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Gulf Power Company, (“Gulf Power”, “Gulf”, or “the "Company”), by and through its undersigned attorneys, hereby petitions the Florida Public Service Commission

(“Commission”) for approval of the Company’s plan to achieve and maintain compliance with the Clean Air Interstate Rule (“CAIR”), the Clean Air Mercury Rule (“CAMR”) and the Clean Air Visibility Rule (“CAVR”)
 as set forth in Gulf’s CAIR/CAMR/CAVR Environmental Compliance Program.  In support of this request for the Commission’s review and approval of the reasonableness and prudence of Gulf’s compliance plan, the Company states: 
1.  This supplemental petition is made by the Company to comply with its obligations under the terms of a stipulation negotiated between Gulf and the Office of Public Counsel and approved by the Commission as set forth at page 9 of Order No. PSC-06-0972-FOF-EI issued November 22, 2006, in Docket No. 060007-EI.  The full text of the stipulation, as approved by the Commission, is set forth below:

We approve the following stipulation regarding Gulf’s request for recovery of compliance costs relating to the Clean Air Interstate Rule and the Clean Air Mercury Rule as a project that qualifies for recovery through the ECRC:

Gulf's reasonable and necessary, prudently incurred costs for compliance with the Clean Air Interstate Rule (CAIR) and Clean Air Mercury Rule (CAMR) are appropriate for recovery through the ECRC as provided for in F.S. 366.8255 and past Commission orders implementing the ECRC. The costs impacting 2007 ECRC revenue requirements as outlined in Gulf's petition, testimony and exhibits are appropriately incorporated in the Company's cost recovery factors for 2007 which have been submitted for approval in this proceeding, subject to the normal evaluation and true-up process that takes place in the ongoing ECRC proceedings.  Given the magnitude and the scope of Gulf's ongoing CAIR/CAMR Compliance Program, Gulf agrees to make a supplementary filing in the ECRC docket during the first quarter of 2007 that will identify the timing and current estimates of costs for specific projects planned by the Company in order to comply with CAIR/CAMR requirements along with information regarding the relative value of the planned projects compared to other viable compliance alternatives, if any. This supplemental filing will include a description of the evaluation process used and the results of that process that lead Gulf to conclude that the chosen control technology is both cost effective and that the affected generating units remain economically viable as a source of energy to Gulf's retail customers with the addition of the controls. The parties to the ECRC (including the Commission Staff) will be allowed to submit normal requests for discovery in connection with the supplemental filing in order to determine whether there is any objection to any components of the CAIR/CAMR program with regard to the reasonableness or prudence of the proposed action.  If there are any objections, the objecting party shall give notice to the Company before the end of the second quarter of 2007 such that testimony and exhibits addressing the resulting issue(s) can be filed in the normal time frame for the 2007 ECRC hearing and the issue(s) can be resolved by the Commission in the normal course of the ongoing ECRC proceedings. The deadlines set forth in this stipulation can be extended for good cause by mutual agreement of the parties.  In the event the parties are unable to reach an agreement regarding a request for extension of a deadline, the request may be presented to the prehearing officer for resolution by motion showing good cause why the deadline should be extended.

2.  Exhibit A to this supplemental petition is a document entitled “Gulf Power Company Environmental Compliance Program for the Clean Air Interstate Rule, Clean Air Mercury Rule and Clean Air Visibility Rule” (“Compliance Plan”).   The contents of Exhibit A, which is an essential part of this supplemental petition and is incorporated herein by reference, will be discussed in further detail in paragraphs to follow. 
BACKGROUND

 
3.  On July 26, 2005, in order to comply with certain procedural requirements established by the Commission for the Environmental Cost Recovery Clause (“ECRC”), Gulf Power filed its Preliminary List of New Projects for Cost Recovery for the period January 2006 - December 2006.  Three new projects listed in that filing addressed (a) “Clean Air Interstate Rule (CAIR) Implementation,” (b) “Clean Air Mercury Rule (CAMR) Implementation” and (c) “Best Available Retrofit Technology (BART) Rule Implementation.”  The filing showed that Gulf expected to begin incurring preliminary engineering and design costs during 2006 to determine the best strategy to comply with CAIR and similar costs for strategy development in connection with CAMR and BART.  The filing also stated that CAIR may require the construction of a flue gas desulfurization scrubber (“scrubber”) at Plant Crist on Unit 6 and Unit 7 as well as selective non-catalytic reduction (“SNCR”) technologies at Plant Smith on Unit 1 and Unit 2 and that the CAMR project will include emission controls and emission monitoring equipment at multiple units.  

4.  In his direct testimony filed on September 16, 2005, Gulf’s Director of Environmental Affairs, James O. Vick, specifically discussed projects expected to be necessary for compliance with CAIR, the BART requirements under the Regional Haze Rule (now known as CAVR), and CAMR.  Mr. Vick’s testimony indicated an estimated initial in- service date of April 2010 for the Plant Crist scrubber system that was expected to be necessary for compliance with CAIR and CAVR.   

5.  As part of the prehearing process for Docket No. 050007-EI, the parties agreed to defer issues 11G and 11H, which had been framed with regard to the CAIR and CAMR implementation projects.  The Commission subsequently approved that stipulation at pages 11-12 of Order No. PSC-05-1251-FOF-EI, issued December 22, 2005, in Docket No. 050007-EI:
We approve as reasonable the following stipulation regarding recovery of costs associated with planning and construction of the proposed Scrubber Project at Plant Crist, and recovery of costs associated with planning and construction of the proposed baghouse project at Smith Unit 2.  

The Scrubber Project (Line Item 1.26) discussed in Issue 11G [Should the Commission approve recovery of costs associated with planning and construction of the proposed scrubber project at Plant Crist?] and the Plant Smith Baghouse Project (Line Item 1.27) discussed in Issue 11H [Should the Commission approve recovery of costs associated with planning and construction of the proposed baghouse project at Smith Unit 2?] are proposed as additions to Gulf's Air Quality programs in order for Gulf to comply with new environmental regulations, including the EPA's Clean Air Interstate Rule (CAIR) and Clean Air Mercury Rule (CAMR), as described in the testimony of Gulf's witness James O. Vick filed on September 15, 2005.  CAIR and CAMR are "environmental regulations" as defined in Section 366.8255(1)(c), and costs incurred to comply with these rules are eligible for recovery through the Environmental Cost Recovery Clause.  The Scrubber Project and the Baghouse Project are capital projects of such magnitude in dollars and construction time that the Commission's policy regarding AFUDC is applicable.  As a result, there is no dollar impact on the ECRC factors for 2006 from these programs.  Any money actually spent on these projects in 2006 will be capitalized along with the applicable AFUDC and will be reflected in the proposed ECRC factors for the year when the projects are expected to close to plant-in-service.  Although the EPA's CAIR and CAMR are subject to on-going rule challenges which may change the need for the proposed action, at this time the effective date of the rules as promulgated by the EPA have not been stayed.  The FDEP has not yet adopted its rules implementing CAIR/CAMR at the state level, but is expected to do so during 2006.  As a result, Gulf's decisions regarding the appropriate strategy for CAIR/CAMR compliance are still subject to review. For this reason, Issues 11G and 11H and any consideration of the prudence and reasonableness of specific technologies and associated project costs related to Gulf's CAIR/CAMR activities, including the costs to implement these projects during 2006, shall be deferred to later proceedings in this ongoing docket after Gulf has finalized its decisions regarding these two projects and has submitted additional testimony supporting its choice of CAIR/CAMR compliance options.  The deferral of these issues shall not prejudice the rights of Gulf or any parties to this docket with respect to the projects identified in these issues.  The deferral shall not be construed as a restriction on Gulf's ability to spend money during 2006 on these projects that are intended for future recovery through the ECRC mechanism and such money shall remain eligible for ECRC recovery subject to future reasonableness and prudence review by the Commission following the filing of Gulf’s additional evidence regarding its final compliance strategy.  Likewise, the deferral shall not prejudice the rights of OPC and other parties to conduct discovery and possibly challenge the reasonableness or prudence of any projects or associated costs related to Gulf's CAIR/CAMR compliance strategy in such future proceedings.  Mr. Vick's testimony shall be entered in the record, but receipt thereof shall not be considered as the Commission's approval of the reasonableness and prudence of Gulf's CAIR and CAMR compliance projects.

6.  On July 14, 2006, Gulf filed its Preliminary List of New Projects for Cost Recovery for the period January 2007 - December 2007.  In that filing, the Company reported that as part of its CAIR/CAMR compliance project/program, Gulf had begun engineering, design, and other planning activities to determine the most reasonable, cost-effective control strategy for compliance with CAIR and CAMR.  Gulf’s filing further reported that the Company’s compliance strategy will require the construction of a scrubber at Plant Crist, with some portions of the Plant Crist scrubber project expected to be placed in service during 2007.  The filing also noted that additional controls may be needed at other facilities, including new emission monitoring equipment for mercury compliance verification.  

7.  Gulf’s petition and testimony for the November 2006 ECRC hearing were filed on September 1, 2006.  Gulf’s petition included a section seeking approval of the Company’s CAIR/CAMR environmental compliance program.  As part of its petition and the supporting testimony of Mr. Vick, Gulf advised the Commission that the Company has determined that the most reasonable strategy for compliance with CAIR, CAMR and the BART requirements of the Regional Haze Rule (now known as CAVR) is to utilize a combination of pollution control technologies on its coal-fired generation along with supplemental purchases of allowances as warranted.  Gulf reported that for the 2007-2012 time period, Gulf’s CAIR/CAMR environmental compliance program was then expected to require the addition of scrubbers at Plants Crist (2009) and Daniel (201l), selective catalytic reduction (“SCR”) control technology at Plant Crist on Unit 6 (2010), SNCR controls at Plants Smith (2009), Scholz (2010), and Daniel (2009), as well as Low NOx burners (“LNBs”) at Plant Daniel (2009). The CAIR/CAMR environmental compliance program was then also expected to require installation of new mercury emission monitoring equipment for mercury compliance verification at all of Gulf's coal-fired generating units at Plants Crist, Daniel, Smith and Scholz (2007-2008).  For the 2013-2017 time frame, Gulf’s CAIR/CAMR environmental compliance program was then currently projected to include the addition of a scrubber and a baghouse at Plant Smith and SCRs at Plant Daniel. As reported in Gulf’s September 2006 petition and the supporting testimony of Mr. Vick, the actual initial in-service dates for this equipment will be partially determined by the final BART rules and the onset of Phase II of the Florida CAIR, the Florida CAMR, the Mississippi CAIR, and the Mississippi CAMR. 
GULF’S CAIR/CAMR/CAVR ENVIRONMENTAL COMPLIANCE PROGRAM

8.  As noted earlier, Exhibit A is a copy of Gulf’s Compliance Plan.  The first three sections of Exhibit A provide (a) an executive summary, (b) a discussion of the requirements of CAIR, CAMR and CAVR, and (c) a discussion of the planning process utilized by Gulf to select the most reasonable and prudent strategy for compliance with environmental laws and regulations in general, and in particular the requirements of CAIR, CAMR and CAVR.  Section 4 of Exhibit A is devoted to a discussion of the actual program planning evaluation for CAIR, CAMR and CAVR.  Section 5 of Exhibit A is a discussion of Gulf’s current plan for compliance with CAIR, CAMR and CAVR on a plant- and/or unit-specific basis.  

9.  Overall, Exhibit A identifies the timing and current estimates of costs for specific projects planned by the Company in order to comply with CAIR/CAMR/CAVR requirements along with information regarding the relative value of the planned projects compared to other viable compliance alternatives, if any.  Exhibit A also includes the description and results of the evaluation process that lead Gulf to conclude that the chosen means of compliance is the most reasonable, cost-effective alternative and that the affected generating units remain economically viable as a source of energy to Gulf's retail customers with the addition of the controls.   

10.  As discussed in Section 5 of Exhibit A, Gulf’s Compliance Plan includes the addition of several retrofit applications at Plant Crist, Plant Daniel
, Plant Smith and Plant Scholz:  

a. Crist Units 4 through 7 Scrubber.  Gulf has determined that a scrubber for Units 4 through 7 is the most reasonable, cost-effective means of removing SO2 and mercury.  Construction of the Crist scrubber is scheduled to take place from 2007 through 2009 at an estimated capital cost of approximately $530 million.  Based upon plant specific circumstances, Gulf has chosen the Chiyoda technology for the Plant Crist scrubber.  This installation will reduce SO2 emissions by approximately 43,000 tons per year and mercury emissions by approximately 3,800 ounces per year.  Even with this retrofit, Gulf will have to manage compliance through reliance on its bank of allowances and the purchase of additional allowances from the market. 

b. Crist Unit 6 SCR.  Gulf has determined that a SCR for Crist Unit 6 is necessary to meet not only required NOx reductions, but also to assure that Pensacola maintains attainment with the new 8-hour ozone standard.  The Crist Unit 6 SCR will also serve to mitigate significant local pressure to continue NOx reductions from the plant.  The Crist Unit 6 SCR will be constructed between 2007 and 2011 and is forecasted to have a total capital cost of approximately $84 million.  The Crist Unit 6 SCR will help assure CAIR compliance as well as CAMR compliance.

c. Crist Units 4 through 7 CAIR and Mercury Monitors.  CAIR will require a continuous emission monitoring system for the scrubber.  CAMR will require continuous mercury emission monitoring on all four Crist units and the scrubber.  The current projected capital cost for these monitoring systems is approximately $4.6 million.

d. Daniel Units 1 and 2 Scrubber.  Gulf and Mississippi Power have determined that a scrubber for Daniel Units 1 and 2 is needed to meet the requirements of CAIR, CAMR and CAVR.  Construction of this scrubber is scheduled for 2007-2011 at an estimated capital cost of approximately $187 million (Gulf’s ownership share).  Based upon plant-specific circumstances, Gulf and Mississippi Power have chosen the Advatech single tower technology for the Plant Daniel scrubber.  This scrubber will reduce SO2 emissions by approximately 18,000 tons per year and mercury emissions by approximately 2,000 ounces per year.  Even with this retrofit, Gulf and Mississippi Power will have to manage compliance through reliance on their bank of allowances and the purchase of additional allowances from the market. 

e. Daniel Units 1 and 2 SCRs.  Gulf and Mississippi Power have determined that SCRs for Daniel Units 1 and 2 are necessary to help meet CAIR, CAMR and possibly 8-hour ozone nonattainment. The Daniel Units 1 and 2 SCRs will be constructed between 2012 and 2017 and are forecasted to have a total capital cost of approximately $153 million.
f. Daniel Units 1 and 2 SNCRs and Low NOx Burners.  Gulf and Mississippi Power have determined that to meet CAIR annual and seasonal NOx requirements and possibly to avoid 8-hour ozone nonattainment, the installation of SNCRs and LNBs are necessary.  The SNCRs will be installed between 2009 through 2011 at an estimated capital cost of approximately $7.5 million, and the LNBs are scheduled to be installed between 2007 and 2010 at an estimated cost of approximately $7.8 million.  

g. Daniel Units 1 and 2 CAIR and Mercury Monitors.  CAIR will require a continuous emission monitoring system on the Plant Daniel scrubber and CAMR will require continuous mercury emission monitoring on both Plant Daniel coal units and the scrubber.  The current projected capital cost for these monitoring systems is approximately $877,000.

h. Smith Units 1 and 2 Scrubber.  Gulf has determined that a scrubber for Smith Units 1 and 2 will likely be needed to meet CAVR requirements by 2017.  The current estimated cost for this scrubber project is $251 million, which would be expended from 2013 through 2018.  The compliance plan for Plant Smith remains very flexible.

i. Smith Units 1 and 2 SNCRs.  Gulf has determined that SNCRs for Smith Units 1 and 2 are the most reasonable, cost-effective means of meeting CAIR annual and seasonal NOx caps and that such installations should also help maintain local compliance with the 8-hour ozone standard.  The SNCR projects for Smith Units 1 and 2 will be constructed between 2007 and 2009 and are forecasted to have a total capital cost of approximately $10 million.
j. Smith Unit 2 Baghouse.  Gulf anticipates that the construction of a baghouse at Smith Unit 2 will be required to meet CAMR requirements by 2018.  Gulf’s Compliance Plan includes a capital cost estimate of approximately $55.6 million for construction of this baghouse during 2015 through 2018.

k. Smith Units 1 and 2 CAIR and Mercury Monitors.  CAIR will require a parametric emission monitoring system on the Smith combustion turbine and a continuous emission monitoring system on the Smith scrubber.  CAMR will require continuous mercury emission monitoring on both Smith coal units and the scrubber.  The current projected capital cost for these monitoring systems is approximately $2 million.

l. Scholz Units 1 and 2 Mercury Monitors.  CAMR will require mercury monitoring on both coal units at Plant Scholz.  The current projected capital cost for these monitoring systems to be installed in 2007 and 2008 is approximately $1 million.

The addition of the control technologies identified above and incorporated in Gulf’s Compliance Plan are the most reasonable, cost effective alternatives available to Gulf for its generating fleet.  Gulf’s adoption of its Compliance Plan is reasonable and prudent and should be approved as such by the Commission.

11.  As further discussed in Section 5 of Exhibit A, in addition to the retrofit applications described above, Gulf will still have to manage compliance through reliance on its bank of emission allowances and the purchase of additional emission allowances from the market.  The projected levels and costs of emission allowances to be purchased under Gulf’s Compliance Plan are shown on Table 5.5-1 of Exhibit A. 


WHEREFORE, Gulf Power Company respectfully requests that the Florida Public Service Commission issue its order approving the reasonableness and prudence of the Company’s plan to achieve and maintain compliance with the Clean Air Interstate Rule (“CAIR”), the Clean Air Mercury Rule (“CAMR”) and the Clean Air Visibility Rule (“CAVR”) as set forth in Gulf’s Compliance Plan, a copy of which is attached to this supplemental petition as Exhibit A.  Consistent with the stipulation of the parties approved by the Commission as set forth at page 9 of Order No. PSC-06-0972-FOF-EI issued November 22, 2006, in Docket No. 060007-EI, Gulf Power further requests that the Commission set forth its approval of the Company’s plan as reasonable and prudent through the issuance of a Proposed Agency Action (“PAA”) order or other similar mechanism (“the requested PAA order”) that will require interested parties that object to any components of Gulf’s CAIR/CAMR/CAVR compliance program with regard to the reasonableness or prudence of the Company’s proposed action to specifically state their objections prior to June 30, 2007, and thereby request that the resulting issues be set for hearing in the normal course of this ongoing docket regarding the Environmental Cost Recovery Clause (“ECRC”).  In the event that the Commission is not able to issue the requested PAA order such that the parties are compelled to respond before June 30, 2007, Gulf respectfully requests that the prehearing officer issue an order directing the Commission Staff and interested parties to file a notice prior to June 30, 2007, stating with specificity their objections, if any, to any component of the CAIR/CAMR/CAVR program with regard to the reasonableness or prudence of the Company’s proposed action so that testimony and exhibits addressing the resulting issue(s) can be filed in the normal time frame for the 2007 ECRC hearing and the issue(s) can be resolved by the Commission in the normal course of the ongoing ECRC proceedings.  Gulf Power further requests that the Commission grant such other relief as is just and reasonable under the circumstances set forth in this supplemental petition.

Respectfully submitted this 29th day of March, 2007.

_______________________________                                                    
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Florida Bar No. 325953
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STEVEN R. GRIFFIN
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and

CHARLES A. GUYTON
Florida Bar No. 398039
Squire, Sanders & Dempsey L.L.P.

Suite 601

215 South Monroe Street

Tallahassee, Florida 32301

(850) 222-2300

Attorneys for Gulf Power Company
�In its previous filings, Gulf advised the Commission that the strategy chosen by the Company under its CAIR/CAMR environmental compliance program would also meet the Best Available Retrofit Technology (“BART”) under the Regional Haze Rule, which is now known as the Clean Air Visibility Rule (“CAVR”).  The name of Gulf’s compliance program has been modified to explicitly recognize that it addresses the requirements of all three rules -- CAIR, CAMR and CAVR.


� Plant Daniel Units 1 and 2 are co-owned by Gulf and its sister company, Mississippi Power Company.





