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QUALITY STANDARDS BETWEEN GULF POWER COMPANY AND FLORIDA 
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RELATED EXPENDITURES AND EXPENSES THROUGH ENVIRONMENTAL 
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SPECIAL I N S T R U C T I O N S :  NONE 

F I L E N A M E  AND LOCATION: S:\PSC\ECR\WP\020943.RCM; ATTACHMENT 1 IS 
NOT PART OF THE ELECTRONIC FILE 

CASE BACKGROUND 

On August 28 2002, Gulf Power Company ( "Gulf I' or "Company" ) 
entered into an agreement with the Florida Department of 
Environmental Protection ( ' \DEPtf) for the purpose of ensuring 
compliance with new air quality standards for ozone ("Agreement") . 
A copy of t h e  Agreement is contained in Attachment 1 to this 
recommendation. The  specific standard at issue is the eight hour 
ozone ambient air quality standard, which becomes effective in 
2 0 0 4 / 2 0 0 5 .  DEP does not expect Escambia and Santa Rosa Counties to 
be in compliance with this standard unless emissions of ozone- 
forming compounds are reduced significantly in the Pensacola area.  
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On August 30, 2002 ,  Gulf petitioned to recover the costs of 
implementing the Agreement through the Environmental Cost Recovery 
Clause (”ECRC”) . Section 366.8255, Florida Statutes, the ECRC, 
gives the Commission the authority to review and decide whether a 
utility‘s environmental compliance costs are recoverable through an 
environmental cost recovery factor. 

To recover environmental compliance costs through the ECRC, 
electric utilities must petition the Commission. Section 
366.8255 (2), Florida Statutes. The petition is to describe the 
utility’s proposed environmental compliance activities and 
projected environmental compliance costs. Id. Environmental 
compliance costs are defined as costs incurred in complying with 
environmental laws or regulations. Section 366.8255 (1) (d) , Florida 
Statutes. If t h e  petition is approved, the Commission allows 
recovery of prudently incurred environmental compliance costs. Id. 

DISCUSSION OF ISSUES 

ISSUE 1: Should the Commission approve Gulf’s implementation of 
the Agreement as a new activity for cost recovery through the ECRC? 

RECOMMENDATION: Yes. In addition, Gulf should submit a Plant 
Crist depreciation and dismantlement study within 90 days of the 
issuance of a Consummating Order in this docket to reflect the 
changes in planning for the embedded investments. (Breman, Gardner, 
D.Lee, P.Lee, Stern) 

STAFF ANALYSIS: Section 366.8255 (1) (d) of the ECRC was amended 
during the 2002 legislative session, such that the definition of 
environmental compliance costs was expanded to include: 

C o s t s  or expenses incurred by an electric utility 
pursuant to an agreement entered into on or after the 
effective date of this act and p r i o r  to October 1, 2002, 
between the electric utility and t h e  Florida Department 
of Environmental Protection or the United States 
Environmental Protection Agency for the exclusive purpose 

- 2 -  



DOCKET NO. 020943-El 
DATE: September 20, 2002 

of ensuring compliance with ozone ambient air quality 
standards by an electric generating facility owned by the  
electric utility. 

Section 366.8255 (1) (d) 7, Florida Statutes. The amendment was 
signed into law by the Governor on May 23, 2002. The Agreement was 
executed under authority of this new legislation. 

The Staff Analysis is organized into four sections. Section 
A addresses the contents of the Agreement. Section I3 addre-sses the 
relief Gulf requests in i t s  Petition. Section C addresses 
depreciation. Section D is a summary. 

A. The Aqreement 

The Agreement requires Gulf to undertake various activities at 
the Crist Plant in order to reduce overall plant-wide air emissions 
of nitrogen oxides (NOx) to 0.2 lbs/mmbtu. NOx are precursors of 
ozone. These activities include: 

1. Retirement of Crist Unit 1 (24 MW) within 120 days of 
receiving a final order from the Commission; 

2. Retirement of Crist Units 2 and 3 (59 MW total) on or 
before May 1, 2006; 

3 .  Relocation of the precipitator at Crist Unit 7; 

4. Installation of selective catalytic reduction (SCR) 
technology on Crist Unit 7 by May 1, 2005; 

5. Completion of an engineering feasibility study addressing 
NOx reduction technologies on Crist Units 4, 5, and/or 6 to 
achieve the 0.2 lbs/mmbtu emission limit by May 1, 2005; and, 

6. Implementation of emission reduction activities on Crist 
Units 4, 5, and/or 6 by May 1, 2006. However, i f  it is 
determined t h a t  the best way to meet the 0.2 lbs/mmbtu 
emission limit is through the installation of SCR on Crist 
Unit 6 then the implementation date will be December 31, 2007.  

Gulf will obtain written concurrence from DEP, before 
implementing the other NOx reduction activities supported by the 
engineering feasibility study, t h a t  the activities Gulf proposes to 
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implement are reasonable and necessary to achieve the emission 
limit. 

Gulf explains that the focus of the Agreement is to limit 
emissions of NOx to 0.2 lbs/"btu, as opposed to identifying 
specific technologies to achieve that result. By committing to the 
emissions limit, Gulf was able to conduct additional research into 
the most cost effective method of attaining that limit. 

Once the feasibility study is completed Gulf will submit 
another filing which describes the study's results and the 
technology that Gulf selects to meet the emissions limit. G u l f  
explains that this petition will allow the Commission and 
interested parties to review the selected compliance options to 
ensure that there is agreement on the most cost effective 
technologies to use. G u l f ' s  filing can of course be contested. 
This process is consistent with current Commission practice. 

In addition to identifying the six NOx reduction activities 
listed above, the Agreement allows Gulf to retain all NOx reduction 
credit and trading rights, should state or federal law establish 
NOx trading for Florida. Also, Gulf will not be subject to N e w  
Source Review due to the power plant modifications required by the 
Agreement. 

In paragraph 9 of the Agreement, the signatories address the 
Commission's role. The Agreement is based on an assumption that 
the  Commission will approve the activities in t he  Agreement and an 
Order will become final within 90 days of the execution date of t he  
Agreement, November 26, 2002. The compliance dates are subject to 
change if a final order is not rendered by November 26, 2002. The 
Agreement expires on its own terms if a final order is not rendered 
within 120 days of execution of the Agreement, December 26, 2002, 
unless extended by the signatories within 3 0  days thereafter. 

On September 16, 2002, Gulf provided estimates of the plant- 
in-service amounts, in-service dates, and associated O&M expenses 
as listed below. T h e  estimated investment amounts include the cost 
of the engineering feasibility study. 
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~ D) Crist Unit 6 SCR 

Estimated Costs for Crist Plant Modifications 
(Dollars in Thousands) 

Plant - In- 
Service 
Amounts 

Required Additions Include 
A, B, and either C or D 

Annual 
In-Service O&M 

Date Amounts 

A) Crist Unit 7 Precipitator 

B) Crist Unit 7 SCR 

C) Non SCR technology 
on Crist Units 4, 5, 6 

$26,582 I May 2004 I n/a 

$79,405 1 May 2005  I $2,802 

$12,429 I D e c  2005 $1, 0 3 0  

$71,806 I Dec 2007 I $2,505 

Staff believes that the cost of t h e  six activities are 
environmental compliance costs in accordance with Section 
366.8255 (1) (d) 7, Florida Statutes. The activities are part of the 
Agreement which was entered on August 28, 2002, which is between 
May 23, 2002 and October 1, 2002, as required. The DEP, at Section 
111 of the Agreement, has determined that the Agreement is needed 
for purposes of continued compliance with the eight hour ambient 
air standards f o r  ozone in the Pensacola Florida Metropolitan 
Planning Area. 

In addition, staff believes that Gulf has satisfied the 
requirements of Section 3 6 6 . 8 2 5 5 ( 2 ) ,  Florida Statutes, for each of 
the six activities, and recommends that the Commission approve 
recovery of prudently incurred costs for all six activities. 

B. Gulf's Petition 

In its Petition, the relief requested by Gulf is for the 
Commission to approve the Agreement and "the costs associated 
therewith" f o r  recovery through the ECRC. Both of these requests 
are problematic. The former is problematic because the Commission 
does not have authority to approve such an agreement. The l a t t e r  
is problematic because the ECRC is very specific as to the types of 
costs eligible, and the phrase used in Gulf's Petition is very 
broad. Consequently, there is a possibility that giving such broad 
approval now, might result in recovery of costs in t h e  future that 
do not meet the requirements of the statute. In addition, the 
Agreement does not specifically identify each of the activities for 
which Gulf seeks recovery. The six activities listed above were 
identified by G u l f  in response to an informal data request. 
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Because staff believes the relief requested can not be 
granted, it is necessary to specify the type of relief that staff 
recommends to be granted. Based on Gulf's comments at a meeting 
held on September 9, 2002, staff recommends that the Commission 
find that Gulf is bound by the Agreement to : 1) to reach the 0.2 
lbs/"btu NOx emission limit within the specified time; and, 2) 
complete the six activities listed above within the specified time. 
Staff recommends that the Order include these findings. 

With respect to the relief requested for costs, Gulf requests 
that the Commission to grant approval for recovery of the costs 
prudently incurred to complete the six activities listed in the 
preceding section. Staff has already recommended that the 
prudently incurred costs be approved. 

C. Depreciation 

Gulf requests that the Commission to decide how to handle 
depreciation of Crist Units 1, 2, and 3. These units are currently 
scheduled to be retired in 2011, but because of the Agreement these 
units they will be retired earlier. Gulf proposed two methods of 
handling the depreciation of Crist Units 1, 2, and 3 .  

One method is to revise the depreciation ra tes  to reflect the 
retirements of all three units on or before December 31, 2006. In 
this case, Gulf has proposed that the incremental increase in 
depreciation expense and carrying costs on net investment be 
recovered in the ECRC factors for 2003-2005. The second method is 
to depreciate the units in accordance with the current schedule, in 
which case no incremental amounts would flow through the ECRC. 

The last comprehensive depreciation and dismantlement review 
f o r  Gulf was filed May 29, 2001. On February 22, 2002, a 
Stipulation for Settlement of Depreciation Related Issues 
(Stipulation) was filed by OPC, FIPUG, FEA, and Gulf. The 
Commission approved the Stipulation on February 25, 2002, at Gulf's 
rate case hearing in Docket No. 010949-EI. New depreciation rates 
and dismantlement provisions approved by the Stipulation were 
effective January 1, 2002. Current base rates and depreciation 
rates reflect a December 31, 2011, retirement date for Crist Units 
1, 2 and 3. 

Gulf represents that the estimated December 31, 2002, net book 
value of Crist Units 1, 2 and 3 is $2,918,253 ($11,394,866 
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investment less $8,476,613 reserve). The annual carrying costs on 
the net investment in base rates is approximately $336,913; annual 
depreciation expenses based on a currently approved 3 . 9 %  
depreciation rate are approximately $444,400. If the depreciation 
schedule is revised, Gulf proposes to credit the ECRC with the 
annual carrying costs on net investment as well as credit the ECRC 
with the annual depreciation expenses. T h e  resulting amount to be 
recovered through the ECRC is net of recovery provided by base 
rates. 

By Rule 25-6.0436 ( 8 )  (a) , Florida Administrative Code, electric 
companies are required to file comprehensive depreciation studies 
at least once every four years from the submission date of the 
previously filed study unless otherwise required by the Commission. 
Thus, utilities may request new depreciation rates on a more 
frequent basis than four years. It is a basic tenet of the theory 
behind depreciation t h a t  the depreciation schedule match the 
service life of the asset. For this reason staff recommends that 
the depreciation schedule be revised f o r  Crist 1, 2, and 3 to 
reflect retirements on or before December 31, 2006. 

The shift in retirement dates required by the Agreement 
necessitates a reassessment of the appropriate recovery schedule of 
the net unrecovered assets associated with the entire Crist Plant. 
For this reason staff recommends that Gulf submit a depreciation 
study for the entire Crist Plant within 90 days of the issuance of 
the Consummating Order in this docket. The depreciation study will 
be assigned to a new docket. 

D. Summary 

Staff believes that the six activities described in Section A 
are environmental compliance costs ,  and that the prudently incurred 
costs of the six activities should be recovered through the ECRC. 

Staff believes the Commission should find that the Agreement 
obligates Gulf to reach a 0.2 lbs/"btu NOx emission limit within 
a specified time frame, and to complete the six projects listed in 
Section A within a specified time frame. 

Staff recommends that the Commission require Gulf to submit a 
petition describing the results of the feasibility study and the 
specific activities Gulf selects to address NOx emission reductions 
on Crist Units 4, 5, and 6. 
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Staff recommends that the depreciation schedule for Crist 
Units 1, 2, and 3 be revised to reflect the actual retirement date, 
and that the incremental costs associated with the new retirement 
schedule be recovered through the c lause ,  and that Gulf submit a 
new depreciation study within 90 days of t he  issuance of the 
Consummating Order of Gulf’s Petition. 

ECRC implementation issues such as base rates adjustments  can 
be addressed at the annual November hearings in the ECRC docket. 
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ISSUE 2: Should this docket be closed? 

RECOMMENDATION: Yes, t h i s  docket should be closed upon issuance of 
t h e  Consummating Order unless a person whose substantial interests 
are affected by the Commission's decision f i l e s  a protest within 21 
days of t h e  issuance of the proposed agency action. (Stern) 

STAFF ANALYSIS: If not timely protest to t h e  prosed agency action 
is filed w i t h i n  2 1  days of t h e  date of issuance t h e  Consummating 
Order, this docket should be closed upon t h e  issuance. of the 
Consummating Order .  
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Appendix A 

AGREEMENT FOR THE PURPOSE OF ENSURING 
. COMPLIANCE WITH OZONE AMBIENT AIR 

QUALITY STANDARDS 

This ilgrccincnt is entered into by the Florida Dcpnitment of Environmental 
Protection (DEP) and Gulf Powcr Company (GULF), for the exclusive purposes as fu~lows: 
{a) ensuring that O W ’ S  electrfcal gencrating facility located within thc Pensacola, Florida 
Metmpolitun Planning Area ( P W A )  supports the Area’s compIiance with Iha cight hour 
ozow ambient air quality stundard and (b) authorizing rclakd cost recovery pursuant to 
Section 366.8255(1)(d) of the Florida Statutes as nmendcd by thc Florida Legislature in its 
2002 session 3316 signed into low by the Governor of thc Stute of Florida. 

WI-IEREAS: 

1. GULF owns and operarcs the Crist Plant electrical gencrating Facility in 
&cambia County, Florida. This plant gcnerates electricity for thc consuming public through 
tile combusrim of fossil fuel. The combustion of fossil fuels produces some of the precursor 
compounds that contribute to thc fonnntion of ozone in the ambicnt air. 

11. Under thc authority of thc CIean Air Act, the U. S. Envirollnicntal Prolection 
Agency @PA) promulgalcd regulations dcaling with air qualily, including ambicnt air 
quality stnndnrds designed to proroct h u “  health and welfim. One such rcgulntion places 
I\ limit on the amount of ozone that is considered IO be acceptable in the ambient air during 
any 8-hour period (Oxone Standard). 

111. Bused upon thc best available information, including ambient air qualily 
monitoring dntn, DEP does not expect Escambin and Santa Rosa Countics tu bc in 
compliance with thc Ozone Standard in 2004/2005 unless significant rcductions of emissions 
of ozonc prcciirsor compounds me uchicved in the Pcnsacola, Fforida Mctropoliran Planning 
Area. 

IV. In ils 2002 sessioii, lhc Florida legisladrc adopted amcndmenrs to section 
366.8255(1}(d) or thc Florida Statuics to pmvide that ai? elcctrjc utility may scck recovery of 
costs and cxpenscs prudently inciimcd pursiinn t to a voluntxy agrcomcnt with DEF or EPA, 
for thc purposc of ensiiring cotnpliilncc with OXOIIC ombicnt air quality slnndotda. 

V. Reprcscntalivcs of DEF und GULF have mct and amvcd 81 a inuiual 
agreement in funhcmuce of the purposes of Stclion 366.82551 1)(6)7 of thc Florida Statutcs 
as amcndcd during the 2002 Flnrida lcgislativc ses~ion. 

Vl. DEP atid GULF concur that installation or Sclectivc Cntdytic Reduction 
(SCR) cnrrrrols at Crjst Unit #7 as well as the impleinentntion of othcr NOx reduction 
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tcchnologies on one or inore of the other lhrce coal-fired gcnenting units nt Plant Crist wilt 
bc needed as part of a community widc cffort to reduce ozonc precursor compounds in tho 
Pcnsstcah Metropolitan Plaiining Area. Due to structural inrcrferencc and pcrformancc 
c~iicems for the ncw SCR, a new Unit #7 precipitutor will also be canstructcd at a ACW 

locarion and thc SCR will bc complclcd one ycar htcr in thc location of tho old Unit 47 
prccipitatnr. 

. 

Vn. It is anticipntcd that the implemenntion of  this agreement will rcsult in an 
approximately 61% rcduction [9,188 tons] in annual NOx emissioiis from the G W  Cdst 
Plant based upon 1999 baseIinc data. 

NOW THEREPORE, in considcration of the prcmises and thc mutual agrcemcnts 
coiitaincd herein, and intcnding to be lcgnlly &ound, rhc DEP and GULF hereby ngrw as ' 
follows: 

1 .  H y  May 1,2005, GULF, n k r  ohtaii.ring nccessary pcrmirs and approvals, will 
install and bcgin and continue operating an SCR system at Crist Unit #7 
whencver thc Crist Unit #7 is online. Thc SCR system is designcd ta achicve 
no less than an 85% rcduction in thc quantity of nitrogen oxides ai meaund 
at the SCK unit inlet (SCR Projcct). me SCR Project includcs the installation 
of a ncw yrecipirator ncccssary to structurdly rrccommodato installation of h c  
S CR. S oc Ex hi bi t "A" for praposcd project schcdulc. 

2, In addition to the Crist Unit #7 SCR Project, and in order 10 achisvc PII ovcrsll 
plant widc Btu weighted avcragc of 0.2 Ibdmmbtu NOx emission rate as 
rmthcr spccified in paragraph 3 bclow, Gulf ngrccs 10 conducf enginwring 
studies on the feasibility of oihcr NOx rcduction technologies on uno or morc 
of thc remaining thrce coal-firtd units at Plant Crist. Such studics and rclated 
unit spccific clcmonstration projects may include (but are not Iimitcd 10) SCR, 
Scleclivc Non-Cntulytic Reduction (SNCR) technology, Ovcr-Rrcd Air 
(OFA) tcchnology, natural gas tcbum technology, sclcctive iisc of biomass 
fuel, CIC. Gulf fuizhcr agrees 10 complete Lhcse sludics by May 1,2005, In the 
event GULF identifics an SCR project for Crist Unit #G as the NO% redtictian 
tcchnology, O W  wilt implemcnr, bcgin and continue operating the SCR on 
Crist Unit #6 as dcscribcd in paragraph 3 below by Dcccmbcr 31,2007. In 
rhc event O U J  idcntifics il NOx reduction ccchnology othcr than SCR on 
Crist Unit #6, GULF will seIcct and implcmcnt one or inorc NOx rcductim 
technologics on one or more of the three othcr Plant Ciisr coal-Grcd unirs by 
May 1,2006. GULF will obtain written concmencc from DEP, before 
impIcmcnting such NOx reduction tcchnology or tcchnologics, Ihnt thc use 
thcrcoi is reasonable und necessary to achieve thc overall plantwide emission 
rate of 0.2 lbdmmbru spacificd in paragraph 3 hclow. 

. . 
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3. GULF will iiiakc neccssmy chanps identified and wilhin !)IC tiiiicrmiiics sct 
forrh in paragraph 2 abovc; that will allow it to litnit \hc overall 30 day 
avcragc NOx emission rate at the Ciist Plant to 0.2 Ibs./mriibtu yoar-rotind 
except for pcriods in which aist Unit f7 is  offlinc. The cinissioi~ rala shall bc 
calcidated pursiianl to the foniiula sct forth in Exhibit "13'' to this agrccmant: 
While Crist Unit #7 is onliue, this 0.2 fbs./mmbtu will bc achisvcd by titilitiiig 
the SCR system on Ciist Unit #7 [discussccl in paragraph 1 a b ~ c ]  uiid tho 
contrds idcnlificd pursuant to paragraph 2 above. During such t h e  lis Crkt 
Unit #7 m y  bc amine bctwoen May 1 and Scpttmbcr IS, GULF agrccs io 
operate any NOx rduction ledinology or technologics DEY may h a w  . 

rktcnniiicd fa be rcasonable and nccessaiy at other Plant Crisl coal-ftrcd units, 
pursuant to paragraph 2 abovc, unless prcventcd from doing so by 
circcumstanccs bcyond its rcasonable control. 

4. 111 sldditioii to the NOx emission rate reduction stralcgjcs iinylenicnted 
pursuant to paragwphs 1 through 3 above, as Q firrllicr part of this ayrcciiicnt 
to supparl the FFMPA's compllnncc with the tight 1 7 0 ~  utoiie (?ml,iwit nir 
quality standard, GULF agrees to rcfire Crist Uirit # l  wilhin 120 days of' 
receiving a filial ordcr from thc Florida Public Scrvicc Commission as 
provided in pnrayaph 8 bctaw. In addihn, GULF furihcr a g w s  to rctirc 
C k t  Unit U2 and Crist Uiiil#3 011 or bcfore May I ,  2006. 

5 .  111 the evcnt: skate or falera1 law changes to roquire. a change in NOx cniissioix 
or thc PFMPA is dcclmd non-attainment for  zone, any rcduciion 
requircnicnts woiild be in accordaiico with all applicable state and fcdcrd 
rcquiremcnis, In addition, aJtliotlgh FJorida cunently bas 110 slate slatuse 
providing for NOx ti.ading or credits, GULF shall bc cntitlcd to relain all NOx 
rcduction crcdits and trading rights that may bc outlrarixcd by Florida law in 
the future. 

6. In the cvcnl tlic FPSC issum a final ordcr aulhoriuiog GULP Lo rccovcr costs 
incurred pursuanl to this agrccincnt, by July 5,  2004, GULF will subiuit a 
Titlo V rciicwa! application to thc Del,artmnt's Bureuu of Air ReguIatiou, 
2G00 Blair Sfone Rct, MS 5500, Tallahassee, I:I, 32399 to incoi-porate: thc 
cotzttol tcchnologics contained in this agrccmenl as wall as the " o x  emission 
mtc as describod hi yaragrnpbs I 1RmMgh 3 nbovc. DEP concurs tliat tho 
clmgcs envisioncd by this agrement will not constitute "modjfications" that 
triggor Ncw Source Rcview. 

* 7. DEP coitciirs that thc steps and changes dcscribcd iri paragraphs 1 ihrougli 4 
Ethovc arc Imidcnt for purposes of (a) ensuring tlial GULF'S electrical 
gcncrating fwility located within the PFMPA supporls the Area's compliancc 
with the eight hour ozonc ainbient air yudily standard and (b) authorizing 
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. tztatcd cos1 rceovery pursunnt to Scction 366.8255(1)(d) of the Florida 
Siatutcs us amcndtd by the Floijcla Lcgislahirc in its 2002 scssion and signed 
into law by thc Governor OF Slit Statc of Florida. 

8, This agreemcnr is bnscd upon &lie assumplion that an order from the Floridil . 
Public Servicc Commissjon (FPSC) authorizing GULF to recover the costs 
incuntd pu~utln c ro This agrccmcnr though the Environmental Cost Rceovery 
Clausc is rcndcrecl final (final order) within 90 days of the exccution of the 
agrccmtnt. A find order is one that i s  no longer subject IO rcview or appeal 
by a court of compctcnt jurisdiction. IF  5~ final order is not rcndered within 90 
days of the date of exccution of this agzcenicnt, the parties concur thilt the 
dales mid schcdules horein arc subject to revision solely by mutual agreement, 
in ordcr to allow GULF to mow farward with the activities dc~nbed in 
puregraphs 1-4 above pcnding a f ind order by the IFPSC. Gull will c%crcise 
good faith in sceking approval of such cost recovcry froin the FPSC in a 
timcly manncr. DEP will support the cfforts of GULF bcfore rhc FfSC and in 
any substqucnt revicw or appcal. If B final order is not rendercd within 120 
days of exccution of this agrcenient, the cntirc tlgreemcnt shd1 automatically 
bccome null and void unless extendcd by mutual written apcment of the 
parties within 30 days thercttfter, 

9,  This agreemiit shall bind rhc panics hereto and thosc whom thcy reprcseni 
and may be modified only in wiidng with thc consent of both panics. 

10. This agrement is cntered into and cffectivc on thc date of the bast signuturc of 
the panics below. 

FLORIDA DEPARTMENT OF 
ENVIRONMENTAL PROTIECTJON 

GULF POWER COMPANY 

R €3 y: 

L Date: 
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