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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Petition to Determine Need |
for Existing Ty Bay Electrical Docket No.
S TR et
Florida Power Corporation.
FLORIDA POWER CORPORATION'S

Florida Power Corporation ("Florida Power"), hereby petitions the Florida
Public Service Commission (the "Commission®) pursuant to Section 403.519,
F.S., and Rule 25-22.081, F.A.C., to (1) determine the nced for the existing
Tiger Bay cogeneration facility and a nominal increase in the electrical capacity
of that facility, (2) file its order making that determination with the Florida
Department of Environmental Protection ("DEP*) pursuant to Section 403.507,
F.S., and (3) waive the application of Rule 25-22.082, F.A.C., as provided in
Rule 25-22.082(9), F.A.C., and Section 120.542, F.5.

Because Florida Power proposes 1o increase the electrical output from the ,
existing steam turbine over 75 megawats, DEP is requiring that the facility be
certified in accordance with the applicable provisions of the Power Plant Siting
Act ("PPSA") - including Section 403.519, which requires a need determination
by the Commission. To satisfy this literal reading of the PPSA, Florida Power
submits this Petition.

As discussed more fully below, the Commission has, as a practical matter,
previously determined the need for the Tiger Bay cogeneration facility's electrical

capacity in other dockets. Additionally, Florida Power's ool 4
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mmnll 10-12 megawatts of additional steam electric capacity (simply by using
mwﬂywmwmmluﬂnﬁﬂtymﬂﬁtm
lﬁMMhMPﬂMr': approximate 7,000 megawatt statewide
capacity. Moreover, the nominal capacity increase would impose no additional
costs on the ratepayer, involve no additional equipment or operational changes to
the facility, and produce no increased emissions or other environmental impact.
Furthermore, the fuel savings ratepayers will receive from this capacity increase
are expected to exceed $14.2 million over the next ten years, For these reasons,
Florida Power believes that the Commission should grant the Petition. Because
the Commission has, as 8 practical matter in prior Orders, already determined the
need for the Tiger Bay facility, and given the de minimis increase in that facility's
capacity sought by Florida Power, Florida Power further requests that the
Commission expedite its review of this Petition.

1. Background

Florida Power is an investor-owned utility that provides electric service to
more than 1.2 million customers in its service area, maintuins its principal place
of business at 3201 34th Street South, St. Petersburg, Florida 33711, and is
subject to the Commission's regulatory jurisdiction pursuant to Chapter 366, F.S.
All vleadings, notices, orders or other documents required to be served in this
docket should be addressed to the undersigned counsel.

As authorized by Rule 25-22.080(1), F.A.C., Florida Power commences this
need determination proceeding prior to filing its Tiger Bay facility site
certification application with DEP. Florida Power expects to file its site
certification with DEP this month. Section 403.519, F.S., and Rules 25-22.080
to 25-22.081, F.A.C., vest the Commission with exclusive jurisdiction to
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determine the need for the Tiger Bay facility and the nominal capacity increase,
applying the standards set forth in Section 403.519, F.S.

Tiger Bay Limited Partnersnip completed the construction of the nominally
rated 220 megawatt Tiger Bay cogeneration facility in late 1995. The facility
consists of a combustion turbine and a separate steam turbine. Because the steam
turbine was specifically operated to not produce more than 75 megawatts, the
plant was not subject to the PPSA. Florida Power belicves, however, that the
steam turbine is capable of producing approximately 85.5 net megawatts simply
by changing a computer program to alter the control sct points on the steam
turbine and operate the system at a 5% increased pressure level.

Between 1988 and 1991, Florida Power entered into five purchased power
agreements with qualifying facilities for a total committed capacity of 217
megawatts, which were ultimately served by the Tiger Bay facility. The
Commission reviewed and approved those contracts and, in so doing, essentially

(in approving the contract, the Commission held that *there are indicated capacity
needs from both a utility and a statewide perspective in 1995.7). Copies of this
and the other Commission Orders approving the contracts are appended hereto as

Exhibit 1.

Tiger Bay Limited Partnership acquired the interests in these five purchased
power contracts by assignment from cach of the original qualifying facility
entities, Consequently, Florida Power received the electrical output of the Tiger
Bay cogeneration facility.

Y
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On August 29, 1991, the Commission approved FPC's statewide generation
expansion plans consisting of, among other things, *500 MW of purchased power
in 1995 . . . ." Inre: Plannin; Hearings on Load Forecasts Generation

No. 910004-EU, Order No. 24989 (Aug. 29, 1991), a copy of which is appended
hereto as Exhibit 2. This 500 megawatts included the purchased power from the
Tiger Bay cogeneration facility through the assignment of the purchased power
Wﬁmﬁewwiﬁiuﬁdﬁﬁumﬁwﬂq Limited
Partnership.

On January 20, 1997, Florida Power agreed to purchase the Tiger Bay
facility from the Tiger Bay Limited Partnership and terminate the five related
purchased power agreements. Florida Power sought the Commission's approval
of the agreement, requested recovery of the facility purchase cost, and requested
that the fuel expense associated with the operation of the Tiger Bay facility be
approved for recovery through the Fuel Clause. Florida Power and two
intervenors executed a stipulation, which resolved all disputed issues. On June
9, 1997, the Commission approved the stipulation and Florida Power’s purchase
of the Tiger Bay facility and termination of the five purchased power contracts
stating that "the Stipulation reduces FPC's ratcpayers' liability throughout the
remaining term of the [purchased power agreements and] . . . represents a
reasonable balance between potential ratepayer neutrality to the transaction and
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Power Corporation, Docket No. 970096-EQ, Order No. PSC-97-0652-S-EQ (June
9, 1997) at page 2, a copy of which is appended hereto as Exhibit 3.

Facility And De Minimis

Ommission Lrge:

A Y A

Il. A Need Exists For The Tiger Bay
gL L= =i "'." =ik - RECORTIEE

In making & need determination, Section 403.519, F.S., requires the
Commission to take into account five factors:

(1) the need for electric system reliability and integrity;

(2) the need for adequate electricity at a reasonsble cost;

3) mﬂmwmuumuuunnm“ﬂmﬁw

(4) ﬂuw_muhubynrmly available to the
applicant or its members which might mitigate the need for the
proposed plant; and

(5) other matters within its jurisdiction which it deems relevant.

The existing facility and the de minimis increase in rated capacity meet the
statutory requirements.

As noted above, the Commission, on several occasions, has acknowledged
the need for the capacity provided by the Tiger Bay cogeneration facility. The
Commission’s approval of Florida Power's five cogencration contracts, its
statewide load forecasts and generation expansion plans (which included all of
Florida Power's purchased power contracts), and its recent approval of Florida
Power's purchase of the Tiger Bay facility, for all practical intents and purposcs,
are tantamount to a determination of need for the facility. For example, factors
1 through 3 above, certainly were addressed in the statewide need determination
and in the Commission's initial approval of Florida Power's purchased power
contracts. See Exhibits 1 and 3. Moreover, the Commission's approval of

.5
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Florida Power's purchase of the Tiger Bay facility and recovery of fuel costs
through the Fuel Clause, also necessarily implies that there is a need for the
facility and that it is the most cost-effective alternative available to meet Florida
Power's capacity requirements taking into account the need for electric system
relisbility and integrity, the need for adequate electricity at a reasonable cost, and
other relevant matters,

The PPSA requires consideration of conservation measures available to
mitigate the need for a proposed plant. The Tiger Bay facility constitutes a
conservation measure by statutory definition, Obtaining capacity from
cogeneration facilities is a recognized conservation measure pursuant to §366.82,
F.S. Specifically, §366.82(2) provides that goals to be adopted by the
Commission include those designed to *[increase) the development of cogencration

. Moreover, §366,82(3) provides that "Utility programs may include
variations in rate design, load control, cogencration. residential energy
conservation subsidy, or any other measure within the jurisdiction of the
commission which the commission finds likely to be effective ... ." The Tiger
Bay facility, by its very nature, satisfics this goal because it is a conservation
measure and the added nominal megawatts is an enhancement of that conservation
measure.

Similarly, the nominal 10-12 megawatt increase also represents the most
cost-effective alternative to new construction or purchase of power from all
feasible and prudent alternatives, Florida Power proposes to increase the capacity
a nominal 10-12 megawalts simply by changing a computer program to elter the
set points on the steam turbine. This will result in capturing stcam that is
mﬁymwwmmwmmbyji. will not involve any

=5=
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material operational changes or equipment expansions to the plant, and will be
accomplished at no additional cost to the ratepayer. This enhancement will bring
more benefits, in the form of add.tional, reliable power, to Florida Power’s
customers at no additional cost. Indeed, in this regard, Florida Power will be
able to substitute this additional no-cost power for the more expensive power
generated from its other generation sources, thus passing on additional savings to
its ratepayers. Attached hereto as Exhibit 4 is a detailed analysis of the expected
savings over ten years with an additional 10 megawatts of load increase at the
Tiger Bay facility. The savings arc based on a blend of seven (7) months at 10
additional megawatts and five (5) months at six (6) megawatts. This nominal
increase in the M produces approximately $14,256,000.00 in cumulative
savings to ralepayers over fen ycars.

Rule 25-22.082(2), F.A.C., requires an investor-owned electric utility to
evaluate supply-side alternatives 10 its next planned generating unit by issuing a
Request for Proposals (“RFP”) prior to filing a petition for determination of need
under Section 403.519, F.S. Recent amendments to the Florida Administrative
Procedure Act, however, authorize state agencies to grant waivers to requirements
of their rules when:

w&uwﬁumuﬁllhwmmm
by other means by the person and when
application of a rule would creatc a substantial hardship or
would violate principles of fairness.
mmummdhwmﬁmmmm—mmu
umnndforuuiﬁuﬁdlh;mdfwlmniulup-dtyimmmumﬁcﬁiw
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— Florida Power believes that a waiver of the requirements of Rule 25-22.082,
F.A.C., is warranted.

As an initial matter, issuing an RFP would be a meaningless exercise. The
incremental costs of the Tiger Bay facility are zero, because the plant has already
been paid for. No proposal submitted through the RFP process therefore could
be better than the existing facility. Waiver of this requirement is thus appropriate
on this ground alone. Moreover, the nearly $14.3 million savings expected for
ratepayers during the next ten years due to the capacity increase (which will
impose no additional cost on the ratepayers) warrants waiver of this requirement
as well,

Waiver is also appropriate under the criteria set forth in Section 403.519.
First, the purpose of Section 403.519 has been achieved. As demonstrated above
and in Exhibits 1-3, the Commission, as a practical matier, has already considered
the issues required for a need determination under the PPSA. Waiver of the
requirements of Rule 25-22.082, F.A.C., thus will not undermine the purposc of
Section 403.519, F.S. Requiring Florida Power, on the other hand, to issue an
RFP for alternatives to the already constructed and operating Tiger Bay
cogeneration facility makes no logical sense and would be inconsistent with the
Commission’s prior Orders demonstrating the nced for the facility.

Second, application of Rule 25-22.082, F.A.C., would create a substantial
hardship for Florida Power. Complying with the RFP requirements of the rule
alone would impose a significant financial and administrative burden on Florida
Power. Issuing, evaluating and responding to proposals also would create an
unnecessarily burdensome and duplicative review of issues considered by the

.| .l”..
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Commission previously. Thus, the eventual certification of the site would be
delayed — also a significant economic and legal hardship on Florida Power,

WHEREFORE, Florida Pover respectfully requests that:

(1) = formul proceeding be held in accordance with Section 120.57(1),
F.S.;

(2) the Commission give notice of any hearing and commencement of the
proceedings as required by Rule 25-22.080(3), F.A.C.;

(3) the Commission expedite its review of the Petition;

(4) the Commission waive the requirements of Rule 25-22.082, F.A.C. in
mmMMﬁMMhmﬂilw.m. F.S.;

(5) the Commission submit a final report to DEP under Section 403.507,
F.S.; and

(6) the Commission formally determine that there is a continuing need for
the Tiger Bay cogeneration facility and a need for an additional, nominal 10-12
megawatts of steam capacity at the facility, and file its order making such
determination with DEP in accordance with Section 403.507, F.S.

Respectfully submitied,

OFFICE OF THE GENERAL COUNSEL
FLORIDA POWER CORPORATION

o el 3E

R. Alexander Glenn

Post Office Box 14042

St. Petersburg, FL 33733-4042
Telephone: (B13) 866-5587
Facsimile: (813) B66-4931
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Contract for the Purchase of Firm Energy and Capacity from a Qualifying
Facility (Unit 1) dated November 30, 1988 between General Peat Resources
L.P., whose interest was assigned to Assignor, and Florida Power Corporation,
as amended, clarified and supplemented through the date hereof.

Contract for the Purchase of Firm Energy and Capacity from a Qualifying
Facility (Unit 2) date! November 30, 1988 between General Peat Resources
L.P,, whose interest was assigned to Assignor, and Florida Power Corporation,
ummwwmmmw

Contract for the Purchase of Firm Energy and Capacity from a Qualifying
Facility (Unit 3) dated November 30, 1988 between General Peat Resources
L.P., whose interest was assigned to Assignor, and Florida Power Corporation,
as amended, clarified and supplemented through the date hereol.

Contract for the Purchase of Firm Energy and Capacity from a Qualifying
Facility (Unit 4) dated March 28, 1991 between EcoPeat Avon Park, whose
interest was assigned to Assignor, and Florida Power Corporation, as amended,
clarified and supplemented through the date hereof.

Contract for the Purchase of Firm Energy and Capacity from a Qualifying
Facility (Unit 5) dated July 1989 between Timber Energy Resources, Inc.,
whose interest was assigned to Assignor, and Florida Power Corporation, as
amended, clarified and supplemented through the date herenf,
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Petition Lor approval of ] DOCKET MO. B%90094-EQ
cogensration contract between Florida )
Power Corporation and General Peat ) ORDER MO. 211%
Resoucces L.P. )

1 ISSUED: $=J0-4F

The follewing Commissionars pacticipated in the
dispositicn of this mattar:

MICHAEL McK. WILSON, Chalrman
THOMAS W. BEARD
BETTY EASLEY
GERALD L. GUNTER
JOHN T. HERMDONW

BOTICE OF PROPOSED AQENCY ACTION
QEDER APPROVING COCENERATION CONTRACT

BY THE COMMIBSION: :

MOTICE is hereby qiven by the Florida Public Service
Commission that the action discussed herein is preliminacy in
aature and will become final unless &4 pecson whose interests
are. advacsaly affected (files a petition for a formal
procesding, pursusnt to Rule 23-17.019, Florids Administrative

© RECEIVE
JUN 3

LECAL

DErT.

Ganaral PFeat Rasoucces L.F. (G.P.):. » blomsss-bucning
ssall powsr producer, a#nd Florida Power Corporation (FPC)
entated into & negotlated coatract for the sale of cogenerated
alectricity on November 30, 1941. Simultansous with Ethe
slgning of tha negotiasted contract for the sale of slectcicity,
FPC and O.F. also signed an interconnection agreement.

+ Pursuant to the terms of the sales contract, FPC will buy all

of tha electric powsr produced by G. P. at its proposed
Eacility, o 61,176 KVA synchronous generator which Ls deslgned
to produce & maximum of 33 WW. This facllity will be loceted
in Mighlanda Couamky. Fleclda, neac Lake Placid, about 10 miles

south of Sabring.

Tha contcract will commence on the date of the [irst
delivary of committed capacity and will end at 12:00 midnight,
Decesber 31, 7034. Mowsver, If commeccial oparation of the
tscliiicy iz mot lished before January 1, L1995, FPC ahall

not be obligated to maks capacity payments to the facllity.

G.F, in aligible ko receive payments for enscgy dellvered
te FiC prior to Janusry 1, 197%.  Pursuant toe Rate Bchedule
COoG-1, thasa ts shall ba based on FPC's actual hourly
avoided as-avallable snargy costs. As of Januacy 1. 1993, G.P.
will recwive energy paymants based on the lesser of FiC's
actual avolded energy costs or the fuwel cost of ths statewids
avolded unit as defined In Rate Schedule COG=1.

A sussmary of the terms and conditions of the contract.
which wary from tha terms and conditions contained in FPC's
standard offer, L5 a3 follows:

DOCUMENT IMBER-DATE
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CRDER MO, 21294
DOCEET WO. 8%0094-LQ
PACE 1

1. In addition to providing %2 m¢ of
nml:‘r bt an overall capacity factor
of TN, O.P. s alse required to
maintain anm en-peak capacity tactor of
75% calculated on a twalve-month rolling
average.

d. IFPC and G.P. have negotisted a 10 year
value=pf=-dafercal contract beginning in
1% consistent with FPC's standard
offar which ctequires & minisua term of
Len ars past the 1995 i(m-secvice date
of &t atatewide avolded wmit. However,
tha capsclity stresm is front-loaded asuch
that G.P. recelver larger paymanta froe
rrC in tha aacly ars  and smaller
H:-lti nasr tha of tha contrace,

pragent wvalus of this front-losded
paymant 'n:.-:l is ?uﬂ to .the presant
value o capacit yymsnts in the
atandaerd offar nullur. .

1. All front-losded capacity payments pald
during the first wmeven ars of the
coantract will be credited to tha
capacity asccount. This capacity asccount
kesps & cumulative balance of all
front-loaded capacity paymants which are
in sxcess of ¢ ar=by-ysar valus of »
deferral of the avolded unilt.

4. In addition to tha provislons of FPC's
stangard offsr contract which cover
dufault, the tisted contract states
that FPC can lace G.P» to be in
default If the Cfacllity falls to
maintain the required on-pesak capacity
facter on & twelve-month rolllng averige
basin for twenty-four comsecutive months.

It G.F. defasulta, FFC's obligetion to make capacity
s:'s—tl to G.F. is suspended until the defeult is remedied,
aulk tha feclility doss not relleve it of Lts obligation
to sell all gensrated enargy to FPC ahould energy production
resums prior teo the terminmation of the contract. In the svent
a.r. resedies say defsult or force majeure avents, the capscity
yaant assounts will not eacesd those which otherwise would

bean palad,

Sectlon 23-17.083(1), Flocids Administrative Code, states
that a negotisted contract Efor the sele of cogenasrated powver
will be considersd prudent for cost recowary purposes when the
following criteries are mak: :

1. It iz demscnstrated that ‘ths wtility's
purchasas undar the negotiated contract
can reasonably ba sxpectesd to result im
the sconomlc deferral or asvoldance of
Floride's wtilities® coastruction of
additional generating capscity from @
statevide parspective;




ORDER MO. e
DOCEET WO, 890094-EQ
PACE 3

‘3. The cumulative present worth of the

. wtility's paymants for ficm capacity and
enecgy over the term of the negotiated
CONEract are Lo ba no greater than the
Cumulatli v present werth of the valus of
tha ar=Lo-yaar defarcal of the
statevide avolded unit over the terms of
tha coatract; and

1. To the extent that annual Clem capacity
and anergy payments by the utllicty in
any year exceed that year's annual value
of detferring the statewide avolded unit,
there Is & security bond or equivalent
assurance of the gqualifying facility's
parformance of the terms of the

Lated contract a0 as to protect the
utllity's catepayer.

Wa (imd that ths propossd contract doss mast Lha above
crbtoria and ahould ba approved. FPC's- contract “sa be
raasoAably a8 to rmesult im the economic defercal or
avoldance of tha constructiom of additionsl genmarstica capacity
by Florida weslesctric utilitiss and falls within the 300 MW
subscription limlt of the current statewide avolded unit. Tha
cumilative pressnt worth of the stresm of paysests under the
contract doss not axcesd that of tha year-by-year defacral of
the statewide avolded wnit over tha ters of the agressent.
There is sdequate securlty in the form of either an ircreavocable
laktter of credit or other guarantes acceptable to FPC to cover
tha Eact that the comtract his [ront-losded capaclty payments.
And Cinally, the nat preseat worth of firm capscity and enatgy
paymants pursuant to the negotisted contract compared to the
yoar=by-year valus of defarring FPC's own 130 W cosbustion
turbine avolded wnit, Indicetes that the presént contract is
lesas thas tha ysar=by-year valus of dafercing FPC's own unit by
$0,774.000 over the term of the coatrack.

For tha above atated ressons, Lt Is therefore,

ORDERED by the Florids Public Service Commission that the
negotiated contrsct for the sale of cogensrated power entered
inke betwesn Florida Power Corporation and Cenecal Peat
Resources L.P. on Movembar 10, 1908, I8 heresby approved.

By ORDER of the Fiorida Publie l-.;:‘in Commisslon,

this __Joch day ol | TN F .

STEVE TRIBOLE, Dlrectar

Pivislon of Records &4nd Reporting
{(BEAL)
{114

T




ORDER MO. 119
DOCKET MO. 890094-E0
PAGE A

NOTICE OF FURTHEN PROCEZDINGE OB JUDICIAL REVIEW

The Flocids Public Service Commission Is required by
Baction 120.%9(4), lorida Statutes, to notlfy parties of any
sdainistrative heiring or judicial review of Cosmission ordecs
Ehat s avallable under Sections 130.37 or 120.48, rlorida
Statutel, as well as the procedurss and time Jimitm Ehat
apply. This notice should not be construsd to msan all
requasts for an administrative hearlng or fudiclal review will
ba granted or result in the relief sought.

The sction proposed hecein is prelimipacy In nature and
will not become effective or final, sscept as provided by Rule
13-22.029, rlocids Adalnistrative Code, Any petson whose
=ubstantisl interssts ara alfecied by cthe action proposed by
this order n{ Elle a patition for » formal procesding, as
provided by Bule 23-22.029(4). Florida Adsinistrative Code, im

form provided by Rule 23-22.036(7)(4) and (f), Florida
Administrative Code. This titlon must be received ry the
Dicector, Division of Reco and tting at hin office at
A0l East Galnes Street. Tallshassee, Florids 12199-0870. by thas
€loss of Business on June 19, 1989. [n the absence of such &
patition, this order shall becoms effective Jumne 20, 1989, as
provided by Rule 235-22.029(6), Plorida Adsinistretive Code. and
a8 reflected In & subsequent order.

Any sction or protast flled in this docher bBefore tha
fssuance date of this order Is considered abandoned unless it
satisfies the foregolng conditions and Is cenewed within Ehe
specified protest period.

s 1t tl.ls“;rl-r holml“lln:: and -limu;ufni .T-u fn.
adversely affected may requast elal review
by d.'ﬂ.ﬂu Suprems c;nt in the case of an sleactric, gasm or
talaphone utility or by the Ficst District Courk of Appeal in
the cass of & water or sewer utility by filing & notice of
8l with the Director, Divislon of Records end Reporting and
filing a co of the notice of sppeal amd the Filimng fes with
tha appropriste court, This filing sust be completed within
Ehirty (10) days of the effective date of this order. pursuast
to Rule 9.110. Florida Rules of llate Procedurs. The
notice of appesl must be in the form specified in Rule
9.900(a), Flocida Rules of Appallate Procedure.




BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Joint petition for approval of ) DOCKET NO. B90915-EQ
cogeneration contract between Florida )
Power Corporation and General Peat ) ORDER NO., 22473
Resources, L.P. )

b} ISSUED: 1-25=-90

The following Commissioners participated in the
disposit.on of this matter:

MICHAEL McK. WILSOM, Chairman
THOMAS M. BEARD
BETTY EASLEY
GERALD L. GUNTER
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MOTICE is hereby given by the Florida Public Service
Commission that the action discussed herein is preliminary in
nature and will become final unless a person whose interests
sre adversely affected files a petition for a formal
E:g.cmlnq. pursuant to Rule 25-22.029, Florida Administrative

On November 30, 1988, Florids Power Corporation (FPC) and
General Peat Resources L.P. (General Peat) executed two
negotiated contracts for the sale of 104 MW of cogenerated
power from General Peat's Units 2 and 3 which are located near
Lake Placid, Florida. These contracts were submitted to the
Commission for approval on July 17, 1989. On July 6, 1989,
FPC petitioned this body for permission to close its standard
offer associated with the S00 MW 1995 statewide avoided coal
unit on the grounds that it had been fully subscribed. In
Order No. 22061, issued on October 1¥; 1989, we granted FPC's
petition and found that the twow General Peat contracts

AnTAS N25 BX




ORDER NO. 22473
DOCKET NO. 850915-EQ
PAGE 2

discussed above were beyond the 500 MW subscription limit and
would have to be evaluated against the next approved statewide
avoided unit,

On September 6, 1989, FPC and General Peat filed a joint
petition to defer our consideration of the two contracts until
after we selected the next statewide avoided unit. The
request was granted by Order No. 21924, issued on September
20, 1989, conditioned upon FPC_filing the necessary dats
demonstrating that the General Peat contracts complied with
Rule 25-17.083, Florida Administrative Code, within 30 days of
the date of the vote on 2 new statewide avoilled unit,
Pursuant to Order No. 21924, FPC filed the necessary data on
November 15, 1989.

At the agenda in which we selected the current statewide
avoided unit, a 385 MW 1993 combined cycle unit, we deferred
the issues associated with the implementation of subscription.
and allocation until a hearing could be held on those issues.
In response to that decision, on December 20, 1989, FPC filed
a motion for expedited approval of these General Peat
contracts requesting that the contracts be approved and that
the issue of what, if any, statewide avoided unit these
contracts would be subscribeds/allocated asgainst be determined
4t a later date. In lufpu:t of its position, FPC argues that
the subscription and allocation issues may take considerable
time to resolve. Further, FPC states that cogeneration
facility financing is contingent upon having an approved
cogeneration r sales agreement in hand. That being the
case, any additional delay would place the economic viability
of General Peat's project in jeopardy. We are parsuaded by
FPC's arguments and will address the suitability of the two
contracts while reserving ruling on their impact on either
FPC's subscription or allocation amounts.

The General Pest contracts begin with the initial delivery
of committed capacity in 1995 and end at 12:00 midnight,
December 31, 2024, A summary of the terms and conditions of
the two negotiated contracts, which vary from the terms and
conditions in FPC's statewide standard offer, are as follows:

8. The contracts provide for 104 MW of capacity




ORDER NO.

22473

DOCKET NO. 890915-EQ

PAGE 3

b.

(S2 MW per unit) at an overall capacity
factor of 70% in addition to an on-peak
capacity factor of 75%. The standard offer
contract does not require a minimum on-peak
capacity factor.

The contracts provide for General Peat to
receive larger capacity payments from FPC in
the early years and smaller payments near
the end of the contract. This provision was
included in the contract to assist the ¢ in
paying off its debts associated with the
construction of the generating facility.
The present wvalue of this front-loaded
payment stream during the 1life of the
contract is higher than the present value of
the capacity payments in the standard cffer
contract., However, the lower present value
of the energy payments during the life of
the contract more than offsets the larger
capacity payments, thus insuring that the
present value of the total payments to the
QF is not greater than that of the total
avoided cost payments.

All front-loaded <capital payments paid
during the first seven years of the contract
will be credited to a “capacity account®.
The capacity account keeps a cumulative
balance of all front-loaded capital payments
which are in excess of the Yyear-by-year
vniu- of deferral of the statewide avoided
unit.

In addition to the provisions in the
standard offer contract which cover default
by a QF, the negotiated contracts state that
FPC can declare General Peat to be in
default 4f the ¢two facilities (fail to
maintain the required on-peak capacity
factor on a twelve-month rolling average
basis for twenty-four consecutive months.
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If either of the negotiated contracts are
declared to be in default, FPC's obligation
to make capacity payments to General Peat
for the unit in default will be suspended
until the default is remedied. Default does
not relieve General Peat of its obligation
to sell all generated capacity te FPC should
energy production resume prior to the
termination of the two contracts.

The terms asnd conditions of these two contracts are
virtually identical to those found in a negotiated contract
previously signed by General Peat ‘and FPC and approved us in
May of last - i : pprovs g

Rule 25-17.083(2), Florida Administrative Code, states
that a negotiated cogeneration contract will be considered
prudent for cost recovery purposes if the following criteria
are met:

a, It is demonstrated that the wutility's
purchases under the negotiated contract can
reasonably be expected to result in the
economic deferral or avoidance of the
construction of additional generating
capacity from a statewide perspective;

b. The cumulative presant worth of the
utility's ‘payments for firm capacity and
énergy over the term of the negotiated
contract are to be no greater than the
Cumulative present worth of the value of the
year-to-year deferral of the statewide
l::ldiﬂ unit over the term of the contract;
and,

e. To the extent that annual firm capacity and
energy payments by the utility in any year
exceed that yesr's annual value of deferring
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the statewide aveoided unit, there s a
security bond or egquivalent assurance of the
qualifying facility's ecrformance of the
terms of the negotiat contract so as to
protect the utility's ratepayer.

First, we find that the contracts provide capacity that is
likely to result in the deferral of new capacity from both a
utility and a statewide perspective. FPC's own generation
expansion plan shows & need (for new combustion turbine
capacity in 1995. Moreover, in the recent Planniny Hearing
docket, the designated utility planning the next statewid:
avoided unit (FPL) showed a need for: 385 MW of combined cycle
capacity in 1995. Thus, there are indicated capacity needs
from both a utility and a statewide perspective in 1995.

Further, we find that these contracts comport with Rule
25-17.083(2)(b), Florida Administrative Code, since the -
cumulative present worth of the utility's payments for firm
capacity and enecrgy over the term of the negotiated contract
does not exceed the cumulative present worth of the value of
the year-to-year deferral of the current statewide avoided
unit, a 385 MW combined cycle unit with a 1993 in-service
date. The cumulative present worth of each negotiated
contract offers FPC's ratepayers a savings of $13,793,000 when
compared to the present worth of deferring the current
statewide avoided unit.

In addition, FPC has provided a comparison of the
negotiated contracts with its own next avoidable unit, a 130
MW combustion turbine with a 1995 in-service date. The
cumulative present worth of each negotiated contract cffers
FPC's ratepayers a savings of $1,093,000 when compared to the
present worth of deferring FPC's own designated avoided unit.

Finally, we find that these contracts comport with the
security requirements of [Rule 25-17.083(2)(c), Florida
Administrative Codas. FPC has required that either a
performance bond, such as an irrevocable letter of credit, or
some other form of security be issued to guarantee General
Peat's performance of the terms of the negotiasted contract
since it will be receiving front-loaded capacity payments.
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This has been further insured by the use of a *“capacity
account® against which early capacity payments are credited,

Based on the above, it is

ORDERED by the Florida Public Service Commission that the
negotiated contracts entered Iinto between Florida Power
Corporation and General Peat Resources L.P., erccuted on
November 30, 1988, are hereby approved for cost recovery
purposes. It is further AN

ORDERED that the issue of how the MW associated with these
contracts will be counted toward FPC's subscription and
allocation limits, if at all, be deferred until a later date.

By Oraer of the Florida Public Service Commission
this 25cth day of .

(S EAL)
(5779L)SBr: bmi
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P R 1 L. REVIEW

The Florida Public Service Commission is required by
Section 120.59(4), Florida Statutes, to notify parties of any
administrative hearing or judicial review of Commission orders
that is available under Sections 120.57 or 120.68, Florida
Statutes, as well as the procedures and time limits that
apply. This notice should not be construed to mean all
requests for an administrative hearing or judiciasl review will
be granted or result in the relief sought.

The action proposed herein is preliminary in aature and
will not become effective or final, except as provided by Rule
25=22.029, Florida Administrative Code. Any person whose
substantial interests are affected by the action proposed by
this order may file a petition for a formal proceeding, as
provided by Rule 25-22.029(4), Florida Administrative Code, in
the form provided by Rule 25-22.036(7)(a) and (f), Florida’
Administrative Code. This petition must be received by the
Director, Division of Records and Reporting at his office at
101 East Gaines Street., Tallahassee, Florida 32399-0870, by
the close of business on February 15, 1990 T

In the absence of such a petition, this order shall become
effective on the day subsequent to the above date as provided
by Rule 25-22.029(6), Florida Administrative Code, and as
reflected in a subsequent order.

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

If this order becomes final and effective on the date
described above, any party adversely affected may request
judicial review by the Florida Supreme Court in the case of an
electric, gas or telephone utility or by the First District
Court of Appeal in the case of » water or sewer utility by
filing a notice of appesl with the Director, Division of
Records and Reporting and filing a copy of the notice of
appeal and the Eiling fee with the appropriate.court. This
£iling must be completed within thirty (30) days of the
effective date of this order, pursuant to Rule 9.110, Florida
Rules of Appellate Procedure. The notice of appeal must be in
the form specified in Rule 9.500(a), Florida Rules of
Appellate Procedure.
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The following Commissioners participated in the disposition of
this mattar:

THOMAS M. BEARD, Chairman
J. TERRY DEASON -
BETTY EASLEY
MICHAEL McK. WILSON

BY THE COMMISSION:

NOTICE 4is hereby given by the Florida Public Service
Commission that the action discussed herein is preliminary in
nature and will bacome final unless a person whose interests are
adversely affected files a petition for a formal proceeding,
pursuant to Rule 25-22.029, Florida Administrative Code.

In July, 1990, Florida Power Corporation (FPC) and Ecopeat
Avon Park (Ecopeat) began negotiations on an agreement to provide
that Ecopeat would lease FPC's Avon Park Unit No. 2, retrofit the
unit to produce electricity, and then sell the firm capacity and
energy to FPC. The lease agreement and the contract for the
purchase of firm capacity and energy were signed on March 28, 1991.

DOCUMENT NUM2ER-DATE
03332 ALC19 ES
, | *PSC-RECORDS/REPORTIIG
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The following table provides a brief description of the
project and major contract terms:

pulverized coal

36.5 MW

| 85 _percent

1/1/96 to 12/31/2025 (30 years)
ta Avon Park Unit II - |
fluidized bed
-

Avoided Unit type

In addition to this contract, FPC signed nine other contracts
against their 1991 need, for a total of 642.3 MW. See Order No
24734 and Order No. 24099.

MEED FOR CAPACITY

The ten QF projects are projected to avoid the 1991 need of

100 MW of coal and 150 MW of combustion turbine capacity that FFC
identit in Docket No. $10004-EU, In _Ra: n.nu& Hearings on
%. The 605.8 MW associated with the
previou: o iated contracts, added to tha 36.5 MW
umhﬂ'! with the Ecopeat contract, exceed FPC's ident ified need,
FPC states that it acguired the additional capacity, howaver, to
provide it with contingent capacity to cover gqualifying facility
projects that may not come to fruition. FPC has already received
requests from several QF's to delay their in-service dates by six
months to two years. The amount of capacity that would thus be
delayed is almost 300 megawatts. Because the Company is in need of
capacity immediately, it will not have time to acquire more QF

capacity to replace the capacity from facilities that do not come
into service.

FPC's winter reserve margin for the 1996-2000 pariocd ranges
from 17.4% to 17.6% with the Ecopeat contract, and 16.9% to 17.1%
without the Ecopeat contract. FPC's summer raserve margin for the
same period ranges from 22.2% to 18.2% with the Ecopeat contract,
and 21.6% to 17.7% without the Ecopeat contract.

oS L
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FPC maintains that the additional need was a result of three
factors:

1) Higher Demand

FPC's demand and energy is higher than projected
because FPC's forecast underestimated customer growth,
underestimated pear capita energy usage, and
overastimated customer demand reductions from
conservation load managemant progrars.

2) Remodeled Interface :

FPC changed its method of modelling emergency
assistance. The old method of modelling emergency
assistance overstated the reliability of FPC's system,
and thus reduced the apparent need for capacity. By more
accurately modelling emergency assistance, FPC's plan
showed an accelerated need for capacity in 1991.

3) Lover Assistance From Peninsular Florida Utilities

Because the peninsular Florida utilities have experienced
than anticipated loads, they have less capacity
available to sell FPC on an emergency basis.

As a mdlt. of these changes, tha FPC Loss of Load Probability
{E&ﬂ vas increased, theraby accealerating FPC's need into the 1991
t frane.

E

Tha Ecopeat contract yaents are based on avoiding coal
capacity. In its 1990 Facility Plan, FPC identified a need for 300
MW of coal capacity and 150 MW of combustion turbine capacity. The
ten contracts that FPC signed to avoid this capacity are all priced
based on the cost of a coal unit bacause FPC found that on a
present worth basis the total fuel and capacity costs of 450 MW of

is very closa to the cost of the 300 MW coal and 150
MW combustion turbine option. The total cost (capacity and )
of the Ecopeat contract is lower than the cost of a 1996 coal unit,
or
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CONTRACT TERMS AND CONDITIONA

The terms and conditions of the Ecopeat contract are similar
to those of FPC's eight negotiated contracts recently approved by
the Commission. A summary of the terms and conditions in the
Ecopeat contract follows:

Security Guaranties

Within sixty days after the contract approval date, the QF
must post a Completion Security Guarantes of $10 per KW of
Committed Capacity, or $365,000, toc ensure completion of the
facility in a timely fashion. The Completion Security Guarantee
will be reduced by amount of lease payments the QF pr;a to FPC,
plus the cost of certain engineeri , eatc., which would be
beneficial to FPC even if the QF fails to achieve commercial in-
service status. The QF may delay commarcial operation by up to 90
days if it agrees to pay FPC $0.15 per kW, or §5,475 per day of
delay. FPC will refund to the QF any cash Completion Security
Guarantee, with interest, if the facility achieves commercial in-
service at or prior to the contract in-service date.

The contract also contains an Operational Security Guarantee
of $20 per KW of committed Capacity, or §730,000, to ensure that
the QF does not terminate the contract prior to December 31, 2025.
FPC will reduce the Operaticnal Security Guarantes the cost of
any site improvements performed that would be beneficial to FPC.
The Operational Security Guarantee, with interest, will be refunded
upon conclusion of the contract, so long as the contract is not
terninated prematurely.

In addition to the security guarantees, the contract contains
several milestones that the QF must meaet: '

Milastonas te
submit letion days after contract approval
cons  March 1, 1994+
construction commencement | 60 days after construction loan
date
in-service date Janu 1, 1996+

*+ may be extended if PSC approval takes more than 120 days.
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Changes in Committed Capacity

For the period ending one year immediately after the contract
in-service date, the QF may, on one occasion, increase or decrease
the committed capacity by no more than 10%. After the one year
period, and throughout the term of the Agreement, the QF
may decrease its tted capacity without penalty by up to 20% irf
it provides at least three ysars written notice. The capacity
payment will be prorated to the new capacity amount.

Capacity and Enargy Pavments

The capacity and estimated energy payments of this contract
differ from those of FPC's avoided unit in two ways. First, the QF
receives a monthly capacity payment based on the value of its
committed on-paak capacity factor. Ecopeat committed to an on-peak
capacity factor of 85% which is higher than the #3% on-peak
capacity factor of FPC's avoided coal unit's. In order to reflect
the tional value of higher availability and reliability to FPC,
Ecopeat's payment stream is increased by the ratio of its committed
on-peak capacity factor to that of the avoided unit (i.e. 85/83 =
1.024). Second, Ecopeat has chosen a payment option in which 20%
of the estimated energy payment is added to the c2pacity payment.
The eneryy payment the QF receives is then discounted by 20%. The
effect is 20% of the QF's energy paysant is guaranteed at the
price of FPC's fuel forecast, and 80% of the QF's enargy payment is
based on the actual price of the avoided unit's fuel.

The contract also includes a monthly capacity payment
adjustment that will decrease the capacity payment in the event the
monthly on-peak capacity factor is belov the respective contractual
minimum amount, but greater than or equal to 50%. No capacity
glr.nt vill be made if the on-psak capacity factor falls below

0%.

Beginning with the contract in-service date, the QF will
receive electric energy payments based upon the firm energy cost
calculated on an hour-by-hour basis as follows:

(1) the product of ths lmm monthly inventory
chargeocut price of fuel burned at Avoided Unit Fusl
Reference Plant, the 80% Fuel Multiplier, and the Avoided
Unit Heat Rate, plus the Aveided Unit Variable O & M, if
applicable, for sach hour that the Company would have had
a unit with these characteristics mut.tnq; and

(31i) during all othar hours, anergy cost shall
be equal to the As-Available Energy Cost.
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Performance Criteria

Under the contract, Ecopeat must maintain an on-peak capacity
factor of 85%. This compares favorably to the avoided unit's 83%
capacity factor. The contract doss not contain a minimum overall
capacity factor. Instead, it has an hourly performance adjustment
to the energy payment. The performance adjustment acts as a

revard or penalty mechanism which provides an incentive to
Morn: to cperate in a manner similar to the operation of the
ave

ded unit.
LEASE AGREEMENT >
Under 's leass agreement with FPC, Ecopeat will lesase
FPC's Avon Stsam Unit No. II, and Ecopeat will returbish the

unit into a fluidized bed steam povered gensrating unit. Prior to
the execution of the leass agreemant, the unit was in cold shutdown
and FPC's 1990 Facility Plan showved no plans to reactivate it.

The lease contains provisions to ensure that the unit is
refurbished and that FPC is not left with a unit that is partly
completed and worth less than the unit they have now. During the
deve of tha project, Ecopeat must submit a bond to FPC
for at $1 million, to provide security that the unit is
restored to a condition equivalent to its current condition, should
the lease be terminated by Ecopeat. The lease also contains
milestones during the development phase which relatse to the
selection of an architectural firm, completion of a peat mining
study, vater permit application filing, fuel harvesting agreement,
and construction loan date.

Under the lesase agreement, FPC receives revenues two wvays. It
receives lease peyments of approximately $1 million per year, and
it will receive bonus pa ts if Ecopeat's return on its
investment exceeds 13.7%. net present value of leass payments
is §7,218,002. This exceeds ths total unrecoversd costs of Avon
Park Steam Plant Unit 2, which is $1,821,033, and it also exceeds
the appraised value of the unit, wvhich is $4,450,000. The bonus
payment is structured so that FPC receives 25% of the portion of
Ecopeat's return that exceeds 13.7%. FPC estimatas that the bonus
ra ts uin:uu increase its revenues by $8,147,542 on a net present
value basis.

The contract contains an interconnection agreement which
provides that FPC will construct the interconnection and the QF
will pay for its construction.
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ARPROVAL OF THE CONTRACT

Under the provisions of Sections 25-17.082 and 25-17.0832(2),
Florida Administrative Code, we grant Florida Powaer Corporation's
petition for approval of the contract with Ecopeat for the reasons
discussed below.

Section 25-17.082, Florida Mministrative Code, requires
electric utilitlies to purchase -lntrui.tg produced and sold by
qualifying facilities at rates which have agreed upon by the
utility and qualifying facility, or at the utility's published
tariff rate. Section 25-17.0832(2), Florida Administrative Code,
states that in reviewing a negotiated firm capacity and energy
contract for purposes of cost recovery, the ca-!.u.lnn shall
consider the following factors that affect the purchasing utility's
general body of retail and wholesale customers:

a. Whether the additional firm capacity and enargy is necded
by the purchasing utility and by Florida utilities from
a statevide perspective; and

b. The present worth of utility's pa for firm capacity
and energy to the QF over the life of the contract are
projected to be no greater than the presant worth of the
year-by-year deferral of the construction and operation
of generaticn by the purchasing utility over the life of
the contract; or the present worth of other capacity and
energy costs that the contract is designed to avolid; and

€. To the extent that annual firm capacity and energy
payments made to the QF in any year exceed that year's
annual value of deferring the construction and operation
of generation by the purchasing utility or other capacity
and energy related costs, whether the contract contains
provisions to ensure repayment of such payments exceeding
that year's value of deferring that capacity in the event
that the QF fails to deliver firm capacity and energy
pursuant to the negotiated contract; and

d. Considering the technical reliability, viability and
financial stability of the QF, whether the contract
contains provisions to the purchasing utility's
ratepayers if the QF fails to deliver firm capacity and
energy as specified by the contract.
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a. |lNeed For Powar

It is with certain reservations that ve approve this contract,
because the mlniz.b-:g“ for here, combined with the capacity
contracted for in nﬂntum contracts recently approved
by this Commission, to 642.5 MW, when FPC has only
identified a need for uu MW. We do not believe, as a general
rula, that ul-.:l.ut!.ll should sign up more capacity than they need.
We can support such action in thil case, however, because of the
following circumstances: -

1. FPC's need is immediate, and it cannot risk
cbtaining less than 450 MW becauss of possib.e QF
defaults or delays. FPC has reason to believe that some
of the QFs they have contracts with will not come on-line
as projectad.

- 3 FPC's need is p ruhl.m{.:rnm than the 450 MW they
identified in their 1990 p because that plan did not
ant te racently requested delays in existing gQF
proj : or the anticipated one-ysar delay in FPC's 500
kV transmission line.

3. If all of the existing QF project come on-line as
anticipated in the contracts, and FPC has eXcess
capacity, FPC can reduce its purchass from the Southern
Cﬂlﬂl’ 200 MW in 1994 and it can delay or cancel the

of 1993 combustion turbinss to mitigats any
hln!ul affect to its ratepayers.

FPC nudl the QF mit{n from its existing contracts to meat
reliabili requirements. The purchase from
Homt will umtrihuu to lli.nul.ninq a loss of load probability

s than 0.1 days par year. The capacity provided by Eccpaat
will improve the loss of load probability for the state and
contribute to the capacity needs of the stata.

b. gCost-Effectivensss

The presant valus of FPC's payments to Ecopeat for firm
capacity and enargy will bea no greater than the present worth of
the valus of a ysar-by-year deferral of FPC's avoided costs. The
zcugnt contract has a present wvorth savings of $897,816 (in 1991

dollars) compared to FPC's full avoided costs. This represents
99.4 % nl FPC's full avoided costs. FPC's avolded costs ars
dearived from its 1991 need for 450 MW of pulverized coal and °
combustion turbine capacity as filed in Docket No. 910004~-EU.
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FPC's cost-effectiveness analysis did not consider the effects
of the lease agresment, but effects of bonus and lease payments
will eventually be passed on te the ratepayers, increasing the
cost-effectivaness of this agreement. With the lease payment and
the estimated bonus payment, the lease agreement provides FPC with
$16,865,542 revenues (in 1991 dollars); this amount exceeds thas
appraised value of the property by $12,415,542. Considering the
estimated revenues from the lease and the power purchase contract

taq:.thtr, Ecopeat is being paid 91 percent of FPC's full avoided
cos . X

Ecopsat has chosen a pa t option by which it is paid 20% of
its energy cost based on FPC's fuel forecast, and B0% of i3 unu.-zy
cost based on the actual fuel costs of the avoided unit. This
provides tha QF with higher fixed pa ts and lower variable
payments than it would have had, had it chosen a normal payment
stream. This provision could have a positive or a negative effect
on FPC's ratepayers, depending on the accuracy of FPC's fuel
forecast. If FPC's iua:l. forecast is low, Ecopeat's fuel payments
wvill be lower than the actual fual costs of FPC's avoided unit, but
if FPC's fuel forecast is high, Ecopeat's fusl payments will be
higher than the actual fual costs of FPC's avoided unit. The FERC

es on cogensration allow QFs to receive this option. Section
292.304 (d) (2) states:

Each qualifying facility shall have the option...[(t]o
pProv or capacity pursuant to a legally
enforceable obligation...in which case the rates for such
purchases shall, at the option of the qualifying
facility...be based on either: (i) The avoided ccats
calculated at the time of delivery; or (ii) The avoided
costs calculated at the time the obligation is incurred.

We do not object to this provision for four reasons: 1) the
FERC rules allow QFs to receive payments based on the avoided costs
at the time the obligation is incurred; 2) the possibility that the
r.t.t. ers will pay higher fuel costs is balanc by the
possibility that they will pay lower fuel costs; 3) since only 20
percent of tha fuel forecast is fixed, the exposure to the
ratepayers is not excessive; and 4) the other terms and conditions
of the agresment (includ the leasa agreemant) balance any
negative effect of this provision.
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©. Sacurity for Earlv Pavmants

Ecopeat will not be paid early or levelized capacity payments.
Thus there is no need to establish a capacity credit account to
trlm.u:f - ; r:p:mt of capacity payments excesding that ysar's value
of deferral.

d.  sscurity Acainst Default

The contract contains security to protect FPC's ratepayers in
the event the QF fails to deliver firm capacity and anargy as
required in the contract. The contract contain. several
performance milestone dates which would t FPC to terminate the
contract if the milestones are not achieved. In addition, the
contract requires Ecopeat to submit a $10/kW completion security
deposit and a $20/kW performance security deposit. These security
deposits have tvo benefits. Thay provide a good faith indicator
that Ecopeat will reach commercial in-service status and continue
to operate through the contract term, and ﬂ"ly vill help to
litl.q:::.ddm if Ecopeat does not deliver capacity and energy as
contr w

The negotiated cogeneraticn contract betwean FPC and Ecopeat
is a wviabls generation alternative, and we approve it, for the
following reasons:

1. The capacity and energy generated by the Ecopeat is needed by
FPC and Florida's utilities;

2. The contract appears to be cost-effective to FPC's ratepayers;

3. FPC's ra yers are reasonably protected from default by the
terms of contract; and,

4. Tha contract mests all the requirements and rules govarning
qualifying facilities.

It is therefore

ORDERED by the Florida Public Service Commission that
the power purchase contract between Florida Power Corporation and
Ecopsat is approved for the reasons set forth in the body of this
ordar. It is further
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ORDERED that this Order shall become final unless an
appropriate petition for formal proceeding is timely filed herein.
It is further

ORDERED that this docket bs closed automatically when the
protest period has expired.

By ORDER of thes Florida Public Service Commission, this _19th

(SEAL)

MCB:bmi
ofpel.mch

The Florida Public Service Commission is required by Section
120.59(4), Florida Statutes, te notify parties of any
administrative hearing or judicial reviewv of Commission orders that
is available under Sections 120.57 or 120.68, Florida Statutes, as
vell as the procedures and time limits that apply. This notice
should not be construed to mean all requests for an administrative
hnri:q or judicial review will he granted or result in the relief
sought.

The action propesed herein is preliminary in nature and will
not become effective or final, except as provided by Rule 25-
22.029, Florida Administrative Code. Any person whose substantial
interasts are affected by tha action proposed by this order may
file a petition for a formal preceeding, as provided by Rule 25-
22.029(4), Florida Administrative Code, in the form provided by
Rule 25-22,036(7)(a) and (f), Florida Administrative Code. This
petition must be received by the Director, Division of Records and
Reporting at his office at 101 East Gaines Street, Tallahasses,
Florida 32399-0870, by the close of business on

9/8/91 .
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In the absence of such a petition, this order shall become
effective on the day subsequent to the above date as provided by
Rule 25-22.029(6), Plorida Administrative Code.

Any objection or protest filed in this docket before the
issuance date of this order is considered abandoned unless it
satisfies the forego conditicons and is reneved within the

specified protest periocd.

If this order becomes final and effective on the date
described above, lﬂ.pﬂ.‘t}' adversely affected may request judicial
review by the Flor Suprema Court in the case of an electric, gas
or telephone utility or by the First District Court of Appeal in
the case of a wvater or sewer utility by filing a notice of a 1
with the Director, Division of Records and Reporting and fil a
copy of the notice of 1l and the filing fes with the
appropriate court. This filing must be completed within thirty
(30) days of the effective date of this order, pursuant to Rule
9.110, Florida Rules of late Procedure. The notice of appeal
must be in the form specified in Rule 9.900(a), Florida Rules of
Appellate Procedure.
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of standard offer contract between
Floridas Power Corporation and Timber
Energy lﬂnu:ul. Inc.

ORDER NO. 21858-A

T R N R

ISSUED: 10-3-89%

The following Commissioners participated in the
disposition of this matter:

MICHAEL McK. WILSON, Chairman

BY THE COMMISSION:

NOTICE is hereby given by the Florids Public Service
Commission that the action discussed herein is preliminary in
nature and will becorn final unless a person whosa interesis
are adversely affected [files a petition for a formal
proceeding, pursusnt to Rule 25-22.029, Florida Administrative

Code.

On July 28, 1989, Florida Power Corporation (FPC) and
Timber Energy Resources, Inc. (Timber) filed a joint petition
for approval of a standard offer contract between the two
companies. The contract, which was signed on July 18, 1989,
has a committed capacity of 6.0 MW for a term of ten years.
Capacity payments to Timber would commence in 1995 based on
FPC's approved COG-2 tariff.

In our Order No. 17480 we established for FPC a
subscription limit of 500 MW in firm capacity from qualifying
facilities to defer the 1995 statewide avoided unit. Prior to
our vote in the instant docket the total of such firm capacity
and energy purchases from qualifying facilities already
contracted for by FPC and approved by this Commission amounted
to 497.6 MW, Thus, this contract will exceed by 3.6 MW, the
$00 MW subscription limit established in Order No. 17480. It
would appear howevar that this small amount (3.6 MW) in excess
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of the subscription 1limit is feasonable given the various
factors which could possibly reduce the actual capacity being
purchased, such ss seasonal adjustment to output capability and
engineering adjustments to the actual cspacity of the
qualifying facilities.

While the . Timber/FPC contract is & standard offer
contract, the interconnection agreement is not. This is due to
the fact that the interconnection agreement contains a
provision that Timber can terminate the power sales agreement
if a yet to be detec 'mined transmission capacity cost *will
render the construction of the facility uneconomic or not in
the QF's best economic interest", At first glerce, this
provision seems to allow Timber to change its mind 2. any tirme
depending on how profitable the facility is to the company but
3 closer look reveals that this provision is prudest for bo.h
parties based on FPC's identified transmission constraints in
Northwest Florida which are set forth in Docket NO. 89(G779-EU.

In consideration of the foregoing, it is

ORDERED by the Florida Public Service :‘Commission that the
stanCard offer contract between Florida Power Corporation and
TinLer Energy Resources, Inc., filed July 28, 1989, is hereby
approved, and that the entire 6.0 MW contracled for be applied
:g the 500.0 MW subscription 1limit establizshed in Order No.

480.

By ORDER of the Florida Public Service Commissinn,
this _ 3rd day of October 1989 y

L]

IBBLE, ector
Division of Records and Reporting

(BEAL)
MAP




ORDER NO. 21858-A
DOCKET NO. B91005-EQ
PAGE 3

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

The Florida Public Service Commission is required by
Section 120.59(4), Florida Statutes, to notify parties of any
administrative hearing or judi-lal review of Commission orders
that is available under Sections 120.57 or 120.68, Florida
Statutes, as well as the procedures and time l.mits that
apply. This notice should not be construed to mean all
requests for an administrative hearing or judicial review will
be granted or result in the rellef sought.

The action proposed herein is preliminary in nature and
will not become effecti.e or final, except as provided by Rule
25-22,029, Florida Administrative Code. Any person whose
substantial interrsts are affected by the action proposed by
this order may file a petition for a fornal proceeling, as
provided by Rule 25-22.029(4), Florida Administrative Code, in
the form provided by Rule 25-22.03%(7)(a) and (f), - lorida
Administrative Code. This petition =wust be received by the
Director, Division of Records and Reyorting at his office at
101 East Gaines Street, Tallahassee, Florida 32399-0870, by the
close of business on October 24 . 1989.

In the absence of such a petition, this order shall become
effective on the day subsequent to the above date as provided
by Rule 25-22.029(6), Florida Administrative Code, and as
reflected in a subsegquent order.

Any objection or protest filed in this docket before the
issuance date of this order is considered abandoned unless it
satisfies the foregoing conditions and is renewed within the

specified protest period.

If this order becomes final and effective on the date
described above, any party adversely affected may request
judicial review by the Florida Bupreme Court in the case of an
electric, gas or telephone utility or by the First District
Court of Appeal in the case of a water or sewer utility by
filing a notice of appeal with the Director. Division of
Records and Reporting and filing a2 copy of the notice of appeal
and the filing fee with the appropriate court. This (filing
must be completed within thirty (30) days of the effective date
of this order, pursuant to Rule 9.110, Florida Rules of
Appellate Procedure. The notice of appeal must be in the form
specified in Rule 9.900(a), Florida Rules of Appellate
Procedure.
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15T CASE of Level 1 printed in FULL format.
In Re: Planning Hearings on Load Forecasts Generation

Expansion Plans, and Cogeneration Prices for Florida's
Electric Ucilities

m NO. 910004-EU; ORDER MO, 24989
; Florida Public Service Commission

1591 Pla, PUC LEXIS 1386; 51 FPSC 1560
1991 Fla. PUC LEXIS 1386; 91 FPSC 8; 560

August 29, 1991

PANEL:
[*1]

The following Commissioners participated in the disposition of this matter:
THOMAS M. BEARD, Chalrman; J. TERRY DEASON; BETTY EASLEY; MICHAEL M.k, WILSON

OPINION: ¢

FINAL ORDER

BY THE COMMISSION: 5

As a result of the revision of the cogeneration rules (Docket No. B9104%-EU),
we initiated a procesding to approve new standard offer contracts. Pursuant to
Order No. 23625, each utility was required to file by October 10, 1950, its most
recent ten-year genaration sxpansion plan, a standard interconnection agreement,
and one or more standard offer contracts designed to avoid the construction of
capacity idantified in its plan.

A hearing was conducted in this docket on May 20, 23, and 23, 1991. Pursuant
to Order No. 24142, the scope of this hearing was limited to those ispuss
necessary to approve firm capacity and energy tariffs, standard offer contracts,
as-available energy tariffs, and standard intercomnection agresements.

FPC'S FORECASTS, “Iﬂﬂ?ﬂtﬂ! AND GENERATION ALTERMATIVES

i. FPC'S RELIABILITY CRITERIA

2. FPC'S LOAD FORECAST

3. FPC'S CONSERVATION PORECAST

4. FPC'S FUEL FORECAST

5. FPC'S UNIT PERFORMANCE FORECAST

6. FPC'S PURCHASED POWER FORECAST

7. FPC'S STRATEGIC  [*3)  CONCERNS
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8. FPC'S AVOIDED UNIT GENERATING TECHNOLOQIES
9. FPC'S SUPPLY SIDE ALTERNATIVES

10. PPC'S APPROPRIATE GENERATION EXPANSION PLAN
1. FPC'S RELIABILITY CRITERIA

w er:I tiilizes a dual criteria, consisting of a 0.1
Loss of Load Probabiliry (LOLP) and a 10% winter resarve margin. These two
reliabilicy cricteria have been used by FPC for some time and thay are indicators
of different system, requirements. A reserve margin is an indicator of the
systems ability to serve the system-wide seascnal peak demand. The percentage
of reserve, usually expressed as a percentage of peak demand, is maintained in
order to allow for variations in load and u it availability. The actual
percentage planned is a judgemant based on the utility's size and ite
interconnections to neighboring utilities. A LOLP criteria is an indicator of
the system's ability to mest daily peak damands. This method considers the
forced and planned outage rates of the utility's units, as well as the
probability of emergency assistance, if needed.

While these two criteria are adequate, they can only be as good as the
assumptions that go into the planning procecs. For example, the LOLP (*))
calculation is very sensitive to assistance from other utilities. Both criteria
are also sensitive to errors in load forecascs. These two areas seem to be the
major cause of FPC's near term capacity shortage problem. FPC's forecasts for
both winter and summer peak demands have been below actual demands for the past
five years. FPC's witness Niekum testified that a percentage change in load was
about equal to a percentage change in reserve margin. (TR €84) Mr. Niekum also
ad-itted that this concerns him as a planner, and that 1t may indicate that FPC
needs to modify its forecasting criteria. (TR 686)

When questioned as to why FPC's generation plans had changed so radically
from data filed with the Commission last year, Mr. Niekum testified that
increases in demand and energy forecasts and the modaling of assistance from the
Southern Company *were probably the two primary reasons that we changed
radically.” (TR €77) The change in modeling of assistance from the Southern
Company was to include transmission limitations on the State transfer
capability. Mr. Hiekum testified that this change *"showed that our reliability
was worse than what we had thought in the last plan.* (TR 664-8665) [+4) In
simple terms, it appears that FPC has been relying on its neighbors for much of
the company's reliability, and now with the recent transmission allocation
agreamant, they have found themsslves in a vapacity crunch, This may have been
best summarized by FPL's witness, Mr. Haters who stated, "We all can't drive our
reserves down and rely on each other to back up the system , . . common sense
talls you that as scon as we see that result, that we all can't do that.® (TR
221)

- 1,;!{.”_“ to its newly projected nesed by signing nine contracts with
- raters. Ilhu- this embraces our desire to promote rogensaration,
'.-. char 1 ita ning process has required us to make decisions on

ith yery little notice. Nos r.h-lnl. it appears that FPC's
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2. FPC'S LOAD FORECAST

FPC's forecast predicts an average annual growth rate in demand of 2.55V over
the period from 1950 through 2010. The forecast also predicts an average annual
growth rate in snardy of 2.54% over the sama Cima pariod. Mo othar forecast was
[*5] offered by any of the parties.

We are concerned that FPC's past forecasts were overly optimistic. We intend
to closely monitor FPC's future fcracasts.

3. FPC'S CONSERVATION FORECAST

FPC has adopted a wide array of conservation programs, and it has been very
aggressive in its direct load control programs. The total capacity for existing
and contracted cogenarators is about 325 MW in 1935, The projected total

cogenaration capacity by the year 2009 is 1422 MW,

FPC projects a need of 2,796 MM of additional rescurces between 1951 and
2005. Load management and conssrvation combined is projected to meet 19% of
this need, and cogeneration is projected to meet 10.7% of this need.

While FPC's conservation plans appear to be reasanable for planning purposes,
FPC should bea more aggressive in the areas of energy reducing and renswable
programs, "

4. FPC'S FUEL PORECAST 5

The fuel forecasts presanted by the Cospany are based on experience at making
forecasts, information available in trade publications, and advice from
 reputable, naticmally well known consultants. The sources of data and

references used include DRI for general inflation estimaces, Electric Fuels
Corporation for coal projections, [*g} PIFA and Cham Data for natural gaa,
and oil estimates. Potential impacts of the Clean Air Act Amendments of 1950,
oil supplies/interruptions from OPEC naticns, and Cospany specific
transportation concerns are addressed in the forecasts. There is no indication
that the FPC fuel forecasts are unreasonable or inadequate for the purpose of
this proceeding. We will continue to monitor and review all fusl costs incurred
by FPC.

5. FPC'S UNIT FERFORMANCE FORECAST (STIPULATED)

All parties to this docket bave stipulated to FPC's position or have agreed
not to cbject to the stipulation on this isrus. Based upon our Staff's
analysis, we will accept the stipulation of the parties that FPC's assumptions
regarding the performance of existing units on their system are reasonably

adequate for planning purposes.
§. FPC'S PURCHASED POWER FORECAST (STIPULATED)

All parties to this docket have stipulated to FPC's position or have agraad
not to cbject to the stipulation on this issue. Based upon our Staff's
analysis, we will accept the stipulation of the partiss that FPC's assumptions
regarding the performance of cperating parameters and cost of existing purchased
power contracts are adequate [*7) for planning purposes.
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7. FPC'S STRATECIC CONCERNS

FPC has adequately addressed risk and other strategic concerns. We share
FICA's concern regarding the security of gas supplies to drive FPC's new plan,
We intend to momitor FPC's efforts toward securing adequate gas supplies to
support the new genaration plan. FPC appears to be aware of the potential for
restrictions on the emission of carbcn dioxide. The company should continue to
include this consideration in future planning exercises. Momantum for
governmental interventiecn is growing, despite disagreement in the scientific
community over the impact of carbon dioxide emissions. FPC's other assumptions

appear to be reascnable.
8. FPC'S AVOIDED UNIT GENERATING TECHNOLOGIES

The prizing and operating parameters of generating technologies conaidered by
FPC were developed internally by FPC, and are reascnable when compared to other
sources of cost estimates and performance raquirements. For axample, FPC's cost
estimate of 199 § /kw for CT capacity compares favorably to the estimated cost
of 462 § /kw contained in the EPRI TAG document for similar capacity additions,
Alsc, tha projected availability and operating heat rate (*8] are _omparable.
We approve of the use of in-house cost estimates because a utility can be more
site specific when estimating its costs. FICA's concerns over capital additions
are answered by a conservative fixed O&M rate and a 5V contingency factor. (TR
1656-1659) More specifically, capital additions may have the effect of lowering
the overall § /XW cost of the plant or increasing ite efficiency. FICA'as
witness ignored these facts., (TR 1543-1544) Also, capital additions are made
over the life of the unit, so it would not make any sense to apply these
addicions to a standard offer contract that has a minimum term of ten yoars.

(TR 1544-1545)

We belisve that the pricing and eperating paramsters ussad by FPC are
reasonable .

9. FPC'S SUPPLY SIDE ALTERMATIVES (STIPULATED)

All parties to this docket have stipulated to FPC's position or have agreed
not to object to thes stipulaticn on this lssue. BDased upon our Staff's
analysis, we will accept the stipulation of the parties that FPC adequately
considered reasonable forma of available supply side technologies in order to
meet its future load growth,

10. FPC'SE APPROFRIATE GENERATION EXPANSION PLAN

A generation expansion plan is (*#] only as good as ite assumptions. Tha
record indicates that FPC's assusptiocns are suitable for planning purposes given
the caveats previously elaborated. We are most concernsd about the accuracy of
the load forecast and the availability of natural gas supplies. We intend to
monitor these matters in future proceedings. With these concerns noted, we find
that the most appropriate gensration expansion plan for FPC consists of 100 MW
of CT capacity im 1592 and 1993, 500 MW of purchased power in 1955, 150 MW of CT
capacity in 1997, and 700 MM of coal capacity added in the years 1958 and 2000.

FPL'S FORECASTS, ASSUMPTIONS, AND GENERATION ALTERMATIVES
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1. FPL'S RELIABILITY CRITERIA
2. FPL'S LOAD FORECAST

). FPPL'S CONERVATION FORECAST

‘. m'l'.-'ﬁm. PORECAST

5, FPL'S UNIT PERFORMANCE PCAJCAST

6. FPL'S PURCHASED POWER FORECAST

7. FPL'S lmm:c COMCERNS

8. FPL'S AVOIDED UNIT GEMERATING TECHNOLOGIES

9. FPL'S SUPPLY SIDE ALTERMATIVES

10, FPL'S APPROPRIATE GENERATION EXPANGION FLAN

1. FPL'S m:un.rﬂ CRITERIA

Florida Powsr & Light Company (FPL) utilizes a dual criteria, consisting of a
.1 Loss of Load Probability {LOLF) and a 15% summar reserve margin. Thease

{*10] two reliability criteria have bean used by FPL for some time and each
are indicators of different system regquiremants. A reserve margin is an

indicator of the system's ability to serve the system-wide seasonal peak d.um‘l.-

The percentage of reserve, usually expressed as a percentage of peak demand, is
maintained in order to allow for variations in load and unit availability. The
percentage allowed is based on the utility's size and interconnections to
neighboring utilities.

A LOLP criteria is an indicator of the systems ability to meet daily peak
demands. This method considers the forced and plannsd cutage rates for tha
utility's units, &8 well as the probability of emergency assistance if needed.
Mr. Waters, who testified on bahalf of FPL stated that even if FPL's criteria
wara ralsed to 20% ressarve margins, FPL's generation expansion plans would
remain the same. (TR 216) This indicates that FPL's planning ie driven more by
LOLF than by reserve margin. FPC, on the other hand, is more affected by
reperve margin than LOLP. This may be dus to the ssasonal differance batwean a
sumrer and winter reserve margin.

The LOLP ealculation is sensitive to assistance from other utilities.
[*11) FPL has modeled the assistance from Southern Company as being half of
the remaining Statewide transmission capability after firm purchases are
considered. This transmission capacity is not owned by FPL, but is controlled
by the Jacksonville Electric Authority (JEA). The amount estimated, 454 MW, was
based on FPL's approximate share of Peninsular Florida's load. (TR 1558, 1569)
Mc., Ross, on bshalf of Falcon Seaboard, did not agree with this assumption. Mr.
Ross testified that a utility should only rely on transmission capacity thac it
pither owns or has contractual rights to operate. (TR 125)) We disagres. To
totally ignore the availability of additional transmission capacity just because
it is not contracted for would be irresponsible and shortsighted on the
utilicy's part., FPL is not relying on a price, only & quantity, and until that
quantity is fully contracted for, or utilized for firm mervice, FPL and other
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ueilicies are prudent in making estimatlons concerning the avallability of this
rescurce for emergency service. Mr. Ross is correct in that we should review
the assumptions used by other utilities to aveid double or triple counting of
this resource. The'only utility [*13] chat could double count this resource
is FPC, whose transmission import capability is capped by its allocated share of
the Statewide transmission import limit. Until the in-service date of a
proposed new 500 kV line, FPC assumed 400 MW [rom Southern., which is ite firm
commitment., (TR 664) Assistance from peninsular Florida is limited to 1200 MW
and is further restricted by the availability of generation from the other
peninsular utilicies. Therefore, there does not appear to be any double
counting of tha availabls Statewids cransmission capacity.

2. FPL'S LOAD FORECAST

FFL's forecast pndinl‘.l an average annual growth rate in winter peak demand
of 3.0% over the period from 1930 through 1999. The forecast also predicts an
average annual growth rats in enargy of 2.6% over the same time period. No
other forecast was offered by any of the parties.

We have previcusly expressed our concern about FPC's past forecasts beins
optimistic. We have the same concern with FFL's forecasts. We intend to
closely monitor FPL's future forecasts.

1. FPL'S COMSERVATION FORECAST (STIPULATED)

Rll parties to this docket have stipulated to FPL's position or have agreasd
not to cbject to the stipulation (*13] on this issue. Based upon our Staff's
analysis, we will accept the stipulation of the partiesa that forecasts of
existing and projected conservation and cogensration are reascnably and
adequately considered in FPL's load and energy forecasts.

4. FPL'S FUEL FORECAST

FPL stated that its forecasts are based on a combination of practical
experience, information from trade publications, and advice [rom reputable,
nationally-known consultants., The sources of data and references used include
ICF (for coal projections), PIRA. and Oroppe-lLong-Littel (for natural gas and
cil estimates). The FPL forecast considers potential impacts of the Clean Air
Act Amendments of 1990, oil supplies/interruptions from OPEC nations and company
specific transportation considerations. FPL's oil and gas price projecticna are
higher than its ¢éoal price projections, This would tend to favor the use of
coal in the long term. FPL's oil and gas projecticns are higher than those
submitted by FPC, which we believe to be mors realistic. HKowever, since FPL'as
proposed IGCC unit is coal fired, and since lower oil and gas prices would not
alter the technology selected, there is no indication that FPL's fusl forecasts
[*14) are unreasonable or inadequate for the purpose of this proceeding. We
will continue to monitor and review all fuel costs incurred by FFL's customers.

S. FPL'S UNIT PERFORMANCE FORECAST
The parformance pmjﬁn;ﬁl_ﬂ"ﬂh'l fossil units have not been challenged

and appear reasonable, The future perforsance for FPL's Turkey Point nuclear
units 3 and 4 have besn disputed in this procesding by Nassau Power Corporation.
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FFL is prod llﬂ a Imt improvement in performance for these =wo
units over the Hﬂrﬂ years. Nassau correctly points out that Turiey
Point 3 and 4 mi. had a poor performance record in the late 1980s. FPL
states that in addifion to repairs and other projects presently underway at
Turkey Point 3 and 4, a proactive program is being instituted to reach the

performance uw in the ,IIII-IIHII period,

We have soma mrn an tn ul:-':.h-r the performance improvements at Turkey
Point 3 and 4 projected by FPL will be attained, given tha history of the units.
Therefore, FPL's filings in the Genararing Performance Incentive Factor dockest
will be closely monitcred as a check on the company's projections in this
docket. Becauss tha performance projections appear [*15] to be potentially
achievable given reascnable management prudence, we accept FPL's performance
projections as reasonable for planning purposes.

&. FPL'S PURCHASED POWER FORECAST (STIPULATED)

All parties to this dockat have stipulated to FPL's position or have agreed
not to cobject to the stipulation on this issus. Based upon our Staff's
analysis, we will accept the stipulation of the parties that FPL's assumptions
regarding the performance of operating parameters and cost of existing purchased

power contracts are adequate for planning purposes,.

7. FPL'S STRATEGIC CONCERMS

It appears that FPL has adegquately addressed risk and strategic concerns,
including the potential for Greenhouse Effect legislation, FPL appears to be
aware of the potential for governmental restrictions on the smission of carbon
dioxide.

Intervenors contested the inclusion of 454 MW of emergency assistance f[rom
the Southern Company. HNassau stated that FFL should not rely on transmission
capacity that it doem not own. As previously discussed, we beslisve it is proper
for FPL to include the capacity for amargency purposes.

8. FPL'S AVOIDED UNIT OENERATING TECHWOLOGIES

The pricing and operating paramsters [*14] of generating technologlies
considered by FPL were developed internally by FPL, and they appear reasonable
when compared to other sources of cost estimates and performance requirements.
For example, FPL's coat sstimate of 1749 § /kw for IGOC capacit; comparss
favorably to the estimated cost of 20785 § /kw contasnse i the ZF. I TAG document
for similar type capacity additions. Also, the projected availabilicy and
operating heat rate are comparable. We approve of ths use of in-house cost
estimates because & utilicty can ba more site specific when estimating ite cost.
It appears that the pricing and operating parameters used by FPL are reasonable.

9. FFL'S SUPPLY SIDE ALTERNATIVES (STIPULATED)

All parties to this docket have stipulated to FPL's position or have agread
not to cbject to the stipulation on this issus. Based upon our Staff's
analysis, we will accapt the stipulation of the parties that FPL adequately
considered reasonable forms of available supply-side technologies in order to
moet its future load growth.
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10. FPL'S APFROPRIATE GENERATION EXPANSION PLAM

The record indicates that FPL's assumptiocns are suitable for planning
purposes given the caveats elaborated previously. [*17] We are moat
concerned about the accuracy of the load forecast and about FPL 8 involvement in
load management. We intend to monitor these areas in future proceedings. With
these concerns noted, we find that the must appropriate generat:on expansion
plan for FPL consists of $)7 MW of I0CC capacity in 1997 and 1998,

GULF'S FORECASTS, ASSUMPTIONS, AND GENERATION ALTERMATIVES

1. GULP'S RELTABILITY CRITERIA

4. OGULF'S LOAD m'

3. OULF'S CONSERVATION FORECAST

4. QuLF's mm

5. GULF'S UNIT PERFORMANCE FORECAST

6. OGULP'S ITIITI_GIE CONCERNS

7. GULF'S AVOIDED UNIT GENERATING TECHNOLOGIES

8., QULF'S SUPPLY SIDE ALTERMATIVES

9. GULF'S APPROPRIATE GEMERATION EXPANSION PLAN

1. OULF'S RELIABILITY CRITERIA (STIFULATED)

All partiea to this docket have atipulated to Gulf's position or have agreed
not to object to the stipulation on this issue. Based upon our Staff's
analysis, we will accept the stipulation of the parties that the reliability
criteria used by Gulf are reascnably adequate for planning purposes.

1. OQULF'SE LOAD FORECAST (BTIPULATED)

All parties to this docket have atipulated to Gulf's position or have agreed
not to object to the stipulation on [*18]) this issus. Based upon our Scaff's

analysis, we will accept the stipulation of the parties that thea forecasts of
enargy and oesascoal pesak demand as presented in OQulf's load forecast are

reasonably adequate for planning purposes.
}J. OQULF'S COMSERVATION FPORECAST (STIPULATED)

All parties to this docket have stipulated to Gulf's position or have agreed
not to object to the stipulation on this issus. Based upon our Staff's
analysis, we will accept the stipulation of the parties that forecastr ~f
existing and projected conservation and cogeneration are reascnably and
adequately mmm in llull' load and ensrgy forecaascs.

4. msmmlmm:nn
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All parties to this docket have stipulated to Gulf's position or hare agreed
not to object to the stipulation on this issus. Based upon our Staff‘'n
analysis, we will accept the stipulation of the parties that the forecasts of
fuel prices and avatlability as presented in Gulf's generation expansion plan
are reasonably adequate for planning purposes,

5., GULF'S UNIT PERFORMANCE FORECAST (STIPULATED)

All parties to this docket have s:ipulated to Gulf's position or have agreed
not to object te the stipulation on this issue. [*19) Based upon our Staff's
analysis, we will accept tha stipulation of the parties that Gulf‘s assumptiona
regarding the performance of existring unita on its system are reascnably
adequate for planning purposes.

6. GULF'S mﬁm:c CONCERNS (STIPULATED)

All partiss to this docket have stipulated to Gulf's position or have agreed
not to object to the stipulation on this issus. Based upon our Staff's
analysis, we will accept the stipulation of the parties that Gulf‘s generation
expansion plan adequately addresses risk and other strategic concerns including,
but not limited to, fuel flexibility, weather uncertainty, environmental
restrictions, assistance from the Southern Company, conatraints in Lransmission,
and state and national energy policies.

7. GULF'S AVOIDED UNIT OEMERATING TECHNOLOGIES A

The pricing and operating parameters of generating technologles considared by
Gulf were developed interpally by Oulf and are reasonable when compared to other
sources of cost sstimates and performance requirements. For «:zample. Gulf‘s
cost estimate of 345 § /kw for CT capacity compares favorably to the estimated
cost of 462 § /kw contained in the EPRI TAO document for similar type capacity
[*a0] additions. Also, the projected availability and operating heat rate are
comparable. We approve of the use of in-house cost estimates because a utility
can be more sita specific when estimating its cost. We find that the pricing
and cperating parameters used by Gulf are reasonable.

6. GULF'S SUPPLY SIDE ALTERMATIVES (STIPULATED)

All parties to this docket have stipulated to Gulf's position or have agreed
not to object to the stipulation on this issue. Based upon our Staff's
analysis, we will accept the stipulation of the parties that Gul? adequately
considered all reascnable forms of available supply-side technologies in order
to meat its future load growth.

9, OQULF'S APPROPRIATE GEMNERATION EXPANMSION PLAN (STIFULATED)
All parties to this docket have stipulated to Qulf’'s position or have agreed

not to object to the stipulation on this issue., Based upon our Btaff's
analysis, we will accept the stipulation of ths parties that the generation

expansion plan prepared by Oulf is appropriate.
TECO'S FORECASTS, ASSUMPTIONS, AND GENERATION ALTERMATIVES

1. TECO'S RELIABILITY CRITERIA

s
i':-rih-‘."!’ - L
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2. TECD'S LOAD FORECAST
3. TRECO'S CONSERVATION FORECAST

4. TECO'S FUEL FORECAST
S. TECO'S (%31] UNIT PERFORMAN.. PORECAST

6. TECO'S STRATEGIC CONCERNS

7. TECO'S AVOIDED UNIT GENERATING TECHNOLOOIES
. TECO'S SUPPLY SIDE ALTERNATIVES

9. TECO'S APPROPRIATE GENERATION EXPANSION PLAN
1. TBCO'S RELIABILITY CRITERIA (STIPULATED)

All parties to this docket have stipulated to TECO's position or have agreed
not to object to the stipulation on this issue. Based upon our Stafi's
analysis, we will sccept the stipulation of the parties that the reliability
criteria used by TECO are reascnably adequate for planning purposes.

2. TECO'S LOAD FORECAST (STIPULATED)

All parties to this docket have stipulated to TECO's position or have agreed
oot to object to the stipulation on this issue. Based upon our Staff's
analysis, we will accept the stipulation of the parties that the forecasts of
energy and seasonal peak demand as presented in TECO's load forecast are

reasonably adequate for planning purposes.
3. TECO'S COMBERVATION FORECAST (STIPULATED)

All parties to this docket have stipulated to TECO's poaition or have agreed
not to cbject to the stipulation on this issue. Based upon our Staff's
analysis, we will accept the scipulation of the parties that forecasts of
existing and ([*22) projected conssrvation are reasonably and adequately
considared in TECO's loan and energy forecasts.

4. TECO'S FUEL PORECAST

The fuel forecasts prasanted by the Company are based primarily on its
existing coal regquiremsnts and reports from the independent congsulting firm
Groppe-Long-Littel. These reports address potential ispacte of the Clean Air
Act Amendments of 1990 and oil supplies/interruptions from OPEC nations. TECO
added its transportation cost projections to the reports supplied by
Groppe-Llong-Littel. The resulting fusl oil «nd natural gas pricea are closes to
those submitted by FPL, and higher than those submitted by FPC. Although we
beliave tha FPC forscasts are mors realistic, there is no indication that the
TECO fuel forecasts are unreascnable or inadequate for the purpose of this
proceeding. Lower olil and forecasts would not alter TECC's nesd for peaking
and intsrmediate cycling units, We will continus to monitor and review all fuel
coats incurred by TECO's customars.
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5. TECO'S UNIT FERFORMANCE FORECAST (STIPULATED]

All parties to this docket have stipulated to TECO's position or have agreed
not to object to the stipulation on this issue. Based upon our [*23] Staff's
analysis, we llﬂl. acocept tha stipulation of the parties that TECO's assumptions
regarding the performance of existing units on its system are reasonably

adequate for planning purposes.
6. TECO'S STRATEGIC CONCERNS (STIPULATED)

Hl parties to this docket have stipulated to TECO's position or have agreed
not to object to the stipulation on this issus. Based upon our Staff's
analysis, we will accept the stipulation of the parties that TECO's generation
expansion plan adequately addresses risk and other strategic concerns including,
but not limited to fuel flexibility, weather uncertainty, environmental
reptrictions, assistance from the Southern Company, constraints in transmissicn,
and state and national energy policies.

7. TECO'S AVOIDED UNIT GENERATING TECIDIOLOGIES

The use of tha IHI TAG document by TECO is reasonable for planning purposes.
As previously cussed, the TAG document served as a point of refer nce for
other in-house estimates and has also been used by the Commission and other
utilities in past planning hearings. The Tag estimates for CT capacity are
comparable to othar utility's estimates.

We find that the pricing and cperating paramaters considered [*24) by TECO
are reascnable.

g. TECO'S SUPPLY SIDE ALTERNATIVES (STIPULATED)

All parties to this docket have stipulated to TECO's position or have agreed
not to cbject to the stipulation on this issus. Based upon our Staff's
analysis, we will accept the stipulation of the parties that TECO adequately
considered all reasonable forms of available supply-side technologies in order
to meet its future load growth,

9. TECO'S APPROFRIATE GENERATION EXPANGION PLAN (STIPULATED]
All parties to this docket have stipulated to TECO's position or have agreed

not to object to the stipulation on this issue. Based upon our Staff's
analysis, we will accept the stipulation of the parties that the generation

expansion plan proposed by TECD is appropriate.
FPC'S STANDARD OFFER CONTRACT
1. FPC'S AVOIDED UNIT DETERMIMATION
2. FPC'S SUBSCRIFTION LIMIT
3. FPC'S AVOIDED UNIT PARAMETERS
4. FPC'S CAPACITY PAYMENTS
§. FPC'S AVOIDED COST CALCULATION
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FPC'S LOCATION FACTORS
PPC'S CLEAN AIR INPACT
FPC'S STAMDARD OFFER TAX PROVISION
FPC'S CAPACITY BENEFITS FOR EARLY DELIVERY
FPC'S n.:;!hn SCALE CAPACITY PAYMENTS
FPC'S COMPLETION ([*25) SECURITY
FPC'S COMPLETION SECURITY ALTERMATIVES
FPC'S PROJECT MAMACEMENT REQUIREMENTS
FPC'S MILESTONE PROVISIONS
FPC'S CAPACITY ACCOUNT SECURITY
FPC'S PERPORMANCE SBCURITY
FPC'S DEFAULT PROVISIONS
FPC'S REGULATORY OUT CLAUSE
PPC'S BILLING METHOD PROVISIONS
FPC'S INTERCOMMECTION INSURANCE REQUIREMENT
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FPC'S STANDARD OFFER CONTRACT AMD INTERCONNECTION AGREEMENT APPROVAL

FPC'S SUBSCRIPTION

FPC'S AVOIDED UNIT DETERMINATION

FPC first proposed a 1991 coal unit, a 1991 combustion turbine, and a 1957

combustion turbine unit as its avoidad unic.

While tha 1591 unice could be

avoided through negotiated contracts, the designation of 1921 units as avolided

units in the standard offer contract violates Rule 25-17.0812

Administrative Code, which statss:

Each standard offer contract shall, at & minimum, specity .
which the standard contract offer expires.

(1) (e)4; Florida

. the date on
The date shall be at lsast four

years before the anticipated in-service date of the avoided unit or units unless

the avoided unit could be constructed in less than four years, or when the

subscription limit is reached. . ([*26] . .

A coal unit or a combustion turbine unit could probably not be constructed in

less than ona year in order to meet 1991 in-service dates.

TN : el

These units were
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identified for thes purpose of attracting cogeneration capacity within a short
time frame. When asked what other unit(s} would FPC propose if the .9%1 units
were not selectsd, FPC's witness Niskum stated that the next available unit
would be a 1997 combustion turbine. (TR &05) In order to davelop the paymant
stream for this unit, FPC proposed to allow the cogenerator the choice of either
a 1997 coal unit or a 1997 combustion turbine. The coal unit was added as an
opticn because on a NPV basis, the coal unit costs less than the CT unit. While
this may sound like a good choice, the coal unit does not become cost effective
until the last few years of a thir: year analysis. FPC, therefore, chose to
include €T capacity in 1997 in its facility plan in order to avoid the risk of
reliance on later year fuel savings to justify a project.

We find chat 'll'c'l avoided unit for its standard offer contract should be a
1997 combustion turbins.

2. FPC'S SUBSCRIPTION LIMIT

Setting the limit to the amount of capacity available under [*37] the
standard offer contract requires a careful balance. There are negative eaffects
associated with setting the limit too low or too high. If the subscription is
oet too low, the standard offer will be fully subacribed too quickl and QFa
wishing to sign a standard offer will have to wait for the next cne. If the
subscription is set too high, large QFs that may be needed will not be able to
negotiate against that capacity.

We bealieve that thes consequances of setting the subscription limit too high
are greater than the consequences of setting it too low. If the subscription
limit is set too low, and it is subscribed quickly, small QFs have tha cption of
. negotiating a contract,

However, Af the subscription limit is set too high and there are not enocugh
gmall QOFs (the standard offer is available only to OFs less than 75 MW] willing
to sign the standard offer, large QFs cannot negotiate against that capacity,
even if FPC needs the capacity.

FPC proposed that 80 MW of ita 150 MW, 1997 combustion turbine unit be
designated as ice standard offer avoided unit, leaving the remaining 70 HW
available for negotiated contracts. While its proposed subscription limit may
seem low, FPC has  [*28) demonstrated that QFs are more likely to sign
negotiated contracts with FPC than to sign its standard offer contracts. Under
the old cogensration rules, FPC has 410 MW of contracts and only 50 MW of those
contracts are scandard offer contraccs. (TR 798) Since FPC has only received S50
MW of standard offer capacity in the past seven years, and since QFs have been
more likely to sign negotisted contracts with FPC than sign a standard offer
copntzact, it is reascnable to set FPC's standard offer subscription at B0 MW,

1. FPC'S AVOIDED UNIT PARAMETERS

We adopt the parameters provided by FPC for its 1997 Cosbustion Turbine unit,
as shown below: e

FPC 1997 COMBUSTION TURRINE UNIT

&. Typs of fual pistillate
b. Average annual heat rate 11610 BTU/kWh
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c. Cost of fuel Distillate at Bartow CT Unita
d. Construction cost (mid-19%1 § /kW) $ 199
e. Construction escalaticn rate 5,.1%
f. In-service cost (10/1986 §. /kW) § 52%
g. Incremental capital l:m:uﬂ

1. Dabt 45%

2, Preferred Stock 10%

3. Common Stock 454
h. Cost of capital

1. Debt 10.0%

2. Preferred Stock 8.5%

3. Common Stock 14.0%
i. Book 1life 20 years
j. AFUDC rate 9,96%
k. Effective tax rate 17.62%
1. Other taxes 1.57%
m. Discount rate e 9.96%
n. Fixed OM costs h-.'ld 1991 § T fye) § £.18
o. Variable O&M (mid-19951 § /Mwh) § 1.83
p. OEM sscalatien rate £.1%
g. Values of K 1.5259
[=2%)

The above parameters are requived by Rule 25-17,0832, Plorida Administrative
Code, to calculate the value of QF capacity and energy payments pursuant to a .
standard offer contract.

FPC, in ite original testimony prefiled in October 1950, had chosen as
avoided units & 1991 Coal unie, a 1991 Combustion Turbine unit, and a 1897
Combustion Turbine unit. However, at the hearing, FPC noted that its 1991
avoided unit cholces were in direct conflict with Rule 25-17.0832(3) (el4,
Florida Administrative Code, which requires that an avoided unit be at least
four years into the future, (TR §06-607) This left FPC with its 1997 Combustion
Turbine unit. FPC has offered to price this unit at both coal and combustion
turbine prices, at tha option of the QF. (TR €07) We have rejected FPC's offer
to price this unit at cocal prices, and specifically find that the parameters
deasignated by FpC for ite combustion turbine unit are appropriate.

4. FPC'S CAPACITY PAYMENTS

We find that the revised capacity paymsants provided in ¥FPC's COG-1 tariff
have been properly calculated using the preceding parameters, in accordance with
the formilas set forth in Rule 25-17.0832(5), Florida Adsinistrative Coda,

5. [*30] FPC'S AVDIDED COST CALCULATION

FICA's testimony asserts that FPC, as well as the other three utilities, have
failed to fully quantify the cost of constructing avoided unite. (TR 1044-1045)
FICA stated that cogensration prices should be set "with an intent to encourage
cogenaration and avolid mmlm. theraby maximizing the bensfite of
cogeneration.* (TR 1043)

FICA stated that nons of ths utilities have included, in the installed cost
of their avoided vaits, the cost of capital additicns over the life of the
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units. (TR 1048) FICA's testimony proposed that a *conservative® 10V capital
addition factor be added to the installed cost of avoided units to sccount for
capital additions. (TR 1048)

We do not agree with FICA's proposal to add a 10% capital addition facter
onto the in-service cost of an avoided unit. FICA based this 10% figure on a
*limited survey® of capital additions to existing plants in Florida. (TR 1048)
FICA has not provided a case-by-case calculation of construction costs for FPC's
or any other utility's avoided units. We therafore find that FICA'a 10% valuas
is arbitrary and should not be added to the in-service cost.

FICA further stated that OF capacity could (*31] avoid risks that occur
when a utility constructs and operates a power plant, and that these risks could
be quantified and should be included in the avoided cost calculation. (TR 1055)
FICA provided sxamples of thesé risks, such as: the possibility that the
in-service date of a utility's unit may be delayed; the installed cost of a
utilicy's unit may excead projections; energy production by the plant may be
less than projected; and capital costs may be added over the life of the unit.
(TR 1053) t

FICA proposed in its testimony that we add a 25% "risk aversion premium® to
the installed cost of each utility's aveided units. (TR 1057) FICA has proposed
this risk aversion premium to account for the risks discussed above and for the
capital additions (the 10% discussed above). In Lts brief, FICA changed its
position to state that the risk aversion premium should be 23%.

We do not agree with FICA's quantification of risks with respect to the
construction cost of an avoided unit. FPICA assumed that any risks caused by
delays in a unit's in-service date, cost overruns, or reduction in performance
will result in excessive costs which are always passed on to ratepayers. FICA
did not consider [*32) the chance that future events might decrease the cost
of the unit as well. (TR 1656) Furthsrmors, there is no guarantee that we would
allow excess costs to be passed on to ratepayers. (TR 1658) FICA's proposal to
increase the in-service coat of FPC's avolded unit by 23% would resulet in
ratepayers paying more than full avoided cost for cogeneration, and we therefore

reject FICA's proposal.

We f£ind that FPC has included all costs related to ths calculation of the
construction cost of the avoided unit in ite standard offer contract.

6. FPC'S LOCATION FACTORS

FPC has demcnatrated that it will be unable to accept capacity from QFs in
north Florida unless import capacity is acguired. (TR 166%) Such import
capability would neot have to be purchased if FPC constructed its avoided unit,
which would have bssn located in Polk County or Hardee County. Because the
costs associated with transporting QF capacity will depend on the QF's location
and may be different from those associated with FPC's avolided unict, FPC may
include location factors im its standard offer contract. These factors ensure
that the ratepayers will not pay for transmission they would not have paid for,
had FPC constructed [*33] ies avoided unic.

By incorporating factors relating to the QF's location into its standard
offer contract, FPC is in compliance with Section 366.051, Florida Statutes,
which defines avoided cost as "incremental costs to the utility of the electric
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energy or capacity, or both, which, but for the purchass from cogenwrators or
small power maul ﬂ.ﬂitr would generate iltself or purchase from
‘another source.* It also Liss with section 16 U.8.C. #24-3(b) (2) of FURPA
which contains a similar definition of avoided cost.

FICA maintains that location penalties should not be assessed to QFs since,
*it is the planning choices of the utilities and not the availability of the QF
alternatives that causes the diminishing of and the cost to replace tie-line
capabilicy. * (TR 1055) We disagres. FPC has reascnably demonstrated that, from
a planning perspective, unite on its Polk County mite provide lower cost
electricicy than those located in northern Florida. PICA has not demonstrated
that ratepayers should pay additional costs associated with a QF's choice of
location. :

There are saveral methods that could be used to account for the effe =1 of a
QF's location, such as adjusting a (*34) nporthern QF's capacity payments to
reflect ites reduced valus te FPC's system, or charging the QF for the
transmission capacity it uses. FPC proposes that the standard offer only be
available co QFs located north of FPC's Ceantral Florida Bubstation if: *(i) by
the Contract In-Service date the Company can make available an amount of Import
Capability egqual to the diminution of Import Capability caused by the Facilicy
during the Term of the Agresmant; and (ii) the QF shall reimburse the Company
for such costs incurred by the Company to make available such Import
Capability.™ (Sheet 9.511) Under this provision, QFs will pay the exact costs
for cbtaining import capabilicty. (TR 773)

FFC's method of considering a QF's location is different from FFL's method
because FPC has different transmission concerns. FPC has no firm interface to
the Southern Company available; whereas, FFL has some firm import capability
available. If FPC were to usa FPL's mathod of adjusting capacity payments, the
penalty assessed to the QFs would be 100 percent.

We approve FPC's méthod for accounting for a QF's location. It ensures that

the ratepaysrs do not pay for transmission capacity that they would not

[=35] have purchased, had FPC constructed its avoided unit in Polk or Hardee
County. It is fair to the QFs in that it ensures that they are paid full
avolded cont and that they pay the axact cost of obtaining their needed import
capability. It provides incentives for (Fs to locate whare their capacity is
most valuable.

7. FPC'S CLEAN AIR IMPACT

FPC has submitted a clause for inclusion in its standard offer contract that
would allow for a credit to the OF if & benefit occurs to the company as a
result of the purchase of firm capacity and snargy from tha QF. We approve of
this change to FPC's standard offer.

8. FPC'S STANDARD OFFER TAX PROVIBION

FPC propossd language in ite tariff which makes tha QF liable for any taxes
or impositions for which FPC would not have been liable if it had produced the
snergy and constructed the facility itself. The purpose of such a clause is to
insure that the QF pays all coste that it causes, leaving the ratepayer neutral
to the source of the capacity and energy. (TR 1679) Several intervenors argued
that the utilities' tax clauses should not be open-ended and should be more
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spacific. Witness Dolan testified that FPC could not provide an all-inzlusive
[#36] 1list of liabilities because tax laws and interpretations can change.
(TR 759) .

On cross examination Witness Dolan agreed that FPC should refund OFs any tax
savings FPC obtains by virtus of purchasing power from tha QF. (TR 794) Wa
believe that this is a reascnable compromise and that FPC should modify its
standard offer contract to refund QFs any tax savings or carrying costs that FPC
cbtaine by virtue of purchasing power from the QF.

S, FPC'S CAPACITY BENEFITS FOR EARLY DELIVERY

The Florida Public Service Cosmission's rules on cogeneration and small power
production require OFs to deliver firm capacity and energy as a condition for
receiving early capacity payments. Rule 25-17.0832())(g)2, Florida
Adminiscrative Codas, states, *sarly capacity payments may commence at any time
after the specified early capacity payment date and before the anticipated
in-service date of the avoided unit provided that the qualifying facilicy is
delivering firm capacity and energy to the utilicy.*

FPC's standard offer contract recogniges that QFs must deliver cs icity and
enargy in order to receive capacity payments, whether early or normal. WMo party
has cbjected to this language in FPC's proposed (*37) standard offer
contract. WMa tharefore approve of that language in sections 6.1, 8.1 and 9.1 of
FPC's standard offer which specifies that capacity payments will not commence
until the contract in-service dats.

10. FPC'S FERFORMANCE REQUIREMENTS

Since FPC's standard offer contract does not allow for dispatchability,

performance parameters for a 'CT unit are very difficult to define. If a utilicy
owns a CT, tha unit would typically be operated at extreme peak periods, not all
peak hours. However, the true valus of a CT unit is it's ability to bs called
upon for service on short notice. This means that a more represantative mesasure
of a CT's parformance is it's availabiliry, not it's capacity factor. Since
availabilicy is wirtually impossible to measure without dispatchability, the
utility must rely on a capacity factor measure which can be easily monitored.
By reguiring a high on-peak capacity factor of %0V, FPC will be encouraging a
high availlability factor as well. FPC is also offering optional parformance
adjustments which would ancourage tha QF to perform when FPC's customars need
the power and which would reward the QF for this energy.

We therefore find that the opsrating [*38) parformance reguiremeanta
contained in FPC's standard offer contract are reascnable.

11. FPC'S SLIDING SCALE CAPACITY PAYMENTS

Section 6.5 of FPC's standard offer contract discusses the components of the
monthly capacity paymsnt mads to cogenerators. One of these components is a
capacity payment adjustment. FPC proposes an adjustment which exponentially
reduces the QF's capacity payment in a month when the twalve-month rolling
average of the cn-peak capacity factor is below the avoided unit minimum. (TR
757) This adjustment broadens the range of performance in which the QF can be
paid for performance, while encouraging the QOF to provide capacity during FPC's
peak periods. Under our previous rules regarding standard offer payments, a QF
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did not receive any capacicy payment if the QF did not meet the minimum capacity
factor.

FICA's position is that a OF should not be penalized in the manner that FPC
proposes. Rather FICA argues that a QF should be rewarded with incentive
payments for performance in excess of the stated capacity factor. These
incentive payments would result in a capacity payment which would be in excess
of the utility's full avoided cost,

We do not belisve that [*31% FICA's proposal should ba part of the
standard offer contract., FPC's adjustment to capacity paymants is reascnable,
given that a QF can still receive a payment in a month that thi capacity factor
does not meet the required valus. Therefore, we find that the capacity payment
adjustment proposed in section 8.5 of FPC's standard offer contract for
calculating monthly capacity payments to the QF is reasonable.

12. FPC'S COMPLETION SECURITY

FPC proposed that its standard offer contract contain a security deposit of §
10 per k¥ of committed capacity, This proposal is consistent with Rule
25-17.0832(3) (£)1, Florida Administrative Code, which states, ®(tlhe Commission
may approve contracts that specify . . . provisions o protect tne purchasing
utility's ratepayers in the event the qualifying facility fails to deliver firm
capacity and energy in the amount and times specified in the contract., . . .*

It is important for utilities to include provisions to protect the purchasing
utility's ratepayers from the risk of a QF not coming on-line as contracted. &
Requiring a security deposit is a reasonable way of protecting the utility's
ratepayers because; 1) it provides assurance that the ([*40] QF will reach
commareial in-service status; and 2) ir will help co mitigate damages if tne QF
dossn't achiesve commercial in-service status.

FICA argues that utilities should not require security deposits because they
are not paying full avoided costs, Witness Seidman claims that utilities are
not paying full avoided costs because their avoided coats do not reflect the
risk of utility construction, (TR 1073-1077) This argument assumes that
utility-constructed planta will always be over budget and behind schedule. It
also Fails to consider the risks associated with QF construction. (TR
1062-1175) We disagree with FICA's asserticn that utilities should not require
security deposits because they are not paying full avoided coats.

FPC has proposed that QFs submit a § 10 per kW security deposit within 60
days of contract execution, to be refunded if the QF achieves commercial
in-service status on or before the contruct in-service date. FPC's § 10 per kW
is very favorable to QFs when cospared to security deposits required by other
utilicies in tha country. FPC introduced an exhibit listing performance
securities required by 31 utilities. Except for projects under 1 MW, these
deposita [*41] range from § 15 per kW to § 55 per kW. We Delieve a § 10 per
kW security provides sufficient incentive for a QF project to come on-line. We
approve FPC's security deposit of § 10/kW.

Nassau Power and Falcon Seaboard have no objection to the level of FFC's
security deposit, (TR 1371) However, they maintain that FPC should phase in its
security deposit, rather than requiring its submission at one time. Falcon's
suggestion is reasonable, but we belisve that FPC's security deposit is too low
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to be phaged ﬁ:.

We are not requiring thac all of the urilicies’ performance securities be for
the sams amount of money. There is no "correct® amount for a security deposit.
Throughout the country, utilities require different security deposita. It may
be advantageous to allow Plorida‘s utilities te set different security deposits,
80 that we can study their effects. At this point, wve do not favor the setting
of statewide security deposits; rather, we make our findings based on the
reasonableness of sach utilicy'zs vroposal.

13, FPC'S COMPLETION SECURITY ALTERMATIVES

Section 13.1 of FPC's standard offer allows the QF to provide a cash deposit
or an uncondicional, irrevocable direct pay [*41) letter or other promise to
pay provided that ths method of securing the deposit is acceptable to FPC. Rule
25-17.08321(3) ()1, Florida Administrative Code, specifies that the security.
“may be in the form of an up-front payment, surety bond, or equivalent assurance
of payment.® While a surety bond would qualify as an "other promise to pay®. wao
£ind that the sursty bond option should be specifically set forth in the
standard offer contract, In addition to these alternatives FPC should allow
governmental solid waste facilities to use an unsecured promise ¢ pay pursuant
to Rule 25-17.081, Plorida Administrative Coda.

FICA argues in favor of tha following options for providing security: 1) a
sursty bond; 2) an irrevocable letter of credit; 1) an escrow; 4] an unsecured
promise to pay by the owners of the facility; or $5) other acceptable guarantees.
Except for an unsecured promise to pay, FPC offers the alternatives above. We
will not allow QFs to secure their projects with an unsecured promise to pay.
By its name, an unsecured promise to pay provides little, if any, security that
the QF will perform as contracted, and it provides no discouragemant against
frivolous signing of ([*43] FPC's standard offer contract. Allowing an
unsecured promise to pay would remove the benefits gained by requiring a
security guarantes.

14. FPC'S PROJECT MAMAGEMENT REQUIREMENTS

It is prudent for a utility to monitor the development of QOFs that have
signed the standard offer contract through quarterly progress reports. These
reporte will provide FPC with an early warning of any potential difficulties
aspociated with the development of the QF's facility. Such an sarly warning
will put FPC in a better position to accommodate a change in the QF's in-service
date. This will reduce the probability that FPC will have to purchase high cost
replacemant powser or suffer blackouts if thes QF dossn't coma on-line as
scheduled.

15. FPC'S MILESTONE PROVISIONS

Section 4.2 of FPC's standard offer requires the QF to specify the dates of:
1) the exscution of the Transmission Agreement (if the QF has to whesl power to
FPC); 2) construction commencement; and 3) commercial in-service atatus.
Section 4.2 is reascoable because it allows the QF to specify these dates, and
it allows these dates to be modified by up to sixty days because of a force
majeurs avent. '

-
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It is prudent for FPC to have a  [*44] means of terminating a contract
prior to the in-sarvice date if it is evident that the QF will not perform as
specified in the contract. As Witness Dolan stated, "(a] commitment to
milestones is an on-going means of ensuring that the QF will come on line by the
in-service date of the avoided unit as well as a contractually-specified means
of monitoring the progresa of QF development . . . The sconer a utility knowa
that a QF will not ba operational by its expected in-service date, then the
utilicy will have more time to try to arrange alternative supplies.” (TR 1670)
Without milestone requirements there would be no clear signal that a QF contract
would not be fulfilled and FPC cousd be reluctant to secure replacement power.
AQF's failure to mast milestonss will provide FPC with a clear signal that it

should acquire replacement power.

FICA arguss that the utilities should not require OFs to post security
deposits and mest specified milestones, and that specifying milestones should be
an alternative to posting a security deposit, We disagree., Milestone
provisions and security deposits serve two different purposes. Security
deposits provids some assurance that the OF will  [*45] reach commercial
in-service status and help to mitigate damages if the QF doesn't achieve
commercial in-service status. Milestone reguirements give the utility the
authority to tarminate the contract if it is clear that the QF wil' not perform
its duties under the contract.

16. FPC'S CAPACITY ACCOUNT SECURITY

Section 8.6.3 of FPC's standard offer contract requires QFs to sxacute a
promise to pay tha balance of their Capacity Accounts and to secure that promise
by a means acceptable to FPC, but it does not identify any means that would be
acceptable. We believe that QFs need some guidance as to what means would be
acceptable. 3

FPC's standard offer should specify the following alternatives for securing
early or levelized payments: 1) a letter of credit; or 2) a surety bond; or 1)
other means acceptable to FPC. In addition, pursuant to Rule 25-17.091, Florida
Administrative Code, governmental soclid waste facilities should be allowed to
secure their early or levelized payments using an unsecured promise to pay. If
this is done, thars is no need to specify critaria for approval of the security
alternative.

17. FPC'S PERFORMANCE SECURITY

Section 7.4 of FPC's proposed standard offer (*4€] contract requires QFs
to annually re-demonstrate their commercial in-service status within 60 days of
demand by FPC. It is reasonabls to regquire QFs to demonstrate that they are
capable of delivering the amount of capacity that they contracted to deliver.
Section 7.4 provides the QFs with a reasonable time frame of 60 days in which to
oo demonstrate.

18. FPC'S DEFAULT PROVISIONS

Under Section 15.1(b) of FPC's proposed standard offer contract, a QF is in
pre-oparational default {f: 1) the QF becomes insclvent; 1) any representation
made by the OF is false or misleading {60 day cure period allowed); 3) the QF
has not entersd into a transmission service agresment (if it has to wheel to
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FPC); 4) construction has not commenced by the date specified by the QF; 5) QF
fails to diligently pursus construction; €) QF fails to achieve in service by
the date; 7) QF fails to comply with other material terms of contract (60 day
cure period allowed).

Nassau Power and Falcon Seaboard maintain that FPC should allow a €0 day cure
period for all events of default. (TR 1373) We disagree. If the QF faile to
meet the milestones it specifies, or if it becomes insolvent, it is unlikely
that the QF ([*47) will perform as contracted. FPC's previous standard offer
contract did mot allow for a cur® period, and no compelling reascns to change
the sxisting practice were introduced at the hearing. We therefore approve
section 15.1 of FPC's standard offer contract.

Sections 13.) and 15.2 of FPC's standard offer contract specify that in the
event of a pre-operatiocnal default, FPC may terminate ths contract and retain
the security daposit. This is a reasonable approach. The idea behind the
security deposit is that the utilicy keeps the deposit if the QF defaults. We
therefore approve section 13.) and 15.2 of FPC's standard offer contract.

Under section 15.3, a QF ip in operational default if: 1) the QF fails to
re-demonstrate commercial in-service status; 2) the QF fails to qualify for
capacity payments for twenty-four consecutive months; 3) tha QF frils to comply
with material terms or conditions (60 day cure period allowed); or 4) the OF
becomes insolvent. These events of default are reascnable. If a QOF fails to
perform as contracted, FPC should have the right to declare the QF in default.

19. FPC'S REGQULATORY OUT CLAUSE

As discusasd balow, wa have inatructed each of the utilicies [*48)
(including FPC) to remove the regulatory cut clause from standard offer
contracts.

20, FPC'S BILLING METHOD PROVISIONS (STIPULATED)

All parties to this docket have stipulated to FPC's position or have agresd
not to cbject to the stipulation on this issue. Based upon our Staff's
analysis, we will accept thes stipulation of the parties that section 6.2 of
FPC's standard offer contract, which permits a one-time only election of billing
methodologies, be approved.

21, FPC'S INTERCONNWECTION INSURANCE REQUIREMENT

A S 1,000,000 minimum insurance reguirement is in compliance with Rule
25-17.087(6) (¢), Florida Administrative Ccde, which calls for "public liability
insurance, including property damage, in an amount not less than § 300,000 for
each occurrence; more insurance may be required as deemed nacessary by the
utility.” Throughout the course of this docket, most parties, including Staff,
have come to the general agreement that § 1,000,000 for each occurrence is an
appropriate minimum insurance requirement to cover potential public liabilities
associated with the interconnection facilities. We therefore approve FPC's §
1,000,000 minimum m-:mthn insurance requirement.

FPC'm  ["45] hm:m pmhidn also leaves any amount over ths minimum
insurance requirement of § 1,000,000 to the discretion of the QF. We approve
this provision which permits the QF to set any additional coverage it may wish
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over the § 1,000,000 minimun,

22. NOTICE TO QF

18 C.F.R. § 292.304(£){2) reguires that a utility may refuse to purchase
energy only when it has provided sufficient notice to the qualifying facility in
time to cease generation. While section 6.3 of FPC's propossd standard offer
contract contains no language which would directly conflict with 18 C.F.R. §
292.304(£) (2), it doss not contain any notice provision. FPC is therefore
instructed to amend its tariff to include a notice provision in section 6.3 of
its standard offer contract.

21. FPC'S STANDARD OFFER CONTRACT AND INTERCONNECTION AGREEMENT APPROVAL

We approva FPC's standard offer contract and interconnection agreement
subject to tha niunqn- ve :\lquirl in this order.

FPC's o ollﬂ‘#qnt.nct and tariff provide for the payment of full
avoided cost as required by Rule 25-17.0832(5) (a), Florida Administrative Code.
In addicien, lillll standard offer and tariff contain nl:u:i:y provisions which
consider the ([*50] technical reliability, viability, and financial stability
of the qualifying facility as set forth in Rule 25-17,08)2(2) (d), Florida
AMministrative Code.

We find chat thl tarms and conditiona of FPC's standard offer contract, once
modified pursuant to thes requirements of this order, constituts a reasonable and:
prudent expsuditure by FPC based on the information submitted to the Commission
at this I:!.ni

4. FPC'S @naxmw

Once FPC's Stan d offer

‘subscribed, FPC should file a petition

£ Sard offer contract. In its peticion, FPC
should provide the Cosmission with an estimate of the date that it will be
filing an updated standard offer contract for approval. ¥FPC should then
reassess its needs for capacity, and petition the Commission for approval of a
new standard offer contact which reflects its updated needs for capacity. If
FPC's new standard offer contract is based on a different generation expansion
plan than its previcusly approved standard offer contract, FPC should include
the generation expansion plan supporting its choice of avoided unit in its
petition for approval of its new standard offer contract.

........

FPL'S STANDARD OFFER  (*51)  CONTRACT
1. FPL'S AVOIDED UNIT DETERMINATION

2. FPL'S SUBSCRIPTION LIMIT

3. FPL'S AVOIDED UNIT PARAMETERS

4. FPL'S CAPACITY Mm

5. FPL'S AVOIDED COST CALCULATION

6. FPL'S mﬂﬁ' FACTORE
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22. NOTICE TO QF

18 C.F.R, § 292.3041£) (2) reguires that a utility may refuse to purchane
anergy only whan it has provided sufficient notice to the gualifying facility in
time to cease gensration. While section §.3 of FPC's proposed standard offer
contract contains no language which would directly conflict with 18 C.F.R. §
292.304(f) (2), it does not contain any no..ce provision. FPC is therefore
instructed to amend its tariff to include a notice provision in section 6.3 of
ite standard offer contract.

231. FPC'S STANDARD OFFER CONTRACT AND INTERCONNECTION AGREEMENT APPROVAL

We approve FPC's standard offer contract and interconnection agreement
subject to the changes we require in this order.

FPC'n standard offer contract and tariff provide for the payment of full
l.vui.di& cost as required by Ruls 25-17.0832(5) (a), Florida Administrative Cods.
In addition, the standard offer and tariff contain security provisions which
consider the [*S0) technical reliability, viability, and financial stability
of the qualifying facility as set forth in Rule 25-17,0832(2) (d), Flerid.

Aminiscrative Code.

Wa find that tha terms and conditions of FPC's standard offer contract, once
modified pursuant to the requirements of this order, constitute a reasonable and-
prudent expenditure by FPC based on the information submitted to the Commission
at this cima.

24. FPC'S SURSCRIPTION

Once FPC's standard offer is fully subscribed, FPC should file a petitiom
requesting the closure of its standard offer contract. In its petition, FFC
should provide the Cosmission with an ostimate of the date thar it will ba
filing an updated standard offer contract for approval. FPC ahould then
reassess its needs for capacity, and petition the Cosmission for approval of a
new standard offer contact which reflects its updated needs for capacity. If
FPC's new standard offer contract is based on & different generation expansion
plan cthan its praviously approved standard offer contract, FPC should include
the gensration sxpansion plan supporting its choice of avolded unit in its
petition for approeval of its nav standard offer contract.

FPL'S STANDARD OFFER  [*51]  CONTRACT
1. FPPL'S AVOIDED UNIT DETERMINATION

2. FPL'S SUBSCRIPTION LIMIT

3. FPL'S AVOIDED UNIT PARAMETERS

4. FPL'S CAPACITY PAYMENTS

$. FPL'S AVOIDED COST CALCULATION

6. FPL'S LOCATION FACTORS
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FPL'5S CLEAN AIR IMPACT
8. FPL'S BTANDARD urmm PROVISION

9. FIL'S mncrn m FOR EARLY DELIVERY

10. FPL'S m IHJIIIII'I‘I

11. FPL'S SLIDING SCALE CAPACITY PAVMENTS

12. FPL'S MAINTENANCE SCHEDULING

13. TFPL'S mn'r DOCUMENTS

14. FPL'S COMPLETION SECURITY

15. FPL'S PROJECT MANAGEMENT REQUIREMENTS

16. FPL'S PERFORMANCE SECURITY

17. FPL'S EARLY OR LEVELIZED CAPACITY PAYMENT SECURITY

18. FPL'S DEFAULT PROVISIONS

1%. FPL'S DEFAULT CURE FERICDS

20. FPL'S LIQUIDATED DAMAGES PROVISIONS

21. FPL'S FORCE MAJEURE FROVISIONS

22. FPL'S REGULATORY OUT CLAUSE

23. FPL'S QF CERTIFICATION PROVISION

24. FPL'S COMMITTED CAPACITY ADJUSTHENT

25. FPPL'S NOTICE BEFORE REFUSAL TO PURCHASE

26. FPL'S FIRM ENERGY PAYMENTS

27. FPL'S STANDARD OFFER APPROVAL

28. FPL'S l‘ﬂ-‘lﬂ-‘lﬂlﬂ

1. FPL'S AVOIDED UNIT DETERMIMATION

FPL's plan shows a meed for capacity in 1997 and 1998, Without QF contracts,
FPL would construct a $07 MW IGCC. FFL would have [*53]) phased in the unit
by constructing 272 MW of ccebustion turbines in 1997 and by constructing the
remainder of the unit im 1998. FPL intends to avelid this unit through the
purchase of QF capacity, and it has designated a porticn of the 1997 phase of
this unit as its avoided unit in its standard offer contract. Since FPL's plan

shows that capacity is nesded in 1997, and that an IGCC unit is the most
cost-effective way to meet its needs, FPL's designation of a 1997 IGCC unit as
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an avoided unit is reasonable.
2. FPL'S SUBSCRIPTION LIMIT

FFL wishes to avold its 507 MN 10CC by purchasing QF power. A portion of
this unit will be avolded through standard offer contracts and a portion will be
avoided through negotiated contracts. Any OF can negotiate a contract, while
only QFs undsr 75 MW can sign standard offer contracts. If the subscription
limic is set too low, and it is subscribed quickly, small QFs have tha cption of
negotiating a comtract, However, if the subscription limit is set too high, and
there are not snough small QFs willing to sign the standard offer, large QFs
cannot negotiate against that capacity, even Lf FPL needs the capacity.

FPL set its subscription amount by (*33] projecting the numbar of small
QFs that will be willing to sign a standard offer contract. Witness Cepero
stated that FPL projects 135 MW of small QFs that can deliver by 1997. (TR 120)
No party has demonstrated that FPL's prediction is not reascnable. While it is
difficult to project tha number of OFs who will want to sign a standard offer
contract, wa find that FPL has made a reascnable prediction. Therefore, FFL'e
proposal of a 125 MW subseription limit is approved.

3, FPL'S AVOIDED UNIT PARAMETERS

The appropriate valuss for the parameters assoclated with FPL's avoided unit
Are:

FPL 1957 INTEQRATED GASIFICATION UNIT

a. Type of Fuel Coal
b. Average Annual Hsat Rate 8,420 BTU/kWh
c. Cost of Fusl Coal delivered to St. Johnas
River Power Park plus

transportation diffesrential

d., Mid-Year 1990 Construction Cost § /kW § 1,074.52
«. Construction Escalation Rate 5.0% per year
¢, In-Sarvice Cost ([ § /kW) 5 1,749
g. Incremental Capital Structure
1. ‘Dabt 46N
2. Prefarred Stock L 1]
1. Common Btock 45y
h. Cost of Capital
1. Dsbt y 10.3%
2. Preferrad Stock g.08%
}. Common Btock 14.6%
i. Book Life 10 Years
i. AFUDC Rata 132.0%
k. Effective Tax Rate 17.62%
1. oOcher Taxes 1.64%
m. Discount Rate (After Tax) 10.41%
n. Deginning 1997 Pixed O4M Cost ( § /kM-yr) § 101.86
©o. Beginning 1997 Variable O&M Costas [ §/mWh] g 1.94
p, OLM Eacalation Rate 5.1%
Value of K 1.711
I'HI '
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The above parameters are regquired by Rule 25-17.0832, Florida Adsinistrative
Code, to calculate thes value of QF capacity and energy payments pursuant to a
standard offer contract.

The paramsters designated by FPL for its IOCC unit are comparable to other
units of the same technology type. We find that FPL's parameters are
appropriate for the type of unit chosen.

4. FPL'S CAPACITY PAYMENTS

In its original filing of the ONG-2 tariff sheets in this docket in October
1990, FPL incorrectly included the variable O&M cost component as part of the
capacity payment instead of ths energy paymsnt. This error was realized prior
to the hearing; during the hearing, PPL sponsored revised tariff sheets with
properly calculated capacity and energy payments.

We £ind that the capacity payments in FFL's revised COG-2 tariff (Exhibit 19)
have been properly calculated using the preceding parameters, in accordance with
the formulas set forth in Rule 25-17.083215), Plorida Adainistrative Code.

S. FPL'S AVOIDED COST CALCULATION

FICA argued that the in-service cost of FFL's proposed avoided un t has Laen
understated by 23%, FICA's position is that FPL failed to include all costs
associated with [*55] the calculation of the avoided capital cost of FPL's
avoided unit. See our previous analysis of FICA's position with respect to
FPC's avoided cost calculation above.

FICA's proposal to increase the in-service cost of FPL's avoided unit by 23V
will result in ratspaysrs paying more than full avoided cost for cogeneration.
We find cthat PPL has included all costa related to the calculatien of the
construction cost of the avoided unit in its standard offer contract.

6. FPL'S LOCATION FACTORS

FPL has demonstrated that & QF located in northern Florida avoids less
capacity than it would avoid had the QF located near tha Martin site (the site
of FPL's avoided unit). This happens beacause QFs in morthern Florida would need
to use FPL's transmission system to transmit their capacity to FPL's load
center, decresasing FFL's ability to import emergency assistance from Southern,
This causes FPL to have a lower system reliability than it would have achieved
if the QFs wers located near tha Martin site, and this forcas FFL to add
additional capacity in later years to compensate for the relative reduction in
reliabilicy. (TR 113)

QFs should be paid based on their ability to avoid the construction [*356]
of capacity at FPL's Martin site. Since FPL has demonstrated that the amount of
capacity a QF avoids at FPL's Martin site depends on the location of the QF, FFL
should incorporate factors relating to the QF's location into its standard offer
contract. If a utility's avoided cost payment rates do not recognize thias, the
utility's ratspaysrs will pay for a level of capacity deferral benefit that they
do not receive. (TR 108)

Nassau (TR 1221) and FICA (TR 1089-1060) tock the position that prices paid
QFs should not reflect the location of the QF. We do not accept this position.
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A QF's location affects the amount of capacity that is deferred at IPL's Martin
site, and wtlv the magnitude of the avoided capacity and snergy cost on
the system.

FPL's scheme doesd not result in payment to the QFs of less than FPL's avoided
costs. Since the siting of a plant in a remote location will result in less
avoided costs to FPL, a consistent reduction in the prices paid to the QF is not
violative of Section 366,05, Florida Statutes.

Mathods that could be usad to account for the effects of a QF's location
include adjusting a northern QOF's c.pacity payments to reflect the reduced value
[*57] to FPL's system, or charging the QF for the transmission capacity the QF
uses, FPL has proposed that an adjustment be made to a OF's capacity payment so
that the OF is paid for the amount of capacity it avoids at FPL's Martin site.

Falcon Seaboard and Massau Powar maintain that FPL's propoaed location
adjustment is ill-conceived because it penalizes a QF, even though the QF
allowed the utility to satisfy system reliability criteria. (TR 1221-1225) They
also maintain that FPL should use the cost of firm transmission service to
determine its location penalty. (TR 1158) We disagree. The QF should only be
paid for the amount of capacity it avoids at FPL's Martin site,

We approve FPL's method of accounting for a QF's location, It .4 fair to the
QFs in that it ensures that they are paid full avoided costs for the capacity
that they avoid, It provides monetary incentives for QFs to locate where the
capacity of the QFs is most valuable. '

FFL's standard offer contract provides that FPL will calculate the location
adjustment on a case-Ly-case basis, but it does not say when such determination
will be made. Witness Waters stated that such a determination can be made
within €0 days of ([*58] request. (TR 127) Air Products recommanded and we
agres that FPL's standard offer contract should be modified teo notify QFs that
PPL will provide them with the calculation of the location adjustment within 60
daye of receipt of a standard cffer contracet.

7. FPL'S CLEAN AIR IMPACT

A OF may provide benefits to a utility by allowing the utility to retain
emission allowances or to avoid the purchase of allowances it would have
otherwiss nasdsd to operats the avoided unit. At this tima, the cost of
emission allowances are yet to be determined, Despite the uncertainty of the
cost of emission allowances, & provision regarding emission allowance cost
benafits should bea included in the standard offer contract to allow a QF tha
opportunity to capture potsatial cost benefits in the future.

Under cross examination, Mr. Waters agreed that a clause could be included in
the astandard offer contract acknowledging emission allowance benafits so thal
once a value was placed on the emission allowances, & QF could receive credit
for any benefite it may produce. (TR 174) In addirion, FPlerida Power
Corporation and Tampa Electric Company have provided standard offer contract
language recognizing (*58] emissiocn allowance cost benefits. We therefore
instruct FPL to submit a clause for inclusion in its standard offer tariff that
would allow for a credit to the GF Lf a benefit occcurs to FPL as & result of the
purchase of firm capacity and energy from the QF.
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8. FPL'S STANDARD OFFER TAX PROVIGION

FPL originally proposed language in its tariff which made the QF liable for
any taxes or impositions for which FPL would not have been liable if it had
produced the energy and constructed the facility itself. Several intervenors
criticized this language as being too vague. We agree that this language can
and should be modified H ‘be more favorable to the QFs while maintaining revenue
neutralicy for FPL'®S . PFPL has agresd to modify the language in
section 12.12 to lplu.'l.!r ch taxes the QF will be responsible for paying, by
substcituting the lmm ‘it has provided in Exhibit 26.

Exhibit 26 contains tariff languags which spacifies that, *In ths sr=nt that
FPL becomes liable for additicnal taxes, including intsrest and/or penalties
arising from tha Internal Revenus Service's determination . . . that FPL's
early, levelized or sarly levelized capacity payments to the QF are not [®60]
fully deductible when paid (additional tax liability), FPL may bill QF monthly
for the costs, including carrying charges, interest and/or penalties, asscciated
with the fact that all or a portion of these early, levelized capacicy paymants
are not currently deductible for federal and state income tax purposes . . .
These costs would be calculated so as to place FPL in the same economic position
as it would have been in if the sntire sarly, levelized or early levr.iized
capacity payments had been deductible in the period in which ths payments were
made. . . ." We approve the language in Exhibit 26.

FICA argued that the Commission should require utilities to seek an IRS
ruling prior to assessing any possible tax effects on QFs. We expect that FPL
will take reasonable and prudent steps to identify, clarify, and minimize the
effects of such taxes. We will not, however, require FPL to seek an IRS ruling
in all cases.

9. FPL'S CAPACITY BENEFITS FOR EARLY DELIVERY

FPL's standard offer contract should and does recognize that a QOF must
deliver firm capacity and ensargy as a condition of receiving early capacity
payments, Section 9 need not specify this condition because Section 4.1 (via
[*61] ©OG-2 tariff shest 10.201) and Section 11 specify that capacity payments
will not commence until the contract in-service date. .

10. FPL'S PERFORMANCE REQUIREMENTS (STIFULATED)

All parties to this docket have stipulated to FPL's position or have agreed
not to object to the stipulation on this issue. Based upon our Staff's
analysis, we will accept the stipulation of the parties that tha cperating
performance requiresents in FPL's atandard offer contract reasonably reflect the
performance of FPL's avoided unit.

i1. FPL'S SLIDING SCALE CAPACITY PAYMENTS

Appandix € to FPL's standard offer contract provides tha computation of the
monthly capacity paymsant mlu to cogenerators. FPL proposes an adjustment which
exponentially reduces the QF's capacity payment in a month when the twelve-month
rolling average of the on-peak capacity factor is below the avoided unit
minimum. This sdjustment broadens the range of performance in which the QF can
be paid for performance while encouraging the QF to provide capacity during
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FPL'a peak periods.

FPL's adjustment to capacity payments is reasonable. Therefore, we approve
the capacicy mt Mjult-mt proposed in Appendix C of FPL's standard
[*862]) offear auqr.nut for calculating monthly capacity payments to the QF.

12. FPL'S MAINTEMANCE SCHEDULING

The QF and the utility should work together to ensure that the QF's
maintenance schedule is acceptable to both parties. However, FPL must have the
ultimate ability to Tejecs & QF's maintenance schedule to prevent planned
outages wvhan maax cha capacity.

Tha language in sections 6.1 and 6.2 of FPL's standard offer provides a
mechanism for the QF and the utility to develop a mutually acceptable
maintenance schedule, These sections allow the QF to perform its maintenance
whan it wishes, if possible. If the QF requests a maintenance schedule that
would lessen FPL's rsliability. FPL will advise the QF of an acceptable time
period which is close to the one it requested. This approach is reascnable.

13, FPL'S VIABILITY DOCUMENTS

FPL's original tariff requires: a) articles of incorporation or partnership
agreement and recent annual report; b) description of the QF's experience; ri
letteras of intent on financing, fuel. and architect; d} evidence of property
options or ownership; e) prospectus for securities or bond offerings; I) !
contract with municipality; g) description of facility; [*63) h} technical
and environmental data; and i) feasibility studies. FFL stated that it needs
these documents to determine whether it is prudent and reasonable to rely on a
. particular QF. (TR 1552)

Witness Divine testified that thess documents are not raadily available to QF
developars. (TR 1365) In response, witness Ceperc said that FPL would be
willing to add language making the section more flexible and allowing QFs to
submit the documants to the axtent that the documants are available. He
cautioned that tha absence of such documents will affect FPL's assessment of the
project's viability. (TR 158)) The alternate language FPL submitted in exhibit
27 providaes tha QFs with more flexibility in submitting the requestad documants.
HWe instruct FPL to include in its standard offer tariff the language submicted
in Exhibit 27, which provides that QFs must submit documents that are
“substantially similar® to those required "to the extent the documents are
available.*"

14. FPL'S COMPLETION SECURITY

We support tha concept of using security deposits as a means of protecting
the purchasing utility's ratepaysrs from the possibility of a QF project not
coming on line (ses our previous discussion ([*71] on Ehe naet for pecurity
deposits) . However, we belisve that FPL's proposed security rojuiremants are
too burdensoms.

FFL's proposed standard offer contract requires a completicn mecurity of &
20/kM, as well as a § 20/kW parformance security to be submitted at the same
time, resulting in a combined security deposit of § 40/kw, FFL maintains that
its proposed sscurity deposit is reasonable and comparable to deposits required
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by other utilities. FPL arguea that it chose & § 40/kW deposit because it
raflects FPL's assessmant of the risks associated with QF facilities siyning tha
standard offer contyact. (TR 1585-1586)

Falcon Seaboard and Massau Power maintain cthat FPL can giin assurance that
the QF will perform using a lower security deposit. (TR 1356) We agree. A
combined § 40/kW security deposit is too burdensome to the OF. Thirty-one
utilities listed on Exhibit 45 required security deposits between § 10/kW and §
55/kW, with the majoricy (21 of 31 ut_lities) requiring depcosits in the § 15/kMW
te § 20/kW range. Only three of the )1 utilicties listed reguired security
deposita in excess of § +0/kW, We find that FPL's standard offer contract
should require a maximum combined [*65] security deposit of § 25/kW to be
divided equally between completion and performance security.

Hassau Power and Falcon Ssaboard propose that the deposit be phased in. since
the risk to the ratepayer grows through time. (TR 1156) While wa found that
FPC's security deposit is too low to be phased in, we believe that a § 25/kW
security deposit is high enough to be phased in. We find that FPL should
require a completion security of § 12.5/kW within 90 days of contract execution
and that it require a parformance security of § 12.5/kW on the latter of: 1)
eighteen months after contract execution; or 2) three years prior to e date
the OF must commence delivery of firm capacity and energy. Fhasing in the
security would regquire the QF to re-evaluate the feasibility of its project at
least two and a half years prior to submitting performance security, providing
FPL with updated information on the feasibility of the project.

An up-front security deposit of § 13.5/kW with an additional § 13.5/kW
performance deposit required two years prior to iu-service is sufficient to
deter OFs that are not likely to pursue projects.

Falcon Seaboard and Nassau Power argue that FPL's proposal to retain [*66]
20 percent of the security deposit for each month the QF misses the commercial
in-service date is unreasonable because it fails to consider the small size of
the cogenerators. They also argue that OFs should be allowed a 60 day cure
pericd. (TR 1358) We do not find Falcon and Massau's argument to be compelling.
A 60 day cure periocd would have the esffect of delaying the in-service date of
the contract at the QF's option, posesibly leaving FPL without the QF'a capacity
durirg peak periods. We therefore reject Falcon and Massau's argusent,

Finally, sections 7.1 and 7.3 of FPL's standard offer do not provide
sufficient alternatives for a QF to provide completion security. In addition to
allowing QFs to provide cash or an unconditional, irrevocable direct pay letter.
section 7.1 should allow a QF to use & surety bond to secure cospletion of the
project. FPL'®s standard offer contract should also specify that governmental
solid waste facilities may use an unsecured promise to pay to secure the
completion of their projects pursuant to Rule 25-17.081, Florida Administrative
Code .

15. FPL'S PROJECT MANAGEMENT REQUIREMENTS
It is prudent for a utility te monitor the progress of QFs that [(*67) have
signed the standard offer contract, FProgress reports Are necessary because they

allow the utility to monitor the progress of the QF on an ongoing basis., Aa Mr.
Cepero stated, "[t]he project mapagement requirements are included as an early
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warning system to indicate to FFL whether the project is on schedule. . . .7 (TR
314) An early warning of potential difficulties will put FFL in a better
position to adjust its planning to accosmodate a change in the QF's in-secvice
date, This will reduce the probability that FPL will have to purchase high cost
replacement power or suffer blackouts if the QF doesn't come on-line as
scheduled. :

16. FPL'S PERFORMANCE SECURITY

As discussed previcusly wa find that FPL's performance security should be
reduced to § 12.5/kW and that it be subi‘tted to FPL on the latter of: 1)
eightean months after contract eaxecution; or 2] three years prior to the date
the QF must commence delivery of firm capacity and energy.

Falcon Seaboard and Massau Power criticized as vague the standard FPL
proposed to use when determining whether PPL would release the performarnce
security. (TR 135%) In cesponse, FPL submitted tariff language specifying the
procedure to [*68] determine whether tha faclility can deliver the amount of
capacity and energy contracted., We find that FPL should include the language
submitted in Exhibit 28 in ite standard offer tariff.

17. FPL'S EARLY OR LEVELIZED CAFACITY PAYMENT SECURITY

Section 9 of FPL's standard offer allows QFs to secure sarly or levelized
capacity payments by a letter of credit, surety bond, or equivalent means of
repayment. Governmental solid waste facilities are exempt from securing their
promise to repay early or levelized payments pursuant to Rule 25-17.091, Florida
Administrative Code. Thase alternatives provide sufficient guidance tc QFs as
to what types of security are acceptable.

18. FPL'S DEFAULT PROVISIONS

Under section 11 of FPL's standard offer, a QF is in default if it: a) fails
to maintain OF scatus; b) fails to maintain a capacity factor of &GV for twelve
consecutive montha (can be sxtended if major equipment needs replacement); c)
fails to maintain a capacity factor of 60% for 24 consecutive months; d) becomes
insolvent; a) fails to give proper assurance of adequate performance within 30
days of FPL's request; or f) fails to materially perform under contract,
fincluding under secticns ([*69] €, 7, B, 5, and 12.

Except for event (a), the events of default in section 11 are reasonable and
similar to the events of defaulr in FPL's previous standard offer contract.
Thess events provide a reasconable means to ensure that the QF complies with the
termas of the contract and delivers capacity and energy in the amounts and times
required by FPL, No compelling reasons have besa presented to change the
previous contract terms. As previcusly discussed, event (a) should be clarified
to allow QFs to "self certify” with the FERC or to obtain certification from
this Commission. ' '

FPL's contract does not contain language which specifies the conseguences if
a QF defaults. FPL has agreed to add language which provides that FPL can
terminate the contract and retain money owed to FPL by the QOF if the QF
defaults. We find that such language clarifying the consequences of default
should be included in FPL's tariff.
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19. FPL'S DEFAULT CURE PERIODS

FPL's contract allows a ressonable cure pearicd if the QF defaults because of
operational difficulties. Cure periods are not provided for other defaull
events. If a QF cannot meet a deadline because of events that are beyond its
control, it may [%70] claim force majeurs. Purther cure periocds could delay
FPL's search for replacemant power in a time when the power is critically
nesded. For these reasons, we will nmot require FPL to allew cure pericds for
all events of defaulc.

20, FPL'S LIQUIDATED DAMAGES PROVIS.UNS

There are two reasons FPL should be able to pursue additional remedies
against & QF that does not perform: 1) the damages FPL incurs will likely exceed
the amount of the securicy deposits (TR 1611); and I) since the security deposit
is fully refunded six months after the QF comes on-line, FPL would have no
remedy for any breach occcurring after a timely completion, and the QF would
receive no penalty for non-compliance. (TR 1408-1410} Security deposits are not
meant to approximate the damages a utilicy will incur, If this were the intent,
security deposits would be higher, and they would be held by the utility for the
life of the contract. ;

FICA, Palcon Seaboard, and Hassau Power maintain that forfeiture of
completion security or performance security should constitute full ligquidaced
damages if chs QF defaults. They argue that since a utility can retain tha
security deposits even if it has no damages, that such [*71] deposit should
constitute full liquidated damages. We d5 not agres. FPL should not be
prevented from sesking damages aftsr it refunds the sscurity deposit, or damages
that exceed the security deposit.

11. FPL'S FORCE MAJEURE PROVISIONS

Section 12.6 of FPL's proposed standard offer contract defines Force Majeure
as, "an event or circumstance that is not reasonably foreseesble, is beyond the
reasonable control and is not caused by the negligence or lack of dus diligence
of the affected Party or its contractors or suppliers . . . Equipment breakdown
or inability to use sgquipmant caused by its design. cocnstruction, operation,
maintenance or imability to mest regulatory standards, or otherwise caused by an
ovent originating in the facility. shall not be considered Force Majeure.”

FPL argues that the risk for nonperformance for equipsant breakdown should be
bornes by tha QF, not the ratepayers. (TR 318) We agree with FPL in part -- when
nonperformance results from the QOF's negligence or lack of due diligence, the
risk of nonperformance should be borns by tha QF. However, when nonperformance
results from events that are beyond the control of the QF, and when the QF can
conclusively [*72] demonstrate that the events were beyond its reasonable
control, the QF should be able to claim Force Majeure., (TR 1367) As written,
section 12.6 of FPL's proposed standard offer contract could prevent the OF from
making such a claim. We do not believe that this is fair to the QFs. FPL
should modify the language excluding equipment breakdown from its definition of
Force Majeurs, in order to provide that equipment breakdown will only be
considered Force Majeure if the QF can conclusively demonstrate that the event
was beyond its reasonabls control.
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21. FPL'S REGULATORY OUT CLAUSE

As discuseed below, we have instructed each of the utilities to remove the
regulacory out clause of their standard offer contract.

23. FPL'S QF CERTIFICATION PROVISION

Section 1 of FPL's standard offer can be interpreted as prohibiting a QF from
nelf-certifying with FERC, or from obtaining certification from us. Section 1
and section 11 of FPL's standard offer should be clarified to allow the facility
to obtain certification from the Flor. a Public Service Commission as a QF under
Rule 25-17.080{(1), Florida Administrative Code, or to "self-certify* with FERC.

24, FPL'S COMMITTED CAPACITY ADJUSTMENT [*71]

FPL submitted tariff language in Exhibit )0, defining "small discrepancies®
as the lun; of +/- 5% of the committed capacity, or +/- IMW. FICA, Falcon
Seaboard, Massau Power, and Air Products maintain that QFs should be able to
adjust committed capacity by +/- 10V because, according to Witness Waters, it is
unlikely that sight megawatts will have a significant impact on FFL's capacity
neads. (TR 78] !.ll. argues that small discrepancies should be limited to «/- S%
since 10% is uutﬂ.h what would be expected in ratings of equipment. (TR 414)
We find these ugt-.tu to be equally compelling. We therefore find that
section 5.2.2 should be revised to define "small discrepancies® as [ .us or minus
7.5 percent of the QF's committed capacity so long as the QF's committed
capacity doss not axcead 75 M.

3s. FPL'S NOTICE BEFPORE REFUSAL TO PURCHASE

18 C.F.R. § 282.304(f) (3) requires that a utility may refuse to purchade
energy only whan it has provided sufficient notice to the qualifying facilicy in
time te cease genaration. While section 6.4.6 of FPL's proposed standard offer
contract contalns no language which would directly conflict with 18 C.P.R. §
292.304 (£} (2], At does not contain ([*74] a notice provision. FPL concedes in
its briaf:

Anrcmutiﬂthuhﬂttmiiidutmr.lppﬂr to comply with 18 C.F.R.
Section 252.304(2) (2) is easily addressed by adding the introductory phrase,
*Afcer providing notice to the QF®, to the first sentence of Bection 6.4.6,

We find that FPL should so amend section 6.4.6,
26. FPL'S FIRM ENERGY PAYMENTS
Rule 25-17.0832(4) (b). Florida Administrative Cods, states, in part:

To the extent that the avoided unit would have been operated, had that unit
been installed; avoided energy costs assoclated with firm snergy shall be the
anergy cost of this unit. To the extent that the avoided unit would not have
baan cparated, the avoided snergy costs shall be the as-available avoided energy
cost. .

Under FPL's atandard offer contract, ensrgy payments mads after tha

in-service date will ba the lesser of an hour-by-hour comparison of: (1) the
utilicy's as-available snargy cost and (3) the utility's actual avoided energy
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cost.

FPL's position is that this provision for firm energy payment is consis:ent
with Rule 25-17.0832(4) (b), Florida Administrative Coda. FFL asserts that this
provision assures that a OF will receive the avoided unit's [*75) energy cost
when the avoided unit would have been operated and the utility's as-available
energy coat whan the aveided unit would not have been operated. Furthsrmore,
the avoided unit would be dispatched, and the OF would receive the actual
avoided energy cost, only when the avoided unit's ensrgy cost would be lesa than
FFL's as-available enargy cost. The av. ded unit would not be dispatched to
cperace At times when its snergy cost exceeds FPL's as-available energy coats.

For example, during a given hour, FPL might need to dispatch only a 25 MW
block of its avoided unit. A QF might generate 75 MW during that hour. In this
example, the QF's energy payment will be based on FFL's actual avoided energy
cost for the first 25 MW, and FPL's as-available energy cost for the remaining
50 MW,

Despite FPL's intent to pay firm energy to a QF only when the avoided unir
would operate, FPL's COG-2 tariff does not explicitly state thies. Therefore, we
find chat FPL should refils shest no. 10.320) of ite COG-2 tariff to include
explicit language regarding the time a OF would receive firm energy payments, in
accordance with Rule 25-17.0832(4) (b}, Florida Administrative Codas,

27. FPL'S STAMDARD ([*74] OFFER APPROVAL

We approve FFL's atandard offar contract subject to ths changes we have
delinesated in this order. When FPL's standard offer conforms to the mandates of
this order, it will be administratively approved in its entirety.

We find that tha terms and conditions of FPL's standard offer contract, once
modified pursuant to tha requirsments of this order, constitute a reasonable and
prudent expenditure by FPL based on the informatiom submitted to the Commissicon
at this cime.

ie. FPL'S SUBSCRIFTION

Once FPL's standard offer is fully subscribed FPL should file a petition
requesting the closure of its standard offer contract. In its petition, FPL
should provide the Commission with an estimate of ths date that it will be
filing an updaced standard offer contract for approval. FPL should then
reassess its need for capacity and petition the Cosmission for approval of a new
standard offer contract which reflects its updated need. If FPL's nev standard
offer contract is based on a different gencration expansion plan than itse
previously approved standard offer contract, FPL should include the generatiocn
expansion plan supporting its choice of avoided unit in its petition for
[*77] approval ni‘"“' new standard offer contract.

FPL'S INTERCONNECTION AOREEMENT
1. FPL'G TRAMSMISSION SYSTEM INTERMAL IMPROVEMENTS

2. reL's mm REQUIREMENT

Pl
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3. PPL'S INTERCONNECTION TAX ASSESSMENTS
4. FPL'S INTERCQMMECTION CONSTRUCTION TIMING
5. FPL'S INTERCOMNECTION COST OBLIGATION
6. PPL'S GOOD PAITR ESTIMATES
7. FPL'S INTERCOMNECTION INDEMNITY PROVISION
8. FPL'S INTERCONNECTION AGREEMENT AP.TOVAL
1. FPL'S mn‘.l SYSTEM INTERNAL IMPROVEMENTS (STIPULATED)

All parties to this m have stipulated to FPL's position or have agreed
not to object to the ltl.pdhtlnn on this lssue. Based upon our Staff's
analysis, we will accept the stipulation of the parties that the third paragraph
of section 2 of FPL's Mﬁ interconnection agreemant, which obligates QFs to
pay for internal wvl to the FPL tranemission syst.m, should be
approved.

2. FPL'S :m m REQUIREMENT

Rule 25-17.087(6) (€], m ‘Mainistrative Code, which addresses the
interconnection insurance requirement, calls for *public liability insurance, -
including property damage, in an amount not less than § 100,000 for each
occurrence; morse insurance {*78] ‘may be required as desmed necessary by the
utility.* Throughout ths course of this docket, most parties, including Staff,
have come to the general agreement that § 1,000,000, for sach occourrence, is an
appropriate minimwm insurance requirement to cover potential public liabilicies
associated with the interconnection facilities, and that § 1,000,000 is the
current standard adopted by all utilities excapt FPL. FPL's standard offer
still calls for the § 300,000 minimum requirement in the rule.

With a staced minimum standard of § 100,000, FPL's Exhibit 35 showed
insurance amounts ranging from § 2,000,000 to § 30,000,000 for axisting
facilities. The sxhibit did not indicate whather thase amounts were Vvoluntary
or mandatory. 1In its position statement, FPL argues that it is necessary to
asgsess QF insurance on a casa-by-case basis. At the hearing, FPL submitted
Exhibit 24 which adds (to section 12.4.2 of its standard offer and section 10 of
ite interconnection agreement) the factors which FPL will use to establish
gase-by-case insurance limits. Whils we agres that FPL's Exhibit 24 does list
factors which impact on relative interconnection risk, it im etill not clear how
FPL intends to ([*79] weight thess factors. For instance, it is difficult to
understand how & 69 kV facility on Exhibit 25 crn bs assigned a relative public
liability risk of § 30,000,000 which ims 100 times the & 300,000 amount
established as reascnabls in rulesaking.

Me therefore find t .i:: jw.‘ raise ite minimum insurance requiremant
:m $ 100,000 to § 1, +' We also instruct FPL to include a provision

which would leave any amount over ths minimum insurance requirement of §
1,000,000 to the discretion of the QF. 6aid provision would permit the QF to
set any additional coverage it may wish over the § 1,000,000 minimum, These
modifications shall be made to FPL's interconnection insurance requirements in

e S
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section 12.4.2 of its standard offer contract and should be duplicaied in
section 10 of FPL's standard interconnection agresment.

3. FPL'S INTERCOMNECTION TAX ASSESSMENTS

FPL originally proposed language in its standard interconnection agreement
which made cthe OF liable for any taxes or impositions for which FiL would not
have been liable if it had produced the energy and constructed the facility
itselfl. lﬂgﬂ} w,ulmnu this language as being too vague. We
agree that this (*80] language can and should be modified to be more
favorable to the QFs while maintai: ‘ng revenus neutrality for FPL's ratepayers.
FPL has agreed to modify the language in section 11 to specify which taxes the
QF will be responsible for paying. The proposed language in Exhibit 26, page 1
of 2, is as follows:

In the event that FPL becomes liable, after the execution of this Agreement,
for additicnal taxes, including interest and/or penalties, as a result of
failing any of the tests in Internal Revenus Service (IRS) Notice 98-129, 1988-2
CD 541 [(identified through an IRS audit or otherwise), thus causing the CF'a
payment for interconnaction facilities to be taxable income for federal and/or
state incoms tax purposes, FPL may bill the QF monthly for such addicional
costs, including taxes, interest and/or penalties, or may offset ther against
amounts due the QF under any FPL/QF power purchase agresment. These costs would
be calculated 5o as to place FPL in the same economic position as it would have
been.in if the payment for interconnection facilities has not been deemed tc be °
taxable income. If FPL dacides to appeal the IRS' determination, the decision
as to whether the appeal should [*81] be made through the administrative or
judicial process or both, and all subsequent decisions pertaining to the appeal
{both substantive and procedural) shall rest exclusively with FFL. 1In the event
chat IRS Motice 88-129 is modified, clarified, explained or changed in any
manner, all recognized IRS authority on this issue shall be used to determine it
any additional costs are due under this section.

We agree that the modified language in Exhibit 26 is appropriate and instruct
FPL to substituts the language for the current language in Section 11 of the
standard interconnecticn agreemant,

FICA argusd that the Commission should require utilities to seek an IRS
ruling prior to assessing any possible tax effects on QFs. We expect that FPL
will take reasonsble and prudent steps to identify, clarify, and minimize the
effects of such taxes., One such step may be seeking an IRS ruling; however, we
will not require FPL to sesk an IRS ruling in all cases. FPL should assess QF's
for the tax effects they cause, subject to refund if the IRE should make a
refund to FPL.

4. FPL'S INTERCONNECTION CONSTRUCTION TIMING

Rula 2%-17.087({10), Florida Administrative Code, requires utilities, prior
[=82) to any work being dons, to supply the QF with a written cost estimate of
all ite required materials and labor, and an aatimace of the data by which
construction of the interconnection will be cosplete. The intent of this
provision was to give OFs an up-front opportunity to challenge estimates thay
feel are unreascnable. Section 2 of FPL's proposed standard interconnection
agreement should be modified to comply with the “written estimate" provisicn of
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Commission Rules.

We therefore instruct FPL to add to section 2 of its proposed standard
interconnection agrdement the requirement that FPL, within €0 days of recaiving
instructions to commence construction, supply the QOF with a written estimate of
cost for m-:m- and labor as well as an estimate of the expected completionm
date.

5. FPL'S INTERCONNECTION COST OBLIGATION

Rule 25-17.087(10), Florida Adminisrtrative Code, requires tha QF to bear all
costs associated with the construction of the interconnecticn beyond those which
would be required to provide normal ssrvice to the gualifying facility, if the
qualifying facility were a4 non-gensarating customer,

We have previously required FPL to incorporate the *"written estima*e®
language [*83) of tha rule into section 2 of its proposed standard
interconnection agreesment. This should let prospective QFs know they have an
up-front right to review cost estimates, and, therefore, question any costs they
feal are more wn:ﬂy barns W FPL. With this modification, we fesl that
section 2 of FPL's standard intsrconnaction agresment, which sets forth the
interconnection costs of QF is obligated to pay, conforms to Rule 25-17.087(10),
Florida Administrative Code, and that it is reascnable.

6. FPL'S GOOD FAITH ESTIMATES

Wa instruct FPL to include language in both section ) of ilts proposed
standard interconnection agresement and Appendix A to that agreement which
provides that estimates for the cost of interconnection construction work are
FPL's good faith estimates.

7. FPL'S INTERCONNECTION IMNMDEMNITY PROVISION

We find that Rule 25-17.087(€) (b) and (c), Florida Administrative Code,

clearly intended for the utility and the QF to each be responsible separately
for its own Eacilicy's liabilities and insurance. The specific sections of the
rule are:

Regarding Indemnity:

25-17.007(6) (bji, The urility and the qualifying facility shall each be
responsible for its own  [*84) facilicies.

25-17.087(6) (bl2. The ucility and the qualifying facility shall each be
responsible for snsuring adequate safeguards for other utility customers,
utilicy and qualifying facility personnal and equipment, and for the protection
of its own genarating systes,

25-17.087(6) (bl3, The utility and the qualifying facility shall each
indemnify and save the other harmless from any and all claims.

Regarding Liability Insurance:

25-17.087(6) (e) The (QF) shall deliver to the utility a certificate of
insurance naming the (OF) as named insured, and the utility as an additional
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named insured.

Bection 9 (the indemnification section) of FPL's proposed atandard
interconnection agraement contains language which is in compliance with Rule
25-17.087(6) (b}, Florida Administrative Code. But section 10 (the insurance
section) appears to take a departure from the concept of separate insurance
liability. It requires the QFs to have insurance which at a minimum contains,
*broad form contractual liability endorsement for FPL Entities and QF entities.”
FPL further requires that the QF's policy "shall be endorsed to be primary ro
{i} any insurance which may be maintained by, or on [*85] Dbehalf of, FPL
Entities, and (i1) any indemnity-relaced obligation(s) of either party pursuant
to section 9 herecf.”

FPL is essentially asking the QF to shield it from liability and it tas
agreed in the revised language of Lata-Filed Exhibit 24 to make up any
incremental difference in cost the QF would bear under such an arrangement: “FPL
will pay the reasonabls incremental cost of covering liabilities arising from
FPL's negligent acts or omissions, and will aseist the QF in obtaining the above

policy or ml‘l.::l.u it nqu-ll:ud by the QF."

We find Hlll: the insurance regquirements of section 10 of FPL's standard
interconnection agreement, which require the QF to procure insurance 'o cover
FFL's liabilities, do mot conform to Rule 25-17.087(6) (b} and (c), Florida
Administrative Code. FPL may reguire only that it be an additiocnal l.med

insured on the QF's interconnection insurance policy. We alsc find that FPL's
own insurance policies must indemnify the QF and save the QF harmless from FPL's

actions.

B. FPL'S INTERCOMNECTION AGREEMENT APFROVAL

We approve FPL's standard interconnection agreement subject to the changes we
have dalineated in this order. When FPL's standard interconnection ([*86]

agreement conforms to tha mandates of this order, it will be administratively
approved in its antirety.

GULF'S STANDARD OFFER CONTRACT
1. GULF'S AVOIDED UNIT DETERMINATION

2. OULF'S SUBSCRIFTION LIMIT

3. QULF'S AVOIDED UNIT PARAMETERS

4. OULF'S CAPACITY PAYMENTS

5. GULF'S AVOIDED COST CALCULATION

6. OULF'S LOCATION FACTORS

7. OULF'S CLEAN AIR IMPACT

§. GULF'S STANDARD OFFER TAX PROVISION

9. QULY'S CAPACITY RENEFITS FOR EARLY DELIVERY
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10. GULF'S PERFORMANCE REQUIREMENTS
11. GULF'S PERFORMANCE REQUIREMENTS
12. GULP'S m REQUIREMENTS
13. GULF'S COMPLETION SECURITY

14. GULF'S COMPLETION SECURITY ALTERMATIVES
15. mm__m ACCOUNT SEC.T'ITY

16. GULF'S DEFAULT PROVISIONS

17. GULF'S LIQUIDATED DAMAGES PROVISIONS
‘10, wr..;-l" REASSIGMMENT PROVISION

19. GULF'S REQULATORY OUT CLAUSE

20. GULF'S COMMITTED CAPACITY ADJUSTMENT

21. GULF'S FIRM ENERGY PAYMENTS

32. OULF'S STANDARD OFFER APPROVAL

23. GULF'S SUBSCRIPTION
1. GULF'S AVOIDED UNIT DETERMINATION (STIPULATION)

All parties to this docket have stipulated te FPC's position or have agreed
not to object to the stipulation on this issus, Based upon our Staff's
analysis, we will [*87] accept the stipulation of the parties that the
technology, timing. and nusber of units Gulf has idantifiesd as avoided unite are
reascnable as a means of setting standard offer pricing for the purchase of firm
capacity and energy.

2. OULF'S SUBSCRIPTION LIMIT

Gulf has proposed that its standard offer coatract be available to 7% MW of
OFs. There is no avidence in the record that shows that the subscription limit
should be greater than 7% MW. During the past year, no QFs have approached Gulf
wishing to sell firm capacity and energy. (TR 1001; Exhibic 74) Gulf's proposal
of 79 MW is reasonable because: 1) it is large enough to accommodate a 75 W4 QF;
2) it would allow Gulf to fully avoid ites cosbustion turbine through standard
offer contracts; and 1) there is no evidence that the subscription limit should
be greater than 79 MW.

3. GULF'S AVOIDED UNIT PARAMETERS

We find that m,m_wl—:ul providaed by Gulf for ite 1985
combustion turbine unit are appropriate:

QULF 199% COMBUSTION TURBINE UNIT

-
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Type of Fuel
Average Annual Heat Rate
Cost of Fuel (cents/KWH)

1895 3.88
1998 | 5.%2
1999 - €21
2000 7.02
2001 7.65
2002 8.35
2003  3.13
2004 Uit

Mid-Year 1951 Construction Cost §/kW

Construction Escalation Rate

1991 378
1992 4.1%
1993 4.0%
1994 4.2%
1995 4.5%
1996 4.5%
1997 4.5%
1998 4.6%
1999 4.6%
2000 4.7

In-Service Cost (§ /kW)
Incremental Capital Btructure
1. Debt

2. Preferred Stock

1. Common Stock

Cost of Capital

Bock Life

AFUDC Rate

Effective Tax Rate

Other Taxes

Discount Rate (After Tax)

Beginning 1595 Pixed OtM Cost (§/kW-yr)
Beginning 1995 Variable O&M Costs (5/¥N-Mo)

199% 0.34
1996 0.6
1997 0.37
1998 0.39%
1999 0.41
2000 0.42
2001 0.45
2002 0.48
2003 0.50
2004 0.
O&M Escalation Rate
Lined
1991 3.3%
1992 4.9%
1993 3.5%

1994 400

_ws WL P D

var.
3.8%
4.2%
4.2%
4.7%

Matural GCas/#2 oil
12,905 DTU/EWH

§ 145/KW (§ 19%1)

§ 451/KW (§ 1995)

454

10%

45%

9.51%

30 years

11.16%

37.63%

Ad Valorem - 1.1%
§.51%

§ 2.44
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1995 4.2% 4.0
1996 4.1% 5.0V
1997 4.1% 5.3%
1990 4.1% 5.5%
1999 4.1% 5. 7%
2000 4. 4% 6.0%
g. Valusof K . 1.4893

The parameters proposed by Gulf are required by Rule 25-17,0832, Florida
Administrative Code, to calculate the value of QF capacity and energy payments
pursuant to a standard offer corn"ract.

The parameters dasignated by Gulf for its combustion turbine unit are
comparable to other units of the same technology type. Gulfl's parameters are
appropriate for tha typa of unit chosen.

4. GULF'S CAPACITY PAYMENTS

The capacity payments in Oulf‘'s CO00-2 tariff incorrectly includs the variable
O&M component, which should be included as part of the aveided snargy payment.
Gulf should refile its COG-2 tariff to reflect this change so that its capacity
payments are properly calculated in accordance with the formulas set forth in
Rule 35-17,0832(5), Florida Administrative Code.

5. OULF'S AVOIDED COST CALCULATION

FICA's proposal to intrease the in-service cost of Gulf's avoided unit by 23%
will result in ratepayers paying more than full avoided cost for cogeneration.
As previously discussed, we reject FICA's position. We believe that Gulf has
included all costs related to the calculation of the construction cost of the
avoided unit in Gulf's standard offer contract.

6. GULF'S LOCATION [*88] FACTORS

gulf should not incorporate any transmission factors into its standard ofier
because Gulf has no major transmission constraints that would cause the value of
QF capacity to depend on its location. However, witness Pope testified that
thare are sevaral locations within Oulf‘s system whare the siting of a large QF
could cause Gulf to accelerate the comstruction of certain transmisslcn
facilities. (TR 1002) Oulf proposes to charge the QF. as part of the
interconnsction expenss, an amount egqual to the carrying charge on any
accelerated transmission investment caused by the QF. We agree that such
limitations are more appropriately dealt with through intercomnection costs than
through & major transmission adjustment. We therefore find that Qulf may charge
QFs for the cost of accelerating local transmission constructien 1f it ia
required, as part of the interconnection expense.

7. OGULF'S CLEAN AIR IMPACT (STIPULATED)

All partiss to this docket have stipulated to Gulf's position or nave agreed
not to object to the stipulation on this issus. Based upon our Staff's
analysis, we will accept the stipulation of the parties that Qulf adequately and
fairly incorporated factors relating ([*90] to compliance wiih the Clean Air
Act, as asmended in 1990, which would affect the price contained in its standard
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offer contract.
B. OULF'S STANDARD OFFER TAX PFROVISION

Gulf‘s standard offer contract should be modified to require a QF to be
responsible for taxes, assessmants, and impositions Gulf incurs by virtue of
purchasing power from the QF. It should also refund the QF for any tax savings
it Ccauses.

Gulf provided language in Exhibit 76 which would pass any tax savings Gulf
obtains by virtue of the purchase pows:s contract on to the QF. This is a
reascnable provision and Gulf should modify its contract to reflect the language
in Exhibit 76.

FICA argued that the Commission should require utilities to seek an IRS
ruling prior to assessing any possible tax effects on QFs. We expect that Gulf
will take reascoable and prudent steps to identify, clarify, and minimize the
effects of such taxes. Ons such step may be sesking an IRS ruling; however, we
; will not make an across-the-board ruling chat Gulf must seek an IRS ruling in
every circumstance that a tax question arises.

§. GULF'S CAPACITY BENEFITS FOR EARLY DELIVERY

Gulf's standard offer contract should and does recognize ([*91] that a QF
| must deliver firm capacity and energy as a condition of receiving early capacity
payments. Wa tharefore approve ssction 7 of Gulf's standard offar contract :
which specifies that sarly payments will be paid for capacity delivered prior to
June 1, 1985.

| 10. GULF'S PERFORMANCE REQUIREMENTS (STIFULATED)

All parties to this docket have stipulated to Gulf's position or have agreed
not to object to the stipulation on this issue. Based upon ocur Staff's
analysis, we will accept the stipulation of the parties that the methodoclogy for
calculating squivalant availability proposed in section 4.2.3 of Gulf's standard
cffer contract is reasonable.

11. GULF'S PERFORMANCE REQUIREMENTS (STIPULATED)

All parties to this dockst have stipulated to Gulf's position or have agreed
not to object to the stipulation on this issus., Based upon ocur Staff’'s
analysis, we will accept thes stipulation of the parties that the provision in
section 4.2.3 of Gulf's standard offer which requires a QOF to meet the
equivalenc availability of at laast 90% for on-peak pericds in order to receive
capacity payments is reasonable.

12, OULF'S PERFORMANCE REQUINEMENTS (STIPULATED)

All partiss to this docket have ([#921]) stipulated to Qulf's position or
have agreed not to object to the stipulation on this issue. Based upon our
Staff's analysis, we will accept tha stipulation of the parties that paragraph
6(e) of Gulf's standard offer which requires the QF to notify Qulf six hours
prior to peak pqﬂnl of inability to produce committed capacity is reasonable.

1), OQULF'S COMPLETION SECURITY

x i
R s i by
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We accept the concept of using security deposits as a means of protecting the
purchasing utility's ratepayers from the possibility of a QF project not coming
on line. Witness Pope stated the purpose of Gulf's security daposit: "The
complation sacurity is intended to provide the utility with addictienal and
iemadiately available funds to secure replacement and reserve power in the event
that the QF fails to complete comstruction. It can also be viewed as a success
incentive for the QF.* (TR 1727)

Under section ! of Illll!*l standard offer contract, OFs are reguired to submit
a § 20/kW pecurity deposit upon eaxecu fon of the contraet. Section 8 specifies
that Qulf will refund the QF's security depoasit upon achieving commercial
in-service status, provided that it is reached prior to June 1, 1995. The lavel
of Qulf's [*93] proposed security deposit is reasonable and comparable to
the levals of completion security required by othar utilities throughout the
country. Therefore, we approve the § 20/kW level of Gulf's security deposit.

We will, however, require Gulf to phase its completion security. § 10/kW
should be required at the time of contract execution and the other § 10/kW
twelve months after contract sxscucion. If OQulf's standard offer contract is
available until June 1, 1992, Gulf will receive tha full security depcsit at
least two years prior to the in-service date of the avoided unitc.

Gulf's phase-in schaduls is different than that recommended for FPL or TECO
because Gulf's avoided unit has an earlier in-service date than FPL or TECO's
avoided units. In addicion, Oulf's aveidsd unit is a combustien turbine unit
which has a shorter lead-time than a combined cycle or a gasified combined cycle
unit. i

i4. GULF'S COMPLETION SECURITY ALTERMATIVES

Gulf's proposed standard offer contract does not alleow for sufficient
alternatives for a OF to provide completion security. Oulf's standard offer
should specify that OFs may secure completion using a cash deposit, an
unconditional, irrevecable direct [*94] pay letter, surety bond, or other
means acceaptable to Gulf, Oulf should alsoc allow governmental solid waste
facilities to use an unsecured promisa to pay pursuant to Rule 25-17.081,
Florida Administrative Code.

15. GULF'S CAFACITY ACCOUNT SECURITY

Option B of Qulf's standard offer should specify the following alternatives
for securing early or levelized payments: 1) a lecter of credit; or 2) & aurety
band; or 1) othar means acceptable to Oulf. In addition, pursuant to Rule
35-17.091, Florida Administrative Code, govornmental solid waste facilities
should be allowed to secure sarly or levelized payments using an unsecured
promise to pay.

16, GQULF'S DEFAULT PROVISIONS

Section 9.3 of Gulf's proposed standard coffer provides that the only remedy
for default by the OF is termination of the contract and forfeiture to Gulf of
the entire Capacity Account including accrued interest. Section 7, which deals
with the OF's cbligations if it receives sarly capacity payments, specifies that




?ﬁ*fﬁ i)

#

Page 51
1991 Fla. PUC LEXIS 1386, *94; 91 FPSC #

upon default, the QF will pay Oulf ths credit in its capacity account, Sictien
9.3 is redundant and could be misinterpreted to limit Gulf's options for remedy
under law if & QF defaults. We therefore (*§5] (find that section 5.3 of
Gulf's proposed standard offer contract should ba deleted,

17. GULP'S LIQUIDATED DAMAGES PROVISIONS

We find that 4if repayment of the Capacity Account is vequired upon default,
such repayment should not constitute full ligquidated damages to Gulf. The
Capacity Account is designed to secure sarly or levelized paymeants that are in
excess of the value of deferral paymentc in any given ysar. These early
paymants are, in effect, a loan to tha QF. If ths QF does not perform later in
the contract tarm, it must pay back the money it received for capacity it did
not daliver. Thus payment of the Capacity Account conatitutes payment of a dabt
owed to a utility and doss not constitute a penalty or damages for
non-parformance.

If payment of the Capacity Account constituted full liquidated damages, the
ucilicy would not ba compensated for any damages resulting from having to
procure potentially expensive replacement power. Thus, repayment of the
Capacity Account should not constitute full liquidated damages to OQulf if the QF
defaults.

18. OQULP'S REASSIONMENT PROVISION

It is reasonable for Gulf to retain the right to approve assignment of itae
contract to anothar [*986] QF. Ruls 25-17.0832(3)(d)2, Florida Administrative
Code, allows a utility to petition the Commission to reject a standard offer
contract if it balieves thare is, *"material svidence that because the qualifying
facility is not fimancially or technically viable, it is unlikely that the
committed carscity and energy would be made available to the utility by the date
specified in tha standard offer.” This language gives Gulf the right to petition
to reject a contract if it believes that a QF is not viable. If Gulf does not
retain the right to approve the assignment of its comtract to another utility, &
financially and technically viable QF could assign its contract to a less viable
GF. bypassing Ml'l right to review the project. This would result in an
increased risk to Gulf and its ratepayers. Therefore, we find section 10.5 of
Gulf‘s standarzd offer, which gives Gulf approval authority over assignment of
the contract, is mu.

19. GULP'S REGULATORY OUT CLAUSE

As discusesd balow, wa have instructsd sach of tha utilities te remove the
regulatory out clause from their etandard offer contracts.

20. OGQULF'S COMMITTED CAPACITY ADJUSTMENT

The provision in section 4,3.1 of Gulf*s ([*37] proposed standard offer
contract, which provides that ths QF may finalize its committed capacity oaly
lﬂ:ll inicial llﬁ.lltr tﬂtlﬂ: and prior to Juns 1, 1995, is reasonable.

L E mfi llllt ENERGY PAYMENTS

gulf's pnpﬂlldjﬁll-l blri.!f provides for tha OF to receive payment equal to
- F

o
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the avoided energy cost of Gulf's proposed avoided unit during the time tho QF
operates as if it were Oulf's avoided unit. The QF is paid for delivered energy
at Gulf's -.lnlﬂu.lbh eneryy rate at all othar timas,

He H.ud t.hl'.: lllu: 9.10 of Qulf's proposed COG-2 tariff complies with Rule
25-17.0832(4) (b}, Florida Administrative Codes.

22, GULF'S STANDARD OFFER APPROVAL

We approve Gulf‘'s standard offer contract subject to the changes we have
required Gulf to make pursuant to this ord«r. When Oulf's standard offer
contract fully conforms to the mandates of this order, it will be

administratively approved.

We find that l:llt terms and conditions of Gulf's standard offer contract, when
modified pursuant to this order, constituts a reascnable and prudent
expendicure by Gulf, based on the information which has been submitted to the
Commigsion at this tima.

23, GULF'S SUBSCRIPTION

Once Qulf's standard ([*98] offer is fully subscribed, Gulf should file a
petition requesting the closure of its standard offer contract. In its
petition, Gulf should provide the Commissicn with an estimate of the date that
it will be £iling an updated standard offer contract for approval. Gulf should *
then reassess its need for capacity and petition the Commission for approval of
a new standard offer contract which reflects its updated need. If Gulf's new
standard offer contract is based on a different generation expansion plan than
its previously approved standard offer contract, Qulf should include the
genaration expansion plan supporting its cholce of avolided unit in its petition
for approval of its new standard offer contract.

GULF'S INTERCONNECTION ACREEMENT
1. GULF'S INTERCONNECTION CONSTRUCTION TIMINO

Rule 25-17.007(10), Florida Mministrative Code, reguires utilities, prior to
any work being done, to supply the QF with a written cost estimate of all its
required materials and labor and an estimate of the date by which construction
of the interconnection will be complete. The intent of this provision was to
give QFs an up-front opportunity to challenge estimates they feel are
unreasconable. [*93] Section 2 of Gulf's proposed standard interconnaction
agresment should be modified to specifically comply with the *written sstimate”
provision of Commission Rules.

We therefors instruct Gulf to add to section 2 of its proposed standard
interconnection agresmant the m: for Gulf, within 60 days of receiving
instructions to commence construction, to supply the QF with a written estimate
of what cost will be w for materials and labor as well as an estimated

completion date.
2. GULF'S GOOD FAITH ESTIMATES

Both section 1 of Gulf's propossd standard interconnaction sagreement, and

—l')' &1
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Appendix A to that sgreemant, should provide that estimates for the cost of
interconnection construction work are Qulf's good faith estimates. We direct
Gulf to make these changes.

3. GULP'S INTERCOMMECTION INDEMNIFICATION PROVISION

Rule 25-17.087(6) (b), Plorida Administrative Code, provides that tha utilicy
and the qualifying facility shall each be responsible for ensuring adequate
safeguards and protsction for the other party, and shall indemnify and save the
other harmless.

In section § of Gulf’s proposed stanu.rd interconnection agreement, Oulf
appears to be holding the QF responsible [*100] for jointly protecting and
indemnifying both the QF and the Company, "The QF shall deliver . . . a
certificate of insurance . . . jointly protecting and indesmifying the QF and
the Company . . . against all liability and expense on account of claims and
suits . . . arising out of the psrformance by the QF or the Company. . ., ."
Gulf argues that its indemnity language in section 9 is consistent with the
requiremsent that the QF procure insurance with Gulf dasignated as an "additional
named insured.* We disagrea. The ruls intended for both the QF and the utility
to have separata policies., Oulf is allowed to benefit from the QF's policy by
being an additicnal named insured.

The insurance requiremants of section 9 of Qulf's proposed standard
interconnection agreement do not conform to Rule 25-17.087(6) (b) and i(c),
Florida Administrative Code, regarding liability. Oulf should amend section ¥
to require only that it be an additional named insured on the QF's
interconnection insurance policy.

4. OQULP'S INTERCONNECTION INSURANCE REQUIREMENT

A § 1,000,000 minimum insurance requireme.t is in compliance with Rule
25-17.087(6) (e}, Florida Administrative Code, which calls [*101] for "public
liabiliry insurance, including property damage, in an amount not less than §
300,000 for each occurrence; more insurance may be required as deemed necessary
by the utilicy.” Throughout the course of this docket, most parties, including
Staff, have come to ths gensral agresment that § 1,000,000 for each occurrence
is an appropriate minimum insurance requirement to cover potential public
liabilities associated with the interconnection facilities. We therefore
approve Gulf's $ 1,000,000 minisum interconnection insurance requiremant.

We find that Oulf's insurance provision should leave any amount over the
minimum insurance requirement of § 1,000,000 to the discretion of the QF. Said
provisicn should permit the QF to set any additional coverage it may wiah over
the § 1,000,000 minimum.

%a further find that there is & discrepancy between Qulf's current proposed
standard {nterconnection agreesment and its cariff. Oulf should remedy this

discrepancy upon resubmission of its interconnection agreemant and tariff in
compliance with the mandates of this order.

5. QULF'S mmm APPROVAL
We approve Gulf's intercomnection agreement subject to the changes we
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[=102) have delinsated in this order. Whan Oulf has made the regquisite
changes to ite ptw interconnection agreement pursuant to the mandates of
this order, the m n.u h- administratively approved,

TECO'S mmm
1. TECO'S AVOIDED UNIT DETERMIMATION

TECO is proposing to build two 220 MW CC units that are phased into service
over a three ysar period. In-service dates for the CC units are 1/1997 and
1/2000. As it's avoided unit, TECO has proposed to offer one of the CT's used
to make up the CC unic. Even if ona CT were fully subscribed, TECO would still
build the second CT, and then complete ti~ CC unit. For this reason, we believe
that the proper avoided unit would be the 1997 CC unit. To offer a piece of a
phased unit does not make sense if the tctal unit is going to be constructed
anyway. By making the ln.-yvi.u date match the in-service date of the last
phase, the OF has more' time to decide whether to sign a standard offer or to
negotiate a contract.

We therefore find that TECO's avoided unit should be a 1937 combined cycle
unie.

2. TECO'S SUBSCRIPTION LIMIT

TECO has proposed to make its standard offer contract available to 75 MW of
QFs. [*103] We approve TECO's proposed 75 MW subscription limit for rle
following reasons: 1) seventy-five megawatts represents a full year's
requirements of capacity needa for TECO (TR 936); 2) TECO's proposed 75 MW
subscription limit is large encugh to allow a 75 MW QF to sign TECO's standard
offer contract; and )) & subscription limit larger than 75 MW is not required
since TECO forecasts cthat only S0 MM of OF capacity will be added to its system
through 2,000. ; '

i. TECO'S AVOIDED UNIT PARAMETERS

We find chat the following parameters associated with a 1997 Combined Cycle
unit are appropriate.

TECO 199%7 COMBINED CYCLE UNMIT

a. Type of fual Katural Gas/#2 Dil
b. Average annual heat rate 8250 BTU/kWh
c. Cost of fuali Gas/0il at Hardee Power or Polk site
Matural Gas (§ 1997) § 7.95/MBTU
Distillate (#2 Oil) (5§ 19557) § 10.64/MBTU
d., Construction cost (1991 §/kW) § 6459.09
#. Construction sscalation race 5.1%
£. In-service cost (19907 $/kW) § 908.32
g. Incremental caplital scructure
1. Dabt 458
2. Preafarred Stock ™
3. Common Stock 48%
h. Cost of capital
1. Debt 10.1%
2. Preferred Stock 9.1%
1. Comman Stock 13.5%

i
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i. Book life 30 years
j. AFUDC rate ] B.51%
k. Effective tax ratas 37600
1. Othar H!ﬂ K 2.0
m. Discount rate 9,95%
n. Fixed OLM costs (1997 §/kW/yr) $ 6,07
o. Variable C&N (1957 §/MWh) § 5.56
p. OEM escalation rate 4.8%
g. Valus of K 1.6940
[*104]

The above parameters are required by Rule 25-17.08)3, Florida Administrative
Code, to calculate tha valus of QF capacity and energy payments pursuant to a
standard cffer contract. We have designated a 1997 Combined Cycle unit as
TECO's avoided unit, At the hearing, scaff requested TECO to revise its C00-2
tariff to include the cost parameters and payments associated with the 1997 CC
unit. The above parameters wers taken directly from TECO's Revised COG-2
Tariff.

The above cost and operating parameters for TECO's combined cycle unit are
comparable to those parameters of othar units of the same technology type. We
£ind that these parameters are appropriate for a combined cycle unit.

4. TECO'E CAPACITY PAYMENTS

The capacity payments in TECO's lﬂ".lnd CO0-2 Tariff have bean properly .

calculated using the preceding parameters, in accordance with the formulas set
forth in Rule 25-17.0832(5), Florida Administrative Code.

5. TECO'S AVOIDED COST CALCULATION

FICA's proposal to incrsass the in-service cost of TECO's avoided unit by 2)%
will result in ratepayer paying more than full aveided cost for cogeneration.
We find that TECO has included all costs related to the calculation [*108]
of the conscruction cost of the avoided unit in its standard offer contract.

€. TECO'S LOCATION FACTORS

The parties have stipulated that TECO's standard offer contract should not
contain factors related to the QF's location. We accept this stipulation.

7. TECO'S CLEAN AIR IMPACT

TECO has submicted a clause for inclusion in ite standard offer contract that
would allow for a credit to the QF if a benefit occurs to the company as a
result of tha purchass of firm capacity and energy from the QF. Under cross
examination, Mr. Mestas agreed that "to the extent that we could identify
benefits that truly related to QF capacity in that area, we would be inclined to
include language to address those benefits.” (TR $321) We therefore approve the
language submitted by TECO which would allow for credits to the QF, for
inclusion in the standard offer contract. :

8. TECO'S STANDARD OFFER TAX PROVISION

TECO provided language in Exhibit 62 which would pass any tax savings Gulf
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obtains by virtue of tha purchase power contract to the QF. This is a
reascnable provision and TECO should modify ita contract to raflect the linguage
in Exhibir 62, J

FICA arguad that the Commission should require utilities [*106] to suek an
IRS ruling pricr to assessing any possible tax effects on (QFs. We expect that
TECO will take reasonable and prudent steps to identify, clarify, and minimize
the effects of such taxes. Cne such step may be seeking an IRS ruling; however,
we will not make an across-the-board ruling that TECO seek such a ruling in
every instance. :

§. TECO'S EARLY PAYMENT DATE

According to Rule 25-17.0832(3) (g2, Florida Administrative Code, the
earliest date a QF is allowed to receive esarly capacity payments ahould be an
approximation of the lead-time required to construct the unit. A two-year lead
time for a combustion turbine unit and a three-ysar lead time for a combined
cycle unit are reasonable. (TR 935) Therefore, January 1, 1994, is & reascnable

date for TECO to offer sarly capacity paymants.
We therefore approve the provision in sheet 1.810 of TECO's COG-2 tariff,
which specifies January 1, 1954, as the earliest date a QF can receive sarly

capacity paymencs. L
10. TECO'S CAPACITY BENEFITE FOR BARLY DELIVERY

TECO's standard offer contract should and does recognize that a QF must
deliver firm capacity and snergy as & condition of receiving early capacity
payments, Sheet 8,200 [*107] need not specify this condition because section
& of TECD's standard offer contract specifies QFs must deliver capacity in order
to receive sarly capaclty payments.

11. TECO'S PERFORMANCE REQUIREMENTS

TECO's proposed standard offer requires a 50V monthly availability factor and
an B80% monthly capacity factor. At first glance, these performance provisions
appear to ba very restrictive. However, when one considers that 75 MW
represents approximately 1/3 of the total capacity of the CC unit (which is made
up of three separate components), the availability and operating characteristice
are appropriats. Because a CC is mada up of & combination of components, it can
be cperated in a number of fashions such as a CT alone, a CT with part of the
heat recovery unit, 2 CT's alone, or 2 CT's along with the heat recovery unit.
Therefora, at any given time, the availability of 75 MW of capecity should be
very high.

For these reasons, wa find that ths pearformance regquiremsnts contained in
Late Filed Exhibit No. €8 appropriately reflect the psrformance of TECO's

avoided unit, a 1997 combined cycle.
12- " " et T
We accept the concept of using security deposits as a means [*108] of

protecting the purchasing utility's ratepayers from the possibility of a QF
project not coming on line.
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Under TECO's standard offer contract, OFs would submit their security deposit
within 60 days of the sffective date of the contract, subject to refund when the
QF meets its commercial in-service date. TECO has proposed that the level of
completion security be set at § 20/kW if its avoided unit is a combiied cycle
unit. This level of cospletion security is reascnable and consistent with other
utiliciae.

We find, however, that TECO should be required to phase its completion
security, that § 10/kW be required within 60 days of contract execution, and
thart the other § 10/kW be required cn the latter of: 1) eighteen months after
contract sxecution; or 2) three years prior to the date the QF must commence
delivery of firm capacity and energy.

13, TECO'S COMPLETION SECURITY ALTERMATIVES

TECO's standard offer should allow QFs to provide cash, an unconditional and
{rrevocabls direct pay letter of credit, or a performance bond as cospletion
security. In addition, TECO should allow governmental sclid waste facilities to
use an unsecured promise to pay pursuant to Rule 25-17.091, [*109] Florida
Administrative Code.

14. TECO'S PERFORMANCE SECURITY

TECO requires QFs to deposit § 20/kW as security for the QF's performance
within 60 days of the QF's cosmercial in-service date. This deposit will be
refunded after twelve months if the OF meets the minimum parformance standards
specified in TECO's standard offer contract. TECO requires the QFs .o submit
performance security after completion security is refunded, so the maximum
security the OF will ever have to post is § 20/kW. We believe that TECO's
proposal to reguire a § 20/kN performance security is reasonable.

15. TECO'S PERPORMANCE SECURITY ALTERMATIVES

TECO's proposal in secticon 4.2.4.2 of the standard offer would allow OFs to
secure performance in the same manner as it secures completion. We find that
TECO's proposal is reascnable.

Section & of TECO's standard offer should specify the following alternatives
for securing early or levelized payments: 1} a letter of credit; or 2) a surety
bond; eor 3) other means acceptable to TECO. In addition, pursuant to Rule
25-17.091, Florida Administrative Code, governmental sclid waste facilities
should be allowed to secure their sarly or levelized payments using ([*110] an
unsecured promise Lo pay.

i6. TECDO'S DEFAULT PROVISIONS

As previocusly discussed, forfaiture of completion or performance security
should not constitute full liquidated damages if the QF defaults. The utility
should be able to sesk whatever damages it suffers in the event of default.

17. TECO'S DEFAULT PROVIBIONMS

Pursuant to section 8.3 of TECO's standard offer, the only remedy for default
by the QF is termination of the contract, and forfeiture to TECO of tha Capacity




e Page 58
1991 Fla PUC LEXIS 1186, *110; 91 FPSC 8

Account, including intersst. We approve this provision. For reasons previously
discussed, we do not think that TECO should be required to give a QF a time
period to cure d-lu;lt.l.

18. TECO'S uwmm nalmm PROVISIONS

1f, pursuant to section 8.3 of TECO's standard offer contract, repayment of
the Capacity Account is required upon default, we find that such repayment shall
not comstitute full liquidated damages.

15. TECO'S REASSIGHMENT PROVISION

We find that section 9.6 of TECO's s.andard offer, which gives TECO approval
authority over ulimt by tha QF of its cbligations and duties, is
reascnable.

20. TECO'S QF CERTIPICATION PROVISION

Section 9.6 of TECO's standard offer contract allows QFs ([*111]) to
nelf-cortify with FERC or to certify with the FPSC under Rule 25-17.080(1),
Florida Administrative Code. We therefore find that section 9.6 is reasonable.

21. TECO'S REGULATORY OUT CLAUSE

As discussed below, wa have instructed each of the utilities to remove the
regulatory out clause from standard offer contracts.

22. TECO'S COMMITTED CAPACITY ADJUSTMENT

The provision in section 4.2.1 of TECO's proposed standard offer contract,
which provides that the QF may finalize its committed capacity only afrter
initial facility testing and prior to January 1, 1996, is not appropriate for .
1997 combined cycle avoldsd unit. Wa find that this provision should be changed
to January 1, 1997, to accommodate the change to TECO's in-service date.

23. TEQO'S EMERGY PROJECTION PROVIBION

TECO begins to schadule the maintenance of its own units esach spring. It ia
reasonable for TECO to require QFs to supply their next year's energy production
schedule by April 1st so that TECO can use this information when scheduling its
own maintenance. We therefore find that section 5.0 of TECO's proposed standard
offer contract, which requires OFs to provide a projection of snergy producticm
for the ([*113] following ysar by April lst, is reasonable.

24. TECO'S OUTAGE SCHEDULE PROVISION

Tha OF and utility should work together to ensure that the QF's maintenance
scheduls is accsptable to both parties. HKowever, TECO must have the ultimate
ability to reject a QF's maintenance schedule to prevent planned outag.. when
TECO needs the capacity.

The langusge in section §.0 of TECO's standard offer contract provides a
mechanism for the OF and utility to arrive at a mutually acceptable maintenance
schedule, while giving TECO the ultimate ability to approve the schedule. This
section allows the QF to perform its maintenance when it wishes, whenever
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possible. If the QF requests a maintenance schedule that would reduce TECO's
reliabilicty, ‘I'Iﬂ'-’l will advise the QF of an acceptable time pericd, close to the
one I:Id. (] le,

m s, w is reasonab

5. TECO'S ﬁ'na PURCHASE PROVISION

Sheet 9.220 of TECO's proposed COG-2 tariff requires a QF to purchase ite
metering equipmant from TECO. FICA maintains that the QF should be able to
purchase its own metering equipment. Rule 25-17.087(9). Florida Administrative
Code, states, 'Iﬂﬁ ucdlity will provide, at the qualifying facility's expense,
{*113] the necessary additional metering equipment to measuie energy
deliveries by the gualifying facility to t!i+ utility.* We find that TECO's
provision requiring OFs to purchasse mataring squipment from the utilicy is
consistent with the FPSC rules.

26. TECO'S STANDARD OFFER APPROVAL

Ha approve TECO'® standard offer contract subject to the chinges we have
delineated in this order.

When TECO's standard offer conforms to the mandates of this order, it will be

administratively approved in its entirety.

We find thar the terms and conditions of TECO's standard offer contract, once
modified pursuant to the requirements of this order, constitute a reasonab’s and
prudent expenditure by TECO based on the information submitted to the Commission.
at this tima.

28. TECO'S GUBSCRIPTION

Once TECO's standard offer is fully subscribed, TECO should file a petition
requesting the closure of its standard offer contract. In its petition, TECO
should provide the Commission with an estimate of the date that it will be
filing an updated standard cffsr contract for approval. TECO should then
reassess its need for capacity and petition the Commisaion for approval of a new
standard offer contract which [*114] raflects its updated need. If TECO's
new standard offer contract is based on a different generation expansion plan
than its previocusly approved standard offer contract, TECO should include the
generation expansion plan supporting its choice of savoided unit .pn its petition
for approval of its naw standard offer contract.

1. TECO'S INTERCONNECTION COMSTRUCTION TIMING

Section 2 of TECO's intsrconnection agreement is in compliance with Rule
25-17.087{10), Florida Administrative Cods, which requires utilities, prior to
any work being done, to supply the QF with a written cost sstimate of required
materials and labor and an sestimate of the date by which construction of the
interconnection will be complate. Tha intent of this provision was to give QFs
an up-front opportunity tc challenge estimates they fesl are unreascnable.

The 24 month time comstraint on construction imposed by section 2 is not

required by Commission rules. However, this generally benefits che QF by
binding the utility to & maximum time frame. We find that section 2 of TECO's

-.'-"-n".:." g b m 3
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interconnection agreement is reasonable.
2. TECO'S GOOD EAITH nﬂmm

We instruct TECO to include ([*115) language in both section ) of its
proposed standard interconnection agreemant and Appendix B to that agreement
which provides that estimates for tha cost of interconnection construction work
are TECO's good faith estimates.

3. TECO'S INTERCOMNECTION INSURANCE REQUIREMENT

A $ 1,000,000 minimum insurance requirement is in compliance with Rule
25-17.087(6) (¢), Florida Administrative Code, which calles for "publiec liabilircy
insurance, including property damage, in an amount not less than § 100,000 for
each ocourrence; more insurance may be required as deemed necessary by the
utilicy. * Most partiss, including Staff, have come to the general agreement
that § 1,000,000, for sach occurrence, is an appropriate minimum insurance
requirement to cover potential public liabilities associated with the
interconnection facilities. We therefore approve TECO's § 1,000,000 minimum
interconnection insurance regquirssent.

TECO's insurance provisicn also leaves any amount over the minimum insurance
regquirement of § 1,000,000 to the discretion of the QF. We approve this
provision which permits the QF to set any additional coverage it may wirh over
the § 1,000,000 minioum,

4. TECO'S INTERCONNECTION [*116)  AGREEMENT AFPROVAL

He approve TECO's standard interconnection agresmant subject to the changes
we have delineated in this order. When TECO's standard interconnection
agroement conforms to the mandates of this order it will be administratively
approved in its eatirety.

GENERIC POLICY ISSUES

1. COMSISTENCY WITH NEED

The Florida Electric Power Coordinating Group (FCG) filed with the Commission
A compilation of the gepsration expansicon plang of Florida's utilities. After
reviewing this compilation we find that the infermation submitted by the FCG is
a reasonable representation of the future needs of Florida.

2. DATE OF FILING AFTER VOTE

Utilicias should file standard offer cortracts, tariffs, and interconnection
agresments which conform to the Commission‘’s vote within 30 days of the
Commisaion's vote, which will be September &, 1991. This will snable the
standard cffer contracts to ba effective on September 20, 19%1.

Utilicties are not required to file conforming generation expansion plans
since wa do not "approve® generation expansion plans; rathar, we review them and
use them for mm purposes.

3. EFFECTIVE DATE
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The effective date for the approved (*117] standard offer contracta,
tariffa, and interconnection agreements shall be September 20, 1991, widch is
two weeks after wa receive conforming tariffs, standard offer contracts, and
interconnection agrsements. This will give the QFs time to read the new
standard offers and analyze the feasibility of projects under the variocus
standard offers before a contract is signed.

4. ADMINISTRATIVE APPROVAL

When utilities refile any standay? offer contracts, tariffs, or sLandard
interconnection agresments to conform to the mandates of chis order, they will
be administratively approved by Btaff, should they so conform.

The Commission doss not approve the utilities' generation expansion plans;
therefors, thera is no nesd for Staff to be given the authority to approve such
plans.

5. FILING OF SIGMED STANDARD OFFER COUTRALCTS

Rule 28-17.0832(1) (b), Florida Administrative Code, requires utilities to
submit & copy of the signed contract, and a summary, within 10 working days of
raceipt of a standard coffer contract. Tha submission shall be to ths Director
of the Electric and Gas Division of the Florida Public Service Comm.asion.

6. REGULATORY OUT CLAUSE

We find that regulatory out provisions [*118]) should not be included in
the standard offer contracts submitted by the utilities in this docket. There
* is no need for a regulatory out provision in standard offer contracts in the
Gtate of Florida.

Our decision hare applies only to standard offer contracts for the purchase
of firm capacity and energy from small qualifying facilities less than 75 MW or
from I-nl!.d waste facilities as defined in Rule 25-17.091, Florida Administrative
Code. A significant difference between standard offer and negotiated contracts
is that we require utilities to purchape firm capacity and energy pursuant to
standard offer contracts. The utilicies are given no cholce. Therefore, wvhen
we approve the standard offer contract., we make a commitment that we will allow
cost recovery of payments made to small QFs. Because we have made such a
commitment, there is no need for a regulatory out provision in the standard
offer. We have no intention of revisiting our decision to allow cost recovery,
Therefors, the regulatory out provision has bacome unnecessary surplusage. Such
provisions create a mistaken perception that revenuss under a starard offer are
not reliable. This is not the case. See our discussion [*119] below at
Section 8, *Pimality of Commission Approval.®

7. EFFECT OF COMMISSION APPROVAL (STIPULATED)

Commission approval of the terms and conditions of each utilicy's standard
offer contract and tariff, and the firm capacity and energy prices stated
I'-hltl.l-ll, w a detarmination by the Commission that any payments made to
& OF under the standard offer constitute a reascnable and prudent expenditure by
the utility under secticn 366.06, Florida Statutes, based on information
reascrnably available to the utility and the Commission at this time,

i _7.'.._'|.||".1é.'u_. o
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B. FINALITY OF mm APPROVAL

We have praviously ruled that our sapproval of a standard offer contract
constitutes a determination that payments made by a utility to a QF under the
standard offer constituts a prudent expenditure by the utility. We now find
that once our determination of prudence becomes final by operation of law, we
cannot deny the utility cost recovery of payments made to the QF pursuant to the
standard offer contract, absent soma extracrdinary circumstance, such as where
our finding of prudence was induced through perjury, fraud or the intentional
withholding of key information.

This Commission has previously [*120] stated that we "cannot bind future
Commissions.* (Order No. 11846 At p.3) This statement is true, to the extent
this Commission cannot dictate the votes of Cosmissioners who will later sit on
the Commission. However, case law indicates that tha Commission has only
limited power to change its prior decisions. In fact, at some point the
Commission loses the powsr to change its decisions and must live with them.

The Supreme Court of Florida has set the ground rules under which the
Commission may correct or amend ite orders. If an crder has not become final by
operation of law, the Commission may, on its own motion or by request, correct
or amend any order under its control without notice and hearing if the matters
corrected and amanded ware smbraced in the testimony taken at a previour
hearing. Alterman Transport Line v. Yarborough, 267 So.2d )4 (Fla. 1971).

Orders of administrative sgenciss must eventually pass out of the agency's
control and become final, and, therefore, no longer subject to modification.
Thare must be in every Mﬂg a terminal point at which the parties and the
public may rely on a decision of an administrative agency as final and
dispositive of the [*131] rights and issues involved thersin. Peoples Gas
Systems, Inc. v. Mason, 187 So0.2d 335 (Fla. 1966); alsc. Austin Tupler Trucking,
Inc. v. Hawkins, 3177 So0.2d 679 (Fla. 1979). However, the Suprema Court of
Florida has recognized the rule that *[o]rders, decrees, or judgments, made
through luutl, na-uu:im. daceit, or mistake, may be opened, vacated, or
modified at any time, on the proper showing made by the parties injured."” Davis
v, Combination Awning & Shutter Co., 62 S0.2d 742, 745 (Fla. 1951).

The Court has acknowledged that the Cosmission has some inhsrent power to
modify its orders. Peoples Gas System v. Mason, 187 So.2d 115, 119 (Fla. 1%66);
Reedy Creek Utilities Company v. Florida Public Service Commission. 418, So.2d
249, 253 (Fla. 1902). However, the Supreme Court has determined that our
inherent power to modify is not without limitation. As stated in Reedy Creek,
*an underlying purpose of the doctrine of finality is to protect those who rely
on a judgment or ruling.” In this respect, we believe that the parties to
approved standard cffer contracts should be entitled to rely on our decision to
approve cost recovery of payments made pursuant ko [#1232] those contracts.

The doctrins of sdministrative finality is one of fairness. It is based on
the premise that the parties, as well as the public, may rely on Commission
decisions. Me thersfore find that a utility and a QF should be able to rely on
the finality of a mm ruling approving cost recovery undear a standard
offar contract.
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DISSENTHY:
DEASON (In Part)
DISSENT: :
Commissicner Deascon Dissents in Part as Follows:

I dissent only from the Commission's decision not to require a regulatory out
clause. I belisve such a clause may be necessary for the protection of the

utility's ratepayers.

It is therefore,

ORDERED by the Plorida Public Service Commission that Florids Power
Corpogation, Florida Power & Light Company, Oulf Power Company, and Tampa
Electric Company shall each submit tariffs in compliance with this order on or
before September &, 1991, 1t is further

ORDERED that Florida Fewesr Corporation, Florida Power & Light Company, Qulf
Fower Company, and Tampa Electric Company shall esach submit standard offer
contracts in compliance with this order on or before Septembor &, 1991. It is
furcther

ORDERED that Florida Power Corporation., Florida Power & Light Company, Gulf
Power Company, and [*123] Tampa Blectric Cospany shall each submir standard

interconnection agreements in compliance with this order on or before September '

€, 1991. It is further
ORDERED that sach utility's tariff, standard offer contract, and standard
interconnection agreement shall have an effective date of September 20, 1991.

By ORDER of tha m:i.d.l Public Bervice Commission, this 29th day of AUGUST,
1991,

s







BEFORE THE FLORIDA FPUBLIC SERVICE COMMISSION

In re: Petition for expedited DOCKET NO. 970096-EQ
approval of agreement with Tiger ORDER NO. PSC-97-0652-5-EQ
Bay Limited Partnership to ISSUED: JUNE 9, 1997

purchase Tiger Bay cogeneration
facility and terminate related
purchased power contracts by
Florida Power Corporation.

The following Commissioners participated in the disposition of
this matter:

JULIA L. JOHNSON, Chairman
SUSAN F. CLARK
J. TERRY DEASON
JOE GARCIA
DIANE K. KIESLING

ORDER APPROVING STIFULATION AND
SUPPLEMENTAL STIPULATION

BY THE COMMISSION:
CASE BACKGROUND

On January 22, 1997, Florida Power Corporatiocn (FPC] filed a
Petition for Expedited Approval of an Agreement, dated January 20,
1997, with Tiger Bay Limited Partnership (Tiger Bay) to purchase
the Tiger Bay cogeneration facility (Facility) and terminate the
five related purchased power agreements: three with General Feat,
one with Ecopeat, and one with Timber2 (the PPAs). The petition
further requested recovery of the purchase cost, approximately 5445
million, thrgugh the Capaci'ty Cost Recove.y Clrauze (CCRC) over a
period not to exceed five years., In additjon, EPC reguested that
the fuel expense associated with the operalisy ¢f. the-Facility be
approved for recovery through the Fuel and~futrhaseg Power Cost
Recovery Clause (Fuel Clause). The martten ischeduled for

hearing on April 17-18, 1997, s ML e
¥ w

. b f = ¥ .

[} . ; ir
on April 14, 1957, all the parties to the ancket; FPZ, the
Office of Public Counsel (OPC), and the Florida Industrial Power

Users Group - (FIPUG) flled a Joint Mofion for Approvel of
Stipulation (Stipulation). The Stipulation resolved all disputed

TRARRRAE " " vig W emm o0 . phes




ORDER NO. PSC-97-0652-S-EQ
DOCKET NO. 970096=-EQ
FAGE 2

issues among the parties. Oon April 16, 1997, FPC submitted a
supplement to the Stipulation (Supplemental Stipulation) concerning
the accounting treatment of the transaction. At the April 17,
1997, hearing, we were presented with both the Stipulation and the
Supplemental Stipulation. The Stipulation and Supplemental
Stipulation are attached to the order as Attachments 1 and 2,
respectively.

DECIBION
Btieglltinn:

There are advantages and disadvantages with the Stipulation.
Taken as a whole, however, we believe that the Stipulation reduces
FPC's ratepayers’ liability throughout the remaining term of the
PPAs. Furthermore, the Stipulation represents a reasonable balance
between potential ratepayer neutrality to the transaction and
encouragement of company contributions. The advantages and
disadvantages are discussed belcw.

A. Advantages: Absent a rate proceeding, FPC's customers are not
projected to incur any cost above that which they are currently
committed to pay under the existing PPAs. Therefore, approving the
proposed Stipulation provides the potential for FPC's ratepayers
to be unaffected by the cost of the transaction. In other words,
though they would not receive a benefit until the requlatory asset
has been fully amortized, FPC's ratepayers also would nct incur any
additional cost. Furthermore, though FPC may be unable to buy-out
or buy-down the current Vastar Gas contract, its ratepayers are
projected to receive an additional benefit in the form of reduced
fuel costs once the contract terminates in 2010.

Pursuant to the Stipulation, FPC will place 575 million of the
purchase cost in existing rate base. This treatment reduces FPC's
ratepayers’ responsibility, namely for the amount of the Tiger Bay
Regulatory Asset, which will be amortized through recovery of the
PPA revenues. Reducing the amount of the regulatory asset by $75
million 1is projected to shorten the recovery periocd by
approximately two years.

Section 2{e) of the Stipulation provides FPC the discretionary
ability to contribute dollar amounts from its earnings to
accelerate the amortization of the Tiger Bay Regulatory Asset.
There are currently no assurances nor any requirements that FFPC
will exercise this provision of the Stipulation. However, such
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contributions would be to the advantage of both FPC and 1its
ratepayers in the form of reduced liability.

According to FPC's projections, the method for amortizing the
Tiger Bay Regulatory Asset proposed in the Stipulation, using PPA
revenues minus fuel expense, results in the asset being fully
amortized by January 2008. However, if FPC is able to contribute
revenues to accelerate the amortization as permitted under Section
2(e) of the Stipulation, the asset could be fully amortized as
early as October 2005.

FPC projects that approving the Stipulation and its proposal
to purchase the Facility and terminate the five related PPAs will
produce savings for its ratepayers in amounts ranging from $238 to
$516 million on net present value basis. These savings are based
on the cumulative interaction of assumptions ranging from FFPC's
projection of Medium-Term note financing costs, the timing of FPC's
next rate proceeding, fuel price projections, and the potential
that FPC will be able to accelerate the amortization of the Tiger.
Bay Regulatory Asset using revenues as compared to the PPA costs.

B. Disadvan : Approving the Stipulation provides no
assurances that FPC will not petition for a rate lncrease prior to
the regulatory asset being fully amortized. A rate proceeding
would potentially reduce the overall savings of the transaction as
customers’ base rates would be adjusted to support the Facility’s
non-fuel operating costs as well as a return on any undepreciated
amount of the 575 million net plant investment,

Under the Stipulation, FPC, OPC, and FIPUG have agreed that
the PPA revenues will continue to be recovered through the CCRC and
the Fuel Clause until the Tiger Bay Regulatory Asset is fully
amortized or as long as the current Vastar contract remains in
effect. FPC currently projects that the Tiger Bay Regulatory Assel
will be fully amortized Ir. the year 2008. Absent a buy-out or buy-
down, the Vastar Gas contract will not terminate until 2010. High
load factor customers stand to lose the benefit of lower cost coal
based energy pricing under the existing PPAs while also incurring
the currently projected higher cost Vastar Gas contract during
years 2008 to 2010. The continuance of the recovery of tThe
capacity revenues through the CCRC to compensate for the increased
cost in the Fuel Clause, once the regulatory asset has been fully
amortized, will offset this impact. Consequently, low load factor
residential customers will be adversly impacted. Recovering
capacity revenues through the CCRC from all rate classes is a clear
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sxample of cross-class subsidization. Absent a buy-down or buy-out
of the Vastar contract, cross-class subsidization will occur. If
the Tiger Bay Regulatory Asset is fully amortized prior to the
termination of the current Vastar Gas contract, FPC will recover
the appropriate energy payment pursuant to the PPAs and a reduced
capacity payment through the CCRC to minimize the impact of this
subsidization.

C. Other Mattera: Within paragraph 2(e) of the Stipulation, the
parties have agreed to the following:

On a going forward basis, FPC may, at 1its option,
increase the amortization of the retail portion of the
Tiger Bay Regulatory Asset, and each year's increased
amount of amortization shall be deemed a prudent
regulatory expense in calculating FPC'’s requlatory
earnings for purposes of surveillance reporting, pursuant
to Rule 25-6.024, F.A.C.

FPC, OPC, and FIPUG agreed that the intent of this language was
directed at the parties; and, that a determination of prudence for
the amortization amounts in future reviews remained with us.

The Stipulation contemplates that FPC will seek to buy-out or
buy-down the current Vastar Gas contract. Fuel prices under this
contract are projected to be greater than forecasted market prices.
We encourage FPC to take all neceasary steps to buy-out or buy-down
fuel contracts when those acticons are projected to produce
ratepayer savings.

The SEEEI-n-ntnl Stipulation

Following is a discussion of the items in the Supplemental
Stipulation.

A. Materials and Suppliss

As part of the Stipulation, Materials and Supplies for the
Facility included in the purchase cost shall constitute a
requlatory asset and shall be recorded in Account 182.3, Other
Regulatory Assets. According to the Uniform System of Accounts
(USOA), Materials and Supplies should be recorded in Account 154,
Plant Materials and Operating Supplies. Since the Stipulation
provides substantial benefits to both FPC and its ratepayers, we
approve the accounting treatment proposed in the Stipulation. On
a prospective basis, however, Materials and Supplies will be




e

ORDER NO. PSC-97-0652-5-EQ
DOCKET NO. 970096-EQ
PAGE 5

accounted for in accordance with the USOA. In the Supplemental
Stipulation, the parties have agreed that all future purchases of
Materials and Supplies for the Facility by FPC shall be recorded in
Account 154 and will be included in working capital for
surveillance purposes,

B.__Daferzad Income Taxes

FPC'e original filing in this proceeding contemplated recovery
of the carrying costs of debit balance deferred income taxes
related to the buy-out of the Tiger Bay contracts through existing
base rates. These debit balance deferred income taxes will be
created if FPC cannot take a current deduction for the Tiger Bay
buy-out costs, not related to depreciable plant, on its income tax
return. The filing contemplated this worst case scenario since the
Internal Revenue Service (IRS) had not issued a private letter
ruling on deductibility. FPC estimates that the maximum amount of
debit balance deferred taxes will be approximately $42 million,
which will reverse to a =zero balance over 15 Yyears. FPC's
Supplemental Stipulation states that the deferred taxes will be
reported in the capital structure for surveillance purposes.

The premise behind FPC's request is that the costs of buying-
out unfavorable contracts are deductible if the result of the buy-
out is to reduce expenses into the future. FPC cited cases and
rulings dating back to the 1920's in support of its position. The
request was filed with the IRS on April 30, 1997. FPC anticipates
a response by late fall. FPC shall notify our Division of Auditing
and Financial Analysis of the IRS's actions.

If FPC is successful in obtaining a favorable letter ruling,
the deferred taxes will carry a credit balance of approximately
$100 million, which will reverse to a zero balance. FPC believes
that the effect of these credit balance deferred taxes should also
flow through existing base rates and be reported in the capital
structure for surveillance purposes. By doing so, additional
dollars will be provided which FPC may use Lo write-uown the
regulatory asset more rapidly. Further, FPC plans to issue
intermediate term debt which will have an established payment
schedule not necessarily tied to the actual write-down of the
regulatory asset.

FPC requested that it have flexibility to establish the amount
of the regulatory asset to be written-off each year. All other
things being equal, the additional dollars provided by the
reversing credit balance deferred taxes may allow a write-off over
a shorter period of time. If FPC receives a favorable letter
ruling and the write-off of the regulatory asset is not
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accelerated, we will still have the ability to review the prudence
and reasonableness of FPC's actions during surveillance reviews.

We find it is reasonable for FPC to report either debit or
credit balance deferred taxes in the capital structure for
surveillance purposes and to allow the effect to flow through
existing base rates. Therefore, wa& approve FPC's proposed
accounting treatment.

C. Foasil Dismantlemant

FPC has estimated a $4.1 million (1997 dollars) fossil
dismantlement provision for the Facility. A more detailed site
gspecific estimate will be submitted with FPC's regular depreciation
and foesil dismantlement study due in November, 1997. Utilizing
the same assumptions used in FPC's 1993 study, the dismantlement
accrual for the Pacility for 1995 and 1996 should have been
$241,000 and 5253,000, 1espectively. The estimated 1997 accrual is
$266,000. These accrual amounts appear reasonable at this time.
A site specific dismantlement study to be filed later this year
will determine the appropriate amount of the final dismantlement
provision for the Facility. Since Tiger Bay has made no provision
for future dismantlement, FPC will record the accrual amount for
1995 - 1997 during 1997 subsequent to closing the purchase.

DR.__Dapreciation Rate

FPC has proposed a 5.5% depreciation rate (20 year service
1ife, 18 year average remaining life, negative 10% net salvage) for
the Facility to be implemented upon the purchase closing which is
currently estimated to be July 1, 1997. The life and salvage
factors are predicated on the currently prescribed factors for the
University of Florida co-generation plant which FPC asserts is
similar to the Pacility. A site specific study will be filed as
part of its next comprehensive depreciation and fossil
dismantlement study no later than November 27, 1997 at which time
the appropriate remaining life, net salvage, and the depreciation
rate will be determined.

E. YNon-Fusl Expansaes

pursuant to the Stipulation, FPC, OPC, and FIPUG have agreed
that all non-fuel expenses associated with the operation of the
Facility will be included in FPC's base rates and recovered
accordingly. These non-fuel expenses are defined to include
operation and maintenance expenses, taxes, site lease payments,
insurance, rate base investment, and the carrying costs of the
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deferred taxes. These amounts appear reasonable at this time.
However, we may review the prudence of these expenses at any time.

The Supplemental Stipulation clarifies certain parts of the
Stipulation and resolves outstanding accounting issues in this
proceeding. Therefore, we approve the Supplemental Stipulation.

Based on the foregoing, it 1is

ORDERED by the Florida Public Service Commission that the
Stipulation between Florida Power Corporation, the Florida Power
Industrial Users Group, and the Office of Public Counsel relating
to FPC's purchase of the Tiger Bay cogeneration facility and to
terminate related purchased power agreements, as discussed within
the body of this order, is approved. It is further

ORDERED that Florida Power Corporation’s proposed accounting
treatment relating to the purchase of the Tiger Bay cogeneration
facility and to terminate related purchased power agreements as
specified in the Stipulation and the Supplemental Stipulation, as
discussed within the body of this order, is approved. It is

further

By ORDER of the Florida Public Service Commission, this 9th
day of June, 1997.

/s/ Blanca 5. Bayd
BLANCA S. BAYO, Director
Division of Records and Reporting

This is a facsimile copy. A signed
copy of the order may be obtained by
calling 1-904-413-6770,

| SEAL))
SOME (OR ALL) ATTACHMENT PAGES ARE NOT ON ELECTRONIC DOCUMENT.
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MOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

The Florida Public Service Commission is required by Section
120.569(1), Florida Statutes, to notify parties of any
administrative hearing or judicial review of Commission orders that
is available under Sections 120.57 or 120.68, Florida S5tatutes, as
well as the procedures and time limits that apply. This notice
should not be construed to mean all requests for an administrative
hearing or judicial review will be granted or result in the rellief
sought.

Any party adversely affected by the Commission’s final action
in this matter may request: 1) reconsideration of the decision by
filing a motion for reconsideration with the Director, Division of
Becords and Reporting, 2540 Shumard Oak Boulevard, Tallahassee,
Florida 32399-0850, within fifteen (15) days of the issuance of
this order in the form prescribed by Rule 25-22.060, Florida
Administrative Code; or 2) judicial review by the Florida Supreme
Court in the case of an electric, gas or telephone utility or the
First District Court of Appeal in the case of a water and/or
wastewater utility by filing a notice of appeal with the Director,
pivision of Records and reporting and filing a copy of the notice
of appeal and the filing fee with the appropriate court. This
filing must be completed within thirty (30) days after the issuance
ot this order, pursuant to Rule 9.110, Florida Rules of Appellate
Procedure. The notice of appeal must be in the form specifled in
Rule 9.900(a), Florida Rules of Appellate Procedure.
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