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Additional Concerns and Recommended Conditions

>
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Turning now to the fifth section of your testimony, are there additional concems raised
by the proposed merger?

Yes. One concern is that CP&L may be frced to join a Regional Transmission Organzation
(RTO) sooner than t otherwse would choose, and potentially onterms that are kss favorable

than might be negotiated in the absence of the merger.

How did CP&L deal with the RTO issue in its federal filing?
In CP&L’s filing with the FERC, CP&L’s president and CEO, Willam Cavanaugh, I1I, stated

as follows:

CP&L commts to foster development of anRTO i the Southeast
Unted States. If those efforts are successful CP &L will file wih the
Commission no later than 90 days after consummation ofthe merger an
app lication for approval of such a Southeast RTO in whch CP &L wil
participate. Ifthose efforts are unsuccessful CP&L wil fie an
applration not later than 90 days after the merger closes and joinan
exsting Commission approved RTO. [Direct Testimony of Wiliam
Cavamugh III, FERC Docket Nos. EC00-055, ER00-1520, pp. 13-
14.]

Mr. Cavamugh stated further that FPC is committed to the creation ofan RTO in Florida.

Do these options fully explicate the possibilities?

No. Forminga RTO is adifficuk and complex task, and consideration nust givento a wide
range ofpossible structures. These include whether the RTO willearn a profit or operate more
like a co-operative and whether the utilities will retan ownershp of the underyng transmission
assets or whether ownership will be transferred to the RTO. Other pertinert issues nvolve
pricing approaches (both withn the RTO and between RTOs), the degree of publc power
participation, the grandfathering of existing agreements, the form and extent of market

monitoring, the treatment ofancilhry services, cost recovery mechansms for RTO investments,
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procedures for expanding the transmssion system over time, and rules adopted for FERC’s
“openarchitecture” requirements. Even ths list does not exhaust the issues that must be

resolved before an RTO can function properly.

Although CP&L is making a strong effort to determine the best course to Hllow n joning or
forming an RTO, there is a risk that it will be stampeded into prematurely making a fim RTO
commitment in order to gan approval of the merger by the FERC. Time pressures associted
with the merger approval process might force it to join or form an RTO that would not best

serve the mterests of North Carolna customers over the long run.

Has the Commission been concerned about the FERC’s RTO requirements and their
potential impact on ratepayers?

Yes. Inthe past the Commission has recognized the conplex and difficuk problems mvolved n
the formation of RTOs and has urged a slow and fexble approach. In a February 1999 ktter
to the FERC the NCUC stated as folbws:

Whie we might agree that RTO’s offer certain berefits, we do not
believe FERC should establish regional districts and requre individual
utilties to joinan RTO, nor do we believe FERC has the authority to
require utilites to do so. Moreover, we are concerned that in
attenpting to satsfy mtional goak for wholesale electrc markets by
establishing RTOs, very realissues for locally-served retail custoners,
inchidngaccess to reliable, low-cost ekctrrity, many be overlooked....
There are ako important regional differences n the electric power
industry that necesstate a diferent pace of devebpment for RTOs.
For exanple, regions that had pre-existing tight power pook or that
adopted state policies that required disaggregation for electric utilities
lent themselves to early development of RTOs. Inother regions,
devebpment may be sbwer, but there are good reasons for that
deliberate pace. [Letter from the North Carolina Utilities Commission
to David P. Boergers, Secretary, Federal Energy Regulatory
Commission, February 26, 1999, Docket No. RM99-2-00, p. 1.]
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Now, because of the merger, CP&L has had to abandonthe “deliberate pace” envisioned by

the Commission in order to get FERC approval of the proposed merger.

Whatis the current status of CP&L’s RTO negotiations?

The Company has endeavored to keep the Public Staff nformed and updated about the current
status of ts RTO efforts. However, the sensttive business nature of many aspects of the inter-
utility discussions requres that major portions ofthe negotiations be privieged and confdential
In gereral, it & fair to say that CP&L is continung to assess its options n an effort to choose its
most rational course. In any event, due to the nature of the process and the many other parties
involved, the process is still in flux at the time of ths filing and no defntive decsions have been

made.

Without being too specific, would you broadly outline some of the major options being
investigated by CP&L?

CP&L has been examining three primary options. One is the formation ofa Southeast regional
RTO with other Carolna utities, possibly including the membership of other entities in the
Southeast or developing operating agreements with them. A second option is to join the
Allance RTO that has filed with the FERC. The utities nvolved with the Aliance are Virginia
Power, AEP, FirstErergy, Consumers Erergy, and Detrott Edson. The geographic area
covered by the Alliance includes parts of Virgna, West Virgna, Kentucky, Ohio,
Pennsylvania, Indiana, and all but a very small part of Michigan, as wellas Virgnia Power’s
service area in North Carolna. A thrd option & to join the Midwest ISO (MISO), which 8
operatng in Wsconsin, lllinos, Indiana, Kentucky, and Missouri.

If the Company decides to join the Alliance or MISO, what do you see as potential
downsides?

In reither case would the geographic scope fit well with CP&L’s intended positioning as a

Southeastern super-re gional energy supplier. The Allance RTO extends from Virgnia to
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northern Michigan, while MISO stretches from Kentucky up to northeast Wisconsin and over
to Missouri. Needless to say, these states are not encompassed wthin even a very generous
interpretation of the “Southeast.” Forming an RTO with MISO also would mean belonging to
an RTO that 1 not contignous with CP&L’s service territory. In addition, joinhg an existing
organization might deprive the Company of a wice in decsions about structure, pricing, and
other such ssues that have already been negotiated by the current members. Similarly, joining
an RTO that is primarily concerned with transmission systems to the north of CP&L’s system
might result in a situation n which CP&L’s specift needs (e.g, strengthened ties with Florida
and Georgn) might not be given much consideration by the RTO’s other members. Finally,
unless they canbe induced to join, Duke and South Carolna Electric & Gas Company
(SCE&G) would not necessarily be inthe same RTO as CP&L, which is not an optimum

situa tion.

Of the two RTO policy directions mentioned by Mr. Cavanaugh—forming a new
Southeast RTO or joining an exis ting RTO-which do you feel is preferable?

The best approach would probably be for CP&L to be a participant in a southeastern RTO
that would nclude Duke, SCE&G and possibly other utilites innearby states. Given CP&L’s
longterm goals, it might be desirable to develop a southeastern RTO that includes both CP&L
and Florida Power. However, this alternative may not be viable wihin the time-frame for the

FERC’s approval of the merger.

Time constraints may force CP&L to join an RTO that does not include other Carolina
utilities, to the potential long-term disadvantage of both the Company and North
Carolina ratepayers. Given this risk, what recommendation do you have for the
Commis sion?

As a condition ofapproval of the merger, the Commission should requre that any contract

regarding CP&L’s membershp inan RTO contain a regulatory out chuse making CP&L’s
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involvement conditional upon state regubtory approval, as well as federal approval. In
addition, to the extent a southeastern RTO does not prove to be viable intime for CP&L to
meet its RTO filing commitment to the FERC, the Commission should requre that any filing at
the FERC and any contract related to CP&L joining an RTO other than one wth a
southeastern focus contain a provision allowing the NCUC to require CP&L to withdraw and
join a subsequently developed southeastern FER C-approved RTO.



