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DIRECT TESTIMONY OF ROBERTA S .  BASS 

Q 

A My name i s  Roberta S .  Bass. My business address i s  2540 Shumard Oak 

Boulevard, Tallahassee, F lo r i da ,  32399-0850. 

Q 

A 

O f f i c e  o f  Market Monitor ing and S t r a t e g i c  Analys-is. 

Q P I  ease g ive  a b r i e f  descr i  p t i  on o f  your educati  onal background and 

profess ional  experience. 

A I graduated from F lo r ida  Sta te  U n i v e r s i t y  i n  1979 w i t h  a Bachelor o f  

Science Degree i n  Finance and was awarded a Master o f  Business Admin is t ra t ion  

Degree from F l o r i d a  Sta te  Un ive rs i t y  i n  1991. 

Would you please s ta te  your name and business address? 

By whom are you employed and i n  what capaci ty? 

I am employed by t h e  F lo r i da  Pub l i c  Service Commission as Chief  o f  t h e  

I began employment w i t h  t h e  F l o r i d a  Pub l ic  Service Commission i n  1983 

and have h e l d  var ious pos i t i ons  i n  t h e  former D i v i s i o n  o f  E l e c t r i c  and Gas an(’ 

t h e  former D i v i s i o n  o f  Po l i cy  Analysis and Intergovernmental L ia ison .  I 

assumed my cu r ren t  p o s i t i o n  i n  January, 2002. 

Q What are your present r e s p o n s i b i l i t i e s  w i t h  the Commission? 

A My cu r ren t  r e s p o n s i b i l i t i e s  i nc lude  superv is ing  analysts responsible f o r  

mon i to r ing  t h e  development o f  compet i t i ve  markets  i n  t h e  telecommunications 

and e l e c t r i c  i n d u s t r i e s  and t h e  impact o f  Commission decis ions on t h e  

development o f  such markets. 

Q What i s  the  purpose o f  your test imony? 

A The purpose o f  my testimony i s  t o  p rov ide4nformat ion  t o  t h e  Commission 

regarding t h r e e  t o p i c s .  These t o p i c s  i nc lude  (1) t h e  func t i ona l  separat ion 

o f  p roduc t ion ,  transmission. and d i s t r i b u t i o n  assets and expenses; (2) a cos t  
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recovery mechanism f o r  regional  t ransmission organ iza t ion  (RTO) cos ts ;  and (3) 

t h e  appropr iate cost  recovery mechanism f o r  RTO s t a r t - u p  cos ts .  

Q Describe t h e  func t iona l  separat ion o f  product ion,  t ransmission, and 

d i  s t r i  bu t i  on assets and expenses. 

A During discussions w i t h  F l o r i d a  Power Corporation (FPC or Company) 

representat ives regarding t h e  f i  1 i n g  o f  Minimum F i  1 i n g  Requi rements (MFR) 

schedules, s t a f f  requested t h a t  rev i s ions  be made t o  t h e  6-7 and C-9 

schedules. 8-7 schedules provide i n fo rma t ion  regarding t h e  j u r i s d i c t i o n a l  

separat ion fac to rs  associated w i t h  r a t e  base i tems. C-9 schedules provide 

comparable in fo rmat ion  w i t h  regard t o  those items used t o  determine ne t  

opera t ing  income. Revisions requested by s t a f f  a l l oca ted  t h e  s p e c i f i c  

components o f  r a t e  base and net opera t ing  income t o  t h e  func t ions  o f  

product ion,  transmission and d i s t r i b u t i o n .  

The a l l oca t i ons  o f  r a t e  base and ne t  opera t ing  income w i l l  y i e l d  

d i s t i n c t  revenue requirements and u n i t  costs f o r  each func t i on .  The 

a v a i l a b i l i t y  o f  t h e  i n fo rma t ion  i n  t h i s  format w i l l  prove usefu l  t o  t h i s  

Commission on a going-forward bas is .  The f u n c t i o n a l i z a t i o n  w i l l  provide 

necessary in fo rmat ion  i f  t h e  Commission wishes t o  evaluate bundled vs. 

unbundled ra tes  or se rv i ces .  It cou ld  a l s o  provide a basel ine f o r  f u t u r e  

decis ions i n v o l v i n g  cos t  recovery issues and a basel ine f o r  determining t h e  

a f f e c t s  o f  wholesale and r e t a i l  compet i t ion.  

Q What cost  recovery mechanism should the Commission adopt f o r  the 

recovery o f  RTO costs? 

A Pursuant t o  long-standing Commission p o l i c y ,  t h e  Commission should 

r e a f f i r m  t h a t  companies w i  11 be a f fo rded  appropr iate oppor tun i t i es  t o  recover 
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pruden t l y  incur red  cos ts .  However, i t  i s  premature, a t  t h i s  t ime, t o  make a 

f i n a l  dec is ion  on what methodology should be used t o  recover RTO cos ts .  

Q P1 ease el aborate. 

A There are several reasons. F i r s t ,  because t h e  exact form and s t r u c t u r e  

o f  t h e  RTO i s  unknown a t  t h i s  t ime,  i t  would be premature t o  e s t a b l i s h  a cos t  

recovery methodology t h a t  may no t  be appropr ia te  i n  t h e  f u t u r e .  The 

Commission has ordered t h e  Gr idF lo r ida  Companies t o  f i l e  w i t h  t h e  Commission 

a new regional  t ransmission organ iza t ion  proposal t h a t  conforms t h e  

Gr idF lo r ida  proposal t o  t h e  f i n d i n g s  i n  Order No. PSC-01-2489-FOF-EI, issued 

December 20, 2001, and uses an IS0 s t r u c t u r e  i n  which each u t i l i t y  maintains 

ownership o f  i t s  t ransmiss ion  f a c i l i t i e s .  I t  i s  expected t h a t  t h a t  f i l i n g  

w i l l  be made sometime i n  March, 2002. There are subs tan t ive  issues t h a t  need 

t o  be addressed when eva lua t ing  t h e  RTO proposal .  The RTO w i l l  p rov ide  

numerous transmission serv ices ,  such as network t ransmission, p o i n t - t o - p o i n t  

t ransmission, generation in te rconnect ion  and i n t e g r a t i o n ,  and a n c i l l a r y  

serv ices .  It i s  uncer ta in  how revenue requirements w i l l  be se t  t o  recover t h e  

cos ts  associated w i t h  each o f  these services.  Because t h e  form and s t r u c t u r e  

o f  t h e  RTO i s  a l so  unknown, t h e  methods t o  be used t o  a l l o c a t e  revenue 

requirements among t h e  RTO p a r t i c i p a n t s  i s  a lso  unknown. A t  t h i s  t ime,  i t  i s  

impossible t o  recommend a cos t  recovery methodology t h a t  w i l l  be f l e x  ble 

enough t o  encompass a l l  o f  these issues and be considered t h e  most e f f - i c  en t  

recovery mechanism. I n  t h e  f i n a l  ana lys is ,  a mix o f  cos t  recovery methods may 

be bes t  (i . e . ,  r a t e  base versus recovery c lause) ,  

Second, there  are numerous issues t h a t  need t o  be addressed when 

eva lua t i ng  t h e  appropriateness o f  a p a r t i c u l a r  cos t  recovery methodology. 
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Cost recovery clauses and pass-through mechanisms have t r a d i t i o n a l l y  been used 

f o r  a v a r i e t y  o f  reasons; such as, when costs a re  unpredictable and/or 

v o l a t i l e ,  when s i g n i f i c a n t  f u t u r e  increases o r  decreases i n  costs are expected 

t o  occur, when t h e  u t i l i t y  does not have the  a b i l i t y  t o  c o n t r o l  costs l i k e  

purchased water o r  power, o r  when t h e  u t i l i t y  i s  mandated t o  i n c u r  s p e c i f i c  

costs by a governmental e n t i t y  l i k e  environmental t e s t i n g .  I f  costs are 

genera l l y  s tab le ,  those cos ts  are usua l l y  included i n  t h e  determinat ion o f  

base ra tes  dur ing  a r a t e  case o r  included i n  su rve i l l ance  repor ts  when 

c a l c u l a t i n g  achieved r e t u r n  on equ i ty  between r a t e  cases. 

Q 

A T r a d i t i o n a l l y ,  t ransmission costs have been inc luded i n  base ra tes .  

However, i t  has been a l l eged  t h a t  t ransmission costs may become v o l a t i l e  

because o f  in te rconnect ion  and i n t e g r a t i o n  cos ts  t h a t  w i l l  be i ncu r red  as 

i ndependent power producers compete i n  the  wholesale generat i  on market. Unt i  1 

such t ime t h a t  a de termina t ion  o f  t h e  p o t e n t i a l  and probable v o l a t i l i t y  o f  

f u t u r e  t ransmission costs i s  made, t h i s  Commission w i l l  no t  have t h e  

in fo rmat ion  necessary t o  determine whether recovery c lause, base r a t e  

treatment, o r  a combination o f  these i s  t h e  appropr ia te  cos t  recovery 

methodology. Fur ther ,  t h i s  i s  only one area o f  t ransmission cos ts .  Other 

areas, such as recovery o f  investment i n  e x i s t i n g  t ransmission assets,  may be 

more s tab le  and, hence, lend  themselves t o  continued r a t e  base treatment.  

How have transmission costs been recovered i n  the  past? 

Another i ssue t h a t  needs t o  be addressed regarding clause versus r a t e  

base recovery concerns safeguards t h a t  may need t o  be employed t o  he lp  ensure 

a compet i t i ve  wholesale generation market. I t  i s  impera t ive  t h a t  t he  cost 

recovery method, whatever i t  i s ,  should not confer  u n f a i r  advantages o r  
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disadvantages t o  t h e  incumbent u t i l i t y .  A cos t  recovery method should be 

s t ruc tu red  i n  such a way t h a t  t h e  methodology i t s e l f  does no t  permi t  incumbent 

u t i l i t i e s  t o  manipulate t h e  market place. This i s  a p a r t i c u l a r l y  important 

considerat ion w i t h  d o l l a r - f o r - d o l l a r  cos t  recovery clauses o r  pass-through 

mechanisms as they  o f f e r  few, i f  any, i ncen t i ves  f o r  companies t o  minimize 

cos ts .  

Th i rd ,  bo th  F l o r i d a  Power & L i g h t  Company (FPL) and Tampa E l e c t r i c  

Company (TECO) w i l l  be a f f e c t e d  by a dec is ion  i n  t h i s  docket. The Commission 

could f i n d  d i f f e r e n t  cos t  recovery methodologies are appropr iate f o r  each o f  

t h e  companies. A dec i s ion  i n  t h i s  docket cou ld  i n f l uence  f u t u r e  decisions 

when the  o ther  companies seek t o  es tab l i sh  a cos t  recovery methodology f o r  RTO 

cos ts .  

Q When should t h e  Commission determine t h e  appropriate cost recovery 

mechanism for RTO costs? 

A The Commission determined dur ing  t h e  Gr idF lo r ida  proceedings t o  open a 

docket s p e c i f i c a l l y  t o  address the  Independent System Operator (ISO) proposal 

t o  be submitted by t h e  Gr idF lo r ida  Companies. The appropr iate cost  recovery 

methodology f o r  RTO cos ts  should be determined i n  t h i s  gener ic docket based 

on u t i l i t y - s p e c i f i c  est imates o f  costs and b e n e f i t s .  

Q 

A In Docket Nos. 0O0824-EII 001148-EI, and 010577-E1, t h e  Commission 

determined t h a t  t h e  Gr idF lo r ida  Companies’ (FPC, FPL, TECO) a c t i v e  

p a r t i c i p a t i o n  i n  t h e  c o l l a b o r a t i v e  e f f o r t  t o  c rea te  an RTO was prudent.  

Therefore, t h e  Commission determined t h a t  RTO s t a r t - u p  costs associated w i t h  

the  Gr idF lo r ida  proposal and incur red  p r i o r  t o  May 31, 2001 were recoverable 

Please discuss the FIT0 s t a r t - u p  costs. 

-6- 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

by t h e  p a r t i c i p a t i n g  companies. 

deferred f o r  cons idera t ion  i n  the  pending r a t e  case dockets. 

Q 

A It was determined t h a t  approximately $2 m i l l i o n  i s  FPC’s r e t a i l  

j u r i s d i c t i o n a l  share o f  s t a r t - u p  cos ts .  O f  course, t h e  f i n a l  r e t a i l  amount 

t o  be recovered w i  11 be subject  t o  a u d i t .  

Q 

A 

costs.  

Q Please descr ibe the two methods. 

A The f i r s t  method would recognize t h e  s t a r t - u p  costs as an expense o f  

doing business and inc lude  them as a business expense i n  the  cur ren t  r a t e  

case. Because t h e  s t a r t - u p  

costs are nonrecurr ing costs,  t h e  amount o f  t h e  s ta r t -up  cos ts  would be 

removed from opera t ing  expense used t o  determine prospect ive revenue 

requi  rements . FPC, t he re fo re  , would no t  rece ive  s p e c i f i c  reimbursement o f  

these cos ts .  It cou ld  be argued t h a t  no reimbursement i s  necessary because 

the  cu r ren t  ra tes  o f  t h e  company prov ide  s u f f i c i e n t  revenues t o  absorb t h e  

costs and s t i l l  p rov ide  a r e t u r n  on e q u i t y  w i t h i n  the  Commission-approved 

range. 

Q 

A A second method would be recovery through a clause mechanism. The 

u t i l i t y  would book t h e  s t a r t - u p  costs as  a one-time adjustment t o  e i t h e r  f u e l  

and purchased power costs or t o  capac i ty  c o s t s .  E i t h e r  clause would provide 

a mechanism f o r  t h e  Company t o  recover t h e  ac tua l  amount o f  prudent ly i ncu r red  

The method o f  recovery o f  those costs was 

How much o f  the s t a r t - u p  costs are the r e s p o n s i b i l i t y  o f  FPC? 

How should t he  s t a r t - u p  costs be recovered? 

I be l i eve  t h e r e  are a t  l e a s t  two methods f o r  recovery o f  t h e  s t a r t - u p  

There i s  a unique concern w i t h  t h i s  approach. 

What i s  t he  second method? 
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s t a r t - u p  cos ts .  Th is  method has been used i n  t h e  past by t h e  Commission t o  

provide refunds t o  ratepayers r e s u l t i n g  from r a t e  reduc t ion  s t i p u l a t i o n s  anc 

t a x  reduc t ion  savings. 

Q What method do you recommend? 

A I recommend tha t  FPC be allowed t o  book i t s  p o r t i o n  o f  t h e  s t a r t - u p  

costs o f  Gr idF lo r i da  as a one-time adjustment t o  f u e l  and purchased power 

costs and t o  recover these costs through t h e  fuel adjustment costs recovery 

c lause. I be l i eve  t h i s  method provides an appropr ia te  and  e f f i c i e n t  way f o r  

FPC t o  recover s t a r t - u p  cos ts  found by t h i s  Commission t o  have been prudent ly  

incurred. 

Q Does t h i s  conc 

A Yes. 

ude your t e s t  mony? 
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