BEFORE THE PUBLIC SERVICE COMMISSION
OF THE
STATE OF MISSISSIPPI

MISSISSIPPI POWER COMPANY DOCKET NO. 2018-AD-145
EC-120-0097-00
RE: MISSISSIPPI POWER COMPANY’S RESERVE MARGIN PLAN
ORDER
THIS CAUSE came on for consideration by the Mississippi Public Service Commission
- (“Commission”), sua sponte, in the above-styled docket, and, being fully apprised in the
premises and having considered the documenfg and record before it, this Commission renders a
decision as follows:
I. Background
I. This docket was prompted by the Commission’s Order Approving Second
Amended and Restated Stipulation issued on February 6, 2018 in Docket No. 2017-AD-112
. (“2018 Order”), which ultimately resolved the outstanding regulatory issues concerning
Mississippi Power Company’s (“MPC” or *Company”) Kemper County IGCC Project. The
2018 Order recognized it would be beneficial to analyze MPC’s current reserve margin and
alternatives that the Company could identify to address these reserves and to allow a fully
informed and transparent review of the matter.
2. This docket was designed to proceed in a two-phased approach requiring, first, the
assessment of alternatives from MPC’s perspective and second, an opportunity for review by the
Mississippi Public Utilities Staff (“Staff) and this Commission, with the aid of consultants. The

first phase was accomplished with the filing by MPC of its Reserve Margin Plan. The second
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phase is now complete with the submission of the final consultant report from Bates White
Economic Consulting, being submitted in connection with this Order.

3. Based upon the documents, analysis and other evidence submitted to date, this

| Commission finds, as follows herein.
1L Procedural History

4. MPC initiated this docket through the filing of its Reserve Margin Plan on August
6,2018. As required by the 2018 Order, MPC served a copy of the filed Reserve Margin Plan on
all parties of record in Docket No. 2017-AD-112. MPC updated its Reserve Margin Plan
analysis three times—the first time on April 24, 2019, the second time on September 17, 2019,
and the third time on January 29, 2020.

5. Three parties requested and were granted intervenér status by order of this

" Commission: Chevron Products Company, a division of Chevron U.S.A. Inc. (*Chevron™) on
August 29, 2018; Sierra Club on October 29, 2019; and Cooperative Energy on November 7,
20109.

6. The Commission observes that significant discovery through formal and informal
data requests has been conducted by and among various parties, the Staff and outside consultants
engaged in this docket.

7. On February 14, 2020, the Sierra Club filed a Motion for Scheduling Order
requesting, among other things, that the Commission set a hearing date and establish a schedule
for submission of additional evidence. MPC timely objected to the Sierra Club’s Motion. For
the reasons expressed herein, the Commission finds the present Order renders Sierra Club’s

pending motion moot, and, the motion is therefore denied. Nevertheless, the Commission notes
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this Order does address the focus of the Sierra Club’s Motion, which is to establish a definitive
timeline for resource decisions concerning MPC’s existing generating fleet.

8. Bates White Economic Consulting completed its Review and Assessment of
MPC’s Reserve Margin Plan Report, a publicly redacted copy of which has been attached to this

~ Order.

III.  Discussion
9. The evidence in this docket suggests that MPC’s current reserve margin is

- projected to be higher than targeted reserves and, if MPC’s units are left to operate through their
remaining projected useful lives, this excess persists for over ten years. Both MPC and Bates
White agree that MPC’s excess reserves are largely due to decreases in projected load primarily

" driven by changes in customer usage since the last formal IRP filed with the Commission in
2010. MPC and Bates White also agree that the older, fossil steam units that represent MPC’s
current excess capacity have very limited marketability in the wholesale market given their

| marginal energy value. All agree that accelerating the retirement of some combination of Plant
Watson Units 4 and 5, Plant Green County Units 1 and 2, and/or Plant Daniel Units 1 and 2
represents the most attractive option for reducing MPC’s excess reserve margin.

10.  Retiring a generating unit prior to the end of its useful life is not a decision to be
taken likely. The variables and considerations to weigh in evaluating whether and which
generating units to retire early are both economic and non-economic in nature. Aside from
evaluating the comparable economic value (or cost) of each unit’s continued operation to MPC’s
customers, impacts to customer rates, as well as impacts to the reliability and operation of

MPC’s electric system, are vital considerations to avoid short- or long-term impacts to MPC’s

ability to reliably serve customers. Other externalities such as impacts to the state or local
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economy, employee base, and MPC’s overall fuel diversity may also be relevant depending upon
the circumstances.

11.  MPC’s initial Reserve Margin Plan presented evidence concerning some but not

" all relevant variables. MPC’s three updates refined the analysis to some extent and updated
assumptions on key economic and system reliability variables, but still did not provide detailed
data concerning variables such as impact to the local economy of -early unit retirement. Bates

- White’s feport thoroughly analyzed MPC’s Reserve Margin Plan assumptions, methods and
calculations, and provides this Commission with a valuable third-party perspective on several
key issues. Similarly, however, Bates White did not address all the variables, such as local

" economic impact of the various scenarios. The Commission takes note that some additional
evidence concerning these other externalities was presented in the recent certificate proceeding
authorizing construction of the Plant Daniel Coal Combustion Residual projects. !

12.  The Commission also recognizes the difficulty that joint ownership with respect
to some of MPC’s generating units poses to resolving this issue. For example, although the
relative economics of the Greene County units highlights their candidacy for early retirement, the
Commission acknowledges that neither it nor the Company controls the future of those units, as
they fall under the jurisdiction of the Alabama Public Service Commission.

13.  More importantly, at least two significant changes in circumstance have occurred
since the initiation of this docket that influence the Commission’s decision in the Order. First,
on November 27, 2019, this Commission issued its Final Order Amending Rule 29 to Establish
Integrated Resource Planning and Annual Energy Delivery Reporting Requirements in Docket

No. 2018-AD-064. This Order established for the first time in Mississippi a detailed regulatory

") Order Approving Petition for Facility Certificate, Docket No. 2019-UA-116, (Oct. 28, 2019).

Page 4 of 9

*MPSC Electronic Copy ** 2018-AD-145 Filed on 12/17/2020 **



Docket No. 2018-AD-145

procedure and schedule requiring frequent and detailed integrated resource planning filings and
proceedings for regulated electric and gas public utilities. Managing capacity reserves is among
the types of issues designed to be addressed by this newly established Rule and its resulting
procedure. Second, in January 2019, Gulf Power Company, the co-owner with MPC of Plant
Daniel Units 1 and 2 notified MPC of Gulf Power’s intent to retire their 50% undivided interest

| in these units on January 15, 2024.

IV.  Findings
14.  This docket was ultimately born out of a settlement compromised among over a

dozen stakeholders, the Staff and this Commission. As the evidence before this Commission
demonstrates, legitimate concerns exist with respect to MPC’s excess reserves, but the

~ Commission finds that the present docket is now a less ideal forum for the Commission, Staff,
MPC and other interested parties to present evidence and evaluate alternatives in detail, given the
existence of the newly established resource planning rule and docket applicable to specifically

- MPC. Upon review of the record and evidence before the Commission, including the Bates
White Report, MPC is hereby ordered and directed to propose a detailed planning scenario in its
initial IRP filing to be made in April 2021 consistent with the findings and guidance expressed in

" this Order.

15.  Based upon the evidence already presented, this Commission finds that some

measure of capacity reduction would likely be in the best long-term interest of customers.

" Indeed, no party appears to disagree with this assertion. At the same time, the Commission is
cognizant of the impacts to local government and communities, the employee base and broader
policy concerns, such as economic development and fuel diversity. A transition period is

important to address these concerns. To this end, MPC’s upcoming IRP filing should include the
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schedule of early or anticipated retirement of approximately 950 megawatts of generating
| capacity by year-end 2027 or show cause with detailed evidence why the continued operation of
some or all of MPC’s existing fossil steam generation is in the best interest of customers and
MPC. To be clear, while there may be real and important operational constraints that could
convince this Commission to alter its findings in this Order, the economic evidence available to
the Commission to date makes a compelling case for early retirement of some portion of MPC’s
aging fossil steam generating fleet.

16.  The Commission also wants to make clear that at this stage it is not rendering a
finding concerning how many and which combination of generating units can best meet the
above directive. In all cases, MPC bears the burden of prudent management, which includes
decisions regarding the retirement of generating plants. The Commission expects and anticipates
that prudent management will be exercised in the Company’s resource planning and that such

~ will be reflected in MPC’s submission in the upcoming IRP docket, including compliance withl
the findings contained in this Order.

17. A detailed review and discussion of the accounting and rate impacts that unit
retirement decisions impose is not contained in this record, but we are generally familiar with the
issues presented based upon prior cases before fhe Commission.? Under Generally Accepted
Accounting Principles (“GAAP”), if a unit or portions of a unit are designated for retirement, the
Company would be required to recognize certain expenses associated with that decision. First,
GAAP would require accelerated recognition of the expense related to unrecovered investment
cost associated with any such retirement, including the unrecovered plant asset balance and cost

associated with dismantlement and asset retirement obligations. Second, GAAP would require

2 MPSC Order, Docket No. 1992-UN-059, (Dec. 6, 2011).
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all retirement related costs, such as the unused fuel and obsolete materials, and suppiies, to be
immediately expensed. In addition, other cost, such as cost incurred to study‘ alternatives,
regulatory cost, and other cost incurred as a result of retirement decisions, would also be
expensed immediately under GAAP. This accounting treatment could result in sudden and
significant rate impacts for customers.

18. Therefore, while no retirement decision has been. made as of the issuance of this
Order, to avoid unintended negative impacts to both MPC and customers, MPC is hereby
authorized to defer all plant retirement related cost into one or more regulatory asset accounts for

" future recovery and place the unamortized balance of these regulatory asset accounts in PEP or

" ECO rate base, as applicable. MPC will be required to make a filing with th¢ Commission when
the ultimate impact is known so that the Commission can review and approve the cost and

| designate the amortization period as the remaining life of the assets that were deferred as defined
prior to retirement, or other appropriate amortization period as required by the Commission. The
Commission finds that granting MPC this accounting treatment will assist in the efficient
resolution of the issues that are the subject of this Order while also mitigating any undue rate
impacts to customers that may otherwise result absent Commission action now.

19.  Finally, given the IRP planning scenario required by this Order, the Commission
expects that any subsequent budget filings made by the Company will be developed consistent
with the expectations set forth in the accelerated retirement planning scenario, as such costs arise
in due course (e.g. dismantlement costs, employee transition costs, job training, etc.).

IT IS THEREFORE, ORDERED, that MPC propose a resource selection scenario in its
initial IRP filing to be made in April 2021 in Docket No. 2019-UA-231 consistent with the

" findings and guidance expressed in this Order.
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IT IS FURTHER, ORDERED, that the present Order reﬁders Sierra Club’s pending
Motion rﬁoot, and, the Sierra Club’s Motion for Scheduling Order is therefore denied.

IT IS FURTHER, ORDERED, that MPC be authorized to defer all plant retirement
related cost into one or more regulatory asset accounts for future recovery and place the

" unamortized balance of the regulatory asset accounts in PEP or ECO rate base.

IT IS FURTHER, ORDERED, that with the issuance of this Order this docket is
deemed completed and shall be closed.

This Order shall be deemed issued on the day it is served upon the parties herein by the

Executive Secretary of the Commission who shall note the service date in the file of this docket.

COMMISSION VOTE
Chairman Dane Maxwell Aye % Nay
Commissioner Brent Bailey Aye é Nay
Commissioner Brandon Presley Aye ] Nay

SO ORDERED, this the r‘fﬂ day of December 2020.

MISSISSIPPI PUBLIC SERVICE COMMISSION

Ol

DANE MAXWELL, CHAIRMAN

D ui Bailly

BRENT BAILEY, COMMISE/ONER

"‘*59‘31%5}550@

w@\f PRESEEY;- G@MMISSIONE?//

/
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ATTEST: A True Copy

KATHERINE COLLIER, EXECUTIVE SECRETARY

Effective this the \/l

day of December 2020.
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In the preparation of this report, Bates White, LLC has relied on data provided by S&P Global Market
Intelligence. Under the terms of its contract, S&P Global requires that we include the following Disclaimer:

© 2019 S&P Global Market Intelligence (and its affiliates, as applicable) (individually and collectively,
“S&P"). Reproduction of any information, data or material, including ratings (“Content”) in any form is
prohibited except with the prior written permission of S&P. S&P does not guarantee the accuracy, adequacy,
completeness, timeliness or availability of any Content and is not responsible for any errors or omissions
(negligent or otherwise), regardless of the cause, or for the results obtained from the use of such Content. In
no event shall S&P be liable for any damages, costs, expenses, legal fees or losses (including lost income or

Y lost profit and opportunity costs) in connection with any use of the Content. A reference to a particular
investment or security, a rating or any observation concerning an investment that is part of the Content is not
a recommendation to buy, sell or hold such investment or security, does not address the sustainability of an
investment or security and should not be relied on as investment advice. Credit ratings are statements of
opinions and are not statements of fact.
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I. Executive Summary

Bates White was retained by the Mississippi Public Utilities Staff (“Staff”) to provide an independent
assessment of the Reserve Margin Plan (“RMP”) filed by Mississippi Power Company (“MPC” or
“Company”) with the Mississippi Public Service Commission (“Commission”) pursuant to the
Company’s Second Amended and Restated Stipulation (“Stipulation”) in Docket No. 2017-AD-112. The
initial RMP was filed on August 6, 2018. In the course of the initial review, discussions with MPC
personnel, and responses to discovery requests, it became apparent that changed circumstances affecting
inputs to the analyses underpinning the RMP warranted an update to certain portions of the RMP study.
MPC provided revised analyses on September 17, 2019, and December 31, 2019. This report addresses
the RMP methodology and results including those from the revised analyses.

Based on the review presented in this report, our conclusions and recommendations are as follows:

1. MPC has a substantial and persistent capacity overhang that imposes excess costs on ratepayers.
This excess capacity position has existed since the Kemper County CCGT entered operation in
August 2014, and has not diminished as anticipated, because load growth projected in MPC’s
2010 IRP has not materialized. Projections reflected ithe RMP are for a continued gradual
decrease in peak load for much of the next decade, followed by minimal annual growth over the
longer-term. In the absence of a plan to eliminate this excess capacity, ratepayers would bear the
cost of approximately 500 megawatts (“MW”) of unneeded capacity at least through 2029. MPC
reports being unable to identify any willing buyers for the excess, which leaves accelerated
retirement as the remaining means available to reduce costs.

2. The stipulations and orders intended to resolve outstanding matters associated with the Kemper
County IGCC Project required MPC to evaluate ways to reduce the Company’s capacity
overhang and “to propose prudent financial safeguards for customers.” MPC was required to
conduct a Reserve Margin Plan to establish discrete alternatives to address excess capacity,
timeframes for the alternatives, and estimates of implementation costs.

3. Analyses performed by MPC and updated periodically since 2018 have consistently identified
accelerated retirement of Watson Unit 4 and Greene County Units 1 and 2 as providing net cost-
reduction benefit. The remaining approximately 500 MW of excess capacity could be eliminated
beneficially either through accelerated retirement of Watson Unit 5, or accelerated retirement of
MPC’s share of Plant Daniel Units 1 and-2, which is expected to be a single unit, once Gulf
Power’s announced plan to exit ownership of Daniel is executed by January 2024. In the latest
RMP analysis update, the relative value of the two alternatives depends in part on the potential
need for, and cost allocation of, $60 million in transmission upgrades if either resource is retired
prior to 2024. MPC will need to confirm the need for such upgrades and the allocation of costs in
order to establish a definitive retirement plan and schedule.

Page 5
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4. The general methodological structure of MPC’s RMP study is reasonable in the way it assigns
capacity value to marginal generation resources. However, we conclude that the method used to ;
combine future scenarios into a single summary result may bias the results of the analysis.
Specifically, taking the simple average across nine future scenarios implicitly assumes that each
potential future is equally likely. The scope of our review did not provide for developing an
analytical basis justifying a particular alternative weighting of the cases evaluated in the RMP.
However, we present results for an alternative set of probability weights that we find more
plausible than the equal probabilities implicit in taking the simple average across nine scenarios.
We show that applying the alternative weightings would reverse the result for the base year 2024
retirement analysis, and would indicate that retaining Daniel Unit 1 in operation would impose
net costs on customers.

5. The RMP analyses support the conclusion that MPC’s older steam resources provide little or no
net energy value to offset their going-forward costs. In simplified terms, keeping Daniel Unit 1 in
operation and retiring Watson Unit 5 would impose higher fixed costs on customers, with
certainty, than retiring Daniel Unit 1 and retaining Watson Unit 5. The higher fixed cost of
Daniel would be offset, at least partially, by the value of generation from the plant, with the
amount of value determined by the future scenario considered. MPC’s analyseé show net value
for Daniel only in future scenarios that we conclude are relatively unlikely.

The balance of this report is organized as follows:
Section II summarizes the background to the RMP.

Section III addresses the MPC excess capacity context and presents a summary and assessment of the
RMP evaluation methodology.

Section IV presents a discussion of issues related to the potential retirement of the remaining Daniel
unit or Watson Unit 5.

An appendix, which summarizes the RMP evaluation results for the initial study and revised analyses,
with a discussion of drivers of changes in the results.
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Ii. Background

II.1. Initiation of the Docket

In its order of July 6, 2017, the Commission opened MPSC Docket No. 2017-AD-112 (In Re:
Encouraging Stipulation of Matters in Connection with the Kemper County IGCC Project, “Settlement |
Docket”), which required that MPC, Staff and other intervening parties “expeditiously work to settle all |
outstanding matters associated with the Kemper Project.”! The Kemper Project was initially proposed by

MPC in a 2009 Certificate Petition as a lignite-fueled integrated gasification combined cycle (“IGCC”)

power plant, located in Kemper County, Mississippi, with a summer capacity rating of 582 MW. The

combined cycle portion of the project, now known as Plant Ratcliffe, entered commercial service in 2014.

Following years of extensive operational challenges, delays and cost increases, work on the gasification

component of the facility was suspended in 2017. Plant-Ratcliffe now operates as a 680 MW (net

summer capability) generating facility fueled by natural gas.

The Commission’s order opening the Settlement Docket established an expectation that the resulting
settlement would resolve remaining matters of cost recovery and customer rate impacts associated with
the Kemper Project and the in-service combined cycle power plant.

[.2. Second Amended Stipulation

Following several months of negotiations, MPC filed a Second Amended and Restated Stipulation
(“Stipulation”) on December 1, 2017, and the Commission subsequently found that the stipulation
satisfied the settlement parameters set forth in the docket-opening order.?

In addition to resolving specific cost-recovery and ratemaking matters related to the Kemper Project and
the combined cycle plant, the parties agreed in the Stipulation that:

MPC has generating capacity that is in excess of the Company’s long-term
targeted reserve margin, and the Parties acknowledge that it is appropriate to examine
MPC’s reserve margin and propose prudent financial safeguards for customers. !

MPC shall, within six (6) months of the Commission’s approval of this Stipulation
and using the most current data available to MPC, develop, complete, and file with the i
Commission a Reserve Margin Plan (“Plan”) and serve the Plan on all interested parties !

' Order Opening Docket, MPSC Docket No. 2017-AD-112, July 6, 2017, Introduction.
? Order Approving Second Amended and Restated Stipulation, MPSC Docket No. 2017-AD-112, at 5.
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for evaluation to allow a fully informed and transparent review of MPC’s reserve
margin.’ (Emphasis added.)

The Stipulation further established parameters for the analyses to be performed as part of the RMP and
the contents of the Plan. Specifically, the Stipulation stated that:

(a) The Reserve Margin Plan shall include, among other things: forecasting
customer load and energy requirements; evaluating the resources available to meet the
energy and capacity needs while satisfying strategic considerations; developing,
evaluating and implementing demand side management and energy efficiency
programs; and assessing and planning for existing and anticipated environmental laws
and regulations and any other issues the Mississippi Public Service Commission deems
relevant.

(b) MPC’s Plan shall also contain: (i) discrete alternatives that the Company
proposes to address its current reserve margin; (ii) the timeframe over which each
alternative can be implemented; (iii) a preliminary estimate of the costs of implementing
each alternative, including any incremental transmission capital investment and any
costs associated with retiring any un-depreciated assets; and (iv) any other impacts
(financial or otherwise) not specifically prescribed herein that would have a material
impact upon the service provided by MPC or the costs to customers.*

3 Stipulation at 14 and 15.
4 Stipulation at 15 (a) and 15 (b).
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I1l. MPC Excess Capacity and RMP Methodology

'
|
i

MPC filed the RMP in August 2018. The report confirmed that MPC has supply resources substantially
greater than its current need and that, assuming MPC’s existing owned resources were retained through
their full-depreciation dates, the high excess capacity situation would continue through 2028. In the
absence of active changes to MPC’s resource portfolio, the Company’s capacity reserve margin would be
expected to be greater than 40% through 2028, compared to a target capacity reserve margin under 15%.

1.1. Capacity and Load

Figure 1 graphs MPC’s net capacity compared to its capacity need (peak load plus capacity reserve
requirement).

Figure 1: MPC Net Capacity and Capacity Requirement, 2018-2036, MW (2018 RMP)
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From 2021 through 2023, the years with the greatest excess, MPC exceeds its summer capacity need by
more than 1,000 MW. The progressive decrease in capacity reflects the assumed retirement of assets
when they are fully depreciated. Table 1 lists the relevant assets by depreciation date.
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Table 1: MPC Assets with Completed Depreciation Dates Through 2028

Sweatt CT

Watson CT

Watson Unit 4 268
Greene County Unit 1 106
Greene County Unit 2 107
Watson Unit 5 516
Total 1062

As discussed further below, Watson Unit 4 and Greene County Units 1 and 2 were identified through the
RMP evaluation process as providing benefit from accelerated retirement. The remaining approximately
500 MW of excess capacity could be eliminated beneficially either through accelerated retirement of
Watson Unit §, or accelerated retirement of MPC’s share of Plant Daniel, which is expected to be a single
unit, once Guif Power’s announced plan to exit ownership of Daniel is executed by January 2024.

The RMP report provides a comparison of the current supply and demand context relative to that reflected
in the Company’s 2010 integrated resource plan (“IRP”), with a description of the key drivers behind the
changed capacity reserve situation.

Figure 2: Projected Capacity Reserves, 2018 RMP and 2010 IRP, MW
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{ll.1.1. Load changes

The RMP report explains the substantial change in capacity reserves using 2018 for reference. The most
significant driver has been a gradual and sustained reduction in peak load. Compared to expectations in
the 2010 IRP, retail load in the 2018 RMP was lower by 242 MW and wholesale load was lower by 189
MW, driven by what MPC terms “‘organic energy efficiency” (increased energy efficiency of appliances
and adoption of other energy efficient technologies), and by an unexpectedly sluggish recovery from the
2008 recession. An additional load-related change affecting MPC’s capacity reserve need was the
reclassification of 163 MW of territorial wholesale load to a non-territorial capacity block sale. Though
MPC will continue to serve the load, the reclassification means that MPC is not required to carry a
capacity reserve on the associated load. The capacity block sale is instead treated as a reduction in
capacity. Table 2 summarizes the peak load changes for 2018 from the 2010 IRP to the RMP. The effect
on capacity need reflects MPC’s 2018 target capacity reserve margin, with the effect of the load

. reclassification shown as just the reserve component (since the effect of the load is still reflected on the
capacity side). The total reduction in MPC’s capacity need from these effects is 511 MW.

Table 2: Change in 2018 peak load, 2010 IRP, and 2018 RMP, MW

<P T Ty d | Effect on capacity need
2010 IRP projected load 2018
Territorial load re-classification (163) (22)
Wholesale load (189) 14
Retail load (242) (274)
Total 2018 - RMP 2,404 (511)

Looking forward, the RMP reflects further anticipated load reductions of approximately 0.75% (18 MW)
annually through 2026, and nearly flat load after 2026 (less than a quarter of a percent annual growth).
The projected contraction in load through 2026 reflects a continuation of current trends in increased
energy efficiency (“organic™; i.e., non-program) and changes in contractual wholesale loads.

I1.1.2. Capacity changes

Net capacity reflected in the RMP for 2018 is 165 MW lower than expected in the 2010 IRP. Three
categories of change are identified: increased net capacity of existing resources (+136 MW), additional
plant retirements (-94 MW), and additional net sales (-286 MW), resulting in a net reduction of 165 MW.
The change in net sales includes +45 MW of capacity capability associated with recent wind power !
purchase agreements and approximately 286 MW of sales to Cooperative Energy under arrangements
expected to end in March 2021.

The increased capacity from existing resources is the result of the repowering of the Watson and Greene
County coal units to natural gas, as well as the higher net output of Ratcliffe operating as a gas-fired
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combined cycle rather than an IGCC. In these cases, the increased net capacity reflects reduced station or
‘parasitic’ load. Plant retirements as of 2018 reflect an actual total of 444 MW in the RMP compared to
350 MW anticipated in the 2010 IRP. The sales to Cooperative Energy include a 200 MW short-term sale
and 86 MW under sales tied to specified units.

Beyond 2018, the RMP reflects some incremental capacity increases. Ratcliffe’s capacity increases by
approximately 19 MW (summer capability) following an “Ultra-Low NOx® F6 Hot Gas Path” conversion,
expected to be complete as of fall 2018.° An additional solar facility, in early stages of development, is
expected to provide another 18 MW of summer equivalent capacity, in addition to the 45 MW from three
operational solar facilities under PPAs.

The sales to Cooperative Energy are assumed to end in March 2021, which causes an increase in MPC’s
net capacity and reserves that can be seen in Figure 1 and Figure 2 in 2021.

lI1.2. RMP Assessment Approach

The RMP analysis methodology aims to identify whether accelerated retirement of certain l\(/IPC
generation assets could provide cost savings. Accelerated retirement is considered as retirement prior to
the date at which an asset is fully depreciated. In addition to the resources listed in Table 1, MPC
evaluated all four of the Daniel units (two coal and two combined cycle) and Ratcliffe. The full list of
evaluated resources is shown in Table 3. This represents MPC’s entire generation portfolio with the
exception of the five cogeneration units that are dedicated to the Chevron Refinery in Jackson County,
Mississippi, and which are not candidates for retirement.

% Nitrogen Oxides (“NOx”)
8 RMP Report, Appendix A, note 4.
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Table 3: MPC Generation Assets Evaluated (2018 capacity rating)

Daniel Unit 1

Steam, coal

Daniel Unit 2 Steam, coal
Daniel Unit 3 Combined cycle, NG
Daniel Unit 4 Combined cycle, NG

Greene County Unit 1  Steam, NG
Greene County Unit 2 Steam, NG

Ratcliffe Combined cycle, NG

Sweatt CT Combustion turbine, NG 32
Watson CT Combustion turbine, NG 33
Watson Unit 4 Steam, NG 268
Watson Unit 5 Steam, NG 516
Total 3,339

* Reflects MPC ownership shares for Daniel Units 1 and 2, and Greene County Units 1 and 2.

The RMP evaluation methodology is a multi-step screening that produces a net present value revenue
requirement (“NPVRR”) for each resource if it were kept in service over a 30-year evaluation horizon,
assessed for each of nine future scenarios for natural gas prices and carbon prices. The nine fuel/carbon
dioxide (“CO,”) cases correspond to scenarios developed as part of Southern Company’s annual planning
cycle. Table 4 summarizes how the nine scenarios are derived from three CO; price cases and three
natural gas price cases. The indicated CO; price is the price in dollars per metric ton () assumed to
apply in 2026, after which the price is escalated at[] percentage points above inflation. The natural gas
prices in each of the high, moderate and low cases vary slightly with each of the CO, price cases. These
scenarios are assessed further below.

Table 4: Fuel and CO; Price Scenarios

CO; Price
NGPrice [ §0 .| $10 | 820 -
___ High| HGO | HGI0O | HG20
- ‘Moderate | MGO | MG10 | MG20
low| LG0 | LG10 | LG20

The evaluation of each asset produces an NPVRR value for each fuel/CO» price scenario, and the nine
values are averaged to produce a single NPVRR result.
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lI.2.1. Context and Conceptual Approach

As noted above, the asset valuation involves a multi-step process, but it is perhaps easier to understand by
first considering the underlying context and conceptual approach applied in the RMP. As a preliminary
matter, it is important to recognize that a utility being long capacity is not necessarily a bad thing for
ratepayers. 1f the excess generation can produce revenue in excess of costs, a capacity overhang may
produce benefits by reducing net fuel costs. However, if the excess capacity is relatively inefficient, it
will produce little or no net energy value, and if the broader market is long on supply, there may be little
or no value for excess resources as capacity only. This is the situation confronted by MPC that prompted
the settlement commitment to perform the RMP. MPC’s older steam units (Daniel Units 1 and 2, Watson
Units 4 and 5, and Greene County Units 1 and 2), totaling approximately 1,500 MW of summer
capability, are relatively inefficient compared to other available resources on the Southern Company
system, and they consequently operate at fairly low levels. The steam units also have limited marketable
capacity value. MPC states in the RMP Report that “[d]espite significant effort over the last several years,
MPC has had limited success in finding reasonable opportunities to market MPC’s capacity above current
reserve requirements.”’

If there is little or no potential to extract net revenue from the excess steam capacity, then the question
becomes whether there are costs that can be avoided by retiring one or more of the resources. Ultimately,
that is the focus of the RMP: potential cost avoidance.

Finally, MPC establishes in the RMP that the asset valuation is a forward-looking, incremental analysis —
i.e., one intended to address what can be changed going forward — and it therefore ignores sunk costs,
which by definition cannot be changed or avoided. Consistent with this view, the estimation of NPVRR
for each asset is not affected by remaining net book value, which it is assumed will be recovered in any
scenario and so is not avoidable.

I1.2.2. Components of Asset Cost and Value

The evaluation captures the following basic components of cost and value for each asset assuming it
continues in service:

* Benefits (that would be lost if the resource were retired)
o Energy — the net value of energy produced (or zero if generation is uneconomic);

o Avoided transmission — a positive value that represents a saving of transmission upgrade
costs that would be incurred if the asset were retired;

7 RMP Report, page 1.
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o Capacity —a positive value that reflects the cost of filling a capacity need that would be
caused by retirement of the unit (this depends on whether other assets are assumed to be
retired first; see discussion below);

*  Costs (that would be avoided if the resource were retired)

o Fixed Operations & Maintenance (“O&M”) — reflecting annual costs that apply whether
or not power is generated;

o Maintenance capital — required capital expenditure in addition to fixed O&M;
o Environmental capital — required environmental expenditures;
o Non-variable fuel — fixed costs that could be avoided if the resource were retired,;

o Ad valorem taxes.

11.2.3. “Step 1” Rank Ordering of MPC Resources

In the first step of the evaluation, each asset is evaluated independently against a reference resource
alternative over a 30-year horizon to establish a rank ordering of the MPC assets by value. The ordering
is then used to determine the assumed order of potential retirement, with the lowest value (highest cost)
resources retired first. The order of potential retirement is a critical part of the analysis, because it
determines how much capacity value is assigned to each resource, as discussed further below.

One thing that is potentially confusing in MPC’s reporting of RMP analysis results, and the changes that
occurred in the updated analyses, is that resources considered for retirement are evaluated in the first
rank-ordering step as having positive NPVRR value. For instance, Daniel Units 1 and 2 (assessed jointly)
and Watson Unit 5 both have positive NPVRR values in the first step ranking across all the analyses that
were performed. It is important to understand that this does not mean the assets h