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CAS'S BACJ!:GROlJNI) 

On March 19, 1993, Florida Power and Light Company (FPL) filed 
with the Federal Energy Regulatory Commission (PERC) an oxtenaive 
~nd comprehensive revision to its existing wholesale power, 
tr~n~m1osion and interchange service tariffs. Among the rate 
changes in the PERC Docket !Do~ket No. ER93-465-000 , et. al.), was 
FP~'a proposal to determine the interchange service schedule under 
which •!mergenc y and short-term firm service would be available to 
other Jtilities, and to base that determination on the islstalled 
and operating reserve standards contained in the interchange 
schedules filed with the PERC. 

FPSC intervened in the PERC docket and, o n September 13, 1993, 
filed its i nitial comments. FPSC expressed its concern that PPL's 
pt CJposed tariffs could interfere with FPSC' s statutory authority 
antl obligat.ion to determine the appropriate level of reserves for 
utilities in the State of Florida, as well as its historical 
responsibility to protect retail ratepayers. The Commissio n • s 
comm~nts urged that the PERC defer to FPSC's determination on the 
adequacy o f reaerves. 

After d i scl'ssion at the Internal Aff<tirs me~t. ing on April 5th, 
1994, t.his docket was opened to investigate the planning prac tices 
and operating reserves of Peninsular Florida's generating elect.ric 
utilitico. An expedited hearing was held June 23, 24 .ar.d July 6, 
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1994, with the expectation that the CoiNilission's final ordet would 
be f1led with PERC for consideration in the PERC docket. At the 
september 20, 1994 Agenda Conference, the ~ission established 
reserve margin criteria and other policies, such os the approprinte 
treatment of non-finn load, non-firm purohaoos, and ahatcd 
generating units when calculat ing reserve margins. In addition. 
the Commission found chat utilities should not be required to 
provide •buy-through• power to another utility• s interruptibl e 
customers p~rsuant to emergency interchange achedules. Order No. 
PSC- 94 ·1256- POP-EU was sent to the PERC for ita cons ide rat ion ar:d 
PPSC staff was also directed to initiate a proceeding t o codify all 
of the decisions contained in Order No. PSC-94-1256-POP-EU in the 
form of a rule. 

on December 13, 1995, the presiding judge in the PERC docket 
issued an Initial Decision on Comparability and Other Rate Issues. 
This decision fou nd that the reaerve margin criteria contained 1n 
FPL's interchange tariffs conformed with FPSC'a Order No. PSC-94-
1256-FOF-EU. The judge also recognized the pot~ntial for disputes 
co arise and therefore recommended that since "this decision 
approves PPL's interchange proposal that adopts the PPSC 1ooerve 
margin reserve tests as eligibility criteri~ under AF and BF, it is 
logic~l and reasonable for such disputes t o be arbitrated by the 
FPSC." To date, this decision has not been affirmed by the PERC. 

The Col!llllisoion established reserve margin criter ia in order to 
maintain equitable reserve sharing among utili~iee, not to set a 
prudent level of reserves While these are relaced, they should be 
k~pl separate. A prudent level of reserves was not the subject of 
the hearing in Docket No. 940345-EU. Therefore, if the Commission 
adopts a rule, it should be for the purposes of insuring equitable 
reserve sharing and coordination of interchange, not n m1nimal 
level for prudence. 

DISCVSSION OF ISSQBS 

ISSUE lr Should the Commission propose the attnched revisions to 
Rule 25 6.0)5, Florida Adminietrllti'le Code? 

BECOMM£NPATIOH• Yea. 

STAPP AHALXSIS: Interchange agreements between utilities 
benefic each utility in that capaci ty reserves can be shared during 
erne1gencies and short term capacity shortages. Docket No. 940345· 
EU originated because PPL believed that it was being •leaned on" 
for capacity reserves in light of the traditional method of pricing 
emergency power. The Commission found that the problem of over
reliance on emergency power was not due to inadequate rcoeryea but 
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rather was due to purchases of •buy-through" power for non-firm 
loads and the inability to interrupt non -!irm loaa in order to 
satisfy the reciprocity requirements contained \n the companies• 
interchange schedules. The Co~~laaion went on to say that t hese 
problems require •policy decisions by thic Commission on retail 
tariff provisions ... • In other words, once the retail tariffs are 
fixed to reflect the Commission's policy decisions, the problem of 
over- reliance on emergency power should vanish. However, other 
methods o! insuring that this problem of over-reliance does not 
happen in the future were explored because the Commission •cannot 
foresee all problems that may event ually arise in the increasingly 
competitive power market ... • Order No. PSC-94-1256-POF-EU, pg. 6. 
Two methode of correcting this anomaly were presented: (l) an 
emergency power broker syotem and (21 certain reserve marg1n 
criteria which, if not met, would •trigger• a higher pr1ce LOr 
emergency power. B<)th methods rely upon competitive forces to 
optimize capacity reserves . 

As stated on page 6 of Order No. PSC-94-1256-POF-EU the 
Commission • o overall goo 1 was to • osaure the continued 
conservation, reliability and coordination of shared energy 
rcnerves in Florida's electric grid under t he mandate of Chapter 
366. Florida Stacutes. • This policy is codified in the curr,.:lt 
version of Rule 25-6.035, Florida Administrative Code CP.A.C.). 
One shortcoming of the current rule is that it ~o.•as written at a 
time when demand side management programs were not utilized. Staff 
has rewritten this rule to •codify the standards and pellcy 
determ1nations detailed in this Order as a rule.• Order No. PSC-
94-1256-FOF-EU. pg. 12. 

ISSUE 21 If there are no comments or requests for hearing, sh<Juld 
t~~ attnched revisions to Rule 25-6.035, Florida Administrative 
Code, be submitted to the Secretary of State for adoption and this 
dccket closed? 

~OMHENDATION ! Y~o. 

RCB 
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'l 2 5-6 . o 3 5 Adequacy of 6~pply Resources. 

4 a~a llable f~em e~he~ aeureee , M~e~ he a~ffieiently large ee Meee 

(1) EAch utility shall maintoin gufficient 

7 generating capacity. supolcmom:ed by reoularly ayoilable gcnerot;ing 

a and oon .. generating resourcoo, in order to meat oll rcaaonable 

~ demandg f o r seryict and provide e reasonable rcsorvt f e r 

10 emergencies. Each utilit;y ahnll alao coprdinatc the abaring of 

11 energy reserves wir.b other yt.ilitiea in Penloqulor Florida. To 

12 acb ! eye an equitable sharing of energy rcoeryes. P'ninsular florida 

13 utili t;ies shall be required t;o maintain. at; a minimym. a 1st 

) 4 plwnned reeerye margin. The planned rPserye margin for each 

15 utilit;y shall be calcylatcd as followa; 

16 

17 

18 

19 

20 

21 

22 

23 

RM • ICC - LI/LJ • 100 whore; 

Is defined as the yt;ility•s percent planned reAerye 

margin; 

"C" .. Is defin6d oa t;hc aggregate aym of the rated 

d'pcodable pqtk-hour cppabilitigo of tb: roeoyrces 

that; are expected to bg ayailable nt the tlme o[ 

t;he ytilit;y'a annyal peak; and 

"1,. ... Is dofio@d 01 the expected firm peak load o: the 

aystem ! ot· whic h rcecryog aro t ·qgy i rod. 

COOING: Words underlined are additions; words i n 
~t't~Oit llft.to.ett!Jh type are deletions from existing law. 
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2 The following a hAll be utilized as tho operating reaerye 

3 standard for Peninsular Florida' a ut:ilitieg 1 operating rc:gqzyes 

4 shall be maintained by the COmbined Peninsular Florida system At a 

5 value equal to or greater thnn the loss o f generation chat would 

6 resul c from the molt severe single contingency. The operating 

7 reserves shall be allocaced among che utiliciet An orooorcion to 

8 each utili ty' a maximum demand for cbe proceeding year. and the 

9 summer grou Soutbeaut e.t.·n Electric Reliabili t y Counci: !SERCI 

10 caoaoility of its largest ynic or o wngrsbio ghare of a ioint unit. 

11 whicheyer ig areacer. Pifcv cerceot ghall be allocated on che 

12 basis of demand tOd fiftY percent on the baSi& of the QUmmer grOSS 

13 SERC copnbilicY of che largesc unit. Operating reseryeg ghnll ~ 

1~ tully available within ceo minucea. At leapt 25t of che operatina 

15 n:servet ghall be in cbe form of gpinning regeryes which are 

16 automacically respongiye co a frequency deviation from normal. 

17 lll Treacmenc of Pyr~baged Power . Only firm purchoge oower 

18 ~ementa may bo included aa a regource for pyrpoaee _gf 

19 calculacing a planned or operating roecrye margin, A ut,1,lity mgy 

20 pecltion the Commitgion on a caoc-by cage bagig for exceptions to 

21 t.his rule. 

22 l.ll Treacmenc of Shared Generating Unitg. Only che utilHy 

~3 which baa tirpt: coll on the generating unic moy count the ynit 

24 towards ito planned or operating reperye margin. A yt i.l ity bas 

~5 lint call on a unit if the unit ig ayoilable and the ur..ilJUJlu 

CODING: Words underlined are additions; words in 
eertselt ehl"ets!Jft type are deletions from exioting law. 

- 5 -



I~ • • DOCKET NO. 960214-EU 
DATE: Apr il ~ . 1996 

1 

2 the contr actual right to dispatch the unit to meet its nntiye lond 

3 and other firm contractual commitments before any ocher parcv to 

~ the unit's sharing arrangemenc. The Commission may consider other 

5 methods on a case by case basio. 

6 ~ Treatment: of Non- Firm Load. If non-firm load !i.e. 

7 'ystomers rcceiying seryice under load mnnaaement. intyrruotiblL. 

8 curtailable . or sim,1,la1.· tadffe l is religd upon by a utility )''hen 

~ calculatjng itg plonned o r operating resoryeg. the util i ty ahall be 

10 regy i red to make such reseryes ayailable to mointain firm seryico 

11 t o o thPr utilitieg. 

12 121 Buv-througb Power for Int:grrrupt: ible D1stomera. 

1 3 Interruptio n o f aoryice to non - firm cuatomerg is not on emergency. 

14 As such . a utilitv shall not be required to proyidc buy- through 

l S power for another utility'g interruocible cuacomora under 

16 obl1 gatory cmorgency intercbanao ecbedulep. 

17 Speci f ic Aut hority 366.05 (1) FS . 

18 Law Imp l emented 366.03 FS. 

19 History- New 7 - 29-69, Formerly 25-6.35. Amended 

20 

21 

23 

24 

25 

COD INO: Words underl1ned are add1tions ; wor~s in 
~e-k t>hreki!Jfl type are deletion• from exioting law. 
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DIVISION OF APPEALS (BELLAK) 

DIVISION OF RESEARCH AHD R[GULATORY REVIEW (HEWIIT~ ~~~ 
ECotDIIC IMPACT STATEME.HT FOR PROPOSED REVISIONS TO RULE 25·6.035, 
FAt, ADEQUACY OF SUPPLY 

S\Jt!IARY OF JljE RULE 
Currently, Rule 25·6.035, FAt, states that the electric power generating 

capacity of a utility's plant, supplemented by other sources, must be 
sufficiently large to meet reasonable demands for service and to provide a 
reasonable reserve for emergencies. There 1s no elCpllcH UIOunt of reserve 
required. 

The proposed rule revisions would require Peninsul a Florida utilities to 
maintai n an explicit 15 percent planned reserve margtn. Also, the proposed rul e 
would adopt the Florida Specific Procedure for operating and spinning reserves 
as administered by the Florida Coordinating Group (FCG). A general fomula for 
calculating the planned reserve margin for each utility would be included. 

Treatment of purchased power, sh1red generating units, and non-firm load 
for reserve margins are addressed In the proposed rule revisions. Finally, buy· 
through power for interruptible customers would be acco11111odated pursuant to 
voluntary Interchange schedules, not under obligatory emergency interchange 
schedules. 

PIRECT COSJS TO THE AGENCY ANP OTHER STATE OR LOCAL GOVERNMENT EHT.lllll 
Those government entitles that generate electrical power could be affected 

by the proposed rule changes . Six generating IIUnlcipalitles 1·esponded to 1 data 
request for their expected costs and benefits from the proposed rule revisions. 
Four muni<;1pa1 utilities re11orted no expected change in costs beceuse they 

currently comply with the proposed reserve margin criteria. 
The City of lakeland says 1t could gain some financial benefits by 
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foregoing future capacity for a period of time , thus, dropping l t s reserve margin 
to t he proposed rule's min imum level. However, Lakeland sees a potentially 
significant negative impact to complying with the proposed rule changes. lt 
states the revisions would impact its load-management progra~ and may benefit 
another utility at Lakeland's expense or inconvenience and l eave it short of 
capacity to serve load. This would result in much higher replacement cost and 
would ultimately affect rates. lakeland also bel i eves that its electric rate 
tariffs for load management, interruptibl e, and curtaihble tariffs are not 
compatible with the proposed rule's treatment of non-firm load . Changing its 
tariffs to comply would cost an estimated $2 ,000 to $3,000. Other, intangible 
costs would also be incurred that cannot be quantified or captured. 

Another municipal ut i l i ty , Fort Pierce, states that although it currently 
maintains a 15 percent reserve margin, It objects to the loss of flexibil ity It 
woul d suffer with the proposed rule changes. 

The City of Tallahassee Electric Department has a planning margin of 17 
percent and would not be affected by the proposed minimum margin of 15 percent . 
However, the city objects to the proposal in Rule 25-6.035(2), FAC, to allow a 
pet It ion for using non-firm purchase power agrel!liBnts as a resource for 
calculat ing a planned or operating reserve margin. Because t~e nature of non
f irm power implies a h ck of accountability and accessibility at some future time 
(likely during a peak period), it coul d result in the failure of a utility to 
meet its reserve obligations. 

The Co11111ission currently monitors utilities ' level of reserve margin. 
However, i f there is an increase in the number of proceedings concerning the 
treatment of various reserve margin contingencies in the proposed rule revi sions; 
there would be addi t ional staff time and effort spent in those proce•dings. 

COSTS AND B£HEFITS TO THQSE PARTIES DIRECTLY AFFECT£0 BY JHE RULE 
The proposed revisions to Rule 25-6.035, FAC , would affect the electric 

generati ng utilities tn peninsular Florida by requiring that tt.ey 11alntai n a I!; 
percent planned reserve margin. The utilities affected Include investor owned 
utilities (IOUs), city generating util it ies (MUHis), and Cooperatives (Co-ops). 
The effect on MUNls is included in the previous sect ion. 

The Semi nol e Electric Cooperative states t hat It anti ci pates no additional 
costs associated In complying with the proposed rule char.ges and that it should 
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ell11inate ambigult.y reht1ve to what level of reserves nt1sfles reciprocity 
requirements under certain Interchange ag~ements within the state. 

IOUs general l y expect no significant additional costs from the proposed 
rule revisions . Tampa Electric Company (TECO) states that there lillY be 
additional costs associated with any proceeding reht1ve to treatlllent of Non-FinD 
Load. The costs would include prep~ration of evidence, involvement of expert 
witnesses, participation in a hearing, and preparation of post -hearing 
statements. These costs could vary over a wide range, depending on the 
complexity and number of proceedings required. 

F1 or Ida Power torpont I on expects t o receive 101111 benefl t from the proposed 
requirement that all utilities would 111et or exceed t he 15 percent reserve level 
for firm load requirements th:~y serve in the state, but the benefits are 
difficul t to quantify. 

Florida Power & Light Company (FP&L) believes the state would benefit fro~ 
the minimum reserve requi rements by reducing the chances that reliabil ity would 
be adversely affect ed. 

REASONaBLE ALIEBNATJYE M£THOQS 
The altern~t lve most often suggested by affected utilities would be to not 

change the existing rule. However, this alternative would not remove the 
ambiguity In the existing rule regarding a reasonable reserve eargin. 

Seminole, FP&l and TECO suggested language changes for clarification and 
cons i stoney, but indicated the proposed methods In the rule rev Is Ions were 
acceptable. 

IMPACT OH SHAlL BUSINESSES 
No direct Impact on small businesses 1s foreseen, as none of the affected 

utilities qu~llfy as a small business ~~ d!fined in Section 288.703(1), Florida 
Statutes (1991). 

IMPACT ON CQHPETITIQN 
The City of Lakeland believes that 1f It has to eventual ly add capatlty 

because of t he proposed rules, rates would have t o Increase and would seriously 
affect Lakeland's ability to compete in the energy services market. 

· Fort Pierce Uti lity Authority states that the prop~sed rule would reduce 
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utility flexibility in meeting t he unknown, but ltkely volatile, competitive 
conditions of the future. 

Seminole Co-op believes t hat the proposed rule changes have the potential, 
In the future, to place florida utilities at a competitive disadvantage vis-a-vis 
out-of-state util i t ies. These non-florida generators may maintai n reserves at 
a lower level than the Florida mlnillllm reserve level, In order to gain a 
competi tive advantcge. , 

FP&L thinks that the proposed minimum level of reserves would prevent 
Florida utilit ies In a competitive environment fr~m reducing reserve margins In 
order to drive down costs and thus a ml'nimum level would maintain overall system 
re 11 ab 11 ity. 

IMPACT ON E!1PLOYI1ENT 
There could be Increased empl oyment In constructing additional capacity If 

any utilities below 15 percent reserve margin build generating caplclty rather 
than purchasing additional capacity. However, that Impact could be offset to 
some ::legree if ut111tles wlth over 15 percent reserve tnrglns tllow their reserve 
margin to decline Instead of continuing excess capacity above the minimum reserve 
margin. The net effect would depend on the amount of excess or deficiency of 
reserve margin. 

TECO Indicated that no additional pos itions would be anticipated to adhere 
to the proposed rule revisions. However, satisfactory disposit ion of TECO's 
issues relating to the treatment of Shared Generating Units and treatment of Non· 
Firm Luad may require additional efforts 1n other areas of the company. 

HETHODOLOGY 
Data requests were sent to generating utilities In Peninsula florida to 

ascertain the expected Impact of the proposed rule amendments . Meetings were 
held with legal and electric Industry Commission staff. Relevant statutes •nd 
rules were reviewed and cited where appropriate. Standard economic analysis was 
used to determine the likely Impact of the rule revisions . 

CBH:tf/e-adqsrv.tnf 
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