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November 3, 1998 

Ms. Blanca S. Bayo, Director 
Division of Records and Reporting 
Florida Public Service Commission 
2540 Shumard Oak Boulevard 
Tallahassee FL 32399-()870 

Dear Ms. Bayo: 

RE: Docket No. 980007-EI 

ORIGINAL 

GULF A 
POWER 

Enclosed are an original and ten copies of the Prehearlng Statement of Gulf 
Power Company. 

Also enclosed Is a 3.5 lnchl double sided, high density diskette containing the 
Statement In WordPerfect for Windows 6.1 format as prepared on a Windows NT 
based computer. 

Sincerely, 

Enclosure 

® T'$< ... ) cc: 
LEC -J-1_ 

Beggs and Lane 
Jeffrey A. Stone, Esquire 
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ORIGINAL 
BEFORE Tim FLORIDA PUBLIC SERVICE COMMISSION 

IN RE: Environmental Cost Recovery ) 
Clause ) Docket No. 980007-EI 

Date Filed: Nov. 4, 1998 ) 
) _____________________ ) 

PBEHEARING STATEMENT OF GULF POWER COMPANY 

Gulf Power Company, ("Gulf Power", "Gulf', or "the Company'}, by and through its 

undersigned attorneys, and pursuant to Rule 25-22.038(3), Florida Administrative Code, files this 

preheating statement, saying: 

A. APPEARANCES: 

JEFFREY A. STONE, Esquin:, and RUSSELL A. BADDERS, 
Esquire, of Beggs & Lane, 700 Blount Building, 3 West Garden 
Street, P.O. Box 12950, PCJU&COia, FL 32576-2950 
On bcbalfofOulfPowerComoonv. 

B. WITNESSES: All witnesses known at this time, who may be called by Gulf Power 

Company, along with the subject rr.attcr and issue numbers which will be covered by the witness' 

testimony, are as follows: 

Witness 
CDireet> 

I . J. 0. Vick 
(Gulf) 

2. S. D. Cranmer 
(Gulf) 

Subject Matter 

Environmental compliance I, 2, 7, 7A, 9, 98, 9D, 9E 
octivitics (True-up and 
Proj~ons) 

Environmental compliance I, 2, 3, 4, 5, 6, 7, 7 A, 9A. 9C, 
cost recovery calculations 9E 
(True-up and Projections) 

DOCUMENT NUMBER -DATE 

I 2 3 6 8 NOV -4 g: 
fPSC-RECOROSIREPORilNG 



C. EXHIBITS: 

Exhibit Number Witness Description 

(JOV-1 ) 

(SOC- I) 

Vick DEP Rule 62-4.246 

Cranmer Scbedules 42-1 P through 42-7P ( 1/99-12/99); 42-1 E 
through 42-8E ( I 0197-9198 and I 0198- I 2/98) 

D. STATEMENT OF BASIC POSWON 

Gu!fPowtr ComoiDy't Stltcmmt ofBulc Positiog; 

It is the basic position of Gulf Power Company that the proposed environmental cost 
recovery factors present the best estimate of Gulfs environmental compliD.Ilce costs recoverable 
through the environmental cost recovery clause for the period Jam&a.y 1999 through December 
1999 including the true-up calculations and other adjustments allowed by the Commission. 

E. STATEMENT OF ISSUES AND PQSWONS 

Generic Environmental Coat Recovery l gun 

ISSUE 1: 

GULF; 

What arc the estimated environmental cost recvvery true-up amounts for tile 
period October, 1997, through ~ber. 1 998? (For Florida Power & Llg/11 
Company and Gulf Power Company only) 

For the period October 1997 through September 1998, an over-recovery of 
$I ,366,965 is currently estimated. However, as approved by the Commission in 
Order No. PSC-98-1 224-FOF-EI, an estimated over-recovery of$ I 05,224 is 
already being refunded in tho period October I 998 through December 1998. The 
difference between these two amounts, $1,261,741, should be refunded in the 
period January 1999 through December 1999. 

For the period October 1998 throua,b December I 998, an over-recovery of 
$2,411,941 is currently estimated. 
(Vick, Cranmer) 
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ISSUE l: What arc the appropriate projected environmental COSt recovery amounts for the 

period January, 1999, through December, 1999? 

GULF: S8,4n,306. (Vick, Cranmer) 

ISSUE 3: What is the appropriate recovery period to collect the total environmental cost 
recovery true·up amounts? 

GULF; January 1999 through December 1999. (Cranmer) 

ISSUE 4: What should be the effective date of the environmental cost recovery factors for 
billing purposes? 

GUJ,F: The factors should be effective beginning with the specified billing cycle and 
thereafter for the period January, 1999 through Ik:ember, 1999. Billing cycles 
may start before J.anuary I, 1999 and the last cycle may be read after December 
31, 1999so that each customer is billed for twelve months regardless of when the 
adjustment factor bcc&mc effective. (Cranmer) 

ISSUE 5: What depreciation rates should be used to develop the depreciation expense 
included in the total environmental cost n:covcry true-up amounts to be collected? 

GUI.F; The depreciation rates used to calculate the depreciation expense should be the 
rntes that are in effect during the period the o.Jiowcd capital investment is in 
smrico. (Cnuuner) 
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ISSUE 6: 

GULF: 

What are the appropriate Environmental Cost Recovery Factors for the period 
January, 1999, through Decembel-, 1999, for each rate group? 

See table below: (Cranmer) 

ENVIRONMENTAL 
RATE COST RECOVERY 
CLASS FACfORS 

_. ' t.ftCwn 

RS,RST 0.097 

OS,OST 0.096 

OSD,OSDT 0.086 

LP,LPT 0.078 

PX, PXT, RTP, SBS 0.072 

OSI,OSU 0.057 

osm 0.076 

OS IV 0.129 

ISSUE 7: Should the Commission require utilities to petition for approval of recovery of 
new projects through the Environmental Cost Recovery Clause at least three 
months prior to the rluc date for projection filing testimony? 

GULF: This issue should be deferred in order to give Staff and the parties an opportunity 
to meet in an lnfonnal workshop setting to discuss the perceived problems that led 
to this issue and any alternative means of nddressing such problems that may be 
feasible. (Vlck, Cranmer) 

ISSUE 7A: Should the Commission set rrunimum filing requirements for util ities upon a 
petition for approval of recovery of new projects through the Environmental Cost 
Recovery Clause? 

GULF: This issue sbouJd be deferred in order to give Staff and the por1ics an ~1ppor1U.'!.lly 

to meet In an infonnol workshop scttlna to dlscusa tho perceived problcmJS that led 
to this issue and any alternative means of addressing such problems that may be 
feasible. (Vick, Cranmer) 
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Compagy - Spes:iOc Eayjn;mmeptal Cost Rgvery llsgn 

Gulf Power Company 

ISSUE 9: Should the Commission approve Gulf Power Company's request for recove.ry of 
costs of the Crist Units 4-7 Ash Pond Diversion Curtains project through the 
Environmental Cost Recovery Clause? 

GULF; Yes. This is a prudent environmental compliance activity resulting from n 
change in permit .requirements since Gulf Power's last rate case and is appropriate 
for recovery through the Environmental Cost Recovery Clause. The proposed 
Diversion Curtains that are to be odded to the Crist Units 4-7 Ash Pond through 
Ibis environmental project/activity are intended to slow the flow of industrial 
wastewater from the Crist Plnnt that is discharged to the r.sh pond. By increasine 
the retention time wastewater spends in the ash pond before release to the cooling 
water discbarge canal, Oulf Power expects to achi.eve more effective precipitation 
of solids. This project is the only practical and cost effective means available to 
decrease the discharge of substances that will be subject to the new lower 
discharge limits that will be imposed in the new NPOES permit that will be issued 
for Plnnt Crist by the Florida Department of Environmental Protection. The 
proposed project is in the budget planning stage at this time. Prior to 
commencement of the project, the Company expects to solicit competitive bids. 
A.ny difference be1ween the budget planning amounts for this project included in 
the projection for the upcoming recovery period and the actual project cost 
resulting from thet bidding process will be addressed in an upcoming true-up 
cycle. (Vick) 

JSSUE 9A; How should the newly proposed environmental costs for the Crist Units 4-7 Ash 
Pond Diversion Curtains project be allocated to the rate classes? 

GULF: nus project should be alloctJed to the rate classes on a 12 CP and 1113 average 
demand basis. (Cranmer) 
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ISSUE 98: Is it appropriate for Oulf Power Company to recover costs for low NOx burner 
tips on Plant Smith Unit I through the Environmental Cost Recovery Clause? 

GULF: Yes. This projoot is substantially the same as a similar project that was approved 
by the Commission for Crist Units 4 and 5 in Order No. PSC-98-0803-FOF-:EJ 
issued June 9, 1998. 

The Clean Air Act Amendments of 1990 (CAAA) imposed stricter environmental 
standards on electric utility power plants, including new NOx emission 
specifications whicb wiU become effective in the yenr 2000 under Title IV Acid 
Rain Phase n of the CAAA. Specifically, Gulf Po\'.'et' 1nUS1 comply with Phase 11 
Low NOx rules and regulations under 40 CFR Part 72, 40 CFR Pan 76, and Rule 
62-214.420(3), Florida Administrallve Code. The installation of low NOx btll":lCr 
tips on Smith Unit I is the most cost-effective way in which to achieve 
compliance with the new standards. Low NOx burner tips arc primarily a low cost 
option for small boilers. The burner tips have a low installation cost as compared 
to other available compliance technologies such as full low NOx burners and 
selective eaiAiytic reduction. The project to upgrade Smith Unit I to incorporate 
low NOx burner tips is an operation and maintenance item wbicb includes both 
material and labor costs. The low NOx burner tips will be installed on Smith Unit 
1 during the Fall 1999 boiJer outage. 

ln order to recover environmental compliance costs through the ECRC, a 
proposed project must meet the specific criteria listed in Order No. 
PSC-94-0044-FOF-EJ. The three components are as follows: ( I) such costs were 
pruden1ly incurred after ApriJ 13, 1993; (2) the activity is legally required to 
comply with a govemment;llly imposed environmental regulation enacted, became 
effective, or whose effect was triggered after the Company's last test year upon 
which rates arc besed, and (3) such costs are not recovered through some other 
cost recovery mechanism or thr .)Ush base rates. The first threshold Is met because 
the upgrades to incorpornto low NOx burner tips are being performed during a 
boiler outage in 1999, therefore, the costs for this project will be incurred after 
ApriJ 13, 1993. The second component of the criteria for recovery is also met 
because the project is the most cost-effective approach for compliance with Phase 
0 of the CAM. wbose effect was triggered after the Company's last test year 
upon which rates arc based. Finally, the third component of the criterion for 
recovery is met because the expenses for the upgrade to low NOx burner tips arc 
n.ot ~ered through any other cost recovery mechanism or through base rates. 
(Vick) 
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ISSUE 9C: How sbou.ld environ.menlal costs for the low NOx burner tips on PlMt Smith Unit 
1 be allocated to the rate classes? 

GULF; This project should be allocated to the rate classes on an energy basis. (Crunmer} 

ISSUE 9D: Is it appropriate for Gulf Power Company to recover costs for the purchase of M 
additional mobile groundwater trearment system through the Environmental Cost 
Recovery Clause? 

GULF; Yes. The additional mobile aroundwatct treatrne~ati)'Stem that Gulf purchased in 
the last quarter of 1997 bas been placed in-service as part ofOulfPower's 
approved Oroundwa&er Monitoring environmeota.l compliance acthity. Thi~ 
activity isiWOCiated with the monitoring and remediation of groundwater at 
numerous substation sites. The Groundwater Monitoring environmental activity 
was approved for cost recovery throu&fl the Environmental Cost Recovery Clause 
in Order No. PSC-94-0044-FOF-EI which was issued in response to Gulf Power's 
initial petition aeek.lna to cssablisb the recovery clause for environmental 
compliaocc costs. The activity, as originally approved, involved Gulf Power's 
lease of a mobile groundwater treatment system for use at the Company's Lynn 
Haven substation site. GuJrs subsequent pun:hue of the first mobile 
groundwa&er tR:atment system was addressed in OulfPowcr's projection filing for 
the October 1995 through Scpccmber 1996 recovery period which was reviewed 
by the Commiuion and approved in Order No. PSC-95-1 OS 1-FOF-El. The 
original mobile grouodwaier tn:atmcnt system is still in-service at the Lynn Haven 
substation site. T'be second mobile groundwater treatment system that is the 
subject of this issue was pun:bascd in part because the first system is still in­
service and also because arcater treatment c:apecity Is needed for other sites. This 
sec:ond trailer is cum:ntly in-service at the Company's Fort Walton Beach 
substation site. Tbe costs ~iated with the new mobile sroundwuter treatment 
system have been prudently incurn:d after April I 3, 1993 in order to comply with 
governmentally imposed environmental rcquircmenta that have became effective 
after the Company' a last test year upon which ita ba.se rates were established. 
These costs arc not recovered through some other cost recovery mechanism or 
thtou&fl base rates and are therefore appropriate for recovery through the 
Environmental Cost Recovery Clause. (Vick) 
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ISSUI9E: What adjustment, if any, should be made to the .EnviroMl~ntal Cost Recovery 
Clause to n:Oect an amoWtt which may be in base rates for the costs of the 
underground fuel storage tanks wbieb have been replaeed by above ground fuel 
storage tanks as reported in Audit Disclosure No. I of the Florida Public Service 
Commiulon's Environmental Cost Recovery Clause Audit Repon for the Period 
Ended September 30, 1997? 

GUl,F; No adjustm~t. should be made to the Environmental Cost R~very Clause. The 
Underground F~l Tank Replacement Project (PE. 4397) was approved in Order 
No. PSC-94-0044-POF-EI as a project that is in rcsoonse to new environmental 
n:gulations and that was not considered in Oult' s last rate case. The underground 
fuel tanks were rc:tircd prior to the end of their uscl\d coonomic life due to \.be 
mon: strict dictates of new environmental regulations. Consistent with standald 
utility group accounting practices, the rate base recovered through base rates has 
not been reduced a a result of this premature retirement of underground storage 
tanks that wae, but for the new environmental regulations, still viable for fuel 
storage. Therefore, the en tin: cost of the new above ground storage tanks 
reptesents the increased cost to Gulf Power resulting from the new environmental 
requirements that became effective since the last rate ease. The carrying cost for 
this new investment is not CUl'm)t)y being recovefi'Cd through any other cost 
n:covery mechanism or through base rates and is therefon: appropriate for 
n:eovery through tho Environmental Cost R~very Clouse. (VIck. Cranmer) 

F. STIPULATED ISSUES 

GULF; Yet to be determined. Oulfis willing to stipulate that the testimony of alJ 
witnesses whom no one wishes to cross examine be inserted into the n:eord as 
though read, cross examinAtion be waived, and the witnesS's attendance at the 
hearing be excused. 

0 . PENDING MOTIONS; 

GULF; NONE. 
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H. OTiiER MAITERS: 

GULF; To the best koowfedgc of counsel, Gulf has complied, or is able to comply, with 
all requimnents set forth in the Ctrders on procedure and/or the Commission rules 
governing this prebearing statement If other issues are raised for determination at 
the hearings set for November 23·25, I 998, Gulf n!SpCCtfuJJy requests nn 
opportunity to submlt additiooal statements of position and, if occcswy, file 
additional testimony. 

Dated this 3rd day of November, 1998. 
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Respectfully submitted, 

~61¥'-
JEFFREV A. STONE 
Florida Bar No. 325953 
RUSSELL A. BADDERS 
Florida Bar No. 007455 
Betp&Lue 
P. 0. Box 12950 
(700 Blount Building) 
Pensacola, FL 32576-2950 
(850) 432-2451 
Attorneys for Gulf Power CompJIDy 



• 

BEFORE THE FLORIDA PUBUC SERVICE COMMISSION 

In re: Environmental Cost Recovery ) 
Clause ) Docket No. 980007·EI ______________________) 

Certificate of Service 

I HEREBY CERTIFY that a copy of the foregoing has been tvmlshed 
this 3d day of November 1998 by U.S. Mall or hand delivery to the following: 

Leslie J . Paugh, Esquire 
Staff Counsel 
FL Public Service Commission 
2540 Shumard Oak Boulevard 
Tallahassee FL 32399-o883 

Matthew M. Childs, Esquire 
Steel, Hector & Davis 
215 South Monroe, Suite 601 
Tallahassee FL 32301·1804 

John Roger Howe, Esquire 
Office of Public Counsel 
c/o The Flonda Leglslature 
111 W. Madison St, Room 812 
Tallahassee FL 32399-1400 

ILea L. Will's, Esquire 
Ausley & McMullen 
P. 0 . Box 391 
Tallahassee FL 32302 

Joseph A. McGlothlin, Esquire 
McWhirter, Reeves, McGlothlin, 
Davidson, Rlef & Bakas, P.A. 

117 S. Gadsden Street 
Tallahassee FL 32301 

John W. McWhirter, Esquire 
McWhirter, Reeves, McGlothlin, 
Davidson, Rlef & Bakas, P.A. 

P. 0 . Box 3350 
Tampa FL 33601·3350 

Suzanne Brownless, Esquire 
Miller & Browntess, P .A. 
1311·B Paul Russell Road 
Suite 201 
Tallahassee FL 32301 

Ms. Gall Kamaras 
LEAF 
1116 N. Gadsden Street 
Tallahassee FL 32303-6327 

JEFFREY A. STONE 
Aorlda Bar No. 325953 
RUSSELL A. BADDERS 
Florida Bar No. 0007456 
Beggs& Lane 
P. 0 . Box 12960 
Pensacola FL 32076 
850 432·2<451 
Attorneys for Gulf Power Company 
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