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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

I n Re : Petition for approval of 
spec ial accounting treatment of 
expenditures related to 
Hurr icane Erin and Hurricane 
Opal by Gulf Power Company 

DOCKET NO. 951433 - EI 
ORDER NO. PSC-96 - 1334-FOF- El 
ISSUED: November 5, 1996 

The following Co nunissioners participated in the disposition of 
this matter: 

SUSAN F. CLARK, Chairman 
J. TERRY DEASON 

JOE GARCIA 
JULIA L. JOHNSON 

DIANE K. KIESLING 

NQTICE OF PROPOSED AGENCY ACTION ORDER 
APPROVING ACCOQNTING TREATMENT OF STOBM BELATED DAMAGE 

BY THE COMMI SSION : 

NOTICE I S HEREBY GIVEN by the Florida Public Servic e 
Commiss i o n tha t the a c tio n disc ussed herein is preliminary i n 
nature and will be come fina l unless a person whose inte r est s are 
substant i a lly affec ted f i les a pe t it ion for a formal proceedi ng , 
pur suan t t o Rule 25 - 22 .029 , Florida Administrative Code . 

CASE 8ACKGROUNP 

On November 17, 19~5, Gulf Po we r Company (Gul f or t h e Company ) 
filed a petition to i n c r e ase the annual accrual for storm damage 
from $1.2 mil l ion to $3.5 million beg inning in 1996 and to amo rtize 
a pprox imate l y $9 million of hur ricane - related expenditures t o the 
accumulate d p rov ision a ccount over the five - year period of 1996 -
2000. Additionally, the Company r e queste d t hat it be al l owed t o 
apply any earni ngs over a 12. 75\ return on equity (ROE) for 
calendar y e a r 1 9 95 to t h e a ccumulate d provision account . Gulf also 
requested that t h e Commission rule o n its pet i tion o n o r be fore 
December 19, 1995, be fore t he closing o f i t s books f o r 1 9 95. 

In Orde r No. PSC- 96 -0023- FOF-E I the Commi s sion resol ved al l 
issues e x c e pt f o r the annual accrual a moun t for sto rm d amage 
because we f ound n o b asis fo r determining t he r easo nabl eness o f the 
propo sed $3. 5 million accrual a mount. Instead , we o rdered Gu l f to 
prepare and submit f or review a storm d amag e study . Pendi ng our 
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receipt and review of the study, Gulf was a llowed an annual accrual 
amount of $3 . 5 million. 

I n its study , Gulf was required t o address the impact of 
random storm eve nts . The Company was to evaluate the potentia l 
affects on the a ccumulated provision account balanc e as a resul t of 
storms of varying intensities and paths. Gulf filed the study June 
13, 1996. 

DECISION 

Gulf's analysis of the annual accrual amount is based on a 
report prepared by independent consultants, M&M Protection 
Consultants (M&M) titled Transmission and Distribution Study for 
Hurri canes . M&M used a probabilistic mcdel with three different 
tests to estimat e a range of possibl e damage to transmission and 
distribution (T&D) facilities. The firat test was an estimate of 
damage costs to current T&D facilities due to the stro ngest 
hurricane on record that affec ted Gulf's service area. The second 
tect was an est i mate of T&D damage costs due t o a worst c ase 
scen,,rio. The third test was an estimate of the average annual 
damage costs to T&D facilities. All test results presented by H&M 
are based on a 90 percent probabi lity that the estimated damages 
will not be exceeded. M&M estimates t hat Gulf can expect $25.1 
million in T&D da mages d le to a rec u r rence of the stro ngest s t o rm 
on record and $106.9 million due t o a worst case scenario. Gulf 
projects the long -term average T&D damage to be $1 . 3 million 
annua lly . 

Key criter ia such as location of facilities .. current 
replacement costs, design s tandards, storm paths , and a 120 - year 
history o f tropical storrr.s were i ncorporated into the probabil i stic 
model. While we may not necessarily agree wit h all of the 
assumptions, the study provides sufficient ins ight into Gulf's 
e xposure to T&D storm damage losses for determining the 
reasonablenes~ of Gulf's annual accrual amount and the appropriate 
accumulated provision a ccount balance. 

Ou r pr i mary concern is that the accrual amo unt be sufficient 
to cover annual damages and promote gro wt h i n the Accumulated 
Provision for Property Insu rance accoun t balance. Altho ugh, t he 
study recommended an increase in the annua l acc rual of $0 . 4 
million , Gulf d i d not request: said increa se. Assuming Gulf's 
estimate of $1. 3 million i n annual losses is accurate, then an 
annua l a ccrual amount of $3. 5 million will be adequate to cover 
those losses and provide for reasonable increases t o the 
Accumulated Provision f o r Pr operty Insuran ce account balance. An 
adjustment $0 .4 million is of s uch small magnitude as t o lnfer a 
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degree of accuracy in predicting weather that does not yet exist. 
Therefore, we find Gulf's proposal to leave the annual accrua l at 
the $3.5 million level to be appropriate at this time . 

The Transm.ission and Distribution Study for Hurri canes 
recommends the Accumulated Provision for Property Insurance account 
have a balance between $20 . 1 and $28 . 8 million and that the balance 
could be achieved over 1 0 years with a $3.9 million annual a ccrual . 
However, the target account balance was based on assuming only 80 
percent of the actual damages were charged to the account with the 
remaining 20 percent capitalized. We find this assumption to be 
inappropriate for purposes of determining a target balance level . 
I nst ead, all damages shou ld be assumed to be charged to the 
Accumulated Provision for Property Insurance account. Therefore, 
based on Gulf' s study, the appropri ate target level f o r t he 
Accumulated Provision for Property Insurance account is between 
$25. 1 and $36 mill i on . The only impact this change has is to 
inci-c~ase the number of years r e qui red to achieve the target a ccount 
ba l an\":e by approximately three to seven years . This is not a 
material c hange . 

The study shal l not be used as t he basis for determining 
specific c harges to the Accumulated Provision for Property 
Insurance account. Determini ng the prudence of any particular 
future charge against the Accumulated Provision for Property 
Insurance accoun t i s prematu re because o f the unpredictable nature 
o f any given storm. If there is a sto rm, Gulf shall bear the 
burden of s howing that specific charges aga i nst the Accumulated 
Provision f o r Property Insurance a ccount are prudent and 
reasonable. 

Based on the foregoing, it is 

ORDERED by the Flor i da Public Service Commission that Gul f 
Power Company' a study Transmissi on and Distribution Study f or 
Hurri c anes adequately addresses the appropriate a ccumulated 
prov ision account balance and the annual accrual amount as required 
i n Order No . PSC-96 - 0023-FOF-EI. It is further 

ORDERED that the annual a ccrual amount shall remain a t $3.5 
million . I t is further 

ORDERED that the appropriate target level f o r the Accumulated 
Pro vision f or Property Insurance a ccount i s between $25.1 and $36 
million. It is further 

ORDERED that the provisions o f this Order, issued as proposed 
agency act ion, shall become final and effective unless an 
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appropriate petition , in the form provided by Rule 25-22 . 036, 
Florida Administrative Code, is received by the Director, Divisi on 
of Records and Reporting , 2540 Shumard Oak Boulevard, Tallahassee, 
Flor i da 32399 - 0850, by the l lose of business on the date set forth 
in the "Notice o f Further Proceedings or Jud1cial Review• attached 
hereto. It i s further 

ORDERED that in the event this Order becomes final, this 
Docket shall be c losed. 

By ORDER o f the Florida Public Service Commission, this SSJl 
day o f Noye!Dber, ~. 

BLANCA s. BAY6, Director 
Division of Records and Report i ng 

(S E AL ) 

SLE 
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NQTICE OF FUBIHER PROCEEQINGS OR JUDICIAL REYI~ 

The Flo rida Public Service Commission is required by Section 
120.59( 4 ), Flor i da Statut es, to noti fy part i es o f any 
administrative hearing or j udic ial review o f Commission orders that 
is a vailable under Sectio ns 120 . 57 or 120 . 68, Florida Statutes, as 
well as the procedures and time limits tha t apply . Thie notice 
shou l d not be const rued t o mean all requests for an admi n i strative 
hea r i ng or j udicial r evie w will be grante d o r result in the r elief 
sought. 

The a c tion proposed herein is prelim~nary i n nature and will 
not be come effective o r fina l, except as provided by Rule 
25 - 22.029 , Florida Admin i strative Code . Any person who s e 
substantial i nterests are affected by the action proposed by this 
order may file a pet ition f o r a f o rmal proceeding, as prov i de d by 
Rule 25-22. 029(4 ), Florida Admi nistrative Code , i n the form 
provided by Rule 25 - 22.036(7) (a ) and (f ) , Florida Admini stra t i ve 
Code. This petit i on mus t be receive d by t he Director, Divis ion of 
Re~ords and Report i ng, 254 0 Shumard Oak Bouleva rd, Ta llaha s see, 
Flo rida 32399-0850, by the c l o s e of business on Noye!Dber 26 . 1996. 

I n t he a b s ence of s uch a petition , t h i s order s hall become 
effecti ve on t he day s ubsequen t to t he above date a s p rov i de d by 
Rule 25-22.029(6), Florida Admi n istr ative Code . 

Any ob jection or p r otes t filed i n t h i s docket befo re the 
issuance date of this order i s considered a bandoned unless it 
aatiafiee the f o regoing condj. t i o ns a nd i s r e.newe d within t he 
specified protest perion. 

If this o rder becomes fina l and effective o n t he date 
described above, any party substantia lly affected may r equest 
judicial r eview by the Florida Supreme Court in t he case of an 
el ~ctric, gas or te~ephone utility o r by the Fi rst District Court 
of Appeal in the case of a wa ter or wa s tewater utili ty by f iling a 
notice o f appeal with the Director, Di v ision o f Records and 
Repo rting and filing a cupy of the notice of appeal and the filing 
fee with the appropriate court. This filing must be compl"tted 
withi n thirty (30) days of the effective date of this order, 
pursuant to Rule 9.110, Florida Ru l e s o f Appe llate Procedure. The 
not ice of appeal must be in t he form specified i n Rule 9.900(a), 
Florida Rules of Appellate Procedure. 


