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RE: DOCKET NO. 031110-EQ - PETITION FOR APPROVAL OF NEW
STANDARD OFFER CONTRACT FOR QUALIFYING COGENERATION AND
SMALL POWER PRODUCTION FACILITIES AND FOR APPROVAL OF
ASSOCIATED REVISIONS TO TARIFE SCHEDULES COG-1 AND COG-2
BY TAMPA ELECTRIC COMPANY.

AGENDA: 02/03/04 - REGULAR AGENDA - TARIFF FILING - INTERESTED
PERSONS MAY PARTICIPATE

CRITICAL DATES: 60-DAY SUSPENSION DATE: FEBRUARY 15, 2004
SPECIAL INSTRUCTIONS: NONE

FILE NAME AND LOCATION: S:\PSC\ECR\WP\031110.RCM

CASE_BACKGROUND

On December 16, 2003, Tampa Electric Company (TECO) filed a
petition for approval of a new Standard Offer Contract for
qualifying cogeneration and small power production facilities. The
proposed contract is based on a 5 megawatt (MW) subscription limit
of a 180 MW combustion turbine generating unit, Bayside Unit 3B,
with an in-service date of May 1, 2006. TECO has also requested
approval of revisions to the associated COG-1 and COG-2 tariffs.

On December 19, 2003, TECO filed additional tariff sheets to
correct minor typographical errors contained in the tariff sheets
as filed on December 16, 2003. On January 14, 2004, TECO filed a
revised petition, and the affected tariff sheets, to clarify the
term of the proposed contract.
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Pursuant to federal law, the availability of standard rates is
required for fossil-fueled qualifying facilities less than 100
kilowatts in size. 16 U.S.C. 2601 et seq., 16 U.S.C. 792 et seq.,
18 CFR292.304. Florida law requires the Commission to "adopt
appropriate goals for increasing the efficiency of energy
consumption and increasing the development of cogeneration.”
Section 366.82(2), Florida Statutes. The Commission is further
directed to T"establish a funding program to encourage the
development by local governments of solid waste facilities that use
solid waste as a primary source of fuel for the production of
electricity."” Section 377.709, Florida Statutes.

These federal and state requirements were implemented by the
Commission through its adoption of the Standard Offer Contract in
Rule 25-17.0832(4) (a), Florida Administrative Code. Pursuant to
this rule, each investor-owned electric utility must file a tariff
and a Standard Offer Contract with the Commission. These
provisions implement the requirements of the Public Utilities
Regulatory Policy Act and promote renewables and solid waste-fired
facilities by providing a straightforward contract. Larger
qualifying facilities and other non-utility generators may
participate in a utility's Request for Proposal process pursuant to
Rule 25-22.082, Florida Administrative Code.

The Commissién is vested with jurisdiction over this matter
pursuant to Sections 120.542, 366.04, 366.05, 366.051, 366.06, and
366.80 through 366.82, Florida Statutes.
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DISCUSSION OF ISSUES

ISSUE 1: Should Tampa Electric Ccmpany's (TECO) petition for
approval of a new Standard Offer Contract, based upon a combustion
turbine unit with an in-service date of May 1, 2006, including
revisions to the associated gOG—l and COG-2 tariffs be approved?

RECOMMENDATION: Yes. TECO's new Standard Offer Contract complies
with Rule 25-17.0832, Florida Administrative Code. TECO's proposed
methodology for calculating identifiable avoided incremental O0&M
costs, as indicated 1in the proposed tariffs, appropriately
represents the variable O&M costs which are avoided by TECO due to
the purchase of as-available energy, and complies with Rule
25-17.0825, Florida Administrative Code. (HARLOW, COLSCON, WHEELER)

STAFF ANALYSIS: To comply with Rule 25.17.0832(4) (a), Florida
Administrative Code, TECO proposed a new Standard Offer Contract
based on a combusticn turbine (CT) unit with an in-service date of
May 1, 2006. Specifically, the Contract is based on a 5 MW portion
of Bayside Unit 3B, a 180 MW CT. CT units typically require about
18 months to construct. Therefore, TECO will need to commence
construction by November 1, 2004. The term of TECO's proposed
Standard Offer Contract is five years, beginning May 1, 2006 and
terminating May i, 2011.

TECO's proposed COG-2 (firm capacity and energy) tariff
includes a three-week open solicitation period for receiving
standard offer contracts. This copen solicitation period is similar
to the open solicitation periods in TECO’s recent Standard Offer
Contracts. According to TECO's Tenth Revised Tariff Sheet No.
8.295, TECO will advise the Commission's staff in writing to
indicate that the Standard Offer Contract should be closed once the
Standard Offer Contract is fully subscribed or has expired. TECO's
written notification will also include: 1) the results of the open
season period; 2) an estimated time when a new Standard Offer
Contract will be filed; and, 3) the revised tariff sheets
reflecting the closure of the Standard Offer Contract. Staff
believes that it will increase efficiency for both TECO and the
Commission to administratively approve the closure of TECO's
proposed Standard Offer Contract. Staff will advise the Commission
if any substantive 1issues are raised by TECO's written
notification.
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TECO's evaluation criteria in the proposed Standard Offer
tariff should be readily understandable to any developer who signs
TECO's Standard Offer Contract. The avoided unit cost parameters
appear to be reasonable for a CT unit, and the resulting capacity
payments are appropriate.

TECO is also requestiﬁg revisions to the calculation of
"identifiable" avoided incremental variable 0&M included in its
COG-1 and COG-2 tariffs. The identifiable incremental variable C&M
costs are used in determining TECO's as-available energy payment.
TECO calculates incremental variable O&M each January based on the
past 12 months of data. Previously, TECO used a methodology
developed by EPRI for incremental variable 0O&M associated with
coal-fired generation. Due to the repowering of the Gannon units
to use natural gas, and additional planned natural-gas fired
generation, a methodology based solely on coal 1is no longer
appropriate. According to Second Revised Tariff Sheet No. 8.106,
TECO has proposed a new methodology which determines incremental
variable O0O&M based on groupings of same technology units with
similar size and operating characteristics. As-available energy
payments will be adjusted each hour based on the incremental
variable O&M group rate for the generation being avoided in that
hour. Along with approval of this new methodology, TECO has
requested approval to use its current 2003 identifiable avoided
variable O&M calculation until the proposed methodology or an
alternative is approved. Staff believes TECO's proposed
methodology for calculating identifiable avoided incremental
variable O&M appropriately represents the variable O&M costs which
are avoided by TECO due to the purchase of as-available energy.
TECO's proposed methodology also fulfills the requirements of Rule
25-17.0825, Florida Administrative Code. Staff has no objections
to TECO's request to use its current 2003 identifiable avoided
variable O0O&M calculation wuntil the propocsed methodology 1is
approved. If TECO's proposed calculation methodology is approved
at the February 3, 2004 Agenda Conference, the delay in calculating
new values for incremental variable O&M will be brief, and will
allow TECO time to collect additional data on the incremental
variable O0O&M costs of its newly installed natural gas-fired
generation.

It is unlikely that purchases made by TECO pursuant tc the
proposed Standard Offer Contract will result in the deferral or
avoidance of TECO's 2006 CT unit, because the eligibility pool for
Standard Offer Contracts is limited, and the subscription limit of
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TECO's avoided unit is only a portion of the CT's total capacity.
If TECO enters into Standard Offer Contracts under the proposed
contract, but the need for the 2006 CT unit is not deferred or
avoided, TECO will essentially be paying twice for the same firm
capacity. Therefore, the requirements of federal law and the
implementation of the state regulations discussed above may result
in a subsidy to the qualifying facilities. Staff notes, howeveéer,
that the potential subsidy could be mitigated, as TECO may have
opportunities to sell any surplus capacity in the wholesale market.

Ideally, qualifying facilities should compete on equal focting
with all other procducers of electricity. However, until and unless
there is a change in federal and state law, qualifying facilities
are to be given some preferential treatment. The Commission has
minimized this wunequal footing by requiring Standard Offer
Contracts only for small qualifying facilities, renewables, or

municipal solid waste facilities. These types of facilities may
not be in a position to negotiate a purchased power agreement due
to their size or timing. Thus, the Commission's rules balance

market imperfections with the existing policy of promoting
qualifying facilities.

In summary, staff does not expect that TECO's proposed
Standard Offer Contract will result in the avoidance of the 2006 CT
unit. Nevertheless, TECO's proposed contract and tariffs comply
with the Commission's cogeneration rules. Further, TECO's proposed
methodology for calculating identifiable avoided incremental 0&M
costs, as indicated in the proposed tariffs, is appropriate and
consistent with Commission rules. For these reasons, staff
recommends that TECO's proposed Standard Offer Contract and
associated tariffs be approved.
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ISSUE 2: On what date should TECQO's proposed Standard Offer
Contract become effective?

RECOMMENDATION: TECO's proposed Standard Offer Contract, and COG-1
and COG-2 tariffs should become effective upon the issuance of a
consummating order if there is no timely protest filed. (HARLOW,
WHEELER, RODAN) ' :

STAFF ANALYSIS: TECO's proposed Standard Offer Contract, and COG-1
and COG-2 tariffs should become effective upon the issuance of a
consummating order if there is no timely protest filed. As a
result, TECO's three-week open solicitation period would begin on
the date of issuance of the consummating order.

ISSUE 3: Should this docket be closed?

RECOMMENDATION : Yes. If the Commission approves staff's
recommendation in Issue 1, and no timely protest is filed within 21
days of the issuance of the Commission's order, this docket should
be closed, and the tariff should become effective, upon the
issuance of a Consummating Order. (RODAN)

STAFF ANALYSIS: If the Commission approves staff's recommendation
in Issue 1, and no timely protest is filed within 21 days of the
issuance of the Commission's order, this docket should be closed,
and the tariff should become effective, upon the issuance of a
Consummating Order.




