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CAB& BACKGRO!ltffi 

In May 1996, the Commiooion approved Florida Power 

Corporation • o (FPC) experimental Real Time Pricing (RTPl Rnte 

Schedule i n Docket No. 960316-EI. Under the RTP rate, customers 

a r e provided with 24 hourly energy prices by 4 :00p. m. of the day 

before they a re applicable. On September 5 , 1997 PPC f iled a 

pet i t ion to modi fy the method by which these hourly energy prices 

are determined. 

DISCQSSIQN OP ISSUE$ 

ISSUE 1: Should the Commission approve Florida Power Corporation's 

proposed modifications to its Real 'rime Pricing demonstration 

ta riff? 

R&COt1!WiDJ\TIOH; Yea . 

STAPP AHALXSIS· The existing RTP rate consists o f a !~xed customer 

charge, a fixed t wo-part demand c harge that recovers tranomisoion 

a nd distribution coste, and a variable energy charge . The energy 

c harge vari es hourly, and the customer i s notified by 4 :00 p.m. 

what the charge will be f o r each hour of the f o llowing day. The 

proposed change to the RTP rate affects only the manner in which 
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the energy charge is determined. The remaining rates, terms , and 

conditions of the RTP experimental program are unchanged. 

The existing hourly RTP energy charges are determined by 

summing the following four components: 

1. A non-fuel energy charge t hat varies each hour baaed on FPC's 
system lambda; 

2. A fuel coot recovery factor charge that varies each hour based 
on FPC's syot em lambda; 

J. Tho Energy Conservation Coot Recovery charge applicable to the 
GSD-1 rate class; and 

4. The Capacity Coae Recovery charge applicable to the OSD•l rate 
class. 

The proposed change to the RTP energy charge would modify 

components 1 and 2 of the rate, as discussed in the following 
paragrapho. Components 3 and 4, which are identical to tho Energy 

Conservation and Capacity Cost charges that would have been paid 
had the customers remained on their current rate, will not change. 

1. Hon- PUol l!nergy Chnrae 

The existing non-fuel energy charge is designed to recover the 
embedded gen~ration- related costa to serve RTP customers. It is 

determined by multiplying a fixed factor of 1.695 cents per 

kilowatt - hour (kwh) by a factor that varies each hour based on a 

prQjection of FPC's system l ambda. Syotem lambda represents the 

incremental cost o f generating the next megawatt - hour, based on 

available generation and system load at any given point in time. 

The fixed 1.695 cents per kwh component represents the baue 
rate generation revenues (based on historical data) paid by those 

customers eligible foT the RTP rate. The proposed changes do not 
alter the method used to set this factor; however, the factor is 

updated to reflect more recent historical data. The new fact or, 

based on calendar yeaT 1996 data, is 1.631 cento per kwh . 

FPC is proposing to change the method used to determine the 

houzly factors that are applied to the 1 .631 cents per kwh factor 

Instead of the current method, which useo system lambda to ohape 

the hourly prices, the proposed change would use syotem megawatt 
(mw) load requirements. 

Under the axiet ing RTF rl'te, the variable factor s a::e a 
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function of the annually updated one-year projection of FPC's 
hourly system lllmbdas. The derivation of the factors is such that 
the resulting RTP hourly prices will recover, o n a projected basis , 
the total embedded production plant coots attributable to the RTP 
customers . The RTP rate is thus designed to be revenue neutral 
with respect to base rate generation costs. 

Although FPC has signed RTP service agreements wit!": three 
customers, it has never billed any customers under the existing RTP 
rate. In September 1996, before the first bil ling under the RTF 
rate, FPC's Crystal River Unit l nuclear plant was shut down. It 
is not expected to return to service until late thio yeor. Ao ~ 
result, FPC's incremental costo increased Slgnificantly, Lhe RTP 
hourly prices exceeded the original forecaot, and FPC never 
commenced billing under the RTP rate. 

FPC contends that the inherent difficulty in projecting system 
lambda makes it unsuitable to use as a determinant of energy prices 
under the RTF rate . FP~ is proposing instead to use FPC's system 
load to shape the hourly RTF prices. PPC believes that the on~­
y~ar projection o f system load is more accurat~ than the projection 
of system lambda required under the existing rate . 

The proposed rate divides FPC' o oystem mw load into si x 
levels, and assigno a factor t o each that is applied to ~he flxed 
factor of 1.631 cents per kwh: 

IQJUI 
Less than 3, 000 mw 
Between 3,000 and 4, 500 mw 
B~tw~en 4, 500 and 6,000 mw 
Between 6 , 000 and 7,000 mw 
Between 7,000 and 7,500 mw 
7,500 mw and higher 

Poe tor 
. 10 
.so 

1. 75 
3.00 
5.00 

10.00 

Thus, for example, during thos~ hours when system load is 
projected to be between 4,500 and 6,000 mw, the non -fuel energy 
component of the RTF hourly energy charge would be (1.631 ' .50)• 
.816 cents per kwh . The factors shown above will be updated 
annually, based on a projection of system load for the following 
year. The factors will be determined in a manner that insurea that 
the non-fuel energy component, on a projected basis, will recover 
the oame amount of generation related revenueo '"' ~h.., existing 
GSDT·1 rate . The revised r ate ia thus dc&igned to be revenue 
neutral, ao is the existing rate. 
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2, Fuel Coat Recovery Charge 

The existing RTP energy rate contains a factor that represents 
the fuel costs associated with serving the customers . Like the 
non-fuel energy charge, this factor is also designed to vary hourly 
based on FPC's syatem lambda. 

Undt>r the proposed chang<>, the fue 1 charge paid by RTP 
customers would no longer vary hourly, but would be the same 
tariffed fuel charge paid by FPC's Gent>ral St>rvice Demand Time-of­
Use (GSOT·l) customers. As d1acussed above, FPC believes that 
system lambda is subject to exct>saive volatility, and should not be 
used to set the RTP energy priceo . 

Conclugion 

The staff believt!s tbat the existing dt>aign o! the RTP ratt! 
may make it unattractive to potential customers. The projection of 
oyotem lambda requires the utili~y to estimate for each hour of the 
yt>ar unit availability, heat rates, ayotem load. fue l prices, and 
variable O&M coats. Because of the uncertainty ln projecting 
s ystem lambda for a year in advance, and the result ing potential 
volatility in RTP energy prices, cus tomers may be lens willing to 
commit to the RTP experimental rate. 

The proposed change to the RTP rate requireo only an annual 
proj ection o! system load . In addit ion, the fuel component of RTP 
cust omers' bills will no longer change hourly, but wil l be oct at 
the otherwise applicable GSOT- 1 ra~e . Thus under ~he newly 
designed rate only the non-fuel energy component will vary hourly, 
instead o f both the fuel and non- fuel energy components. Staff 
agrees tha~ thie projection ia subject t o less volatility than the 
estimate of system lambda. These changcu should make tho rate more 
attractive to potential cuotomers, and otaff recommends thnt they 
be approved. 

However, staff is concerned that the proposed changeo wi ll 
result in a rate which provides weaker price signals to customers. 
The purpose of the RTP experim&nt, as ot&ted in tho Commiss i on' s 
o rder approving it, ia to • ... evaluate customer reaponoes to hourl y 
energy prices.• By diluting the hourly price signalo, the revised 
RTP rate may not produce the desired shift in usage from high coot 
hours to lower coot hours . 

FPC is not currently recovering the coeto o f lhe KTP 
experiment through the Energy Conservation Coat Rt!covory Clause, 
nlthough they may at oome future dBte qeok ouch r ecovery if it can 
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be demonatrated that the program provides peak demand reductions or 
other savinga . While otaff i s recommending approval of the 
proposed changes, they aloo note that the reviaed rate may not 
provide oufficient price signals t o achieve the desired savings to 
the ratepayers. 

ISSQB 2 : What is the appropriate effective date Co r the revised 
t arifh? 

RECOHMRlf])l\TION: The appropriate eCfective date for the rev ioed 
tariffo io November 7, 1997. 

StAPP NiALXSlS : If the Commission approves t:he prGposed tan ( l 
revisi ons, they should become effective November 7, 1997. 

ISSUE 3: Should this docket be clooed? 

RE<XJtt(EifQtJIOH: Xes. If no per&On whooe substantial interests are 
affected by the Commiasion•a order in thio docket ! ilea a proteot 
within 21 days of the iaauance of the order, this docket should be 
closed. If a protest is timely filed, the tariff should rema~n '" 
effect pending resolution of the pr otest. 

STAPP 1\NI\,LXSIS: If no person whooe oubotantial interests arc 
affected by the Commiosion•o order in this docke t !ilea o proteot 
within 21 days of the issuance of the o rder. this docket ohould be 
closed . If a protest is timely filed, the tariff should rema1n 1n 
eff ect pending r esolution of the protest . 
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