
 

 

                                     Commission Agenda Item 
 
MEETING DATE: July 22, 2013 
 
SUBJECT: Proposed Agreement with the Florida Municipal Power Agency regarding Settlement Discussions 
with Progress Energy Florida related to the Crystal River Unit 3 Outage 
 
AGENDA SECTION:Consent Agenda  
 
DEPARTMENT:Public Services   
 
PREPARED BY: Mike New, PE, Public Services Director 
 
RECOMMENDED ACTION: Authorize the City Manager to execute an agreement with the Florida 
Municipal Power Agency to incur up to an additional $250,000 (for a total of $500,000) in costs and expenses 
related to Duke Energy Florida, Inc. (formerly Progress Energy Florida) as its agent in settlement discussions 
with Duke Energy Florida related to the containment building delamination and ongoing outage at Crystal 
River Unit 3.  
 
 

Summary 
 

The City of Alachua owns a fractional portion (0.0079%) of energy entitlements from Duke Energy Florida’s 
(DEF) (formerly Progress Energy Florida) Crystal River Unit 3 (CR3) nuclear power generating station. The 
City acquired the entitlement in the mid-1970s. It receives power from the power generating facility via 
Florida’s transmission grid and pays an allocated share of operating, maintenance, capital, and retirement 
costs. 
 
In 2009 PEF scheduled an outage at CR3 to replace the steam generator as part of a project to uprate the 
facility to yield greater energy output. The project required PEF to cut a hole in the unit’s concrete containment 
building. This was a very complex project, but one that had been successfully undertaken by other nuclear 
reactor units previously. During the project, portions of the concrete containment building delaminated (split 
apart) resulting in an extended outage event. PEF engineered a repair and implemented it. The repair was 
successful; however, more concrete delamination occurred in other parts of the concrete containment building, 
further delaying the unit’s return to service. 
 
In February, 2013, DEF decided that it would retire CR3 due to uncertainty regarding the viability of repairing 
the damaged containment building.  
 
In June, 2012, the City entered into a Tolling Agreement with PEF regarding settlement discussions related to 
the containment building damage. The tolling agreement suspends the time in which the City must provide 
notice to DEF of its intent to file a claim against DEF related to the outage event. The tolling agreement was 
entered jointly with other municipal owners of CR3 by the Florida Municipal Power Agency (FMPA). 
 
In November, 2012, the City entered into an agreement with FMPA to act as the City’s agent during settlement 
discussions with PEF. A copy of the agreement is attached. The agreement authorizes FMPA to act on the City’s 
behalf during settlement negotiations for the CR3 outage event and stipulates that the City will pay a fair share 
of FMPA’s costs incurred in the settlement discussions.  The agreement caps the total legal expenses that can 



 

 

be incurred by FMPA associated with this agreement at $250,000. The City agreed to pay a share (0.96%) of 
the total cost based upon the amount of its energy entitlement at CR3 (Exhibit B). The City’s maximum 
exposure in the agreement is $2,400 ($250,000 times 0.96%). 
 
Paragraph 5 of the agreement requires FMPA to notice the City when the total cost and expenses allocable to 
the Florida Cities equals 80% of the $250,000 cap. FMPA has approached the 80% total cost and expenses 
point and transmitted notice to the City (copy attached). FMPA requests that the City authorize it to incur up to 
an additional $250,000 in costs and expenses for the ongoing settlement efforts. This additional authorization 
for expenses would, if approved, bring the City’s total exposure to $4,800 ($500,000 times 0.96%). 
 
FMPA has full-time legal staff that are extremely knowledgeable of the CR3 entitlement agreements and the 
power generating industry. By entering the agreement, the city owners of CR3 have a collective voice in 
discussing the outage with PEF. Alternatives to entering this agreement with FMPA are for the City to procure 
its own legal team and pursue the item independent of FMPA and the other owner cities or to wait and see 
what PEF does in terms of passing on repair costs to the City. 
 
 
 

 
ATTACHMENTS: 1) November 2013 Settlement Agreement with FMPA; 2) Letter from FMPA providing 
notice that 80% of total expenses is imminent; and 3) Authorization for Increased FMPA Costs and Expense 
Related to the Settlement Negotiations with Duke Energy Florida. 

 
 

REVIEWED BY CITY MANAGER:  
 



















 

 

June 14, 2013 

 

Via Email 

Re: Increased FMPA Costs and Expenses for Crystal River Unit 3 Negotiations 

 
Mr. Mike New 
City of Alachua 
15001 NW 140th Street 
Alachua, FL  32615 
 

Dear Mike: 

As you know FMPA has been negotiating with Duke Energy Florida, Inc. (“Duke”) on behalf of 
the Crystal River Unit 3 (“CR3”) joint owners and Duke municipal wholesale customers 
(collectively the “Florida Cities”1) regarding the failed CR3 steam generator replacement project, 
the resulting extensive containment building delamination, extended outage, and forced 
retirement of the plant.  As we have previously discussed, there are numerous complicated legal 
and technical issues involved in this matter. Despite this, the negotiations are continuing and I 
believe there is a possibility that FMPA may be able to settle some or all of the Florida Cities’ 
potential claims against Duke. 

FMPA has entered into agreements with each of the Florida Cities, by which each has designated 
FMPA as its agent for purposes of these settlement negotiations (the “Agency Agreement”).  
Pursuant to the Agency Agreement, FMPA’s total costs and expenses relating to the CR3 
negotiations are not to exceed $250,000 without advance written consent of the Florida Cities, 
and FMPA is required to provide notice when actual costs and expenses reach 80% of $250,000 
(i.e. $200,000). 

 

                                                           
1 The Florida Cities are: City of Alachua; City of Bartow; City of Bushnell; City of Chattahoochee; 
Gainesville Regional Utilities; Town of Havana; City of Homestead; Kissimmee Utility Authority; City 
of Leesburg; City of Mount Dora; City of Newberry; Utilities Commission, City of New Smyrna Beach; 
City of Ocala; Orlando Utilities Commission; City of Quincy; City of Williston; and FMPA All-
Requirements Power Supply Project. 
 



The purpose of this letter is to: (1) notify you that FMPA has, to date, incurred $190,042.662 (i.e. 
approximately 76% of the $250,000 limit) in CR3 settlement negotiation related costs, and (2) 
request written authority to incur up to an additional $250,000 in costs for our ongoing 
settlement efforts, upon the condition that FMPA (a) not exceed the additional $250,000 without 
the Florida Cities’ consent and (b) will provide the Florida Cities with notice when FMPA 
reasonably believes that it has incurred costs equal to 80% of that amount. 

If you agree to the additional $250,000 spending authority, subject to the conditions listed in the 
preceding paragraph, please execute and return the authorization form included with this letter to 
FMPA. 

Also Included with this letter is a copy of Exhibit B of the Agency Agreement, which indicates 
each of the Florida Cities’ proportional cost responsibility. 

Very truly yours, 

 

Nicholas P. Guarriello 
General Manager and CEO 

Enclosures (2) 

                                                           
2 The Florida Cities have paid a total of $158,570.73 to date.  On June 11, FMPA issued invoices for an 
additional $31,471.93 of incurred costs, resulting in a total of $190,042.66. 



 

 

Authorization for Increased FMPA Costs and Expense 

 

Alachua authorizes FMPA to incur up to an additional $250,000 (for a total of $500,000) in costs 
and expenses related to negotiations with Duke Energy Florida, Inc. (formerly Progress Energy 
Florida, Inc.) regarding the Crystal River 3 Plant steam generator replacement project, the 
resulting extensive containment building delamination, extended outage, and forced retirement of 
the Crystal River 3 Plant.  FMPA’s costs and expenses shall not exceed the additional $250,000 
without Alachua’s, and the other the Florida Cities’, advance written consent.  FMPA shall 
provide Alachua and the other Florida Cities with notice when FMPA reasonably believes that it 
has incurred costs and expenses equal to 80% of the additional $250,000. FMPA’s incurrence of 
such costs and expenses, and Alachua’s obligation to reimburse FMPA for its proportionate 
share of such costs and expenses is subject to the Agency Agreement between FMPA and 
Alachua. Capitalized terms used in this authorization have the meaning given to them in the 
Agency Agreement.  

 
 
Alachua 

 
 

by __________________________________ 
 
 __________________________________ 
          (please print name) 
 
its __________________________________ 
 
Date: __________ 
 
 
 
FLORIDA MUNICIPAL POWER AGENCY 

 

 
Nicholas P. Guarriello 
its General Manager and CEO 
 
 
Date: June 14, 2013 
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