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GULF POWER COMPANY

TEN-YEAR SITE PLAN

Executive Summary

The Gulf Power Company (Gulf) 2014 Ten-Year Site Plan is filed with the
Florida Public Service Commission (FPSC) in accordance with the requirements
of Chapter 186.801, Florida Statutes, as revised by the Legislature in 1995. The
revision designated the FPSC as the state agency responsible for the oversight
of the Ten-Year Site Plan (TYSP). Gulf's 2014 TYSP is being filed in compliance
with the applicable FPSC rules.

Included in Gulf’'s 2014 TYSP is the documentation of assumptions used
for Gulf's load forecast, fuel forecasts, the planning processes, existing
resources, and future capacity needs and resources. The resource planning
process utilized by Gulf to determine its future capacity needs is coordinated
within the Southern electric system Integrated Resource Planning (SES IRP)
process. Gulf participates in the IRP process along with other Southern electric
system retail operating companies, Alabama Power Company, Georgia Power
Company, and Mississippi Power Company, (collectively, the “Southern electric
system” or SES), and it shares in a number of benefits gained from planning in
conjunction with a large system such as the SES. These benefits include the
economic sharing of SES generating reserves, the ability to install large, efficient
generating units, and reduced requirements for operating reserves.

The capacity resource needs set forth in the SES IRP are driven by the

demand forecast that includes the load reduction effects of projected demand-
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side measures that are embedded into the forecast prior to entering the
generation mix process. The generation mix process uses Strategist® (which
utilizes PROVIEW™) to screen the available technologies in order to produce a
listing of preferred capacity resources from which to select the most cost-
effective plan for the system. The resulting SES resource needs are then
allocated among the operating companies based on reserve requirements, and
each company then determines the resources that will best meet its capacity and
reliability needs.

During the 2014 TYSP cycle, Gulf's two purchased power agreements
(PPAs) that currently supply 494 megawatts (MW) of peaking power from two
existing regional market facilities will be available to serve its customers until
their expiration on May 31, 2014. Following the expiration of the peaking PPAs,
Gulf's 885 MW PPA with Shell Energy North America (Shell PPA) will provide
capacity and energy to serve customers from an existing gas-fired combined
cycle generating unit located in Alabama. This PPA resource has been utilized
by Gulf to serve its customers on a non-firm basis since November 2009, and it
is scheduled to meet Gulf’s firm capacity requirements beginning in June 2014.

As early as 2015, Gulf's existing coal-fired generation must comply with
specific emission limits contained in the Environmental Protection Agency’s
(EPA) Mercury and Air Toxics Standards (MATS) rule. As discussed in its 2013
TYSP, Gulf has finalized its MATS compliance plans for Plant Crist and Plant
Daniel, but its MATS compliance plans for Plant Smith have not been finalized.
Once the Company determines the most cost-effective overall compliance

options for Plant Smith, Gulf will submit revisions to its environmental
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Compliance Program for the Commission’s review. The final plans for MATS
compliance could include land and water improvements necessary to meet
regulatory requirements.

Evaluation of various options for Plant Scholz to comply with MATS and
future environmental regulations indicates that significant investments in capital
equipment will be required to meet those environmental rule requirements.
Because it has been determined that the required compliance expenditures for
Plant Scholz cannot be justified, Gulf announced on March 22, 2013 the planned
closure of Plant Scholz. Therefore, after many years of valuable service to Gulf's
customers, Plant Scholz will be retired in April 2015.

Until the impacts of MATS and all currently proposed EPA land and water
regulations on the future coal-fired operations at Plant Smith are more fully
evaluated and compliance plans for this plant are finalized, Gulf will assume that
the coal-fired units at Smith will be available to operate on coal throughout the
2014-2023 planning cycle. Gulf will update its environmental Compliance
Program and submit its finalized plans for Plant Smith to the FPSC once the
most cost-effective compliance options for this plant have been determined.

The Shell PPA capacity combined with Gulf's diverse fleet of existing coal,
natural gas, oil, and renewable generating units that are shown on Schedule 1 of
this TYSP will enable Gulf to meet its reserve margin requirements during the
2014-2023 planning cycle until June 2023 when new capacity will be needed.
Because Gulf's peak demand and energy loads are forecasted to be lower during
the 2014-2023 planning cycle than the loads discussed in Gulf's previous TYSP,

Gulf’'s next planned resource type needed in 2023 has changed from combined
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cycle (CC) capacity to a requirement for combustion turbine capacity (CT). The
SES IRP indicates that Gulf will need to add this peaking capacity by June 2023

following the expiration of the 885 MW Shell PPA in May 2023.
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CHAPTER |

DESCRIPTION OF EXISTING FACILITIES
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DESCRIPTION OF EXISTING FACILITIES

Gulf owns and operates generating facilities at five sites in Northwest
Florida (Plants Crist, Smith, Scholz, Pea Ridge, and Perdido). Gulf also owns a
50% undivided ownership interest in Unit 1 and Unit 2 at Mississippi Power
Company’s Daniel Electric Generating Facility. Gulf has a 25% ownership in Unit
3 at Georgia Power Company's Scherer Electric Generating Facility which is
completely dedicated to wholesale power sales contracts. This fleet of
generating units consists of eleven fossil steam units, one combined cycle unit,
four combustion turbines, and two internal combustion engine units fueled by
landfill gas. Schedule 1 shows 924 MW of steam generation located at the Crist
Electric Generating Facility near Pensacola, Florida. The Lansing Smith Electric
Generating Facility near Panama City, Florida, includes 357 MW of steam
generation, 556 MW (summer rating) of combined cycle generation, and 32 MW
(summer rating) of combustion turbine facilities. The Scholz Electric Generating
Facility, near Sneads, Florida, consists of 92 MW of steam generation. Gulf's
Pea Ridge Facility, in Pace, Florida, consists of three combustion turbines
associated with an existing customer’s cogeneration facility, which adds 12 MW
(summer rating) to Gulf’s existing capacity. The Perdido Landfill Gas-to-Energy
Facility in Escambia County, Florida provides 3 MW from two internal combustion
generating units.

Including Gulf’'s ownership interest in the Daniel fossil steam Units 1 and 2

and the Scherer fossil steam Unit 3, Schedule 1, as of December 31, 2013,
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shows Gulf’s total net summer generating capability to be 2,704 MW and its total
net winter generating capability to be 2,743 MW.

The existing Gulf system in Northwest Florida, including major generating
plants, substations, and transmission lines, are shown on the system map on
page 9 of this TYSP. Data related to Gulf’'s existing generating facilities is

presented on Schedule 1 of this TYSP.
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CHAPTER I

FORECAST OF ELECTRIC POWER DEMAND AND
ENERGY CONSUMPTION
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GULF POWER COMPANY
FORECASTING METHODOLOGY
OVERVIEW

Gulf views the forecasting effort as a dynamic process requiring ongoing
activities to yield results that allow informed planning and decision-making. The total
forecast is an integration of different techniques and methodologies, each applied to
the task for which it is best suited. Many of the techniques take advantage of the
extensive data made available through the Company's customer service efforts,
which are predicated on the philosophy of knowing and understanding the needs,
perceptions and motivations of our customers and actively promoting wise and
efficient uses of energy which satisfy customer needs. Gulf has been a pacesetter in
the energy efficiency market since the development and implementation of the
GoodCents Home program in the mid-70’s. This program brought customer
awareness, understanding and expectations regarding energy efficient construction
standards in Northwest Florida to levels unmatched elsewhere.

The Forecasting section of Gulf’'s Accounting, Finance, and Treasury
Department is responsible for preparing forecasts of customers, energy and peak
demand. A description of the assumptions and methods used in the development of

these forecasts follows.

10
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ASSUMPTIONS

A. ECONOMIC OUTLOOK

The economic assumptions used to develop Gulf’'s forecast of customers,
energy sales and peak demand for this Ten Year Site Plan were derived from the
May 2013 economic projection provided by Moody’'s Analytics. This economic
projection incorporates the national recession which started in December 2007 and
officially ended in June 2009.

The May 2013 economic projection assumed the Federal Reserve would
continue to keep interest rates low through early 2015. U.S. real GDP was expected
to grow 3.4% in 2014 and 4.2% in 2015. Total U.S. employment was projected to
benefit from continued recovery in housing markets and would return to pre-

recession levels by the latter half of 2014.

B. NORTHWEST FLORIDA ECONOMIC OUTLOOK

Gulf's retail service area is generally represented by three Metropolitan
Statistical Areas (MSAs): Pensacola-Ferry Pass-Brent, Crestview-Fort Walton
Beach-Destin, and Panama City-Lynn Haven-Panama City Beach. The Northwest
Florida economy, by comparison to the national economy, was impacted by the
recession before the nation-wide downturn and beyond the official end date of the
national recession. A number of economic indicators for Gulf's service area, namely
income, employment, housing starts, and population, were in decline at the end of
2006 or beginning of 2007 and either continued to decline or remained weak through
2013. However, Moody'’s projects that the economy in our service area will continue

to recover through 2014, with a return to pre-recession levels by the end of 2015.

11
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Northwest Florida’s real disposable personal income increased 1.1% in 2013,
significantly below the pre-recession average annual growth rate of 4.6%. Real
disposable personal income was projected to grow over the next five years at an
average annual rate of 3.8%. The region’s employment, which had a pre-recession
average annual growth rate of 3.4%, bottomed out in 2010 and remained weak
through 2013. Employment was projected to grow at an average annual rate of 2.6%
over the next five years. Single family housing starts were approximately 2,800 in
2013, which is a little more than half of the average level experienced prior to the
recession and pre-recession housing boom. Housing starts were projected to return
to more normal levels by 2015. Population growth in Northwest Florida was 1.3%
before the recession, was nearly flat at 0.7% since 2006 through 2013, and was
projected to return to normal growth rates by 2015, growing at an average annual
rate of 1.6% for the next five years. Over the long-run, Northwest Florida growth was
projected to decelerate after recovery from the recession to an average annual rate
of 1.9% for income and 1.6% for employment.

Gulf's projections incorporate electric price assumptions derived from the 2014
Gulf Power Official Long-Range Forecast. Fuel price projections for gas and oil are
developed by Southern Company Services (SCS) Fuel Procurement staff with input
from outside consultants. The following tables provide a 5-year summary of

assumptions associated with Gulf’s forecast:

12
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TABLE 1
NATIONAL ECONOMIC SUMMARY
AVERAGE ANNUAL GROWTH RATES
(2013-2018)
GDP Growth 3.1 %

Interest Rate 54 %
(30 Year AAA Bonds)

Inflation 2.4 %

TABLE 2

AREA DEMOGRAPHIC SUMMARY
(2013-2018)

Population Gain 68,680

Average Annual
Net Migration 10,690

Average Annual
Population Growth 1.6 %

Average Annual
Labor Force Growth 2.4 %

13
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CUSTOMER FORECAST

A. RESIDENTIAL, COMMERCIAL, AND INDUSTRIAL CUSTOMER

FORECAST

The short-term forecasts of residential, commercial and industrial non-
lighting customers were based primarily on projections prepared by Gulf’s field
Marketing Managers with the assistance of their field employees. These
projections reflect recent historical trends in net customer gains as well as
anticipated effects of changes in the local economy, the real estate market,
planned construction projects, and factors affecting population such as military
personnel movements and changes in local industrial production. After collecting
initial input from field managers, forecasters reviewed the one-year-out customer
projections by rate schedule, checking for consistency with historical trends,
consistency with economic outlooks, and consistency across the three MSAs in
Gulf's service area. Forecasters then supplied field managers with draft second-
year-out customer projections based on number of households from Moody’s
Analytics, which the field managers reviewed and modified as necessary. Gulf
utilized growth in the number of households to extend the short-term residential
forecast of customers to the long-term horizon. Beyond the short-term period,
commercial customers were forecast as a function of residential customers,
reflecting the growth of commercial services to meet the needs of new residents.
Long-term projections of industrial customers are based on input from Gulf’s field

Marketing Managers.

14
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B. OUTDOOR LIGHTING CUSTOMER FORECAST

Gulf projected the number of outdoor lighting customers by rate and class
based on historical growth rates and input from Gulf's lighting team to gain insight

into future trends.

ENERGY SALES FORECAST

A. RESIDENTIAL SALES FORECAST

The short-term non-lighting residential energy sales forecast was
developed utilizing a multiple linear regression analysis. Monthly class energy
use per customer per billing day was estimated based on historical data, normal
weather, real disposable income per household, and projected price of electricity.
The model output was then multiplied by the projected number of non-lighting
residential customers and projected billing days by month to expand to the total
residential class.

Long-term projections of residential sales were developed utilizing the
Residential End-Use Energy Planning System (REEPS) model, an electric utility
end-use forecasting tool. REEPS forecasts end-use or appliance-specific
residential energy demand using a variety of demographic, housing, economic,
energy, and weather information. Gulf utilized growth rates from the REEPS
projection to extend the short-term residential sales forecast to the long-term
horizon.

The residential sales forecast was adjusted to reflect the expected impacts
of conservation programs approved in Gulf's most recent DSM plan. Additional

information on the residential conservation programs and program features are

15
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provided in the Conservation Programs section of this document. The residential

sales forecast was also adjusted to reflect the anticipated impact of the

introduction of electric vehicles to the market.

B. COMMERCIAL SALES FORECAST

The short-term non-lighting commercial energy sales forecast was also
developed utilizing multiple linear regression analyses. Monthly energy use per
customer per billing day for small commercial customers (rates GS and Flat-GS)
was estimated based on historical data, normal weather, non-manufacturing
employment, and projected price of electricity. Similarly, monthly energy use per
customer per billing day for large commercial customers (all other commercial
rates) was estimated based on historical data, normal weather, non-
manufacturing employment, and projected price of electricity. These regression
model outputs were then multiplied by the projected number of small and large
commercial customers, respectively, and projected billing days by month, then
summed to the total commercial class.

Long-term projections of commercial sales were developed utilizing the
Commercial End-Use Planning System (COMMEND) model, an electric utility
end-use forecasting tool that provides a conceptual framework for organizing
commercial market building-type and end-use information. Gulf utilized growth
rates from the COMMEND projection to extend the short-term commercial sales
forecast to the long-term horizon.

The commercial sales forecast was adjusted to reflect the expected

impacts of conservation programs approved in Gulf's most recent DSM plan.

16
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Additional information on the commercial conservation programs and program

features are provided in the Conservation Programs section of this document.

C. INDUSTRIAL SALES FORECAST

The short-term non-lighting industrial energy sales forecast was developed
using a combination of on-site surveys of major industrial customers and historical
average consumption per customer per billing day. Gulf's largest industrial
customers were interviewed by Gulf's industrial account representatives to identify
expected load changes due to equipment additions, replacements, or changes in
operating schedules and characteristics. The short-term forecast of monthly sales
to these major industrial customers was a synthesis of the detailed survey
information and historical monthly to annual energy ratios. The forecast of sales
to the remaining smaller industrial customers was developed by rate schedule
and month using historical averages. The resulting estimates of energy
purchases per customer per billing day were multiplied by the expected number of
small industrial customers and projected billing days by month to expand to the
rate level totals. The sum of the energy sales forecast for the major industrial
customers and the remaining smaller industrial customers resulted in the total
industrial energy sales forecast. Long-term projections of industrial sales were

developed using historical averages.

D. OUTDOOR LIGHTING SALES FORECAST

Outdoor lighting energy forecasts were developed by rate and class using
historical growth rates and input from Gulf’s lighting team to gain insight into

future trends.

17
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E. WHOLESALE ENERGY FORECAST
The forecast of territorial wholesale energy sales was developed utilizing a

multiple linear regression analysis. Monthly wholesale energy purchases per day
were estimated based on historical data, normal weather, and real disposable
income per household. The model output was then multiplied by the projected

number of days by month to expand to the total wholesale energy forecast.

F. COMPANY USE FORECAST

The forecast of company energy use was based on recent historical

averages by month.

PEAK DEMAND FORECAST

The annual system peak demand forecast was prepared using the Hourly
Electric Load Model (HELM), developed by ICF, Incorporated, for EPRI under
Project RP1955-1. HELM inputs include historical load shapes and projections of
net energy for load, which were based on the forecasted energy sales described
previously. HELM spreads the energy projections using the historical load shapes
and the results are hourly system load shapes. The monthly forecasted system
peak demands are the single highest hour of demand for each month. Gulf's
annual system peak demand typically occurs in the month of July.

The resulting monthly system peak demand projections were adjusted to
reflect the anticipated impacts of conservation programs approved in Gulf’s most
recent DSM plan. Additional information on the peak demand impacts of Gulf's

conservation programs are provided in the Conservation Programs section of this

document.

18
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V.

DATA SOURCES

Gulf utilized historical customer, energy and revenue data by rate and
class, and historical hourly load data coupled with weather information from The
National Oceanic and Atmospheric Administration (NOAA) to support the energy
and demand models. Individual customer historical data was utilized in
developing projections for Gulf's largest industrial customers.

Gulf's models also utilized economic projections provided by Moody’s
Analytics, a renowned economic services provider. Moody'’s relies on the Bureau
of Labor Statistics for data on employment, unemployment rate and labor force.
Moody’s obtains personal income data from the Bureau of Economic Analyses.
Moody’s obtains population, households and housing starts information from the

U.S. Census Bureau.

19
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VI.

CONSERVATION PROGRAMS

Gulf's forecast of energy sales and peak demand reflect the continued
impacts of energy efficiency and conservation activities, including the impacts of
programs proposed by Gulf in its most recent DSM plan, which was approved by
the Commission in Order No. PSC-11-0114-PAA-EG on February 11, 2011.
Gulf’'s conservation programs were designed to meet the goals established by the
Commission in Order No. PSC-09-0855-FOF-EG in December of 2009. Following
is a brief description of the currently approved programs and tables indicating the
historical and projected conservation impacts of Gulf’'s ongoing conservation

efforts.

A. RESIDENTIAL CONSERVATION

1. Residential Energy Audit and Education — This program is the

primary educational program to help customers improve the energy
efficiency of their new or existing home through energy conservation
advice and information that encourages the implementation of
efficiency measures and behaviors resulting in energy and utility bill
savings.

2. EnergySelect and EnergySelect LITE - This program is designed to

provide the customer with a means of conveniently and
automatically controlling and monitoring energy purchases in
response to prices that vary during the day and by season in relation
to Gulf's cost of producing or purchasing energy. The EnergySelect

system includes field units utilizing a communication gateway, major

20
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appliance load control relays, and a programmable thermostat, all

operating at the customer's home.

. Community Energy Saver Program - This program is designed to

assist low-income families with escalating energy costs through the
direct installation of conservation measures at no cost to them. The
program will also educate families on energy efficiency techniques
and behavioral changes to help control their energy use and reduce
their utility operating costs.

HVAC Efficiency Improvement Program - This program is designed

to increase energy efficiency and improve HVAC cooling system
performance for new and existing homes through maintenance,
early retirement, upgrades and duct repair.

Landlord/Renter Custom Incentive Program - This program will

promote the installation of various energy efficiency measures
available through other programs including HVAC, insulation,
windows, water heating, lighting, appliances, etc. including
additional incentives as appropriate to overcome the split-incentive
barrier which exists in a landlord/renter situation.

Heat Pump Water Heater Program - This program will provide

incentives directly to the customer for the installation of high-
efficiency Heat Pump Water Heating equipment for domestic hot
water production.

Ceiling Insulation Program - This program will provide incentives to

encourage customers to install or increase high efficiency insulation
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in new or existing residential homes to reduce heat loss and heat
gain from both conductive and convective means.

High Performance Window Program - This program will provide

incentives to install high-efficiency windows or window films in
existing or new residential homes to reduce solar heat gain which, in
turn, leads to reduced HVAC loads and operating costs.

Reflective Roof Program - This program will provide incentives to

promote the installation of ENERGY STAR qualified cool/reflective
roofing products when constructing a new home or replacing the
roof on an existing home to decrease the amount of heat transferred
through roof assemblies and into vented attic spaces which, in turn,
decreases the transfer of heat into the home’s conditioned living

area.

10.Variable Speed/Flow Pool Pump Program - This program will

provide an incentive to encourage the installation of high-efficiency
variable speed or variable flow pool pumping and control equipment
in both new and existing residential homes to reduce the energy,

demand, and costs associated with swimming pool operation.

11. Self-Install Energy Efficiency Program - This program promotes the

purchase and installation of ENERGY STAR rated appliances,
lighting and other self-installed energy saving measures for
residential customers by focusing on increasing customer
awareness of the benefits of energy efficient technologies and

products through customer education, retail partnerships,
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promotional distribution of compact fluorescent light bulbs (CFLS),

on-line store, energy audits and seasonal promotional campaigns.

12.Refrigerator Recycling Program — This program is designed to

increase customer awareness of the economic and environmental
costs associated with running inefficient, older appliances in a
household, and to provide eligible customers with free refrigerator

and freezer pick-up services in addition to a cash incentive.

COMMERCIAL/INDUSTRIAL CONSERVATION

1. Commercial/Industrial (C/l1) Energy Analysis — This is an interactive

program that provides commercial and industrial customers
assistance in identifying energy conservation opportunities. The
program is a prime tool for the Gulf Power Company C/I Energy
Specialists to personally introduce a customer to conservation
measures, including low or no-cost improvements or new electro-

technologies to replace old or inefficient equipment.

. Commercial HVAC Retrocommissioning Program - This program

offers basic retrocommissioning at a reduced cost for qualifying
commercial and industrial customers designed to diagnose the
performance of the HVAC cooling unit(s) with the support of an
independent computerized quality control process and make

improvements to the system to bring it to its full efficiency.

. Commercial Building Efficiency Program - This program is designed

as an umbrella efficiency program for existing commercial and
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industrial customers to increase awareness and customer demand
for high-efficiency, energy-saving equipment; increase availability
and market penetration of energy efficient equipment; and contribute

toward long-term energy savings and peak demand reductions.

. Occupancy Sensor HVAC Control — The purpose of this program is

to promote the installation of occupancy sensors to reduce energy
waste in hotel rooms by providing hotel owners the opportunity to
automatically control temperature settings when the rooms are

unoccupied.

High Efficiency Motor Program — The purpose of this program is to
reduce demand and energy associated with electric motors by
encouraging the replacement of worn out, inefficient motors with
high efficiency motors.

Food Service Efficiency Program — This program encourages the

installation of ENERGY STAR qualified or equivalent energy
efficient commercial and industrial food service equipment to reduce
energy consumption and demand as well as operating costs for the

customer.

. Commercial/Industrial Custom Incentive - This program is designed

to establish the capability and process to offer advanced energy
services and energy efficient end-user equipment (including
comprehensive audits, design, and construction of energy
conservation projects) not offered through other programs to

Commercial or Industrial customers.
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8. Real Time Pricing (RTP) — The objective of this program, available

to large Commercial and Industrial customers of Gulf Power, is to
encourage customers to reduce demand on Gulf's system during
peak times when the marginal cost of generating or purchasing
electricity is at its highest by providing hourly prices on a day-ahead

basis.

C. CONSERVATION RESULTS SUMMARY

The following tables provide estimates of the reductions in peak
demand and net energy for load realized by Gulf's customers as a result

of participation in Gulf's conservation programs.
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2013

2014
2015
2016
2017
2018
2019
2020
2021
2022
2023

2014
2015
2016
2017
2018
2019
2020
2021
2022
2023

HISTORICAL
TOTAL CONSERVATION PROGRAMS
CUMULATIVE ANNUAL REDUCTIONS

AT GENERATOR
SUMMER WINTER
PEAK PEAK
(KW) (KW)
448,184 509,292

NET ENERGY
FOR LOAD
(KWH)

950,573,000

2014 BUDGET FORECAST
TOTAL CONSERVATION PROGRAMS
INCREMENTAL ANNUAL REDUCTIONS

AT GENERATOR
SUMMER WINTER
PEAK PEAK
(KW) (KW)
23,500 21,000
23,500 20,600
21,900 19,100
22,300 20,000
21,600 19,500
20,500 19,000
20,500 19,000
20,500 19,000
20,500 19,000
20,500 19,000

NET ENERGY
FOR LOAD
(KWH)

76,100,000
75,300,000
71,300,000
74,600,000
72,100,000
68,800,000
68,800,000
68,800,000
68,800,000
68,800,000

2014 BUDGET FORECAST
TOTAL CONSERVATION PROGRAMS
CUMULATIVE ANNUAL REDUCTIONS

AT GENERATOR
SUMMER WINTER
PEAK PEAK
(KW) (KW)
471,684 530,292
495,184 550,892
517,084 569,992
539,384 589,992
560,984 609,492
581,484 628,492
601,984 647,492
622,484 666,492
642,984 685,492
663,484 704,492

26

NET ENERGY

FOR LOAD
(KWH)

1,026,673,000
1,101,973,000
1,173,273,000
1,247,873,000
1,319,973,000
1,388,773,000
1,457,573,000
1,526,373,000
1,595,173,000
1,663,973,000
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2013

2014
2015
2016
2017
2018
2019
2020
2021
2022
2023

2014
2015
2016
2017
2018
2019
2020
2021
2022
2023

HISTORICAL
RESIDENTIAL CONSERVATION

AT GENERATOR
SUMMER WINTER
PEAK PEAK
(KW) (KW)
228,504 340,547

2014 BUDGET FORECAST

CUMULATIVE ANNUAL REDUCTIONS

NET ENERGY
FOR LOAD

(KWH)

551,262,000

RESIDENTIAL CONSERVATION

AT GENERATOR
SUMMER WINTER
PEAK PEAK
(KW) (KW)
19,400 19,000
18,900 18,600
17,000 17,000
17,500 17,900
16,700 17,500
16,000 17,100
16,000 17,100
16,000 17,100
16,000 17,100
16,000 17,100

2014 BUDGET FORECAST
RESIDENTIAL CONSERVATION
CUMULATIVE ANNUAL REDUCTIONS

AT GENERATOR
SUMMER WINTER
PEAK PEAK
(KW) (KW)
247,904 359,547
266,804 378,147
283,804 395,147
301,304 413,047
318,004 430,547
334,004 447,647
350,004 464,747
366,004 481,847
382,004 498,947
398,004 516,047

27

INCREMENTAL ANNUAL REDUCTIONS

NET ENERGY
FOR LOAD

(KWH)

65,100,000
63,200,000
58,500,000
61,800,000
59,200,000
56,800,000
56,800,000
56,800,000
56,800,000
56,800,000

NET ENERGY
FOR LOAD

(KWH)

616,362,000
679,562,000
738,062,000
799,862,000
859,062,000
915,862,000
972,662,000

1,029,462,000
1,086,262,000
1,143,062,000



SACE 1st Response to Staff
020777

2013

HISTORICAL
COMMERCIAL/INDUSTRIAL CONSERVATION
CUMULATIVE ANNUAL REDUCTIONS

AT GENERATOR
SUMMER WINTER
PEAK PEAK
(KW) (KW)
219,680 168,745

2014 BUDGET FORECAST

NET ENERGY

FOR LOAD
(KWH)

399,311,000

COMMERCIAL/INDUSTRIAL CONSERVATION
INCREMENTAL ANNUAL REDUCTIONS

2014
2015
2016
2017
2018
2019
2020
2021
2022
2023

AT GENERATOR
SUMMER WINTER
PEAK PEAK
(KW) (KW)
4,100 2,000
4,600 2,000
4,900 2,100
4,800 2,100
4,900 2,000
4,500 1,900
4,500 1,900
4,500 1,900
4,500 1,900
4,500 1,900

2014 BUDGET FORECAST

NET ENERGY

FOR LOAD
(KWH)

11,000,000
12,100,000
12,800,000
12,800,000
12,900,000
12,000,000
12,000,000
12,000,000
12,000,000
12,000,000

COMMERCIAL/INDUSTRIAL CONSERVATION
CUMULATIVE ANNUAL REDUCTIONS

2014
2015
2016
2017
2018
2019
2020
2021
2022
2023

AT GENERATOR
SUMMER WINTER
PEAK PEAK
(KW) (KW)
223,780 170,745
228,380 172,745
233,280 174,845
238,080 176,945
242,980 178,945
247,480 180,845
251,980 182,745
256,480 184,645
260,980 186,545
265,480 188,445

28

NET ENERGY

FOR LOAD
(KWH)

410,311,000
422,411,000
435,211,000
448,011,000
460,911,000
472,911,000
484,911,000
496,911,000
508,911,000
520,911,000
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VII.

SMALL POWER PRODUCTION / RENEWABLE ENERGY

The current forecasts also consider Gulf's active promotion of customer-
sited renewable energy resources. Gulf initiated implementation of four new solar
programs in 2011 in compliance with the Commission’s Order No. PSC-10-0608-
PAA-EG approved in October 2010. The Solar PV program, the Solar Thermal
Water Heating program, the Solar for Schools program and the Solar Thermal
Water Heating for Low Income Housing program are expected to result in demand
and energy reductions that have been incorporated in the conservation estimates
provided elsewhere in this document.

Please refer to the Renewable Resources section of this TYSP for
additional information concerning Gulf's existing renewable resources and its

efforts to promote and develop supply-side renewable energy resources.
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THE INTEGRATED RESOURCE PLANNING PROCESS

As previously mentioned, Gulf participates in the SES IRP process. This
process begins with a determination of the various escalation and inflation rates
that will impact the financial condition of the SES. Experts from within and
outside the SES meet to discuss current and historical economic trends and
conditions, as well as future expected economic conditions which would impact
the SES’s business over the next twenty to twenty-five years. Information
gathered from these discussions acts as a basis for developing the general
inflation and escalation assumptions that will affect fuel costs, construction costs,
labor rates and variable O&M.

In addition to the work on the economic assumptions, there are a number
of activities that are conducted in parallel with one another in the IRP process.
These activities include energy and demand forecasting, fuel price forecasting,
generation technology screening analysis and evaluation, engineering cost
estimation modeling, evaluation of dispatchable and non-dispatchable demand-
side management (DSM) programs, and other planning activities.

The SES operating companies remain active in offering customers various
DSM programs which result in modified consumption patterns. The impact of
such DSM programs on system loads is assessed and included as an input into
the SES IRP process. DSM programs which are identified as cost-effective
alternatives to the supply-side resources are integrated with the supply-side

options to produce a final integrated resource plan. Gulf’'s forecast of energy
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sales and peak demand reflects the continued impacts of its conservation
programs. The DSM programs’ costs and benefits are regularly updated in order
to facilitate cost-effectiveness evaluations against the selected supply-side
technologies from the IRP process.

A number of existing generating units on the SES are also evaluated with
respect to their currently planned retirement dates, as well as the economics and
appropriateness of possible repowering over the planning horizon. These
evaluations are extremely important in order to maximize the benefit of existing
investment from both a capital and an operations and maintenance expense
perspective.

Additionally, the market for potential power purchases is analyzed in order
to determine its cost-effectiveness in comparison to the available supply-side
and demand-side options. Power purchases are evaluated on both a near-term
and long-term basis as a possible means of meeting the system’s demand
requirements. These power purchases can be procured from utility sources as
well as from non-utility generators which utilize conventional or renewable fuels.

The supply side of the IRP process focuses on the SES as a whole, which
has as its planning criterion a 15% reserve margin target for the year 2017 and
beyond. This reserve margin is the optimum economic point at which the system
can meet its energy and demand requirements after accounting for load forecast
error, abnormal weather conditions, and unit forced outage conditions. It also
balances the cost of adding additional generation with the societal cost of not

serving all the energy requirements of the customer.
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Once the above mentioned planning assumptions are determined,
generating unit technologies are screened to determine the most acceptable
candidates, the necessary planning inputs are defined and the generation mix
analysis is initiated. The main optimization tool used in the generation mix
analysis is the Strategist® model. Strategist® employs a generation mix
optimization module named PROVIEW ™. The supply-side technology
candidates are input into Strategist® in specific MW block sizes for selection
over the planning horizon for the entire SES. Although this model uses many
data inputs and assumptions in the process of optimizing system generation
additions, the key assumptions are fuel forecasts, load forecasts, DSM
programs, candidate units, reserve margin requirements, cost of capital, and
escalation rates.

PROVIEW™ uses a dynamic programming technique to develop the
optimum resource mix. This technique allows PROVIEW™ to evaluate many
combinations of generation additions that satisfy the reserve margin constraint
for every year. Annual system operating costs are simulated and are added to
the construction costs required to build each combination of resource additions.
An indicative schedule of least cost resource additions is developed by
evaluating each year sequentially and comparing the results of each
combination. PROVIEW™ produces a number of different combinations over
the planning horizon, evaluating both the capital cost components for unit
additions as well as the operating and maintenance cost of existing and future

supply-side additions. The program produces a report which ranks all of the
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different combinations with respect to the total net present value cost over the
entire twenty-year planning horizon. The leading combinations from the program
are then evaluated for reasonableness and validity. It is important to note that
supply-side additions from the PROVIEW ™ program output are for the entire
SES and are reflective of the various technology candidates selected.

After the SES results are verified, each individual operating company’s
specific needs over the planning horizon are evaluated. Each company is
involved in recommending the type and timing of its unit additions. When all
companies are satisfied with their capacity additions, and the sum of these
additions matches the system need, the system base supply-side plan is
complete. The result is an individual operating company supply plan that fits
within the SES planning criteria.

Finally, a financial analysis of the plan is performed to assess the impact
on the system’s cost. Once the plan has proven to be robust and financially
feasible, it is reviewed with and presented for approval to executive
management.

In summary, the SES IRP process involves a significant amount of
manpower and computer resources in order to produce a truly least-cost,
integrated demand-side and supply-side resource plan. During the entire
process, the SES is continually looking at a broad range of alternatives in order
to meet the SES’s projected demand and energy requirements. The SES
updates its IRP each year to account for the changes in the demand and energy

forecast, as well as the other major assumptions previously mentioned in this
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section. A mix study is again performed to ensure that the IRP is the most
economical and cost-effective plan. The resulting product of the SES IRP
process is an integrated indicative plan which meets the needs of the SES’s

customers in a cost-effective and reliable manner.

TRANSMISSION PLANNING PROCESS

The transmission system is not studied as a part of the IRP process, but it
is studied, nonetheless, for reliability purposes. Commonly, a transmission
system is viewed as a medium used to transport electric power from its
generation source to the point of its conversion to distribution voltages under a
number of system conditions known as contingencies. The results of the IRP
are factored into transmission studies in order to determine the impacts of
various generation site options upon the transmission system. The transmission
system is studied under different contingencies for various load levels to ensure
that the system can operate adequately without exceeding conductor thermal
and system voltage limits.

When the study reveals a potential problem with the transmission system
that warrants the consideration of correction in order to maintain or restore
reliability, a number of possible solutions are identified. These solutions and
their costs are evaluated to determine which is the most cost-effective. Once a
solution is chosen to correct the problem, a capital budget expenditure request is

prepared for executive approval.
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In prior years, Gulf has entered into a series of purchased power
agreements to meet its needs, and it will continue this practice in the future when
economically attractive opportunities are available. In order to ensure that
adequate transmission facilities are in place to handle these purchased power
transactions when Gulf has the need for additional capacity, it has been and will
continue to be Gulf's practice to perform a transmission analysis of viable
purchased power proposals to determine any transmission constraints. Gulf will
formulate a plan, if needed, to resolve any transmission issues in a reasonable,
cost-effective manner prior to proceeding with negotiations for purchased power

agreements.

45



SACE 1st Response to Staff
020797

FUEL PRICE FORECAST PROCESS

FUEL PRICE FORECASTS

Fuel price forecasts are used for a variety of purposes within the SES,
including such diverse uses as long-term generation planning and short-term fuel
budgeting. The SES fuel price forecasting process is designed to support these
various uses.

The delivered price of any fuel consists of a variety of components. The
main components are commodity price and transportation cost. Coal commodity
domestic prices are forecast on either a mine-mouth basis or free on board
(FOB) barge basis, while import coals are forecast on an FOB ship basis at the
port of import. Natural gas prices are forecast at the Henry Hub, Louisiana
benchmark delivery point. Because mine-mouth coal prices vary by source,
sulfur content, and Btu level, SES prepares commodity price forecasts for
fourteen different coal classifications used on the SES. Because natural gas
does not possess the same quality variations as coal, SES prepares a single
commodity price forecast for gas at Henry Hub, and applies a basis differential
between Henry Hub and the various pipelines serving SES plants. Two price
forecasts are developed for oil, based on grade of oil, sulfur, and heat content.

Transportation costs, to be used in the delivered price forecast, are
developed for potential sites when modeling generic unit additions in the IRP
process. Site-specific transportation costs are developed for existing units to

produce delivered price forecasts for both the IRP process and the fuel budget
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process. Similarly, when site-specific unit additions are under consideration, site-

specific transportation costs are developed for each option.

SES GENERIC FUEL FORECAST

SES develops short-term (current year +2) and long-term (year 4 and
beyond) fuel price forecasts for coal, oil, and natural gas which extend through
the Company’'s 10-year planning horizon. The short-term forecasts are
developed by SCS Fuel Services for use in the system’s fuel budgeting process
and marginal pricing dispatch procedures.

The long-term forecasts are developed in the spring of each year for use
in system planning activities. The long-term forecasts are governed by the SCS
Executive Planning Coordination Team (Executive PCT). Charles River &
Associates (CRA) is the modeling vendor used by the system to develop the
long-term forecasts. This process is a collaborative effort between CRA and
members of the cross-functional Planning Coordination Team (PCT) with final
approval from the Executive PCT and/or Southern Company Management
Council.

Fuel market assumptions, developed in collaboration between CRA and
SES, are integrated into CRA’s model to develop forecasted prices used in the
IRP. These prices are developed for existing units and potential green
field/brown field sites for future expansion, and include both commodity and

transportation prices.
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COAL PRICE FORECAST

In 2013, coal production in the United States reached 984 million short
tons, a decrease from the 1.056 billion short tons for 2012. The Central
Appalachian region in the U.S. experienced a 13% decrease in production. The
Interior region (lllinois Basin) of the U.S. recorded a 4% increase in production.
The Western U.S. region (Powder River Basin, Colorado, Utah and Wyoming)
experienced a 3% decline in production.

Over the past few years, global demand for coal has been steadily
increasing, especially in India and China. Asian demand for steam coal remains
robust and is being supplied mainly from Indonesia and Australia. European
demand for coal has been flat and comes from Colombia and the U.S. for
immediate coal supply.

From an overall global market perspective, coal prices decreased from
levels experienced in 2012 due to lower demand. In the U.S., this decrease was
due primarily to relatively lower domestic natural gas prices that contributed to
displacement of coal generation by natural gas-fueled generating units and by
decreased demand for exported coals into Europe.

Central Appalachian and Colombian coal prices have been relatively flat
since the beginning of 2013. As mentioned in the preceding paragraph, this
softness in the market is attributable to the continued downturn in both U.S. and
European coal demand. Other factors placing downward pressure on demand
and therefore pricing for these coals are depletion, environmental, safety, and

permitting issues. In recent years, the production trend from the Central
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Appalachian region has also been decreasing as a result of higher mining cost
and the widespread installation of scrubbers at eastern power stations.

Conversely, the production trend from the lllinois Basin has been steadily
increasing as a result of these same factors. Some Eastern utilities have
switched from Central Appalachian coals to the higher sulfur lllinois Basin coals.
In the longer term, productivity in the Illinois Basin is expected to improve as less
productive mines are replaced by long wall operations.

Historically, Powder River Basin (PRB) regional coal production has grown
at 5 percent per year over sustained periods, but recently production levels have
decreased. Production costs have increased slightly as mining moves from East
to West across the basin and deeper reserves are accessed. Increased
overburden and distance to rail load outs have put upward pressure on costs, but
the economics of surface mining in the region remain favorable, particularly
relative to eastern coal options.

Demand for Western Bituminous coal is expected to remain flat as several
generators in Colorado that currently consume this coal have announced that
they will cease burning coal by 2015. Also, high transportation costs make

Western Bituminous coals delivered to the Southeast less economic.

NATURAL GAS PRICE FORECAST

Gas Daily Henry Hub prices averaged $3.72 in 2013. That was almost a
$1.00 increase over the average of $2.75 for 2012. Supported by cold weather,
gas prices rose in the first quarter from a low of $3.30 average in February to a

high of $3.80 average in March. Entering the second quarter, due to prolonged
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cold weather, both April and May averaged above $4.00 at $4.16 and $4.03
respectively. When temperatures moderated in the summer months, gas prices
retreated slightly to an average of $3.84 in June. Lackluster demand from a mild
summer peak season resulted in the gas prices falling to an average low of $3.42
in August. With the renewed support of winter, natural gas prices registered at
an average low of $3.63 in November, to back above $4.00, with a December
average of $4.22. The overall year over year increase in gas prices led to a
significant reduction in natural gas consumed by power generation in 2013.
During the April — October period alone, national natural gas consumption for
power generation was 2.9 Billion cubic feet (Bcf)/day lower than in 2012. The
higher gas prices in 2013 also led to a modest increase in gas production, with
an emphasis on shale gas production. Natural gas storage levels began the
withdrawal season in November 2013 at healthy levels due to this increase in
production combined with the reduction in natural gas used by power generation.
Inventory levels began the 2013 withdrawal season at 3.8 trillion cubic feet (Tcf),
89 Bcf (2.3%) less than the previous year, but 15 Bcf (0.4%) above the 5-year
average. Beginning in 2014, significantly colder weather prompted record setting
withdrawals from storage as well as record delivered prices in the gas market.
By the end of February 2014 withdrawals from storage, for six of the previous
nine weeks, have been equal to or greater than 230 Bcf, with a record high of
287 Bcf withdrawn for the week ending January 10, 2014. The EIA announced
on February 28, 2014 that working gas in storage was at 1.2 Tcf, the lowest level
since 2004. Industry analysts are currently predicting that storage levels will be

about 1 Tcf at the end of the heating season. As a result of these low gas
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storage inventories, industry analysts believe that a significant increase in
production or a decrease in demand will be required to rebuild storage stocks
ahead of next winter. The uncharacteristic winter also led to record gas prices at
the beginning of 2014 in the Eastern half of the country. The Henry Hub average
for January and February 2014 was $4.60 and $5.86 respectively. Henry Hub
cash traded as high as $7.84 in February, registering the largest price
movements since January 2010.

The EIA forecasts the Henry Hub cash price to average $4.17 for 2014, an
increase of $0.27/MMBtu from the January forecast. Forecasters believe gas will

likely need to trade higher to refill gas storage.

NATURAL GAS AVAILABILITY

Liquefied natural gas (LNG) imports continued their decline in 2013
because of higher prices in Europe and Asia compared to the relatively low
prices in the United States. While several companies, with government approval,
are planning to export LNG from the United States, the winter 2013-2014 price
spikes in natural gas and wholesale electricity prices has renewed interest in
limiting export volumes in favor of domestic usage.

U.S. onshore natural gas production is expected to continue increasing
over the next two years, with strong output growth in the Marcellus Shale
offsetting production declines in the Gulf of Mexico. Overall U.S. natural gas
production is expected to grow 2.1% this year and 1.3% in 2015. The continued
growth in domestic production should provide sufficient gas supply to meet

operating needs.

51



SACE 1st Response to Staff
020803

STRATEGIC ISSUES

Gulf’'s three PPAs provide supply-side diversity and the flexibility for Gulf
to adapt its future generation expansion plans to changing market conditions
without negative financial impacts to the Company and its customers. Two of
these PPAs currently supply 494 MW of firm peaking capacity from dual-fuel
fired combustion turbines (CT), and they will continue to be available to serve
system load until their expiration on May 31, 2014. Beginning in June 2014,
Gulf’'s third PPA, the Shell PPA, will provide 885 MW of firm capacity and energy
from an existing gas-fired combined cycle (CC) generating unit that is
interconnected with the SES in Alabama. With the Shell PPA in place, Gulf will
have sufficient capacity to meet its load service and reliability requirements until
June 2023. This strategy of supplementing Gulf's development of long-term
capacity resources with shorter-term power purchases has proven to be effective
over the years, and Gulf will continue to follow this strategy in the future when
appropriate and cost-effective to do so.

Another important strategic advantage for Gulf is its association with the
SES as it relates to integrated planning and operations. Drawing on the planning
resources of Southern Company Services to perform coordinated planning and
having the capacity resources of the SES available to Gulf through the
Intercompany Interchange Contract’'s (IIC) reserve sharing mechanism in times
when Gulf is temporarily short of reserves are key benefits that Gulf and its

customers realize through its association with the SES. In addition, the SES’s
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generation organization actively pursues firm energy market products at prices
that can lead to significant savings to the SES and its customers.

Over the next decade, Gulf will face significant challenges in developing a
generation expansion plan that serves not only its customers’ load growth but its
existing base need for capacity. As discussed in the Environmental Compliance
section of this TYSP, compliance with additional environmental regulations that
require lower emissions from power plants may lead to retirements of Gulf's
existing coal units and the addition of new gas-fired units to replace this capacity.
Gulf continues to monitor the development of state and national policy in the
area of air, land, and water regulations. Gulf will consider options for compliance
with the resulting regulations that fulfill its obligation to serve the energy needs of
its retail customers in Northwest Florida with reliable and reasonably priced
electricity. With the addition of Gulf's Shell PPA that provides firm gas-fired
generating capacity from June 2014 through May 2023 of planning cycle, Gulf is
well positioned to meet current and future load requirements as proposed state

and federal environmental compliance standards are finalized.
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ENVIRONMENTAL COMPLIANCE

Gulf has developed and routinely updates its environmental compliance
strategy to serve as a road map for a reasonable, least-cost compliance plan.
This road map establishes general direction, but allows for individual decisions to
be made based on specific information available at the time. The focus of the
strategy updates is centered on compliance with the acid rain requirements and
other significant clean air requirements, as well as potential new requirements.
This approach is an absolute necessity in maintaining the flexibility to match a
dynamic regulatory environment with the variety of available compliance options.

Gulf has evaluated a number of options for its coal-fired generation to
comply with emission standards required by the Environmental Protection
Agency’s (EPA) final Mercury and Air Toxics Standards (MATS) rule and EPA’s
proposed land and water rules. The Company has finalized its MATS
compliance strategies for Plants Crist and Daniel, and continues to evaluate
compliance strategies for Plant Smith that could satisfy requirements for MATS
and the EPA’s proposed water quality and coal combustion residuals rules.
These rules could significantly impact the operations of Gulf’s existing coal-fired
units and could lead to changing fuel sources for certain units, the addition of
emission control equipment, and unit retirements.

As described in Gulf’'s 2014 Air Quality Compliance Program Update that
is filed with the FPSC, Gulf has determined that transmission upgrades are the
best MATS compliance option for Plant Crist. For the Plant Daniel coal units, the

best options to meet MATS limits include installing scrubbers, bromine injection,
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and activated carbon injection. Both injection systems will be placed in service
with the scrubber during fourth quarter of 2015.

Gulf continues to analyze options for compliance with the MATS rule at
Plant Smith. Once the Company determines the most cost-effective overall
compliance options for Plant Smith, Gulf will submit revisions to the
environmental Compliance Program for the Commission’s review. The final
plans for MATS compliance could include land and water improvements
necessary to meet regulatory requirements.

Evaluation of potential compliance plans for Plant Scholz in response to
MATS requirements and future land and water regulations indicates that
significant capital investments in equipment to reduce emissions and meet the
requirements of future environmental regulations would not be cost effective.
Therefore, as previously mentioned, Plant Scholz will be retired by April 2015.

Gulf will continue to take all necessary actions to fully comply with all
environmental laws and regulations as they apply to the operation of its existing
generation facilities and the installation of new generation. Until the evaluation
of various compliance options for Plant Smith is completed, continued operation
of Smith’s coal-fired units will be assumed for the 2014-2023 period. The
following is a summary of each major area of existing and emerging
environmental regulations and Gulf's actions taken to comply with these
regulations.

Existing Environmental Regulations

Clean Air Act Amendments of 1990

In 1990, Congress passed major revisions to the Clean Air Act requiring
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existing coal-fired generating plants to substantially reduce air emissions of
sulfur dioxide (SO;) and nitrogen oxides (NOx). Gulf’s compliance actions for
SO, have included fuel switching to lower sulfur coals coupled with the use of
banked emission allowances and the acquisition of additional allowances for
future year compliance. Also, Gulf completed installation and began operating
flue gas de-sulfurization equipment on Plant Crist Units 4 through 7 in December
2009 which is now achieving significant reductions of SO, emissions at these
coal-fired units. In addition to reducing SO, emissions, Gulf has installed low
NOx burners and additional post-combustion NOx controls on all but two of its
coal-fired units. The Company utilizes a system-wide NOx emissions averaging
plan to meet the requirements of the Act.
Air Quality Standards for Ozone

In 1997, the EPA announced a stringent new eight-hour National Ambient
Air Quality Standard (NAAQS) for ozone based on an eight-hour average. In
2002, Gulf entered into an agreement with the Florida Department of
Environmental Protection (FDEP) to reduce NOx emissions at Plant Crist in
order to help ensure that the new ozone standard is attained in the Pensacola
area. Gulf installed Selective Catalytic Reduction (SCR) controls on Crist Unit 7
in May 2005. In addition to the SCR control on Unit 7, the Company installed
Selective Non-Catalytic Controls (SNCR) and over-fire air on Crist Unit 6 in
February 2006 and SNCR controls on Crist Unit 4 and Unit 5 in April 2006.
These controls have achieved the overall plant-wide NOx emissions average of
0.20 Ibs/mmbtu as outlined in the FDEP Agreement. Gulf also retired Crist Unit

1 in March 2003 and Crist Units 2 and 3 in May 2006. The Crist 6 SNCR was

56



SACE 1st Response to Staff
020808

replaced with SCR technology in April 2012 in order to further reduce NOx
emissions.

In March 2008, the EPA issued new rules establishing a more stringent
eight-hour ozone NAAQS. In January 2011 the EPA proposed further reductions
in the eight-hour standard which are expected to be finalized in the 2014
timeframe. This revised eight-hour ozone standard could result in the
designation of new non-attainment areas.

Air Quality Standards for Fine Particulate Matter

The EPA regulates fine particulate matter concentrations on an annual
and 24-hour average basis. Attainment with the 1997 and 2006 particulate
matter NAAQS has been achieved in all geographical areas served by the
Company. In January 2013, the EPA published a final rule that increases the
stringency of its annual fine particulate matter NAAQS. The new standard could
result in new non-attainment areas.

Air Quality Standards for SO, and NO,

On December 8, 2009, the EPA also proposed revisions to the NAAQS for
SO,. These revisions, which include the establishment of a new one-hour
standard, became effective in August 2010. No areas within the area served by
Gulf have been designated as non attainment areas. However, the EPA may
designate additional areas as non attainment areas in the future.
Implementation of the revised SO, NAAQS could result in additional required
reductions in SO, emissions and increased compliance and operation costs.

Revisions to the NAAQS for Nitrogen Dioxide (NO»), which established a

new one-hour standard, became effective in April 2010. Although none of the
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geographical areas served by the Company were designated as non-attainment
for the NO, standard, based on current ambient air quality monitoring data, the
new NO, NAAQS could result in additional compliance and operational costs for
units that require new source permitting.

Clean Air Interstate Rule

The EPA issued its final Clean Air Interstate Rule (CAIR) in March 2005.
This cap-and-trade rule addresses power plant SO, and NOx emissions that
were found to contribute to non-attainment of the eight-hour ozone and fine
particulate matter standards in downwind states. Twenty-eight eastern states,
including Florida and Mississippi, are subject to the requirements of the rule.
The rule calls for additional reductions of NOx and/or SO, to be achieved in two
phases, 2009/2010 and 2015, respectively. In 2008, the U.S. Court of Appeals
for the District of Columbia Circuit issued decisions invalidating certain aspects
of CAIR, but left CAIR compliance requirements in place while the EPA
developed a revised rule.

In August 2011, the EPA adopted the Cross State Air Pollution Rule
(CSAPR) to replace CAIR effective January 1, 2012. Like the CAIR, the CSAPR
was intended to address interstate emissions of SO, and NOy that interfere with
downwind states’ ability to meet or maintain national ambient air quality
standards for ozone and/or particulate matter. In August 2012, the U.S. Court of
Appeals for the District of Columbia Circuit vacated the CSAPR in its entirety and
ordered the EPA to continue administration of CAIR pending a final decision.
Review of the U.S. Court of Appeals for the District of Columbia Circuit’s decision

regarding CSAPR is currently pending before the U.S. Supreme Court.
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The states of Florida and Mississippi have completed plans to implement
CAIR, and emissions reductions are being accomplished by the installation and
operation of emission controls at the Gulf’'s coal-fired facilities and/or by the
purchase of emission allowances. Decisions regarding Gulf’'s CAIR compliance
strategy were made jointly with the CAVR and CAMR compliance plans due to
co-benefits of proposed controls.
Clean Air Visibility Rule

The Clean Air Visibility Rule (CAVR) was finalized in July 2005 in order to
restore natural visibility conditions in certain areas (primarily national parks and
wilderness areas) by 2064. The rule involves the application of Best Available
Retrofit Technology (BART) to certain sources built between 1962 and 1977 and
any additional emission reductions necessary for each designated area to
achieve reasonable progress by 2018 and for each 10-year period thereafter. In
2005, the EPA determined that compliance with the CAIR satisfies BART
obligations under CAVR, but, on June 7, 2012, the EPA issued a final rule
replacing CAIR with CSAPR as an alternative means of satisfying BART
obligations. The 2012 vacatur of CSAPR created additional uncertainty with
respect to whether additional controls may be required for CAVR and BART
compliance. Given the pending legal challenge to the CSAPR, it remains
uncertain whether additional controls may be required for CAVR and BART
compliance.
Mercury and Air Toxics Standards

In March 2005, the EPA published the final Clean Air Mercury Rule

(CAMR), a cap-and-trade program for the reduction of mercury emissions from
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coal-fired power plants. In February 2008, however, the U.S. Court of Appeals
for the District of Columbia Circuit issued an opinion vacating the federal CAMR,
thus eliminating requirements for generating facilities to install mercury controls
to meet the CAMR cap and trade emission limits.

In a separate proceeding, the U.S. District Court for the District of
Columbia, under a consent decree, required the EPA to develop a Maximum
Achievable Control Technologies (MACT) rule that would limit the emission of
numerous hazardous air pollutants, including mercury, from power plants. On
February 16, 2012, the EPA published the Mercury and Air Toxics Standards
(MATS) rule which imposes stringent emissions limits for acid gases, mercury,
and particulate matter on coal- and oil-fired electric utility steam generating units.
Compliance for existing sources is required by April 16, 2015 unless a one year
extension is granted by the state and local air permitting agency. In November
2012 the EPA proposed a rulemaking to reconsider certain new source and
startup/shutdown issues for existing sources. The EPA completed its
reconsideration rulemaking for new sources in April 2013 but has not acted on
the existing source reconsideration.

Gulf has finalized compliance plans for Plants Crist and Daniel, and is
evaluating potential MATS compliance options for Plant Smith. Compliance for
Plants Crist and Smith is currently required by April 16, 2015. A one-year
extension has been received for Plant Daniel extending its MATS compliance

deadline to April 16, 2016.
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EMERGING ENVIRONMENTAL REGULATIONS

316(B) Intake Structures

The EPA published a proposed rule in April 2011 that establishes
standards for reducing effects on fish and other aquatic life caused by cooling
water intake structures at existing power plants and manufacturing facilities. The
rule also addresses cooling water intake structures for new units at existing
facilities. Compliance with the final rule may require changes to existing cooling
water intake structures at certain Gulf generating facilities, and new generating
units constructed at existing plants would be required to install closed cycle
cooling towers. The EPA entered into an amended settlement agreement to
issue a final rule by April 17, 2014. Given these requirements, the Company
may be subject to significant additional compliance costs and capital
expenditures that could affect future unit retirement decisions.
Effluent Limitations

In 2009, the EPA announced plans to revise current effluent limitations
guidelines for steam electric power plants. The EPA completed a multi-year
study of power plant wastewater discharges and concluded that pollutant
discharges from coal-fired power plants will increase significantly in the next few
years as new air pollution controls are installed. On June 7, 2013, the EPA
published a proposed rule requesting comments on options for addressing
certain waste streams from steam electric power plants. The EPA has agreed to
finalize the rule by May 2014. The regulations could result in the installation of

additional controls on certain Company facilities. The impact of the revised
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effluent guidelines will depend on the specific technology requirements of the
final rule and, therefore, cannot be determined at this time.
Water Quality and Total Maximum Daily Loads

In addition to this federal action, State of Florida nutrient water quality
standards that limit the amount of nitrogen and phosphorous allowed in state
waters are expected to be effective during 2014. These regulations could result
in additional compliance costs that could affect future unit retirement and
replacement decisions. The ultimate impact of these state standards will depend
on further regulatory action regarding implementation of these standards and
cannot be determined at this time.
Coal Combustion Residuals

The EPA continues to evaluate regulation of coal combustion residuals
(ash and gypsum) under federal solid and hazardous waste laws. In June 2010,
the EPA issued a proposal rule and requested comments on two options
regarding the management and disposal of coal combustion byproducts.
Adoption of either option, either to further regulate coal combustion byproducts
as a solid waste or a hazardous waste, could have a significant impact on the
Company’s management, beneficial use, and disposal of such byproducts.
Environmental groups and other parties have filed lawsuits in the U.S. District
Court for the District of Columbia seeking to require the EPA to complete its
rulemaking process and issue final regulations pertaining to the regulation of
CCRs.

On September 30, 2013, the U.S. District Circuit for the District of

Colombia issued an order granting partial summary judgment to the
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environmental groups and other parties, ruling that the EPA has a statutory
obligation to review and revise, as necessary, the federal solid waste regulations
applicable to CCRs. On January 29, 2014, the EPA filed a consent decree
requiring the agency to take final action regarding the proposed regulation of
CCRs as solid waste by December 19, 2014.

Global Climate Issues

The EPA regulates greenhouse gases under the Prevention of Significant
Deterioration (PSD) and Title V operating permit programs of the Clean Air Act.
Over the past several years, many proposals to reduce greenhouse gas
emissions have been considered by the U.S. Congress. Although Federal
legislative proposals that would impose mandatory requirements related to
greenhouse gas emissions (GHG) may continue to be considered in Congress,
the EPA is moving forward with regulation of greenhouse gases under the Clean
Air Act.

In April 2007, the U.S. Supreme Court ruled that carbon dioxide (CO5)
and GHGs could be considered "pollutants” under the CAA and that the EPA
must decide whether emissions of these pollutants endanger public health and
welfare. The EPA’s final endangerment finding in December 2009 provided the
“cause” for the EPA to regulate GHGs. Subsequent actions including the Light
Duty Vehicle Rule in April 2010 made GHGs “regulated pollutants” under the
CAA and triggered stationary source permitting requirements for GHGs. In May
2010, the EPA issued its final rule, known as the Tailoring Rule, governing how
these programs would be applied to stationary sources, including power plants.

This rule changed the permitting emission thresholds and detailed a phased

63



SACE 1st Response to Staff
020815

approach for GHG stationary source permitting requirements. As of January 2,
2011 new and modified stationary sources that have GHG emissions over the
thresholds must go through the prevention of significant deterioration permitting
process including installation of the best available control technology for CO, and
other GHGs.

EPA’s the Endangerment Finding, the Light Duty Vehicle Rule, and the
Tailoring Rule were challenged in the U.S. Court of Appeals for the District of
Columbia Circuit, but in June 2012 the Court issued decisions to dismiss those
challenges. On December 20, 2012, the U.S. Court of appeals for the District of
Columbia Circuit rejected an industry-backed request to reconsider its decision
to uphold the GHG regulations. On January 8, 2014, the EPA published re-
proposed regulations to establish standards of performance for greenhouse gas
emissions from new fossil fuel steam electric generating units. A Presidential
memorandum issued on June 25, 2013 also directs the EPA to propose
standards, regulations, or guidelines for addressing modified, reconstructed, and
existing steam electric generating units by June 1, 2014.

Although the ultimate outcome of these federal and state rulemaking
activities cannot be determined at this time, additional restrictions on the
Company’s GHG emissions may result in additional compliance costs, including
significant capital expenditures. These costs could affect future unit retirement
and replacement decisions for a significant number of coal-fired generating units.
Conclusion

Gulf has made substantial investments in environmental controls to

comply with current and pending laws and regulations. Gulf will continue its
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involvement in the development of strategies to address any future clean air,
water, or other requirements in order to minimize the uncertainty related to the
scope and cost of compliance. As new initiatives emerge, Gulf will support any
proposal that would help it meet environmental goals and objectives in a logical
and cost-effective way, provided that the standards are based on sound science
and economics which allow for adequate time to comply without compromising

the safe, reliable and affordable supply of electricity to Gulf’'s customers.
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AVAILABILITY OF SYSTEM INTERCHANGE

Gulf coordinates its operations with the other operating companies of the
SES: Alabama Power Company, Georgia Power Company, Mississippi Power
Company, and Southern Power Company. In any year, an individual operating
company may have a temporary surplus or deficit in generating capacity,
depending on the relationship of its generating capacity to its load and reserve
responsibility. Each SES operating company either buys or sells its temporary
deficit or surplus capacity from or to the pool in order to satisfy its reserve
responsibility requirement. This is accomplished through the reserve sharing
provisions of the SES Intercompany Interchange Contract (IIC) that is reviewed

and updated annually.

OFF-SYSTEM SALES

Gulf and other SES operating companies have negotiated the sale of firm
capacity and energy from specific generating units to several utilities outside the
SES. Gulf sells through three contracts that became effective in June 2010.
Two of the contracts end in December 2015 and May 2016, respectively, while
the other contract will end in December 2019. Gulf’s share of the capacity sales
is included in the reserve calculation on Schedules 7.1 and 7.2, while the fuel
use and the energy associated with Gulf's portion of these sales are included on

Schedules 5 and 6.1 respectively.
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CHAPTER IV

FORECAST OF FACILITIES REQUIREMENTS
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CAPACITY RESOURCE ALTERNATIVES

POWER PURCHASES

Gulf's use of purchased power arrangements in previous years has
proven to be a successful approach to meeting its reliability needs. As Gulf
considers resources that can potentially meet its future need for capacity, longer-
term power purchases from the market will be factored into expansion studies in
order to evaluate their effect on supply flexibility and reduced commitment risk
during periods in which environmental regulations (with considerable economic
impacts) and legislative initiatives focusing on generation additions are in various
stages of development. Gulf will continue to utilize both short-term and longer-
term market purchases in the future to balance its approach to supply side
resource development.
CAPACITY ADDITIONS

In conjunction with the SES, Gulf will conduct economic evaluations of its
potential supply options in order to determine the most cost-effective means of
meeting its future capacity obligations. Gulf will evaluate its internal construction
options versus external development of capacity resources in order to determine
how to best meet its future capacity obligations. All commercially available
generating technologies such as gas combustion turbine and combined cycle,
conventional pulverized coal, and nuclear will be included in future SES IRP mix
studies. In addition, emerging Integrated Gasification Combined Cycle (IGCC)
technologies, such as air blown IGCC, and generating facilities with carbon

capture technology will be added to the future generation mix studies so that
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their potential economic and technical viabilities may be evaluated. The potential
benefits of these technologies include greater efficiency and lower environmental
emissions.

If subsequent mix studies or market solicitations identify alternative power
supply technologies or power purchase options that are more economical or that
deliver more desirable results, Gulf will modify its expansion plan to reflect the
proposed procurement of these resources. Gulf will continue to review all
available capacity resource possibilities in order to serve the energy needs of its

retail customers in Northwest Florida with reliable and cost-effective electricity.
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RENEWABLE RESOURCES

Gulf is committed to encouraging and promoting cost-effective renewable
energy. Gulf believes that obtaining renewable energy supplies for its customers
at costs comparable to those of conventional generating resources can provide
the benefits of fuel diversity that will effectively supplement the Company’s
present and future capacity and energy needs. In efforts to further diversify its
generation fuel mix, Gulf has secured the supply of capacity and/or energy from
several renewable facilities. Schedule 6.3 of this TYSP includes the amount of
renewable energy that Gulf has produced or purchased, and the amounts
projected to be produced or purchased during the 2014-2023 planning cycle.

Gulf has purchased renewable energy produced by the Bay County
Resource Recovery Facility through a negotiated PPA that was executed in
2008. This facility is located in Panama City, Florida and uses municipal solid
waste to produce energy for delivery to Gulf on a non-firm basis. The facility that
is operated and maintained by Engen, LLC will provide non-firm energy at fixed
prices until the agreement expires in July 2014.

In 2010, Gulf constructed a landfill gas-fired generating facility that is
located on leased property adjacent to Escambia County’s Perdido Landfill which
is just north of Pensacola, Florida. Gulf‘s Perdido Landfill Gas To Energy Facility
consists of two Caterpillar G3520C internal combustion generating units that
have a maximum capacity rating of 1.6 MW each. The facility is operated and
maintained under contract with LFG Technologies, Inc. Gulf has an agreement

with Escambia County, Florida for the purchase of their landfill gas to fuel this
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Gulf-owned facility. The agreement has a term of 20 years and can be renewed
for additional, successive 12 month periods.

Initially, the landfill gas supply was proven sufficient for the operation of
two engines. As the gas collection system is expanded, the supply may be
sufficient for a third unit. In anticipation of the potential additional landfill gas
supply, Gulf, as indicated on Schedule 8 of this TYSP, is currently projecting to
bring a third 1.6 MW generation unit on-line at its Perdido facility in the June
2015 timeframe.

Gulf also has access to possible purchases of renewable energy through
its Renewable Standard Offer Contract (RSOC) on file with the FPSC.
Consistent with state law, Gulf updates its pricing for the RSOC as needed so
that a standard offer for the purchase of renewable energy is continually
available to developers of renewable resources. Gulf may also negotiate a PPA
with a renewable energy supplier.

Gulf is prepared to secure renewable resources in the future if cost-
effective opportunities arise. If future solicitations ultimately result in projects
that are competitive with resources that Gulf would otherwise develop, the
Company will secure this renewable capacity and/or energy through a PPA or

construct the facility itself.
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PREFERRED AND POTENTIAL SITES FOR CAPACITY ADDITIONS

Gulf's current plan is to either construct new generating facilities or
purchase additional generating capacity by June 2023 of the current planning
cycle following the expiration of its 885 MW Shell PPA. The Company’s next
need is anticipated to be for CT capacity occurring in June 2023. Gulf will
consider its existing Florida sites at Plant Crist in Escambia County, Plant Smith
in Bay County, and Plant Scholz in Jackson County, as well as its greenfield
sites in Florida at Shoal River in Walton County and at Caryville in Holmes
County as potential sites for locating future generating unit(s) in Northwest
Florida.

Each of these potential sites has unique characteristics that may offer
construction and/or operational advantages related to the potential installation of
natural gas-fired CTs, which is the next potential type of capacity needed.
Please note that the sites discussed herein are not listed in any particular order
based on their attributes. Site selection for Gulf's next generating unit addition
will be based on existing infrastructure, available acreage and land use,
transmission, fuel facilities, environmental factors including evolving ozone
standards, and overall project economics. The required environmental and land
use information for each potential site is set forth below. The estimated peak
water usage for the proposed CTs should be identical for each site mentioned
below. Gulf projects that approximately 250 gallons per minute would be

required for domestic, irrigation, and other potable and non-potable water uses.
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Potential Site #1: Plant Crist, Escambia County

The project site would be located on Gulf’s existing Plant Crist property in
Escambia County, Florida. If a future project is ultimately located on this
property, detailed studies must first be completed to determine the exact size
and location of the project site within the plant property’s boundaries in order to
meet Gulf’'s needs while ensuring full compliance with local, state, and federal
requirements. The plant property, approximately 10 miles north of Pensacola,
Florida, can be accessed via county roads from nearby U. S. Highway 29. As
shown on Schedule 1, the existing Plant Crist facility consists of 924 MW of
steam generation.

U. S. Geological Survey (USGS) Map

A USGS map showing the general location of the Plant Crist property is
found on page 80 of this chapter.

Land Uses and Environmental Features

The Plant Crist property is dedicated to industrial use. The land adjacent
to the property is currently being used for residential, commercial, and
industrial purposes. General environmental features of the undeveloped
portion of the property include mixed scrub, mixed hardwood/pine forest,
and some open grassy areas. This property is located on the Escambia
River. There are no unique or significant environmental features on the

property that would substantially affect project development.
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Water Supply Sources

For industrial processing, cooling, and other water needs, Gulf would likely
use a combination of groundwater from on-site wells, available surface

water, and reclaimed water sources.

Potential Site #2: Plant Smith, Bay County

The project site would be located on Gulf's existing Plant Smith property
in Bay County, Florida. If a future project is ultimately located on this property,
detailed studies must first be completed to determine the exact size and location
of the project site within the plant property’s boundaries in order to meet Gulf’'s
needs while ensuring full compliance with local, state, and federal requirements.
The plant property, approximately 10 miles northwest of Panama City, Florida, is
located on North Bay and can be accessed via a county road from nearby State
Road 77. As shown on Schedule 1, the existing Plant Smith facility consists of
357 MW of steam generation, 556 MW of combined cycle generation, and 32
MW of CT generation.

U. S. Geological Survey (USGS) Map

A USGS map showing the general location of the Plant Smith property is
found on page 81 of this chapter.

Land Uses and Environmental Features

The Plant Smith property is dedicated to industrial use. The land adjacent
to the property is rural and consists of planted pine plantations. General

environmental features of the property include a mixture of upland and

74



SACE 1st Response to Staff
020830

wetland areas. This property is located on North Bay, which connects to
St. Andrews Bay. The property has no wunique or significant
environmental features that would substantially affect project
development.

Water Supply Sources

For industrial processing, cooling, and other water needs, Gulf would likely
use a combination of groundwater from on-site wells and available surface

water.

Potential Site #3: Plant Scholz, Jackson County

The project site would be located on Gulf's existing Plant Scholz property
in Jackson County, Florida. If a future project is ultimately located on this
property, detailed studies must first be completed to determine the exact size
and location of the project site within the plant property’s boundaries in order to
meet Gulf's needs while insuring full compliance with local, state, and federal
requirements. The plant property, approximately 3 miles southeast of Sneads,
Florida, is located on the Apalachicola River and can be accessed via a private
road from nearby U. S. Highway 90. As shown on Schedule 1, the existing Plant
Scholz facility consists of 92 MW of steam generation.

U. S. Geological Survey (USGS) Map

A USGS map showing the general location of the Plant Scholz property is

found on page 82 of this chapter.
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Land Uses and Environmental Features

The Plant Scholz property is dedicated to industrial use. The land
adjacent to the property is primarily rural and in a natural state, but some
agricultural development exists. General environmental features of the
property include a mixture of hardwood and pine forest areas. This
property is located on the Apalachicola River. Because the river is
designated as Outstanding Florida Waters, certain criteria must be
satisfied to ensure that the river is not significantly degraded. Water
withdrawals for any future generation sited here would be limited to
volumes currently permitted for Plant Scholz. There are no other unique
or significant environmental features that would substantially affect project

development.

Water Supply Sources

For industrial processing, cooling, and other water needs, Gulf would likely
use a combination of groundwater from on-site wells and available surface

water.

Potential Site #4: Shoal River Property, Walton County

The project site would be located on undeveloped Gulf property in Walton

County, Florida. If the project is ultimately located on this property, detailed

studies will be required to determine the exact size and location of the project

site within the property’s boundaries in order to meet Gulf's needs, while insuring

full compliance with local, state, and federal requirements. This property, also
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referred to as the Mossy Head property, is approximately 3 miles northwest of
Mossy Head, Florida. It is located on the Shoal River and can be accessed via a
county road from nearby U. S. Highway 90.

U. S. Geological Survey (USGS) Map

A USGS map showing the general location of the Shoal River property is
found on page 83 of this chapter.

Land Uses and Environmental Features

The Shoal River property is currently dedicated to agricultural and rural
residential use. The northern part of the site, some 150 acres, is
designated General Agricultural in Walton County’s Comprehensive
Future Land Use Plan. The land adjacent to the property is rural and in a
natural state. General environmental features of the property mainly
include wooded upland areas. This property is located on the Shoal
River. Because the river is designated as Outstanding Florida Waters,
certain criteria must be satisfied to ensure that the river is not significantly
degraded. There are no other unique or significant environmental
features on the property that would substantially affect project
development.

Water Supply Sources

For industrial processing, cooling, and other water needs, Gulf would likely

use groundwater from on-site wells.
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Potential Site #5: Caryville Property, Holmes County

The project site would be located on undeveloped Gulf property that is
bisected by the Holmes/Washington County, Florida line. If the project is
ultimately located on this property, detailed studies will be required to determine
the exact size and location of the project site within the property’s boundaries in
order to meet Gulf's needs while ensuring full compliance with local, state, and
federal requirements. This property is approximately 1.5 miles northeast of
Caryville, Florida. It is located just east of the Choctawhatchee River and can be
accessed via County Road 179 from nearby U. S. Highway 90.

U. S. Geological Survey (USGS) Map

A USGS map showing the general location of the Caryville property is
found on page 84 of this chapter.

Land Uses and Environmental Features

The Caryville property is certified under the Power Plant Siting Act for two
500 MW coal-fired units, but is also suitable for CT generating units. The
site is approximately 2,200 acres in size and is adjacent to a major
railroad line on its southern boundary. The land surrounding the property
is primarily rural and is used mainly for agriculture and timber harvesting.
General environmental features of the property mainly include wooded
upland areas, with areas of wetlands. There are no other unique or
significant environmental features on the property that would substantially

affect project development.
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Water Supply Sources

For industrial processing, cooling, and other water needs, Gulf would likely

use groundwater from on-site wells and available surface water.
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Notes:

1. Grid lines shown are based on the Florida North Zone (#903),
NADB3—90 H.A.R.N. State Plane Coordinate System.
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