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NOTICE O F  PROPOSED AGENCY ACTION 
ORDER APPROVING AMENDMENT TO COGENERATION CONTWCT 

BY THE COMMISSION: 

NOTICE is hereby g iven  by the Florida Public Service 
Commission that the action discussed herein is preliminary in 
nature and will become final unless a person whose interests are 
substantially affected files a petition f o r  a formal proceeding, 
pursuant to Rule 25-22.029, Florida Administrative Code. 

BACKGROUND 

Progress Energy Florida, Inc. ( P E F )  and Lake Cogen Ltd. 
(Lake), a qualifying facility (QF), entered into a n e g o t i a t e d  
cogeneration contract on March 13, 1991. The term of the contract  
is for 20 years, beginning J u l y  1, 1993, when the facility began 
commercial o p e r a t i o n ,  and expiring July 31, 2013. The contract 
provides f o r  committed capacity of 110 megawatts, with capacity 
payments based on a 1991 pulverized coal-fired avoided unit. The 
contract was one of eight QF contracts that the Commission approved 
f o r  cost recovery in Order No. 24734, issued July 1, 1991, in 
Docket No. 910401-EQ, In RE: Petition for Approval of Contracts for 
Purchase of Firm Capacitv and Enerqv. 
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The, L a k e  c o n t r a c t  has  been  t h e  s u b j e c t  of much l i t i g a t i o n ,  
c u l m i n a t i n g  i n  a d e c i s i o n  by t h e  F i f t h  District  Cour t  of Appeals '  
t h a t  i n t e r p r e t e d  t h e  c o n t r a c t  t o  e n t i t l e  L a k e  t o  t h e  same f i r m  
ene rgy  p r i c e  f o r  t h e  f a c i l i t y ' s  o u t p u t  d u r i n g  'o f f -peak  hours  a s  
d u r i n g  on-peak h o u r s .  P r e s e n t l y ,  because  of t h e  poor  economics 
a s s o c i a t e d  w i t h  o p e r a t i n g  t h e  p l a n t  d u r i n g  o f f - p e a k  hours ,  L a k e  h a s  
v o l u n t a r i l y  r educed  t h e  f a c i l i t y ' s  o f f -peak  o u t p u t  by a p p r o x i m a t e l y  
50% d u r i n g  t h e  w i n t e r  p e r i o d .  A l s o ,  t h e  on-peak h o u r s  d u r i n g  t h e  
w i n t e r  p e r i o d  a r e  s p l i t  i n t o  two segments ,  f rom 6 : O O  A.M. t o  Noon 
and from 5 : O O  P.M. t o  1O:OO P.M. The v o l u n t a r y  r e d u c t i o n  of o f f -  
peak  sales  h a s  c r e a t e d  an o p e r a t i o n a l  problem f o r  L a k e ,  and  h a s  
c r e a t e d  a d d i t i o n a l  o p e r a t i n g  costs .  The f a c i l i t y  must ramp down 
and back up twice a day f o r  t h e  e n t i r e  w i n t e r  p e r i o d .  

PEF f i l e d  a P e t i t i o n  on May 27 ,  2003 ,  t o  modify t h e  c o n t r a c t  
by r e a l i g n i n g  on-peak hours  t o  be t t e r  match L a k e ' s  o p e r a t i o n a l  
c o n s t r a i n t s  and remove t h e  r equ i r emen t  t o  pay f i r m  e n e r g y  ra tes  
d u r i n g  o f f -peak  and weekend h o u r s .  We have j u r i s d i c t i o n  under  
S e c t i o n s  3 5 0 . 1 2 7 ( 2 )  and 3 6 6 . 0 5 ( 1 ) ,  F l o r i d a  S t a t u t e s .  Pu r suan t  t o  
Commission Rule  25-22 .036  ( 4 )  I F l o r i d a  A d m i n i s t r a t i v e  Code, PEF' s 
p e t i t i o n  i n c l u d e s  t h e  a t t a c h e d  l e t t e r  agreement  between PEF and 
Lake, which amends t h e  e x i s t i n g  c o g e n e r a t i o n  c o n t r a c t .  (Attachment  
A )  For t h e  r e a s o n s  d e s c r i b e d  below, w e  approve  P E F ' s  p e t i t i o n  and 
t h e  a t t a c h e d  l e t t e r  agreement .  

DEC I S I ON 

We approve  t h e  proposed amendment because it  w i l l  pr0vid.e 
g r e a t e r  o p e r a t i o n a l  f l e x i b i l i t y  t o  b o t h  L a k e  and PEF, and i t  w i l l  
minimize t h e  p u r c h a s e  of ene rgy  by PEF f r o m  L a k e  d u r i n g  o f f -peak  
p e r i o d s  when less expens ive  ene rgy  i s  a v a i l a b l e .  Also ,  t h e  
amendment i s  e x p e c t e d  t o  s a v e  PEF r a t e p a y e r s  approx ima te ly  $11 .0  
m i l l i o n  o v e r  t h e  remain ing  t e r m  of t h e  c o n t r a c t .  

A s  s t a t e d  i n  t h e  c a s e  background,  PEF p u r c h a s e s  c a p a c i t y  and 
ene rgy  from L a k e ' s  f a c i l i t y  under  t h e  n e g o t i a t e d  c o g e n e r a t i o n  
c o n t r a c t  d a t e d  March 13, 1 9 9 1 .  The Lake facility i s  f u e l e d  by 

'See NCP L a k e  Power, I n c .  v F l o r i d a  Power  C o r p o r a t i o n ,  781  So .  
2d 531 ( F l a .  5 t h  DCA 2 0 0 1 ) .  
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natural gas, has a committed capacity of 110 megawatts, and a 
cont’ract term that extends through July 31, 2013. The committed 
capacity shall be made available at the point of delivery from the 
contract in-service date through the remaining term of t h e  
agreement at a committed on-peak capacity factor of 90%. According 
to the agreement, capacity payments paid to Lake are based on a 
pulverized” coal unit and are made on an accelerated (early 
payments) schedule. The amendment does not affect the capacity 
payments paid to Lake by PEF. In accordance with t h e  decision 
issued by the Fifth District Court of Appeals, Lake is entitled to 
the same firm energy price for the facility‘s output during off- 
peak hours and on-peak hours. 

The existing contract specifies eleven (11) split daily on- 
peak h o u r s  and a total of 4015 yearly on-peak hours .  The 
contract’s on-peak and seasonal periods are: 

(1) For the calender months of November through March, 
All days: 6 : O O  A.M. to 12:OO Noon, and 

5 : O O  P.M. to 1O:OO P.M. 

(2) For the calender Months of April through October, 
All days: 11:OO A.M. to 1O:OO P.M. 

While Lake has voluntarily reduced its facility‘s off-peak output 
by approximately 50%, it is under no obligation to do so. 

GREATER OPERATIONAL FLEXIBILITY 

The proposed amendment will provide greater operational 
flexibility to both L a k e  and PEF by eliminating to the extent 
possible the purchase of e n e r g y  by PEF from Lake during off-peak 
periods when less expensive energy is available. According to the 
petition, PEF is currently required to purchase the energy from 
Lake during Off-peak conditions and at a firm energy price, which 
at times is higher than other sources of power. This could require 
cycling or shutdown of PEF‘s low cost base load generating units. 
The current contract allows Lake to provide up to 521,850 MWH of 
energy during the off-peak periods annually. Even with Lake’s 
reduction of its off-peak energy by 50%,  PEF must still purchase 
substantial amounts of off-peak energy despite the availability of 
lower cost alternatives. Also, the contract establishes the same 
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on-peak hours for weekends as for weekdays, even though customer 
demand during these weekend hours is often similar to off-peak 
conditions. 

To address these problems, the amendment to the contract 
contains the following provisions: 

a Realignment of the on-peak hours and seasonal periods by 
redefining the winter period I and providing for one 
continuous daily period of operation as follows: 

For the period from December 16 through March 15 - 6:OO 
A.M. to 5 : O O  P.M. 
For the per iod  from March 16 through May 31 - 11:OO A.M. 
t o  1O:OO P.M. 
For the period June 1 through October 15 - Noon to 11:OO 
P.M. 
For the period October 16 through December 15 - 11:OO 

,A.M. t o  1O:OO P.M. 

Allows PEF and Lake t o  shift the 11-hour on-peak period 
from time to time when warranted by unusual operational 
or peak demand conditions. 

Lake will use commercially reasonable efforts to not 
deliver energy from its facility during off-peak hours ,  
except for one-hour ramp periods immediately before and 
after on-peak hours, or when necessary to comply with 
permitting or testing requirements, or for prudent 
operation of the facility. 

REDUCES PURCHASE OF ENERGY FROM LAKE D U R I N G  OFF-PEAK PERIODS 

As stated above, the requirement to purchase the Lake 
facility's off-peak energy during low load conditions may 
potentially require cycling or even the shutdown of P E F ' s  low cost 
base load generating units. The problem will be exacerbated when 
Hines Unit 3 comes on line in late 2005. Also, reduced energy 
demand during weekend hours is o f t e n  similar to off-peak 
conditions. PEF believes that the amendment will minimize 
purchases of uneconomic off-peak energy. P E F  h a s  stated that for 
the calendar year J u l y  2002, through June 2003, PEF would have paid 



ORDER N O -  PSC-03-1113-PAA-EQ 
DOCKET NO. 0 3 0 4 5 9 - E Q  
PAGE 5 

$3,183,318 less to Lake in energy payments than under the proposed 
ame n'dme n t . 

In response to this concern PEF and Lake have negotiated" 
amendment to the Agreement that contains the following provisions: 

e PEF will have the right to request additional hours of 
off-peak operation from the Lake facility upon at least 
24 hours advance notice and agreement upon a mutually 
acceptable dispatch schedule. The price of such 
additional off-peak energy will be based on the 
facility's average heat rate of 8,600 BTU/kWh, multiplied 
by a published $/MMBTU pr ice  of natural gas with a $0.49 
adder and a $4.00 floor, plus $5.00 per MWH. PEF has 
stated that it would only purchase this ener,gy if it is 
cost-effective based on current market conditions. 

a 

$11.0 

Upon the request of PEF by 9 : 0 0  A.M. on a Friday and 
Lake's acceptance by L O O  P.M. the same day, Lake will 
make reasonable efforts not to deliver energy to PEF 
during on-peak hours the following Saturday and Sunday. 

MILLION SAVINGS AS A RESULT OF THE AMENDMENT 

PEF stated that based on the results of two ProSym production 
cost simulations comparing its system cost under the existing 
contract and the proposed Amendment, PEF and its customers would 
have a net present value (NPV)  savings of approximately $11.0 
million during the remaining term of the agreement. The following 
explains how the savings will be realized: 

Reduced energy costs from Lake's facility by minimizing 
off -peak hours. 

The avoidance of cycling P E F ' s  base load units during low 
load conditions. 

a Reduced energy costs from Lake's facility during on-peak 
weekend periods. 

Currently it is not economical f o r  Lake to generate during 
off-peak hours because of high natural gas prices. Also, if Lake 
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e lec ts  t o  g e n e r a t e  of f -peak ,  i t  w i l l  r e p l a c e  less e x p e n s i v e  
g e n e r a t i p n  on P E F ' s  system. L a k e  h a s  t h e r e f o r e  d e c i d e d  n o t  t o  
g e n e r a t e  d u r i n g  t h e  of f -peak  h o u r s  f o r  t h e  c a l e n d a r  months of  A p r i l  
t h r o u g h  Oc tobe r .  For t h e  c a l e n d a r  months o f  November t h r o u g h  March 
( w i n t e r  period) which have a s p l i t  i n  t h e  daily 11 hour  on-peak 
p e r i o d ,  L a k e  h a s  e l e c t e d  t o  g e n e r a t e  a t  50% t h e  o u t p u t  of f a c i l i t y  
d u r i n g  t h e  o f f -peak  h o u r s .  T h i s  s p l i t  i n  t h e  d a i l y  on-peak hour s  
is i n e f f i c i e n t  and c o s t l y  f o r  L a k e ,  because  it h a s  t o  ramp i t s  
f a c i l i t y  down and back up twice a day. I 

Attachment  B shows t h e  p o t e n t i a l  s a v i n g s  t o  PEF and its 
r a t e p a y e r s  i f  w e  approve  t h e  amendment, t a k i n g  i n t o  accoun t  P E F ' s  
p r o j e c t e d  a v e r a g e  sys tem o f f -peak  ene rgy  p r i c e  and Lake 's  c o n t r a c t  
p r i c e  t o  c a l c u l a t e  t h e  n e t  p r e s e n t  v a l u e  of s a v i n g s  t h r o u g h  2012. 
The a n a l y s i s  assumed t h a t  L a k e  would o p e r a t e  i t s  f a c i l i t y  a t  50% 
d u r i n g  of f -peak  h o u r s  f o r  t h e  w i n t e r  p e r i o d  and would shutdown 
d u r i n g  o f f -peak  h o u r s  a t  all o t h e r  t i m e s .  T h e  a n a l y s i s  a l s o  
assumed t h a t  Lake would f o l l o w  t h e  same t r e n d  for t h e  weekends. 
The s a v i n g s  c a l c u l a t e d  a r e  v e r y  c l o s e  t o  t h e  s a v i n g s  p r o j e c t e d  by 
PEF . 

W e  f i n d  t h a t  t h e  amendment t o  t h e  e x i s t i n g  c o g e n e r a t i o n  
c o n t r a c t  w i l l  p r o v i d e  for f l e x i b i l i t y  i n  a s s i g n i n g  on-peak hour s ,  
w i l l  avo id  t h e  c y c l i n g  of P E F ' s  b a s e  l o a d  u n i t  d u r i n g  low l o a d  
c o n d i t i o n s ,  and  w i l l  minimize t h e  pu rchase  of more e x p e n s i v e  o f f -  
peak  energy ,  t h e r e b y  p r o v i d i n g  s a v i n g s  t o  PEF and i t s  r a t e p a y e r s .  
W e  approve t h e  amendment. 

Based on t h e  f o r e g o i n g ,  it i s  

ORDERED by t h e  F l o r i d a  P u b l i c  S e r v i c e  Commission t h a t  t h e  
amendment t o  t h e  e x i s t i n g  c o g e n e r a t i o n  c o n t r a c t  between Progress 
Energy F l o r i d a ,  I n c .  and Lake Cogen, L td .  i s  hereby approved a s  set  
f o r t h  i n  t h e  body of t h i s  Order .  I t  i s  f u r t h e r  

ORDERED t h a t  t h e  p r o v i s i o n s  of t h i s  Order, i s s u e d  a s  proposed 
agency a c t i o n ,  s h a l l  become f i n a l  and e f f e c t i v e  upon t h e  issuance 
of a Consummating Order  u n l e s s  an  a p p r o p r i a t e  p e t i t i o n ,  i n  t h e  form 
p rov ided  by Rule 2 8 - 1 0 6 . 2 0 1 ,  F l o r i d a  A d m i n i s t r a t i v e  Code, i s  
r e c e i v e d  by  t h e  D i r e c t o r ,  D i v i s i o n  of t h e  Commission C l e r k  and 
A d m i n i s t r a t i v e  S e r v i c e s ,  2 5 4 0  Shumard Oak Boulevard ,  T a l l a h a s s e e ,  
F l o r i d a  32399-0850, b y  t h e  c l o s e  of business on t h e  d a t e  set  f o r t h  
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in the “Notice of Further Proceedings” attached hereto. 
further 

It is 

ORDERED that in the event this Order becomes final, this 
docket shall be closed. 

By ORDER of the Florida Public Service Commission this 6th Day 
of October, 2003. 

BLAZA S. BAYO, Dirkctor/l 
- 

Division of the Commissiv C l e r k  
and Administrative Services 

( S E A L )  

MCB 

NOTICE O F  FURTHER PROCEEDINGS OR J U D I C I A L  REVIEW 

The F lor ida  Public Service Commission is required by Section 
120.569 ( a ) ,  F l o r i d a  Statutes, to notify parties of any  
administrative hearing that is available under Section 120.57, 
Flo r ida  Statutes, as well as  the procedures and time limits that 
apply. This notice should not be construed to mean all requests 
f o r  an administrative hearing will be granted or resu l t  in the 
relief sought. 
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Mediation may be available on a case-by-case basis. If 
mediation is conducted, it does not affect a substantially 
interested person's right to a hearing. 

The action proposed herein is preliminary in nature. Any 
person whose substantial interests are affected by the action 
proposed by this order may file a petition for a formal proceeding, 
in the form provided by Rule 28-106.201, Florida Administrative 
Code. This petition must be received by t h e  Director, Division of 
the Commission Clerk and Administrative Services, 2540 Shumard Oak 
Boulevard, Tallahassee, Florida 32399-0850, by the close of 
business on October 27, 2003. 

In the absence of such a petition, this order shall become 
f i n a l  and effective upon the issuance of a Consummating Order. 

Any objection or protest filed in this/these docket(s) before 
the issuance date of this order is considered abandoned unless it 
satisfies the foregoing conditions and is renewed within the 
specified protest period. 



ATTAC€!"T A 
Page 1 of 3 

. 



A'ITACH'E" A 
Page 2 o f  3 



ORDER NO. PSC-03-1113-PAA-EQ 
DOCKET NO. 030459-EQ 
PAGE 11 

P a y  3 of 3 



Sevlng does not induds PEP8 s w M d  cycling tbeb. 
PEPO projected -1 prim8 are a mp6nw b w8 dab mt. 


