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C;>.ITICAL DATES: NONB 

CASE BACltGROUND 

On November 17, 1995 , Gulf Po wer Company (GULF or the 
Company) filed a petition to increase the a nnual accrual for storm 
damage from $1 .2 million t o $3.5 million beginni ng i n 1 996; and to 
amortize approxima tely $9 million of hurricane - rel ated e x penditures 
t o the a ccumulated provision account ove~ the f i ve - year period of 
1996- 2000 . Additionally, the Company requested that it be a llo wed 
c o apply a ny e arnings over a 12. 75% retu r n on equic:y (ROE ) for 

r i l <>nrla r yen r l 99'l , to Lhe accumula t ed p rovis ion account. GULF 
.. i s o i equested t ha t the Commission rule o n its pet it ion on or 
bel o 1e December 19 , 1995, before the closing of its books for 1995 . 

The Commission resolved all issues except for t he a nnual 
dccrual amount for storm damage. The Commission found there was no 
bas is f o r determining the reasonableness of t he prop osed $3. 5 
million accrual amount. Instead, t he Commission ordered GULF to 
prepare and submit for review a storm damage study . Ho we ver, 
pending Commi ssion receipt and review of the study, GULF was 
al l o we d their proposed annual acc r ual amount o f $3.5 million. 

OOCUMf NT ~IJMf'fR - O AT E 

FPSC-R£COROS/REPORTING 



DOCKET NO. 951433 - EI 
DATE: 9/19/96 

The Commission required GULF's study to address the impact o f 
random sto rm events, and the i r intensities and paths on t he 
acc umulated provision account balance as part of determining the 
appropriate annual accrual amount. GULF filed the study June 13 , 
) 996. 

DISC'VSSION or ISStllS 

ISSUE 1: Does GULF 's study "Transmission and Distribution Study 
for Hurricanes" adequately address t he appropriate accumulated 
provision a ccount balance and the annual acc rual amount as r e quired 
in Order No. PSC- 96 -0023-FOF - EI? 

RECOMMINDATIQN: Yes. GULF's study "Transmission and Distribution 
Study for Hurricanes" adequately addresses the appropriate 
a c cumulated provision a ccount balance and the annual accrual amount 
as requi red i n Order No . PSC-96-0023- F")F - EI. (J . BASS, R.BASS, 
BREMAN, L.ROMIG, MAUREY ) 

SIAPP ANALYSIS: GULF's analysis o f the annual accrual amount i s 
based o n a repo rt by i ndepende nt consultants, M&M Protection 
Consultants (M&.M ). M&.M used a probabilistic mode l t o estimate a 
range o~ possible damage to transmission and distribut ion (T&D ) 
t."'lcilit ies with three different tests. The firs t test was an 
es c imate of damage costs t o c urrent T&D facilities due to the 
s trongest hurric ane o n record that affec t ed GULF's service a rea . 
The nex t test was an estimate of T&D damage costs due to a wo r st 
,..dse scenario. The third test was an estimate of the average 
annual damage costs to T&D fac ilities. All test resul ts presented 
by M&.M are based o n a 90 percent probabi lity t hat the estimated 
damages will not be e xceeded. M&M estimates tha t GULP c an e xpect 
$25. 1 million i n T&D damages due to a rec urrence of t he strongest 
storm on r ecord and $106.9 million due to a worst c ase s cenario . 
They project t he long term a verage T&D damage to be $1.3 mill ion 
a nnually. 

Key c riteria such as location o f fac ilities , current 
' "~l acement costs , des i gn standards, storm paths, and a 120-year 
h s t o ry of t r:>p ical s t orms were incorpo rated into t he probabil istic 
mode l. While sta ff doe s not necessarily agree with al l of the 
assumpt i ons, t he study pro vid es suffi c ient ins ight int o GULF' s 
e xposure to T&D storm damage losses f o r determining t he 
1edsonab l ene ss of GULF 'S annua l accrual amount and the appropriate 
a c cumu l ated provision account balanc e. 
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ISSQ'E 2 : Should the Commission change the a nnual accr ual amoun t 
from $3.5 million? 

RECOMMENDATION: No. The Commission should not c hange the annual 
accrual amount from $3.5 million. (J.BASS, R. BASS, BREMAN, L.ROMIG, 
MAUREY) 

STAPP ANAi.ISI S : GULF is not requesting an increase in the annual 
accrual of $0. 4 mil lion as recommended by M&M Protection 
Consultants. Staff agrees with GULF's proposal t o leave the annual 
accrual at the $3 .S mill ion level. Staff believes that an 
a d justment of this small magnitude infers a degree of accurac y in 
predicting weather that does not yet exist. 

The primary concern is that the acc rual amount is 
s uff icient to cover annual damages and promote growth in the 
Ac cumul ated Provision f or Property Insurance a ccount balanc e. If 
GULF 's estimate of $1.3 million in annual losses is accurate, t hen 
an a nnual accrual amount o f $3. 5 mil l ion will be adequate t o cove r 
those losses and provide f or reasonable incr e a ses to t he 
Ac cumulated Provision f o r Property Insurance account balance. 

The study also recommends the Accumulated Provis i o n for 
~4operty Insurance account have a balance between $20.l and $28.8 
mill ion and that t he balance could be a c hieved over 10 years with 
a $3.9 million ~nnual acc rual. However, the target a ccount balance 
wds based o n assuming o n l y 80 perce nt of the a ctual damages were 
c: liarged to t he account wi th the remaining 20 percen t capitalized. 
St atf believ es this assumpt ion is not appropr i ate for purposes of 
det ermin i ng a target balance level . I nstead, al l damages should be 
assumed to be c harged t o the Accumulated Provision f o r Property 
Insurance account . Therefore, based on GULF'S s tudy, the 
appropriate target level for the Accumulated Provision f o r Pro perty 
Insurance account is between $25 .1 and $36 millio n. The o n l y 
impact this c hange has is t o i nc rease t he number o f years required 
to a c hieve the target a ccount balance b y a pp r o x imately thre e t c 
se ve n ye ars. Thus, staff does not believe this is a material 
c hange. The study should not be used as the bas is f or determini .1g 
tr"' speci fi c c harge s to the Accumul ated Provision f o r Pro p e1 t y 
r nsu ranee account. Bec ause of the unpredictable nature o f :..ny 
given stor m, deciding t he p rudence o f any partic ular future c harge 
dg d 1nst t he Accumulated Provisio n f o r Propert y Insurance account is 
!J r .,-mcl t u re. If there is a storm, GULF should bear the burden o f 
showing tha t speci f ic c harges against the Accumulated Prov ision for 
Pr o pP rty I nsurance a ccoun t are prudent and reasonable. 
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ISSUE 3: Should this docket be closed? 

RECOMMENPATIQN: Yes. If no substantiall y affected perso n 
time l y fi les a protest to the Commission 's proposed agenc y act i on 
t hen this docket should be closed. (BREMAN, ERSTLING) 

STAFF ANALYSIS: This docket should be closed if no 
subs t antially affected person timely f i les a pro test to the 
Commi ssion's proposed agenc y action. 
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