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NOTICE OF PROPOSED AGENCY ACTION 
ORDER GRANTING PETITION FOR COST RECOVERY THROUGH THE 

ENVIRONMENTAL COST RECOVERY CLAUSE 

BY THE COMMISSION: 

NOTICE is hereby given by the Florida Public Service Commission that the action 
discussed herein is preliminary in nature and will become final unless a person whose interests 
are substantially affected files a petition for a formal proceeding, pursuant to Rule 25-22.029, 
Florida Administrative Code. 

On December 7, 2004, Tampa Electric Company (“TECO”) petitioned for cost recovery 
through the Environmental Cost Recovery Clause (“ECRC”) the cost of installing selective 
catalytic reduction (“SCR”) systems, installing alkali injection systems, and the cost of operating 
and maintaining these systems at Big Bend Units 1, 2, and 3. The installation of the SCR 
systems and alkali injection systems is necessary to meet air emissions limits for nitrogen oxides 
(“NOx”) pursuant to settlement agreements with the Florida Department of the Environmental 
Protection (“FDEP”) and the United States Environmental Protection Agency (“EPA”) issued on 
December 16, 1999, and February 29, 2000, respectively. We have jurisdiction pursuant to 
Section 366.8255, Florida Statutes. 

Before filing its Petition, in the spring of 2004, TECO completed a study of the most 
cost-effective option to reduce NO, air emissions at Big Bend Units 1-4 pursuant to the 
settlement agreements with the FDEP and the EPA. TECO concluded that the most reasonable 
compliance plan included continued use of coal at Big Bend generating station and three retrofit 
activities: (1) installation of pre-SCR equipment; (2) installation of SCR; and, (3) alkali injection 
systems. The estimated cost of TECO’s compliance plan includes a total of $305,450,000 in 
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capital additions over the next five years and $12,750,000 in annual operating and maintenance 
expense thereafter. 

We found that TECO made a reasonable assessment of possible NOx emission reduction 
technologies and selected the most cost-effective compliance alternative, which was to continue 
operation of the Big Bend Station using coal and to install a combination of pre-SCR, SCR and 
alkali injection systems at the various units. Order No. PSC-04-0986-PAA-E17 issued October 
11, 2004, in Docket No. 040750-E1, In Re: Petition for approval of new environmental programs 
for cost recovery through the Environmental Cost Recovery Clause, by Tampa Electric Company 
[hereinafter “SCR Order”]. In the SCR Order, at page 2, stated: 

TECO’s analysis showed that the retrofit activities were the most cost- 
effective option. The second most cost-effective option, a re-powering using a 
coal-fired circulating fluidized bed technology, had a [cumulative present worth 
revenue requirement] cost over $700 million higher than TECO’s proposed plan. 
We reviewed TECO’s long range planning assumptions and find they are 
reasonable. We are not aware of any reasonable assumption that would cause a 
$700 million increase in TECO’s proposed Big Bend NOx compliance program 
and thereby cause the project to lose its cost-effectiveness. Thus, we find that 
TECO has made a reasonable assessment of possible options and selected the 
most cost-effective compliance alternative. 

The SCR Order includes an overview of the costs of all the options TECO considered for 
achieving compliance with the NOx criteria in the settlement agreements. TECO’s pre-SCR 
projects at Big Bend Units 1-3 were approved for ECRC treatment by the SCR Order. Through 
its December 7, 2004 Petition, TECO now seeks approval for ECRC treatment of installing and 
operating the SCR and alkali injection systems on Big Bend Units 1,2, and 3. 

On January 10, 2005, the Florida Industrial Power Users Group (“FIPUG”) petitioned to 
intervene in this docket. FIPUG’s petition was approved by Order No. PSC-05-0165-PCO-E17 
issued February 10,2005. 

We continue to believe that TECO’s proposed NOx compliance plan has economic 
benefits that exceed alternatives based on what is known today. TECO asserts that no new facts 
have surfaced that would change its 2004 analysis. Thus, continued implementation of the 
proposed NOx compliance plan is reasonable because the proposed plan continues to be the 
option with the lowest long-term costs. 

As indicated above, our SCR Order granted ECRC treatment of prudently incurred costs 
for installation of pre-SCR retrofits at Big Bend Units 1-3, and SCR retrofit at Big Bend Unit 4. 
TECO’s current petition requests ECRC treatment for the remaining activities necessary to fully 
implement its NOx compliance plan. The additional activities consist of retrofitting Big Bend 
Units 1-3 with SCR systems and alkali injection systems as well as the resultant annual operating 
and maintenance expense associated with such systems. TECO’s projected in-service dates and 
in-service costs for the three Big Bend Unit 1-3 NOx emission control systems are shown below 
in Table 1. TECO’s retrofit costs have not increased from the 2004 study estimate of 
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Big Bend Unit 

$233,745,000. The estimated annual operating and maintenance expense for the first full year of 
operation for all three SCR and alkali injection systems combined is unchanged at $10,010,000 
per year. 

In-Service Date Capital Additions 0 & M Costs 
(Compliance Date) SCR & Alkali SCR & Alkali 

Table 1 
Projected Big Bend 1-3 NOx Emission Reduction Activities 

Capital Additions and Annual Operating & Maintenance Costs 

unit 1 
Injection Injection 

5/1/2010 $78,086,000 $3,470,000 

unit 2 

Unit 3 

Total Big Bend 1-3 

5/1/2009 $78,329,000 $3,470,000 

5/1/2008 $77,330,000 $3,070,000 

$233,745,000 $10,010,000 

The depreciation rates used to calculate the depreciation expense for the proposed plant 
additions should be the rates that are in effect during the period the capital investment is in 
service. Since the proposed plant additions will have no salvage value once the generating plant 
retires, the controlling depreciable life is the remaining life of the generating plant. Thus, the 
proposed plant additions will be recovered on a schedule consistent with the remaining life of the 
Big Bend generating station. 

TECO proposes that the resultant plan implementation costs be allocated to the rate 
classes on an energy basis consistent with the policy set by Order No. PSC-94-0044-FOF-EI, 
issued January 12, 1994, in Docket No. 930613-E1, In Re: Petition to establish an environmental 
cost recovery clause pursuant to Section 366.8255, Florida Statutes, by Gulf Power Company. In 
that docket, we ordered that costs associated with compliance with the Clean Air Act 
Amendments of 1990 (CAAA) be allocated to the rate classes in the ECRC on an energy basis, 
due to the strong nexus between the level of emissions which the CAAA seeks to reduce and the 
number of kilowatt hours generated. In every subsequent order approving recovery of CAAA 
costs through the ECRC, we have required that the costs be allocated to the rate classes on an 
energy basis. Because the costs for which TECO is seeking recovery in this docket are also 
related to CAAA compliance, we find that allocation based on energy is appropriate. 

TECO’s current base rates were established by Order No. PSC-93-0758-FOF-E1, issued 
May 19, 1993, in Docket No. 920324-E1, In Re: Application for a rate increase by Tampa 
Electric Company. At that time, TECO did not have any comparable NOx emission control 
systems at the Big Bend generating station. Approximately six years later, the settlement 
agreements with the DEP and the EPA were signed. Consequently, it is reasonable to conclude 
that TECO’s current base rates do not recover any of the costs of the SCR and alkali injection 
systems for which TECO is seeking recovery through the ECRC. Thus, prudently incurred costs 
for the Big Bend Units 1-3 SCR and alkali injection systems are recoverable through the ECRC. 
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The costs of complying with the settlement agreements qualify as environmental 
compliance costs under Sections 366.8255(1)(~) and (2) because the settlement agreements are 
court orders. The Commission has previously approved cost recovery for activities required by 
the settlement agreements. The Commission orders approving cost recovery are shown below in 
Table 2. 

Table 2 
Commission Orders Approving Cost Recovery 

For Activities Required by the Settlement Agreements 

PSC-00-2 104-PAA-E1 1 1/6/2000 

PSC-00-2391-FOF-E1 12/13/2000 
PSC-01-2463-FOF-E1 12/18/200 1 
PSC-02-1735-FOF-E1 12/10/2002 
PSC-03-0469-PAA-E1 4/4/2003 

I 

PSC-04-1187-FOF-E1 I 12/1/2004 

Docket No. Docket Title 
000685-E1 Petition of Tampa Electric Company for 

approval of a new environmental program for 
cost recovery through the environmental cost 
recovery clause. 

00 1 186-E1 Petition for approval of new environmental 
programs for cost recovery through the 
Environmental Cost Recovery Clause by Tampa 
Electric Company. 

Environmental Cost Recovery Factors. 
000007-E1 Environmental cost recovery clause. 
0 10007-E1 
020007-E1 Environmental cost recovery clause. 
021255-E1 Petition for approval of new environmental 

program for cost recovery through 
Environmental Cost Recovery Clause, by 

030226-E1 

030007-E1 
04075 0-E1 

Tampa Electric Company. 
Petition for approval of proposed Big Bend Unit 

Petition for approval of new environmental 
programs for cost recovery through the 
Environmental Cost Recovery Clause, 

Conclusion 

TECO provided adequate information explaining its proposed activities and projected 
costs. TECO’s current base rates do not provide cost recovery of the proposed activities. 
Therefore, prudently incurred costs for the Big Bend Units 1-3 SCR and alkali injection systems 
qualify for recovery through the ECRC. 

Based on the foregoing, it is 
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ORDERED by the Florida Public Service Commission that the Petition of Tampa Electric 
Company filed on December 7,2004, for cost recovery through the environmental cost recovery 
clause is hereby granted. It is further 

ORDERED that the provisions of this Order, issued as proposed agency action, shall 
become final and effective upon the issuance of a Consummating Order unless an appropriate 
petition, in the form provided by Rule 28-106.201, Florida Administrative Code, is received by 
the Director, Division of the Commission Clerk and Administrative Services, 2540 Shurnard Oak 
Boulevard, Tallahassee, Florida 32399-0850, by the close of business on the date set forth in the 
"Notice of Further Proceedings" attached hereto. It is further 

ORDERED that in the event this Order becomes final, this docket shall be closed. 

By ORDER of the Florida Public Service Commission this 9th day of May, 2005. 

Division of the Commission C ! k  
and Administrative Services 

( S E A L )  

MKS 

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW 

The Florida Public Service Commission is required by Section 120.569(1), Florida 
Statutes, to notify parties of any administrative hearing that is available under Section 120.57, 
Florida Statutes, as well as the procedures and time limits that apply. This notice should not be 
construed to mean all requests for an administrative hearing will be granted or result in the relief 
sought. 



ORDER NO. PSC-05-0502-PAA-E1 
DOCKET NO. 041376-E1 
PAGE 6 

Mediation may be available on a case-by-case basis. If mediation is conducted, it does 
not affect a substantially interested person's right to a hearing. 

The action proposed herein is preliminary in nature. Any person whose substantial 
interests are affected by the action proposed by this order may file a petition for a formal 
proceeding, in the form provided by Rule 28-106.201, Florida Administrative Code. This 
petition must be received by the Director, Division of the Commission Clerk and Administrative 
Services, 2540 Shumard Oak Boulevard, Tallahassee, Florida 32399-0850, by the close of 
business on Mav 30,2005. 

In the absence of such a petition, this order shall become final and effective upon the 
issuance of a Consummating Order. 

Any objection or protest filed in thidthese docket(s) before the issuance date of this order 
is considered abandoned unless it satisfies the foregoing conditions and is renewed within the 
specified protest period. 


