BEFORE THE PUBLIC SERVICE COMMISSION

In re: Petition for approval of new | DOCKET NO. 040750-EI
environmental programs for cost recovery | ORDER NO. PSC-04-0986-PAA-EI
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Clause, by Tampa Electric Company.

The following Commissioners participated in the disposition of this matter:

BRAULIO L. BAEZ, Chairman
J. TERRY DEASON
LILA A. JABER
RUDOLPH “RUDY” BRADLEY
CHARLES M. DAVIDSON

ORDER GRANTING COST RECOVERY THROUGH THE ENVIRONMENTAL COST
RECOVERY CLAUSE

BY THE COMMISSION:

NOTICE is hereby given by the Florida Public Service Commission that the action
discussed herein is preliminary in nature and will become final unless a person whose interests
are substantially affected files a petition for a formal proceeding, pursuant to Rule 25-22.029,
Florida Administrative Code.

Tampa Electric Company (“TECO”) entered into settlement agreements with the Florida
Department of Environmental Protection (“FDEP”) and the United States Environmental
Protection Agency (EPA) which require TECO to reduce nitrogen oxides (“NOx”) emissions at
the Big Bend Station. The Big Bend Station is coal fired and NOx emissions are to be reduced
by installing poHution control technologies, repowering, or shutting down three of the four units
at the station.

TECO has decided to continue operation of the Big Bend Station using coal, and to install
pollution control technologies to meet the NOx air emission limits set out in the settlement
agreements. By Petition filed on July 15, 2004, TECO explained that it will meet the NOx
criteria by installing Selective Catalytic Reduction (“SCR”) technology at Big Bend Units 1-4,
installing pre-SCR technologies at Big Bend Units 1-3, and by installing alkali injection systems
at Big Bend Units 1-4. TECO’s Petition requests that the costs for the first phase of these
various NOx reduction technologies be recovered through the Environmental Cost Recovery
Clanse (“ECRC”).

Section 366.8255, Florida Statutes, the ECRC, gives the Commission the authority to
review and decide whether a utility's environmental compliance costs are recoverable through a
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cost recovery factor. Electric utilities may petition the Commission to recover projected
environmental compliance costs required by environmental laws or regulations. Section
366.8255(2), Florida Statutes. Environmental laws or regulations include “all federal, state or
local statutes, administrative regulations, orders, ordinances, resolutions, or other requirements
that apply to electric utilities and are designed to protect the environment.” Section
366.8255(1)(c), Florida Statutes. If the Commission approves the utility's petition for cost
recovery through this clause, only prudently incurred costs shall be recovered. Section 366.8255
(2), Florida Statutes.

In the spring of 2004, TECO completed a study of the most cost-effective options to
reduce NOx air emissions pursuant to the requirements of the settlement agreements. TECO’s
study compared the 30-year revenue requirements of nine generation options to the 30-year
revenue requirements of retrofitting Big Bend Station with NOx air emissions equipment. Five
of the generation options allowed for the re-powering of Big Bend Station using various coal-
fired and gas-fired technologies. Four green-field options using coal-fired and gas-fired
technologies were also evaluated to determine whether savings could be achieved by shutting
down the Big Bend Station. All options were compared on a cumulative present worth revenue
requirements (CPWRR) basis, similar to that used in a need determination for a new generating
unit. The CPWRR analysis incorporated all capital, operating and maintenance, environmental
compliance, fuel, and recurring capital costs. TECO’s analysis showed that the retrofit activities
were the most cost-effective option. The second most cost-effective option, a re-powering using
a coal-fired circulating fluidized bed technology, had a CPWRR cost over $700 million higher
than TECO’s proposed plan.

We reviewed TECO’s long range planning assumptions and find they are reasonable. We
are not aware of any reasonable assumption that would cause a $700 million increase in TECO’s
proposed Big Bend NOx compliance program and thereby cause the project to lose its cost
effectiveness. Thus, we find that TECO has made a reasonable assessment of possible options
and selected the most cost-effective compliance alterative.

TECO’s Big Bend NOx air emission compliance program consists of three retrofit
activities: (1) installation of Pre-SCR equipment at Big Bend Units 1, 2, and 3; (2) installation of
SCR at Big Bend Units 1-4; and, (3) alkali injection at Big Bend Units 1-4. TECQ’s estimated
costs for the Big Bend NOx air emissions compliance program are shown in Tables 1 and 2. The
Pre-SCR activities are improvements to power plant operations and coal/air controls. The Pre-
SCR activities are more cost-effective than using SCR, but can not achieve the total NOx
emission reduction required by the settlement agreements. Thus, the cost of the SCR activities
are reduced but not avoided by the Pre-SCR activities. The alkali injection activities will be
installed to address increases in SO3 concentrations typically caused by the SCR systems. TECO
plans to phase the retrofit activities over the next six years.

TECO’s Petition secks ECRC treatment of only those costs for activities that are
currently underway and budgeted for 2005. The components of TECO’s Petition are shown in
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bold face type in Tables 1 and 2 and consists of installation of Pre-SCR equipment at Big Bend
Units 1, 2, and 3 and installation of SCR equipment at Big Bend Unit 4. These activities are
required by the settlement agreements with DEP and EPA. The settlement agreements qualify as
“environmental laws or regulations” under Section 366.8255(1)(c), Florida Statutes, because
they are orders of a Florida Circuit Court and a Federal District Court, respectively.

The Pre-SCR activity costs shown below in Tables 1 and 2 for Big Bend Unit 4 are
already included in the ECRC by Order No. PSC-03-0684-PAA-EI, issued June 6, 2003, in
Docket No. 030226-El, In Re: Petition for approval of proposed Big Bend Unit 4 Separated
Overfire Air (SOFA) project and recovery of costs through environmental cost recovery clause
by Tampa Electric Company. The 2004 and 2005 revenue requirements associated with the
installation of Pre-SCR equipment at Big Bend Units 1, 2, and 3 and installation of SCR
equipment at Big Bend Unit 4 will be addressed at the November 8-10, 2004 hearing in Docket
No. 040007-EI. The 2004 and 2005 revenue requirements are in boldface type in the tables.

Table 1
Projected Big Bend Station Capital Additions for NOx Emission Reductions
(Dollars in thousands)

Unit No. Unit 1 Unit 2 Unit 3 Unit 4 Total
Compliance Date 5/1/10 5/1/09 5/1/08 6/1/07 All Units
Pre-SCR equip. $2,135 $1,585 $2,635 $550 $6,905
SCR equip. $74,661 $74,904 $73,905 $61,375 |  $284,845
Alkali injection equip. $3,425 $3,425 $3,425 $3,425 $13,700
Total Capital Costs $80,221 $79,914 $79,965 $65,350 $305,450
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Table 2
Projected Big Bend Station Annual Operations & Maintenance Costs
for NOx Emission Reductions
{(Dollars in thousands)
Unit No. Unit 1 Unit 2 Unit 3 Unit 4 Total
Compliance Date 5/1/10 5/1/09 5/1/08 6/1/07 | All Units
Pre-SCR $75 $40 $125 330 $270
SCR $2,500 $2,500 $2,100 $1,500 $8,600
Alkali injection $970 $970 $970 $970 $3,880
Total O&M Costs $3,545 $3,510 $3,195 $2,500 $12,750

TECO’s current base rates were established by Order No. PSC-93-0758-FOF-E], issued
May 19, 1993, in Docket No. 920324-El, In Re: Application for a rate increase by Tampa
Electric Company. Consequently, TECO’s current base rates can not be reasonably expected to
include the costs for which it seeks recovery in this Petition.

Conclusion

TECO has shown that its proposed Big Bend Unit 4 SCR system and the Pre-SCR
retrofits on Big Bend Units 1, 2, and 3 are required to comply with a governmentally imposed
environmental regulation. TECO provided adequate information explaining its proposed
activities and projected costs. TECO’s current base rates do not provide cost recovery of the
proposed activities. Therefore, we find that prudently incurred costs for the Big Bend Unit 4
SCR system and Pre-SCR retrofit activities on Big Bend Units 1, 2, and 3 are appropriate for
recovery through the ECRC.

Based on the foregoing, it is

ORDERED by the Florida Public Service Commission that Tampa Electric Company’s
petition for cost recovery through the environmental cost recovery clause is granted. It is further

ORDERED that the provisions of this Order, issued as proposed agency action, shall
become final and effective upon the issuance of a Consummating Order unless an appropriate
petition, in the form provided by Rule 28-106.201, Florida Administrative Code, is received by
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the Director, Division of the Commission Clerk and Administrative Services, 2540 Shumard Oak
Boulevard, Tallahassee, Florida 32399-0850, by the close of business on the date set forth in the
"Notice of Further Proceedings" attached hereto. It is further

ORDERED that in the event this Order becomes final, this docket shall be closed.

By ORDER of the Florida Public Service Commission this _11th day of Qctober, 2004.

5#//‘5
BLANCA S. BAYO, Direfjor

Division of the Commission Clerk
and Administrative Services

(SEAL)

MKS

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

The Florida Public Service Commission is required by Section 120.569(1), Florida
Statutes, to notify parties of any administrative hearing that is available under Section 120.57,
Florida Statutes, as well as the procedures and time limits that apply. This notice should not be
construed to mean all requests for an administrative hearing will be granted or result in the relief
sought.

Mediation may be available on a case-by-case basis. If mediation is conducted, it does
not affect a substantially interested person's right to a hearing.
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The action proposed herein is preliminary in nature. Any person whose substantial
interests are affected by the action proposed by this order may file a petition for a formal
proceeding, in the form provided by Rule 28-106.201, Florida Administrative Code. This
petition must be received by the Director, Division of the Commission Clerk and Administrative
Services, 2540 Shumard Oak Boulevard, Tallahassee, Florida 32399-0850, by the close of
business on November 1, 2004.

In the absence of such a petition, this order shall become final and effective upon the
issuance of a Consummating Order.

Any objection or protest filed in this/these docket(s) before the issuance date of this order
is considered abandoned unless it satisfies the foregoing conditions and is renewed within the
specified protest period.



