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FROM : DIVISION OF ECONOMIC REGULATION (P. 

i,:j 

DIVISION OF SAFETY AND ELECTRIC 
DIVISION OF LEGAL SERVICES (c. 

RE: DOCKET NO. 000686-E1 - REVISED DEPRECIATION STUDY FOR 
GANNON STATION BY TAMPA ELECTRIC COMPANY. 

AGENDA: 11/07/00 - REGULAR AGENDA - PROPOSED AGENCY ACTION - 
INTERESTED PERSONS MAY PARTICIPATE 

CRITICAL DATES: NONE 

SPECIAL INSTRUCTIONS: NONE 

FILE NAME AND LOCATION: S:\PSC\ECR\WP\OOO686.RCM 
R:\GANNON1.123 

CASE BACKGROUND 

On November 3, 1999, the United States Department of Justice, 
on behalf of the United States Environmental Protection Agency 
(EPA), filed a lawsuit against Tampa Electric Company (TECO or the 
Company) alleging TECO violated the Prevention of Significant 
Deterioration (PSD) requirements at Part C of the Clean Air Act, 42 
U.S.C. §§ 7470-7492. The EPA alleged that TECO was required to 
obtain a PSD permit and apply best available control technology 
(BACT) before proceeding with various power plant modifications 
which TECO completed between 1991 and 1996. The power plant 
modifications in question were replacements of boiler equipment 
such as steam drum internals, high temperature reheater, water 
wall, cyclone, and furnace floor. 

Subsequently, on December I ,  1999, the Florida Department of 
Environmental Protection (DEP) filed a lawsuit against TECO which 
mirrored the EPA lawsuit. Shortly after the DEP filed its lawsuit, 
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TECO and the DEP settled the suit by entering a Consent Final 
Judgment (CFJ). The CFJ became effective on December 16, 1999. 

On February 29, 2000, TECO and the EPA signed a settlement 
agreement (Consent Decree). The Consent Decree was filed with the 
U.S. District Court in Tampa on February 29, 2000. The Consent 
Decree was entered October 5, 2000. Among other things, the 
Consent Decree and the CFJ require TECO to cease burning coal at 
the Gannon Station by year-end 2004 and repower some of the Gannon 
units with natural gas. 

By Order Nos. PSC-00-0603-PAA-E1 and PSC-00-0817-PAA-E1, 
issued March 29, 2000, and April 25, 2000, respectively, in Docket 
Nos. 990529-E1 and 992014-EI, depreciation rates, recovery 
schedules, and the provision for dismantlement for TECO were 
revised. The rates and recovery schedule approved for the Gannon 
Station reflected TECO's preliminary assessment of compliance with 
the Consent Decree and the CFJ. The company's planning included 
the repowering of Gannon Units 3, 4, and 5. Once repowered, the 
original boilers of Units 1 through 5 and the station's coal 
handling system would be retired and the Gannon Station would be 
natural gas fueled with fuel oil capability. Additionally, TECO 
planned to place Units 1, 2, and 6 on reserve standby to be used as 
emergency capacity to provide the operating flexibility needed to 
ensure reliability and possible future conversion to burn natural 
gas. 

On May 18, 2000, TECO filed a proposed revision for the 
recovery position at the Gannon Station. The revision is 
necessitated by changes in TECO's planning to repower Units 5 and 
6 rather than Units 1, 2, and 5. Staff has completed its review 
and analysis of the company's study and presents its recommendation 
herein. 
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DISCUSSION OF ISSUES 

ISSUE 1: 
Company’s Gannon Station assets be revised? 

RECOMMENDATION: Yes. Attachment A, pages 6 - 9, shows the staff 
recommended rates and recovery schedule expenses that reflect 
TECO’s current planning to repower Gannon Units 5 and 6 rather than 
Units 3, 4, and 5. The revision results in an increase in annual 
depreciation expense of about $3 million. (P. LEE) 

STAFF ANAtYSIS: As part of TECO’s last depreciation study, rates, 
recovery schedules, and the provision for dismantlement for the 
Gannon Station were predicated on the company‘s preliminary 
engineering assessments for compliance with the Consent Decree and 
the CEJ. This current study reflects TECO‘s subsequent engineering 
analyses which determined that repowering Gannon Unit 6 has more 
advantages than repowering Units 3 and 4. Unit 6 will require less 
valving and piping arrangements, and there will be a slightly more 
simplified steam pipe route for repowering. Additionally, the 
physical location of Unit 6 will simplify construction. At the 
completion of repowering Units 5 and 6, the total station capacity 
will increase from about 1,150 MW to 1,828 MW. Furthermore, TECO 
does not plan to maintain the boiler and related equipment at Units 
3 and 4 for emergency purposes. 

Should the current recovery position of Tampa Electric 

Also, according to the company, TECO does not plan to seek 
revenue recovery for the Gannon repowering through the 
Environmental Cost Recovery Clause (ECRC) . Even though the 
requirements of the Consent Decree and the CFJ are environmentally 
driven, TECO projects the Gannon repowering will enhance its 
revenue stream. 

Near-Term Retirements 

The company has estimated the additional investment and 
reserve as of January 1, 2000, associated with the plant currently 
anticipated to be retired by December 31, 2004, as a result of the 
repowering of Unit 6 to be $44,656,351, and $23,180,288, 
respectively. This results in the total investment subject to 
retirement due to the repowering and the CEJ to be $332,343,139 
with an associated reserve of $244,609,218. The company has 
proposed the current approved recovery schedule be adjusted to 
recover the revised net investment of $87,733,921 of the retiring 
assets to begin January 1, 2000, and conclude December 31, 2004, 
coinciding with the date coal will no longer be burned at Gannon 
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pursuant to the CFJ requirement. 
company proposed recovery schedule revision. 

Staff recommends approval of the 

There is no change in the company forecast that approximately 
$7.5 million in additions will be made to the Gannon Station prior 
to repowering. These short-lived additions are needed to maintain 
the reliability of the system and to protect the safety of the 
employees at the site. The company proposes that these additions 
be recovered over the period the equipment will be serving the 
public; i.e., 2000 additions amortized over the 2000-2004 period, 
2001 additions amortized over the 2001-2004 period, 2002 additions 
amortized over the 2002-2004 period, 2003 additions amortized over 
the 2003-2004 period, and the 2004 additions amortized during 2004. 

To assure full recovery of the net investment and any short- 
lived additions subject to retirement by year-end 2004, the expense 
for each month should be obtained by dividing net plant of each 
unit for that month by the months remaining in the amortization 
period. Staff believes this will be flexible in reacting to 
recovery of retirement in the event of changes in estimates. 

Remainins Assets 

Attachment A, page 6, shows the company-proposed and staff- 
recommended depreciation factors for the assets now expected to 
remain in-service with the repowering of Unit 6. TECO has utilized 
its continuing property record system to develop stratified 
categories expected to have homogeneous life characteristics. The 
life of the account is then determined by compositing the life 
expectations of the various strata. This approach provides a more 
accurate determination of the required depreciation components than 
the historical approach of arriving at the pattern of interim 
retirement and life expectancy of the generating plant without 
identifying the contents or quantifying the varying life 
characteristics of the contained assets. 

The recommended lives for Units 3, 4, and 6 recognize the 
repowering of Unit 6 rather than Units 3 and 4. The recommended 
life for Unit 6 assumes that repowering will extend the life of the 
station by about 40 years while various stratified asset categories 
will continue to experience a shorter life. The company's proposed 
life and salvage factors are within the range of reasonableness and 
acceptable to staff. 

- 4 -  



DOCKET NO. 0 0 0 6 8 6 - E 1  
DATE: October 2 6 ,  2000 

ISSUE 2:  What should be the implementation date for revisions in 
the recovery of the Gannon Station? 

RECOMMENDATION : Staff recommends approval of the company's 
proposed January 1, 2000, date of implementation for the new 
depreciation rates and recovery schedules for the Gannon Station. 
(P. LEE) 

STAFF ANALYSIS: Company data and related calculations abut the 
January 1, 2000 date. This is the recommended date of 
implementation, being the earliest practicable date for utilizing 
the revised rates and recovery schedules. Staff therefore 
recommends approval of the company's proposed January 1, 2 0 0 0  
implementation date. 

ISSUE 3: Should this docket be closed? 

RECOMMENDATION: If no person whose substantial interests are 
affected by the proposed agency action files a protest within 21 
days of the issuance of the order, this docket should be closed 
upon the issuance of a consummating order. ( C .  KEATING) 

STAFF ANALYSIS: At the conclusion of the protest period, if no 
protest is filed, this docket should be closed upon the issuance of 
a consummating order. 
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