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GULF POWER COMPANY’S REQUEST FOR PARTIAL MODIFICATION 

OF THE DEPRECIATION RATES AND DISMANTLEMENT ACCRUALS APPROVED IN ORDER NO. PSC-06-0348-PAA-EI
GULF POWER COMPANY (“Gulf Power”, “Gulf”, or “the Company”), by and through its undersigned counsel, hereby requests that the Florida Public Service Commission (“FPSC” or “Commission”), in accordance with the documentation attached to this request, partially revise its decision approving the Company’s depreciation rates and dismantlement accruals as set forth in Order No. PSC-06-0348-PAA-EI, issued April 24, 2006, to authorize Gulf to implement new depreciation rates and dismantlement accruals beginning January 1, 2007, for certain of its generating plants in order to reflect recently updated estimated remaining useful lives.  In support of this request for action through the Commission’s Proposed Agency Action process, the Company states:

1.  By letter dated May 27, 2005, Gulf submitted its regular depreciation study in accordance with Rule 25-6.0436, Florida Administrative Code, which requires investor-owned electric utilities to file comprehensive depreciation studies at least once every four years.  The Commission completed its review of Gulf’s study during the first quarter of this year.  Based upon that review, the Commission on April 4, 2006, voted to approve new depreciation rates and dismantlement accruals that reflect a decrease in the amount of $3,185,349 in annual depreciation expense from the 2002 Commission approved expenses, an increase of $54,557 in annual accrual for fossil dismantlement, and an implementation date of January 1, 2006.    The Commission’s decision was set forth in Order No. PSC-06-0348-PAA-EI, issued April 24, 2006, which was rendered effective by Consummating Order PSC-06-0423-CO-EI issued May 19, 2006.  Gulf is currently in Year 1 of its 4-year cycle since new depreciation rates were effective January 1, 2006.  Gulf’s next depreciation and dismantlement study is due to be filed no later than May of 2009.

2.  Subsequent to Gulf’s May 2005 filing of its depreciation and dismantlement studies at December 31, 2005 (“the Study”), Gulf has been engaged in an effort to determine the appropriate means of complying with the Clean Air Interstate Rule (“CAIR”) and the Clean Air Mercury Rule (“CAMR”) regulations of the Federal Environmental Protection Agency and related regulations promulgated by the Florida Department of Environmental Protection.  As part of this planning effort, Gulf has determined that the estimated remaining useful lives of the remaining generating units at Plant Crist and the major generating units at Plant Smith
 are longer than were assumed for purposes of the Study.  Specifically, the following revised projected unit lives are the basis for this request:

· Crist Unit 4 – from 55 to 65 years – New retirement date 2024

· Crist Unit 5 – from 55 to 65 years – New retirement date 2026

· Crist Unit 6 – from 55 to 65 years – New retirement date 2035

· Crist Unit 7 – from 55 to 65 years – New retirement date 2038

· Smith Unit 1 – from 55 to 65 years – New retirement date 2030

· Smith Unit 2 – from 55 to 65 years – New retirement date 2032

· Smith Unit 3 CC – from 26 to 36 years – New retirement date 2037
With the exception of Smith Unit 3, all of the listed units are pulverized coal generating units.  The change in projected life for the pulverized coal units recognizes the fact that these units are beneficial to Gulf’s customers because of the relative economics of their fuel source and consequently they will continue to be maintained and operated for the benefit of Gulf’s customers over a longer period of time than was reflected originally in the Study.  The change in projected life for the Smith Unit 3 combined cycle is driven by additional knowledge gained among the Southern electric system companies.  As more combined cycle units have been placed in service in the Southern electric system, Gulf’s sister operating companies are using depreciable lives of 34 to 40 years for their combined cycle units.  
3.  Authorizing a current change in Gulf’s depreciation rates and dismantlement accruals to reflect the new unit retirement dates effective January 1, 2007, with three years remaining until the next regular depreciation update, will allow for a better matching of the capital recovery for these generating units from the customers who benefit from their use than would be the case if the Commission were to wait until Gulf’s next depreciation and dismantlement studies.  The anticipated effect of the requested changes in depreciation rates and dismantlement accruals for 2007, based on projected investment at 12/31/2006, is set forth in the table below:

	
	Current
	Proposed
	Increase/(Decrease)

	Depreciation Cost
	$33,476,585
	$26,056,236
	($7,420,349)

	Dismantlement Cost
	4,492,125
	3,892,431
	(599,694)

	Total
	$37,968,710
	$29,948,667
	($8,020,043)


4.  Granting the Company’s request will reduce the impact to customers of new environmental controls being put in place by lowering the depreciation expense recovered through the Environmental Cost Recovery Clause.  In addition, lowering the depreciation rates to reflect the new projected unit retirement dates effective January 1, 2007, rather than waiting until January 1, 2010, will mitigate the upward pressure on the Company’s rates and charges.  The increasing cost environment in which Gulf currently finds itself is primarily due to the need to absorb increased investment in net utility plant resulting from the repair and replacement of significant components of its distribution and transmission systems following the hurricanes impacting Gulf during 2004 and 2005, higher commodity and labor costs (related in large part to recent storm impacts on supply and demand) and the impacts of new storm hardening activities that are being implemented pursuant to Commission directives as a result of the two back-to-back devastating storm seasons that have affected Florida.
5.  The attached documentation, organized in the same manner as the original depreciation study
 it amends, contains only that portion of the 2005 depreciation study necessarily amended to reflect the new unit retirement dates set forth above.  Behind Tab 2 is the report of Peter S. Huck, P.E., ASA, Assistant Vice President and Director of American Appraisal Associates, Inc., Gulf’s consultant for the original study.  Mr. Huck’s report demonstrates that the amended depreciation rates requested herein were developed using the same methods and procedures employed in the 2005 Gulf Power study and are consistent with Commission practice and Rule 25-6.0436, Florida Administrative Code.  As stated in the consultant’s report, the amended depreciation rates were developed using the same life span technique applied in the 2005 study.  In the opinion of Gulf’s consultant, the amended depreciation factors requested herein are reasonable and appropriate for Gulf Power capital recovery.  T SEQ CHAPTER \h \r 1he revised depreciation factors requested herein are designed to recover, through the depreciation expense provision, the total cost of plant, allowing for net removal, over the remaining useful life of the plant based on the facts and conditions known at the time of the amendment.  

WHEREFORE, Gulf Power Company respectfully requests that the Florida Public Service Commission use its Proposed Agency Action process to authorize Gulf to change its depreciation rates and dismantlement accruals for its Plant Crist and its Plant Smith effective January 1, 2007.  The Company further requests that the Commission grant such other relief as is just and reasonable under the circumstances of this petition.

	Respectfully submitted the 6th day of October, 2006.







_______________________________

JEFFREY A. STONE
Florida Bar No. 0325953

RUSSELL A. BADDERS
Florida Bar No. 0007455

STEVEN R. GRIFFIN

Florida Bar No. 0627569
Beggs & Lane
501 Commendencia Street

P. O. Box 12950

Pensacola, FL  32591

(850) 432‑2451

Attorneys for Gulf Power Company


CERTIFICATE OF SERVICE

I HEREBY CERTIFY that a true and correct copy of the foregoing has been furnished by United States Mail on the 6th day of October, 2006, to the following:

	Martha Carter Brown, Esquire

Florida Public Service Commission

2540 Shumard Oak Boulevard

Tallahassee, FL  32399-0863


	
	

	
	
	

	
	
	

	


By:      
 


                                                
Jeffrey A. Stone, Esquire


Florida Bar No. 0325953
� At this time, Gulf is not proposing a change to the estimated useful life of Smith Unit A, a small combustion turbine.


� The changes in estimated useful life for the affected generating units and the associated changes in projected retirement dates do not require an update to the 2005 dismantlement study.  The new estimated lives have been used to modify the annual expense associated with the provision for dismantlement.  Approval to implement this modification is included as part of this request.





