
• 

L 

• • 
I'LOJliDA PODLIC S.IJlvtOI OOMXI88IOW 

capital Circle Ottice Cauter, 2540 8buaar4 oak Boulevard 
~allab&aaee, l'lori4a l23tt-oaso 

'1'0 1 

J'ROXI 

RBI 

AOE)Il)AI 

JSIJSQ&~JIJHZJS 

Dnti~OJl, DIV18IO.W 01' UCORDB UD U»>R'l'IWQ (UYO) 

Dtvt8IOW or ILBO'l'UO 6 ~~ DUD~BY, o&, ~ -p(}-
DIVISIO.W 01' Ll~ 8DV1CI8 (BllOtnf) ,._C.~ ~J C: -;fl-1 

DOCXI'l •o. U01U-BQ - Pfti~IO• 1'0R IDBDI'l'IID UPllonL or 
SB'l'TLBICDI'l' &QlliBMJQn BY rLORIDA POWU COllPOllA~IOJf . 

JtJlll 25, 19U - UQOUJl AQDDA - PllOPOSilD AQIWCY ACTio• -

I~Dil8TID PlllBo•s KA~ PAll'l'ICIPA'l'l 

CRI'l'I ~ DA'l'll81 •on 

SPECIAL I118TRUCTION81 11\PSO\IA.O\WP\UOUJ.JlQII \ 

CUI UCitOll0011D 

Florida Power Corporation (FPC) and Orlando Cogan Limited, 
L.P. (OCL) executed a negot iated cogeneration contrac t on Mar ch 6, 
1991, which was approved by the Commission t or co•~ recovery in 
Order No. 24634, issued on July 1 , 1991, in Docket No. 910401-EQ . 
Hoditications to the negot iated contract were approved by the 
Commission in Order No. PSC- 95-0540-FOF-EQ, iaouod on Hay 2, 1995, 
Docket No. 940797-EQ. 

OCL ' s cogeneration facility il located near the city ot 
Orlando, Florida, and began co~ercial operation on September 25, 
1993 . Sometime attar September 25, 1993, various diaputea aroae 
bctwoon OCL and FPC concerning tho proper aCSllliniatration e nd 
interpretation of tho negotiated contr act. In particular, there 
wor o disputeo abOut the method to determine the energy price t o be 

paid to OCL, and whether the contract r equire• tho installation ot 
a backup fuol system. 

Certain jurisdictional aspect• ot the backup f uel aystem ~nd 
tho onerqy pric ing dis pute were addressed by the Co11ullie sion in 
oockot No . 940357- £0, i n which tho Commission determi ned that it 
would defer to tho c ivil court to adjudicata the dispute. In an 
effort to avoid the expense of resolving the energy prioinq and tho 
backup fuel supply dis pute through civil l itigation, the partioa 
have agreed to certain =odifications to t he noqotieted contract. 
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• 
On Febru~ry 19, 1996, FPC tiled a petition tor expedited approval 
ot a Settlement Aqroemont. Tho Settlom.ont Agreement 1a tho saconc:l 
moditication to their n09Qtiated contrac t. In thia Oooket, tho 
partie• have roquosted Commission contirmation that the paymonta 
made pursuant to the contract, as moditied by the Settlement 
Aqreement, continue to quality tor coat recovery . 
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• 
DISCQSSIOM Ol ZBBVZB 

I BQVI 11 Does the negot iated contract, as modified by the 
Sett lement Agreement between Flor ida Power Corporati on (FPC) and 
Orlando Coqen Limited, L.P . (OCL), continuo to quality tor cost 
recovery? 

B =COKJ(ZJmATIOlfl Yea. The moditied powor sales agreement provides 
a net benefit to FPC ' s ratepayers and should continuo t o qualify 
for cost r ocovory . 

STAU NfALXBI SI FPC estimates that thoro is a CWIIUlativo net 
present value (NPV) benefit of approximately $19, 406,729 to its 
ratepayers der ived from the settlement with OCL. Staff bolioves 
that this amount is overstated because some ot the savinqa are 
based on the presumpt ion tha t OCL would win ita lit i gation aqainst 
FPC. And while the benefits to FPC's ratepayers have been 
overstated, staff believes that thoro are net benefits to tho 
ratepayers and recommends that tho Settlement Agreement be 
approved. 

·r ho mocHricationa to tho negotiated contract involve: 

(1) tho methodoloqy for computinq onerqy payments under 
the Settlement Agreement; 

(2) resolution of tho dispute concorninq backup fuel; 

(3) curtailment during Off-Peak periods; 

(4) tho escalation rate for tho Avoided Unit Variable O&H 
cost under the neqotiated contract; 

(5) an adjustment (referred to in tho aqroomont as tho 
settlement Payment.) for onerqy pa}'lllonta already paid 
undcar tho neqotiatod contract to reflect the oncarqy 
payment calculation established before tho dispute . 

Each of these aspects of tho Settleaent Aqree111ont is diacuasod 
below. 

ENERGY PAXXIlf'l'S tn!DBR '1'U Hl!GQTU.TJQ COlf'lMC'f MD SITTLJD(ElfT 
AGBEEM!llfT 

Tho methodoloqy for computing onorqy payment. under the 
existinq negotiated c ontract (Section 9.1.2) is as follows: 
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(1) the energy payments shall be the product ot tho average 
monthly inventory charge-out price ot tuel burned at the 
avoided unit tuel reference plant, the fuel multiplier (value 
associated with the unit type aelectad • 1. 0), and tho avoided 
unit heat rate, plus the avoided unit variable 0 ' M, it 
app1icoble, tor each hour that the company would bavo had 4 

unit with these characteristics oporating; and 

(2) during all other houra, tho energy cost shall be oqual to 
Aa-Available energy cost. 

Between September 25, 1993 (tho in- service date ot th~ OCL' s 
generating unit), and Auguat, 1994, OCL received tina energy 
payconts tor evory KWH delivered. Beginning in Auguat, 1994, and 
ending in January, 1996, FPC dotOrDined that tho avoidud unit vould 
have bean cycled ott during certain hours ot the day. Tbere!ore, 
FPC began maJcing energy payments based on both Firm C••hon the 
avoided unit vaJJ on) and Aa-Available energy (when the avoided unit 
woo ott), as described above. The result vas that tho energy 
payments wore reduced and thereafter, OCL initiated litigation 
against FPC. 

Tho metbodoloqy tor computing energy payments has boon 
modified by the Settlement AgreCliDent in two fundamental ways : 

(1) during on-Peak boura, energy payments to OCL will be 
based on the Firm energy cost (listed in Definition 1 oZ 
the settlement agreement); and 

(2) during Ott-Peak houra, vhon As-Available Energy Coat 
io: 

(a) Loss than or equal to the Firm Energy Coot, the 
greater ot: 

(i) tho discount factor (listed in Appendix c ot 
the Settlement Agreement, which is appllcoble to 
tho energy paymanto during ott-Peak hour• tor each 
calendar year) multiplied by the Firm Energy Cost; 
or 

(ii) the Aa-Available Energy Cost 

(b) Greater than tho Firm Energy Cost, The Firm Energy 
Cost. 
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• 
The Settlement Aqreement has establiahoa a minimum number ot 

hours (floor) that OCL will be paid tor firm onorqy d~ing tho lito 
ot tho contrac t (4015 hours per year). Alao, the Settlement 
Agreement energy price will be baaed on a coal price tloor ot 
$1.73/ KHBTU. The~o floors benefit OCL because they pro•ido a more 
stable revenue stream. 

The energy payment provisions ot the Settlement Agreomont 
r eoolved one ot the controversies between OCL and FPC. FPC 
estimate& that tho modified enarqy pric ing provioiona vill provide 
savings to ita ratopayoro when compared to OCL'a pre-settlement 
position. Both FPC and OCL will bonotit !rom the anergy payment 
settlement by avoiding the cost ot litigat ion. Also, OCL will gain 
additional bonofits from the tuol and tho onorgy prioa floor. 

BJ\Clj-PP rtlJL 

Section 3.3 o t the existing negotiated contract stat es that 
"Except tor Porco Majeure EVents declared by the Pacil! ty•s tuol 
supplier(s) or fuel transporter(&), which comply with the 
definition ot Porco Majeure EVents as specified i n this Agreement 
and occur after tho contract In-service Data, the Fac ility • a 
ability t o dalivor ita Comaittad Capacity shall not be encumbered 
by interruptions i n i ts fuel s upply." FPC's position vas that t his 
section required a back-up fuel supply. 

The Settlement Agreement specifies that if OCL cannot perform 
under its contract duo to an interruption ot ita primary tuol 
supply and concurrent lack ot an adequate back-up fuel aupply, than 
OCL will reimburse FPC $40,000 per hour up to $600,000 par year 
with a lite time maximum ot $3,600,000. This a!llount shall be 

prorated for a partial hour or partial interruption (or ~th), in 
which OCL suffers a partial forced outage to ita primary tuol 
supply. 

This provisi on r esol ved tho main controversy betvoon OCL and 
FPC. staff believe& that OCL ' s f uel supply interruption penalty is 
a positive benefit to FPC ' s ratepayers. The hourly energy payment 
will more than compensate FPC t or any replacement powor pur chases. 
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CQBTAILKMT 

• 
The Settlement Agreement contains extensive lanquaqe on the 

time periods and condition5 under which energy purohaaes from OCL 
may be curtailed. This language is consistent with FPC's 
Curtailment Plan and ita Voluntary curtailment Agreement with OCL 
approved by Colll:lrlssion Orders PSC-95-1133-POF-EQ and PSC-95-10811-
FOP-EQ, respectively. The curtailment savings accrue to the 
benefit of the ratepayers because FPC can replace OCL ' a curtailed 
energy on ita system at a lower total cost. It is staff's opinion 
that FPC has tho right to curtail any QF it such purchases result 
in negative avoided costs. However, a voluntary curtailment 
agreement should avoid oxpenoivo litigation. 

AVOIDED OMIT yABXAJLI OiK 

Under the existing negotiated contract, the variatle O'"M 
escalation rate vas fixed at 5.1 percent per year. Tho s ottlement 
Aqreomont modified this esc alation rate to 4 . 5 percent per year . 
This modified escalation rate is above the current consumer price 
index of 3 percent per yaar, but has positive benefits to FPC's 
ratepayers. FPC eotilllatea that thia provision alone vill save its 
ratepayers a not present value ot 4pprox1aately $4.78 million 
throughout the lito ot the contract. 

SBTTLI)(IIf't PAXMIIfl' 

FPC has agreed to pay OCL a one-time Settlement Payment of 
$2,942,000. This is tho difference between what PPC would have 
paid to OCL for ener9Y had all tho energy been priced at tin. sine:~ 
August, 1994, and what PPC actually paid. The retroactive payment 
is a major part of the Settlaa.nt Agreement to resolve the dispute 
between FPC and OCL. The last ot a aerie• ot payments vas made to 
OCL in February, 1996. These payments are shown on Attachment 1. 
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IBBDI 21 How ahould the coata reaultinq trom the Sottlel:lont 

Agreement be recovered? 

IBCOKKINDATI OHs The capacity payments made under tho Settlement 
Aqroeaent abould continue to quality tor recovery through the 
capacity Coat Recovery Clause. Tho enarqy paycontJI 111ado under the 

Settlement Agreement ahould continue to quality tor r ecovery 
through tho Puol and Purchaaod Power Coat Recovery Clauae. The 

Settleaent Payment ahould quality tor recovery through the Fuel and 
Purchased Powu Coat Recovery Clause . 

&2All ABALIIII : Aa discussed in Issue 1, atatt boliovea that the 

moditiad power aalea agreement provido.s a not bonetit to FPC ' s 
ratepayer&. A8 auoh, the 11oditied powor aaloa aqreue.nt ahould 
continue to quality tor coat recovery through tho Capacity Coat 

Recovery and the Fuel and Purchaso.d Power cost Recovery Clausea. 

s tarr recooonda that tho capacity paymenta mado under the 
Sottlemont Aqreement continue to quality tor r ecovery through tho 
capac ity Coat Recovery Clauao, and the energy poymonte made undor 

tho Settleaont Aqro ... nt continue to quality tor recovery througt 
tho Fuel ond Purchaaed Power Coat Recovery Clouse. 

The Settl011ent Payment ia a retroactive payment baaed on the 
tit"lll rnerqy pricin<J provieiona ot the oxtatinq no4Jotiatod contract. 

This payment is noceaaary to resolve tbe diaputo betvoon FPC and 
OCL. As ahown on Attachment 1, FPC has paid tl1e $2,94 2,000 

Settlement Payment to OCL. Thia amount waa i ncluded in tho anerqy 

payments lllllde to OCL which are retloctod on I'PC' a A-Schedules. 
Prior to thia petition, FPC tailed to intot"lll tho Co=mi~sion ot this 

recovery treatlllont. start believes that FPC ahould have intor•od 
the Co111:1iaaion during the laat Fuel and Purc haaed Power Cost 

Recovery proceedin<J• or ita intent to recovu the OCL Settluent 
Payment. PPC baa tollowod thia proctic e in past Settlement 
Agreements with coqenerotora . 

Statt recouonda that tho Settlement Payaont quality t or 
recovery through the Fuel Coat Recovery Clauao aince FPC's 
ratopayero roceivo tho bonotita ot t ho Settlement Aqroomont. This 

Settle•ont PaYJient should be retlootod i n tho Auquat, 1996, Fuel 
Cost Recovery procoedinqs. 
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ISSQB 3r Should this docket be closed? 

RICOKHJNDATIONc Yos . 

• 

8TAf1 AK&LXAIBl It n o eubotontially affected pereon tiaoly filea 
a protest to the Cocmisoion •a Proposed Aqoncy Action, this docket 
should oe closed at tho conclusion of tho 21 day protest period. 
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J\TTJ\CRMENT 1 

.. ement Payments • ~ 

a-u 

,_ .. 11101111'1 AI.:UilnerrY 
.t: , 

,1 . ' I . 
~ .. II ,IIS.IZI I I .JN.-7 ~.057 
ac.t4 11.211.100 I1MUN IIQ,IU .._ .. I1 ,1IUIS 11 ••• 001 1220.»7 
o.o-t4 I1 ,117.NI I1 ,U~,IZ2 tzOip) ,_., 11,050,2)1 11,111.1&5 IIJI.UO 
'eb-ts 11,02().)10 11.111,121 lll.nt 
W.·l5 l1 ,11l,702 I 1.214.U2 I120.UI 
lop-IS I1 ,1C2,UI lt.Ja.as ltl1)17 
W.,. -15 11 ,)10,115 ,, ,.,2.~ 1101,441 
Jlhl5 I1 ,11U04 I1.MU13 1112.001 
.U.I5 11 ,114.~10 lt)SC,131 11eo.m 
q.l5 l1,2lt,t4t 11,430,501 lltoMt 

15 l11ll.54a II .)53.211 IIKIIU . . . 
..._Total 

MotNov .... l 12.144,147 

Od-tl 1212. 12~ lllU17 uun 
No\1-tl ln4,M2 11.0)0.713 12511.)71 
O.O.tl lt ,1110,U2 11,)41.051 1117.703 
J-te 
F.O.te 

..._Toea! 

TOTAL 12 Ul.414 

• WlrecUo OCL on Nowmber 21, I ttl 
• Wred to OCL on Decembet 21. 11tl 
• Wred to OCL on W..,., 30, 1tte 
• Wredto OCLonFtbn.wy t2, 1tte 

-~ c-.cw ,..,.,.... ,,.._ .. , .....,._. DuetDOCl lledetDOCL 

1105,413 12,430,000 

• (12,011.000) 
• (t307,000) 
•[UU,OOO) 

I H UN 12.142,000 
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