settlenment of
those rate investigations and the agreenents called for the
settlenment to be in effect for three years and it did result
in sonme reduction in rates to custoners. | believe Gulf
Power actually went through a rate proceeding but it was
relatively weak rate proceedi ng conpared to those the

Commi ssion used to have.

MS. JABER: And then ny final question relates

to, you nmentioned earlier the Energy Comm ssion a few years
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back made some recommendations related to how the State
could pronmote nore conpetitive whol esal e market, and as |
recall, one of those recomendations related to the bidding
process and just |ast year we did revise our conpetitive bid
rule. Do you want to describe that a little bit?

MS. CLARK: Yes, | would say that what the 20/ 20
St udy Conm ssi on recomrended with respect to the bidding
process did contenplate it being part of other changes to
t he whol esal e arena which included sonme vol unt eer
di vestiture of generating for investor-owned utilities. It
woul d be the opportunity to transfer their generating assets
but then there was a requirenent of contracts back to the
| oad serving and to ensure that retail rates were noderated
and there would be no concern about an increase in rates as
a result of transferring those generating facilities. Wth
respect to the conpetitive bidding, the recommendati ons were
made by the 20/ 20 Study Conmm ssion on that in contenplation
of a different design for the whol esale nmarket. But not
wi t hstanding that, this Conm ssion recently investigated the
bi ddi ng process and made changes to the bidding rule to nake
it nmore transparent so that those entities who wanted to bid
can provide the capacity that was needed as evi denced by the
ten-year site plans and the utilities planning process. The
Conm ssi on set about requiring, | would summarize it by

saying requiring nore detail in the bidding process both as
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to what they are looking for in ternms of capacity and how
they will evaluate the proposals they get. The other thing
| think the Comm ssion did was require, provide a process
where once the RFP is issued, within 10 days, | think it's
10 days after the issuance of the RFP, there is an
opportunity for applicants to file an objection with the
Comm ssion alleging that the RFP does not conply with the
requi rements of the bidding rule and that bidding rule
includes a requirenent that the ternms and conditions for
bi ddi ng for that capacity are not onerous, anti-conpetitive,
unfair or discrimnatory. | think those are the four
categories. Recently FP&L has issued an RFP, and objection
-- sonme objections have been nade to that RFP and FP&L has
responded to it. The Comm ssion has, as part of the
revisions to the bidding rule, put in a very abbreviated
process for the Conmm ssion to take an initial |ook-see at
t he objections and give its advisory opinion as to the
validity of those objections and the Comm ssion set aside |
think, 30 days to nmake that determ nation. Those are the
changes, the major changes to the bidding rule, all for the
pur pose of making it nmore transparent process so that there
was nore confidence of the fairness of the process.

MS. JABER: Commi ssioner you have questions for
Ms. Clark?

MR. DAVI DSON: A coupl e of questions Chairman and
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t hank you for pointing out the recent exanple involving

all egations that the bid process has not possibly worked out
as intended. W' ve seen allegations that the process in
general still tends to favor those issuing the bid and

wi t hout going into the nmerits of those allegations, is there
anything else that you would recommend that needs to be done
to the bid rule to make the process better or do you feel
that the process is set up and works fine as is? Try to be
as objective as you can.

MS. CLARK: Well, | guess, having put a new bid
rule out there, this is the first project you had conme in
under the new bid rule, | think it's inportant to see if it
works. | nean you nmade sone determ nations as to what was
appropriate after some very |l engthy proceedings and | think
its incumbent to find out if those changes produced the
results you are looking for and I want to be specific that
the conpetitive bidding process is designed to find the
| east cost additional capacity needed in Florida. [It's not
desi gned purely for conpetitive reasons. It is designed to
bring the | east cost to the custoners and if that happens to
be the self-build, then it's the self-build.

MR. DAVI DSON: Just one foll ow up, nore of a
phi | osophi cal question. In your view, is the whol esale
energy market a |local market or national market?

MS. CLARK: Well, | would say in Florida, it's a
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Fl ori da market.

MR. DAVIDSON: Is there a whol esal e energy narket
of which Florida could or should be a part?

MS. CLARK: | don't see how because of the inner
ties with Georgia are not there to inport |arge anounts of
power. |t seens to me your natural market is Peninsula
Fl ori da.

MR. DAVIDSON:. That's all, I've got no follow up.

MS. JABER: Commi ssioner Davidson, M. Wley I
think wanted to respond to your question as well. 1Is that
all right?

MR. DAVI DSON:  Sure.

MR. WLEY: | think there is a huge whol esal e
mar ket going on in Florida as we speak. Just to nmamke sure
t hat you have that understanding. There is a trenmendous
anmount of transactions going on within the State and
additionally, 55% of our capability to the north of our
transm ssion interconnections is being utilized daily to
purchase non-firmtype of energy across the state |ine and
t hat 55% represents, you know, roughly 4 to 5% of our peak
load in this state so it's not a trivial amount of
transactions that are flowi ng across the state line and I
m ght add in many instances, there is a |ot of transactions
of us selling north of Florida. W' re not just buyers al

the time. So please don't get the inpression that there is
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not a very robust whol esal e market in Florida.

MR. DAVIDSON: Well | understand there is a
robust market in Florida and | hope |I'm not m ssing
sonet hing basic and if Chairman Wod could hel p ne out on
this point. M understanding was there is at least in part
a national whol esale energy market. Now is it your
contention there is just a Florida whol esal e energy narket
and we're really sort of stand alone in that capacity?

MR. WLEY: No sir. There is about, as |
i ndi cat ed, about 5% of our peak load in the state are, |
guess it's about 1,500 negawatts of capacity that can flow
daily into Florida and it does happen. There is |oad
(i naudi ble) entities in Florida that buy daily on the
whol esal e market for market participants to the north. |
mean it's not just from Georgia. They buy as far away as
PGM as a matter of fact or sell to them

MR. DAVI DSON: Thank you. Let nme ask one follow
up and then I will be quiet. |If we assune that there is
sone national whol esale market, from which we coul d,
Florida, we could benefit in sonme way, what would be on your
top three list of requirements to marry off the notion of a
nati onal whol esale market to Florida' s uni queness which |
think everyone in this roomwould agree we have.

MR. WLEY: Well the first of the common

standards of this particul ar market which has been worked on
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as we speak through this new NESBEY group that has been
formed so common definitions and again, conmon reservations
of the transm ssion system so that as you go from north,
sonmewhere in the Md Atlantic states to Florida that you
have the sanme common practices about how to reserve
transm ssion lines that you can get your power from one
mar ket to anot her and those types of standards are already
in place to do it. The last would be the capability of the
transm ssion systemto conme into Florida and currently as |
indicated, that is limted to 3,600 nmegawatts of which 45%
of it is already firmy commtted for a few nore years. And
so, if you felt that the econom ¢ showed that that isn't
enough and we need to have nore power conming in
econom cally, then I would say econom cally, you should be
able to justify new transm ssion |ines across the border.
So it's a kind of a chicken and egg. | think you have to
have the economcs to justify it. The market situation is
there. The nmechanisns are in place and are comng into
pl ace.

MR. DAVI DSON: Thank you.

MS. JABER: Commi ssioner Brownell you had sone
gquestions?

MS. BROWNELL: Yes, just two quick follow up
gquestions. You tal ked Comm ssioner Clark about whether that

self-build option is still the reality and wasn't the
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revision of the bidding rules, and maybe one of the current
Conmm ssi oners would want to conment, designed to make sure
t hat you were conparing appl es-to-apples, wasn't one of the
i ssues that the self-build wasn't necessarily expressing al
the costs others m ght incur so you weren't conpari ng

appl es-t o- appl es when you eval uat e?

MS. CLARK:  Well | think there is still the -- |
think the original bid rule and the current bid rule does
make the appropriate conparison between the bidding of a
price and when you | ook at what the utilities do, they are
essentially telling you what their costs are going to be to
build that facility. Wat the Conm ssion -- the additional
thing the Commi ssion did with the bid rule was to say that
if it is a self-build decision that the Comm ssion will |ook
very carefully at the final cost of what is built by the
utility and the recovery will be what was found, the price
t hat you proposed and the deternmi nation of need. To get any

recovery over that, you have to denonstrate what is

extraordi nary circunstances -- I'mtrying to renmenber what
the bid rule is -- in other words to in effect hold the
utility to the cost they said it would be in the same way

t hat you would hold the bidder to their price.
MS. BROWNELL: And the second question was,
think you referred to recommendati ons for a whol esal e nmarket

to include sonme divestiture. Was that by the 20/20 rule?
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MS. CLARK: Yes, | don't recall all the details
of it but it was the notion that utilities that had
generation could transfer that generation to an i ndependent
affiliate with the requirenent of having six year contracts
for buying back that power at a set cost and it was the |oad
serving entity that had the discretion to continue those
contracts or discontinue those contracts if he found a
better price in the market. And | recall there was sone
provision for the sharing if those facilities were sold
above book value. |It's been a while and I'mtrying to
remenber the details of it.

MS. BROWNELL: So --

MS. CLARK: But there were other things in place
as part of a schenme to allow that transfer of assets,
generating assets and create that kind of market structure
in Florida.

MS. BROWNELL: And |I'm assum ng that was to do
with market power issues but they didn't want to order
mandat ory di vestitures?

MS. CLARK: You know, | think one of the concerns
t hat was on was what happened in California when you had the
conplete divestiture and the custoners weren't protected and
there was a desire to protect the custonmers fromthat kind
of volatility.

MS. BROWNELL: And has any of that actually
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happened?

MS. CLARK: No.

MS. BROWNELL: Thank you.

MS. CLARK: There was a proposal to do that and
it did not nake it to the legislative process. It was --
the timng probably wasn't right for it.

MS. JABER: Let's give it back to Roberta.

MS. BASS: Thank you Comm ssioner Clark for those
comments. OQur next presenter is M. Naeve and he is going
to give us a brief history of the GidFlorida proposal and
the current status.

MR. NAEVE: Thank you Roberta. G ven the tine,
think we are already 15 m nutes past schedule so I'll try to
be relatively brief on the history and governance issues.
I"mfirst going to discuss the history of GidFlorida and
then I want to address the governance structure of
GidFlorida. Wen one thinks of the history of GidFlorida,
there are actually two separate processes that we have been
t hrough, the federal and deregul atory comm ssion processes
and then the state public service division process. The
Comm ssion issued Order 2000 in, | believe it was in
Decenber 1999 shortly thereafter the Grd Florida and
i nvestor-owned utilities organized a series of stakehol der
neetings to begin the process of preparing an application to

file at FERC to becone a -- create a regional transm ssion
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organi zation. The Federal and Deregul atory Conm ssi on
established a deadline, | believe it was October 16, 2000

t hey had an application filed and they wanted an RTO up and
running | believe by December 15, 2001. So the Florida
participants attenpted to devel op a schedul e that would have
t hem neet those deadlines. The conpanies nade an initial
filing at FERC on Cctober 16, 2000. It was not a conplete
filing, they actually had nore details to work out through

t he stakehol der process and they made a supplenental filing
in Decenmber 15, 2000. They conpleted the RTOfiling for the
conpani es. The October 16 filing was nmade early because
even though the conpanies in the stakehol der process had not
agreed on all the details of the RTO they had reached
general consensus on how t he Board woul d be sel ected, what
the qualifications would be for Board nenmbers and what
[imtations woul d be i nposed on Board nenbers and the
conpani es recogni zed that if they wanted to nmeet the

i npl ement ati on deadl i ne of Decenber 15, 2001, they had to
begin the process right away of selecting the Board. So
they tried to nove forward and get early review from FERC on
their Board selection process so that they could begin the
mechani cs of identifying Board nmenbers, hiring search firms,
and so forth, and get the Board up and running. So sooner
than | ater, they can turn over control of the process to the

Board. That was the October 16 filing. The Comm ssion did
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at the Decenber 15th filing, the remainder of the governance
provi sions were filed as well as the other key el enents of
the RTO. The -- what made this RTO uni que, | suspect not

uni que as there are a few other for-profit Transco's that
were filed but GridFlorida was initially conceived as a for-
profit transm ssion owning enterprise. It was structured in
a way that the GidFlorida transm ssion owning --

transm ssion providers could transfer actual ownership of
their transm ssion assets to GidFlorida in exchange for
non-voting equity interest in the conpany. It was this for-
profit feature of the Transco that did create a nunber of
very interesting governance issues and the stakehol der
process and the application itself spent a greater of tine
and went through a great deal of detail but worked out al

of these governance issues, potential conflicts of interest
bet ween the equity owners and the non-equity owners, how we
protected investnments and a variety of other issues. 1In the
FERC i ssues in order of January 10, 2001, approving the
process for selecting governors, the qualification for
governors and the restriction on investnments and so forth
for the Board of CGovernors and the Board of Directors and
then follow ng that on March 28, 2001, FERC i ssued an order
conditionally approving GidFlorida as an RTO. That order
gave approval to the governance structure, to the planning,

the majority of the planning protocol, the pricing for the
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RTO, the manner in which existing contracts would be grand
fathered, for how the market nonitor would be established,
for a physical rights system for managi ng congesti on and for
a process for allocating those physical rights. O her

el ements that were proposed, narket design el enents that
were proposed by the GidFl orida conmpani es were not approved
in that order of FERC. Instead, the Conm ssion asked the
applicants to make a supplenmental filing providing nore
information with respect to the market design conponents.

On May 29, the applicants made that conpliance filing. It
addressed a | ot of the questions the Comm ssion had asked
about market design. It also provided information about how
G i dFl ori da woul d be managed prior to the selection of the
Board of Directors, the kind of interimmanagenent of
GidFlorida. It addressed sone generation interconnection

i ssues, it provided nore information on the definition of
flow gates for purposes of the physical rights, congestion
managenent nodel and it provided nore details on the

pl anni ng process. Now as | nentioned, there were two
procedures, the federal procedure and the state procedure.
About this time, the state procedure cane into
consideration. The Florida Public Service Conm ssion
invited the applicants to file a petition for approval based
on hopefully a finding that the applicants' participation in

GidFl orida was prudent. The applicants in May of 2001
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filed with the Public Service Conm ssion a petition asking
for the Conm ssion to find that their participation in
GidFlorida was prudent. They filed with the Public Service
Conmm ssion the applications that had been filed at FERC.
They asked for expedited consideration of their request for
prudence finding and the Public Service Comm ssion

establi shed procedure to expeditiously reviewit. In

Oct ober of 2001, the Public Service Conmm ssion held hearings
with respect to the applications fromthe applicants. 1In
Decenber 2001, the Public Service Comm ssion issued an order
in which it held first and forenost that the applicants were
prudent to participate in GidFlorida and that -- but they
al so suggested various changes. The nost inportant of which
was that at this stage, they said that they would prefer
that G i dFlorida not be a for-profit transm ssion owni ng
conpany but rather an independent system operator that did
not own transm ssion assets. Secondly, the asked that the
pricing structure be adopted that retained Public Service
Conmi ssion jurisdiction over bundle retail rates. They
asked that the conpanies come back to them for prior

approval for certain changes such as changes in the

organi zational structure, changes in the requirenments that

t here be a bal anced schedul e, changes in the physical

transm ssion rights system or any changes in the manner

whi ch physical rights were allocated anong the parties. The
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conpanies in March of 2000 and again in June nade conpliance
filings with the Comm ssion and these conpliance filings
were |argely to address the issues raised by the Comm ssion
to convert the conmpany froma transm ssion owning entity to
one that does not own transm ssion but rather nanages

transm ssion and after their initial conpliance filing,
there were a series of workshops in Florida in April and
March and also the -- I'msorry, there were workshops in
May, May 29th in particular. Also about that tinme, FERC had
i ssued both a working paper in March and then in April 10th
an options paper dealing with standard market design in

whi ch nmore information was beconi ng avail abl e about new
directions that FERC was going with respect to market design
and other issues. |In response to both the workshops and the
new direction, guidance from FERC, the applicants nade a
suppl emental filing with the Public Service Conm ssion which
they outlined the principles for yet another change to the
mar ket design. These new principles dealt with providing
financial transm ssion rights as opposed to physical rights,
voluntary day ahead and real tinme markets and they provided
that sellers into these markets woul d get narket clearing
prices as opposed to the Conm ssion's preferred approach
woul d have been that sellers would get what they bid as
opposed to the marketplace price. The Public Service

Conmm ssion in August and Septenber addressed these filings
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and the Public Service Comm ssion anong ot her things asked
that certain aspects of the filings be clarified, nanmely
dealing with some governance and planning issues, vote of
conduct issues and so forth, but they also established that
there shoul d be an expedited hearing on the proposed changes
to the market design. Then of course, the applicants nade
various conpliance filings and then in October of 2002, the
OPC filed a notice of adm nistrative appeal of the Public
Service Comm ssion Septenber 3rd order and they filed it
with the Supreme Court and on COctober 28th, the Public
Servi ce Comm ssion abated the hearings on market design
pendi ng the resolutions the Suprene Court issued. Then
finally in June of 2003, the Suprenme Court dism ssed the OPC
appeal w thout prejudice. That kind of takes us up to where
we are today on GidFlorida. Let nme briefly discuss
governance and then respond to any questions that you m ght
have. As | nentioned, the original filing governance is a
little bit conplicated because we did have an entity that
was controlling the markets and also in the transm ssion
systemand it was a for-profit conpany that was a

transm ssion owner and it had participants who were equity

i nvestors who were al so market participants, non-voting
equity investors, but nonetheless equity investors. But
nonet hel ess, we had worked carefully with our stakehol ders

on governance and FERC approved the governance structure
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that we had put forward in that order. In response to the
Public Service Comm ssion's requirenment that we revised
GidFlorida so that it is not a transm ssion owning entity,
t he conmpani es did make certain changes in the governance
structure. | think fromthe point of view of the Federal
Der egul atory Conmi ssion, these changes did not raise any
significant issues relative to the governance structure that
t hey had al ready approved. The changes were nore or |ess
related to the conversion of the entity froma transm ssion
owning entity to a not-for-profit independent system
operator. For exanple, in the Board Selection Commttee,
previously there were representative group and there were
representative fromdivesting transm ssi on conpani es and
non-di vesting conpanies. Well, now we didn't have divesting
conpani es anynore, we only had non-divesting conpani es so we
elimnated the category for the divesting conpanies. W
changed the group from an ei ght-nmenber group to a nine-
menmber group with three nenbers representing investor-owned
utilities. Wth respect to the qualifications for

i nvestors, they were changed sonmewhat because the origina
Board of Directors was anticipated to operate a for-profit
conpany. W hoped that it |ooked Iike a fortune 500-type
conpany and we established criteria and qualifications for
Directors that they would be the type of people who woul d

serve on the Board of for-profit conpanies. Now that it was
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going to be a non-for-profit conpany, sone of the criteria
t hat we had established for the Board nenmbers probably
didn't fit so we elimnated sonme of those. W did
nonet hel ess specify that the Board nenbers represent a

di verse background and talents and skills that they could
bring to the organi zation. W decreased the Board from ni ne
menbers to seven and we did this because our judgnment was
that if you have a not-for-profit conpany with a very | arge
Board, the Board nenbers may not pay nmuch attention to
what's going on. W wanted themto feel vested in this
conpany, that they had a | ot of responsibilities in their
hands and so we wanted a Board that was going to be focused
and tuned in, so we reduced it to a seven-nenber Board. W
changed the nature of the Board neetings. Previously when
it was a for-profit conpany, they would have to address a

| ot of issues, SEC filings and issues related to the --

i ssues that m ght be considered confidential information on
the security clause. Those Board neetings were not open to
public scrutiny. Now that it was a not-for-profit conpany,

we require that the Board neetings be held in the sunshine.

21
MS. JABER. M. Naeve, just continue with your
presentation in just a second but |let ne ask M. Regan and

M. Green to go ahead and join us. W're going to go right



from your

comments to the second panel.

63
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MR. NAEVE: All right. 1 think I'mjust about
t hrough and indeed that, quite frankly, nore or |ess, we do
have an Advisory Committee as Order 2000 required. The
Advi sory Committee has 13 nenbers, three frominvestor owned
utilities, two frominvestor owned utilities that
distributed retail, these are nore nunicipals and co-ops and
two that are representing G&T co-ops or rmnunicipal joint
action agencies, two fromgenerators, two from marketers and
two from governnental or not-profit organizations
representing end-users. GCenerally the Commission in this
sense, Federal and Deregul atory Comm ssion has al ready
approved the governance structure and we think we have made
sone changes to accommdate the shifting froma for-profit
to a not-for-profit conmpany but we don't think those changes
shoul d rai se any issues relative to i ndependence or
governance with FERC.

MS. JABER: And that should serve a good
transition to the Regional State Comm ttee panel. \What do
you think? You're first up. Go ahead, you want to ask a
guesti on now?

SPEAKER:  Well, 1'll save ny question until al
three presenters do their presentations.

MS. JABER: Go right ahead and then Conm ssi oner
Davi dson you' ve got sonethi ng?

MR. DAVIDSON: | just have one question | wanted
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to throw out now. If you were the benevol ent dictator and
taking into account the basic risk and rewards nature of a
mar ket , whi ch approach nmakes nost market sense to you; an
asset-owning entity or a not-for-profit independent system
operator, if you made all the decisions, which would you
prefer and why?

MR. NAEVE: | originally was quite enanored of
the asset-owning entity. Generally my bias is that people
take better care and husband better resources that are their
own. The idea of turning over significant resources to a
not-for-profit enterprise always struck nme as perhaps, not
the nost efficient way to nanage resources and | think I'm
still generally biased in that direction. There is a little
bit of a conundrum though because with RTOs we expect them
to not only manage and husband and control these resources
whet her they own them or they are sonebody else's, but also
to operate markets and there are a |lot of issues raised
relative to potential conflict of interest between the
enterprise if it was a for-profit enterprise that owned and
operated transm ssion assets and provided transm ssi on
service but al so operated power markets that affected
generators and itself. I'mstill inclined to prefer the
for-profit transm ssion owning entity but | have to admt,
there are interesting and conplex issues that cone up when

that entity is also given responsibility of operating
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mar ket s.

MS. JABER: Conm ssi oner Deason.

MR. DEASON: Madam Chairman, realizing we are
runni ng behind schedule, | just have one quick question at

this point and it is for M. WIey. M. WIley, in your
presentation, you covered the fact that we've seen a
transition in Florida away fromthe broker system towards
nore of a market approach. You also mnade reference to the
fact that Florida' s unique, limted capability of inport and

export but there is some significant capacity there in that

they are whol esale transactions taking place. | think you
even referenced that it was a robust market. You also nade
reference to the fact that, in your opinion that when the
econom cs dictate, there wll be additional capacity,

transm ssion capacity built but we've not seen any of that
and | guess ny question is, since we've seen the wholesale
situation shift where it's just a market and it's not
sonet hi ng t hat i's currently actively noni tored by
regulation, how do we gain a sense that if there are
econom ¢ transactions out there that would take place and if
there are enough of those econom c transactions that it
could justify additions to the transm ssion system How do
we get that information? How do we nake a judgnent and who
is responsible for that?

MR. WLEY: |I'mnot sure who is responsible but
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I'"lIl answer the other part first. | think, when I |ook
around the southeast Florida, | don't see terrific fue
price differentials nowadays going on and then, | know that

| arge fuel price differentials is what spared us and Ceorgi a
to make t remendous i nvest ment s in our 500 KV
i nterconnections and |'ve just got to feel that the
participants in the market out there are going to see the
need, after a time, to do that. I'mjust a firmbeliever in
that type of a system Just a little history on the 500 KV.
I was a |large proponent, a really big proponent of 500 KV
whil e (inaudible) was built. I even lead a task force of
four conpanies in that state to try to get CGeorgia Power,
back then, a part of this other conpany to build 500 KV down
to us because we needed it for liability. We had very
little economc justification and obviously we could not
find an incentive for Georgia to conme to the table to build
down to us and that incentive did not cone until we saw sone
| arge price disparities between the market north of wus and
in Florida. And all of a sudden Georgia saw that and had an
incentive to come. So until we see people in Florida and
peopl e outside of Florida find the incentive to bring to the
table to nmake a |l arge investnment |ike that, then | guess it
won't get built until both sides have the incentives.
MS. JABER: Any other questions? Roberta.

MS. BASS: Thank you. | had some comments |'m
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going to be very brief in this. When the original SMD in

April was issued, it discussed regional state advisory
commttees. Over time that has changed a little bit with
the issuance of the Wite Paper. They are now call ed

Regi onal State Commttees and their roles and their specific
responsibilities have been nore defined. I guess our
continui ng concern would be how, because it is a regional
state conmttee, how those commttees would be structured,
how t hey woul d operate and how they would be staffed when
operating within a single state I1SO  such as G dFl orida.
And that was kind of the question that was posed to the next
presenters on Regional State Commttee. So I'll turn it
over to them Qur first presenter is M. Mke Naeve, who
again, is speaking on behalf of the GidFlorida applicants.
Following himwill be M. Ed Regan, he is from Gainesville
Regional Uilities and as nmunicipal utility and then M.
Mke Geen with the Florida Partnership for Affordable
Conpetitive Energy or (PACE). This is an organization that
represents several independent power producers. So, M.
Naeve.

MR. NAEVE: | think I'm speaking on behalf of the
GridFl orida applicants whi ch are t hensel ves largely
i nvestor-owned utilities. I think nmore than probably any
ot her group of market participants, investor-owned utilities

have a strong interest in snooth and consistent and seanl ess
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coordi nation between state and federal regulators. Regional
State Committees in nmy mnd serve a couple of functions and
one function they serve and it's an inportant function
potentially, is to elimnate differences in policies between
different states that are part of an RTO. So if you have a
multi-state RTO, there needs to be coordination anongst the
states, a device for bringing these states together to try
to develop system policies and approaches, siting and so
forth. If there is a Florida-only RTO, which 1is the
recommendation of the GidFlorida conpanies, then | think
that function becones |ess problematic. The second function
that these regional comittees can formis really try to
devel op snoother integration between federal policy and
state policy as well. And | think that is where the
opportunities present thenselves here as | say fromthe
point of view of +the regulated investor-owned utilities,
they have an interest in that in consistency in those
policies because obviously, to the extent there is a
di vergence in the view of state and federal regulators, we
are town between regulators and we can have policies in
whi ch we're asked by one regulator to go in one direction
then have difficulty recovering the cost for that novenment
from another regulator. There is a variety of ways in which
t he conmpani es could find thensel ves di sadvantaged. So, as a

general rule, we're strongly supportive of consistent
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policies and close integration cooperation. Now as | said,
we believe that Florida is the right geographic definition,
Peninsula Florida 1is the right geographic definition for an
RTO. GidFlorida is designed to fit that bill and we think
because it wuld be a single state enterprise, that the
Regi onal State Commttee would in fact be before the Public
Service Comm ssion and we don't see a need for there to--
we think in this case, the selection of the commttee and
the funding of the comittee and all of that is |ess
conpli cated because you don't have multiple states to deal
with and how one chooses anong the states and how one funds
a nulti-state enterprise and how you all ocate cost anong the
state, you develop cost. So, our recommendati on woul d be
that the Regional State Commttee would i ndeed be before the
Public Service Comm ssi on. W think that certainly
mnimzes the risk that there be different policies between
our state commttee and our state regulators. W'd |ike
there to be a uniformpolicy there. If in fact we npve in
this direction, and we believe that we should, that neans
that GidFlorida, as it's presently designed, needs to be
adjusted to our governance structure and other features of
GridFlorida need to be anended to factor in the role of the
Regional Committee wth respect to resource adequacy and
pl anning and rates and the other factors which in the Wite

Paper FERC identified for resource commttees. There are
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still difficult 1issues out there, jurisdictional issues
bet ween the Public Service Conm ssion and FERC and how t he
cooperation between the federal and state regulators in
practice can be achieved but again, our goal is to see as
much uniformty of view as possible because it nmkes life
better for us, to be candid. And | think that's probably
all 1'"Il say. There are a nunber of ways in which the
conpanies could be disadvantaged with respect to cost
recovery and others. If there is no uniformty of policy, |
don't think we need to go through all of those.

MS. JABER: Comm ssioners do you have any
gquesti ons before we nove on?

MS. BASS: Thank you. M. Regan.

MR. REGAN. Good norning. My nane is Ed Regan
and I'mthe Assistant General Manager for Strategic Planning
and Control Ar ea Servi ces for Gai nesvill e Regional
Utilities. I'"'m here actually representing the Florida
Muni ci pal Group, which is a group of four municipal electric
utilities, i ncl udi ng Lakel and Electric, the City of
Tal | ahassee, Kissimee Utility Authority, and Gainesville
Uilities. W are all vertically integrated generating sub-
serving utilities. W are not what you would consider
transm ssi on dependent wutilities but we are very concerned
and involved with the State grid for reliability and

econom c reasons. So, we have a vital interest in this
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whol e proceeding. We forned the Florida Muinicipal G oup
strictly as a vehicle for sharing information on our nenbers
and participating in the proceedings pursuant to the FERC
Order 2000. I'd like to begin by saying that we are open to
the idea of Regional State Committees as presented in the
Wi t e Paper. We envi sioned that they would be conprised of
public utility conm ssioners thenselves and we think that
that structure would have several inportant benefits, very
simlar to what M ke eluded to. They could enhance regional
pl anni ng, they would inprove coordination in the (inaudible)
formation process anong the various policies and we also
think they could have a valuable function in nmaking sure
that consunmer interests are represented in that whole
proceeding. As we read it, the White Paper has a very broad
range of advisor responsibility for the ROCs and this gives
them a special status as a stakeholder in all aspects of the
RTO formation. But what's new now is that the Wite Paper
doesn't need any RQOCs i's havi ng sone primary
responsibilities in a nunber of areas. |'d I|like to get to
that really quickly so that sonme of the comments related to
that. ROCs wll have primary responsibility over rate-
maki ng features, some of the key aspects of market design,
including license plate rates, post age stanp rates,
participant rolling funding and how to allocate transm ssion

ri ghts. ROCs wll have primary responsibilities for
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determ ning econonic criteria for enhancenent of the
transm ssi on system They wi | have primary
responsibilities for the standards and criteria for resource
adequacy and reliability and they wll have the primary
responsibility for determning the timng of inplenmentation
of the RTOs. Clearly, these are Kkey aspects of any RTO
proposal . This leads us to concern about the criteria that
the ROCs wll form their own governnments and voting
structure. We tal ked and tal ked quite a bit about that and
I guess comng from the nmunicipal world, we all know that
the Voting Commttee will tend to be nore efficient and nove
ahead with the agenda and get things done but a consensus
sort of formation tends to have nore opportunity to conme to
a wn-win solution but it takes a | ot |onger, usually. So,
we see this playing out in two arenas. 1In the GidFlorida
arena, as Mke eluded to, basically the Public Service

Conmmi ssi on, the Florida Public Service Conm ssion as one

commttee will be the ROC. 1It's not a big an issue as the
mul ti-state ROC. Maybe the reason why we are so worried or
thinking about this is one of our nmenbers has the

opportunity to be a nenber and C-Transit is considering it.
So we're |ooking at GidFlorida versus the C-Trans. So the
Publ i c Service Comm ssion could be participating in a nulti-
state and probably will be participating in a multi-state

RTO as well. Governance and structuring, that scenario is a
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| ot nmore critical and there is a sole but we think profound
provision in the first Wite Paper that we want to call to
attention as maybe sonething that need sone thought. Under
this provision, if your ROC is delayed in nmaking a decision,
t he sponsors of an RTO are directed to go straight to FERC
and so that sort of circuits the whole process and if the
ROCs are going to be effective, if they are not going to
rush to decisions and if they take a consensus approach, we
think that that part of the White Paper m ght be
probl emati c. We also came up with a couple of questions
about how a multi-state ROC would work in terns of its
precedence and governance. And our concern is related to
what if any rights and responsibilities are inplicated by a
public utility conm ssioner being involved in an ROC. For
exanmpl e, how woul d PSC Comm ssioners be designated to serve
as nmenbers of an ROC and yet preserve their full independent
review authority back honme in Florida? One extrene
interpretation that we've heard, not that we're suggesting
this, is that each state's PUC m ght have to have a full
evidentiary hearing on an issue before its adm ssible to the
ROC. That would certainly satisfy any concern. But the
bureaucracy boggles the inmagination and that could be a
problem So we think that's an issue that needs attenti on.
And the second one is, if the public utility comm ssioners

participating on ROC, they're representing very different
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ampunts of [|oad and custonmers in that particular RTO  And
dependi ng on how the voting -- 1is the wvoting going to be
wei ghted and it may really affect these influence, that for
instance the Florida Public Service Conm ssioner would have
in the RTO. And that is particularly inportant because we
think that in terms of the seans between various RTGOs and
the public wutility conm ssioners of the states where those
seans occur, really need to have strong words. W think, in
particular, we would like to see a structure form where the
Florida Public Service Comm ssion, for exanple, will be able
to prevent the adoption of any kind of a seans policy that
woul d be detrinmental to the continuation of the flow of
power between GCeorgia and Florida which is a very inportant
part of our market here in Florida. |In summary, we are open
to the proposal for the Regional State Conmttees and the
(i naudi ble) that would be divested to them We are
concerned about the potential consequences of the limts
based upon the ability of the nulti-state ROC to directly
manage the outcone of the RTO design because of the ability
to short circuit the process. And we think that the degree
of success of the ROCs will be directly dependent upon the
degree in which these issues are addressed and dealt with on
the front end. Thank you for your tinme this norning.

MS. JABER: Thank you M. Regan. Conm ssioners

do you have any questions before we nmove on? Comni ssioner
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Br ownel | .

MS. BROWNELL.: I want to take this opportunity,
and by the way you've brought up really interesting
gquestions and as we work through this, we appreciate the
t hought ful ness with which you approach it. We now have a
website on ROCs which you can link by going to the FERC
website and |ook at the evolution of ROCs in our
mar ket pl aces and | think it's interesting as we anti ci pat ed,
they are developing differently in each region of the
country. So it's a great exanple of regional differences
but I would encourage you to take a |ook and we' ve even
talked, I don't know if Steve is here, about having sone

kind of a chat room where people can bring up issues and

work through themas they are developing that. So |I'm not
sure where we are in that part. Steve not there yet, but
will be.

MS. BASS: Thank you very nmuch M. Regan for that
comment. And now M. M ke Green with PACE.

MR. GREEN:. Thank you Roberta. Chairman, 1I'm
glad to be here. | appreciate the opportunity to be here.
| share Chairman Jaber's surprise that Bill Wal ker didn't

wear a tie because he advised nme | did not need to wear a
tie. So the tie that you see on me now you will see in this
afternoon's session with M. John O when he gets up and

it's aredtie with blue and beige stripes on it, just to
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denonstrate the efficiency with which Florida PACE operates
with very little budget.
( LAUGHTER)

| probably keep ny comments fairly brief and try
not to repeat things that perhaps have al ready been said so
if I ranble a little bit, forgive ne a little bit. Florida
PACE represents several IPPs in state so there is no shock
to anyone. W are a very supportive, properly designed,
robust, conpetitive, wholesale nmarkets and we feel they
woul d be good for Florida consuners. Both the State and

FERC have critical roles in fostering that conpetition I

speak of in those conpetitive wholesale markets. FERC
cannot and should not do it alone. I think everybody
under stands that. Some neani ngful participation from State

regul ators through some regional state commttee nmakes a | ot
of sense. Properly structured regional state commttees
woul d seem to offer the nost cost-effective forumfor that
RTO or | SO deci sion-making process regardless of how broad
that RTOis. And as | share M ke Naeve's comment that if it
is only a Florida or only the Peninsula Florida's RTOs then
perhaps the "regional" state commttee is the PSC. I'l

probably offer one caveat to that in a mnute but that seens
to mke a lot of sense and that seens to be the npbst cost-
effective way to do it. | think the -- even if it is a one-

state RTO, the considerations and the, | guess el enents and
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eval uation and things that are nmentioned in the Wite Paper,
relative to region or state commttees would apply even to a
one-state commttee. | think they are good elenments to be
addressed on broader liability issues and | think even if
it's a one-state RTO, those el enments should be enbraced by a
one-state committee. "Il try not to -- | probably won't
give a | ot of answers but maybe give sonme gui di ng principles
on how | think the regional state commttee for Florida RTO
m ght evolve. The FERC White Paper appears to give broad
di scretion in det erm ni ng menmber partici pation,
organi zational structure and function as well as governance
on the other commttee. As | said, probably the PSC is the
right formof the committee but in whatever formthat is,
it's got to nake sure that the PSC or the Stats Conmttee in
Florida has truly nmeani ngful participation. If it's not
meani ngful, the game just won't work. | think the FERC
Whi t e Paper envisioning these commttees providing policies
and resource adequacy, transm ssion planning and cost
responsibility issues. | think I got those right. And t he
formation of a regional commttee |ook in Florida, assum ng
this is going to be a single state, Peninsula Florida RTO
system should continue and parallel with the formation of
the RTOitself. | don't think you should have to wait for
one to start to start thinking of how to establish the

interfaces that you will on the conmttee. | think they run
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parall el . PACE believes in effective whol esal e market nust
be, again, robust and have four bilateral markets working in
tandem with property function spot markets. And probably it
differ fromsome earlier coments. |'mnot sure Florida has
alot of those two elenents in today's whol esale market in
Florida. So, obviously PACE has an urgency to keep the bal

nmovi ng forward as quickly as possible, towards this
conpetitive whol esale market. M caveat | nentioned before
in the PSC, being on the Florida commttee, |I think is
per haps there is some prudency to having sonme representation
from the RTO to the north on this Florida regional
conmttee. As M. WIley nentioned earlier, I think the 500
KV line backbone into the State back into the 80's is
justified on the disparity of fuel prices but you had to
bring Georgia to the table, there had to be sonething in the
gane for themto cone to the table to make that occur.
There is clearly sone disparity in fuel prices today, sone
volatility that may or may not be worthy of review, but |
think to have a truly viable discussion on the possibility
of bringing nore transmssion into the State of Florida,
you've got to bring sonme representation into this committee
from Georgia. | guess another guiding principle 1 would
suggest on this interface between the federal governnent and
the State of Florida Regional Conmttee was that consistent

with the Sunshine laws of Florida that we would hope that



© 00 N oo o b~ W N P

N DN DN DD NN P PP PR, Rk
aa A W N P O © 00 N oo o0 M W N -, O

80

the Florida Commttee would have open neetings such that all
t he stakehol ders would be able to participate and give their
and/ or our views on the issues. Good decisions conmes from
the analysis of all the data and to ensure that all the
pl ayers have an opportunity to provide the Commttee with
this information seens to only make sense. And nost
inportantly, I'll encourage everybody at the table in front
of me just to make sure that the responsibility between FERC
and this State Committee or this Regi onal Committee,
whatever it turns out to be are crystal clear that the
interfaces are clear, the roles are clear, if clarity is not
achi eved, the consumers in the State will not benefit from
the conpetitive whol esal e narket because we wll be on a
continual re-look, re-clarification, re-definition of roles
and responsibilities and that won't be to the benefit of the
consumers. And with that I'll stop ny comments and thank
you for the opportunity.

MS. JABER: Thank you M. Green. Chai rman Wbod
and Conm ssioner Brownell, before we go to questions, |
wanted to summarize what the PSC has said in previous
comments related to the regional state commttees. First
we're pleased that you ve taken a second look at calling it
an Advisory Commttee because you nmmy recall one of the
comments we sent on to you is because we have jurisdiction,

ultimate jurisdiction over the retail rates, we felt |ike
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the PSC had to preserve the state jurisdiction that's been
given to us by the Legislature. So, we comrend you for that
and | think we envisioned also through those coments that
as it relates to GidFlorida, there would be an affirmtive
statenment that the PSC, would, in effect be the regional
state conmmttee or perhaps an acknow edgenent that a
regional state conmttee per se wasn't necessary as it
related to GidFlorida. So | hope that there 1is an
affirmati ve statenent related to that issue al one. But the
second request | have stens from sonething M. Regan said.
| thought he brought up an excellent point about figuring
out just how the Florida PSCwill interact with C Trans and
what ever regional state comnmttee cones out of C-Trans and
frankly, the Florida Conm ssioners internally needs to
di scuss that. | don't think we've even entertained how we
envi sion how that would work. But what | ask of you is a
conm tment that you encourage your staff and yourselves to
continue to work with us on that issue as we go forward. |
t hought that was a very good point that frankly, |
personally have not yet figured out and | ook forward to
di scussi ons anongst oursel ves about that. Conm ssi oners do
you have any questions or coments? Comm ssioner Davi dson.
MR. DAVI DSON: Thank you Chai r man. | have one
question for Mke Green. You were in the audience earlier

and you heard my question to Comm ssioner Clark and ny
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gquestion to you is, 1is there, in your opinion, a national
whol esal e energy market or only a |ocal whol esal e energy
mar ket ?

MR. GREEN. | think I was changing fromny tie
during that question but in answer to your question,
certainly there is a national whol esale market out there.
Fl orida doesn't get to participate in that national
whol esal e market very much due to transm ssion constraints.
You can bring in 2,000 negawatts/ 3,000 nmegawatt, it's got a
4,500 negawatts system A robust whol esale conpetitive
mar ket has |ots of buyers and lots of sellers. You have a
fair amount of buyers in Florida, you have very few sellers
in Florida and so, do you have a robust conpetitive
whol esal e market in Florida? You have the makings of one.
You don't have one today, in my opinion. s there a
nati onal whol esale market? Certainly there is. You bring
in energy from Georgia and as far away as PJM on certain
days. There is not nmuch flowto the north though. You
don't see many people wanting to displace the | ow cost coal
and nucl ear power in the southern systemwth sone higher
price natural gas overpowered generation on them on the
margin that's here. So nost of it flowing south fromthe
north but the market does exist. [It's not robust now in ny
opinion in Florida but there are possibilities.

MR. DAVI DSON: Thanks.
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MR. GREEN. Yes sir.

MS. JABER: Commi ssioners if there are no other
questions, how about we take a very short five-m nute break
that will allow the next panel group to conme on up and we'll
try to pick up on tine.

( BREAK)

MS. JABER: M. Dean, go ahead, get us started.

Panel three.

MR. DEAN. My nane is James Dean and this panel

is going to discuss participant funding. W have -- we're
really crunched for tinme so I1'Il keep my coments very
short. The Florida Public Service Conm ssion has filed

comments with respect to our position on participant
f undi ng, a number of dockets goi ng back to the
i nterconnection dockets where we first kind of -- our
thinking first started to develop on this topic. This
partici pant funding issue has not been taken up on any
formal docket so we as staff were also very interested to
hear what the parties have to say because we don't know what
people's position 1is on this. We have taken the position
that (inaudible) were paying nodels wth the appropriate
economic and transm ssion and financial rights, physical
rights associated with those upgrades is the preferred
nodel . We understand there is a |ot of gray area on what

kind of inprovenents are eligible, who wll nake the
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deci si ons. To address sone of those questions today, we

have with us three panelists. The first panelist we have is

M. Bill Ashburn, he is the Director of Pricing and
Fi nancial Analyst. He will be representing the GidFlorida
appl i cant. Qur second panelist is M. Bob WIlianms, who is

the Director of Engineering for the Florida Minicipal
El ectric Authority and then third, we have M. Tim Eves who
is Vice President of Mrketing and Sales for Calpine
Cor por ati on. And the three questions we posed to the
panelists are, first what type of transm ssion upgrade
shoul d be deenmed appropriate for participant funding,
second, who will decide which of these wupgrade wll be
partici pant funded, and third, what rights or benefits
accrue to those that are paying for such upgrades. |'l
turn it over to M. Ashburn for our first conments.

MR. ASHBURN: Thank you Jim Conm ssi oners ny
name is WIlliam Ashburn, [I'm Director of Pricing and
Financial Analysis for the Tanpa Electric Conpany. |'m
speaki ng on behalf the GidFlorida applicants regarding the
subj ect of participant funding. First, 1'd like to describe
our understandi ng of the concept of participant funding to
the GidFlorida applicants. The concept of participant
funding is applied to certain transm ssion expansion
projects that benefit only a certain party or parties. In

such cases, participant funding wll require that such
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expansi on projects be funded by those parties or parties in
exchange for acquiring the associated rights and benefits to
that transm ssion expansion project. Second, | want to make
it clear that the <current GidFlorida design does not
i nclude the concept of participant funding. |In the current
design, funding of transm ssion expansi on projects is

assumed to be made by transm ssion owners but the costs of

all new transm ssion expansion facilities are recovered
t hrough a systemw de transm ssion rate applied to all |oad.
Parti ci pant f undi ng concept ar ose national |y after

GidFlorida was first filed wth FERC and tal ked about at
the PSC, and is still evolving. The GidFlorida applicants
wanted to make it clear that the participant funding issue
has not been as pressing in Florida as it has been
apparently in the androgen southern conpanies regions. In
t hose areas, significant generation is being sited. To the
extent that generation is seeking to export power outside of
t hose systens, the cost of new transm ssion expansion to
accommodat e such power exports is an issue that participant
fundi ng has been put out to address. Wiile this has becone
an i nport ant i ssue national |y, t he geographic and
configuration of electrical system in Peninsula Florida,
which you have already heard about, makes it less |ikely
here that generation that sites here, could export any

signi ficant anount of power out up north. To ny know edge,
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t here have been no such large generation project sited in

Peninsula Florida with the min intent to export power out

of the Florida region. The GidFlorida design does,
however, include t he concept of enhanced facilities.
Enhanced facilities are defi ned in GidFlorida as

transm ssi on expansion facilities designed at the request of
customers, in excess of standard construction design.
Exanpl es of this mght be nore esthetic facilities such as
heavily | andscaped substations or facilities designed for
high reliability that is required to neet standard service.
In GidFlorida, the cost for enhanced facilities wll be
directly assi gned to t he custonmers requesting such
facilities. Al t hough the GidFlorida proposal does not
i nclude the concept of participant funding, the GidFlorida
appl i cants expects Gri dFl orida woul d adopt to changi ng FERC
policies and rules regarding pricing and assignnment of
expansi on costs as they devel oped over tine. So what are
the GidFlorida applicants current positions regarding
partici pant fundi ng? All  three applicants have taken
positions at FERC supporting that the cost of transm ssion
expansion required to interconnect new generators to the
Gid should be borne directly by those causing the need for
t hat expansi on. Al t hough direct assignnment of costs does
not directly i nplicate funding responsibilities, the

applicants al so support the funding of such should be the
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responsibility of the party to whomcosts are assigned.
Responsi bility of funding and costs of expansion projects
due to interconnecting new generation is only one conponent
of participant funding. Expansion projects for reduction of
congestion is anot her conponent that the GidFlorida
appl i cants have not specifically addressed. The Gi dFlorida
applicants and the other stakeholders in the GidFlorida
process have not had the opportunity to get together and
address this particular participant funding issues while we
are waiting for this (i naudi bl e) . The GidFlorida
applicants generally support the concept of participant
fundi ng, however, specific inmplenentation in the GidFl orida
proposal would have to be addressed in conjunction wth
associ ated issues such as planning, pricing, and market
design, which you will hear some nore about market design
| ater. Thank you. Thank you very nmuch.

MS. JABER: Commi ssioners are there any questions

at this point?

MR.  DEAN: Thank you M. Ashburn. Qur next
commenter will be Tim Eves of Cal pine.
MR. EVES: Well first, Chairmn Jaber and

Chai rman Wbod, Commi ssioners, it's ny pleasure to be hear in
front of you today and Jim | would Ilike to thank you for
inviting Calpine to participate on this panel because the

establishment of GridFlorida is critical to the devel opnent
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of a conpetitive market here in Florida, one that benefits
all the right players of the State, that w Il provide | ower
cost whol esal e power, enhanced systemreliability and reduce
the pollution in the air that we breathe. A little bit
about Cal pine. We're an independent power producer, we have
22,000 negawatts of combi ned power plants in operations with
sonme other 8,000 in construction, which nakes us by far the
| arges conbi ned cycle generator in the country. So it's

i nportant that we participate in these workshops. And ny

comments today therefore will be from the perspective of a
generator. 1'd like to start by saying that Cal pine is open
to participant funding. However, there are several very

i nportant structural conditions which are paranount and nust
be included in GidFl orida. The first wll be that the
control of the transm ssion system nust be transferred to an
i ndependent transm ssion operator. Transm ssi on deci si ons
must be renmoved fromthe vertically integrated utilities and
nove to the independent operator, who wll be in a better
position to nore fairly allocate cost associated with the
upgrades. Cal pine does not support participant funding if
the wvertically integrated wutilities mke the transn ssion
deci si ons, because they too are generation conpetitors and
have an incentive to discrimnate in determ ning what
upgrades are required and setting the costs associated with

t hose upgrades. The second inportant structural point is
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that the independent transm ssion operator nust conplete an
i nt egr at ed resource pl an, IRP, with input from al

interested parties, including the generators, |PPs, |QUs,
and the |load serving entities. Then the IRP nust identify
the nost cost-effective solutions to addressing congestion
and to nmeet ever-increasing | oads. The I RP process is
included in GidFlorida. The third point 1is that al

generation participants nust be treated equally and the
fourth point is that in the event of a generation solution
to congestion, all parties nust be allowed and encouraged to
make proposals on that specific location. If it is owned by
a utility and has been paid for by the rate payers. Jinis
first question was what type of transm ssion funding should
be deened appropriate -- what type of upgrade should be
deenmed appropriate for transm ssion participant funding? I
woul d say the participant funding means the beneficiaries of
t he upgrade pay. And of course, every upgrade needs to be
paid for. Therefore, | think the question is probably, who
is the beneficiary? That's a very conplex question. The
system benefits renoves suppliers who are attached to the
Gid. The system benefits from nore efficient and cost
effective power 1is permtted to displace nore expensive
generation. The system benefits from new cl eaner generation
facilities are operated, displacing all the wunits with

hi gher em ssions. But ignoring the conplex nature of



© 00 N oo o b~ W N P

N DN DN DD NN P PP PR, Rk
aa A W N P O © 00 N oo o0 M W N -, O

90

determ ning the beneficiaries, | would say there are sinply
two types of upgrades. One, it's required to address the
needs of the system that have been determ ned through the
| RP process to be necessary for system reliability or to
neet the needs of grow ng demands, and the second type of
upgrade, would be those wupgrades required to support a
specific generation project such as new |ines or upgrades of
an existing line. In the case of upgrades that the IRP
process determines are required, beneficiaries of these
upgrades are the system and the transm ssion operator should
pay and recover the costs through a roll in to their tariff.
And the cost of -- in the case of upgrades that support a
new generation facility, the owner of the facility benefits
and shoul d pay for the upgrades. Qur generation solution,

whet her they are built but an IPP or an 1 OU, nust be treated

identically. If the new facility requires transm ssion
upgrades, the owner of the plant nust bear the cost. If it
is determned that a specific existing 10U site will provide
a generation solution to congestion, then all interested

parties must be allowed to offer proposals to provide the
generation solution at that site. Because once again, the
site has been paid for by the rate payers and therefore
bel ongs to the rate payers. |[If a generation project is nore
effective than an 10U s proposed project, that nore

effective solution should be the one that we go forward
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with. The second question was, who decides which upgrades

will be participant funded? | would say quite sinmply, that

it is going to be the function of the independent
transm ssi on operator. As this is a very difficult
det erm nati on, it IS i nperative t hat a non-nmarket
partici pant makes this determ nation. | ndependence is

critical if the process is going to be fair and non-
di scrim natory. Today, the overwhelmng majority of
transm ssi on operators across the country, including here in
Florida, are vertically integrated utilities wth an
econom c interest in retaining their nmonopoly positions over
both transm ssion and generation. | mposition of unfair
financial burdens on IPPs is an effective for the vertical

integrated 10Us to mnim ze conpetition. There should be no

partici pant funding w thout independence. It's kind of a
tough decision listening to the other presenters and the
gquestions. There have been a couple questions. Chai r man

Wbod, you asked about the new bid process and Comm ssi oner
Davi dson you asked about RTO governance structure. | think,
you know, that point on independence really runs all the way
t hrough. All of our thoughts on all these things for this
really to be fair, the parties making the decision need to
be i ndependent. And the third question was, what rights or
benefits should accrue to those paying for the upgrades?

|'d say the answer is financial transm ssion rights. They
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shoul d accrue to the party who pays. However, it's a catch-
22 because an upgrade is required to get around a congested
poi nt . If you have an FPR across a congested point, then
your upgrade has val ue. Once you've paid for an upgrade,
you have reduced or elimnated the congestion, therefore
your financial transm ssion rights across that congested
poi nt has been mnimzed in value. However, even in the
case of uncertain valuable financial transm ssion right, we
do support they should accrue to a party paying. The
beneficiary who pays will receive the benefit, earning a
return on its investnment. |If it's a transm ssion operator,
then the transm ssion operator should be allowed by FERC to
earn a reasonable return on its investnent. |If it's a
generator, then the transm ssion wupgrade wll allowthe
generator to provide power to the system potentially
earning a return on its generation. | just once again |ike
to thank you for letting us participate on the panel and
| ook forward to working with FERC and the Florida Public
Service Comm ssion and all the stakeholders in designing and
i npl ementing GidFl orida.

MS. JABER. Do you have any questions at this
time? Thank you M. Eves.

MR. DEAN: Thank you. And our | ast speaker, and
I nmust apologize, is Bob WIllians and he is Director of

Engi neer for the Florida Miunicipal Power Agency. Bob.
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MR. W LLI AVS: Thank you Jim Yeah, we do have
anot her organization <called Florida Muni ci pal Electric
Association in the State and sone people do get it confused
and it's not unconmmon. | wanted to thank the Comm ssion for
inviting us to speak here and I'll try to nake nmy comments
brief since a lot of what's been said already by these two
before nme is part of what | was going to say. FMPA is a
muni ci pal transm ssion dependent utility that's responsible
for load in cities from Jacksonville Beach to Key West.
Transm ssi on dependent utility is an inmportant term of ours

in that we are depending on the transm ssion systens of

others to get our generation to our | oad. FMPA has
participated in transm ssion access i ssues since the
Agency's inception about 25 vyears ago. My comments today

were intended to cover three areas, answering the questions

inalittle different fashion that Jim asked. VWhat is
partici pant fundi ng? I think we've got sone good
definitions on the table for that. VWhat it is not and is

partici pant funding good for Florida? We provided sone
brief witten comments to the Commission and 1'Il try to
summari ze those here. Participant funding is a relatively
new concept and it's touted to solve problenms of sonme
transm ssion providers of other regions. The main argunment
is that -- that 1've seen, is, it's for through and out

transm ssion that raises rates within the region. W don't
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have nmuch through and out transmssion in Florida so
t herefore number one, it shows we m ght not need it unless
we get it tied to Cuba, maybe, | don't know. But, you never
can tell what is going to happen in the world. The
transm ssion lines that are supposedly going to be funded by
partici pant funding are those that | would quantify are not
needed by the integrated resource planning process of the
G i dFl ori da. The planning process is supposedly going to
give us the lines we need to reliably serve the |oad
generation in the region. | n exchange for providing that,
of course, the argument that you get the transm ssion
rights, but if there is no congestion, there may not be nuch
value in the rights. Participant funding is also tied of
course to market design and it's also tied to the need to
have an i ndependent regional transm ssion operator. One of
the things we see, the problenms we see with participant
funding is that in looking at the transmssion, and |I've
worked in this area for 35 years in all the different phases

of transmssion, it's difficult to identify the purpose,

effects, and beneficiaries day one. It's nmore difficult to
identify t he partici pants pur pose, effects, and
beneficiaries day 10. As tinme goes on and things change,

everything affects everything else in the transm ssion grid.
So it's just a really, really difficult problem One

example I'd witten down and I'lIl give it to you, the two
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500 KV lines from Georgia to Mam. One could argue that
those provided direct benefit to FPO custoners in the
generation in Mam, so that sounds |ike those are the
benefici ari es. One could also argue that those lines
provide a reliability benefit to others, even though they
couldn't use the lines, well they couldn't use them but they
got benefits. These lines were rolled in an FMPA, our
menmbers have paid their load ratio share of those |ines and
are paying those today. So, it's conplex. What participant
funding is not. W have sone serious concerns as a snal

player in this big game we're playing here of trying to
figure out howto change the business is that participant
funding is not an opportunity to avoid conparability.
Upgrades for load growth, new network resources nmnust be
treated equally for transm ssion owners and transni ssion
dependent utilities. Wthout that, we have no justice as
far as we are concerned. Partici pant funding is not an
expansi on of direct assignnment. Direct assignnments were
facilities that are not for the integrated grid and we have

definitions in the GidFlorida docunents to address direct

assignment facilities. Is participant funding good for
Fl ori da? Participant funding is designed for problens
Fl orida doesn't have. We don't have a flood of nerchant

generators that built here because there is fuel available

and we don't need them for our regional | oad. The
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generators don't seek to export out put and require
transm ssi on upgrades within our region. They build to sel

here, they don't build to sell elsewhere. Florida is an
i nport state, interestingly enough, if you turn participant
fundi ng around on the other side, it could nean that Florida
woul d have to pay nore for participant funding transn ssion
in Georgia if we were to build another coal plant in CGeorgia
to inport it to Florida. So we mght actually have to pay
nore if that were the case. W think it wunfortunate for
Florida certainly, it could be a step backward. It's an
unt ested concept and may wel | di scourage pronpt construction
of needed wupgrades. We are very concerned about the pronpt
construction of needed upgr ade and reliability be
mai nt ai ned. We think Florida |laws rul es already enphasize
approval of efficient nulti-purpose upgrades. Participant
funding will require the RTOto draw a bright |ine between
reliability upgrade and econom c upgrade. The 500 1|ines we

tal ked about a mnute ago, those were really desired on a

reliability basis, built on an economc basis. Interesting
fact. If the region doesn't need to build participant
funding lines, then how can a need be justified. | don't

see how a person can justify building a line in Florida with
our rules and regulations if it's not needed. | just don't
t hi nk it can happen. Building in generation our

transm ssion in Florida is already a very serious chall enge
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and participant funding we think will not make that easier.
More inportant to Florida is the adoption of a planning and
expansi on process that facilitates pronpt construction of
efficient, multi-purpose upgrades at the | owest cost to al
Fl ori da consuners and the environment. And again | woul d
like to thank you for inviting me.

MS. JABERR. M. Wllianms, just to follow up on
sonet hing you said and ask you a question that I'd |ike the
other two panelists to address as well. If FERC or sone
sort of Congr essi onal | egislation does require sone
definition of partici pant f undi ng, sonething that's
ultimately called partici pant funding, have you, the
i ndustry as a whole, thought about a collaborative sinlar
to the collaborative nechanismthat was used in the initial
GidFlorida proposal? And I'll tell you why |I'm asking that
gquestion. You acknow edge, and | don't think there is a | ot
of disagreenent wth you that the beneficiary is al
relative in the sense, where you are in the tineline of
upgrades, the beneficiary on day one may not be the
beneficiary on day 30th or year 10 for that matter and
ultimately, I'd like to think it's the retail rate payer
that is the beneficiary but I haven't, hopefully, none of
you are advocating that the customers foot the entire bill.
Is recognizing that it's all relative, then isn't there an

advantage to comng up with a consensus approach to how
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partici pant funding should be (1) defined, and (2) accounted
for?

MR. WLLIAMS: Well the sinple answer to that |
think is that the devil is in the details. | agree that we
ought to define it and work together on that and the
GidFlorida process that we had going in Florida and
unfortunately we lost a lot of nmonmentumon that. We made
very, very good progress comng together and working

col |l aborative to try to define the governance and the rules

of GidFl orida. | think we have a lot of work left to do
and this would be one of those issues that | think we could
addr ess.

MR. ASHBURN: | would echo that. | think what we

wanted to say in our comments was that the stakehol der
process had a I|ot of value in GidFlorida devel opment so
this is an issue that vyou could get keyed up for that
process and get all the m nds together working on it before
you come up with the real proposal.

MR. EVES: And we feel the same way. We al ways
participated in the collaborative process. W' ve seen sonme
good successes and we wll be right there working in that
process along with all the other stakehol ders.

MS. JABER: Comm ssioners do you have any
guestions? Okay, Chairnman Wod.

CHAI RMAN WOOD: | wanted to just have a short
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observation. This is probably the nost |ike (inaudible) and
many of the regions outside of Texas and, you know, you've
got to deal with howto pay for the interconnections in and
out of the state, which |I know actually was parking within a

case before so we're going to deal with soon but, finally,

but it is, it does seem like a great big solution |Iooking
for a problem It's just an observation. It think there
are sone definite things down on the -- | think you
mentioned and | remenber reading the original GidFlorida

docunment did have kind of a carved out |oaf of the supped up
enhanced facilities. 1Is that right? And then also did have
pretty clear rules on direct assignnments that | think nost
people in the country would agree are the right ways to go.
You know, | would just say this m ght be one vyou all think
|l ong and hard about, you really need to go through that.
It's an option | can tell you FERC won't mandate it anywhere
we've made pretty clear in the Wiite Paper that sonme region
of the country mght want it and a |ot of regions may not.
We're going to | eave that up to regional choice and so, that
st akehol der process would be very hel pful wth the guidance
of the Conmmi ssion, | think kind of whatever you all come up
with is what it's going to be. But it is inmportant for
transm ssion planning and expansion which | knowis a state
growing at this pace is going to need sonmewhere down the

l'ine. That it be decided in advance with sonme certainty.
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This is how a transm ssion project wuld get paid for, you
know, in the com ng decade here in Florida. So an answer is
10 tinmes nore inportant than exactly what it is.

MR. ASHBURN: Chai rman Wbod | woul d just add that
t he stakehol der process here included the PSC and staff as
well so that was very beneficial.

CHAI RMAN WOOQD: G eat .

MS. JABER: Thank you Chairman Wod. M. Ashburn
since you're here, I need you to clarify something for the
record because | don't want to | eave the FERC Comm ssioners
with the wunderstanding that we are not doing whol esale
econom c sales. The question | asked earlier, | think we
need to clarify. l'"m not talking about the old broker
system sales. As | understand it, we ordered |ast year that
it the 10OUs reach a certain threshold, |ooking at a three-
year average, we've directed a sharing nmechanismthat's
80/ 20. Woul d you elaborate on that? And then we're going
to take a one-hour |unch break.

MR.  ASHBURN: That's correct Chairman Jaber.
Al t hough the ruling was that we would |ook at a rolling
t hree-year average of what our un-separated off system sales
and purchases would be, 1look at the profits fromour off
system sales in that three-year average. To the extent in
any particular year we exceeded average nunber, we woul d

share 80/20 with that anmount in above of the three-year



© 00 N oo o b~ W N P

N DN DN DD NN P PP PR, Rk
aa A W N P O © 00 N oo o0 M W N -, O

101

aver age.

MS. JABER: And it's the custoners that receive
80%

MR. ASHBURN: That's correct, 80% for custoners
and 20% t he conpany retains.

MS. JABER: And that's -- the custoners receive
that benefit through a <credit during our fuel clause
proceedi ng each year, is that right?

MR. ASHBURN: Ri ght . The 80% is flowed back to
rate fares through the fuel cost.

MS. JABER:. And I'mputting you on the spot but
my final question is, as | recall from |last vyear's
proceeding, that's a significant nunmber in ternms of what
goes back to the customers.

MR. ASHBURN: It has been in the past. | nmean
now there is this three-year average and the three-year
average anmount 100% wll go back to rate fares so it's
probably even better, fromthe rate fares perspective.

MS. JABER:. Commi ssioners, if you don't have any
ot her questions, let's take a one hour lunch break, we'l
cone back here at 1:30. Thank you.

MS. JABER: For the record, | want to take the
opportunity to remnd the panelists because the court
reporter has rem nded ne appropriately so that I need each

panelist to identify hinself/herself for the record before
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starting to speak. And let's see, JimDean | think you are
going to be the noderator for the market design panel. So
|l et's go ahead and get started on that panel.

MR. DEAN: Thank you Chairman. As you heard
earlier this norning, as part of the process, the Florida
Public Service Comm ssion in the approval of the GidFl orida
docket agreed wth the conpany's use of a nunber of market
design features. Anong these features that we initially
approved were the wuse of balanced schedul ed and physi cal
transm ssion rights and that this would be an appropriate
foundation to nove gradually to a nore conpetitive nmarket.
However, the Conmm ssion disagreed with the use of the nmarket
clearing prices as proposed in the original GidFlorida
filing and instead required that you adopt, a get what you
bid approach to these services. Many interveners to the
proceedi ngs suggested that market design issues such as
transm ssion rights, market power and market clearing prices
should be addressed by the FERC. On July 2nd, the
GidFlorida conpanies filed a revision to their market
desi gn which would i ncorporate some of the new features as
pr oposed in t he SMD (i naudible) including financial
transm ssion rights, |ocation marginal pricing, a voluntary
day ahead and real tinme markets w th unbal ances schedul es
and market clearing prices with a portion of the gain and

the sales being returned to the utilities. These itens were
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not formally voted on and the PSC set these issues for a
hearing pursuant to the order. One additional area that
requires thought is the timng of the nmarket nonitor
function and the level of detail that would be established
prior to the operation of GidFlorida. Today we have three
panelists that are going to talk about sonme of these market
design issues as GidFlorida noves forward. The three
panelists today have been asked to address the follow ng
gquestions. One, what are the day one recomended market
services that should be included in GidFlorida? Question
two, how are transmi ssion rights to be allocated initially
and on a going forward basis? And third, what |evels of
mar ket nonitoring should be in place prior to the day one

operation of GridFlorida? OQur three panelists joining us at

the table today is M. Geg Ranon. He is wth Tanpa
Electric Conmpany but wll be speaking on behalf of Gid
Florida applicants. (/g Ramon is the Director of

Transm ssion Policy at Tanpa Electric. The second speaker
is M. John Or of Reliant Energy. John is the Director of
Asset Commercialization for Reliant and then our third
speaker is Tim Wodbury, he is Vice President of Strategic
Services for Sem nole Electric Cooperative. And our first
speaker will be Geg Ranon.

MR. RAMON: Good afternoon Conm ssioners. \%%

name is Geg Ranon. |I'm Director of Transm ssion Policy for
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Tanpa Electric. |'m speaking on behalf of the GidFlorida
applicants regarding the subject of market design. The
GidFlorida nmarket design has been a 1long and arduous
j our ney t hr ough uncani bal (phoneti c) applicants and
st akehol der neetings and |'ve bought John and Ti m breakfast
and lunch and Tim even brought m ne one tinme. The subject
is contentious and enoti onal because we are designing a new
set of market with significant inplications on reliability
and business. Sone of the unforgettable debates or nore
unforgettable debates <concern the subjects of bal ance,
schedul es, hierarchical control area, flow gates wth the
use of physical rights versus L& and financial rights, a
payers bid versus market clearing prices, real time and day
ahead markets, capacity markets, and Tim s favorite subject,
mar ket power .

MS. JABER: \What was your second one?

MR. RAMON: Hierarchical control area. The first
m | est one in this j our ney was the original design
conditionally approved by the FERC and then later by the
Florida Public Service Conmmission in their Decenmber 2000
order which consisted of balance schedules, a flow gate,
it's own congestion nmodel, the physical transm ssion right
were we would allocate to existing users and auction off
excess rights. And that consisted of the hierarchical

control area and a regional-wi de real tine bal ancing market.
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The second mlestone in our journey was an alternative
GidFlorida market design filed by the applicants with the
Florida Conm ssion on Septenmber 19th of |ast year with a
petition and testinony. This design is pending before the
Fl ori da Conm ssion and would require a hearing. The Florida
Public Service Comm ssion will require prior approval before
changi ng significant aspects of the original nmarket design,
namely the change fromflow gates and physical rights, and
changes to the bal ance schedul e requi renents and payers bid
pricing. The major factors that | ead the applicants to file
an alternative market design was the issuance of FERC s SMD
proposal and the May 29, 2002 Florida Comm ssion workshop on
GidFlorida conpliance plan where there were nunerous
st akehol der concerns. And as nentioned sonetine before, and
"Il be brief, the pending market design is based on the
follow ng six principles. The use of nodal or LMP, pricing
with financial rights, voluntary day ahead and real tine
mar kets, where we had nechanisns to protect against undue
reliance on the real time market. The third principle, the
mar ket clearing prices paid on a nodal basis and substanti al
portion of gains allocated to retail custonmers. The fourth
principle will be nmechanisns to ensure resource adequacy and
that nechanism would be consistent with the Florida
Conmi ssion's planning reserve requirenents and there woul d

be an allocation of those reserve margin requirenents to
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i ndi vidual |oad serving entities. The fifth principle is
the allocation of financial transm ssion rights to existing
users and an annual reallocation for new resources and |oad
gr owt h. And sixth, but certainly not |east, market power
mtigation neasures and the market nmonitor tariff and rules
would be in place before the market goes live. In this
journey, we've had this interlude here of over sone great
anmount of nmonths with the Florida Suprenme Court process and
changes at FERC and possibly nationally in Congress. So
many events had, and are, as we speak, transpiring at FERC
and possibly in Congress, which may yet again inpact the
GridFl orida whol esale mar ket  desi gn. A couple quick
exanpl es. One exanple is that the FERC on the SMD proposa

subsequently we had an option and working papers cone out on

that with nore flexibility for the regions. There was
i ssuance of transm ssion incentive pricing. Al'l that has
happened since we filed the alternative market design. The

applicants' major nessage today froma nmarket design is that
subject to the Florida Conm ssion's direction, we will again
review the pending nmarket design and any other design
changes, such as the participant funding that was di scussed
in the previous panel. The GridFl orida market design next
steps would be for the GidFlorida conpanies to evaluate
mar ket design in the 1light of the change in direction,

flexibility and conditions and the flexibility nmentioned
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bef ore about the FERC White Paper. W all know the devil is

in the detail and the good G idFlorida conpanies wll and
should develop the detail nmarket Iline and market power
mtigation detail rules which will be subject to the Florida
Commi ssion rule which we wll then ultimately file with

FERC. So the GridFlorida breakfasts, |unches, and religi ous
debates will continue but we should not despair because we
are reinventing whol esal e conpetition in Florida and in the
nation and we nmust be diligent and take necessary tinme to
evolve the market structure. In Florida we have the
advantage of electric isolation and market stability during
the last two years of unprecedented problens but also gains
in the nation with the introduction of conpetition and we
feel fortunate at this juncture to be assimlating the
i ndustry experience and |look forward to continuing the good
Florida journey. This concludes ny remarks and | would be
glad to answer any questions.

MS. JABER: Thank you M. Ranon. Conmi ssioners
do you have questions? At the end, okay. M. Or, is that
t he next speaker Jinf

MR. ORR: Hello I'"m John Orr with Reliant Energy

and first of all, et me thank you for inviting nme to speak
to you, I'm very honored to get to speak to all the
Comm ssi oners plus from FERC and the FPSC and | just wanted

to et you know that even though it's difficult sometines to
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get to Tallahassee, | always |ook forward to con ng down
here and neeting with you all. First let me start off wth
a couple things before 1 -- 1'm going to answer the

questions directly that Jimnentioned and the first thing I
want to do is tal k about two, just kind of overall concepts
here that | want to nake sure get out on the table. First
is, you know, there is a lot of talk about, or concern,

think here about junping off the cliff and to LPM day two
mar ket and into what we call a fancy market design right off
the gate here. And we don't need to do that necessarily.
That's not been done in other places. | mean PJM didn't
start there, MSOisn't there yet. New England didn't start
there, New York -- everybody kind of goes through a
transition. So, transition is good and it's okay and what
you want to build in as Conm ssioners |I think, is a place to
st op. You want to make sure that you have your finger on
t he pulse here where you get to the point that you're
confortable and that things are working and that you' ve got

t he benefits for your consunmers on a consistent tineline

here, is what | would say. And so what |'m saying in
essence here is, it's okay to go slow, it's okay to get us
off the ground and do what | call the transitional period

where you turn over control of the transm ssion assets here
in Florida and operate under what | would <call 888 style

world. Which is effectively what M SO is doing right now
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and all the priorities are done. We're not asking you to
t hrow everything out the wi ndow here and start over froma
day one type structure. The second thing is, all the RTGs
that | know of so far, in their devel opnment have essentially
al | owed. There are people who want to be vertically
i ntegrated and have a regulatory structure in place in their
state to continue to exist and function in that structure.
Whi ch means that if you have things |like the capacity narket
that Greg nentioned, or if you have things |ike FTRs or day
ahead market, none of the existing RTOs bar people from
doing essentially what | call bilateral transactions with
t henmsel ves. And so you can -- what you want to do is make
sure that vyou build this RTO here in Florida, if you don't
want to have, I'm going to say retail conpetition, if you
don't want to go there, which is fine, what you want to do
is build the vehicles within the RTOthat will allow you to
essentially replicate your structure at the retail I|evel
t hat you have today. And so, the question comes wup, if you
start thinking about that, well why do | want to do this RTO
t hen, you know? What good would it do nme if |I'm not heading
down that path? Well, | think there is one big thing. And,
you Kknow, this gets back to why does this matter to
consunmers then? Well, what this does, is it gives the
regul ators another tool in their toolbox, because you' ve

created a transparent market where you know you're getting
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t he best deal for your consunmers here in Florida. That's
the bottomline of this, is we create transparency in a real
market. | think you heard M ke Green's answer to an earlier

gquestion today where, you know, the market is not very

robust. It's kind of thin. Bilateral is hard to -- | want
to use the word police -- vyou know, kind of hard to know
what's going on there. | think there was a question asked
of M. WIley wearlier, well do vyou track that bilateral

mar ket ? And the answer was, well no, we really don't have
t hat information. RTO get you out of a lot of that. You
get a very good picture of what's going on and what the
alternatives available to your consuners are. |In addition
to, you get tools to manage the risks consunmer face going
forward and that neans tools that are technol ogical and
financial. So | wanted to enphasize those two points, it's
okay to go slow and kind of, you can replicate the services
if you don't want to junp to retail on the table. Because
they have been kind of overlooked in earlier discussions
here today and we were all around that map. Okay, so now
"1l answer the questions that were laid out. The first one
was, what are the day one recommended market services that
should be included in GidFlorida? 1'mgoing to clarify
definitionally sonmething here. Most places call day one the
888 style world that | referred to and that normally include

sonething like an 888 type oasis admnistration, security
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coordination provided by the single entity transitioning
fromnmulti control areas systens to a single control area
type system The RTO or whatever we want to call this
entity becomes the provider of last resort for inbalance
energy. May run an i nbal ance market accept bids and offers
for that as well as other ancillary services they go
procure. They do congestion managenent in today's world
using TLR, not sone market base nechanism And t hen what
they really do is, they're really providing the back stop of
what | call bilateral market coordination outside of the--
t hrough facilitating scheduling, which is outside of running
a centralized market. So they are they transm ssion
adm ni strators and operators, that's the big picture way of
| ooking at this. So that's what | call day. So in ny mnd
what happen is, if you go to enter that world and then, the
timeline, kind of a noderately aggressive tineline |I'd say
is a year to 18 nonths into that and all during the time
that you've been in that world, what you do is you work on
what | call your day two market design and that day two

mar ket design | think needs to have these things and we can

di scuss it, at your discretion of course, you know, why you
want these things but "Il just kind of list them off. Day
ahead and r eal time energy nmarkets, L&P congestion

managenent with a market clearing price nmechanism not a

payers bid nmechanism |[|If you' re going to have a safety net
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bid cap, kind of a price cap on offers and the |ike, you
need a resource adequacy provision which can be addressed in
a market construct wth vyour -- that sync up wth the

requirenments that you inpose as a state comm ssion for

reserve. | think this is very consistent wth what the
White Paper has said about RSCs will set resource adequacy
| evel s and have a big hand in that role. So you get to

control how nuch reserves you carry on the books here in
Florida essentially. And the reason | say the day ahead in
this resource adequacy is, people think this is because this

is about giving fixed cost back to people that invested in

the market, in light of mtigation and price caps. Well
that's partially true and it is, that is a feature that
falls out of this. The primary reason you want this, and

you want to put these two things together is because it

encourages forward contracting and Ilimts the volatility
that will occur in real tinme and the price spikes that none
of this roomwant to live with. |Is that putting people into

the forward market nmkes them plan ahead and encourages

behavior that wll limt prices in real time getting out of
control. So that time is up. Sone other features of day
two that | will quickly reel off here are, | think you want

to simultaneously optimze your market for both energy
ancillary services and congestion nanagenent and the reason

why and | think this has actually happened in New York is
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that you're not careful when vyou design this. You can
create arbitrage and opportunities for people to capture the
arbitrage between the energy market and certain forns of
that ancillary services nmarket particularly the spinning
reserve market. Kind of technical but inportant to think
about that as you're constructing this day two market, you
need to string these things together to elimnate those
arbitrage opportunities. The last thing -- the other two
items in day two, | would say you need sone type of RMR
There is many levels to this. You're going to have to
address the issue of ||ocalized market power. People do it
with contracts, people do it wth proxy, new economc
anal ysi s. There are a |lot of ways of slicing this piece of
bread and cone out wth sonething, sonething we need to
address. How nmuch of this you have here in Florida, remains
to be seen.

MS. JABER: Tell nme what RMR is.

MR ORR: Oh, |I'msorry.

MS. JABER. It's okay. | think soneone else
doesn't know.

MR. ORR: It is -- 1 call that reliability must
run but the easy way to think about that, that's a very
specialized term that people came up with for the situation
in California, wunits in California that had to be run to

keep the Ilights on. They were the only alternatives so
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therefore there wasn't conpetition to offset them They
knew they had to have them so by definition they had market
power in a very localized area. The last thing is, | think,
you've got to have reactive and black start services in this
market. they are real things that you need, especially in
light of the fact you're in Florida with hurricanes and
adverse weat her conditions at tinmes and | think the easiest
way to deal with that at the outset of day two is you dea

with that via contracts. That's how PJM has handed that up
to this point. Now, I'll junp to the next question. How
are transm ssion rights to be allocated initially and on a
going forward basis? Before |I say anything else, |I'm going
to say, this is a day two issue. W don't have to fall on
our sword right now about this. Nobody in the room does and
the first thing is, you don't have to junp off the cliff if
you're not confortable either. All right. This goes there
too and that is, | agree with these folks here that out of
t he gate, you ought to allocate these transm ssion rights to
existing firmusers of the system and we'll <call this FTRs
and peopl e ought to get basically what they have. Now, that
is subject to one Ilimtation and that is a sinultaneous
feasibility test which neans that if you're going to do
financial transm ssion rights, what you're nmaking sure is
that the potter dollars that are collected via congestion

charges is equal to the potter dollar or roughly equal



© 00 N oo o b~ W N P

N DN DN DD NN P PP PR, Rk
aa A W N P O © 00 N oo o0 M W N -, O

115

because it never works out equally the way the math of L&P
cones out, that you have enough dollars in it to pay back
peopl e that are hedged. What |'m saying here, to sinmplify
nore is, you don't want to oversell the systemwth FTRs.
You want to hand out nmore FTRs that you can cover with the
energy market, the math of the energy market. So you have
to do this test so that you' re not handing out nore than you
can actually cover from a hedge perspective. And t hi nk
about that. That neans you don't want to sell people hedges
that aren't really hedges and then have to socialize the
hedging that you did, because you didn't do yourself any
good then if you did that. Now, that said, that out of the
gate, I think going forward to realize the full benefit so
the RTO, what you have to do is auction these but the big
hang up that a I|ot of folks have, |Ilike my friend sitting
next to nme here, M. Wodbury, | know the nunis have
expressed this to ne in here in Florida is, well how do

know what to bid in this auction for these things? wel |,
that's the reason | say, you don't junp out of the gate and
do this. You establish a L&P price history, you conme up
with basis differentials, you see where the congestions are,
people will start getting a feel for what the value of these
items are going forward. And that's the reason | say that
you shoul d go ahead and hand them out and do an allocation

at the gate but you should work towards an auction at sonme
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point so that you are sending long term price signals so
t hat peopl e know  where t he site generation, site
transm ssion and are able to hedge thenselves on a going
forward basis. The | ast topic that was asked was, what are
the levels of market nonitoring that should be in place
prior to the day one operations of GidFlorida? | think the
day one that | described, the 888 style world, what you want
is a market nmonitor that is doing three things, well really
four things. One, they' re nonitoring the conduct of all the
sellers in the market, they' re nonitoring the conduct of al

t he buyers in the market, and they are nonitoring the RTO
itself for things that produce anonalies in the market, that
are not consistent with true econom c results. That's what
you want t hem doing in what | call day one oasis
adm ni stration 888 world. The other thing you want them
doing during that time is being an active participant in
reviewi ng the market design. Now | realize there problens
with having themsit at the table and design the market hat
they are going to be the ones that are going to kind of
provide your initial level of screening and oversight, but
what you don't want is something to be really nmessed up by
t he coll aborative, say ambng us three sitting here at the
table. And then you guys go approve it and what happens is,
the market nmonitor comes back and say, |'ve got a big

problemwith this. So you want to build in some nmechani sm
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that as you're developing day two, the market nonitor is
forced to be involved enough to at least be sone check on
that before it comes to you, | think. The last thing is, in
day two, the market nmonitor | think, this is the principle |
would apply, 1is that any mtigation mechani sm should be
obj ectively applied, there needs to be an objective test
that is defined ahead of tinme which is conducted on an
extant basis and they should allow to send whatever
mechani sms you pick as mtigation mechanisns, they need to
allow the market to send the proper price signal both in
times of surplus and in times of scarcity. They need to

make sure that they have nmechanisns to reflect that

directly. If you don't, you wll not send the right
i nvestnent signals long term Thank you. That's ny
coments.

MS. JABER: Comm ssi oners, questions at this

poi nt? COCkay, M. Dean.
MR. DEAN: Qur |ast speaker will be TimWodbury

of Sem nol e.

MR. VOODBURY: Madam Chai rman, M. Chairman
Comm ssi oners, | appreciate the opportunity to be here. For
the record nmy name is Tim Wodbury, |I'm Vice President of

Strategic Services for Sem nole Electric Cooperative. Well,
in my younger days | received sone advance training in the

di smal science. I'"'m not here today to talk to you as a
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mar ket theoretician, but instead as a senior utility
managenment representative that represents a consumer-owned
conpany that represents roughly 10% of the consumers in the
State of Florida. | come to you wth alnmpst 25 years of
utility experience in this State and |I have fought the good
fight as some of nmy friends in the audience wll know
relative to transm ssion access and | have been heavily
i nvol ved in acquisition of power supply for ny Cooperative.
As the State Conmm ssion knows, we have been very active in
that area in terns of our bidding program As a Cooperative
representative, I come to you with a consuner perspective.
| realize that it is with the consuners' interest at heart
that the Florida Regulatory Conm ssion has pursued solving
certain problens through the thru market mechanisns and |
appl aud the notivation. But | am hear to sound the warning
that wi thout a proper foundation, market based solutions in
Florida wll Ilikely do nore harmthan good and consuners
will suffer the consequences. Expressed differently, the
i npl ementation of market-based solutions in Florida wthout
significant changes to the existing business environnent is
tantanmount to, if | can use a boxing analogy, |leading with
the consuners' chin. M conpany is a transm ssion dependent
utility. We are also active in the whol esal e power supply
acqui sition business. W' ve got roughly 50% of our nenbers’

needs, capacity needs are wth purchases from non-Sem nol e
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owned resources. We support whol esale conpetition and
wel come the developnent of a vibrant whol esale market in
this State. Having said this though, we've got to
understand that we've got a |long way to go before this dream
can becone a reality in this state since there exists mgjor
obstacles to the establishnment of such a market. Pancake
transm ssi on charges, bal kani zed transm ssion planning, |ack
of independence of transm ssion ownership, |legislative
barriers to entry, which you heard about this norning. They
weren't characterized as barriers to entry but that's what
they are. Regi onal i nterface capability, limted,
extrenely. Hi gh market concentration ratios for market
dom nant suppliers and the absence of price responsive
demand, all serve to nmke this state a poor proving ground
for experinents in market making. Whol esal e conpetition
will not come to this state with the touch of a regul atory
wand. As we've seen in other parts of the country, the
wong kind of touch in that regard can have pretty poor
consequences for consumers. We nust take neasured steps in
nmoving forward to conpetitive wholesale markets in this
State. In short, we nust think things through. We' ve got
to crawl before we walk, we've got to walk before we run

And npost inportant of all, we shouldn't Ilead wth the
consunmers' chin by attenpting to apply market nmechanisnms in

an environnment where reason and judgnment would suggest that
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failure is inevitable. Well then what needs to be done?
First, we need to change our thinking about a sinultaneous
or close to simultaneous comencenent of RTO operations in
mar ket - based nmechani sns to congesti on managenent and
generation services. W need to stop thinking in terns of a
day one, day two approach with day two occurring within one
year as the Wite Paper seens to suggest, as | read the
white paper, looking at approximtely one year post the
i npl ementation in RTO, | think we need to | eave that date
open and we need to look and see how the nmarket in the
particular area that vyou're talking about has devel oped.
Whet her the structure is really there to accompdate day two

but it shouldn't be hard wired. Regarding day one, an RTO

has been needed in Florida for sone time now. I I ove
tal ki ng about RTOGs. |'"ve been doing it in this State now
for too nmany years. An RTO will, through centralized

regional planning, provide a solid foundation for the
devel opnent of a sound transm ssion infrastructure. That's
a necessary prerequisite for greater reliance on market
forces for pricing generation services. An RTO will also
help ensure that all users of the system are treated
conparably and will provide wth grater clarity, the rules
of the road -- regarding the rules of the road for new
entrance and existing users of the grid. By treating al

transm ssion owners on a conparable basis with regard to
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transm ssion credits. An RTO will encourage participation
by all transm ssion owners of the State. An RTOw Il also

elimnate pancaking of transm ssion which results in

generation related i nefficiencies and hi gher cost to
consunmers. All these features of an RTOw Il help <create a
busi ness environment that will encourage, or at |east not

di scourage as the current system does new generation

i nvestnent to the State. Where do we stand with regard to
an RTO in Florida? Well, several years go, | thought we
were getting close. The Federal Deregul ation Comm ssion

provi sionally approved the GidFlorida order on WMarch 28,
2001, that order has been pending rehearing since April of
2001. In the meanti me, the Florida Public Service
Commi ssion reviewed that sane filing as we heard earlier
t oday, reached some conclusions in terns of approving an RTO
with some significant nodifications to what had been filed
at FERC, essentially creating a not-for-profit 1SO rather
than a for profit Transco. So at the present, we appear to
have dueling RTOs; one at FERC and one at the Florida Public
Servi ce Conmi ssi on. More inportantly, neither one of them
is going anywhere fast. Sem nole believes that it is
i nperative at this juncture for both the FERC and the FPOC
to proceed cooperatively and with a sense of urgency to
ensure that the RTO becones operational in Florida wthout

any further delay. Regarding day two. The question is what
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needs to be done before we seek to establish conpetitive
mar ket for generation services? First and forenost, market
power in Florida nust be addressed. The State is now
dom nated by two giant sellers of power, they control

roughly 60% of the generation in Peninsula Florida and |
realize dealing wth that issue poses significant |ega

concerns, they're very conplicated. But the bottomline is,
is that there is really no way for markets to function
efficiently wth such concentrations of power, until at
| east they renove or are substantially mtigated. Secondly,
t he evolution of conpetitive whol esale markets will continue
to be hanpered by the Florida Power Plant Siting Act
effective prohi bition of hi ghly ef ficient mer chant
generation. The elimnation of barriers to entry is another
prerequisite for the inplenentation of market-based pricing
mechani sms in the State. Third, the existing transm ssion
infrastructure in the State including the alnobst non-
exi sting inport capability into Florida. We heard earlier
that it was roughly 45%of 3,600. | think it -- |I'm going
to have to talk to our marketers, the people who work for
me, because we think it's only around 400 negawatts that
we're tal king about, being able to get, but even if it was
half of the 3,600, you' re talking about a 40,000 negawatt
systemin Florida. So let's say that you ve got 1,500

nmegawatts that you can play with through the interface. |
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think we're splitting hairs as to whether it's 400 or 1, 500.
1,500 is one year's load growh for the State, so it's
really not worth tal king about. So we do have to |ook at
the infrastructure of the State and see what can be done to
inprove it. And while it is true that the State does work
in terns of trying to nake sure that the transm ssion system
is structured properly for the way the State 1is currently
configured, as M. Wley talked about, |I don't know how
robust it is when we're tal king about opening up entry and
getting a lot of new market players into the State.
Finally, price response of demand nechanisms need to be
established so that consuners are not forced to be price
takers in the market. W thout these fundanental changes, we
don't think that markets wll work effectively in Florida.
A related concern goes to the effectiveness of behavi oral
rules to prevent the wuse and abuse of market power.
Consunmers have to be protected against abuses of market
power and other anti-conpetitive behavior. W can't afford
any death star, get short, ricochet, Ilet's not forget fat
boy or other «creatively named schenes designed to gain
markets and wultimately defraud consuners. In recent
comments to FERC, we hear of certain large sellers
contending it will all be well if we get greater clarity and
specificity regarding the applicable behavioral rules. If

we' ve | earned anything fromthe experiences el sewhere in the
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country 1is that sonme market participants see it as their
fiduciary responsibility to their owners to exploit any and
every crack in the applicable rules in order to enhance
their bottomlines. Mre detail just nean they have to work
harder to finding the <cracks but find themthey will. The
sinple fact of the matter is that the conpetitive nmarkets
are very conplex creatures and we are sinply not snart
enough to think of all the behavioral rules that will be
required to ensure that firms with market power behave as if
t hey did not have such power. That is why we need the
functionally conpetitive markets to discipline behavior.
And while behavioral rules may be a necessary supplenment,
t hey cannot replace having |arge nunber of sellers in the
mar ket, each with no ability to properly set prices through
econom ¢ or other forms of withholding or to engage in what
has been termed other fornms of felonious market behavior.
The Federal Trade Conm ssion submtted on August 28, 2003 in
FERC docket ELO1 118 nmde &essentially the same points as
follows and |I'mquoting fromthe Federal Trade Comm ssion:
"We recogni ze that the m sconduct of sone suppliers in the
western energy markets in 2000/2001 may notivate FERC to
i npose additional behavioral rules on these and other
el ectrical power narketers. Nonet hel ess, we urge FERC not
to lose site of the goal of developing structurally

conpetitive markets. Long experiences has thought antitrust
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enforcers that conpetitive nmarkets that exhibit ease of
entry are nore |likely, than behavioral rules inposed on
mar ket participants to protect consuners and result in
efficient pricing output and investnent." In brief while
Florida is ready for an RTO, it is far from ready fromthe
ki nds of markets being pronoted in standard market design
and we inmplore the Conm ssions not to inpose any sort of
mar ket oriented approach to resolving congestion or
establishing market clearing prices for generation services
until these serious prices that |I have noted earlier have
been addressed. The FERC correctly observed that the outset
of its April 28, 2003 Wiite Paper, that its core m ssion,
" mquoting fromthat White Paper, "Its core m ssion under
the Federal Power Act is to achieve wholesale electricity
mar ket s that produce just and reasonable prices and work for
consumers. " Clearly Florida is not ready for reliance on
markets if just and reasonable rates are the desire, and |
m ght add the required outcone. Standard market design, as
nost recently discussed in FERC s White Paper, while it may
work in other areas of the country, will not work in Florida
until circunstances have changed dramatically and market
power mitigation, frequently nmentioned in the Wiite Paper is
as inmportant aspect of market will not suffice in Florida.
As long as Florida remins an electrical island, with two

dom nant generating sellers and a | egislative prohibition of
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mer chant pl ant conpetition, the problemis way beyond market
power mitigation. The problemis that wthout |egislative
change, permtting conpetitive nmerchant plants to be built
wi t hout an independent examnation of +the need for new
infrastructure that m ght, anong other things permt greater
reliance on inports from the north, wthout price response
of demand, in other words, wthout the rudinents of a
conpetitive market, market power mtigation is a meaningless
term The FERC s \White Paper recognize the uni que needs of
the Pacific Northwest. | inplore you to recognize also the
uni que needs of the State of Florida. Having said this, |
want to reiterate Semnole's long-term support for FERC s
RTO initiative and sinply remnd it that RTOs can be of
great value even if inplement prior to the inplenmentation of
whol esal e nmar ket s. Don't throw the baby out with the bath
water. The fact that Florida is not ready for reliance on
whol esal e markets on day one to produce just and reasonabl e
rates, does not nmean that it is not past ready for RTO
i npl ementation to acconplish many of the goals set forth in
Order 2000 in the White Paper. Thank you.

VS. JABER: Thank you (/g Wbodbury.
Comm ssi oners do you have questions?

MS. BROWNELL.: | do. M. Wbodbury. Thank you
for your thoughtful coments. I just want to clarify and

make sure | understand that given kind of the various
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barriers you see to a fully devel oped market, you never the
less still support the developnent of an RTOwth the
transparency that begins and ends maybe sone or all of the
provisions that John articulated as a day one set of
responsibilities for the RTO and then sone period of time
| onger than a year but shorter than ny lifetime to get to
the evolving market as I assune sone of the other fixes
happen in terms of |legislation of whatever. Does that
correctly characterize your position?

MR. WOODBURY: | think there are several fronts
we have to nove on. Get the RTO up and running. |It's ready
to go. We just have to choose which one we're going to
i npl ement now. We've got a very good governance structure
up at FERC that | think the investor-owned utilities and the
rest of wus around the table worked really hard on and I
t hi nk nost people are pretty confortable wth that. Let's
get the RTO up and running. Let's look -- things that are
beyond your control are the inperious (phonetic) entry that
we deal with legislatively. That's sonething we've got to
try to deal with here. Once you get that RTO up and
running, you can get an independent | ook, an independent
| ook at how the transm ssion infrastructure is in this State
to see how it could accommpdate that. Get a market nonitor
up and running. Get them |l ooking at the markets in Florida

to see what has to be done to put in the rudinents for an
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effective market so what when day two cones, as John said,
you don't have to rush to day two, we can get a |ot of the
benefits of the an RTO in place right away and let the
mar kets come |later when we're pretty confident that we're
not going to be Ileading wth consuners' chins. That's
basically my approach

MS. JABER: I think, and | don't want to speak
for the rest of the Comm ssion and Pat can certainly speak
up for hinmself, that's pretty nmuch the nessage that we're
hear to deliver, that the evolution need not take a lifetine
because there are points of vulnerability and cost issues
involved in that but that's exactly what we're suggesting
and what the White Paper envisioned. Perhaps not with the
clarity that we would |iKke. We're only surprised that we
haven't made it as clear as we would like it to be but --

MR. WOODBURY: We read that into the White Paper.
We did see alnobst a hard wiring of a one year date but it

was, you know, obviously you're in a prelimnary stages with

regard to what the final rule would look |ike but we're
cautioning that - don't hard wire that date. G ve nmarkets a
time to develop and they' Il work thensel ves out. There are

a lot of notivation.
CHAI RMAN WOOD: | want to just echo Nora. | nean
|'"ve heard fromall of you as |1've heard today and also

informally offline wth nmy colleagues and also with sone of
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the market folks here, the sequencing needs to happen
differently here and I think |I've second her point that, and
it sounds to nme |like there is a pretty close, if not
directly overlapping link between those (inaudible) specific
John, Timand Greg you all got your filings and what have
you so you probably are constrained a little bit by what you
can say there but the day one approach, let's worry about
the transm ssion infrastructure business. The energy
mar kets, half of standard market design will come when it's
ready to come but you're right, don't nake it worse by
sticking it on an organization that's not ready for it, and
you said it as articulate as anybody |I've heard in ny two
years on the job so thank you. But, you're right, I checked
your site to the one here and |I thought, | know that's not
in there. That is overridden by our difference to the RSC
about what the schedule, the cost benefit of when certain
terms are inplenented but | apologize for that being there
because we had tal ked about that |long and hard that really
one of the changes we wanted to make based on the coments
we heard from Florida and fromothers, was the need to step

these in according not to an arbitrary tinmeline, but to,

well, as we say in 271 on the phone site, step it on
according to what you see in the nmarketpl ace. So we are
commtted to that and | know | can speak for our third

col | eague on that issue too.
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MS. BROWNELL: But we will surely do a better job
t han nunmber 271 on the phone site, | prom se you

CHAI RMAN  WOOD: Bad phone joke for you energy
guys.

MS. JABER: Conm ssioners, FERC Comm ssioners, if

| can put you on the spot a little bit as it relates to this

panel because these are the issues that we all have to
revisit in due course and since we're in the spirit of
making affirmative statenents, | wonder if | can get greedy

and ask where the other areas of state flexibility m ght be
and certainly with your pending proceeding, you may not be
able to do this but soneone nade reference to dueling RTGs,
and again as it relates to the FERC rulemaking, we have
GridFl orida in terns of gover nance and FERC had
conditionally approved that. So can we at |east put to rest
for ourselves, for the state conm ssioners but also for the
i ndustry as a whole that we really are | ooking at

GidFl orida as approved by the PSC.

CHAI RMAN  WOOD: Yes, | think we've got -- the
reason why there has not been a rehearing -- and John or
Tim | think Tim said it, right, I mean, we' re not done.

And these folks are wonderfully comrunicating what's going
on in Florida but shortly after that, | guess it was after
t he big southeast nediation in the summer of "O01, it becane

clear to us that sone aspects of GidFlorida nmay change. So
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rather than, quite frankly, we're lazy, doing a rehearing
won't matter. We just will wait until it's updated, noot the
old rehearing and base it on what the current proposal is.
So the current proposal, | would hope, and it's really up to
t he Comm ssion here | eadership, but as you guys now have the
remand back from the Supreme Court and it's back to the
State Conmm ssion there, that you all, | hope we can provide
sone w sdom here today but give you sonme gui dance about
where we are on FERC, as our policy, particularly on the
White Paper, really represents where we are, can conme back
build on what you've got, take the greatest tits of what you
did file earlier and what you did file late, work that out
with the Comm ssion. W' Il be here participating with staff
hel p and from comm ssioners to help that effort, but 1'd say
get that through here and then at that point, it wll be a
while 1ot weasier for wus to take it and say everybody in
Florida has come to accommodati ons on where they want this
RTOto be, at |east where they are today and maybe |l ay the
ground work for what criteria should be set for, you know,
future evolutions in that market. What shoul d gui de t hat
evolution and to bring that, and will hopefully build it as
soon as possible so all those regulatory issues get out of
t he way and the business issues can cone forward.

MS. JABER: As it relates to standard market

design, | know that sone of the concerns raised by our own
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state conm ssion and other state conmi ssions in the industry
and the consuner advocates has been, it's not a one-size-
fits-all approach and |I've heard each of you as you speak
informally or in public settings, recognize that it is not a

one-size-fits-all approach. As it relates to GidFlorida,

is there a coment you would I|ike to nmake -- and actually
subsequent to the Wiite Paper, | think you did issue
sonet hing that says, you recognize regional differences. |Is

t here any other feedbacks you would want to give us or the
i ndustry in that regard?

CHAI RMAN WOOD: I think we did put out a piece
and what Lila was referring to was on July 7th, we had, it
was actually particularly for the Mdwest, Comm ssioners
there who were just formng their regional state committee
and it's a large region, | don't know, about a dozen or so
states and the just wanted sone thoughts okay, the Wite
Paper, thank God it was readable, 20 pages but at sonme stage
you do want sone detail and what have we |earned, what has
FERC | earned fromits experiences across the country. And
so, this paper that's on our web page, went out on July 7th
and said, we took the eight elenments of the sub-platform on
the White Paper and said, here is what we've seen, here are
sone options that the staff generated that Commi ssioners can
consi der when they're looking at narket design issues and

want to weigh in -- again it's not an exclusive paper, but
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it's meant to kind of stinulate discussion in each region.
And the audience was not just the Mdwest, that was the
predi cating event, but | think fromwhat |I've heard back is
that people found it to be relatively detailed and pretty
hel pful as to -- at least what we've |earned across the
country. Because | nowit's hard to |ook at every other
region in the country when you' re putting one together, but
we wanted to offer sonme of the guidance fromthe M dwest,
Nort heast, the West, what we've seen in the Southeast, there
are a |ot of what you hard between what G eg nentioned and
what John nentioned on day one/day two is pretty nmuch what

we heard in Atlanta about what the C-Trans proponents are

proposing, look a lot |ike the conbinations of day one and
day two. Of  course, they had issues unresolved about
timeline. But |I mean the general market structure was very
simlar to a lot of the things that we saw in the refiling

of GidFlorida and in what John as articulating a few
noment s ago. So | mean the greatest tips is that we are
learning. | think our initial -- as | nmentioned this
nor ni ng, one of the things we're trying to put out there is,
let's not make these m stakes agai n. Let's learn fromit,
let's learn from what we did wong in California, let's
learn fromwhat's going right elsewhere and what's going so
so el sewhere and see if we <can get it better. But that's

what standard market design was all about and again, as
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anended by the White Paper, that's where | hope we are still
and | quite frankly think you all here have a real
opportunity to kind of take that and run with it and we want
to support you all the way on that.

MS. BROWNELL: Let me just echo and give you the
cautionary tale. We approved California on the basis of
regional differences. So when you | ook at regiona
di fferences, nake sure they're real and vyou're being
di sciplined and you're not in any way, and | don't get that

sense, conpronm sing those core principles, which is, as Pat

said, what SMD was all about. Reliability, customer
benefit, independence, independence, independence, and true
operational control, which I t hi nk we' ve seen sone

variations on that thenme which nmay have sone inpacts that we
didn't anticipate and I think we'll see nore about that in
the com ng nonths. So, regional flexibility is terrific but

it nmust be based on the realities of your nmarketplace and

not on the wsh Ilist of any one particular part of the
sector. Because there is a cost to regional differences as
we' ve seen in seans. So, be surgical about those regional

differences and certainly there are unique circunstances
here but just make sure you understand the inpact of those
deci si ons.

MS. JABER: Thank you.

CHAI RMAN WOOD: And that's why | brought up the
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surrounded on the north by that

think to <consider their

timelines as you go forward with

i ssues, |ike

are being resolved by sone really

show up in the first place.

MS. JABER
woul d |ike to have, |
t he past, relates to
exerci sing unintentionally or
rate

rates and retail

take an opportunity to
concern has
we start accepting al
away our retail

CHAI RMAN WOOQD:
addressed in the White Paper.
fromit because we did spend

about this anong the three

Pursuant to Order 888, t he

jurisdiction over whol esal e

since you

Okay.

know it's cone

perhaps a

comment on that and

of the SMD proposals. Are
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were going to be really

market, it's real helpful |

proposed mar ket design and their

yours so that those seans

we saw between New York and New Engl and, which

hard ironing, don't ever

The final clarification
up in our coments in

m s-concept of FERC

not, jurisdiction over retail

structure and | wonder if you would

agai n, the

stemmed from narket design in the sense that if

we gi ving

rate jurisdiction?

This was the first issue that we

Let me just actually quote

quote a bit of tine talking
of wus at the Conmm ssion.
Conmmi ssion currently asserts

transm ssi on service and

unbundl ed retail transm ssion service by public utilities.
In the final rule, with respect to bundled retail service,
which is where this SMD Wiite Paper is going, we wll
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continue our existing practice for RTGs and 1S0Os of
di stingui shing between the non-price terns and conditions of
transm ssion service and the rates for transm ssion service.
As we've discussed in Appendix A, which was in your nice
not ebook here for us, the non-price terns and conditions of
the RTOs tariff will apply equally to all users, including
t hose who take service to neet their obligations to serve
the bundled retail custoners. However, the Comm ssion will
not assert jurisdiction over the transm ssion rate conponent
of bundled retail service, thereby avoiding unintended
issues raised by a new assertion of jurisdiction. I n
English, everybody takes service under the GidFlorida
tariff. The co-op, the conpetitor, the traditional utility,
the nmuni. So the service is provided on a non-
di scrim natory basis because everybody is taking GidFlroida
transm ssi on service. Now those services we get today to
you, you want to decide how those transm ssion rights are
all ocated. Again, that's one we've indicated we'll defer to
the regional state conmttee for the guidance on that. |
think you heard pretty clear from John, you don't really get
to that issue until you get to quite a bit nore mature
mar ket and | would agree, based on nmy experience in Ercon
(phonetic) and elsewhere in t he country that those
all ocation issues while inportant, do not really show up as

what | call headaches until you get to the day two narket
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and you do a L& or market-based congestion rights, for
exanple. But that's our interest. Qur interest are in
saying the non-right ternms and conditions are that everybody
operates under the sanme rules of the road. How you fol ks
want to set your retail rate, how you folks want to actually
deci de how cost to be allocated, we want to defer to that.
Strong deference to that, although ultimately if there is a
conpetitor, like say we heard in sone other states that are
concerned, then okay if the RSC says we're going to allocate
cost this way and they nake a deci sion. Do | ever get ny
day in court? As a legal matter, yes. This came up in our
di scussions with the Southwest power pool comm ssioners.
What we saidis we want the RTOto file what the regional
state conmmttee has agreed would be the cost participant
fundi ng, take that as an issue, then you nake a decision as
to how new transm ssions are going to be paid for. That's
filed by the RTO but sonmebody m ght not agree with that. So
we' ve got, under section 205 of our Power Act, listen to
t hose comments. Yes | think there is a very strong
rebuttabl e presunption that what the RTO file is just and

reasonable but people do have the right to nake that

argunment for those issues. That has nothing to do with
rates though. That rule has a lot to do with the ternms and
conditions of the service, apart fromrates. But we want ed

to nmake sure that the rate issue -- and recognize the
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downsi de of us disclaimng jurisdiction over the rate is
that -- and | know that's not the case here -- but if there
wer e reasonabl e punitive conm ssion involved, then it could
result in a utility not getting sufficient cost recovery to
make their investnment. In which case, we know they just
won't invest anynmore in transm ssion. But that's nore of a
case with nmultiple states where you m ght have Stat A saying
well, I'"'m not going to let you pass through anynore than X
and State B, you know, doing the proportionate share, wel
the utility as a whole is not going to make its revenue. So
that's the downside of wus disclaimng jurisdiction is that
protection that is generally been afforded to utilities on
their transm ssion tariffs but we thought it was inportant
to do that in the interest of working with the states, that
the states do handle rates pretty darn well from ny
experience and that's really why we wanted to not thread
into that water.
VS. JABER: Thank you (/g Chai r man

Comm ssioners do you have any other questions? Okay, now
you need to catch a flight so | wanted to take an
opportunity, and my coll eagues agreed to thank you for being
here. We really appreciate your input. We appreciate the
trek to Tallahassee. It isn't easy to get in and out of
Tal | ahassee, but we are awfully glad that you canme and

willing to dialogue as always. So | appreciate it. Have a
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safe flight and come back.

MS. BROWNELL.: Thank you. It was great to be
her e. We will because we m ss downtown, which | gather is
beautiful, so it's may be tough to get here, but it was
worth the trip and this is the best neeting rooml've ever
been in.

MS. JABER: Well great.

MS. BROWNELL: Thank you one and all.

MS. JABER: Thank you. Okay Jim you want to
take us into the next panel? Jennifer, go ahead.

MS. BRUBAKER: Good afternoon. ['"'m Jennifer
Brubaker with the Comm ssion staff. We've heard today a
little bit about the origination and current status of

GidFlorida and I1"mhere to make just a few brief comrents

about the next steps. No so much in ternms of substance,
nore in terns of procedure. That's within the context of
the existing GidFlorida docket. The first and nost

i mmedi ate step that we've discussed is to take in the
i nformation, especially what we've heard today, and have the
comm ssion staff nmeet with the stakeholders to talk about
that and di scuss what the possible outcone of that
information is going to be. W anticipate neeting with the
st akehol ders within the next few weeks of conclusion of this
neeting and certainly, when | time and place is selected, a

notice will be issued to that effect. Hopeful ly, at the
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neeting, we can kind of continue the collaborative process
we begun with the initial step of GidFlorida, and whether
the outcone is to pursue and informal resolution of any
out standi ng di sputes or whether it's to continue with the
previ ously schedul ed adm ni strative hearing track, that wl|
be up for discussion | think at that time and the
information we gather at that time, | think wll help set
the timeframes and guidelines as to how this docket wll
continue and resolve itself. There are some other matters
which | expect wll possibly influence and informthe
continuing evolution of GidFlorida. Sonme of which has
actually been touched on briefly today. For exanple in his
openi ng coments this norning, Chairmn Wod nentioned that
there are currently scheduled through the end of the year,
three additional conferences, | believe San Francisco, New
York, and Phoenix are the locations and staff has al ways
found that nonitoring these conferences whether they are
specific to GidFlorida or to other RTGOs, we gather very
i nportant information that hel ps us understand the goals and
issues that are involved in formng RTOs and so we will be
continuing, and | expect the stakeholders will also continue
to nonitor these conferences and to glean fromthemthe
information that wmy be wuseful 1in helping us continue
devel opnent of GridFlorida. Also of imrediate inportance is

the energy bill and there are other related |egislation
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pendi ng in Washi ngton. Again, devel opnent of l|legislation is
expected to inpact the future of GidFlorida so we wl]l
continue to nonitor that and take it into account as we
continue our process here in Florida at the Conm ssion. And
al so of note are the repercussions of the northeast
bl ackouts of August 14 and 15. I believe Governor Bush
recently expressed his concerns on behalf of the State to
the U.S. Departnent of Energy regarding these blackouts that
Fl ori da be al | owed to ensure sufficient generation
transm ssion to provide safe, reliable service to Florida's
consuners at the |owest reasonable cost. And | also
understand that the FERC is working wth the Departnment of
Energy to investigate the -events, which contributed to the
August bl ackouts. And so, with this in mnd, it nay be
prudent to address the types of concerns raised by the event
to see how that plays into the developnment of GridFlorida.
And certainly the staff hopes and anticipates that the next
weeks and nonths wll help and be instructive in that
regard. Wth that said, 1'd like to introduce M. Ken
Hof f man who is here on behalf of the GidFlorida applicants
and to afford him the opportunity to offer any additional
comments he may wish to nake or if 1it's a preference to go
ahead and open the floor up for further discussion to take
gquestions. This section will be a little different. Some

of the other topics of discussion we' ve had where we've
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tal ked about where we've been and where we are, what we're
really looking at at this point is an anticipate of where we
go from here and whether that's in terns of substance, which
we may not really know until the procedure kicks into effect
alittle further and we reconvene the process the with the
st akehol ders. You know, it's ny hope personally, that the
guestions and comrents we receive today wll help inform
both the process, as well as the substance and with that --
MS. JABER: M. Hoffman, let me interject here,
really for the benefit of the Florida Comm ssioners. You
may recall Comm ssioners on the prehearing office are on the
GidFl orida docket. | have asked staff not to bring nme an
order revising the hearing schedule until they' ve net with
the industry and the consuner advocates and all of the
stakehol ders in the original proceeding because |I1'd really
like to have the benefit of that input before we detern ne
what the appropriate hearing schedule is. Wat | envisioned
is that everyone cooperates to the full extent possible M.
Hof fman as | know you will and you've done it in the past,
to make the hearing schedule be as realistic as possible, if
any. That's why | asked the question about consensus early
on and col |l aboration. MW hope is that the collaborative
process start up again as it relates to market design and
sone of those issues that we discussed today. So, | want

you to know I'm not |ooking for an order in the next nonth
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or two, on the other hand, in the next nonth or two, |I'm
| ooki ng for a very col | aborati ve, fully infornmed,
facilitative role that has industry, consuner advocate,
PSC' s staff, perhaps FERC staff and anyone else that's
consi dered a stakeholder in the process. And staff to
report back to us on how those neetings are going and how
the dialogue is before any sort of decision is nade on

starting the hearing process again. M. Hoffman.

MR. HOFFMAN: Comm ssi oners, Chairman Wod, ny
name i s Ken Hof f man. I have the honor of appearing on
behalf of the applicants this afternoon. | can be very
brief because | can begin by stating that I concur with your

comments and approach and | concur with everything that Ms.
Brubaker had to say on behalf of staff. | can add very
briefly just this, that the GidFlorida conpanies wi sh to
maxi m ze the benefits of the discussion that has taken pl ace
t oday. You' ve heard sonme very interesting and intriguing

comments and | personally think that the dialogue has been

producti ve. Just by way of exanple, whether it's on state
regional conmmttees, M. Naeve pointed out that iif the
Comm ssion fulfills that role, it would appear that we need

to consider amendnments to the GidFlorida governance
structure and perhaps other features of GidFlorida. M.
Ranmon in his GidFlorida market design presentation rem nded

you that it's probably appropriate for the conmpanies to go
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back and eval uate what has been put on the table in |ight of
the flexibility that FERC is now affording under its Wite
Paper . M. Wodburn, in a very thorough presentation
poi nted out that when you | ook at inmplenentation of an RTO
take for exanple the prospect of the market nonitor. \What
are the costs that may be involved in inplenmenting a market
nmoni tor and what market would the market nonitor market.
Wwuld the costs outweigh the benefits? And of course |
agreed with what staff has said. Staff has pointed out to
you that there are a nunber of related court proceedings,
conferences, that will be held, not to nention of course,
the potential for energy |egislation before Congress. So,
all of that said, the GridFlorida conpanies believe that it
is appropriate to step back and digest what we' ve heard
today and ask the staff to use its good resources to convene
a neeting of the parties and give us a chance to tal k about
what issues are on the table and what issues are not on the
table in light of the time that has passed since the appeal.
What are the pending notions that remain to be resolved and
basically from a procedural standpoint, where we go from
here. So, | think that is the essence of what M. Brubaker
was recommendi ng and from the G&GidFlorida conpanies'
perspective, we support that.

MR. DEASON: You nentioned the appeal and that's

sonmething | guess at sonme point we're going to have to
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di scuss and any comments on that | would appreciate it. \%%
understanding is that the decision was basically not to nake
a decision now, that it's premature, it's not right for a
deci sion and that, depending on the results of the process
from here, there may be a future appeal. O course we don't
know that wuntil that time conmes but have you given that any
t hought? Are you anticipating an appeal at sone future
time? And what's the timefranme surrounding that?

MR. HOFFMAN: The only thing | can say in respond
to that Conm ssioner Deason is | interpreted the court's
order to basically say, to the office of public council who
t ook that appeal. As office of public council, we' re not
going to make a decision on the nerits of the issues that
you brought before us. But our preference would be that the
Public Service Comm ssion not take a pieceneal approach to
the GridFlorida dockets. So we're going to send your issue
back wi thout any waive of your rights to take an appeal and
at some point in the future, when the proceeding is
conpl eted, you public council, or for that matter, any ot her
partici pating substantially affected party, they wsh to
take an appeal. Now, | would expect Comm ssion Deason that
that may take place follow ng the issuance of a final order
in this proceeding. But |I will say, Conm ssioner, that | do
have sonme concern that | think that this at some point need

to be discussed with staff. We do have an order that was
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i ssued Septenmber 8th on the reconsideration notions.
Technically, that would be an appeal able order, and so |
don't think any of the parties want to stunble over the fact
that that's an appeal able order. So perhaps that may need
to be discussed anmongst the parties and staff.

MS. JABER. M. Hoffman, | got the inpression
that the court viewed it, and | think our legal staff viewed
it this way, whether it was the order that was initially
appeal ed or t he Septenber 8th order that they were
interlocutory in nature, that it really didn't dispose of
t he proceeding and therefore non-final in action and, you
know, while |I recognize --

MR. HOFFMAN: | think you're right.

MS. JABER: Vhile | recognize conpanies or public
council may appeal the final decision that is dispositive of
the proceeding, but isn't it a fair characterization that
the court | ooked at it as interlocutory in nature?

MR. HOFFMAN: Yes and | think the court was
basically saying wi thout saying it, not yet. Go back and
let the Public Service Comm ssion conplete this proceeding
and i f anyone has an appeal that they wsh to |odge, we'l
take it up at that tine.

MS. JABER: Comm ssi oners, any other questions?
Thank you M. Hoffnman. | think what 1'd like to do now

Roberta is go to public input and then we'll cone back to
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Conmm ssi oner dialogue. As | understand it, |I'maware of two
entities that want to speak, JEA and M. Zanbo | believe,
right, on behalf of the CoGen (phonetic)?

MS. BASS: Yes, those are the two that | know
about . | haven't spoken with anyone el se but I know t hose
two expressed an interest in maki ng coments.

MS. JABER: Okay, JEA

MR. PARA: Thank you for letting me speak. 1I'm
Bud Para, Director of Government Relations for JEA, JEA is
the municipal electric wutility that serves the City of
Jacksonville, Florida. I'm going to coment on three
t hi ngs. l"d like to respond to a question that Chairnman
Whod asked earlier about JEA and comment on the status of
GidFlorida and a suggestion for next steps. Chai rman Wbod
you asked out the JEA outage |ast year m ght have been
different if JEA had been in C-Trans instead of in the FRCC
FRCC did conme to our aid, they cane effectively and did
exactly as they were expected. We think they did a good
job, they helped us. W think that if we had been under a-
- if there had been a C-Trans security coordinator at that
time and we had been in C-Trans, we don't see how C-Trans
coul d have done any better than FRCC and certainly in the
short run, we've been wth the FRCC conpanies for ever and
C-Trans would have a lot of learning to do, so certainly our

operators would be very nervous about trading to any ot her
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security coordinator. JEA of course sets at the interface
bet ween two proposed RTGs, C-Trans and GridFlorida. And JEA
is attenpting to be actively involved in the devel opnment of
both of those RTOs. However, while C-Trans is inclusive of
different utility ownership forms, GidFlorida is purposely
excl usi ve. Wthin CTrans, JEA is one of four nunicipals,
three investor-owned utilities, and two cooperatives who are
t he sponsors of C-Trans and you see the nanmes of all nine of
these utilities on the FERC dockets on C-Trans. Thi s
diversity makes it harder for us to make decisions. Either
there is nore people around the table with nore different
things to consider and it takes a lot |onger than we would
like it to. However, we think that would result in a very
robust RTO design and one that can be supported by all the
different segments of our industry. In contrast, the
GridFl orida applicants have chosen to [imt full
participation to the three investor-owned wutilities in
Peninsula Florida, and to those three 10OUs only. Although
JEA has repeated asked to be accepted as a co-applicant,
GidFlorida has refused. Jacksonville is a part of Florida
and we're a charter nmenber of the FRCC. JEA would prefer to
be in a properly constituted RTOw th the rest of Florida.
However, we are not likely to join a RTOthat is designed
solely by the I10Us, not if we have another choice. And JEA,

unli ke nost of the utilities in Florida, has another choice.
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JEA owns and operates significant transm ssion in Florida,
69, 132, 230, and 500 KV, including about one-third of
Florida's total transm ssion inport capability. The next
step for GidFlorida in our opinion should be to accept that
the 10OUs are not the only owners of transm ssion in Florida
and that all owners of significant transm ssion should be
invited to join, in particular, JEA should be a co-applicant
in GidFlorida. And once again, we ask the GidFlorida
conpanies to invite us in. Thank you.

MS. JABER: Chairman Wod.

CHAI RMAN WOOD: Well, that naturally invites nme
to ask if there is someone from GidFlorida who would |ike
to may be pipe in as to why they aren't. M. Naeve.

MR. NAEVE: | think this may depend on --

MS. JABER: ldentify your self for the record.

MR. NAEVE: M ke Naeve on behalf of the
GidFlorida conpanies. | think it depends on the definition
of what it means to be in. GidFlorida was designed for all
transm ssion owners to be in it. And indeed, it was
structured in a way for all transm ssion owners to
contribute their assets to the RTO and participate in the
RTO. | think what we're hearing here is that JEA wants to
be an applicant who files with FERC under section 205 for
transfer and control of their assets. But JEA is a non-

jurisdictional entity so what the structure of the process
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in Florida | think is, positionally identical to where it's
been in every other part of the country, except perhaps C-
Trans where the transm ssion owners have been the ones who
made the filings because they are the jurisdictional entity
so they file previously under 203 and 205, now maybe under
205. But those are the jurisdictional entities mnmaking the
filings and the non-jurisdictional entities have not mde
filings. One of the concerns we've always had, or | think
JEA has had in this process is that they own a substanti al
pi ece of the interface as does Florida Power and Light and
ot her conpani es. Wth respect to the jurisdictional owners
of the interface, their rates are subject to FERC
jurisdiction on the cost of service basis. JEA s rates are
not subject to FERC s jurisdiction and they perceive a
mar ket value for their share of the interface. And t hey
would like to structure rates so that they get to capture
t hat market value as opposed to having cost regul ated rates
in the process. So that's been kind of a stunbling block to
their participation, but | don't think that there is any
basis for saying that the GidFlorida was designed in any
way to exclude nunicipal-owned participants or co-ops, or
for that matter, anybody. And indeed, one of the features
of GidFlorida is that it would permt a rolling in of the
transm ssion facilities of all the entities of Florida,

irrespective of whether those facilities are integrated with
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the Gid. It was kind of an inducenent or incentive for
themto participate in the process. So | think our viewis
that we set it wup to actually create a sweetener or
incentive for people to want to put their facilities under
the control of the RTO and participate in the RTO

MR. PARA: | would not be so foolish as to try to
debate M. Naeve on this but I think you understand clearly
what we nmean when we say we want to be a part of the
devel opnent of these RTOs, to help make those RTOs fit for
muni ci pal utilities as well as for investor-owned utilities.
Being on the outside giving advise, is not the sane thing as
being on the table helping to design. As we are -- and it's
true that C-Trans is wunique as far as | can tell in the
United States and yes, we're spoiled by being part of an RTO
t hat accepts mnunicipals and co-ops as full nenbers.

MS. JABER: But to make sure the record is clear
with regard to what happen and I don't want to get into the
nmerits of our pending docket but, | think that it is
accurate to represent you proposed an adder to capture the
revenue streamthat was going to be associated with the | oss
of what M. Naeve call market value, but | call it the |Ioss
of revenue stream associated with the transm ssion invested
on behal f of your own custoners. And as | recall, I'm
speaking off nmenory, we rejected that proposal and is it

fair to say that that made the decision for you with respect
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to whether you participate in GidFlorida right now or
continue to participate in C Trans?

MR. PARA: That's «certainly a disappointnment to
us but in C-Trans, we actually have the <choice to
participate fully. In GidFlorida we don't and that's what

MS. JABER: \What do you nean by that though?

CHAI RMAN WOOD: Can | ask M. Wodbury what the
nature of your participation is so | can have a benchmark
her e?

MS. JABER: Yes please. And while M. Wodbury
is comng up, tell nme what you nean by fully participate.
Did CTrans allow that adder to be -- is that the choice you
have that you're referring to?

MR. PARA: No. C-Trans -- well of course we are
ina different situation wth C-Trans because they are on
the north side of the -- so there we're dealing wth the
regi onal through and out where you woul dn't have that on the
inport comng into GidFlorida. So what we nmean by
participating is that we nean instead of comng to a neeting
and maki ng request, we would be involved in the decision-
maki ng process, as we are in C-Trans, in the negotiations
and actual witing of the docunents, as opposed to, as
strictly as a stakeholder who conmes and nakes requests and

then we wait to see what the G idFlorida conpanies, in this
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case, what they do with that request. For exanple, June of
| ast summer when were surprised to see GridFlorida conme and
say we want to change to L&V which JEA is a support of but
we had no -- there was no discussion of that rather major
change in -- that decision was nmade by the applicants, the
GidFlorida applicants. W applaud the decision, we don't
appl aud the process.

CHAI RMAN WOOD: That's M. Wodbury, just so |
have a frame of reference, what is the nature of your
participation in the GidFlorida application process?

MR.  WOODBURY: For the record, ny nane is Tim

Wbodbury. Sem nol e does not have the same concern that JEA

has that's being expressed here. | think Sem nole has--
thisis not to say I|I'm comng to the defense of the
i nvest ors-owners, |'m not good at that, so hang on.
( LAUGHTER)
CHAI RMAN WOOD: |I'm not asking you to do that.

MR. WOODBURY: But, we have worked with them we

don't always -- we're not in their separate neetings, they
do have separate jurisdictional issues that they need to
wei gh. They have -- | was the Vice Chair of the GidFl orida

Advi sory Committee, John Or was the Chair. W were on the
Board Sel ection Committee to select the new Board before it
di ssol ved, but we were surprised that relative to the L&P

i ssues that we've been taken back once or twi ce, but as |
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indicated during nmy discussion, the governance structure,

when these | OUs put their mnds to cooperating on an issue,

you can get it done and the governance structure, | think
was a classic case in point. There are still sone hard
spots, <clearly, but 1 wuld have to say that Sem nole's

voi ce has been heard and Sem nole goes into these things,
recognizing it's not going to get everything it wants. But
we like to try.

CHAI RMAN WOOD: It was all unchartered waters
setting these wup, every one has kind of grown in their
different way. | was kind of struck by the first thing you
said though in response to the formation of my earlier
question, it did change a little bit but it did, I think the
wor d was, you'd be nervous with another security
coordi nator, but yet, an RTO, one of their four core jobs is
to be the security coordinator. So how is that going to
work? You all just beconme part of the new -- | think what
I|'"mhearing is you would like to be part of Florida if you
could be at the table and part of the ganme, what Chairnan
Jaber said was an interesting fact that | wasn't aware of
about an adder but, you know, is there a shot here at having
you stay part  of the Florida FRCC' s evolving into
GidFlorida or is that kind of a decision that's nmade and
this is just good information for us?

MR. PARA: No, it's not a decision that's--
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you've asked ne several questions there -- it's not a
decision that's made until we see what your comm ssion and
what Florida says about it at the end, what GidFlorida is
and for that matter what C-Trans is. JEA and all the other
utilities won't know what it is we're being asked to make a
deci sion on whether we join or not. So until we get all the
way through that, we don't know whether C-Trans or
GidFlorida will work best for JEA. And we are trying our
best to make both of them or at |east one, sonething that
we can live with and sonmething that we can choose to join in
and better for our custoners. Now back on the security
coordi nator. \Wichever security coordinator you're under is
your security coordi nator and we woul d accept that. Though
the question that I was trying to answer was -- what | had
t hought that you had asked was, how would it have been
different with C-Trans, of course C-Trans doesn't have a
security -- there is no C-Trans yet, and of course there is
not GidFlorida, but there is an FRCC, which has the
security coordinator responsibility for us today and what |
was trying to say is that FRCC has done a good job with that
and we've been in the FRCC and its predecessor as a security
coordi nator forever and any operators would be nervous to
nove to a new security coordinator -- say we noved into the
Sout hern Conpany, that's not even a C-Trans, our people

woul d be nervous about nmoving into -- even though it would
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be a very responsible and experience security coordi nator,
they don't know us as well as Florida does. And | think
that was what | was trying to across.

MS. JABER: Comm ssi oners you have any ot her
gquestions to JEA? Thank you.

MR. PARA: Thank you.

MS. JABER: Thanks for being here. M. Zanbo,
and if there are any other folks that want to appear in the
public input section of our workshop, please cone over and

| et Robert Bass, give her your nanme. M. Zanbo.

MR. ZAMBO Madam  Chairman, M. Chairnman
Conm ssioners, | appreciate the opportunity to speak to you
t oday. My nane is Rich Zanbo, |'m appearing here today on

behal f of the Palm Beach County Solid Waste Authority and
the City of Tanpa. They are Qups, we generate the
el ectricity through the use of Minicipal Solid Wste and
al so on behalf of the Florida Phosphate Fertilizer Industry
who generates electricity using wast e heat from the
manuf acturing process. W are talking earlier, a |ot of the
speakers today have been tal king about things and ways that
Florida is unique and one of the ways we're unique is, as |
understand it, we have the |argest concentration of waste
energy facilities of any state in the country. | think
we' ve got upwards of 450 or 500 negawatts and with respect

to waste heat generation fromthe fertilizer industry, we
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have also in the range of 450 to 500 negawatts. We have
been interveners in the GidFlorida proceedings here before
the PSC and we have filed coments in the standard market
desi gn over at FERC and also in the supply margi n assessnent
screening docket. We like to think of ourselves as the
ori ginal independent power producers in the State. | think,
based on the latest information I saw, is, we may be the
| argest segnent of independent power producer that current
exist here. | think it's about 3% -- | think the nunber |
saw was about 3% of total and |I think we may nake up about
hal f of that anmount. Besides being the original independent
power producer, we also have a couple other factors that we
believe set us apart. W are not only producers of
el ectricity, we are al so signi ficant consunmers of

el ectricity. The local governnments producer their powers

and basically sell it on the Gid but they buy back
signi ficant anounts of power. So we're concerned as both
t he producer and a consuner, I|likewise the fertilizer

i ndustry, which uses nost of the electricity they generate.
They use it internally but they are connected to the Gid
for purposes of stand-by power and for purposes of
delivering excess into the Gid. So we also have one ot her
characteristic that sets us apart a little bit. And that is
our fuel supply is such that we can't necessarily turn our

generators to a certain negawatt rate and keep it there. In
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the case of Miunicipal Solid Waste, the fuel quality and
gquantity can vary seasonally. It's real wet, we get wet
fuel, we don't get as nmuch energy production. If it's dry
and it's during the tourist season, we get a lot of high
quality fuel, 1lot of MDonalds wappers and a |ot of those
sort of things. In the fertilizer industry, our generation
is really relied on the process and how nuch of a particular
product we may be producing at any given tinme. So with that
background, I want to nake a few coments that may give you
alittle bit different perspective on sone issues than what
you've heard today. l"mtrying to tailor nmnmy coments to
take into account the other comments so | don't go over too
many t hi ngs. But one of the big issues for us under the
st andard market design noper (phonetic) is the treatnent of
unobstructed deviations from schedul ed. And | think what
that neans is, if we don't produce as nmuch as we say we're
going to, or if we produce nore than we say we're going to,
there is a potential in the noper for sone penalties being
assessed. As | nmentioned, this 1is pretty nuch beyond our
control, it's the nature of our process and what we woul d
encourage the Federal Energy Regul atory Comm ssion to do is
adopt the sane type of policy wused in natural gas pipeline
cases. | think you basically say no harm no foul and what
we'd like to see is that sane approach adopted here with the

ability to exchange inbalances in kind, if we are over-
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produci ng i n one hour and under-producing the next hour or
visa versa and make that up. We'd like to see you provide
for trading of inbal ances. Now all inbalances are
necessarily bad. There may be tinmes when over or under
produci ng may be good for the systemor there may be tines
when one of our conpanies nmight be over-producing and
anot her under-producing. W'd also |like to see a tolerance
band for deviation so that wunless you get beyond that
tol erance band, the question of penalties doesn't even
ari se. And we would also like to see penalties |imted
strictly to those cases where it appears to be intentional
behavior on the part of the generator. |In other words,
attenpts to gane the system In the case of Municipal Solid
Waste and Waste (inaudible) Recovery, we know from history
that our generations are going to nove up and down
regardl ess of our attenpts to keep it steady. Another issue
we have is that we are concer ned t hat sinply by
i npl ementation of the RTO that we nmay be stuck with sonme
addi ti onal fees and charges that we hadn't contenpl ated, you
know, 15 or 20 vyears ago when we put our facilities in
operation. Just by virtue of the fact that we are connected
to the Gid and we would urge you to reject any such fees or
charges unless there is a causation, a direct causation to
our particular facilities. We are also concerned that we

currently deliver electricity primarily to our native
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utilities so there is really no transm ssion where wheeling
of power, as we traditionally refer to it, |'mnot snart
enough to know under the RTO whether this is going to be
consi dered wheeling or transmssion if we just go from our
facility to our native wutility. And again, we would urge
you to take whatever steps are necessary so that we are not
hi ndered with an additional <charge to basically do what we
have been doing for the last 15 or 20 years. We have sone
concerns with market nonitoring as well but I'mnot going to
get too deeply into that other than to say we pretty
generally support the coments of M. Wodbury. W are
concerned that Florida has very steep entry barriers in
terms of the Power Plant Siting Act. W also have, as
everyone spoke, limted -- at least in sone folks opinion--
we have fairly limted inport capacity fromout of state.
And until those two things change, we can't really envision
a robust conpetitive market. So | was happy to see they
wer e | ooki ng at phasing in, and naybe we don't face SMD and
we don't face the need for conpetitive markets until sone
time in the future. But one of the things we would Ilike to
suggest in ternms of market monitoring is that that market
nonitor possess the authority to take action retrospectively
in terms of ordering refunds and making parties whole, if
it's determ ned that anyone was affected by the abuse of

mar ket  power. And, although | don't think |I've heard
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anybody say it today, we would think that the Public Service

Comm ssion would be in the perfect position to act in that

role of market nmonitor. M recollection of the GidFlorida
filing, and it's been a while since |I've |ooked at it, it's
slightly volum nous, but I don't recall if that issue had

been addressed as to who that market nonitor would be, other
than it would be independent. We agree with the notion that
it be independent and we would support the Public Service
Commi ssion in that role. W are also sonmewhat concerned
about what happens to the authority over the transm ssion
Gid. W know the Public Service Comm ssion is vested under
the Grid Bill as Susan Clark discussed with you this norning

to be sure we maintain an adequate and reliable electric

grid. " mnot sure what happens to that authority when we
go to an RTO. | guess the question and a suggestion to the
Comm ssion would be that we would I|ike to see the Florida

Conmi ssion retain sonme sort of oversight authority or even
sonme jurisdictional authority to require the RTO or the
individual utilities to take specific action when this
Conm ssion, looking at the State and at the interest of the
rate payers of the State see a need for transm ssion
enhance, nodification, expansion, or whatever the case nay
be.

CHAI RMVAN  WOOD: That's not intended to be

changed. What ever the <current state of the lawis and |
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t hi nk Commi ssioner Clark laid that out this norning. We
don't have authority to change that, quite frankly.

MR. ZAMBO Is there any concern about your
preenpti on once you take control of the RTO? | presune the
RTO woul d be subject to federal jurisdiction.

CHAI RMAN WOOD: But what you go to is expansion
and these folks here, and | think ultimately the Governor
and his Cabinet are the deciding specialist here. Now Il now
there are sonme di scussions about the backstop authority for
FERC or whoever at the federal Ilevel. But that's (a) not
| aw yet and (b) probably wouldn't inpact here since that
applies to interstate transactions. So | think the planning
process, yes. | nean ideally the RTO would be wth the
engi neeri ng expertise and their understandi ng of the system
much |ike what we heard from the FRCC gentleman this
norni ng, those are the professionals, that having wal ked in
t hese shoes, | know that you | ook for an objective analysis,
do you really need this line? That kind of analysis would
be done to the RTO | ooking at Florida-wi de. W' ve |ooked at
not just FP&L's needs but ook at all of themcollectively.
Which | understand from the first wtness today, seens to
happen a |[|ot already. So it's not a whole |ot of new
ground. It just could be -- and then that recomendation is
provided to the State Conmi ssion, are provided to the

utilities who then have to conme see conm ssioner, | think it
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was a certain size or bigger fromthe State Comm ssion,
which then goes through vyour siting process and the
Gover nor .

MR. DEASON: If | could just add one thing. |
don't disagree with that but | think there are two things we
need to consider. One is we have the requirenment to act as
part of both the Power Plant Siting Act as well as the
Transm ssion Line Siting Act when an application is filed to
go through statutorily make sure it nmeets all the criteria
and then say that there is a need for this facility. But I
think in the Gid Bill and you know that Bill probably
better than anyone in this room we have the authority if we
find that there is some deficiency to require that an
enhancenent be made or sonme addition to a facility or power
pl ant actually be built now. I"mnot sure if we've ever
exercised that authority, but it's there. And then the
guestion on an RTO situation, would we retain that ability?
Wuld we retain that ability to say, if we determne there
needs to be sonme enhancenment to a transmssion line to
require that and if we do have that ability, do we require
the jurisdiction utility, the vertically integrated utility,
even though they have relinquished control of those assets,
do we still have the authority to require the enhancenent or
the construction of a new facility? | think those are the

guestions we going to need to address at sone point. I
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assunme you woul d agree that those are questions that --

MR. ZAMBO. Absolutely. As a matter of fact, the
| ast question you raised there, this RTO |I'm not sure the
RTO would be considered a utility subject to that Gid Bill
jurisdiction. | think the individual conmpanies would still
be but I'm not sure the definition will pick up on this non-
profit corporation.

CHAI RMAN WOOD: Il think with the [1SO formt
that's I think less of the stretch. | think (inaudible)
Transco as the original proposal there mnmight be an issue
t here. But I would just say renmoving the anmbiguity, just
put that in the tariff you file and make it a condition of
t he Comm ssioner's approval here and that will nake that an
i ssue and we woul d adopt that in our Order and then it would
not be -- even a question on preenption or anything |ike
t hat .

MR. ZAMBO. Ckay, and the last coment | have is
follow ng up on sone discussion earlier about perhaps a need
to increase the inport capacity. The notion occurred to
sonme of ny clients that maybe that could be addressed sort
of like the utility does with capacity where they maintain a
reserve margin, perhaps one of the Comm ssion or the
Comm ssions coul d establish a nunmber at which the utilities
or the RTO would nmaintain, as a percentage of annual peak

demand, maybe 10% 15% whatever the appropriate number is
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to help junpstart the <conpetitive markets and assure an
adequat e supply of power comng in fromout-of-state. And

guess also | wanted to, in talking about preenption, we
tal ked about the day one and day two phasing in the RTO
first and go on to standard market design second, there has
been sone concern expressed which | share, that we won't
have a robust conpetitive market and we shoul d delay SMD
until we can take down sone of the institutional barriers
and I would suggest -- we had filed in our coments to the
FERC | ast year and the SMD that perhaps you could exercise
your preenption authority to preenpt those portions of state
| aw whi ch present barriers to entry. In this case, the
definition that prevents anyone from applying other than the
utility. And with that | will close nmy comments. Thank you

for the opportunity.

MS. JABER: Well you can ignore that | ast
coment .

CHAI RMAN WOOD: | thought, you know, it's funny,
two years ago | was here, | thought they were on the cusp of
getting rid of that law and it's still around. So.

MR. ZAMBO. Things happen slowy in Florida, as
you can see fromthe RTO process. But they' re well debated
and we only nove forward when we fully understand the inpact
of what we're doing.

MS. JABER: That's a good sign.
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MR. ZAMBO. That's the positive.

MS. JABER: What sonme people call slowy, others
i ke me and hopefully nmy coll eagues consider very neasured,
del i berative approach to ensure things are done correctly on
behal f of the Florida retail rate payers.

MR. ZAMBO.  Absol utely.

MS. JABER: | want to go back to one of your
first cooments because | didn't understand it and this is ny
own naivety, | apol ogi ze. You said one of the things, |
think you want FERC to address, the unobstructed deviation
froma schedul e and you read the noper to include penalties.
I's that sonething you want FERC to address?

MR. ZAMBO.  Yes.

MS. JABER:. O is that something -- okay. And do
you have a proposal? [|I'mjust not famliar with that whole
argument . Is there a proposal you think they should
entertain related to that?

MR. ZAMBO  Yes. As | nentioned, there is a
simlar situation or scenario that arise in the gas pipeline
cases and as | understand FERC s position or policy in that,
it's a no harm no foul, there may be under-deliveries but
if you can't put your finger on a harmor a detrinent that
occurred, there is no penalty. | think the primary -- our
primary intent is we don't want to get caught up in a rule

that's designed to prevent other fol ks, who m ght be trying
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to ganme the system by scheduling and delivering nore and
| ess than, you know, playing the margin and we just don't
want to get caught up in that because we've been doing that
for years, because it's just part of how our process
oper at es.

CHAI RVAN  WOOD: The simlar intermttent
resources wind, we had dealt with in the California ISO a
pretty favorable tariff provision for wind generators that
they actually are very interested and want to take national.
Is that the same? Are you famliar with that?

MR. ZAMBO. Yes | am | am | have to go back
and look at it but when | ready that | though that would be

nost appropriate to apply to our types of situation as well.

CHAI RMAN WOOD: | nean clearly, wth the proper
mandate, we do want to make sure that our -- the markets
that we have in the US. do not penalize different
t echnol ogi es of power generation, which vyours would

certainly be one of the newer ones in history and so we want
to -- we heard a |lot about that during the wind issues that
have conme up a |lot at our Conm ssion.

MR. ZAMBO. | would think they have exactly the
same concerns and that solution should work in our case too
but I would |like to reserve the opportunity to just review
t hat .

MS. JABER: Thank you M. Zanbo.
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MR. ZAMBO. Thank you.

MS. JABER: Ms. Bass.

MS. BASS: Chai rman Jaber, we have one nore
i ndi vi dual who wants to speak and that's M. John MQurter.

MS. JABER: M. MQrter.

MR. MCQURTER: Wy nane is John MQurter. ' m
here with the Chin G oup, that is not a Chinese tong, that
is the group that M. Wbodbury referred to as consuners.
You have heard principally today from suppliers and not from
consunmers. 1'll be very short because it doesn't take nme
long to tell you that we endorse everything M. Wodbury
said. We are strongly in favor of an independent regional
transm ssi on organi zation. W think that wll be a great
boomto consuners in the State of Florida and we hope that
you would nove forward with it. W have sone concern about
| ocational, marginal pricing and other nmarket design issues
but as M. Wodbury suggested, as |ong as those play out and
peopl e have a fair opportunity to explore how it's going,
t hat woul d be good. Wth respect to the whol esale market in
Florida, transferring electricity by telephone calls between
utilities, in our opinion is not the sane as an open market
wher e peopl e have an understanding of the price and it's an
open market where people knew what the price is and you
don't have confidentiality that conceals the prices being

pai d. We think transparency in the market is extrenely
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inportant. Earlier soneone asked, we had a conpetitive
whol esal e market in Florida? | think it's interesting. |
will supplement history before Susan Clark's presentation.
W had a very conpetitive market in Florida fromthe
initiation of the electric industry until 50 years ago when
Chapter 366 was enacted. And when Chapter 366 was enact ed,
it began to control the rates of Florida Public Utility,
t here was still conpetition. The conpetition was
principally between, of course, the nmunicipal wutilities and
the investor-owned wutility, but it was ranpant and it was
very good for custonmers. |If you happened to be a |large
customer near the borderline of two wutilities, you got
pretty good prices. Uilities recognize that situation and
didn't I|ike the conpetition, so they entered into non-
conpete agreenents, which are now goi ng under the acronym of
territorial agreenents and Florida becane de facto, |ike
many ot her states are, where you have registered franchise
ar eas. The City of Barto conplained about that to the
Justice Departnent and the United States Justice Departnent
cane to Florida and said you two utilities that divide up
the territories and agreed which one would serve Barto are
violating the Sherman Antitrust Act and as an outgrowth of
t hat case, we passed the Ilegislation that now appears in
Chapter 366.04 that establishes territorial agreenments under

t he supervision of the Public Service Conm ssion and the
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Public Service Comm ssion of course rigorously nonitors
those and | hope that it wll rigorously nonitor the
i ndependent system operation when it begins and we hope it
will begin soon and be very successful and thank you for
your tinme.

MS. JABER: Thank you sir. Conm ssioners, |
think at this point, if you have questions, closing
comments, feel free. Feel free to interject your thoughts
since this is the part of the program | think Ms. Bass
where you are encouraging Comm ssioner dial ogue and cl osing
remar ks. And if there are none, | want to take an
opportunity to reiterate something | said earlier, Chairnman
Wbod, which is, we may phil osophically agree at the end of
the day, we may not, but | think that everyone appreciates
your wllingness and the staff's wllingness, the FERC
staff's willingness to always answer our questions, to make

sure that the process is open, and one that allows for

di al ogue and | think at the end of the day, regardless of
what decision we nmake, it makes for a better decision. We
are all informed, we all understand each other's positions
and certainly I think our goals are nutual. We have the
sanme goal in mnd, which is to benefit the consumers across
the country and from our perspective, certainly the
consuners of the State of Florida. | can't thank you enough

for being here. W didn't really know how you would handle
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our i nvitation to have a Florida-specific technical
conference but it's exceeded our expectations and | think
there were a |ot of messages that were going back and
readi ng the transcript again because you really heard what |
heard and certainly I'Il be reading the transcript again and
| appreciate your candor today. So with that, thank you al
for being here and for sticking -- absolutely, absolutely.
CHAI RMAN WOOD: | just want to say you're wel conme
and thank you for letting us use this forumto also neet our

needs and our promse in the Wite Paper to go to the RTO

regi ons of the country. W are fully commtted as our
Conm ssion was even before | got here, to seeing the
GidFlorida nove to, | think clearly, it seenms to me wal ki ng
away from here that we m ght, | guess be so bold as to say,

expectati on because there is pretty broad consensus about a
day one RTO that would be independent, that would do
Fl ori da-wi de planning, that would |ook at a Florida-w de
transm ssi on tariff t hat woul d talk about how the
transm ssi on expansions get paid for. | think, I just would
offer, as one who did this sunmer issue in ERCA (phonetic),
we took the FRCC equivalent there and really build upon
t hat . They may not want that -- you all nmay not want that
but I would say it's been done before to pretty good effect
that you've got institutions that are dealing with the grid

as it is, not just the econom c issues on the grid, but the
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reliability issues of the grid and they are not, despite the
public debate in our country, those are not choices. They
are things that can't rally be separated. Conpetition and
reliability are just the way it's going to be. Now
admttedly the Ilevel of conpetition here is probably |ess

because of the statute and because of the nmarket power in

the market, but nonetheless, you do have a diversity of
ownership of generators here that | think do nerit sonme
i ndependent operation of that system not only for

reliability but for econom cs and so, the day two issues, |
think you heard it fromme once, |I'Il say it one nore tine,
day two i ssues ought to conme when certain benchmarks and
criteria are met, not when artificial tinelines are net and
"Il take M. Wodbury edit to Appendi x A, page 6
accordingly but, you know, | will say, and again, |I'Il go
back to when | was a state conm ssioner, they, even wth a
full blown retain market, have not gotten to an L&P yet.
Now t hey're about to get there but it took getting quite a
bit down the road before you get to what is the full-Dblown
SMD vision. W want to work with you. | want to just send
a nessage to the folks working on the Gi dFl orida proposal,
don't | ook for any |ight between where we are and where your
State Conmm ssion here is. We're going to back this effort
up 100% We're going to look to see and that effort will be

focused through here. We'll participate or I'Il either
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weigh in with my coll eagues here personally or staff can
talk to, you folks wll be steering the effort here but
that's the efficient way to do this rather than to play two
forum game and never get anywhere. Because we've tried that
now for two years and Florida is no better for it and so
that's not something | certainly want to see happen. | know
you all who live here don't either but | would just propose
that we stay engage with you on this process and we do what
we can to facilitate it but really let the |eadership cone

fromthe full board of market participants, as broad a group

as possible behind the filing, the easier it gets for these
guys to say yes and for wus to say yes. So | think the
col | aborative consensus-based process that | know is really
effective in getting GidFlorida this far, that I saw a | ot

of it in the 20/20 process, which you all have a good
(i naudi ble) here in the State, which is refreshing, that you
can build on that and get to sonething, you know, reasonably
soon. It"s up to you all to do the tineline but | would

hope that we could see that pretty soon because that is,

what | call, a basic kind of foundation on which you can
build a conpetitive market, that | think can get really
i ncremental saving. I don't think | want to sit here, |

never had promsed that this stuff brings hone bullion
trucks of gold to the custonmer but the incremental savings

in an econony as large as this State's is are significant.
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I think if there are gains to be gotten, lets get them But
if there are costs that can be avoi ded by doing a variation
on the market design or by deferring adoption of certain
mar ket design el enents that you may have even in C-Trans or

north of there, then let's tal k about that kind of stuff. I

think that it's got to make sense. It's got to be sonething
that the Chin Group says that's good for Florida. | want to
be on that agenda too and if we're not, lets rethink what
we' re doi ng. But please consider us your allies in this

effort to make this market work Dbetter for folks down here
in Florida and we'll be back often. Thank you for your
hospitality.

MS. JABER: Thank you Chairnman Wbod. We shoul d
close on that note M. Bass. There can't possibly be

anything el se we need to address today.

MS. BASS: No, | think that's a perfect way to
end except | wuld once again like to thank all our
presenters. | think they did an excellent job and we

appreciate their efforts and we certainly appreciate the
FERC Comm ssioners con ng down and j oi ni ng us.
MS. JABER: Thank you. This adjourns the

techni cal conference.



