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- ORDER

BY THE COMMISSION:
This matter comes before the Commission by virtue of the petition for a certificate of

convenience and necessity (the “Petition”) filed by Alabama Power Company (“Alabama Power” or “the

Company”) under Section.37-4-28, Code of Alabama. By the Petition, Alabama Power seeks

‘authorization to secure rights to approximately 2,400 megawatts (“MW?”) of electric generation-capacity,

through a portfolio of resources that ihcludes the construction of a new combined cycle unit at Plant
Barry (“Barry Unit 8”); the acquisition of an existing combined cycl¢ unit known as the Central Alabéma
Geﬁeration Station (“Central Alabama”); the entry into power purdhase agreements (“PPAs”) that afford
the Company entitlement to the capacity and energy output from one existing combined cycle.unit known
as the Hog Bayou Energy Cenfer (“Hog Bayou”) and from five pianned solar photovoltaic and battery
energy storage systems (“Solar/BESS”), located in Calhoun, Chambers, Dallas, Houston and Talladega
Counties; and the pﬁrsuit of approximately 200 MW of demand-side management and distributed energy
resource programs.

The filing was duly noticed and, in accordance with statutory requirements, a public hea.rihg
involving all interested parties was held, following the allotment of time for written and document
discovery by intervening parties, a cycle of responsive and rebuttal testimony by the intervening parties
and Alabama Power, and the‘deposing of all Company witnesses and certain intervenor witnesses.

On the basis of the record compiled in this case, including said testimonial submissions, the
written and document discovery provided to the Commission Staff, properly designated deposition
transcript excerpts, and the testimony and exhibits received at the hearing, along with other information
available to the Commission, we find the Petition to be substantially supported by the evidence and in

furtherance of Alabama Power’s duties to its customers as a public utility operating within the State of
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Alabama and under the jurisdiction of this Commission. Accordingly, we conclude thét Alabéma Power
Company has demonstrated a need for additional capacity and presented evidence demonstrating that
certain resources proposed by the Company represent a reasonable means by which the Company can
meet this need in a reliable and economic manner.

Accordingly, the Commission approves the issuance of a certificate of conveniénce and necessity
for: the construction of Barry Unit 8; the acquisition of Central Alabama Generating Station located in
Autauga County; the PPA for Hog Bayou located in Mobile County; and the authority to pursue up to |
200 MW of demand-side management and distributed energy resource programs. Tﬁe Commission
further approves that thg cost of Barry Unit 8 shall be capped at no inore than 5 percent above. its
projected cost.] While declining to certify the Solar/BESS projects proposed in this ‘proceediﬁg as
reliability resources, the Commission recommends that the Cbmpany go forward with an evaluation of.
those projects under Docket 32382 (Renewable Genéraﬁon Certificate or “RGC”), subject to the criteria
set forth therein.2 |

I. PROCEDURAL HISTORY

On September 6, 2019, Alabama Power filed the Petition requesting the issuance of a certificate
of convenience and necessity for the construction of a new combined cycle unit at the site of the Barry

Steam Plant; the acquisition of the Central Alabama Generating Station, an existing combined cycle unit

1 More specifically, the cost of Barry Unit 8 shall be capped at no more than 5 percent above the estimated in-
service cost of the Barry Unit 8 project. It is understood, however, that unforeseen circumstances can arise with any project
- of the magnitude of Barry Unit 8. Therefore, the Company may, if necessary, submit documentation of costs incurred for
Barry Unit 8 above the 5 percent cap for review by the Commission Staff and seek authorization from the Commission to
incur costs above the 5 percent cap. The recovery of such additional costs will be allowed only if it is demonstrated that
such additional costs were necessary and prudently incurred, which is the customary legal standard for such assessments.

2 Specifically, if they desire to do so, the counter-parties to these projects should be allowed to submit their
proposals (including any revised pricing or other modifications) for evaluation as part of the 2020 request for proposals
process under Docket 32382. We note that the Renewable Generation Certificate evaluation criteria includes an assessment
of avoided capacity cost. Given our concerns over the reliability and dispatchability limitations of these Solar/BESS
projects, the Company should exercise an appropriate level of due diligence when assigning any such capacity value to
these or similar projects in any future RGC evaluations.
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in Autauga County; a PPA for the output of the Hog Bayou Energy Center, a combined cycle unit in
Mobile County; several PPAs for the output of solar photovoltaic and energy storage facilities; and the
authority to pursue up to 200 MW of demand-side management and distributed energy resource
programs. Together, the proposed resources cbmprise approximately 2,400 MW of new capacity. In
support of its Petition, the Company submitted the testimonies and exhibits of Mr. John Kelley, Mr.
Jeffrey Weathers, Mr. Michael Bush, Mr. Brandon Looney and Ms. Christine Baker, which are detailed
in the sections that follow. As contemplated under Section 37-4-28 of the Code of Aiabama, Alabama
Power also requested that the Commission hold a pﬁBlic hearing to consider the Petition. The Petition
was duly noticed on September 9, 2019.

Petitions to intervene in this matter were timely filed by the following entities: the Office of the
Alabama Attorney General (“Attorney General”), Alabama Solar Industry Association (“AlaSIA”),
Alabama Industrial Eﬁergy Consumers (“AIEC”), Alabama Coal Association (“ACA”), American
Senior Allia.nce, Energy Faimess.orgi Southern Renewable Energy Association (“SREA”), Manufacture
Alabama, Sierra Club, and Energy Ala‘t;ama and Gasp (jointly, “Energy Alaba%na/Gésp”). Alabama
Power challenged SREA’s- petition on standing grounds, and SREA’s fetition was denied by the
.Commission on November 13, 2019.3 The remaining petitions were granted in the Commission’s
October 9, 2019 Ruling Establishing Procedural Schedule (“October 9 Ruling”).

The October 9 Ruling also instituted deadlines for the filing of intervenor testimony and Alabama

~ Power’s rebuttal testimoﬁy, set a date for the requested public hearing, set a deadline for the filing of

* On November 25 , 2019, SREA filed a Petition for Reconsideration regarding its motion to intervene, alleging

* that SREA was being singled out relative to other intervening parties for its failure to identify any members with a direct
interest in this proceeding. On December 18, 2019, the Commission issued a procedural ruling requiring the American
Senior Alliance, Energy Faimess.org and Manufacture Alabama to identify members that are customers of Alabama Power
or are otherwise impacted by the matters under consideration. All three of the aforementioned organizations made
supplemental filings in compliance with the procedural ruling. Given SREA’s failure to establish standing (despite
multiple opportunities to do so), its Petition for Reconsideration was denied on February 3, 2020.
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post-hearing briefs and provided parameters for the undertaking of discovery. Beginning in late October
and continuing into February, the parties engaged in a robust ciiscoyery process, encompassing multiple
sets of interrogatories and docuinent Iv)roclluéti.on requests (fhe overwhelming majority being directed to
the Co,r,npany), as well as depositions of all of Alabama Powér’s witnesses rand three intervenor
witnesses. As reflected by the re;zord of ﬁlings in this proceeding, the parties appear to have conducted
therﬁselves professionally throughout the discovery process, as no motions to compel or other disputes
were presénted to the Commission for resolution by the Chief Adfninistrative Law Judge. In ad&ition,
and consistent with past practice, the Company provided copies of its responses to the interrogatories
and document production ‘requests to Commission Staff for its review- and consideration aléng with the
testimonial record and exhibits in this case.

On November 25, 2019, .Sierra Club filed an unopposed motion to extend by seven days th¢ dates
established for intervenor testimony, the Conipany’s rebuttal testimony, the public hearing and post-
hearing briefs. On November 26, 2019, the Commission entered an order mbdifying the testimony -
deadlines as requested. Thereaﬂer, on December 13, 2019, the Commission issued an order rescheduling
the hearing for February 18, 2020, and providing that the deadline for submission of post-hearing briefs .
Would be addressed at the conclusion of the public hearing,

In December, the following ihtervenors submitted pre-filed testimony: AIEC (Mr. Jeffry
Pollock), AlaSIA (Ms. Maggie Clark), Energy Alabama/Gasp (Mr. John Howat, Mr. Karl Rébago and
- Mr. James Wilson), Manufactufe Alabama (Mr. George Clark), and Sierra Club (Mr. Mark Detsky, Ms.
Rachel Wilson and several witnesseé to establish Sierra Club’s standing to participate). On January 14,
2020, Alabama Power moved for a three-business-day extension of time for the subniissi(;n of rebuttal

testimony to January 27, 2020, and on January 21, 2020, the Commission granted its motion. On January
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27, 2020, the Company filed rebuttal testimony, which included the testimonies of two additional
witnesses, Ms. Maria Burke and Mr. Kevin Carden.

On January 22, 2020, Energy Alabama/Gasp and Sierra Club submitted é joint motion to request
a prehearing conference to clarify hearing procedures, logistics and timing. On January 29, 2020, the
Commission issued a procedural ruling granting the motion and setting the prehearing conference for
January 30, 2020. During the conference, AIEC and Sierra Club requested that the public hearing be
delayed, and on February 12, 2020, the Commission issued a Ruling Rescheduling Hearing and
Establishing Hearing Procedures (“F ebrﬁaiy 12 Ruling”), which rescheduled the hearing to begin on
March 9, 2020. The February 12 Ruling also set deadlines for the conclusion of discovery and
prehearing motions, and provided guidance for the conduct of the'hean'ng. Finally, lit required the
submittal of certain infoi‘mation to the Commission regarding the use of confidential information at the
hearing.

- On March 2, 2020, Energy Alabama/Gasp submitted a motion seeking guidance concerning fhe
admission of dei)osition téstimony and requesting a prehearing conference call to discuss this matter.
The same day, Energy Alabama/Gasp submitted a motion to amend the F. ebruary 12 Ruling to allow for
the narrowing of provisions restricting the use of social media. Also on March 2, 2020, Alabama Power
and Sierra Club filed wi;th the Commission a stipulation providing that Alabama Power would not oppoée
the entry of the above-referenced testimonies into the hearing record for the pufpése of establishing
Sierra Club’s standiné to participate and waiving cross-examination.*

On March 4, 2020, Sierra Club moved for the entry of an order denying Alabama Power’s

Petition at the conclusion of the public héaring. In its motion, Sierra Club argued that Alabama Power

*Pursuant to this stipulation, these six testimonies were admitted into the record for this limited purpose. See Hearing
Tr., page 1185. . '
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failed to carry its burden of proof under Alabama Code § 37-4-28 in demonstrating that its proposed

capacity additions are necessary and that the proposed expansionv is the least-cost option for meeting its
customers’ needs.> Sierra Club argued that the Company could continue to rely on the resources of its ‘
sister operating companies under the terms of the Squtherh Compahy Syst\em_ Intercompany Interchange
Contract (the “IIC”, sometimes referred to as the ‘“Pool”), rather than pufsuing new resources.® In
addition, Sierra Club contended that the resources proposed by the Company carry significant risks that
the Company failed to analyze and that the Company did not consider other lower-cost, lower-risk
options.” On March 5, 2020, Alabama Power filed énotice deferring its response to Sierra Club’s motion
until the filing of post-hearing briefs.

In response to Energy Alabéma/Gasp’s request, also on March 4, 2020, the Commission issued
a procedural ruling scheduling a pre-hearing conference call on March 5. Following the call, on March
6, 2020, the Commission issued an additional procedural ruling setting forth a i)rocess for the parties to
designate deposition selections for entry into the record, among other maﬁefs.

A public hearing was held in the Commission’s Main Hearing Room in Montgomery from March
9, 2020 through March 11, 2020. At the concluéion 'of the hean'ﬁg, the Chief Admiﬁistrative Law Judge
directed the parties to submit their post-hearing briefs, in the fortn of proposéd 6rders, by April 17, 2020.
Following the hearing, as directed by the Commission, the parties engaged 1n a process to designate
portions of deposition transcripts for entry into the record. On April 10, 2020, Energy Alabama/Gasp
and Sierra Club filed a joint mqtion for a thirty-day extension in the bﬁeﬁﬁg schedule, citing a delay in

the posting of the hearing transcript and logistical restrictions attributable to the coronavirus pandemic

5 Sierra Club’s Motion to Deny Petition, Docket No.-32953 (Mar. 4, 2020), at p. 2.
6 1d. pp. 3-5. ' o
71d. pp. 5-9.
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(or “COVID-19”). Alabama Power responded that same day, coﬁtending that a one-week extension was
* more reasonable. .On April 14, 2020, the Commission granted the joint motion in part; extending the
deadline for post-hearing briefs to May 1, 2020. Alabama Power, Sierra Club, Energy Alabama/Gasb,
AlaSIA and AIEC each submitted post-hearing briefs in the form of proposed orders. The Attorﬂey.
General of Alabama submitted a Response to Alabama Power Company’s Petition.
On May 1, 2020, shortly after post-hearing briefs were filed, En&gy Alabama/Gasp and Sierra
Club filed a joint request for an extended supplemental briefing schedule to address possible impacts of
COVID-19 on the Company’s Petition. The Company opposed that request and the movants replied
thereto.” A procedural ruling was issued on May 28, 2020 partially granting the motion to permit limited
supplemental briefs. Enefgy Alabéma/Gasi) and Sierra Club filed supplemental briefs on June 4, 2026.
Alabama Power filed a response to those supplemental briefs on June 5, 2020. Energy Alabama/Gasp
objected to this response on Jﬁne_ 6, 2020. On June 22, 2020, Energy Alébama/Gasp filed a motion to
supplement the record with certain additional materialé. Alabama Power replied on June 23, 2020,
providing context fegarding those materials. The Comrrﬁssion has cbnside;;ed, and will include in the
record, all of the ﬁateﬁals proffered by intervenors subsequent to the submiésion éf post-hearing briefs,

- as well as Alabama Power’s replies thereto.

II. GOVERNING LEGAL STANDARDS
As this Commission has long recognized, one of the most fundamental obligations of a utility

under our jurisdiction is the duty to render adequate service and maintain its facilities.8 The Legislature

set forth this duty in Alabamia Code § 37-1-49:

8 See, e.g., In re Certificate of Convenience and Necessity (Barry Steam Plant), APSC Docket No. 26115, at page 2
(Dec. 31, 1997); In re Certificate of Convenience and Necessity (Greene Co. Steam Plant), APSC Docket No. 21887, at page
2 (Jan. 24, 1992). : '
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Every utility shall maintain its plant, facilities and'equipment in good operating condition

and shall set up and maintain proper reserves for renewals, replacements and reasonable

contingencies. Every utility shall render adequate service to the public and shall make

such reasonable improvements, extensions and enlargements of its plants, facilities and

equipment as may be necessary to meet the growth and demand of the territory which it

is under the duty to serve.?
This Legislative mandate is an integral part of Alabama Power’s public utility function and is neither
optional nor delegable.10

The Legislature requires Alabama Power to obtain a certificate of convenience and necessity
prior to the construction of a new plant (except for ordinary extensions of existing systems in the usual
course of business).!! We are authorized to issue such a certificate in our discretion, with such conditions
as we deem advisable. When exercising this authority, howe{fer, we are not to interfere with the proper

operation of the utility as a business by usurping managerial prerogatives.!? Moreover, management is

presumed to act in good faith, and it is incumbent on those challenging a decision of management to

9 Ala. Code § 37-1-49; see also Ala. Code § 37-1-80(a) (requiring that the Commission, as part of its fixing rates
that are just and reasonable both to the utility and the public, “give due consideration among other things to ... the
necessity, under honest, efficient and economical management of such utility, of enlarging plants, facilities and equipment
of the utility under consideration, in order to provide that portion of the public served thereby with adequate service.”); cf:
APSC v. Southern Bell Tel. & Tel. Co., 42 So. 2d 655, 665 (Ala. 1949) (recognizing the Legislative mandate in section 52,
Title 48, Code of 1940—what is now Ala. Code § 37-1-80(a)—is that “the utility is at all times required to furnish adequate
service to the public and to construct plant and facilities for enlargement and improvement of its service.”); see also
General Tel. Co. of Southeast v. APSC, 335 So. 2d 151, 155 (Ala. 1976) (citing Southern Bell, supra, and stating “the plain
holding of that case is that the law of this state ... [is] that the utility is at all times required to furnish adequate service to
the public and to construct plant and facilities for enlargement and improvement of its service.”).

10 See In re Certificate of Convenience and Necessity (Barry Steam Plant), at page 2; see also General Tel. Co. of
Southeast, supra, at 155.

11 See Ala. Code § 37-4-28. Under ouir precedent, a certificate of convenience and necessity also is required for
the acquisition of an existing generation facility such as Central Alabama. See, e.g., In re Escambia Community Utils.,
LLC, APSC Docket No. 32193 (Nov. 9, 2015). Similarly, Rate.CNP and our precedent contemplate the issuance of a
certificate of convenience and necessity for power purchase agreements. See Rate CNP, Explanatory Statement, page 1 of
11. Lastly, we would note that Alabama Power and Central Alabama’s owners were required to obtain authorization from
the Federal Energy Regulatory Commission (“FERC”) for the transfer of the plant to Alabama Power. FERC issued that
authorization on April 22, 2020. See In re Tenaska Alabama II Ptrs., L.P., et al., FERC Docket No. EC20-4-000 (April 22,
2020).

12 See Alabama Power v. APSC, 359 So. 2d 776, 780 (Ala. 1978); see also South Central Bell Tel. Co. v. APSC,
425 So. 2d 1093, 1096 (Ala. 1983) (“A commission is not empowered to substitute its judgment for that of the owners, who
are responsible for the rendition of service, unléss the owners have abused their discretion.”). '
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overcome this presumptioﬁ threugh substantial, affirmative evidence demonstrating that the decision is
not in proper furtherance of the utility’s duty.!3

A decision of this Commission must be supported by substantial evidence, and may not contain
prejudicial error in its application of the law to the facts.!4 In evaluating the matter before us, we are not
“rigidly bound to the recommendation of any particular witness”, but instead sit “as an expert
administrative body analyzing the evidence and exercising [our] own expert judgment thereon.”!5> The
Commission may receive and considef evidence shedding some light on an issue, even if not traditionally
“admissible” in a court of law.i6 We also may take notice of our own orders and may rely upon our
expert knowledge of factors and information known and available to us.!7

III. FUNDAMENTAL ISSUES

In a certificate proceeding such as this, the Commission must make two fundamental
determinations before it can lawfully grant Alabama Power’s Petition. First, the Commission must be
satisfied that the Company has shown a need for additional capacity. If the evidence supports this
showing, the Commission must also determine that the evidence demonstrates that the resources
proposed by the Company represent a reasonable means by which to satisfy the identified need. These

fundamental issues, and the arguments and evidence of the parties relevant to each, are addressed below.

13 See In re Certificate of Convenience and Necessity (Barry Steam Plant), at page 3; see also Southern Bell Tel.
& Tel. Co., supra, at 674.

14 §oe Ala. Code § 37-1-124; see also APSC v. Cooper Transfer Co., 326 So. 2d 283, 287 (Ala. 1975); lllinois
Cent. R. Co. v. Thomas Alabama Kaolin Co., 153 So. 2d 794, 795 (Ala. 1963).

15 dla. Gas Corp. v. APSC, 425 So. 2d 430, 435 (Ala. 1982).
16 See, e.g., Alabama Power Co. v. APSC, 179 So. 2d 725, 730 (Ala. 1965).

17 See Hlinois Cent. R. Co., supra, at 796-97; see also Marshall Durbin & Co. of Jasper, Inc. v. Envt’l Mgmt.
Comm’n, 519 So. 2d 962, 965 (Ala. Civ. App. 1987) (“A decision of an administrative agency is not arbitrary or capricious
where there is a reasonable justification for the decision or where it is founded upon adequate principles or fixed
standards.”); In re Ala. Gas Corp., APSC Docket Nos. 18046 and 18328, 1990 WL 10091984 (APSC 1990) (“Even so, the
Commission takes administrative notice of the fact that the rate increases called for by the RSE formula have never
exceeded the 4% annual cap.”).
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Before we reach these issues, we first revisit a renewed accusation by Sierra Club tﬁat this
Commission prejudged a portion of the Petition when it acted on Alabama Power’s request for certain
accounting' treatment in Docket No. U-5316.13 In our order regarding the Company’s request for
accounting treatment related to preliniinary expenditures at Barry Unit 8, and inherent in our denial of
Sierra Club’s Petition for Reconsideration of that order, this Commission expressly stated that such
action would have no effect on our assessment of the merits of the Company’s Petition relating to that
proposed generating resource.!® In furtherance of this statement, we outlined certain considerations
relating to applicable expenditures should the Petition for Barry Unit 8 be denied. Despite such clear
expressions of Commission intent, Sierra Club has repeatedly argued that we adjudicatéd the proposal
back in October 2019. We again afﬁrmatively state that we did.not, leaving it to Alabama Power to
support its Petition through the s;ubmission of substantial, credible evidence in 'this proceeding.
| As we observed at the outset, our decision here is predicated on the basis of an extensive record,
including pre-filed testimony, discovery, designated depdsiﬁbn fcranscripts, and the testimony and
exhibits received at the hearing. Our limited action on»accounting matters in Docket No. U-5316 did not
influence our assessment of this comprehensive record—nor could it have, given its entry months before
the vast majority of this information was developed and presented. Rather, that earlier accounting order
stands on'its merits and only as to the discrete actions described therein. Accordingly, Sierra Club’s

position to the contrary was and remains wholly without merit.

18 See Sierra Club’s Motion to Deny Petition, APSC Docket No. 32953 (Mar. 4, 2020), at p. 2 and n.7 (claiming it
- was error for the Commission to. make a “guarantee of payment for Barry 8”); see also Sierra Club’s Petition for
Reconsideration, APSC Docket No. U-5316 (Oct. 31, 2019). The petition for accounting treatment by Alabama Power
addressed in that docket concerned certain preliminary expenditures that Alabama Power viewed as necessary to ensure that
Barry Unit 8 would be positioned to meet its targeted in-service date, should the Commission determine to grant a
certificate of convenience a.nd necessity for the unit.

19 See In re Petition for Accounting Authorzzattons APSC Docket No. U-5316 (Oct. 1, 2019), pp. 3-4. In denying
the Petition for Reconsideration, we rejected Sierra Club’s claim that we had acted in contraventwn of Ala. Code §§ 37-4-
28 and 37-1-96, or otherwise denied due process.
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A. Need and Timing for Additional Capacity

In order to meet its statutory obligation to serve territorial customers in a reliablé, efficient and
economic manner, the Cdmpany must have sufficient generating resources both to meet the expected
requirements of those customers and to provide an adequate margin of reserves.20 Unlike prior needs-
based requests for authority to secure additional generating resources, Al_abama Power’s reliability
planning is no longer limited to the éummer period, as reliability risk has arisen in the winter period as
well, for reasons including changes in customer usage. Accordingly, the Company is proposing to
transition to seasonal planning—i.e., planning to target reserve margins of 16.25 percent for the summer
peak season and 26 percent for the winter peak sears,‘on.21 As of the winter of 2021, Alabama Power’s
winter reserve margin levels are projected to be approximately 10.1 percent, declining to as low as 5.2
percent by the winter of 2023.22

1. Seasonal Planning and Alabama Power’s Proposed Winter farget Reserve Margin

In further support of its reliability-based capacity need, Alabama Powef presented evidence
regarding the appropriateness of adopting seasonal planning and for tafgeting a 26 percent winter reserve
margin. With respect to séasonal planning, Mr. Kelley confirmed that in recent years Alabama Power’s
winter peak demand has exceeded its summer peak demand, and that it is projected to continue to.do
s0.23 Mr. Kelley and Mr. Weathers explained in detail the circumstances prompting Alabama Power

and the Southern system to focus on winter reliability risks. Mr. Kelley recounted the rolling winter

20 ¢f. Ala. Code § 37-1-49 (“Every utility shall maintain its plant, facilities and equipment in good operating
condition and shall set up and maintain proper reserves for renewals, replacements and reasonable contingencies.”).

21 As we have recognized in prior proceedings, and as the record here continues to support, Alabama Power
benefits from load diversity through its participation in the Southern Pool. See In re Certificate of Convenience and
Necessity (Barry Steam Plant), at page 3. As a result, the Southern system target reserve margins can be met if Alabama
Power maintains a 14.89 percent summer target reserve margin and a 25.25 percent winter target reserve margin. See
Direct Testimony of John Kelley, page 9, lines 19-21.

22 See Direct Testimony of John Kelley, page 10, line 18 through page 11, line 3.
23 See id., page 8, line 18 through page 9, line 4. .
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blackouts in the ERCOT region in 2011 and the subsequent winter 1_'eadiness guidelines promulgated by
NERC.2* Both he and Mr. Weathefs also observed how the January 2014 Polar Vortex resulted in the
further evaluation of winter reliability risks as part of the 2015 and 2018 Reserve Margin Studies.2>

Mr. Weathers provided the Company’s primary substantiation for targeting a 26 percent winter
reserve margin. Through both his direct and rebuttal testimony, Mr. Weathers explained the manner by
which the 2018 Résérve Margin Study was performed and the purposé behind the analytical techniques
employed. Among other topic_s,- he elaborated on the compoﬁents of ‘the reserve margin study (as
discussed in the study itseH), includiné _-the economic optimum reserve ﬁlargin -(‘l‘EORM”), the
appropriateness of applying a Yalue at Risk -(“VaR”) analysis to. the EORM, and the importance of
considering the reliability criteria éf the 1:10 loss of load expectation (“LOLE”).26 Mr. Weathers also
observed that, apart from the seasonal planning feature of the 2018 Resgrve Margin Study, the
fundamental methodology underlying fhe study remained consistent with that employed for the 2015
and the 2012 studies.2’

As paft of its rebuttal case, Alabam;cl Power also included testirﬁony from Mr. Carden, a
recognized independent expert in the area of reliability studies and Director of Astrapé Cc:)nsulting. Mr;
Carden’s professioﬁal services focus on the performance of resource adequacy analyses for large utilities,
regulatory agencies, and structured markets in North America. Mr. Carden uses the same modeling

software as that used for the performance of the 2018 Reserve Margin Study (and prev’ioué ones): the

24 See Rebuttal Testimony .of John Kelley, page 5, lines 11-21.

- 2 Seeid, page 6, lines 1-8; see also Direct Testimony of Jeffréy Weatﬁers, page 6, line 8 through page 8, line 13,
and APC Ex. 1. ' '

26 See, e.g., Direct Testimony of Jeffrey Weathers, page 9, line 14 thrbugh page 10, line 18; Rebuttal Testimony of
Jeffrey Weathers, page 6, line 1 through page 7, line 16; page 16, lines 7-16. ‘

27 See Direct Testimony of Jeffrey Weathers, page 10, lines 5-18.
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Strategic Energy and Risk Valuation Model (“SERVM™).28 Mr. Carden offered testimony on a number
of topics relevant to the proceeding. For example, he underscored the importanqe for Alabama Power
planning to reliability targets that satisfy both a summer and a winter 1:10 LOLE.ZV9 His principal and
overarching ;:onclusion, however, was that the 2018 Reserve Margin Study was performed consistent
with industry standards and did not contain biased or unreasonable assumptions.30
2. Capacity Need

In addition to the evidentiary support for use of seasonal planning and a winter target reserve
margin, Alabama Power also provided evidence in support of its Petition for 2,400 MW of additional
generating capacity. Specifically, Mr. Kelley presented testimony regarding the results of the
Company’s integrated resource plan (“IRP”), which included the effects of coordinated planning with
the other Southern retail operating companies. Those results indicated fhe need for Alabama Power to
add resoufces to address winter reliability deficits across the 2023-2028 time horizon—1,200 MW by |
2025 and another 1,170 MW over the years 2027 and 2028.31 Mr. Kelley further testified as to Alabama
Power’s conclusion to accelerate action on the 1,170 MW need indicated for 20‘25' and 2028.32 He .
explained that the largest electric utility on the Southern system, Georgia Power Company, does not

experience its peak load in the winter seasdn and that some of its capacity can help Alabama Power

28 See Rebuttal Testimony of Kevin Carden, page 2, lines 1-13.

. 29 See id., page 8, lines 4-11. Athearing, Mr. Carden testified that 95 percent of all load represented in the United
States uses the 1:10 LOLE standard. See Hearing Tr., page 206, lines 14-23.

30 See Rebuttal Testimony of Kevin Carden, page 3, line 22 through page 4, line 9; page 22, line 16 through page
23, line 11. Mr. Carden identified certain items for which the Company might have employed a different technique. In his
opinion, however, the method used by the Company tended to understate risk, and thus these different techniques would be
expected to produce similar, if not higher, reserve margin targets relative to those established under the 2018 Reserve
Margin Study sponsored by Mr. Weathers. See, e.g., id., page 15, line 4 through page 18, line 6.

31 See Direct Testimony of John Kelley, page 10, line 18 through page 12, line 4; see also Rebuttal Testimony of
John Kelley, page 12, line 3 through page 13, line 7.

32 In addition to capacity needs based on the IRP, the selection of Barry Unit 8 creates an additional 200 MW need
due to transmission-related impacts on Greene County Units 1 and 2. See Rebuttal Testimony of John Kelley, page 12, line
3 through page 13, line 7. ‘
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address its winter deficit on a temporary basis. The Company cannot, however, rely on that capacityl for
an extended period, as Georgia Power and the other Southern Company electric utilities haye no
obligation to maintain that capacity for the benefit of affiliates.33 Moreover, such reliance woﬁld be at
odds both with the IIC, a federally-regulated tariff governing the Southern Company electric utilities’
operation as an integrated power Pool, as well as Alabama Power’s obligation uridef state law to maintain
its system to meet the needs of its customers in Alabama.34
Mr. Kelley also provided testimony as to the Company’s load forecast, which is one of the
primary components of the IRP.35 As discussed above, M. Kelley explained how Alabama Power’s
system peak loads had in recent years transitioned from the summer season to the Winter season, and that
the load forecast mcerf)orated into the IRP continues to indicate a winter peak demand higher than the
Company’s sumfner peak demand.36 In its rebuttal case, Alabama Power included testimony from Ms.
Burke, who is the Company representative directly resll)qnsible for the preparation of the load forecast.
Ms. Burke explained in detail the methodology employed by tﬁe Cempé.ny to forecast its winter peak,
including specific reasons why the Company implemented new techniques in recent years so thaé it could
project more confidently the demands of its customers in the wiﬁter season.3” As part o'f this discussion,
Ms. Burke testified how éctual system load levels in January 2018 helped illustrate the deficiencies of

the existing model when forecasting winter demand and informed the corrective adjustments required to

33 See Direct Testimony of John Kelley, page 12, line 5 through page 14, line 11.

34 See id., page 4, line 14 through page 5, line 17; page 14, lines 8-11; and Rebuttal Testimony of John Kelley,
page 8, line 4 through page 10, line 3. This Commission is quite familiar with the IIC, as Alabama Power has been a party
to that arrangement for decades.

35 See Direct Testimony of John Kelley, page 7, lines 11-17.
36 See id., page 8 line 18 through page 9, line 4.
37 See Rebuttal Testimony of Maria Burke, page 11, line 13 through pége 15, line 6.
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derive results consistent with Alabama Power’s actual experience in the winter.3® Ms. Burke also
testified how Alabama Power took the additional measure of validating the load forecast used in the IRP
by comparing it to the results of another load forecasting model.3°
3. Intervenor Positions

Mr. George Clark, President and CEO of Manufacture Alabama, endorsed the adoption of a 26
percent winter target reserve margin and supported the portfolio of resources proposed by the Company
to meet the indicated need. According to Mr. Clark, reserve margins are a critical metric for Manufacture
Alabama’s membership, who depend on reliable, around-the-clock electricity to sﬁpport energy-
intensive operations that employ thousands and serve as a foundation for Alabama’s economy.4? In
contrast, two intervenors presented opposition fo Alabama Power’s proposed winter target reserve
margin: AIEC through its witness Mr. Pollock, and Energy Alabama/Gasp through its witness Mr.
Wilson (and to-a lesser extent Mr. Rébago). |

Mr. Pollock did not oppose a Winter target reserve margin outright, but expressed concern that
the 2018 Reserve Margin Study may overstate the requisite reserve margin.4! In support of this opinion,
he testified that the proposed winter reserve margin of 26 percent significantly exceeded the reserve
margins of other investor-owned utilities in the Southeast.42 Mr. Pollock also expressed apprehension
over .the historical data and assumptioné utilized in the 2018 Reserve Margin Study. For example, he
questioned the appropriateness of using 54 years of weather data, expressing concerns thaf some of the

extreme cold events in the 1980s méy not be indicative of future weather patterns. He also challenged

38 See id., page 13, lines 1-21.

39 See id., page 14, line 16 through page 15, line 6.

40 See Direct Testimony of George Clark, page 2, lines 10-11 and page 3, lines 11-20.
41 See Direct Testimony of Jeffry Pollock, page 15, lines 9-16.

42 See id., page 16, line 8 through page 17, line 9.
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outage assumptions on the belief that system operators; familiarity with system operations during cold
conditions should translate into greater resiliency in the future.43 A final point made by Mr. Pollock
concerned a recent Georgia Public Service Commission (“GPSC”) proceeding involving Georgia
Power’s IRP. According to Mr. Pollock, the GPSC “deferred approving” a winter target reserve margin
of 26 percent for Georgia Power, and he recommended this Commission take a similar course with
respect to Alabama Power’s long-term diversified winter target reserve ma‘rgin.44
Turning to Enérgy Alabama/Gasp,* its witness Mr. Wilson challenged the 2018 Reserve Margin -
Study on several fronts. First, he rejected the VaR adjustment to the EORM discussed earlier, reaéoning
that thé adjustment is improper if Alabama Power’s customers are perceived as being risk neutral, not
risk averse.46 Next, he testified why he thought the Value of Lost Load (“VOLL”) assumption was t0o
| high, particularly as compared to a value used in a Texas market that does not perform integrated
resource planning.47 Mr. Wilson also took issue with the Reserve Margin Study’s calcuiation of the 1:10
LOLE metric. Mr. Wilson testified as to what he viewed as deficiencies in the study’s load forecast
uncertainty assumptions, including the duration of uncertainty used in the study (four years, as opposed
to one year) and the study’s reliance on national economic growth data, instead of state-level

information.48 Mr. Wilson also identified several assumptions that in his view caused winter risk to be

43 -See id., page 19, line 6 through page 21, line 2.
44 See id., page 23, line 9 through page 24, line 20.

45 As for Mr. Rabago, he acknowledged the conclusions of the 2015 and 2018 Reserve Margin Studies regarding
winter reliability, but criticized the Company for its slowness to act. See Direct Testimony of Karl Rébago, page 12, lines
7-9. 'And like Mr. Pollock, Mr. Rébago noted that the Company’s proposed winter target reserve margin is higher than
other southeastern utilities. See id., page 14, line 28 through page 15, line 3. Mr. Rabago also criticized the Company for
seeking to add resources that he viewed as a contributing factor to the need for higher reserve margins, and thus
exacerbating that dependency further. See id., page 16, line 5 through page 17, line 11.

46 See Direct Testimony of James Wilson, page 37, line 5 through page 39, line 10.
47 See id., page 39, line 17 through page 40, line 10.
48 See id., page 40, line 16 through page 46, line 15.
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overstated, such as the winter load shapes employed in the study, the use of weather data back to 1962,
and assumpﬁons regarding plant outages in extreme cold conditions.49

Intervenors challenged th_e basis for Alabama Power’s proposed capacity need in other ways as
well. For example, AIEC witness Mr. Pollock and Sierra Club witness Ms. Wilson both testified that
the Company can and should rely on capacity owned by other Southern Company electric utilities.50
Ms. Wilson also observed that a portion of the Compény’s identified need appeared linked to wholesale
load obligations that were scheduled to expire in the mid-2020s.°1  Finally, Energy Alabama/Gasp
witness Mr. Wilson challenged several aspects of Alabama Power’s load forecast. Specifically, Mr.
Wilson questioned the appropﬁateness of the adjustments that Alabama Power made to tﬁe model used
to develop the load forecast, and also claimed that Alabama Power’s industrial class forecast likely
overstates future sales.>?

4. Commission Findings and Conclusions

In prior proceedings, the existence of a future capacity deﬁcit.relative to Alabama Power’s target
reserve margin, such as that shown by the Company in this cése, has been found to constitute a prima
facie demonstration of a reliability-based need by the Company.>3 The fact that the Company has been
able to serve its customers reliably to this point in time is of no consequence, as the purpose of the

Petition is to position the Company to continue to do so going forward. For this reason, and those

49 See id., page 46, line 16 through page 47, line 12 (summarizing assumptions that overstate reliability risk); see
id., page 47, line 13 through page 63, line 19 (explaining Mr. Wilson’s conclusions regarding assumptions that overstate
reliability risk).

50 See Direct Testimony of Jeffry Pollock, page 13, line 14 through page 15, line. 3; see Direct Testimony of
Rachel Wilson, page 9, lines 1-14. '

51 See Direct Testimony of Rachel Wilson, page 9, line 15 through page 11, line 3.

52 See Direct Testimony of James Wilson, page 21, line 11 through page 25, line 2; page 28, line 1 through page
30, line 20. .

53 See In re Certificate of Convenience and Necessity (Barry Steam Plant), at page 4; In re Certificate of
Convenience and Necessity (Greene Co. Steam Plant), at page 3.
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discussed further in this section, Sierra Club’s motion to deny the Petition on the basis that Alabama
Power has not shown a “need” must fail. Alabama Power holds a non-delegable obligation undér the
law to meet the needs of its customers, and that obligation includes maintaining an adequate level of
reserves in connection with such service.>4 Accordingly,v unless undermined through substantial
evidence advanced by intervenors, thq Company’s demonstration of a projected capacity deficit in its
reserves is sufficient to satisfy the Cotﬁpany’s first burden in this certificate proceeding. |

As a threshold matter, we would observe that the Company’s IRP process—of which the reserve
margin is a key component—has long served as the basis for petitions to this Commission for
certification of new resources required for reliability. Accordingly, we are familiar with that process
and the manner in which it is conducted, having reviewed and endorsed its use for-this purpose on a
number of occasions.>> Unlike prior pro_ceedings, however, the demonstrated capacity deficit arises
from the transition of the Company’s peak dgmand‘ from the summer season to the winter season and the
corresponding need to adopt seasonél planning. The capacity deficit is ﬁlﬁher pronounced by the results
of the 2018 Reserve Margin Study which suggest a system winter reserve margin target of 26 percent.56
Importantly, no one disputed that Alabama Power has become a winter peaking utility, nor was there
any challenge to the Corﬁpany’s decision to adopt seasonal planning.57 Indeed, intervenors are in

agreement on the fundamental premise that the Company must maintain reliable service in all seasons.

54 See Ala. Code § 37-1-49.

55 See, e.g., In re Certificate of Convenience and Necessity (Barry Steam Plant), at pages 5-6; In re Certificate of
Convenience and Necessity (Greene Co. Steam Plant), at page 3.

56 Asnoted earlier, Alabama Power’s participation in the Southern Pool enables it and the other Pool participants
to maintain an individual “diversified” winter target reserve margin of 25.25 percent, which together cause the system to
have a reserve margin of 26 percent.

57 We share the view. of Alabama Power that modifications to the declining block structure of Rate FD are
unlikely to effect a dramatic change in usage, based on our history and ongoing practice of monitoring and oversight of the
Company and its rates. Nevertheless, adjustments to Rate FD and other rates may be appropriate in due course, so that cost
recovery remains aligned with the seasonal nature of the Company’s operations.
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AIEC and Energy Alabama/Gasp disagreed with the 2018 Reserve Margin Study and questioned
some of the inputs utilized to develop the 26 percent winter target. However, many of their stated
concerns with the wiﬁter target and the study giving rise to it seem to be somewhat speculative. For
example, Mr. Pollock apd Mr. Wilson expressed skepticism over the potential for futufe recurrence of
some of the extreme cold temperatures utilized in the study.58 Yet neither presented any analysis that
such temperatures will not recur, and Mr. Wilson actually acknowledged at hearing that he expects to
see such events in the future.59. With respect to the uncertainties of future winter conditions, we agree
with the assessment of Mr. Weathefs that historical.témperatures provide a reasonable basis from which
to plan for what might happen oﬁ the system in the future.60

Intervenors also expressed concern over the numerical level of the winter target reserve margin,
with Mr: Pollock and Mr. Rébago notihg lower levels employed by other utilities in the Southeast.6! To
this we would first obserQe that reserve margins and system reliabiiity for utilities located in the same
region may be worth due consideration. However, Alabama Power’s target winter reserve margin cannot
legitimately be established through an averaging exercise involving the margins.adopted by others, as
these intervenor witnesses seemed to suggest. Rather, the development of such planning margins
requires comprehensive modeling and utility-specific analysis.. Putting that aside, however, we further

note that Mr. Pollock acknowledged at hearing that the Tennessee Valley Aﬁthority and PowerSouth

58 See Direct Testimony of Jeffry Pollock, page 19, lines 6-17; Direct Testimony of James Wilson, page 55, lines

59 See Hearing Tr., page 1199, lines 4-6.
60 See Hearing Tr., page 79, line 11 through page 81, line 20.

61 1f properly established, other entities’ reserve levels should reflect the particular characteristics of their own
systems. For this reason, we agree with Mr. Weathers that determining an appropriate reserve level for the Southern system
(which includes Alabama Power) necessarily requires a comprehensive, system-specific evaluation of customers, their

-energy and reliability needs and the resources available to serve them. See Rebuttal Testimony of Jeffrey Weathers, page

17, lines 1-13; Rebuttal Testimony of John Kelley, page 7, line 18 through page 8, line 3. The 2018 Reserve Margin Study
(APC Ex. 1), as fully supported by Mr. Weathers and Mr. Carden, reflects the requisite system-specific analysis, and it is
the only such analysis in the record. )
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Energy Cooperative—two electricity subplieré with obligations in Alabama—both utilize winter targét
reserve margins comparable to the level Alabama Power proposed in this Petition.62 In addition, Mr-.
Wilson agreed at hearing that several regional reliability entities projected virtually no chance of a
reiiability event in January 2018—carrying actual reserve levels ranging from 32 percent to well over
60 percent—and yet nearly suffered outages (a “near miss”) when a polar vortex type event oécurred
that month.63

The other criticisms of the 2018 Reserve Margin Study raised by Mr. Wilson do not change our
view as to the appropriateness of Alabama Power’s adoption of a wiﬁter target -reserve margin. As an
initial matter, we reject Mr. Wilson’s opinion that Alabama Power should assume that its customers are
“risk neutral” when the reliable supply of electric service is concerned. Such a view is wholly at odds
with the statutory expectations our Legislature holds for the Company in its discharge of this paramount
responsiBility. As for Mr. Wilson’s remaining observations as to what hé viewed as flaws in the study,
we find those to have been convincingly addressed and rebutted by the Company through the testimony
provided by Mr. Weathers, Mr. Carden, and Ms. Burke.®4

As a final point. on the 2018 Reserve Margin Study, we wouid observe that the GPSC recently
had occasion to consider that study in connection with Georgia Power’s 2019 IRP. Whiie fhe GPSC did

not approve a target-winter reserve margin for Georgia Power in that proceeding, it did approve Georgia

62 See Hearing Tr., page 1006, lines 6-19.
63 See id., page 1210, line 4 through page 1215, line 14; and APC Ex. 51 and 52.

64 See Rebuttal Testimony of Jeffrey Weathers, page 6, line 1 through page 14, line 22; Rebuttal Testimony of
Kevin Carden, page 4, line 18 through page 21, line 10; Rebuttal Testimony of Maria Burke, page 2, line 17 through page
19, line 10. While not dispositive of our conclusion here, we note that Energy Alabama/Gasp witness Mr. Rabago
previously recognized Mr. Carden and his firm Astrapé as an authority in the field of reliability studies in connection with a
2015-16 Florida Public Service Commission proceeding regarding Florida Power & Light’s request for authority to
construct an approximately 1,600 MW natural gas combined cycle facility. See Hearing Tr., page 1237, line 3 through page
1239, line 13; see also APC Ex. 55. - o
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Power’s use of seasonal plannjng and authorized it to use the system winter target reserve margin for
planning purposes until such time as one is approved by the GPSC.65

In conclusion, we believe Alabama Power has presented substantial evidence regarding the
appropriateness of a winter target reserve margin, and on the basis of that evidence, we find a target of
approximately 25.25 percent is suitable for purposes of eétablishi_ng the Company’s reliability-based
need for additional resources. We further find that application of this targét demonstrates a need for
additional capacity to provide reliable electric service to Alabama Power’s territorial customers.

The question now turns to the amount and timing of the capacity additions needed by the
Company. As discussed above, the utilization of a winter target reserve margin, along With other
peftinent factors analyzed in the Company’s IRP, resulted in identified winter reliability deficits across
the 2023-2028 time horizon. In this regard, we find that the record céntains substantial evidence
supporting Alabama Power’s requested authorization for additional resources.

A primary argument raised by Sierra Club and AIEC in opposition to the Petition is that Alabama
Power should rely on the capacity of other Southern Company electric utilities to meet the long-term
needs of its customers. Alabama Power has correctly recognized that such a course conflicts with its
duty to serve under Alabama law. Moreover, based on our longétanding familiaﬁty with the IIC,l we
agree with the Company’s evidence that such reliance does not comport with the “fundamental premise”
under the IIC that each participant must maintain “adequate résources to reliably éel;ve its own
obligations™6%, and that the Company may rely on the surpluses held by other operating companies énly

on a temporary basis—not to meet long-term needs.6” To the extent Ms. Wilson and Mr. Pollock

65 See Sierra Club Ex. 11, pages 25-26 (stipulation pages 3-4). Still a summer peakiﬁg utility, Georgia Power was
not seeking authorization in its 2019 IRP to certify a resource or take any action predicated on a winter reliability need.

66 See APC Ex. 30, Original Sheet No. 10, Section 7.1.

67 See id.
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advocated to the contrary, their testimony was belied by their respective lack of knowledge and direct
administrative experience with that system operating agreement.®8 Their unsupported views as to the

meaning and intent of the IIC, already refuted by the direct and rebuttal testimony of Mr. Kelley,5° were

further invalidated at hearing by Alabama Power witness Mr. Weathers, who possesses firsthand

experience with the IIC anci the manner of its operation and adfninistration.70

We also find unpersuasive Mr. Wilson’s challenges to Alabama Power’s load forecast. In the
Company’s rebut_tal case, Ms. Burke thoroughly examined and responded to each of the criticisms raised |
by Mr. Wilson.”! Notably, Ms. Burke recounted the system eventé that occurred in January 2018 and
how lthe Compahy’s unadjusted load forecast would have significantly under-predicted the. actual
demand experienced.”> Ms. Burke also hbserved that the load forecast used in the IRP was later vetted
through a separate load forecasting tool, yielding results consistent with those initially developed by
Alabama Power.” At hearing, intervenors did n(;t_hing th impeach this testirhony, or otherwise cause us

undue concern with the Company’s approach to forecasting its winter peak loads.”* Accordingly,

68 See Hearing Tr., page 1023, line 2 through page 1028, line 18 (Wilson); page 1005, line 19 through page 1006,
line 5 (Pollock). We also note the inconsistency of Ms. Wilson’s suggestion that the Company could and should rely on
some of the same “excess capacity” that she had challenged through testimony in regulatory proceedings in Georgia (Plant
Bowen) and Mississippi (Plant Daniel), arguing that such capa01ty was not economic and should be retired. See id., page

1031, line 23 through page 1037, line 5.

69 See Direct Testimony of John Kelley, page 13, lme 1 through page 14, line 11; Rebuttal Testimony of John
Kelley, Page 8, line 4 through page 12, line 2.

70 See id., page 140, line 17 through page 141, line 10; page 175, line 11 through page 179, line 6.
- 71 See Rebuttal Testimony of Maria Burke;, page 4, line 1 through page 19, line 10.

72 See id., page 11, line 14 through-page 14, line 9. ‘

3 See id., page 14, line 16 through page 15, line 6.

74 Much of intervenors’ cross examination of Ms. Burke explored minor discrepancies in the final calculations
used to weather normalize the Company’s historical loads. See Hearing Tr., page 245, line 1 through page 283, line 12.
However, the normalized historical loads are used only to help the Company understand underlying trends in customer
behavior—trends unaffected by the identified discrepancies. As a general proposition, the weather-normal historical loads
are not used in the development of the peak load forecast and thus, discrepancies or not, have no effect on the Company’s

identified need. See Hearing Tr., page 281, lines 2-5 and page 299, line 7 through page 300, line 2. The only exception in

this regard is an adjustment described in the Rebuttal Testimony of Ms. Burke, which had an insubstantial impact to the
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int&venors have not presented us with a valid basis to reject fhe load forecast used in the IRP, in whole
or in part.

Finally, we do not believe the anticipated expiration of certain wholesale contracts warrants a
conclusion different than the one we feach. As Mr. Kelley explained, the stgtus of those contracts is
unclear, as the Company is actively competing for these who‘lesale customers.’s Evgn if one or more of
the contracts do expire withqut replacement, having a margin of capacity somewhat above the planning
target simply affords the Compény more flexibility to optimize its resource fleet as a whole, particularly
as new opportunities in the wholesale markets arise or as aging units reach the end of their depreciable
lives.’6 In addition, as Alabama Power correctly obsérved, it is not uncommon for a utility with
significant retail service responsibilities to find itself with resefve levels temporarily above a planning
target.”’

This observation flows into a recent matter that Qe also must consider in conjunction with
Alabama Power’s Petition. Shortly after completion of the heaﬂﬁg, the novel coronavirus and the
ensuing COVID-I9 pandemic confronted the United States and virtually the entire woﬂd.— The gravity
of this tragedy in terms of loss of life is in no way lost on this Commission. But we would be ;emiss in
our responsibility as a regulatory authbrity if our analysis here did not consider the potential for
prolonged economiq effects flowing from the pandemic, and specifically, whether potential impacts to
the state, national and global economies are likely to cause a material change in the amount of capacity

needed by Alabama Power.

forecasted peak load relative to the corresponding actual peak load observed. See Rebuttal Testimony of Maria Burke, page
13, lines 7-14. ' ‘ '

75 See Rebuttal Testimony of John Kelley, page 14, lines 10-22.
76 See id., page 13, line 18 through page 14, line 22.
77 See id., page 14, lines 18-20.
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All information available to this Commission, including the record in fhis case, the data our Staff
gathers as part of its routine regulation and oversight of Alabama Power, and materials our Staff
customarily relies on to remain informed of such matters, and our administrative judgment and
perforrhancé of the statutory duties prescribed by the Legislature, suggests that the long-term impacts of
the pandemic are nat knowable with any reasonable degree of certainty. We would observe, however,
that measured steps are being taken to resume more normal economic activity, leading to increasad
optimism in that regard. Even prior to these steps, some sources of publicly available ihforma;cion were
forecasting an economic rebound by the end of 202-1, if not sooner.”® Certainly that is the desire of
everyone affected by this pandemic. In any case, Alabama Power’s duty to provide reliable‘ electric
service is not suspended by COVID-19 or the temporary economic slowdown that has transpired. If
anything, the asaurancé of reliable electric service is even more important now, as public Ofﬁcials, health
care providers and consumers of all types focus on safely navigating through this event.

| As discussed in the fqllowing section of this ordgr, fhe generation portfolio pfoposed by the
Company comprises a suite of resources, most of which do not begin to support Alabama Power
customer needs until mid - to late 2023. Likewise, the rate pressures associated with these resources are
not expecfed to impact customer bills until that same timeframe.’ Although cartainly not the
Company’s intention when developed and filed, the proposed portfolio and the timing of its
implementatjon across a multi-year period is particularly well-suited for current events.. In fact, this

timing gives the Commission confidence that Alabama Power has positioned itself to meet the needs of

78 See, e.g., Morgan Stanley Research, Coronavirus: Recession, Response, Recovery,
https://www.morganstanley.com/ideas/coronavirus-impact-on-global-growth.

79 The Hog Bayou PPA is the sole exception, as it is expected to begin serving customers relatively soon after
issuance of a certificate by this Commission. The availability of this resource is actually quite timely, for in addition to
Alabama Power’s significant ongoing winter capacity deficit, the Southern Pool also reflects a winter capacity shortfall in
the 2020-2021 timeframe. See Direct Testimony of John Kelley, page 11, line 4 through page 12, line 4. Moreover, as Ms.
Baker testified at the hearing, the expected fuel savings associated with that resource will effectively offset the costs of the
PPA through 2021. See Hearing Tr., page 899, lines 5-15.
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~ all its customers when daily routines return to a pre-pandemic state of normalcy, and in a way that avoids
added cost pressures during the near-term period 6f €CoNnomic recovery. .

Iﬁ addition, were the Commission to deny compOnénts of the Petition based solely on
uncertainties surrounding COVID-19, we would be concerned that cost-compétitive resource options
comparable to those reflected in the proposed portfolio would no longer be available. Intervenors would
have this Commission be]ieve that a lower cost opﬁon is just around the corner, if only the Company is
directed to perform another request for proposals (“RFP”). The problems With this thedry are several.

First, neither Alabama Power nor its customlers can count on the existing portfolio options to
stand by as the Company “tests” the market, given the presence of contractual deadlines (which due to
the number of extensions granted in this case, are approaching) tﬁat permit the counter-party to walk
away if regulatory certainty has not been obtained by a date certain. Second, the market now knows
(because of this proceeding) that Alabar;la Power has a signi_ﬁcan"c winter capacity need. Thus, we think
itis equally (if not more) likely that an informed market would come to the table with different pfoposals
in hand, resulting in a portfovlio that is less beneﬁéiai for customers. 80 Finally, there is no assurance as
to when resource options emanating from another market sol_icitation migﬁt Be availa‘ble to meet the
needs of Alabama Power customers, given the time required to conduét an RFP, perform the requisite
evaluations, hegotiate contracts and seek the necessary regulatory appr'dvals.gl. In any event, should -

“Alabama Power find itself with actual reserve margins somewhat greater than those currently projected,

80 See Rebuttal Testlmony of John Kelley, page 13, lines 16-17; see also Hearing Tr. page 426, line 23 through
page 428, line 9.

81 In this regard, the Commission notes that most of the proposals for which certification is requested emanated
from RFPs that the Company initiated in November 2018, while the turnkey contract for the construction of Barry Unit 8
resulted from a solicitation that was issued in January 2018. Indeed, the proceedmgs before this Commission concerning
the resulting portfolio have been ongoing since early September 2019. ‘
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due to coronavirus-related impacts to customer demand, the Company will still have the same ability to
optimize its fleet, as discuésed above.
Accordingly, we find that the record before us reflects substantial evidence. that supports
Alabama Power’s need for additional capacity during the 2021_ — 2028 period, as discugsed above.
Further, we see no legitimate reason to discount that showing on the basis of uncertainty created by the
coronavirus f)'dndemic.82 Instead, and based on the foregoing, the Commission concludes that the
| Company has satisfied the first fundamental requirement in this certificate proceeding, which is to show
the requisite need for new ;:apacity to continue to provide reliable service to its territorial customers.

B. Reasonable Means to Satisfy the Need

1. The IRP |
" As we stated earlier, Alabama Power has long utilizéd thg IRP to inform decisions regarding
future resource additions. The IRP fa'cillitates the Cbmpany’s ability to identify r_esburce additions‘ that
are expected fo provide‘réliable service at the lowest practicable total cost, considering both capacity and
energy, over the long run. AIt is a proven, sound process for guiding these déterminations, and we have
frequently endorsed its use by the Company.?3 In this proceediﬁg,_ Alabama waer has adhered to that
IRP préc;ess as part of its identification of resources to meet the ‘long-term energy and demand

requirements of its customers, as discussed in the prior section.84

82 Cf. In re Certificate of Convenience and Necessity (Barry Steam Plant), at page 5 (“[N]either'this Commission
nor the Company can ignore the Company’s existing statutory duty to prov1de reliable service because of what might
happen in the future.”) (emphasis in original).

83 See id., page 5-6 (“This Commission has previously reviewed and approved the Company’s IRP process on
three separate occasions, and we again endorse that approach as the appropriate means of determining resource additions
for the Company.”); see also In re Certificate of Convenience and Necessity (Amendment to Calhoun PPA), APSC Docket
No. 27785 at page 2 (April 22, 2009).

84 See Direct Testimony of John Kelley, page 5, line 19 through page 7, hne 10 and page 10, lines 1-17.
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2. Intervenor Positions Regarding the IRP

In their testimony, Energy Alabama/Gasp and Sierra Club offered several generalized complaints
about the IRP. Energy Alabama/Gasp witn€ss Mr. Réabago statéd that the IRP documents lack
transparency.®5 While aéknoWledging that the Company produced “voluminous data” in response to
intervenor discovery requests, Mr. Rabago none';the'less complained that the data was unorgan‘izedvand
unsupported by details.8¢ He also declared that the Company’s assertion of confidentiality over much
of the information provided on the IRP prevents pubiic input and precludes this Commission from
“hold[iﬁg] the Company responsible and accountable for its planning process.”8? Mr. Rabago further
| criticized the IRP as being oriented tov&ard selecting gas-fired resources, noting amohg other things that
renewable resources were nq;c included in the IRP’s benchmark analysié.88 Finally, Mr. Rébago
recommended the Commission develop and adopt IRP planning rules, in light of the “obvious” bias the

Company has for “exaggerating the need for excess capacity in order to enrich its shareholders”.89
Sierra Club vs'/itngss Mr. Detsky made points similar to fhos’e of Mr. Rabago insofar as the
Company’s IRP is concerned. Principally, he claimed that the IRP’s development of thé indicative
benchmark plan should not have excluded renewable resources from the candidate technologies.?? He
also assel.'ted that this decision impacted Alabama Power’s resource selection because it resulted in

Alabama Power holding a capacity RFP for only gas units.%1

85 See Direct Testimony of Karl Rdbago, page 17, lines 16-21.

86 See id., page 17, line 21 through page 18, line 1.

87 See id., page 18, lines 1-8.

88 See id., page 20, line 1 through page 21, line 7.

89 See id., page 29, line 15 through page 30, line 9.

90 See Direct Testimony of Mark Detsky, page 18, line 11 and page 21, lines 6-14.
91 See id., page 15, lines 19-21.
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3. Commission Findings and Conclusions Regarding tﬁe IRP

The complaints of these witnesses do not undermine our confidence in Alabama Power’s IRP
process. As observed above, the IRP process employed by the Company here has been in use fo;
decades, and over thaft time, it has supported decisioﬁs 'by the Company regarding the ivdentiﬁc_ation' and
development or procurement of all typeé of resources——from new construction? to PPAs, to co-generation
facilities.%2 'As Mr. Kelley explained in his testimony, aﬁd as this Commission is aware, the IRP is not
limited to the summary reporf93 for which Mr. Rébago held disdain. Rather, itis a comprehensive, data-
intensive process—a fact evidenced by the voluminous data generated in response to the intervenors’
inquiries directed to it.4 Given our longstanding familiarity with the IRP and its cénsistent use by the
Company 6ver that time, this Commission, as the expert agency exclusively authorized to regulate tﬁe
Compaﬁy’s provision of retail electric service, can and does hold the Company responsible énd
accountable for its planning précess. That much.of the IRP process and its underlying data requires
conﬁdentialify is hardly surprising, nor does it foreclose public inﬁut when action is proposed by the
Company in reliance on the IRP. Tl.u's fact is evidenced most clearly by the instant proceeding, with
public interest groups covering a wide spectrum actively participating on behalf of their constituents,
and with the interests of the using and consuming general public fully represented through participation

by the Office of the Attorney General.

92 See, e. g., In re Certificate of Convenience and Necessity (Barry Steam Plant); see also In re Certificate of
Convenience and Necessity (Purchased Power Arrangements for CT Capacity in Calhoun County and CC Capacity in
Autauga County), APSC Docket No. 27785, at pages 1-3 (Nov. 7, 2000); In re Certificate of Convenience and Necessity
(General Electric Company Cogeneration Capacity), APSC Docket No. 25834, at pages 1-2 (April 21, 1997).

93 See APC Ex. 20.
94 See Direct Testimony of John Kelley, page 6, lines 7-13.
93 See Ala. Code § 37-1-16.
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In addition, we disagree with both Mr. Rabago and Mr. Detsky that the indicative benchmark
plan generated through the IRP in any way biased fche resource procurement decisiqns ultimately
proposed by the Company. As discussed in greater detail below, Alabama Power relied on the market
to inform its analysis of what resourée. options were available to it and evaluated all of those options
against one another to develop a least cost portfolio.”6 The fact that the Company chose to screen out
variable renewable technologies during the development of the benchmark plan is entirely reasqnable,
given that such reéources do not provide dependable capacity during winter peak hours.®7 More to the
point, however, that screening decision did not prevent the Company from evaluating the relative merits
of renewable resources as part of the development of the proposed portfolio, as evidenced by the
inclusion of five Solar/BESS projects as part of the final portfolio submitted for certiﬁcatiéﬁ.93

We also affirmatively reject Mr. Rdbago’s unsubstantiated claim that the Company has érafted a
portfolio for the purpose of enriching shareholders. The evidence clearly shows that the portfolio was

the product of a comprehensive economic evaluation of all viable offerings that was in no way reflective

96 See Rebuttal Testimony of John Kelley, page 15, lines 3-15. The benchmark plan is just that—a “benchmark”
of deployable options that serves as the starting point for evaluating the cost-effectiveness of competing alternatives. Had
the market offerings been at a higher cost, the Company presumably would have acted on the benchmark plan. In this case,
however, there were significant amounts of more cost-effective capacity offerings, enabling the Company to choose for its
portfolio those proposals from the market that provide the best value for customers. '

97 See Hearing Tr. page 150, lines 10-18. Moreover, such renewable resources are generally non-dispatchable,
which presents yet another limitation to their value from a reliability perspective. See Hearing Tr., Page 127, line 3 through
page 128, line 9. '

98 Asto this, we would note that Mr. Detsky’s testimony contradicts itself. At first, he testified that the Capacity
RFP was limited to gas-fired generation. See Direct Testimony of Mark Detsky, page 15, lines 19-21. Subsequently,
however, he acknowledged that the capacity RFP included instructions to potential bidders regarding the acceptability of
bids for renewable resources paired with storage. See id., page 24, lines 14-22. At hearing, Mr. Detsky conceded this fact,
but suggested that the limited reference likely was overlooked by the market and affected the response received by the
Company. See Hearing Tr., page 1162, lines 5-17 and page 1176, line 18 through page 1177, line 5. We do not share Mr.
Detsky’s concern regarding the market’s ability to read and understand the capacity RFP document, particularly given that
the first page of the introduction states in no uncertain terms “Proposals may encompass any type of energy source.” See
APC Ex. 21, page 3.
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of improper motive.?® As discussed in the Governing Legal Sténdards section above, Alabama Power’s
management is presumed to act in good faith. Moreover, Alabama law expects a utility’s management
to act honestly, efficiently and economically, particularly when incurring costs that will beArecovered
through customers’ rates for service.l90 Accordingly, those who would challengAe a decision of
management must do far more than casf aspersions, like Mr. Rabago, or offer insinuations, as Sierra
Club was presumably attempting to do at the hearing, when it unremarkably confirmed that most of
Alabama Power’s witnesses hold varying amounts of shares of stock in theiparent Southern Company. 101

: Rather,_an intervenor must affirmatively show through substantial evidence that a decision is not in
proper furtherance of the utility’s duty. No intervenor has made any such ‘shojwing here.

In conclusion, we endorse the Cqmpany’s IRP process as the appropriate vehicle to inform
decisions regarding future resource additions. The use of that process, as summarized in the 2019
Summary Report!02 and discussed in the Company’s testimony,!3 continues to benefit customers,
leading to the selection of reliable and cost-efféctive resources to satisfy their electricity needs.

4. The Proposed Portfolio
' As we have recited, the Company’s Petition seeks authority for a portfolio of projects: a new

combined cycle unit at Plant Barry (Barry Unit 8); the acquisition of an existing combined cycle unit

99 See Direct Testimony of Brandon Looney, page 3, line 16 through page 8, line 10 and APC Ex. 36, see also
Rebuttal Testimony of John Kelley, page 4, 13-22.

100 gge Ala. Code § 37-1-80(a).

101 A5 Mr. Bush testified at hearing, Southern Company utilizes a Code of Ethics. That document is publicly
available, and in reviewing it for ourselves, we note that the principles and policies articulated apply to all employees,
officers and board members of Southern Company, its subsidiaries and affiliates, including Alabama Power and Southern
Company Services. See Southern Co., Code of Ethics, o
https://s2.gd4cdn.com/471677839/files/doc_downloads/Governance/2017/code-of-ethics.pdf. Nowhere in this record is
there any evidence to even suggest, let alone show, that Alabama Power and its witnesses are acting in contravention of this
code through the proposal set forth in the Petition. '

102 gee APC Ex. 20.

103 See, e.g., Direct Testimony of John Kelley, page 5, line 19 through page 7, line 17 and page 10, lines 1-17.
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(Central Alabama); and six PPAs, one for_ the capacity and energy output from an existing combined
cycle unit (Hog Bayou) aﬂd five ass;)ciated with proposed solar photovoltaic and two-hour battery energy -
storage systems (Solar/BESS). The Hog Bayou PPA is the only PPA slated to commence immediately
follovﬁng certification. The Solar/BESS PPAs commence upon the commercial operation of the
associated resource, with one expected in 2022, éne in 2023 and the remaining three in 2024. Central
Alabama does not begin serving retail customers until mid-2023, due to its éxisting commitment
pursuant to a third-party wholesale contract. Barry Unit 8 is targeted for substantial completion by
.November 2023.

The Company arrived at this portfolio through an economic analysis of the costs and benefits of
proposals received by tﬁe Company through various market solicitation efforts.104_ | Included in this
evaluation were all expected generation-related costs over the life of the propésed resource, such as
capacity costs, fixed operations and maintenance (“O&M?”) costs, natural gas transpoﬁation charges,
commodity fuel and variable O&M costs, as well as any expected production cost benefits (i.e., energy
savings) associated with the proposal.105 Thé Company also assessed the costs and operational impacts
to the transmission system ansmg from each p'r‘oposal.lo6 Finally, the Company accounted for future

uncertainties regarding fuel prices and carbon cdsts_ by evaluating proposals under a “low gas” and a

_ 104 g¢e Direct Testimony of John Kelley, page 15, line 13 through pagé 17, line 35; Direct Testimony of Michael
Bush, page 13, line 18 through page 17, line 5; Direct Testimony of Brandon Looney, page 3, line 7 through page 8, line
10. ' :

105 See Direct Testimony of Brandon Looney, page 4, line 4 through page 5, line 10. Energy savings result to the
extent the resource under study is expected to displace generation from existing resources that produce energy at a higher
cost. ' .

106 See id., page 6, lines 16-20; see also Rebuttal Testimony of John Kelley, page 17, line 15 through page 18, line
13; Brandon Looney Deposition Designations, page 26, lines 15-23; page 27, line 1 and lines 8-23; page 28, lines 1-22;
page 29, lines 5-15 and lines 18-23; page 30, lines 1-8 and lines 16-23; page 31, line 1; and Looney Deposition Ex. 2.
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“moderate gas” scenario and by applying carbon cost assumptions of $0 and $20 per ton that escalate
over time.107
5. Intervenor Positions Regarding the Pm-’lfolio .

Through their pre-ﬁled testimony, certain intervenors challenged the portfolio in various (and
somewhat inconsistent) ways.!08 AIEC witness Mr. Pollock supported certification for Barry Unit 8,
but did not endorse the remainder of the portfolio.!0® AlaSIA witness Ms. Clark made no
recommendation regarding the A-portfolio, but instead laljded the benefits of solar, with and without
storage.!!0 Energy Alabama/Gasp’s position was slightly less clear. Self-proclaimed clean energy |
advocate M. Rabago supported certification for all five .of the Solar/BESS projects but called for
rejection of all aspects of the Aportfolio that rely on natural gas. Mr. Rébago asserted that continued
reliance- on large “chunky” generators exacerbates the need for winter féserves and exposes the Company
to greater risk of outages.!1l Mr. Rabago and fellow Eﬁergy Alabama/Gasp witness Mr. Howat also
called for greater consideratim; of demand-side rheasures (among other things),!12 but Mr. Howat
recommended that the Commission reject the portfolio in its entirety, includiﬁg the Solar/BESS projects

that Mr. Rabago supported. Instead, Mr. Howat would have the Commission order the Company to

107 See Direct Testimony of Brandon Looney, page 7, line 19 through page 8, line 4; see also Rebuttal Testimony
of Brandon Looney, page 10, lines 1-13. : ’ ’

108 As noted earlier, Manufacture Alabama, through the testimony of Mr. Clark, affirmatively Supported the
portfolio of resources proposed by the Company to meet the indicated need.

109 See Direct Testimony of Jeffry Pollock page 24, lines 1-5.
110 See Direct Testimony of Maggie Clark, page 4, line 3 through page 5, line 7.
111 See Direct Testimony of Karl Rabago, page 16, line 5 through page 17, line 11.

112 See id., page 29, lines 11-14 and Direct Testimony of John Howat, page 16, lines 1-5. Mr. Wilson makes no
outright recommendation regarding the portfolio, instead offering opinions directed to the target winter reserve margin and
his view that it is overstated by approximately 1,400 MW. See Direct Testimony of James Wilson, page 66, lines 13-15.
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evaluate the “rate, bill, and resource need impacts stemming from annual investment in energy efficiency .
equi;/alent té 2.7 percent of the Company’s revenués from sales”.113

The positions of Sierra Club’s witnesses concerning the proposed portfolio were more consistent
with one another.114 Mr.’Detsky recommended that the Commission approve all five of the Solar/BESS
projects (rejecting all gas-fired proposals), and then direct the Company to conduct a new “all-source”
RFP115 in connection with the forthcoming 2020 RFP required under the Commission’s order in Docket
No. 32382.116 In his opinion, such a cdurse is likely to yield new projects that are more cost effective
than the Central Alabama resource.!!” Ms. Wilson also recommended the Commission approve each of
the five Solar/BESS projects. In lieu of the gas-fired resources, she would have the Commission, among
other things, direct Alabama Power to “obtain capacity from the other Southern' Company operating
companies, to the extent it can”; undertake a new demand-side management potential study; and then

pursue the new RFP recommended by Mr. Detsky.!18 In Ms. Wilson’s opinion, reliance on gas-fired

113 See Direct Testimony of John Howat, page 4, line 18 through page 5, line 3; page 17, lines 3-6. Although not
quantified in his prepared testimony, Mr. Howat agreed at hearing that his recommendation translates into a proposed
annual expenditure of approximately $150 million. See Hearing Tr., page 1277, lines 11-19. If this Commission were to
adopt Mr. Howat’s recommendation, this amount would have to be recovered each year through rates charged to retail
customers, while still failing to resolve the Company’s reliability need. See Rebuttal Testimony of John Kelley, page 26,
line 22 through page 27, line 17.

. 114 That said, and as discussed earlier, shortly before the hearing Sierra Club filed a motion to deny the Petition in
its entirety. Sierra Club did not attempt to reconcile its arguments there with the prior testimony and recommendations of
its witnesses, just as it neglected to observe our prior precedent regarding the Company’s obligation to carry an adequate
amount of reserves commensurate with a showing of need. In any case, we have considered the testimony of Sierra Club’s
witnesses as part of our.evaluation of all the evidence in this proceeding and mdependent of the motion, which we find to
be without merit for the reasons set forth in this order.

115 See Direct Testimony of Mark Detsky, page 26, lines 12-13. In performing this “all-source” RFP, Mr. Detsky
urged that certain features of the modeling software used by the Company be employed so that all resources be evaluated
contemporaneously with one another, rather than on the individualized basis employed in Mr. Looney’s analysis.

116 See id., page 6, lines 1-15 and page 31, line 17 through page 32, line 3.
117 See id., page 28, lines 3-5.

118 gee Direct Testimony of Rachel Wilson, page 5, lines 1-14.
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resources is too risky, in that it presents hazards regarding supply, stranded costs, and carbon dioxide
emissions.!19

At hearing, the positions of Sierra Club, Energy Alabama/Gasp and AlaSIA as to the proposed °
portfolio effectively éoalesced around one centrai theme: the Company did not carry its burden of
demonstrating that the portfolio represents the least cost set of options for cﬁstomers. Underpinning this
argument was a “Clean Energy Portfolio” (“CEP”) sponsored by Sierra Club witness Ms. Wilson,
comprising an assortment of renewable and demand-side measures that she derived using a tool
developed by the Rocky Mountain Institute (“RMTI”).120 According .t'o Ms. Wilson, her CEP would be
more cost effective than Barry Unit 8 and would “save customers money.”12! To further advance their
theme, counsel for intervenors attempted to establish that Alabama Power failed to. fully considef and
aﬁalyze all material factors that could bear on the life cycle cost of the portfolio. Supposed uncertainties -
surrounding the cost and availability of natural gas frequently received attention, as did the prospect for

future regulations impacting costs associated with natural gas production and transportation, and

- greenhouse gas emissions. Intervenors also observed the tendency of technologies to decline in cost, as

well as the fact that the Company is sla'téd, consistent with our order in Docket 32382, to perform another
renewable RFP later this year. In connection with this upcoming issuance, Company personnel were
questioned regarding the cost effectiveness of renewable resources and the feasibility for such resources
to replace other aspects of the portfolio. Lastly, intervenors (Sierra Club in particular) explored the

reliance of Alabama Power witnesses on supporting work and analyses of others (such as transmission

119 See id., page 19, line 13 through page 32, line 2.
120 See id., page 3, lines 4-9; page 4, lines 4-9; page 16, line 5 through page 18, line 14; Sierra Club Ex. 15.
121 See, e.g., id., page 17, lines 3-5 and 11-13; page 18, lines 9-12.
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planners and fuel procurement personnel), implying that each and every one of those individualé needed
to appear as witnesses at‘héaring.
6. Commission Fina’ingg and Conclusions

We find the substantial weight of the evidence sﬁppofts the selection of Barry Unit 8, the Hog
" Bayou PPA, the Central Alabama acquisition, and the pursuit of 200 MW of demand side managément
and distributed energy reséurce programs. As réﬂected in the Company’s case, the natural gas-fired
combined cycle unifs represent the most reliable and fully dispatchable resources submitted as part of
the Company’s proposal.l?2 Barry Unit 8 is eépecially notable, in that the resource effectively pays for
itself under the carbon cost scenarios modeled by Alabama Power.123 In addition, Barry Unit 8 will be
located at the éite of the Company’s existing Plant Barry, where the Company has reliably Qperated two
combined cycle units for nearly 20 years and which affords the unit the enhanqed benefit of existing
infrastructure, as well as access to numerous gas supply options.124

“Intervenors flave failed to prove the legitimacy of their concerns that the Company is creating
undue risk for its customérs by ad&ing additional natural gas-fired resources to its generating fleet. In
this regard, we note the advocacy pf witnesses Iike_lMx. Rébago against Alabama Power’s historical
reliance on coal and natufal gas-fired resources. The evidence at hearing, however, showed that the
Company’s fleet of fesources—of which fossil-fired generation is a significant part—has since the 1970s

continuously enabled the Company to meet its service obligations to customers and avoid shedding firm

122 See, e.g., APC Ex. 36.
123 gee id.

124 See Direct Testimony of Michael Bush, page 5, lines 19-23; Hearing Tr., page 574, line 21 through page 575,
line 9. ' ' '
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load.125 There is no logical reason for this Commission to conclude that resources of this type, With such
a long and consistent operaﬁonzil history, will suddenly cease.to be reliable sources of électﬁcity.

As noted earlier, intervenors made much of perceived risks associated with generation fueled by
natural gas. But the evidence shows that no foﬁn of generation is imﬁune to risk, only that thé risks
may be different or apply to a different degree.!26 Most aésuredly, all resources are exposed to the risk
of outage or delivery interruption. Solar resources may be mbre efficient in cold temperatures, but no
solar resource will produce electricity in the ;absence of sunlight, making it the one resource that is most
dependent on favorable weather conditions. In fact, the inherent intermittency and cbrresponding lack
of dispatchability of renewable resources are limiting factors that have a corresponding impact on the
reserve margin.!2?  Characteristics of natural gas-fired resources—such as outage rates and
transportation risk—also bear on that margin, but such risks can be (and afe) mitigated, as shown in the
record.128  As Mr. Bush testified at hearing, Barry Unit 8 has a wintéf deéign temperature of zero
degrees.129 This fact, along wiﬁ the Company’s winter weatherization practices, lessens our concerns
over potential unit outages in extremely cold temperéturesﬁ?" Similarly, the proposed natural gas

resources will adhere to the Southern Company Fuel Policy and possess firm transportation contracts,

125 The last firm léad shedding event on the Southern Company system occurred in 1977. See Hearing Tr., page
82, lines 9-12.

126 See Hearing Tr. , page 1122, line 8§ through page 1134, line 18 (d1scussmg risks associated with renewable
resources).

127 See Direct Testimony of Jeffrey Weathers, page 7, lines 15-19, and Ex. JBW-1 , pages A-9 through A-11; See
also Hearing Tr., page 629, lines 2-6.

128 See Rebuttal Testimony of Jeffrey Weathers, page 11, line 11 through page 12, line 12; See also Direct
Testimony of James Wilson, page 33, lines 11-14 and 18-19.

129 See Hearing Tr., page 679, line 20 through page 680, line 13.

130 Spe Rebuttal Testimony of John Kelley, page 5, lines 11-21; Rebuttal Testimony of Jeffrey Weathers, page 9
line 5 through page 10, line 3.



Docket 32953,
Page 38

which addresses the risk of gas delivery interruption.!3! Comparable mitigation techniques do not exist

for non-dispatchable renewables, save perhaps for the utilization of storage. - Storage deployment,

however, has its limitations.

JIntervenors’ speculative uncertainties with regard to the availability and cost of natural gas

- likewise do not constitute substantial evidence warranting a rejection of the Company’s proposed natural

N

gas-fired resources. As a threshold matter, we are not surprised that Alabama Power has yet to secure
transportation and commodity contracts for its gas-fired resources, particularly Bafry Unit 8 and Central
Alabama. Those units do not commence retail service until 2023, which affor_ds the Company ample
time to enter into the requisite natural gas contracts. In addition, as Mr. Bush testified, the eventual ‘
departure of Gulf Power from the Southern Pool is expected to free-up certain contracted transportation
capacity for use at Barry Unit 8,132 |

We also find the evidence to strongly favor ongoing reliance by the Company on natural gas.
Notably, a number of intervenors’ own exhibits forecast natural gas-ﬁred generation as playing a central
role in the ;eliable supply of electricity. Even the RMI study, which Sierra Club and Mr. Rabago touted. ‘
as indicative of the su‘periority of so-called clean energy portfolios, underscares continued reliance an
substantial amounts of natural gas-fired generation as part of tﬁe country’s electricity supply for dcaa;ieé
to cqme.133 Although Sierra Club witness Ms. Wilson would have us believe that utilities are moving

away from natural gas in favor of renewable-storage facilities,!34 the same utility she referenced in her

131 See Rebuttal Testimony of Jeffrey Wedthers, page 11, line 11 through page 12, line 12; See.also Hearing Tr.,
page 100, lines 17-23.

132 See Hearing Tr., page 683, line 15 through page 684, line 18.
133 See Rebuttal Testimony of Michael Bush, page 3, lines 14-21.

134 See Direct Testimony of Rachel Wilson, page 24, lines 6-1 1.;
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pre-filed téstimony to support this implication fecently decided to meet the ongoing needs of its
customers through the construction of more than 2,800 MW of gas-ﬁred.géneration.135

- In like manner, Sierra Club witness Mr. Detsky admitte(i at hearing that the United States Energy
Information Ad@ﬁstratidn (“EIA”) projects continued reliance on coal-fired and natural gas-fired
resources through 2050, with electric generation from natural gas résources increasing over that time
frame. This increase corresponds with natural gas production projected to outpace consuﬁption of the
commodity? with prices remaining comparatively low through 2050. This and other such information
further support a conclusion that there is no legitimate reason for concern regarding either the évailability
or the price of natural gas for the foreseeable future.136

| Nor do We- find intervenors’ ‘concellné regarding the poténtial effects of -future environmental
regulations on the operating costs of the gas resources to undercut the evidentiary basis for the proposed
portfoiio. We previously have dismissed reliance on unsupported “what ifs” as not providing any
reasonable basis upon which to predicate a decision.!37 Here, the anxieties are equally speculati?e—

that elected officials might broaden already restrictive environmental regulations and foreclose the

ability of energy producers and suppliers to access an abundant and low cost natural resource beneath

135 See Rebuttal Testimony of Michael Bush, page 5, lines 1-9; see also In re: Petition for Determination of Need
for Okeechobee Clean Energy Center Unit 1, by Florida Power & Light Company, Florida Public Service Commission
Docket No. 150196-EI (Jan. 19, 2016) and In re: Petition for Determination of Need for Dania Beach Clean Energy Center

Unit 7, by Florida Power & Light Company, Florida Public Service Commission Docket No. 20170225-EI (Mar. 19, 2018).
Interestingly, Energy Alabama/Gasp witness Mr. Rdbago participated in the Okeechobee proceeding, albeit on behalf of
another entity. He was not retained in connection with the Dania Beach proceeding, but Sierra Club participated in
opposition to that natural gas-fired generation. Sierra Club and its witnesses neglected to mention that the Florida Public
Service Commission approved the construction of both gas-fired projects.

136 Moreover, we would note that, under EIA’s higher cost sensitivity, the price of natural gas climbs to just above
$8 per MMBtu. See Hearing Tr., page 1174, lines 1-15. In contrast, we have seen instances in the past where the price of
natural gas has exceeded $11 per MMBtu. In any case, the evidence shows that Alabama Power’s natural gas price forecast
is in line with other industry forecasts. See Hearing Tr., page 835, line 13 through page 838, line 1.

137 See In re Certificate of Convenience and Necessity (Barry Steam Plant), at page 5 (“[N]either this Commission
nor the Company can ignore the Company’s existing statutory duty to provide reliable service because of what might
happen in the fiiture.””) (emphasis in original).
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the nation’s very feet, with no regard for the economic consequences. Considering the evidence adduced
at hearing, we fail to see why it is not equally (if not more) probable that foreign nations might seek to
leverage their control over the materials required to develop renewable resources, thereby limiting
availability and driving up costs.133 As well, it would seem that technological édVancéments,
comparable to those .touted by intervenors with regard to renewables, could likewise provide solutions
to concerns over greenhouse gas emissions, facilitating energy producers and suppliers’ continued use
of the abundant domestic natural resources available to them.

Whatever may be the likelihood of this future environmental risk, we do not agree that the
Company’s assessment was inadequate under prevailing circumsté‘nces.139 Rather, Alabama Powér
analyzed the cost impact of a carbon price proxy on the relative value of the portfolio, which yielded a
more comprehensivé understanding of what costs might arise in theA event some action is taken in the
future in that regard.l40 As Mr. Bush recognized at hearing, the Company m theory could have
performed any number of other differeﬁt analyses, but such analyses predicated on speculative
assumptions generally are not performed given their inherenfly, limited value.!4! In any case, wé have
never required Alabama PoWer to support a certification request with perfect knowledge of future events,
and decline to do so now. The requisite standard has been, and continues to be, that the resources for

which the Company seeks authorization must be reliable and represent the least cost, practical means by

138 S¢e Hearing Tr., page 1125, line 9 through page 1126, line 11.

139 1t is not for this Commission to impose “environmental policy” of any kind, let alone the kind Sierra Club and
Energy Alabama/Gasp seek. While we do have exclusive and comprehensive jurisdiction over the utilities we regulate, we
are a creature of statute and our authority is limited to that granted us by the Legislature. See, e.g., BellSouth Telecomms.,
Inc. v. APSC, 987 So. 2d 1079, 1085 (Ala. 2007) (“The APSC is a statutory creature and, as such, can assume and exercise
only those powers clearly granted to it by the legislature.”). Pursuit of these intervenors’ agendas is not within the scope of
that authonty

140 See Direct Testimony of Brandon Looney, page 7, line 19 through page 8, line 4 and APC Ex. 36; see also
Rebuttal Testimony of Brandon Looney, page 10, lines 1-13.

141 See Hearing Tr., page 669, line 5 through page 670, line 4.
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which it can meet its customers’ needs, based on the best information available to-it. The natural gas-
fired combined cycle units satisfy this standard.

In reaching this conclusion, we turn to. four final assertions by intervenors. " The first we
referenced earlier—Sierra Club’s eontentien, based on the testimony of Ms. Wilson, that the Company
should forego Barry Unit 8 (and, by e_xtensioﬁ, the other gas-fired resources as well) and instead pufsue
a so-called clean energy' portfolio, or CEP.142 Ms. Wilson claimed that her CEP, developed by applying
RMI’s methodology and using the RMI tool, is more cost effective than Barry Unit 8 and would “save
customers money”.143- Ms. Wilson also contended that Barry Unit 8 could at some p01nt become
“stranded”.144 For these and other reasons, 45 Ms. Wilson recommended the Commission deny or defer
certification of the gas-fired resources in the portfolio so that her CEP could be pursued or, failing that,
condition approval upon (among other things) shareholders assuming all future stranded cost risk related

to those resources.!46 As evidenced in Mr. Bush’s rebuttal testimony and-Ms. Wilson’s testimony at

142 A5 discussed, Mr. Rabago and Mr. Detsky both referenced favorably the RMI clean energy portfolio. Neither
of these witnesses, however, advanced opinions to the degree Ms. Wilson did.

143 See Direct Testimony of Rachel Wilson, page 16, line 5 through page 18, line 14; Sierra Club Ex. 15.
Although suggesting that she followed RMI’s report and methodology, the LCOE results displayed in Ms. Wilson’s
testimony do not, in fact, reflect the RMI approach. See Hearing Tr., page 1104, line 16 through page 1105, line 16.

144 See Direct Testimony of Rachel Wilson, page 23, line 1 through page 24, line 5. As with her claim regarding
cost-effectiveness, this contention about Barry Unit 8’s “stranded cost” risk was stretched to include all of the gas-fired
resources in the portfolio. Compare id., page 24, lines 3-5 with page 26, lines 1-6. At hearing, however, Ms. Wilson
admitted that she did not look at those other two resources (Hog Bayou and Central Alabama) and performed no analysis
respecting either of them. See Hearing Tr., page 1057, line 9 through page 1058, line 20.

145 For example, in pre-filed testimony, Ms. Wilson discussed what she viewed as the ramifications of the
proposed portfolio in terms of “social” costs. See Direct Testimony of Rachel Wilson, page 4, lines 18-22. The basis for
her testimony stemmed from a value developed by the Interagency Working Group on the Social Cost of Greenhouse
Gases, which was disbanded by the current administration. See Rebuttal Testimony of Brandon Looney, page 10, line 14
through page 11, line 3. At hearing, Ms. Wilson conceded she was aware of this when she submitted her testimony, and
also that the value generated by the disbanded group (which she used to perform certain calculations) no longer reflected
government policy as of March 2017. See Hearing Tr., page 1047, lines 6-23. In any event, such policy-based contentions
are beyond the ambit of relevant considerations for this agency, in accordance with Title 37 of the Alabama Code.

146 See Direct Testimony of Rachel Wilson, page 32, lines 17-21. In support of this recommendation, she cited as
“precedent” the Company’s commitment in Docket 26115 that the costs associated with Barry Units 6 and 7- would not be
included in any calculation of retail stranded costs. See id., page 26, lines 7-13. This offer was made (and accepted by this
Commission) in the context of ongoing discussions involving possible electric industry restructuring and related concerns
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hearing, neither the RMI study (including the related modeling “tool”) nor Ms. Wilson’s opinions
provide crgdible support for the conclusions the Sierra Club would have this Commission feach.147

The RMI tool employs a simplistic methodology that derives a levelized cost of energy
(“LCOE”).-' As explained by Mr. Bush and Mr. Looney, LCOE is useful only for screening purposes
and, unlike the production cost modeling used by the Company to evaluate the portfolio, does not éapture
important system-specific attribﬁtes such as energy value and capacity value (both of which can vary
greatly.Afrom hour to hour).148 Accordingly, LCOE results provide no méaningful basis upon which to
make final resource decisions.!49

Additionally, the evidence before us demonstrates an analysis riddled with problems.!5% For
example, the Company’s capacity deficit arises from a winter reliability need, but Ms, Wilson’s CEP
included almost 1,200 MW of stand-alone solar resources that pfovide 1itt1¢ (if any) capacity benefit to
meet a winter peak.!51 Equally (if not more) c-:oncerning is the fact that the top 50 load hours that her

CEP purported to address for reliability purposes are all in the summer.152 Further, the evidence shows

that generation costs might be “stranded” to the extent they could not be recovered at prevailing prices in a competitive
market. See Sierra Club Ex. 21, page 12, line 16 through page 13, line 5.

147 See Rebuttal Testimony of Michael Bush, page 7, line 9 through page 16, line 2; see also Hearing Tr., page
1078 through page 1120. '

148 gee Rebuttal Testimony of Brandon Looney, page 9, lines 5-22'; Rebuttal Testimony of Michael Bush, page 5,
line 10 through page 7, line 8.

149 At hearing, Ms. Wilson acknowledged this fact. See Hearing Tr., page 1059, line 8 through page 1060, line 1;
page 1062, lines 15-22; page 1074, lines 6-15. In light of Ms. Wilson’s concessions in this regard, the limited purpose of
an LCOE-based analysis renders her téstimony and the conclusions surrounding her CEP of minimal probative value, if
any, particularly when compared to the Company’s robust portfolio analysis based on production cost modeling.

150 Ms. Wilson admitted that this was her first experience using the RMI tool and that the only training she
received concerning its use was from an employee of the Sierra Club. See Hearing Tr., page 1068, line 6 through page
1069, line 18. The many problems with her analysis are largely obscured by her filed testimony and exhibits, and are
revealed only through an examination of her underlying workpapers. See APC Exhibit 45.

151 See Hearing Tr., page 1113, line 8 through page 1114, line 1.

152 See Hearing Tr., page 1118, line 9 through page 1119, line 23. This may be due to Ms. Wilson’s unexplained
inability to input current load information from FERC Form 714, requiring her instead to use information from a 2011
publication called “Reinventing Fire”. See Hearing Tr., page 1099, lines 3-22; page 1119, line 23 through page 1120, line
3.
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that the RMI tool, and Ms. Wilson’s analysis using it, reflects a number of inputs and assumptions that,
by design, disadvantaged the economic performance of Barry Unit 8 relative to the “clean energy”
portfolio.153

Even if one were to ignore these and other issues and errors relatéd to Ms. Wilson’s analysis, her
own results (taken at face value) refute her conclusion that the CEP is “less expensive” and would “save
customers money”.154 Specifically, the CEP comprised over 2,600 MW, which is what the RMI tool
suggested would be “equivalent” to the 748 MW Barry Unit 8.155 The total cost of the CEP is alsq
higher than that of Barry Unit 8 in every one of her study scenarios—in some instances by as much as
25 percent.156 Focusing only on capital cost, Ms. Wilson’é CEP is again more costly than Barry Unit 8

in every scenario, generally by a factor of three.157

153 By way of example, the 40-year useful life of Barry Unit 8 is compressed to only 20 years, but without a
corresponding adjustment to its cost. Such modeling of Barry Unit 8 is patently inconsistent with the favorable treatment
afforded solar resources. See Hearing Tr., page 1083, lines 11-22; page 1085, line 7 through page 1087, line 7.
Compounding this flaw, Ms. Wilson’s LCOE analysis reflects incorrect (overstated) cost inputs for Barry Unit 8. See
Rebuttal Testimony of Michael Bush, page 13, lines 9-11; See also Hearing Tr., page 1084, line 12 through page 1185, line
6. See also Rebuttal Testimony of Michael Bush, page 11, lines 1-12,

Another example is Ms. Wilson’s selective change to one of RMI’s stated LCOE inputs, favoring her CEP with an
unsubstantiated 33 percent increase in the assumed value of its “excess energy” (which value was then applied as an offset ~
to its cost). See Hearing Tr., page 1092, line 10 through page 1094, line 2. In contrast, she made no effort to recognize the
fact that Barry Unit 8 also would have the ability to make wholesale sales of excess energy, thereby producing revenue to
offset some of its cost as well. Indeed, and unlike non-dispatchable renewable resources that can produce excess energy in
periods that actually impose a cost, the dispatchability of Barry Unit 8 would enable it to do so only in periods when
positive margins could be expected. See Hearing Tr., page 1094, line 13 through page 1097, line 10.

154 See Direct Testimony of Rachel Wilson, page 17, lines 3-5 and 11-13. To be clear, the Commission is not
suggesting that correcting these and other aspects of the RMI tool (as well as Ms. Wilson’s application of it) would
somehow render a LCOE-based analysis probative for purposes of a proceeding such as the one at hand. To the contrary,
resource decisions are properly made on the basis of production cost modeling of the kind presented by the Company in
support of the proposed portfolio.

155 The evidence does not support a conclusion that the CEP would be “equivalent” to Barry Unit 8, but rather
shows to the contrary. See Rebuttal Testimony of Michael Bush, page 11, line 13 through page 12, line 3; see also Hearing
Tr., page 1070, line 13 through page 1074, line 12. Moreover, the size of Ms. Wilson’s CEP—nearly 2,000 MW greater
than Barry Unit 8— belies intervenors’ claims that Alabama Power is “overbuilding.” Compare Direct Testimony of Karl
Rabago, page 10, lines 8-13 (endorsing the CEP) with id., page 30, lines 1-9 (chastising the Company for “mindless
overbuilding™). -

156 See Hearing Tr., page 1109, lines 7-16.
157 See Hearing Tr., page 1109, line 17 through page 1110, line 3.
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Equally unpersuasive was Ms. Wilsbn’s reliance on the RMI report to support the claim that
Barry Unit 8 poses a significant stranded cosf risk by the year 2040.158 In her testimony, she replicated
a chart reflecting RMI’s analysis of then-proposed combined cycle gas plants, 159 which did not include
Barry Unit 8.160 Included or not, RMI’s views concerning the viability of gas-fired resources beyond
.2040 were based on the same LCOE methodology and flawed assumptions discussed fabove,161 which
we find impugnAthe crédibility of the indicated results. Finally, we would observe that Ms. Wilson relied
on this portion of the RMI report to support her testimony, but did so without mentioningfhat her own |
analysis using the RMI tool yielded contrary results.162 |

In'light of the above, we reject Ms. Wilson’s recomrﬁendation that Alabarﬁa Power be required
to bear the risk of any of the gas units becoming stranded. We recognize the prior corﬁmiﬁnent made by
the Company in connection with the requested certification of Barry Units 6 and 7, buf that choice by
Alabama Power occurred under cifcumsta_nc,es far different than those present today. As hoted above,
at that time the entire electric utility industry was experiencing a period of transforrnation,l with a numBer
éf states exploring restructuring whereby non-utility generators and other retail providers were allowed
fo assume electric service roles historically performed by the traditional supplier. Ultimately, no federal
or Alabama legislation directed the adoption of such a course in this state, but the near-term potential for

such to occur was quite real as of the time of Alabama Power’s request to this Commission.

158 See Direct Testimony of Rachel Wilson, page 23, line 1 through page 24, line 3.
159 See Sierra Club Ex. 15, p. 9 (Fig. ES3), p. 20 (Fig. 3) and p. 35 (Fig. 10).
160 See Sierra Club Ex. 15, page 20, Figure 3.

161 See, e.g., Sierra Club Ex. 15, page 9 fn. 3, referencing the artificially shortened 20-year life for a combined
cycle unit.

162 Once again, it is necessary to find this information in Ms. Wilson’s workpapers. See APC Ex. 45. As shown
on’ Attachment H.(RMI Outputs), Tab 1 of 9 (Summary Outputs), page 2 of 3, Column AR, line 6, Barry Unit 8 is
purportedly “stranded” in only one of her five study scenarios (“high gas price”), and even then not until 2042 (which
coincides with the end of the 20-year life assumed for the unit). .
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In contrast, neither the record in this case nor any information otherwise available to us indicates
a near-term prospect that the resourc-es requested here will suddenly become unnecessary, or incapable
of being dispatched by Alabama Power to meet customer demand reliably and cost-effectively. There
is amp1¢ evidence in this record showing that natural gas-fired generation has played and will continue
to play an important role in' electric genératibn well into the future. _The natural gas fesources identiﬁéd
by the Company were selected as the best choices among the proposals received through competitive{
solicitations for such resources, with appropriate consideration given to future risks and mitigation
measures. For these reasons, we decline to condition our approval on Alabama Power’s sharehblders
assuming cost responsibility for some future event that is both unknown aﬁd unknowable. To do so,
based on the record in this caée,_would be inequjtable and would violate our statutory obligations.163

The second matter concéms the claims of Sierra Club witness Mr. Detsky (and echoed by Ms.
Wilson) that the Commissic;n should decline to certificate the gas resources in the portfolio, and instead
reject those resources or direct Alabama »Power to defer action on them until after the 2020 RFP
scheduled in accordance with this Commission’s order in Docket 32382.164 In Mr. Detsky’s opinion,
the Company shbuld hold the RFP as early in 2020 as possible, in ordcr to take advantage of expiring
federal tax credits and have the reéources in-service to meet the Company’s capacity deficit.105 He
further opined that a 2020 RFP wduld not cost Alabama Power more relative to the Central Alabama

acquisition, if the RFP were held in the first half of the year.166 Rather, he predicted a potential for

163 See Ala. Code § 37-1-80; see also Ala. Code § 37-4-28.

164 See Direct Testimony of Mark Detsky, page 6, lines 3 through page 7, line 7; see also Direct Testimony of
Rachel Wilson, page 32, lines 12-16.

165 See Direct Testimony of Mark Detsky, page 6, line 16 through page 7, line 2.
166 See id., page 29, lines 10-13. |
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significant savings if Alabama Power issued a solicitation for solar-storage resources through the 2020
RFP in an amount equivalent to the capacity of the Central Alabéma and Hog Bayou resources. 167
We are not persuaded by Mr.‘Detsky’s opinions, which reflect little mor’é than speculation and
conjecfure. Both Mr. Detsky and Ms. Wilson ignored the practical impediments associated with a
“deferral” of the gas resources.!®® The Commission does not have jurisdiction over the counter-parties
to the Central Alabama acquisition,'the Hog Bayou PPA, and the consortium vﬁth which Alabama Power
.has entered into the EPC Agréement for the construction of Barry Unit 8. As discussed earlier in this
order, the arrangements supporting the different resources in the portfolio all include approaching
contractual deadlines that 'permft the counter-party to walk away if regulatory certainty has not been
achieved by a date certain. Thus, there is certainly no guarantee that these parties will stand by while
Alabama Power conducts another market solicitation to see if the outcome warrants a different course.
To the contrary, it would seem réther ’unlikely they would be willing to forego pursuing .other
opportunities and instead remain bound by their ‘original commitments to Alabama Power to
accommodate a delay that would take many months, if not more than a year. 69
In addition, the multiple extension requests that we hﬁve acéqmmodated (with the commensurate
delay in the issuance ofa decision), coupled with the time that would be required for Alabama Power to
prepare and issue aﬁ RFP, seem to push matters beyond the schedule presupposed by Mr Detsky. Even
were that not the case, we would still find Mr.. Detsky’s approach ill-advised.v We recognize that Mr.
Detsky comes to this proceeding as a lawyer from Colorado with relevant experience seemingly limited

to his representation of independent power producers west of the Mississippi, along with service as a

167 See id., page 28, lines 3-10 and page 34, lines 14-21.
168 See Hearing Tr., page 771, lines 15-16.

169 See footnote 78, supra.
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hired witness in the Georgia IRP probeeding referenced earlier.170 But we think even Mr. Detsky’s
clients iivould be troubled by a regulator who refuses to accept the results of an RFP—Iet alone three of |
them—as indicative of market pricing for generation options. Indeed, under Sierra Club’s view of least
cost resource procurement, the utiliiy wouid never make a decision, as its theory of perpetually déclining
costs means there will always be something cheaper down the road that must be explored.!7! Such a
course is not a workable approach for reliable utility operations, and we refuse to embrace it.

Finally, Mr. Detsky’s suggested approach ignores the limitations that Alabama Power
encountered when integrating storage systems beyond an identified threshold /amount.172 Mr. Detsky’s -
claims were also refuted by Mr. Lociney’s testimony that the costs of larger storage resources simply did
not prove competitive with the selected resources, and such economics’were not expected to change in
time for a 2020 RFP.173 In addition, and as discussed above, we do not believe the evidence in the
proceeding demonstrates the presence of any material flaws in‘ these RFPS that affected maiket
r'esponse..174 At the'ﬁék of statiné the obvious, we feel compélled to. point out that the 2020 RFP was
required by the Commission as part of the Company’s renewable generation cerﬁﬁcéte, which by its
terms doés not involve resources procured for purposes of reliability.!” Moreover, as recognized by

several Company witnesses, the renewable generation certificate carries with it certain expectations

170 See Hearing Tr., page 1148, line 23 through page 1155, line 3.

171 See Hearing Tr., page 983, lines 2-14; but see Hearing Tr. page 999, line 21 through page 1001 line 4 (Mr.
Pollock confirming a “flattening out” in solar cost reductlons)

172 See Direct Testimony of Brandon Looney, page 6, line 21 through page 7, line 18. Mr. Detsky’s omission
here perhaps is to be expected. As Mr. Looney explained in his Rebuttal Testimony, one of the limitations of using
Strategist in the manner supported by Mr. Detsky is that Strategist does not resolve all issues that must be considered as
part of the evaluation of a resource portfolio, such as transmission issues. See Rebuttal Testimony of Brandon Looney,
page 4, line 17 through page 5, line 17. See also Hearing Tr., page 1159, lines 7-13.

173 See Rebuttal Testimony of Brandon Looney, page 7, lines 11-15; see also Hearing Tr., page 780, lines 5-17.

174 See supra page 30 and n.95; see also Hearing Tr. page 1160, lines 1-19; Hearing Tr. page 1165, line 17
through page 1166, line 8.

175 See AlaSIA Ex. 1.
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regarding customer involvement and economic benefits.l76 While Alabama Power appropriately
employed the 2018 RFP as it canvassed the market for potential options to its resource ﬁeeds, doing so
did not transform the 2020 RFP into something it was never intended to be—a requrﬁng obligation that
the Company formally solicit the market for 1_1e£>v capacity resources and perpetually postpone resource
'décisions to await the results. In summary, énd for the foregoing reasons, we do not find the evidence
in this proceeding to support deferral or rejection of the gas resources in order for Alabama Power to
perform yet another RFP.

The third matter concerns claims by intervenors that Alabama ,PoWer has not adequately
considered demand-side options and efficiency programs (collectively, “DSM”) in connection with its
proposal. Here too, intervenors offered generalized claims and criticisms, as opposed to substantial
evidence that might support a decision by this Commission to reject all or some of the proposed portfolio.
Specifically, intervenors have not identiﬁed. aﬁy Viéble capacity reduction; in terms of megawatt
equivalence, that Alabama Power could achieve through the deployment of cost-effective DSM
~measures. Nor habvle' they shown that their unidentiﬁed (but nonetheless preferred) DSM programs
provide greater benefits to Alabama Power customers than any particular resource they seek to supplant.

Mr. Rébago and Mr Howat pointed to receht studies by the Afnerican Council for an Energy- |
Efficient Economy (“ACEEE”) affording Alabama 'Power and the state of Alabama lovs} marks in the
area of DSM-related accomplishments tracked By that organization. The upshot of the testimony from
these witnesses was that the ACEEE studies “prove” the Company has the ability to achievé capacity
reductions through the deployment of additional DSM measures.177 Mr. Howat in fact recommended,

based on data reported in one such study, that the Commission should direct Alabama Power to explore

176 See Hearing Tr., page 536, lines 6-20.

177 See Direct Testimony of Karl Rébago, page 24, lines 1-17; Testimony of John Howat, page 16, line 8 through
page 17, line 6. : :
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spending 2.7 percent of its annual reivenues on DSM-related measures.1?8 As previously noted, this
would cost customers approximately $150 million annually, but would not materially address the |
reliability need.17% |

Mr. Rébago also pointed to a prior study performed for the Alabama Power service territory that
reported the botential for the Company to realize more than 400 MW in demand reductions through the
deployment of DSM measures.!80 Mr. Rébago acknowledged that the projection is based on an
economic measure known as the ATotal Resource Cost test, and not the Ratepéyer Impact Measure
(“RIM”) test long used by the Company, but argued that the Company should abandon its test because
it constrains thé deployment of DSM programs.181 Mr. Rébago (as well as Mr. Detéky) further claimed
that the Company did not subject the resources in the portfolio to the RIM test, implying that Alabama
Power holds DSM programs to a more rigorous standard than it does supply-side resources.!82

Alabama Power responded to these assertions principaily through the testimony of Mr. Kelley.
Mr. Kelley ﬁrst stated that Alabama Power has one of the largest DSM programs in the country, with
the active DSM options comprising more than 1,200 MW.183 Mr. Kelley then testified that ACEEE’s
analytical methodologies do not provide a meaningful measure of DSM programs. For examplé,'Mr.
Kelley observed how the ACEEE organization excludes a number of categories from its %epoﬂs. Mr.
Kelley also preéented a chart of EIA data showing residential usage trends over the last nine years.

Importantly, the declining trend in usage shown for Alabama Power customers sits atop all regions of

178 See Direct Testimony of John Howat, page 16, lines 13-19 and page 17, lines 3-6.
179 See footnote 110, supra.

180 See Direct Testimony of Karl Rdbago, page 28, lines 6-14.

181 See id., page 26, line 7 through page 27, line 8.

182 See id., page 26, line 13 through page 27, line 2.

183 See Rebuttal Testimony of John Kelley, page 21, line 16 through page 22, line 3.
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the country, except the Pacific Northwest.184 Moreover, Mr. Kelley demonstrated that states at the top
of the ACEEE rankings do not have a correspondingly low cost of electricity.185

As for use of the RIM test to assess the appropriateness of DSM programs, Mr. Kelley testified
why the Company considers the RIM test to bé the appropriate measure. Mr. Kelley explained that the
fundamental feature of the RIM test is that a viable program yields net benefits to all customers over the
useful life of the program, thereby preventing cross-subsidization pf program participants by ﬂn'(’)n-
participants.186 The RIM test does so primarily by accounting for lost revenues associated with the
implementation of a program.187 Mr. Kelley also diségreed with claims by intervenors that the resources
included in the proposed portfolio Were not subject to a RIM analysis, explaining that a program can
pass the RIM test even if it does not result in a rate decrease. The critical point, which intervenors seem
to ignore, is that in situations where capacity is required, a DSM program or fesoﬁrce option, as the case
may be, can give rise to a rate increase and nonetheless pass RIM if it puts more downward preSsuré on
rates (i.e., results in less of an increase) relative to other viable alternatives.188

We find the substantial weight of the evidence validates the Company’s ongoing approach to the
utilization of DSM measures to address the peak deménds of its customers. Pafticqlarly C(;mpelling is
the testimony of Mr. Kelley regarding ACEEE, the hiéher electricity césts borne by states in which

ACEEE top performers operate, and the usage reductions that Alabama Power has witnessed relative to

184 See id., page 25, line 5 (chart).

185 See id., page 23, line 20 through page 21, line 6.
186 4., page 26, line 21 through page 27, line 3.

187 14., page 28, lines 1-9 and page 29, lines 1-9.

188 See id., page 29, lines 13-14. Mr. Kelley made a related observation here when he observed that Mr. Howat’s
recommendation that the Company explore spending 2.7 percent of its revenues annually contradicted his recommendation
that the Commission reject the entire portfolio because it placed upward pressure on rates. See id., page 30, lines 3-5.
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other parts of the country.18% This evidence stands in stafk contrast to the inferences intervenors would
have us draw from the ACEEE studies, yet no intervenor cha.ller_lged Mr. Kelley’s responsive assertions
at hearing, or presented‘ us with any other basis on which to predicate a reasonable conclusion that
significant and cost-effective demand reductions can be accomplished through DSM programs (beyond
those the Company would otherwise pursﬁe) that would obviate,the need for some or all of the proposed -
portfolio.190 As discussed above, Mr. Rdbago was the only witness to advance a potential capacity
réduction figure using DSM measures; however, at hearing he conceded that this potential amount was
the product of a stewhat dated analyﬁis and, in addition, was-predicated on the Total Resource Cost
test, rather than the RIM test. Mr. Rébago also admitted at hearing that the authors of the report he cited

caveated the certainty of the Company’s ability to achieve any such reduction.!91

189 We would pause here to acknowledge, and reject, the arguments of intervenors regarding “energy burdens”

~ and the bills paid by customers. This Commission regulates a number of different utilities—not just Alabama Power.
Thus, we fully understand and are sensitive to the impact to consumers that utility payment obligations can cause. This
case is not the first time, however, that an advocacy group has attempted to conflate high bills with high rates through a
generalized suggestion of “high cost”. As Alabama Power’s witnesses correctly observed, an appropriate examination of
utility costs, or more specifically “energy costs”, requires consideration of all forms of energy, so that a true measure of the
burden to a consumer can be determined. See Rebuttal Testimony of Maria Burke, page 20, line 8 through page 21, line 3;
Hearing Tr:, page 876, line 20 through page 877, line 18. Piecemeal looks at.just the cost of electricity, which intervenors
call for, paint an incomplete and misleading picture. Such arguments fail to inform regarding a consumer’s overall energy
burden, which is more properly assessed through an examination of energy efficiency. In that regard, the record shows that
customers in Alabama are very energy efficient, ranking 4th best (lowest) in the country in terms of per capita energy
usage. See Rebuttal Testimony of Maria Burke, page 22, line 1 through page 23, line 2.

190 To this end, Ms. Wilson cited a Lawrence Berkeley National Laboratory report for the proposition that DSM
represents a least-cost solution for electricity. See Direct Testimony of Rachel Wilson, Ex. RW-3. That report, however,
draws its conclusions from data over much of the early parts of the 2010s, and focuses on lighting retrofits as a major
opportunity for savings in the efficiency area. Id. As Mr. Kelley explained, however, changing federal standards, along
with Alabama Power’s efforts to educate its customers on the application of efficient energy usage practices, seem to.have
captured most, if not all, of the lowest-cost opportunities Ms. Wilson would have us find still available. See Rebuttal
Testimony of John Kelley, page 24, line 7, through page 25, line 10; see also Hearing Tr., page 1087, line 8 through page
1088, line 9. Moreover, as Mr. Kelley testified, the report referenced by Ms. Wilson does not account for lost revenues, as
is properly done through a RIM test assessment. See Rebuttal Testimony of John Kelley, page 30, lines 12-18.

191 See Hearing Tr., page 1223, line 14 through page 1224, line 7. While Mr. Rabago dismissed this caveat on
redirect as classic “legal disclaimer” language, we decline to be so readily dismissive, given that the ultimate issue before
us concerns the ability of Alabama Power to find the practical, least cost solution for meeting the reliability needs of its
customers. See id., page 1245, line 2 through page 1246, line 19.
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We also reaffirm Alabama'Powelr’s ongoing use of the RIM test as the appropriate measure for
cost-effectiveness. The RIM test has informed the Company’s supply-side and demand;side resource
procurement decisions for decades. During thét time, we have considered challenges to its use.!92 The
underlying goal of minimizing rate pfessure for thé benefit of all customers has led us to retain it, thereby
ensuring that certain segments of Alabam;d Power’s custlomers. do not subsidize others. Claims that more
programs could be realized through the use of a different test do not offer a legitimate basis for
abandoning the RIM test. . “More” does not always mean better, particularly when the additional DSM
measures would cause cross-subsidization. Moreover, as evidenced by Mr. Kelley’s teétimony, Alabama
Power’s residential usage has declined due to energy efficiency at a pace better than most, while the
Company’s average retail rate remains below the national average.!%3

Finally, we would note that Alabama Power has proposed through its portfolio to pursue 200
MW of DSM and distributed energy resource programs in service of its retail needs. The Commission
recognizes that until final development and implementation, pursuit of such programs presents a degree
of uncertainty as to their contribution to future resource adequacy. Also, as the Company’s pre-filed
testimony and the evidence at hearing _reﬂeéts,194 the precise details regarding the types of programs that
will be pursued remain in development. Accordingly, there is no reason at this time for the Commissién
to prescribe any parameters regarding the processes for justification and approval of the programs,
beyond the standard conditions that apply to any such activities (;f the Company. Those would include
the Company working under the ongoing oversight of Commission Staff, and as circumstances require,

-

filing formal requests for approval of new and modified rates and rate riders, as well as for authorization

192 Soe In re Certificate of Convenience and Necessity (Greene Co. Steam Plant), at pages 6-7.
193 See Rebuttal Testimony of John Kelléy, page 24, line 7, throu;gh page 25, line 10.
194 See Hearing Tr., page 519, line 18 through page 520, line 8.
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of any DER program or opportunities. This customary provcess will afford us, and the public, with 'an'
opportunity to monitor the Company’s efforts and validate its ongoing commitment to finding the most
reliable solutions to meeting the needs of its customers at the lowest practical costs.

The fourth and final matter addresses the Company’s total body of evidence, which is neither
refuted nor rendered insubstantial 6r inadequate merely because the persons responsible for the a.nalysés
underlying the witnesses’ testimony did not themselves als6 testify. For decades We have relied on the
competency of Company witnesses to address matters not necessarily within their diréct scope of
responsibility, but nonetheless performed at their direction in order to inform their decisions and
corresponding testimony. Given the size of the Company and the complexity of the issues presented to
the Commission, this has proven a highly workable and prac'tical approach. We have not been given a
reason in this proceeding to question this historical practic:e.

The Commission likewise rejects the notion that évery pi>ece of analysis that might have infdrmed
Aiabama Power’s decision should have been included as an exhibit to the Company’s pre-filed
testimony. To be sure, it is incumbent on -any utility under our jurisdiction to adequately support a
request to this Commission, with the extent of support required inevitably dependent on the facts and
circumstances of the request.1.95 But an intervenor does not underniine the Company’s case merely by

, questiorﬁng a witness’s .sworn statements or otherwise expressing dissatisfaction with the level of
information provided. An intervenor instead must demonstrate error in the Company’s claims, which is

typically done through the introduction of affirmative evidence.19 Intervenors have not done so.

195 Here, the scope of the portfolio and the level of participation by outside parties led to the compilation of a
large volume of information for our consideration, including pre-filed testimonies, discovery responses, designated excerpts
from depositions and hearing transcripts. By any objective measure, the record before us is fully developed and has
certainly afforded us a more than adequate basis for a reasoned decision.

196 To illustrate, Energy Alabama/Gasp offered testimony from Mr. Wilson éttacking the Company’s load
forecast. Once that occurred, the Company had to decide whether or to what extent such arguments merited response.
While the Company might have elected to have Mr. Kelley respond to Mr. Wilson’s claims, it chose instead to present
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After extensive review of the pre-filed teétimony, the discovery produced by the parties, the
transcript of the hearing and the post-hearing briefs in the form of propoSed orders, the Commission has
deteﬁrﬁned that Alabama Power Company has demonstrated a need for additionél'capacity and presented
evidence demonstrating that certain resources proposed by the Company ref)resent a reasonable means
by which the Company can meet this need in a reliable and economic manner.

Accordingly, the Commission approves the issuance of a cértiﬁcate of convenience and necessity
for: the constmction of anew combined cycle unit at the site of Alabama quer Company’s Barry Steam _
Plant (“Barry Unit 8”); the acquisition of the Central Alabama Generaﬁng Station located in Autauga
County; a Power Purchase Agreement for the output of the Hog Bayou Energy Center located in Mobile
County; and the authority to pursue up to 200 MW of demand-side management and distributed energy
resource programs. The Commission further approves that the cost of Bari'y Unit 8 shall be capped at
no moré than 5 percent ébove ifs projected cost, subject to a showing of reasonableness if the Compény
seeks to recover any actual costs that exceed the capped amount. While declining to certify the
Solar/BESS projects proposed in this proceeding as reliability reéourées, the’Commission recommends
that the Company go forward with 4an evaluation of those projects under Docket 32382, subject to the
criteria set forth therein.197 | |

In arriving at this conclusion, the Commission finds that the primary ‘consideration in this
proceeding is “reliability”. The natural gas-fired combined cycle units recommended for approval meet

this predicate, in that they are reliable and dispatchable for all hours of the year. In addition, combined-

rebuttal testimony by the Company employee most familiar with that process (Ms. Burke), so that she could explain in
more detail the aspects of the load forecast challenged by Mr. Wilson.

197 Specifically, if they desire to do so, the counter-parties to these projects should be allowed to submit their
proposals {including any revised pricing or other modifications) for evaluation as part of the 2020 request for proposals
process under Docket 32382. We note that the Renewable Generation Certificate evaluation criteria includes an assessment
of avoided capacity cost. Given our concerns over the reliability and dispatchability limitations of these Solar/BESS
projects, the Company should exercise an appropriate level of due diligence when assigning any such capacity value to
these or similar projects in any future RGC evaluations.
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cycle units are very flexible. They have a wide range of operating parameters and have rampihg
capabilities that allow for load following and support of intermittent renewable energy. The combined
cycle units can also provide édditional flexibility regarding fleet maintenance schedules. Moreover,
having the combined cycle units in service by the 2023-2024 timeframe rwill avoid impermissible
reliance on the pool for the Company’s reliability needs and may facilitate decisions regarding future
unit retirements.

As it relates to the five Solar/BESS projects, the Commission is concerned that the reliability and
dispatchability of such projects are very limited by the nature of the proposed two-hour batteries. The
Commission also has concerns with some of the contractual terms included in the associated PPAs,
which further limited the dispatchability of those resources. Given the fact that the Solar/BESS proj ects
would, at best, have limited dispatchability during the winter, it is also the Commission’s view that the
lack of operatiohal experiénce with battery storage systems on the Southern System further compounds
the risk of the Solar/BESS projects for reliability purposes.

Even so, the Commission does recognize that utility scale splar éystems have the potential to
provide energy cost savings to all customers as well as provide additional generation diversity.
Accordingly, the Commission recommends that proposals of this kind should be evaluated under Docket
32382. In so doing, the Commission recognizes that future facts and circumstances may change such
that Solar/BESS projects could at some point >1-)e found suitable from é. reliability perspective. At this
juncture, however, the Commission declines to include them afnong these certified resources.

For the winter critical peak period, the Commission recommends that Alabama Power éonﬁnue
its long-standing focus on expanding its industrial, non-firm interruptible program. At the same time,
the Company should consider enhanding the application (reliability-based or economics-based) of its

industrial interruptible program while seeking to improve the promotion of and participation in
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residential Demand Side Options (or “DSOs”) such as direct load control and Critfcal Peak Pricing. 'The
Company should also consider the development of new DSO programs associated with smart
thermostats, hot water heaters, and energy efficient heat pumps. Finally, the Company should continue
its weatherizatipn efforts to improve forced outage rates during extréme winter conditions.

The Commission recqgnizes that the resoufcés certified here leave Alabama Power somewhat
short of its proposed winter target reserve margin. Under the circumstances presented, we do not believe
the differential will impair its ability to proVide reliable service to customers pending further evaluation
of its needs in that regard. We expect the Company to continue its ongoing processes and practices to
assess future capacity r_eq.uirements.for reliability purposes, taking into accouﬁt any changes in relevant
facts and circumstances. When the Company determines a material capacity need exists, it should file
an appropriate petition for certification for cénsideration by the Commission.

C. Rate Treatment for the Portfolio

A final matter that requires discussion is the applicable rate treatments for the resources, in the
proposed portfoﬁo. Alabama Power witness Ms. Baker testified in detail on this’subj ect, explaining the
reasons for the various requests and the relevant provisions of the Company’s rates implicated thereby.
For Barry Unit 8, Ms. Baker explained that theA Company would expect cost recovery to be_initiated
through the CNP ‘Plant Factor in Rate CNP, Part A, except for those compliance-related costs ‘and
expenses properly recoverable through the CNP Compliance Factor in Rate CNP, Part C, or energy-
related costs recoverable under Rate ECR. The Plant Factor would be effective with the second calendar -
month following commercial operation of the facility, which as discussed above 1s expectedin late 2023.

Ms. Baker requested that the Commission direct the Company to use the Revenue Allocation formula,
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consistent with paragraph (8) of Rate CNP Part A, given that the primary purpose for Barry Unit 8 is to
meet Alabama Power’s capacity nee-ds.198

The Ceﬁtral Alabama acquisition presents additional considerations. As explained above, upon
closing Alabama Power will assume an existing power sales agreément under which the full output of
the facility remains committed to a third party through May 2023. Rather than have Rate CNP, Part A
operate in a manner comparable to that described above for Barfy Unif 8, Ms. Baker explained that the
Company desired to flow the costs of the acquisition and revielnues associated with the existing power
sales agreement through Rate RSE for‘ an interim period. Doing so would result in custofners benefitting
from the downward pressure on rates created by the excess relvenues from the power sales agreement.
After the interim period, the Company would expect the Rate CNP Plant Factor to operate in accordance
with the terms and conditions of the rate. ‘As with Barry Unit 8, all properly recovered costs subsequent
~ to the interim period would be reﬂécted in the Plént Factor, except for those compliance-related costs
and expenses recoverable through Rate CNP, Part C, or energy-related costs recoverable under Rate
ECR. Similarly, the Revenue Alloéation formula would be applied. Finally, Ms. Baker described the
Company’s request for authorization to depfeciate or amortize, as appropriate, the totai cost associated
with the acquisition over the remaining life (approximately 23 years) of the facility and establish any
required regulatory assets. According to Ms. Baker, this acééﬁnting treatment would better align the
entire cost of the acquisition with the full benefits realized by customers over the life of the asset.1%°

With regard to tﬁe Hog Bayou PPA, Ms. Baker explained that Alabama Power sought direction
from the Commission to recover capacity;and energy-related costs through the Purchase Factor of Rate

CNP, Part B, and Rate ECR, respectively. Finally, Alabama Power requests that the Commission

198 See Direct Testimony of Christine Baker, page 3, line 16 through page 5, line 8.
199 See id., page 6, lines 1-8; see also Rebuttal Testimony of Christine Baker, page 5, line 12 through page 6, line
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confirm the recovery of any equity costs érising out of the Hog Bayou PPA due to its characterization as
an operating lease.200
1. Intervenor Positions Regarding Rate Treatment
Of the intervenors, only AIEC witness Mr. Pollock raised questions concerning the Company’s
proposed rate treatment in pre-filed testimony; however, many of these items were withdrawn through
an errata offered at hearing.20! Of those that remained, Mr. Pollock challenged the recovery of what he
described as imputed equity costs, stating that it is not an out-of-pocket expense.202 Mr. Pollock aiso
stated that Alabama Power should forego any utilization of Rate CNP, Part A, and instead recover
through Rate RSE all costs associated with Bm Unit 8 and Central Alabama. In his opinion, Rate
CNP, Part A is a vestige of prior times and the design of Rate RSE obviates the need for its
employment.293  Finally, Mr. Pollock questioned recovery of a portion of the Central Alabama
acquisition price, in light of the fact that the book value of the plant is significantly less than the overall
pﬁrchase price. He encouraged the Commission to require additional evidence of the reasonableness of
the purchase price in order for the Company to reéover the entire amount.204
Ms. Baker responded to each of these items in her Rebuttal Testimony. With respect to the
appropriateness of capturing equity Qosts, she explained that the costs for which Alabama Power seeks
authorization to recover are real costs, incurred to mitigate impacts to the Company’s capital structure

as a result of operating leases (e.g., the Hog Bayou PPA) being treated as liabilities on the Company’s

200 See Direct Testimony of Christine Baker, page 7, line 16 through page 9, line 22.
201 See Hearing Tr., page 969, lines 2-17.

202 See Direct Testimony of Jeffry Pollock, page 28, line 5 through page 29, line 3.
203 See id., page 29, line 4 through p';zlge 30, line 4.

204 See id., page 30, line 5 through page 31, line 2.
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balance sheet and congspondingly és debt by credit rating agencies.20 -Ms. Baker also disputed Mr.
Pollock’s Qpinions on the ongoing usefulness of Rate CNP, Part A. She observed that Rate RSE assumed
its current form many years ago, and since that time, Rate CNP,»Part A has been reaffirmed through
amendment. In addition, she reiterated the reasoniﬁg for postponing its operation in connection with-the
Central Alabama acquisition, including the benefit to customers of downward pressure resulting from
the inclusion of the revenues from the existing power sales agreement in Rate RSE.206 Finally, she
rebutted his criticisms regarding the lack of evidence suppo;ting the reasonableness of the Central
Alabama acquisition price, noting that the Company’s economic analysis fully validated the
competitiveness of that proposa1.20.7 |
2. Commission Findings and Conclusions

We find the Company’s requested rate treatment, as summarized above and more fully detailed
in Ms. Baker’s testirﬁony, to be well supportéd and not undermined by the testimony from Mr. Pollock
or any probative examination at hearing. With regard to the question of equity costs, this Commission
has recognized on maﬁy occasions the importanée of the Company’s strong credit quality and the
resulting benefits to customers (e.g., lower interest costs; consistent access to the financial markets,
especially in times of economic stress). Indeed, the Company presently is implementing a course to
increase the equity percentage of its capital structure to a desired target.208 Thus, should Alabama Power

incur actual equity-related costs associated with the Hog Bayou PPA——costs we would emphasize, that

were included as part of the economic evaluation of the resource—those costs are properly recoverable.

205 See Rebuttal Testimony of Christine Baker, page 6, line 14 through page 8, line 7.

206 See id., page 4, line 10 through page 6, line 5.

207 See id., page 6, lines 6-13. |

208 See In re Petition for Revisions to Rate RSE, Docket Nos. 18117 and 18416 (May 7, 2018).
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In this vein, we find Alabama Power to have sufficiently supported recovery of the entire
acquisition cost of the Central Alabama facility. As explored in more detail earlier in this order, the
identification of that resource as an option to meet the Company’s capacity need stemmed from a
competitive solicitatio_n of the market and an econorﬁic evaluation of the costs and benefits of adding
that resource to Alabama Power’s fleet for the duration of its operating life.209 The fact that the market
price for the resource is above its book value is not surprising, given its age and the fact that it carries
with it nearly three years' of revenues associated with an exisfing third party power sales bagreement. It
is unclear what additional evidence Mr. Pollock would have Alabama Power present beyond what is
already in the record. Suffice it to say, however, that if Mr. Pollock had concerns over the price being
paid for the facility, it was incumbent on him, or AIEC through some other fnéans, to bring forward that
evidence to this Commission for considération.

Lastly, we believe the course the Company haé proposed for the reéovery‘ of costs relating.to
Central Alabama and Barry Unit 8 to be reasonable and appropriate. First, we do not agree with Mr.
Polloc.:k as to the obsolescence of Rate CNP, Part A. Had this Commission viewed this cost recovery
mgcharﬁsm unnecessary, we would have taken a different course than we did in 2017, when we approved
revisions to the rate for the first time since its adoption in 1982.210. Moreover, we agree with Ms. Baker
that the forward-looking nature of Rate RSE could, if applied to projects such as Barry Unit 8 and Central
Alabama, lead to undesired outcomes. As to the former, it presupposes that a large-sclzale construction

project is immune to delays—which could be very impactful in terms.of cost récovery for Barry Unit 8§,

209 As an aside, we note here a line of examination by Sierra Club at hearing of Ms. Baker, rather than the more
logical witness Mr. Kelley, concerning whether Alabama Power had explored an extension of an existing PPA from the
Calhoun facility. See Hearing Tr., page 901, line 21 through page 904, line 17. While Ms. Baker was not aware of what, if
any, consideration had been given that option, the underlying data produced in discovery reveals that the Calhoun facility
was one of the resource options being considered. Based on the economic rankings, the proposal from its owners did not
justify inclusion in the final portfolio.

210 See In re Petition Jor Revisions to Parts A and B of Rate CNP; Docket Nos. 18117 and 18416 (March 3, 2017).
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given that the unit’s target in-service date is at year’s end. Similarly, for an acquisition, M. Pollock’s
~ approach would require the Company to assume favorable action by the Commission as part of any
annual Rate RSE filing, when neither the Company nor its customers can be assured that an evidentiary
record will develop to confirm that assumption.?11

As discussed earlier, the staggered arrival of the resources in the portfolio to retail service is
somewhat serendipitous, given the COVID-19 péndemic and near-term economic uncertainty it has
wrought. We find this to be yet another reason to accept the Corﬁpany’s recommendations regarding the
postponement of the operation of the Rate CNP, Part A Plant Factor, until the expiration of an interim
period corresponding with the remaining term of the existing power sales agreement. With the costs of
this portfolio recovered in the manner proposed by Alabama Power, upward pressure on rates will not
occur in earnest until 2022, and then only with respect to the Hog Bayou PPA. Césts associated with
Central Alabama and Barry Unit 8 wiﬂlli_not impact rates until mid-2023 and early 2024, under current
projections. Such a degree of distance from current conditions provides us comfort that Alabama Power
will be able to carry out its statutory duties of service, and in a manner that prc;motes the ongoing -
economic well-being of this state, without being unduly burdensome to any of its customer classes.

In conclusion, we find Alabama Power’s recommendations regarding the capturing of costs and
benefits associated with the resources in the portfolio to be well supported, and we approve them as

follows.

211 As noted earlier, Sierra Club already has accused the Company of jumping the gun, and this Commission of -
pre-determining the outcome of this certificate proceeding, as a result of the accounting order issued in-Docket No. U-5316.
As we stated there, and again here, our actions with regard to the Company’s incurrence of preliminary costs at Barry Unit
8 did not represent any pre-decision of the merits of this case. Rather, that decision recognized the practical realities
associated with the Company prudently positioning itself to meet the needs of its customers, and in a practical, least cost
manner, by the end of 2023. We raise this point again here, however, because it would seem that Mr. Pollock’s
recommendation regarding the use of Rate RSE in lieu of Rate CNP, Part A invites future accusations from Sierra Club,
and perhaps others, that we are acting in advance of an evidentiary record, even when we are not.
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For Barry Unit 8, costs and benefits will be captured by the respective rate mechanisms discussed
in greater detail above. The Rate CNP, Part A Plant Factor shall (éperate using the Revenué Allocation
formula, consistent with paragraph (8) of the rate schedule and the fact that the certificate authority being
granted for Barry Unit 8 is for the pﬁmary purpose of meeting capacity needs.

For the Central Alabama acquisition, we direct Alabama Power to amortize the value allocated
to the power sales agreement over the remaihing useful life of the pIant, so that the entire cost of the
* acquisition will remain aljgned'with the full benefits realized from the addition of the capacity and its
service to customers. TﬁgCommission also directs the Compa;ly to estai)lish an associated regulatory
asset equivalent to the difference between-the amortization of the value of the power sales agreement
over the remaining life of the facility, and the amortization of the value of said agreement caiculated
using its remaining term (i.e., through May 2023) as required ﬁnder Generally Accepted.Accounting
Principles. Consistent with tﬁe FERC Uniform System of Accounts, Mab@a Power also shall record
the difference between the original cost of the facility and the acquisition costs for Central Alabama as -
an electric acquisition adjustment in FERC Account 114. The Commission authbrizes the Company to
amortize the amounts recofded in FERC Account 114 to FERC Account 406 over the remaining life of
the facility (which at this'time is estimated to be approximately 23 years).

We further direct Alabama Power to reflect ‘all associated costs and revenues from the time of its
closing of the Central Alabama acquisi'éion through May 2023 in'the Company’s aﬁnual calculations and
submissions under Rate RSE.212 Consistent with this directive, the effectiveness of tile Rate CNP, Part

A Plant Factor for billings shall be postponed until June 2023 (i.e., until the existing power sales term

212 To be clear, we are not directing the Company to take any action respecting its 2020 Rate RSE filing (as filed
November 27, 2019). While that filing appropriately did not include any projection of costs and revenues arising during
calendar year 2020, the Company’s submission in 2021 reflecting actual results for 2020, in accordance with Rate RSE,
will capture the costs and revenues associated with the acquisition in 2020.
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ends in Mé.y 2023).213 Upbn its effectiveness for billings, the Plant Factor shall include the retail revenue
requirement on the average acquisition cost, net of amortization, depreciation and other allowed
adjustlnents; and ﬁet of changes to plant assets, determined in accordance with the rate but feﬂective of
a June 2023 effectiveness. Réasonably identifiable costs and attributes related to compliance with -
governmental mandates, such as éxpenditufes associated with plant assets, operating and maintenance
expenses, and accumulated aepreciation and deferred income taxes, shall be excluded from the Piant

' Factor, buf shall be recoverable through the Rate CNP, Part C Compliance Factor effective June 2023.
Likewise, all associated enérgy costs, as defined by Rate ECR, shall be recoverable in accordance with:
that rate effective June 2023. Finally, thé total retail revenue requirement feﬂected in the Plaﬁt Factor
for the upcoming 12-month period, including operation, maintenance and depreciation expenses, shall
be allocated based on the Revenue Allocétion formula.

For the Hog Bayou PPA, Alabam.a Power shall rec;)ver all capacity-related costs in accordance
with the Rate CNP, Part B Purchase Factor. The Company shall recover all energy related costs
(including energy payments', variable operations and maintenance expenses and fuel costs) in accordance
with Rate ECR. As discussed above, the Commission also confirms the appropﬁateness of recovering
any additional equity costs directly resulting from the Hog Bayou PPA (or ény other arrangement that is
treated as a finance (capital) or operating lease). “To effectuate such recovery, the Company shall ﬁake
a compliance filing within sixty (60) days of this order for the’-limited purpose of implementing the

modifications to its existing rate schedules necessary for recovery.

213 As such, we direct the Company to file the Rate CNP, Part A Plant Factor not later than sixty (60) days prior
to its effectiveness. '
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. After consideration of the record compiled in this case, including the testimonial submissions,»
the written aﬁd document discovery provided to the Commission Staff, p;operly designated deposition
ﬁanScﬁpt excerpts, and the testimony and exhibits received at the hearing, aiong with oth'ef information
available to the Commission, the adequacy and reliability of the Company’s system, and the ﬁecessity
and desirability of the proposed resources related thereto, the Commission FINDS that it is in the interest
of the Company and of the public served by it that the natural gas-fired combined cycle resources
proposed in the portfolio, together with all transmission facilities, transmission arrangements, structures,
substations,- and facilities, environmental control measureé, facilities or arrangements for the handling,
treatment, transportation, delivery and processing of | fuel, and any and all other appliances,
appuﬂenéﬁces, facilitie's, rights, equipment, acquisitions, commitments and accounting authorizations
necessary for or incident thereto, be obtained as. proposed and described by the Company in 'this
proceediﬂg. The Commission FURTHER FINDS that the Company has cdmplied with all of the laws
of the State of Alabama with the administration of which the Commission is 'charged applicéble to the
certificate of convenience and necessity herein sought.

IT IS, THEREFORE, ORDERED BY THE COMMISSION that a Certificate of Convenience
and Necessity, is hereBy issued to Alabama Power Company, and its succesédrs and assigns, which
grants and confers all the rights, power and authority that, under the laws éf ‘the State of Alabama, the
Commission is authori:zed to confer for the purpose of enabling the Company to (i) construct and install
the combined cycle generating facility referfed to herein as Barry Unit 8, at the site of the Company’s
Barry Steam Plant located in Mobile .County, Alabama; (ii) acquire the existing combined cycle
generating capacity in Autauga County, Alabama referred to herein as the Central Alabama plant; and -

(iii) acquire rights and assume payment obligations under a PPA for the output of the Hog Bayou



Docket 32953,
Page 65

combined cycle generating facility operated in Mobile County, Alabama; together with all transmission
arrangements, -structures, silbstations, and facilities, environmental control measures, facilities or
arrangements for the handling, treatment, transportation, delivery and processing of fgel, and any and all
other appliancés, appurteﬁances, facilities, dghts, equipment, acquisitions, commitments and accounting
authorizations necessary for or incident thereto.

IT.IS FURTHER ORDERED that Alabama Power Company’s proposal to acquife rights and

“assume payment obligations for the output from five planned Solar/BESS projects, located in Calhoun,
Chambers, Dallas, Houston and Talladega Counties, together with all trgnsmission arrangemer;ts,
structures, sﬁbstati(ms, and facilities, envifonmental control measureé, facilities or arrangements for the
handling, treatment, transportation, delivéry and processing of fuel, and any and all oth¢r appliances, -

.appurtenances, facilities, ﬁghts, equipment, acquisitions, commitments and accoﬁnting authorizations
necessary for or incident theréto, is denied. \

IT IS FURTHER ORDERED BY THE COMMISSION that a copy of this‘instrument be
retained in the records of this Commission and that the original, under the seal 6f the Corﬁmis’sion, be
furrﬁshed to the Co;npany. as a Certificate of Convenience and Necessity authorized and required under
the provisions of Alabama Code § 37-4-28.

IT IS FURTHER ORDERED BY THE COMMISSION that the March 4, 2020 motion of
Sierra Club to deny Alabama Power’s Petition for a Certiﬁcafe of Conve'nienée and Necéssity is denied.

IT IS FURTHER ORDERED BY THE COMMISSIQN that the Company reﬂect the costs
and benefits arising from the. resource portfolio authorized by this Ceﬁiﬁcate of Convenience and

Necessity in accordance with the discussion provided in the body of this Order.
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IT IS FURTHER ORDERED BY THE COMMISSION that the Company implement the
regulatory accounting treatments and otherwise tender all necessary filings and submissions to this
Commission in accordance with the discussion provided in the body of this Order.

IT IS FURTHER ORDERED BY THE COMMISSION that jurisdiction in this cause is,
hereby, retained for any further érdér or orders that thi.s Commission may find just and reasonable under
the circumstances.

IT IS FURTHER ORDERED BY THE COMNIISSION that this Order shall be effective as

of the date hereof:

DONE at Montgomery, Alabama, thls the /‘:i day of W KO0+

ALABAMA PUBLIC SERVICE COMMISSION -

e Andress Cavanaugh, President

o —

Jeremy H. Oden, Commissioner

Chris “Chip” Beeker, Jr., Commissioner

ATTEST: A True Copy

omas, J . Secretary



