
U L U L b  

CAPITAL CIRCLE OFFICE CENTER 0 2540 SHUMARD OAK BOULEVARD 
TALLAHASSEE, FLORIDA 32399-0850 

-M-E-M-0-R-A-N-D-U-M- 

DATE: July 19,2007 

$5 TO: 

FROM: Division of Economic Regulation (G za-Banks, Spnnger) @ @4p 
Office of Commission Clerk (Cole) 

A W  
Office of the General Counsel (Jaege c. 

RE: Docket No. 070284-E1 - Petition for approval of 2007 depreciation study and 
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Case Background 

Rule 25-6.0436(8)(a), Florida Administrative Code (F. A. C.), requires investor-owned 
utilities to file comprehensive depreciation studies at least once every four years. On April 27, 
2007, Tampa Electric Company (Tampa Electric or company) filed its regular depreciation study 
in accordance with Rule 25-6.0436, F.A.C. Included with its depreciation study was Tampa 
Electric’s Petition for Approval of its 2007 Depreciation Study (Petition). The Petition requests, 
among other things, preliminary implementation of Tampa Electric’s proposed depreciation rates 
and fossil dismantlement accruals as of January 1, 2007, in accordance with Rule 25-6.0436(5), 
F.A.C. 

Staff will bring a recommendation in November for the Commission’s consideration of 
the final depreciation rates, which will have an implementation date of January 1, 2007. This 
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recommendation addresses Tampa Electric’s request for preliminary implementation of the 
proposed depreciation rates and fossil dismantlement accruals. 

The basis for Tampa Electric’s request were changes made to its plant to address alleged 
violations of the Clean Air Act and Florida Laws. Tampa Electric was required to shut down and 
repower units at the Gannon Station on or before December 31, 2004, pursuant to a Consent 
Decree (CD) and Consent Final Judgment (CFJ) entered by the U.S. Environmental Protection 
Agency (EPA) and the Florida Department of Environmental Protection (DEP), respectively. 
The CD and CFJ included provisions for environmental controls and pollution reductions from 
its coal-fired power plants. The emission reduction provisions required increased availability of 
flue gas desulfurization systems (scrubbers) to help reduce S02, implementation of projects for 
No, reduction efforts at Big Bend Units 1 through 3, and the repowering of the coal-fired 
Gannon Power Station (Gannon) to natural gas. The repowered units were renamed Bayside 
Power Station (Bayside) with in-service dates of April 24, 2003, and January 15, 2004. The last 
depreciation study addressed the issues relating to the capital recovery due to the shutdown of 
Gannon and the construction of Bayside. The recovery of costs for the selective catalytic 
recovery technology (SCR) projects are through the Environmental Cost Recovery Clause. 

The company states the completed station has a total station capacity of about 1,800 
megawatts (nominal) of efficient, natural gas-fueled, combined cycle electric generation, which 
uses 10 percent less fuel for the same amount of power output. Also, the repowering has reduced 
the facility’s No, and SO2 emissions by approximately 99 percent and particulate matter 
emissions by approximately 92 percent compared to 1998 levels. The current study proposes the 
final recovery of investment for Gannon, unitized depreciation rates for Bayside, and a change in 
capital recovery from a 50 to a 65-year period for Big Bend Units 1 through 4, which results in 
decreased depreciation rates for the steam plants and the fossil dismantlement accrual. 

The Commission has jurisdiction over this matter pursuant to Sections 366.04, 366.05, 
and 366.06, Florida Statutes (F.S). 

’ Order No. PSC-00-2104-PAA-E1, issued November 6,2000, in Docket No. 001 186-EI, In re: Petition for Approval 
of new environmental programs for cost recoverv through the Environmental Cost Recovery Clause by Tampa 
Electric Company. 
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Discussion of Issues 

Issue 1: Should Tampa Electric Company be allowed to implement its proposed depreciation 
rates, amortizations, recovery schedules, and provision for dismantlement on a preliminary 
basis? 

Recommendation: Yes. Staff recommends that Tampa Electric be allowed to implement, on a 
preliminary basis, its proposed depreciation rates, amortizations, recovery schedules, and 
provision for dismantlement, as shown on Attachments A and C. The effect of this proposal is a 
decrease in depreciation expenses, as shown on Attachments B and C, for an estimated $13 
million for 2007. The resulting expenses should be subject to true-up when final action, 
expected to occur in November 2007, is taken by the Commission in this docket. (Gardner, 
Springer) 

Staff Analysis: Tampa Electric requests, in accordance with Rule 25-6.0436, F. A. C., that it be 
allowed to implement its proposed depreciation rates, general plant amortizations, recovery 
schedules, and provision for dismantlement on a preliminary basis. The resulting expenses 
should be trued-up when final Commission action is taken in November 2007. 

Preliminary implementation does not, and should not, infer that, upon completion of the 
review of the company’s filed study, staff will be in full agreement with the company’s life, 
reserve, and salvage proposals. Staff believes that preliminary implementation of the rates, 
amortizations, recovery schedules, and dismantlement provision shown on Attachments A and C 
are likely to result in more appropriate expenses than retention of the currently effective rates 
and dismantlement accruals. The expenses should be subject to true-up when final Commission 
action is taken in this docket. 

The following is a summary of the changes in estimated 2007 expenses resulting from the 
company-proposed rates, general plant amortizations, recovery schedules, and provision for 
dismantlement : 

FUNCTIONAL ACCOUNTS ($000) 

Other Production 

I Subtotal I 
Transmission 

Distribution 1,647 

Transportation Equipment 

I General Plant I 75 I 
~ Subtotal I 2,191 1 
1 Fossil Dismantlement I (2,582) ~ 

I Total Plant I (13,043) ~ 
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Account Title 

Staffs review of the company’s study will include an analysis of the reserve position for 
each account and production site. Tampa Electric has proposed corrective reserve transfers for 
the preliminary implementation. The November 2007 recommendation will address the need for 
any further measures. 

Tampa Electric has also proposed unitized depreciation rates for Bayside. In the last 
depreciation study,* a 4.3 percent whole life depreciation rate was approved upon the in-service 
date of the new units. Also, Gannon was placed on a four-year recovery schedule which was 
scheduled to end in 2004 or on the in-service date of Bayside. 

Additionally, Tampa Electric proposes a 65-year lifespan for the coal fueled generating 
units at the Big Bend Station. The company states its proposed change in the capital recovery 
period is based upon the CD and CFJ which resulted in significant investments in control 
technology. 

Fossil Dismantlement 

By Order No. 24741, issued July 1, 1991, in Docket No. 890186-EI,3 the Commission 
established the methodology for accruing the costs of fossil dismantlement. The methodology 
depends on three factors: 1) estimated base costs of dismantling the fossil-fueled plants, 2) 
projected inflation, and 3) a contingency factor. 

Attachment C compares the current approved dismantlement accruals to Tampa Electric’s 
proposed accruals. The current approved annual dismantlement accrual is $3,876,903. The 
company’s proposed annual dismantlement accrual is $1,294,943, indicating a decrease of 
$2,581,960. In the last study, the company’s planning showed that the turbine-related assets for 
Gannon Units 3, 4, 5, and 6 would continue in-service as part of the repowering of Gannon into 
the Bayside Power Station. The common facilities and Units 5 and 6 would be included with 
Bayside Common and Units 1 and 2. Also, Units 3 and 4 would be placed in long term standby 
as the company continues to explore the possibilities available for repowering. As the current 
study shows, the company chose to retire the Gannon Common facilities and Units 3 and 4 
turbine-related assets. This is shown on Attachment C under the company’s 2007 proposed 
dismantlement accrual. Also, the accrual includes the company’s proposal for reserve transfers 
among plant accounts. The Commission should true-up the dismantlement accrual when it issues 
its decision on the final depreciation rates in this docket. 

Since the last study, Tampa Electric’s base cost estimates for the various dismantlement 
activities have changed as shown below: 

2004 Study Current Study 
FOSSIL DISMANTLEMENT BASE COST ESTIMATES 

($1 ($1 
Big Bend 
Gannon 
Hookers Point 
Dinner Lake 

’ Order No. PSC-04-0815-PAA-E1, issued August 20, 2004, in Docket No. 030409-EI, In re: Petition for approval 
of 2003 depreciation study by Tampa Electric Company. 
’ In re: Investigation of the ratemaking and accounting treatment for the dismantlement of fossil-fueled generating 
stations. 

44,3237,000 32,773,883 
40,657,999 33,030,968 

6,770,000 0 
576,000 0 
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Account Title 2004 Study Current Study 

I BigBendCTs I 622,000 I 668,855 I 
($1 ($1 

I Polk I 10,705,000 I 6,006,282 I 

Gannon CT 
Bayside 
Phillim Station 

I CityofTampa I 210,501 I 236,357 I 

167,981 333,646 
8,418,800 5,380,794 
1,262,000 1,420,392 

Total 

The company also proposes to decrease the current contingency factor from 15 to 10 
percent. Staff notes that the company is indicating a decrease in the dismantlement base costs 
estimates for the current study. Staffs review of Tampa Electric’s dismantlement study will 
include an analysis of the reasons for the dramatic decrease in base costs and the current 
contingency factor. 

113,549,300 I 79,851,177 I 
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Issue 2: What should be the implementation date for the preliminary implementation of the new 
depreciation rates, amortizations, recovery schedules, and dismantlement accruals? 

Recommendation: Staff recommends a January 1, 2007, implementation date for Tampa 
Electric’s preliminary implementation of its proposed depreciation rates, amortizations, recovery 
schedules, and dismantlement provision. (Gardner) 

Staff Analvsis: Rule 25-6.0436(6)(b), F.A.C., requires that data submitted in a depreciation 
study, including plant and reserve balances or company planning involving estimates, must be 
brought to the effective date of the proposed rates. In this regard, Tampa Electric’s data and 
calculations for revised depreciation rates, amortizations, recovery schedules, and dismantlement 
provision support a January 1,2007, implementation date. 

Depreciation rates and recovery schedules should theoretically be revised as soon as 
circumstances dictate the need for a revision. A January 1, 2007, implementation date is the 
earliest practicable date for utilizing the preliminary depreciation rates, amortizations, 
dismantlement provision, and recovery schedules. The submitted data for this depreciation and 
dismantlement study with resulting rates and expenses should be subject to true-up to support a 
January 1, 2007 implementation date when the Commission considers Tampa Electric’s final 
depreciation rates in November 2007. 
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Issue 3: Should this docket be closed? 

Recommendation: No. This docket should remain open, pending staffs review and analysis, 
and the Commission’s final action concerning the depreciation rates, amortizations, recovery 
schedules, and dismantlement provision. (Jaeger) 

Staff Analvsis: The recommendation addresses the preliminary booking of Tampa Electric’s 
proposed depreciation rates, amortizations, recovery schedules, and dismantlement provision 
beginning January 1, 2007, with a provision for a true-up of resulting expenses when final 
Commission action is taken. The issue regarding the appropriate depreciation, recovery 
schedules, or dismantlement factors cannot be resolved until staff has thoroughly reviewed and 
analyzed the company’s filed study. Staff expects to bring a recommendation to the Commission 
for final action on this request in November 2007. The Order resulting from staffs 
recommendation on the final depreciation rates, amortizations, recovery schedules, and 
dismantlement provision will be issued as Proposed Agency Action affording a point of entry for 
substantially affected persons. 
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Attachment A 
Page 1 o f 4  
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Attachment A 
Page 2 of 4 

34130 Bayside Common 26.0 (1 1) 4.3 34.6 21.37 
34230 Bayside Common 26.0 (1 1) 4.3 33.9 19.32 
34330 Bayside Common 26.0 (1 1) 4.3 33.2 14.06 
34530 Bayside Common 26.0 (1 1) 4.3 19.8 24.88 
34630 Bayside Common 26.0 (11) 4.3 21.4 34.05 

(2) 2.3 
(4) 2.5 

(1 1) 2.9 
(9) 4.3 
(6) 3.4 
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Attachment A 
Page 3 of 4 
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Attachment A 

392.02 
392.03 
392.04 

Light Trucks 5.4 15 8.8 4.0 46.01 15 9.7 
Heavy Trucks 7.2 12 6.8 7.1 42.69 12 6.4 
Medium Trucks 9.7 10 0.2 5.1 45.38 15 7.8 
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31141 
31241 
31441 
31541 
31641 

Attachment B 
Pane 1 o f 4  

UnitNo. 1 2.2 177;377 1.4 112,876 (64,501) 
UnitNo. 1 3.8 3,309,774 3.3 2,874,277 (435,497) 
UnitNo. 1 2.8 920,504 2.5 821,878 (98,626) 
UnitNo. 1 3.3 272,212 2.5 206,221 (65,991) 
UnitNo. 1 2.2 14,201 1.2 7,746 (6,455) 

31142 
3 1242 
3 1442 
3 1542 
3 1642 

Unit No. 2 2.4 19 1,464 1.6 127,642 (63;822) 
Unit No. 2 4.1 3,013,069 3.1 2,278,174 (734,895) 

(1 92,494) Unit No. 2 3.1 994,552 2.5 
Unit No. 2 3.2 279,015 2.5 217,980 (6 1,035) 
Unit No. 2 4.6 24,837 2.0 10,799 (14,038) 

802,058 

3 1143 
3 1243 
3 1443 
31543 
3 1643 

Unit No. 3 1.9 290,558 1.2 183,510 (107,048) 
Unit No. 3 3.1 3,129,864 2.6 2,625,047 (504,817) 
Unit No. 3 2.4 729,337 1.8 547,003 (182,334) 
Unit No. 3 3.1 607,924 2.5 490,262 (117,662) 
Unit No. 3 2.5 33,174 2.7 35,828 2,654 

3 1144 
3 1244 
3 1444 
31544 
3 1644 

Unit No. 4 1.9 1,156,333 1.4 852,035 (3 04298) 
Unit No. 4 2.6 5,318,035 2.4 908,956 (409,079) 
Unit No. 4 2.3 1, 884,479 2.0 1,638,677 (245,802) 
Unit No. 4 2.7 1,006,200 2.1 782,600 (223,600) 
Unit No. 4 2.2 118,981 1.7 9 1,40 (27,041) 

31146 
3 1246 
31546 
3 1646 

Unit No.1 & 2 FGD System 3.5 444,513 2.6 330210 (1 14,303) 
Unit No.] & 2 FGD System 4.1 2,464,405 2.9 1,74,3 116 (721,289) 
Unit No.] & 2 FGD System 4.3 367,059 3.3 281,697 (85,362) 
Unit No.] & 2 FGD System 4.1 72,976 2.5 44,496 (28,478) 
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31145 
31245 
31545 
31645 

Unit No. 3 & 4 FGD System 2.0 439,093 1.5 329,320 (109,773) 
Unit No. 3 & 4 FGD System 2.8 4,261,305 2.3 3,500,357 (760,948) 
Unit No. 3 & 4 FGD System 2.6 488,898 2.1 394,880 (94,018) 
Unit No. 3 & 4 FGD System 2.4 17,946 2.0 14,955 (2,991) 

31647 I Big Bend Amortizable Tools 14.3 I 354,586 I 14.3 1 354,586 I 0 

31601 
31617 Misc. Production Plant 14.3 161,710 14.3 161,710 0 

Total Big Bend Station 37,025,233 30,966,782 (6,058,449) 
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Attachment B 
Page 2 of 4 

3 1633 
34333 

I Combustion Turbine No.2 & 3 0.1 I 1,612 I (1612) I 

Unit No. 3 3.5 1,43 1 0 0 (143 1) 
Unit No. 3 4.3 4,051 0 0 (4,051) 

ustion Turbine No 2 & 3 

34181 
3428 1 
34381 
34581 
34681 

Unit No. 1 2.8 1,321,961 2.5 1;180,323 (141,638) 
Unit No. 1 3.3 7,521,332 3.4 7,749,25 1 227919 
Unit No. 1 5.9 7,552,518 6.4 8,192,562 640,044 
Unit No. 1 3.4 1,979,742 3.1 1,805,059 (1 74,683) 
Unit No. 1 3.3 157,232 3.4 161,996 4,764 
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34183 
34283 
34383 
34583 
34683 

Attachment B 
Page 3 of 4 

Unit No. 3 2.6 268,764 2.6 2 6 8,7 6 4 0 
Unit No. 3 2.9 33,381 2.9 33,381 0 
Unit No. 3 5.2 1,576,465 6.2 1,879,632 303,167 
Unit No. 3 3.0 271,941 3.0 27 1,94 1 0 
Unit No. 3 2.8 12,121 2.9 12,554 433 

I Total Polk Power Station I 24,343,169 I 1 25,983,437 I 1,640,268 
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Total Trans., Distrib. & Genrl. Plant 
Total Production Plant 
Fossil Dismantlement Accrual 

Attachment B 
Pane 4 of 4 

89,076,902 91,268,205 2,191,303 
98,710,234 86,058,596 (12,651,638) 
3,876,903 1,294,943 (2,581,960) 
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Account Title 

Bayside Common 
Bayside Unit No. 1 & PB 
Gannon Unit No. 5 Turbine 
Bayside Unit No. 2 CT & PB 
Gannon Unit No. 6 Turbine 

Attachment C 
Parre 1 of 1 

Current Accrual Accrual Accrual 
0110 112004 0 1 IO 11200 7 01/01/2007 

($1 ($1 ($) 
103,920 46,735 (57,185) 
199,295 67,810 (131,485) 
172,992 7,988 (165,004) 
273,648 90,067 (183,581) 

97,196 9,592 (87,604) 

Comparison of Current And Proposed Dismantlement Accruals 
1 Commission Approved 1 Company Proposed I Change In 

Polk Unit No. 1 Power Block 
Polk Unit No. 2 Power Block 

532,15 1 109,95 1 (422,200) 
62,584 - 13,448 (76,032) 
9,881 26.157 16.276 

I Polk Common & Gasifier 

City of Tampa 
Phillips Station 

20,665 12,852 (7,813) 
74,865 68,635 (6,230) 

I Polk Unit No. 3 Power Block I 10,721 I 28,462 I 17,741 I 

Gannon Common 71,854 1 0 1  (71,854) 
Gannon Unit No. 3 Turbine 25.844 I 0 1  (25.844) 
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Gannon Unit No. 4 Turbine 
Total Dismantlement Accrual 

40,723 0 (40,723) 
3,876,903 1,294,943 (2,58 1,960) 


