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Resolved Clause Resolved: Shareholders request that Southern Company commit by November 30,
2017 to issue a report at reasonable cost and omitting proprietary information, on
Southern’s strategy for aligning business operations with the IEA 2C scenario, while
maintaining the provision of safe, affordable, reliable energy.

Vote History This proposal is a resubmission from 2016, when it earned 34.5 percent support. A re-
lated proposal last year asking for a report on stranded assets business risks earned
29.7 percent support, and a resolution asking for greenhouse gas reduction goals
earned 22.1 percent in 2015.

Proponents Sisters of Saint Dominic of Caldwell, N.J.

Summary Southern is one of the largest generators of electricity in the United States, and the
country’s third heaviest emitter of greenhouse gases. The proponent is concerned
about climate change, and the increasing regulatory emphasis on constraining green-
house gas emissions. While the proponent acknowledges Southern’s proactive re-
sponse to these issues, it argues that more is needed, noting that regulatory and tech-
nological changes are bringing profound changes to the traditional utility business
model. The proponent also acknowledges that Southern is subject to significant regula-
tory constraints on its operations, and advises that the company demonstrate a will-
ingness to work with regulators in crafting frameworks for a low-carbon transition. The
proponent seeks a report on how Southern is managing these issues, requesting that
the report include information about developing technologies such as distributed gen-
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eration and demand response, and how the company is aligning its incentive mecha-
nisms with a low-carbon goal. Southern’s board opposes the resolution, arguing that
the company already has robust research, development and deployment efforts in
place relating to new emission reduction technologies. Management says the company
already takes account of future carbon constraints in its resource planning and deci-
sion-making, and that it is subject to extensive regulation in this regard. Finally, man-
agement says it already reports adequately on these efforts to shareholders and the
public.

I. Challenges to Electric Utility Business Models

Electric utilities are facing unprecedented external and internal challenges to traditional business mod-
els. Technological change and associated new market entrants, climate change regulation and shifting
consumer demands are putting pressure on traditional electrical generation, transmission and distribu-
tion. Fossil fuels—particularly coal—are becoming increasingly expensive to exploit. Energy efficiency
and other demand-side resources are now cheaper than conventional generation in many cases. Renew-
ables—particularly solar and wind—outcompete fossil fuels in many instances, and generally are ap-
proaching grid parity.! Many utilities are also experimenting with electricity storage, thanks to very rapid
advances in the technology. Electricity generation, transmission and delivery is growing increasingly de-
centralized, electricity is no longer necessarily consumed immediately and formerly high barriers to mar-
ket entry are eroding.

Distributed generation? of electricity has proliferated in many states. Residential rooftop solar is expand-
ing rapidly as costs for solar panels decrease and companies such as Solar City and First Solar expand.
Many environmental activists and utility sector analysts see distributed generation as a critical element
of the electric grid of the future. Key advantages they point to are reduced emissions from prevented
generation, cost advantages to owners, efficiency gains in the form of decreased transmission loss, resil-
ience that comes from independence from an interconnected grid that is otherwise subject to cascading
outages and modularity that enables renewable energy source integration. A November 2014 report
from Moody’s credit rating agency indicated that “a proactive regulatory response to distributed gener-
ation is credit positive as it gives utilities improved rate designs and helps in the long-term planning for
their infrastructure.”

Others question the value of distributed generation proliferation in the current framework. Some schol-
ars at the Massachusetts Institute of Technology (MIT) who have been skeptical about distributed solar

assets’ usefulness recently published a report suggesting large-scale, utility-controlled solar assets may

make better long-term economic sense. MIT’s report warns regulators that they must:

minimize distortions from charges that are designed to collect taxes, recover the costs of public policies
[including subsidies for renewable energy [and] cross-subsidies between different categories of custom-
ers, etc.), and recover residual network costs (i.e., those network costs that are not recovered via cost-
reflective charges).

This admonition is based on the difficulty utilities face under traditional regulatory structures, where
their costs for grid maintenance are recovered from customers’ charges, which are largely volumetric. In
general, customers generating their own solar power, for instance, are entitled to electrical grid access
to draw power during times of insufficient generation and to sell power back to the grid in times of ex-
cess, yet such customers will pay less for grid availability because of lower usage. On net, this can result

1 Grid parity occurs when new energy sources can generate power at a cost less than or equal to the price of pur-
chasing power from the existing electricity grid.

2 Distributed generation refers to power generation at the point of consumption. It usually involves renewable en-
ergy sources, particularly solar, and is thus intimately connected to the topic of renewable energy uptake.
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in the utility receiving less in fees than it costs to keep that customer connected to the grid. In some
cases, customer rates (i.e. cost per unit of electricity) would increase substantially if the same fixed costs
for grid services were applied to lower volumes of usage. Importantly, these challenges are not neces-
sarily an inherent problem with distributed generation, but rather largely with the cost recovery mecha-
nisms that regulators have put in place for utilities. A number of experts, regulatory officials and utilities
have described rate solutions to such problems. These rate structures could be changed.

The uptake of renewable energy has suddenly increased significantly. Although photovoltaic cells and
wind turbines were invented nearly 150 years ago, they still only generate roughly 7 percent of the
world’s electricity. However, while essentially peripheral to our energy system a dozen years ago, these
sources of energy are now growing more quickly than any other, and their costs continue to fall relative
to fossil fuels. BP expects renewables to account for half of global energy supply growth in the next 20
years, and the U.S. Energy Information Agency (EIA)’s 2017 Annual Energy Outlook projects that renewa-
ble energy will surpass coal and nuclear globally by 2040. In 2016, wind energy capacity grew by 19 per-
cent in the United States, while its price plummeted. It has surpassed hydropower as the country’s most
plentiful renewable energy source. Momentum for that construction came not just from utilities aiming
to meet renewable energy mandates, but because power companies saw economic reasons to invest in
wind. According to a March 2017 analysis by Moody’s Investor Services, some 56 gigawatts of U.S. coal-
fired generation in the Midwest is at risk as wind energy comes online with lower costs. The average
cost of wind power in the Great Plains states has fallen to around $20 per megawatt hour (MWh), while
coal-fired generation runs at about $30 per MWh.

A February 2017 article in The Economist notes, however, that we face a tough journey from here to
there. Specifically, the transition will require:

huge amounts of investment over the next few decades, to replace old smog-belching power plants and
to upgrade the pylons and wires that bring electricity to consumers. Normally investors like putting their
money into electricity because it offers reliable returns. Yet green energy has a dirty secret. The more it is
deployed, the more it lowers the price of power from any source. That makes it hard to manage the tran-
sition to a carbon-free future, during which many generating technologies, clean and dirty, need to re-
main profitable if the lights are to stay on. Unless the market is fixed, subsidies to the industry will only
grow.

Policymakers are already seeing this inconvenient truth as a reason to put the brakes on renewable en-
ergy. In parts of Europe and China, investment in renewables is slowing as subsidies are cut back. How-
ever, the solution is not less wind and solar. It is to rethink how the world prices clean energy in order to
make better use of it.

Meanwhile, renewable energy demand among U.S. companies that are large utility customers is signifi-
cant and growing quickly, according to a report from Advanced Energy Economy (AEE), a clean energy
trade group. The report found that 71 of Fortune 100 companies have set renewable energy or sustaina-
bility targets, up from 60 just two years ago. Among Fortune 500 companies, commitments have held
steady at 43 percent, or 215 firms, the report found. Twenty-two Fortune 500 companies have commit-
ted to sourcing 100 percent of their electricity needs from renewables, including Wal-Mart Stores, Ap-
ple, General Motors and Amazon.com. Google announced in December 2016 that 100 percent of its
data centers around the world would be powered exclusively by renewable energy sources by 2017.
However, companies with operations in states whose regulatory structures are not supportive of ad-
vanced energy must commit significant effort and creativity to meet these commitments.

Non-utility companies are entering the energy efficiency services market, particularly in deregulated
markets. Google recently purchased Nest, which provides products and services to reduce residential
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electricity use. Comcast now provides an EcoSaver service to help customers save money on energy
bills. General Electric has created a new company, Current, to focus on providing products and services
in energy efficiency, renewable generation and storage to large buyers such as hospitals, universities,
retail stores and cities. If this trend continues, utilities could be outpaced in providing a service in which
they should be more expert than anyone.

According to PricewaterhouseCooper’s 2015 Global Power & Utilities (P&U) Survey, 94 percent of elec-
tric power industry representatives predict that the power utility business model will be either com-
pletely transformed or significantly changed by 2030:

In defining future business models, utilities need to understand and challenge their company’s purpose
and positioning in tomorrow’s markets. In the past, operating an integrated utility from generation
through customer supply was well understood. Now, unbundling opportunities are extending deeper into
the value chain and enabling greater participation by specialists. As a result, electric companies will need
to rethink not just their roles and business models, but also their service and product offerings and ap-
proaches to customer engagement.

In May 2014, Barclays downgraded bonds for the entire U.S. electric utility sector due to risks posed by
the rapidly declining costs of solar power and energy storage technologies. Deutsche Bank predicts total
solar photovoltaic (PV) power costs would reach grid parity in 36 U.S. states as soon as this year, and
Frost & Sullivan projects that both residential and utility-scale solar photovoltaic power will reach global
grid parity by 2020. In many regions, wind and solar—especially at utility scale—are already reaching
grid parity and often pricing out more traditional generation resources.

In 2016, Si2 published a report in collaboration with IRRC Institute that examined in depth the climate
orientation of the boards of the 25 largest investor-owned utilities, allowing investors to make informed
judgements. The Top 25 U.S. Electric Utilities: Climate Change, Corporate Governance and Politics evalu-
ated boards using a standardized set of metrics designed by Si2 with input from investors, governance
experts and utility economists. The project provided data for use by investors concerned about climate
and regulatory impacts on their portfolio companies. Southern was among the companies evaluated in
that study.

This Action Report addresses carbon asset stranding and the 2-degree scenario in relation to climate
change, which are discussed in greater detail in Si2’s 2017 Briefing Paper on Climate Change.

I. Southern & Climate Change

erates, transmits and distributes electricity. (S millions) 2016 2015 % Change
The company also constructs, acquires, owns | Total Revenue $19,896 $17,489 13.8%
and manages power generation assets, in- Net Income $2,552 $2,421 5.4%

cluding renewable energy projects; sells

electricity in the wholesale market; and distributes natural gas in seven states, as well as provides gas
marketing services, wholesale gas services and gas midstream operations. It owns/operates 33 hydroe-
lectric generating stations, 29 fossil fuel generating stations, 3 nuclear generating stations, 14 combined
cycle/cogeneration stations, 33 solar facilities, 7 wind facilities, 1 biomass facility, and 1 landfill gas facil-
ity. As of February 22, 2017, it had 44,000 megawatts of generating capacity and 1,500 billion cubic feet
of combined natural gas consumption and throughput volume serving 9 million electric and gas utility
customers. The company also provides digital wireless communications services with various communi-
cation options, including push to talk, cellular service, text messaging, wireless Internet access and wire-
less data.
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Southern’s fuel mix for the past Southern’s 4-Year Fuel Mix Breakdown ‘

four years is shown in the table at
. . 2016 | 2015 | 2014 | 2013
right. The company relies substan-
tiall fossil fuel ith Coal % 33 34 42 39
ially on fossil fuels, with some nu Nuclear % 16 16 16 17
clear sources. Hydro sources make Gas % 46 46 39 40
up a small proportion of the com- | pyqr0 9% 2 3 3 4
pany’s generation, and renewa- Other Renewables % 3 1| —| -
bles accounted for 3 percent of Total generation (billions of KWHs) 188 | 187 | 191 | 179
Southern’s fuel mix in 2016. Total purchased power (billions of KWHs) 16 13 12 12

On April 14, 2016, Southern received unanimous regulatory approval for its proposed merger with AGL
Resources, a natural gas company. The merger created the second largest utility in the United States by
customer base. The transaction was completed on July 1, 2016, and AGL became a wholly owned subsid-
iary of Southern’s under a new name, Southern Company Gas.

The only mention Southern makes of climate change in its 2016 Form 10-K regards existing and pending
legislation. The same holds for greenhouse gases, except that the company states its greenhouse gas
emissions are calculated in keeping with its legal disclosure requirements and includes its estimated ab-
solute 2016 emissions. U.S. utilities are legally required to report their greenhouse gas emissions to the
U.S. Environmental Protection Agency’s (EPA) Facilities-Level Information on Greenhouse Gases Tool
(FLIGHT). The data do not represent a company’s total emissions, as companies are only required to re-
port emissions from facilities emitting 25,000 metric tons of carbon dioxide equivalent (MTCO,e) per
year. Still, the reporting ultimately covers 85 to 90 percent of total U.S. emissions.

Greenhouse gas emissions: The company’s corporate responsibility section of its website includes a sec-
tion it calls Greenhouse Gases where Southern makes a brief statement on climate change: “Climate
change is a challenging issue not just for electric utilities and Southern Company but for our nation and
the world. Leadership in this arena must address the dual objectives of developing and deploying tech-
nologies that reduce greenhouse gas emissions while ensuring that electricity remains reliable and af-
fordable for customers.” Rather than going on to discuss the company’s actual emissions, as one might
expect, the page instead follows the climate change statement with a brief, qualitative discussion of
some of the company’s carbon capture and sequestration projects, which are described more fully later
in this report. The page concludes with a section on sulfur hexafluoride emissions. Last year, this section
de-emphasized the importance of carbon dioxide emissions:

Carbon dioxide is neither the most widespread nor the most potent greenhouse gas. For example, water
vapor is a greenhouse gas in higher atmospheric concentration while methane has a much stronger green-
house effect.

Considerable progress has been made in controlling some anthropogenic (from human activity) green-
house gases, like chlorofluorocarbons from refrigeration. Another lesser known gas, sulfur hexafluoride,
has been a focus of Southern Company’s attention. Sulfur hexafluoride SFs has more than 20,000 times
the global warming impact of carbon dioxide on a pound-for-pound basis.

The Southern Company system has hundreds of transmission substations with approximately two thou-
sand breakers that use sulfur hexafluoride for its essential insulating properties. Southern Company was a
charter member of EPA’s Voluntary SFs Emission Reduction Partnership which began in 1999. Since the
'90s the Southern Company system has made significant progress in reducing SFe emissions. In 1993, the
Southern Company system’s SFs emissions were approximately 660,000 metric tons of COzequivalent, and
in 2014, SFs emissions were down to approximately 44,000 metric tons of CO: equivalent, based on finan-
cial control/ownership. [emphasis added]
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This year, the italicized elements above no longer appear, and Southern replaced the last sentence with
updated information: “As compared to 2014, we reduced SFs by 3,888 metric tons in 2015.”

Southern’s claims regarding sulfur hexafluoride have some basis in fact, in that they deal with various
gases’ Global Warming Potential (GWP), a measure that was developed to allow comparisons of the
global warming impacts of different gases. Specifically, it is a measure of how much energy the emis-
sions of 1 ton of a gas will absorb over a given period, relative to the emissions of 1 ton of CO,. The
larger the GWP, the more a given gas warms the Earth compared to CO; over that period. The period
usually used for GWPs is 100 years. GWPs provide a common unit of measure, which allows analysts to
add up emissions estimates of different gases, and allows policymakers to compare emissions reduction
opportunities across sectors and gases.

e CO,, by definition, has a GWP of 1 regardless of the time period used, because it is the gas being
used as the reference. CO, remains in the climate system for a very long time: CO, emissions
cause increases in atmospheric concentrations of CO; that will last thousands of years.

e Methane (CH,) is estimated to have a GWP of 28-36 over 100 years. CH, emitted today lasts
about a decade on average, which is much less time than CO,. But CH,4 also absorbs much more
energy than CO,. The net effect of the shorter lifetime and higher energy absorption is reflected
in the GWP. The CH4s GWP also accounts for some indirect effects, such as the fact that CHs is a
precursor to ozone, and ozone is itself a greenhouse gas.

¢ Nitrous Oxide (N,O) has a GWP 265-298 times that of CO, for a 100-year timescale. N,O emitted
today remains in the atmosphere for more than 100 years, on average.

e Chlorofluorocarbons (CFCs), hydrofluorocarbons (HFCs), hydrochlorofluorocarbons (HCFCs), per-
fluorocarbons (PFCs) and sulfur hexafluoride (SFs) are sometimes called high-GWP gases be-
cause, for a given amount of mass, they trap substantially more heat than CO,. (The GWPs for
these gases can be in the thousands or tens of thousands.)

Southern’s discussion fails, however, to frame the above in-
formation in the broader context of actual greenhouse gas
emissions. In 2015, the latest year for which data are availa-
ble, fluorinated gases (of which sulfur hexafluoride is just
one of several) accounted for just 3 percent of U.S. green-
house gas emissions. As shown in the image at right, carbon
dioxide remains the single most significant greenhouse gas,
and must be a substantial focus of any meaningful mitigation
effort.

Nitrous Oxide ___Fluorinated

5% Gases

3%

The company’s greenhouse gases page ends with a link to
Southern’s Environmental Performance page, where the
company publishes graphs showing its five-year trend on
multiple emissions, and also benchmarks that trend against
various base years. Last year, the company provides a link
where users could download an Excel spreadsheet of the Source: U.S. Environmental Protection Agency
emissions data, but this link no longer appears. Furthermore,

the graphs are presented in such a manner that the most recent year’s actual values cannot be seen.
The company reported its estimated 2015 overall greenhouse gas emissions figure in its 2016 Carbon
Disclosure Report, and its estimated 2016 figure in its 2016 Form 10-K, allowing Si2 to piece together the
graph on the next page. Southern shows a slight decline from 2014 to 2015 in its relative carbon dioxide
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emissions, and a decline be-

tween 2014 and 2016 in its Carbon Dioxide Equivalent Emissions
overall greenhouse gas emis- 140 132 1
sions in CO; equivalents, with- % 120 112

. . c 99 102 102 99
out parsing absolute carbon di- S 100 93
oxide emissions from the other g %0
gases. 2

. 9 60
After noting methane’s po- o

Lo T 40

tency in its climate change <
statement, the company does = 20

o

not report on its methane
emissions. Also, after highlight- 1990 2010 2011 2012 2013 2014 2015 2016

ing its efforts to reduce its sul-

fur hexafluoride emissions, that is the only gas for which the company does not provide emissions inten-
sity data, publishing only absolute emissions. Despite its earlier statement indicating a year-on-year de-
crease in sulfur hexafluoride emissions, the chart on Southern’s environmental performance page shows
no change from 2014 to 2015. The company also does not report its non-CO, emissions in terms of CO,
equivalents, making it impossible to gauge overall performance and to evaluate the merit of Southern’s
statements about the significance of sulfur hexafluoride’s GWP.

Taken altogether, Southern appears to report a good deal of data on its greenhouse gas emissions, but
these data are generally presented in such a fashion as to be unhelpful, not comparable, opaque and
occasionally misleading. According to the University of Massachusetts’ Political Economy Research Insti-
tute’s 2016 Greenhouse 100 Polluters Index, Southern is the third heaviest greenhouse gas emitter in
the United States behind Duke Energy and American Electric Power. The company does not have any
greenhouse gas emissions reduction targets, according to its 2016 Carbon Disclosure Report.

Southern Chairman and CEO Tom Fanning said in a March 2017 interview on CNBC that while he
acknowledges climate change is occurring, he is not convinced carbon dioxide is the primary cause—a
belief that puts him at odds with scientific consensus. Fanning is also the chairman of the Edison Electric
Institute (EEI). One former energy industry CEO, NRG Energy’s previous President and CEO David Crane,
has publicly questioned EEl’s silence following Fanning’s remarks. In an April 5 piece, Crane wrote:

To make matters worse, Fanning serves as chairman of the Edison Electric Institute, the influential trade
association of investor-owned utilities. As such, his statement of climate skepticism reflects upon the en-
tire utility sector. Of course, it could be disavowed by EEI officially, but it hasn’t. Its effect might have been
mitigated by a spontaneous outpouring of condemnations and clarifications from CEOs of other major
utilities, such as AEP and Exelon, but it hasn’t. We’ve heard crickets.

As far as | can tell, the utility sector is utterly content, possibly even pleased, to have a purported nonbe-
liever in climate science as its leader and spokesman.

This is important because, with the federal government on the sidelines for at least the next four years,
the climate movement looks to the electric industry to be a key leader in the fight against global warming.
As | frequently say, the power industry historically has been the biggest part of the GHG emissions prob-
lem in the United States but we have an even greater potential to be an even bigger part of the solution.

Renewables deployment: In its 2016 Carbon Disclosure Report, Southern emphasizes its deployment of
renewable resources, calling renewable fuel sources “an important part” of its full portfolio. The com-
pany says it has added or announced more than 4,000 megawatts of renewable generation since 2012.
The company’s areas of research include solar photovoltaic (PV) technology, advanced hydropower tur-
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bine systems, offshore and onshore wind generation, bulk-power system integration of variable genera-
tion, wood biomass fuels, advanced battery testing and integration with solar PV technology and inte-
gration of distributed renewables into the electric grid.

Southern projected that it would have added more than 1 GW of solar capacity by the end of 2016,
which it says would be more than any other utility that operates without government mandates. South-
ern’s areas of operation are not well suited to wind generation, but the company says it is importing
wind energy from other regions when it is cost-effective.

Distributed generation: Distributed generation refers to power generation at the point of consumption.
Generating power on-site, rather than centrally, eliminates the cost, complexity, interdependencies and
inefficiencies associated with transmission and distribution. In its 2016 Carbon Disclosure Report, South-
ern discusses distributed generation:

The Southern Company system has a long and successful history of incorporating distributed generation
into its energy mix. Southern Company views distributed generation as a natural evolution and seeks the
best ways to serve customers who want it without impacting the local operating utilities’ ability to con-
tinue providing clean, safe, reliable, affordable energy to all of its customers.

Southern Company’s operating utilities purchase energy from distributed generation resources such as
qualifying facilities, standby generation and other similar programs, and also own or buy energy output
from cogeneration operations located alongside customer facilities that have large electric and thermal
energy needs.

In addition, Georgia Power is now providing solar installation and sales services through an unregulated
business unit, Energy Services. Georgia Power’s Rooftop Solar Service program, within the Energy Services
business unit, commenced July 1, 2015, providing enhanced support and education to residential custom-
ers interested in installing rooftop solar.

The system continues to support all forms of distributed generation that do not result in increased rates
for customers who do not choose to install distributed generation. [emphasis added]

The italicized caveat is an important one. If customers reduce their power purchases from electric utili-
ties, utilities will have fewer units of sales over which to recoup their fixed costs, such as distribution
grid maintenance and their investments in centralized power plants. Thus, utilities can argue that allow-
ing or supporting installation of distributed generation can “result in increased rates” for other custom-
ers.

In its 2016 Form 10-K, Southern addresses distributed generation largely in terms of risk:

Generally, the traditional operating companies have experienced, and expect to continue to experience,
competition in their respective retail service territories in varying degrees from the development and de-
ployment of alternative energy sources such as self-generation (as described below) and distributed gen-
eration technologies, as well as other factors...

A key element of the business models of the traditional electric operating companies and Southern Power
is that generating power at central station power plants achieves economies of scale and produces power
at a competitive cost. There are distributed generation and storage technologies that produce and store
power, including fuel cells, microturbines, wind turbines, solar cells, and batteries. Advances in technology
or changes in laws or regulations could reduce the cost of these or other alternative methods of produc-
ing power to a level that is competitive with that of most central station power electric production or re-
sult in smaller-scale, more fuel efficient, and/or more cost effective distributed generation that allows for
increased self-generation by customers. Broader use of distributed generation by retail energy customers
may also result from customers’ changing perceptions of the merits of utilizing existing generation tech-
nology or tax or other economic incentives. Additionally, a state [public service commission (PSC)] or legis-
lature may modify certain aspects of the traditional electric operating companies’ business as a result of
these advances in technology.
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It is also possible that rapid advances in central station power generation technology could reduce the
value of the current electric generating facilities owned by the traditional electric operating companies
and Southern Power. Changes in technology could also alter the channels through which electric custom-
ers buy or utilize power, which could reduce the revenues or increase the expenses of Southern Company,
the traditional electric operating companies, or Southern Power...

If new technologies become cost competitive and achieve sufficient scale, the market share of the tradi-
tional electric operating companies, Southern Power, and Southern Company Gas could be eroded, and
the value of their respective electric generating facilities or natural gas distribution and storage facilities
could be reduced. Additionally, Southern Company Gas’ market share could be reduced if Southern Com-
pany Gas cannot remain price competitive in its unregulated markets. If state PSCs or other applicable
state regulatory agencies fail to adjust rates to reflect the impact of any changes in loads, increasing self-
generation, and the growth of distributed generation, the financial condition, results of operations, and
cash flows of Southern Company and the affected traditional electric operating company or Southern
Company Gas could be materially adversely affected.

In May 2016, Southern acquired PowerSecure International, a distributed infrastructure provider offer-
ing primarily commercial and industrial customers solutions to meet their individual reliability, energy
efficiency and green objectives. Over the last 15 years, PowerSecure has built one of the United States’
biggest fleets of microgrids, now controlling some 1,500 MW. Most of the company’s business is based
on its Interactive Distributed Generation (IDG) systems. These are custom engineered, proprietary com-
binations of backup generators and on-site energy controls, built to provide the majority of a site’s
power needs and keep it running during times of grid disruption.

On January 29, 2016, Georgia Power—one of Southern’s subsidiary utilities—filed its 2016 Integrated
Resource Plan (IRP). On July 28, 2016, the Georgia Public Service Commission approved the IRP. Key
parts of the approval include:

e allowing Georgia Power to pass on to rate payers up to $99 million of the cost of investigating
and potentially licensing new nuclear units;

e retirement of three coal plants;

e approval of an expanded Renewable Energy Development Initiative (REDI) calling for 1,200 MW
of renewables (including 150 MW of distributed generation);

e an additional 100 MW of distributed generation and 200 MW of self-build renewables;

e al1lMW solar pilot demonstration project.

In its 3Q 2016 earnings presentation, Southern showed an acknowledgment of the importance of re-
newable energy and distributed generation, even as the company seemed to place these on too long a
time horizon for the exigencies of climate change. The company predicted:

e  Gas, renewables and nuclear are dominant long-term solutions

e Environmental pressures will continue for all fossil resources

e Distribution will evolve along with resource and usage trends

e Energy efficiency, productivity and adaptive technologies will improve

e Electric and natural gas vehicle/transportation infrastructure will grow

e Distributed energy resources will become commonplace for large C&I [commercial and industrial]

In response to these trends, Southern says it plans the following strategies:

e  Build and own utility-scale renewables, where applicable

e Develop solutions for distributed energy resources/solutions

e Take a pragmatic approach to transitioning the fleet

e Develop a model for long-term value with distributed energy resources
e Become the provider of choice for distributed infrastructure solutions
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Coal: On its Diversifying Fuel Options page, the company said last year that it used a “mix of fuels” to
ensure affordable generation. Southern said at the time that its use of coal reflected the fact that “coal
is used to generate much of the nation’s electricity supply.” This year, it has removed that specific lan-
guage about coal, saying instead that “new and expanded nuclear power plants are the most viable cur-
rent option for reliable, anytime, carbon-free generation.” Southern also says, “Due to its low cost and
favorable emissions performance, natural gas is currently the most frequently deployed fuel throughout
the Southern Company system.” The company further notes the reliability of coal, providing a link back
to its page detailing its efforts in CCS.

CCS: There appears to be a general tension among utilities between doubling down on high capital cost
generation projects, into which significant investment has already been sunk, and pivoting toward lower
cost, more nimble technologies that could be poised for broader market success. CCS is an example of
the former. Many CCS champions have viewed it as the key to continuing to exploit reliable coal assets
while capturing their greenhouse gas emissions. Southern is the United States’ leading champion of CCS.
However, many experts do not see the technology as currently viable, and it is increasingly implicated,
along with other underground injection techniques, in the recent proliferation of earthquakes across the
country, known as induced seismicity.

Engineers are working on methods to capture and store the carbon dioxide now emitted from coal-fired
power plants. CCS typically involves three steps—capture of CO; at the power plant; transport of the
high-pressure gas via pipeline to a storage site; and injection and storage of the CO, underground. While
the techniques to implement all three of these steps are well understood, significant challenges remain
in applying them at the scale and pace required to reduce greenhouse gas emissions. Barriers include
significant additional power consumption, increased water use, massive expansion of existing pipeline
networks, environmentally safe storage and induced seismicity.

There are currently 38 large-scale CCS projects in operation or construction around the world, of which
20 should be operational by the end of 2017. In recent years, insufficient financing and legislative sup-
port have inhibited growth in CCS, and these challenges persist. CCS remains expensive and, so far, its
prospects for economic viability are far from certain. At the same time, the Intergovernmental Panel on
Climate Change believes that some sort of carbon capture technology is essential to meeting the 2-de-
gree scenario.

Many utilities—Southern in particular—have invested massive sums in developing CCS plants and tech-
nologies. In economic terms, these costs are largely sunk, or unrecoverable, except to the extent that
regulators allow for some cost recovery through customer charges. According to economic theory, sunk
costs should not affect future decisions, but this could be a hard pill to swallow for investors, and even
for executive-level champions of such projects. Most CCS projects in the United States appear beset by
constant set-backs and cost overruns.

In January 2017, the first large-scale CCS plant in the United States became fully operational. The Petra
Nova plant, partially owned by NRG Energy, reportedly cost more than $1 billion. The plant operators
say it captures more than 90 percent of the CO; released from its coal combustion, which is subse-
guently used for enhanced oil recovery; this could add a revenue stream, but the underground injection
techniques are increasingly suspected of contributing to induced seismicity. The Petra Nova plant em-
ploys post-combustion carbon capture technology, which is different from the approach under develop-
ment at Southern’s Kemper plant, discussed in detail below.

Meanwhile, a coal-fired industrial plant in southern India has begun successfully capturing CO, emissions
and converting them to soda ash, also known as baking soda. The project’s developers say the process,
which will capture up to 60,000 tons of CO; each year, is the world’s first successful, industrial-scale ex-
ample of carbon capture and utilization. According to the developer’s press release, it costs just $30 per
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ton to capture the CO,, compared to the S60 to $90 per ton price tag that came with previous carbon
capture systems. The technology uses a form of salt to bond with CO, molecules exiting the plant’s
boiler system. The plant then reuses the captured gas to make soda ash, used in the manufacturing of a
variety of other products, including glass, paper, and detergents. It is too soon to tell what effect this
development might have on the broader market, but it seems possible that companies betting on larger
CCS projects that so far have proved uneconomic may find themselves outstripped by this more nimble,
effective technology. For additional discussion of CCS, please refer to Si2’s 2017 Briefing Papers on Cli-
mate Change and Environmental Management.

Southern’s Kemper County Energy Facility, in Mississippi, is designed to capture 65 percent of carbon
dioxide to be sold for enhanced oil recovery.® Kemper is the only integrated gasification combined cycle
(IGCC) plant being constructed in the United States that is designed to capture and store carbon dioxide
emissions the day it begins commercial operations. It has been fraught with operational delays and con-
troversy for years.

A scathing, in-depth investigation The New York Times published in July 2016 found that Southern offi-
cials had misled state regulators and the federal government to obtain financial incentives for the Kem-
per plant. Documents and recordings the paper received from a whistleblower detailed mismanagement
of the project by Southern and its regulated subsidiary, Mississippi Power. Those records and interviews
with “more than 30 current or former regulators, contractors, consultants or engineers who worked on
the project, show that the plant’s owners drastically understated the project’s cost and timetable, and
repeatedly tried to conceal problems as they emerged.”

When development began in 2008, the plant was originally slated to cost $2.8 billion for the 582 MW of
power production from gasified coal. The gasification process is supposed to enable the plant to sepa-
rate out carbon dioxide, which then would be buried underground. Now three years behind schedule,
the carbon capture part of the plant is still not online, and the price tag has surpassed $7 billion.

In a December 2, 2016, Form 8-K filing with the SEC, Southern said that it would once again push back its
target start-up date to January 2017, and that delays could cost the project an additional $25 million to
$35 million each month. It remains unclear who will pick up the tab for more than S4 billion in cost over-
runs for construction of the plant, but the company’s valuation and credit are likely to be affected nega-
tively, hurting investors.

Further, the SEC announced in May 2016 that it was launching an investigation into Southern and the
Kemper plant, which is continuing in 2017. Ratepayers also are suing Southern, alleging fraud. Depend-
ing on the outcome of the SEC investigation, the company could be liable for millions in subsidies from
the federal government and cost overruns from the plant.

In February 2017, Southern’s CEO Tom Fanning admitted that the Kemper plant is not economically via-
ble as a coal-burning power plant. The startling reversal came during an earnings call at a time when
Southern already faced intense scrutiny from federal and state regulators and the SEC, and as its Missis-
sippi Power Company subsidiary, the plant’s owner, faces a Moody’s downgrade over Kemper’s skyrock-
eting costs and failure to operate. Southern took a 27 percent hit to its fourth quarter net income be-
cause of Kemper schedule delays.

During the earnings call, Fanning acknowledged that Kemper can only be feasible if it runs on natural
gas, as financial analysts questioned him about a just-released economic viability study by Southern that

3 Enhanced oil recovery is the implementation of various techniques for increasing the amount of crude oil that can
be extracted from an oil field. It typically involves the injection of carbon dioxide into already developed oil fields.
As such, it is among the underground injection techniques that have been connected to induced seismicity in re-
cent years.
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found that low gas prices for the long term mean the plant cannot profitably gasify lignite in its gasifi-
ers. As recently as its 2016 Form 10-K filing, Southern was still insisting that it would have both gasifiers
operating by mid-March 2017. And in its 2017 proxy statement, the company conceded that while it rec-
orded estimated losses of $428 million in 2016 associated with the Kemper plant, it had “made signifi-
cant progress with construction and startup.” Southern also said its directors had met their targets for
Kemper’s annual objectives and that it paid them accordingly. In its discussion of its accounting princi-
ples, Southern noted that its earnings per share (EPS) calculation for the last three years reflects “esti-
mated probable losses” related to Kemper.

The Times investigation found:

The company and regulators were eager to qualify for hundreds of millions of dollars in federal subsidies
for the plant, which was also aggressively promoted by Haley Barbour, who was Southern’s chief lobbyist
before becoming the governor of Mississippi. Once in office, Mr. Barbour signed a law in 2008 that al-
lowed much of the cost of building any new power plants to be passed on to ratepayers before they are
built.

The Kemper situation has become of sufficient concern that a group of investors—the California State
Teachers’ Retirement System, the Local Authority Pension Fund Forum, the Nathan Cummings Founda-
tion and the Seattle City Employees’ Retirement System—have banded together to urge other Southern
shareholders to reject item 3 to approve executive compensation and to vote against two board nomi-
nees this year, saying in an April 24, 2017 SEC filing that “Top executive pay at [Southern] has become
increasingly decoupled from performance due to the Compensation and Management Succession Com-
mittee’s... decision to shield top executives from the financial impact of poorly executed key projects.”

Nuclear: Southern’s commitment to nuclear presents some of the same concerns related to high capital
cost projects and sunk costs as do its CCS efforts. Georgia Power’s nuclear plant Vogtle is currently over
budget by roughly $1 billion, and three years behind schedule. Toshiba-owned Westinghouse Electric
Company, the company responsible for designing and building the Vogtle nuclear reactors, filed for
bankruptcy protection in March 2017. Southern noted in its most recent Form 8-K that “The Contrac-
tor’s bankruptcy filing is expected to have a material impact on the construction of Plant Vogtle Units 3
and 4 and could have a material impact on Southern Company’s financial statements; however, the ulti-
mate outcome of these matters cannot be determined at this time.” Georgia Power has entered into an
Interim Agreement for the ongoing work and may face even greater delays and cost overruns as it is
forced to secure new contracts and absorb costs that may not be covered by Toshiba and Westinghouse.

The group of investors opposing this year’s executive compensation and two board nominees also high-
light the Vogtle plant problems, objecting to Southern’s representations in its 2017 proxy statement that
board members’ performance on “nuclear operations goals” had been “above target,” that “significant
progress” had been made on Kemper and Vogtle and that Southern had “performed well” on culture
goals. Similarly, management said Mr. Fanning had “demonstrated significant progress” on Kemper and
Vogtle and “maintained national leadership” on various issues.

Ceres emissions assessment: A January 2015 report prepared by M.J. Bradley & Associates for a consor-
tium that includes Bank of America, the Natural Resources Defense Council, Exelon and Ceres — Bench-
marking Air Emissions 2015 — compares power production and emissions of several pollutants for the
nation’s 100 largest power producers. The report focused attention on four companies, including South-
ern. It noted that Southern reduced its coal-fired generation by nearly half between 2000 and 2013
while increasing its gas-fired generation by more than a factor of twelve, thus reducing its total emis-
sions and rates over the same period. The company also installed emissions controls at numerous coal
plants. Yet, noted Ceres, Southern Company remains one of the largest emitters in the United States.
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Stranded carbon asset risk: In a January 2016 report, “Stranded Assets and Thermal Coal: An analysis of
environment-related risk exposure,” the University of Oxford’s Smith School of Enterprise and the Envi-
ronment found that “the environment-related risks facing the thermal coal value chain are substantial
and span physical environmental impacts, the transition risks of policy and technology responding to en-
vironmental pressures, and new legal liabilities that may arise from either of the former.” The report
specifically evaluated the top 100 global utilities by coal-fired generation capacity for their risks related
to asset stranding. The report ranked utilities’ risk along a variety of scenarios associated with asset
stranding:

e Carbon Dioxide Intensity: The more carbon-intensive a coal-fired power station, the more likely
it is to be negatively affected by climate policy, whether through carbon pricing, emissions per-
formance standards or similar measures.

e Plant Age: Older power stations create risk for utilities in two ways: they are more vulnerable to
regulations that might force their closure, and they increase the likely cost of site remediation
requirements.

e Local Air Pollution: Coal-fired power stations in locations with high population density and seri-
ous local air pollution are more at risk from regulation and emission abatement technology re-
quirements, or even operation cessation.

e Water Stress: Power stations located in areas with higher physical baseline water stress, or in
areas characterized by water conflict or regulatory uncertainty, are at higher risk of forced oper-
ational reduction or cessation, or of profit impairment by water pricing.

e Coal Quality: Coal-fired power stations that use lignite—which emits the most carbon dioxide of
any coal type—are more at risk than those that use other forms of coal.

e (CCS Retrofitability: Coal-fired power stations that are not suitable for carbon capture and stor-
age (CCS) technology retrofit might be at greater risk of premature closure.

e Future Heat Stress: Climate change will exacerbate heat stress on power stations, as higher am-
bient local temperatures decrease power station efficiency and exacerbate water stress.

The following table shows the 12 U.S. utilities from the Si2 research universe that were also covered in
the Oxford study, along with their risk ranking for each scenario from 1 to 100. Southern ranks second

lowest on the risk scale, with its greatest risks associated with its aging plants and the quality of its coal
sources.

Stranded Carbon Asset Risk Ranking

i i = L ~

o ~ 5 x | X x ] e

Z & 55| 4 > 2% | v | 3

(7] a o [ = = © O x [~
Company < g s x | 2 S S | T 2 "

= < .& 2 — v =% [] >

E —_ e Q d o .2 - s

SE|EE|%s5|E5|25|8% 28| 25

Oc |ae | 85|32 |02 | 0f | 28| T
AEP 65 87 20 1 62 100 83 59.7
NRG Energy 70 92 22 1 69 100 58 58.9
Ameren 74 96 26 1 1 100 100 56.9
DTE Energy 71 97 27 1 1 100 100 56.7
AES 64 71 31 62 1 100 32 51.6
Entergy 52 72 11 1 1 100 100 48.1
Xcel Energy 40 59 5 73 1 100 54 47.4

Copyright 2017, Si2


http://www.smithschool.ox.ac.uk/research-programmes/stranded-assets/satc.pdf
http://www.smithschool.ox.ac.uk/research-programmes/stranded-assets/satc.pdf

Si2 Action Report 2017

Environment (Climate Change) — Southern — 14

Stranded Carbon Asset Risk Ranking
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Southern 51 79 13 1 60 31 47 40.3
PPL 32 56 4 1 1 20 65 25.6

Southern does not directly address the possibility of carbon asset stranding in its public communica-
tions, except to note once in its 2016 Form 10-K that asset stranding could result from a decline in en-
ergy demand. Notably, studies have shown energy demand to be plateauing or even dropping slightly in

many U.S. markets.

Political spending: Longstanding
public concern about the extent and
nature of corporate political influ-
ence on elections and regulations is
reflected in shareholder campaigns
urging more board oversight and
disclosures of expenditures. Election
spending oversight and disclosure of
direct expenditures from the corpo-
rate treasury has substantially in-
creased since the turn of the dec-
ade, spurred by concern about the
loosening of campaign finance laws
by the 2010 Citizens United Supreme
Court decision. More companies
have begun to follow suit when it
comes to direct lobbying oversight
and transparency, as well. Transpar-
ency about indirect spending re-
mains a key point of contention,
however.

It is difficult to obtain consistent,
complete and reliable data on com-
panies’ political activity spending.
The data are available in various, of-
ten noncomparable forms in some
states, and are not disclosed in oth-
ers. Last year, Si2 compiled currently
available data on the election

Company 2014 | 2013 | 2012 Spending Total
NRG Energy 1.46% | -0.58% | 1.30% $12,242,642.22
FirstEnergy 1.08% | 0.70% | 0.51% $14,708,586.00
Southern 0.65% | 0.78% | 0.67% $64,464,600.00
Duke Energy 0.56% | 0.25% | 0.50% $36,045,186.63
Pepco Holdings 0.54% | -0.63% | 0.46% $6,259,580.00
AEP 0.46% | 0.55% | 0.72% $34,239,756.95
Ameren 0.44% | 0.71% | -0.31% $11,704,035.69
Entergy 0.40% | 0.59% | 0.55% $20,452,936.21
Exelon 0.36% | 0.31% | 0.79% $33,764,804.00
CMS Energy 0.30% | 0.35% | 3.58% $19,166,893.85
PG&E 0.30% | 0.55% | 0.44% $17,747,952.72
DTE Energy 0.25% | 0.29% | 2.37% $21,045,957.73
Dominion Resources | 0.24% | 0.20% | 1.06% $14,213,492.06
NiSource 0.24% | 0.21% | 0.23% $5,022,522.90
Sempra Energy 0.24% | 0.21% | 0.26% $10,463,150.00
PSEG 0.23% | 0.30% | 0.30% $17,596,027.54
NextEra Energy 0.21% | 0.24% | 0.27% $21,319,375.00
Xcel Energy 0.21% | 0.25% | 0.23% $10,336,950.93
CenterPoint Energy 0.17% | 0.67% | 0.55% $5,867,350.54
Edison International | 0.17% | 0.28% | -2.99% $11,582,214.90
Eversource Energy 0.11% | 0.15% | 0.25% $5,367,000.00
Consolidated Edison | 0.08% | 0.07% | 0.09% $4,236,631.00
PPL 0.07% | 0.12% | 0.12% $6,470,861.35
AES 0.04% | 0.37% | 0.04% $2,197,385.60
ONEOK 0.03% | 0.05% | 0.05% $506,280.00

* Political expenditures divided by net revenue
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spending of our research universe
companies at the federal level and in

the states, and federal lobbying. Recipier.1t _ : . 208 2016
Parsing the nature of each line-item 58t Pr(?5|dent|al Inauguration Comm.ltt'ee -- | $100,000
for its relevance to climate policy ex- RepubI!can Attorneys 'Genera'l A'ssouatlon $35,000 $85,000
ceeded the scope of the project, but RepubI!can Governors AssFJC|at|on . $150,000 | $103,529
. Republican State Leadership Committee $50,000 | $50,000
using thef;e da"[a. we calcul.ate‘d each Democratic Governors’ Association $85,000 | $50,000
company’s political spending inten- Congressional Black Caucus Institute -- | $$35,000
sity for the most recent three years Congressional Leadership Fund -- | $25,000
for which complete data were availa-  ["pemocratic Legislative Campaign Committee - | $12,000
ble, dividing the company’s political Total $345,000 | $460,529

expenditures by its net revenues in

the same year. Results also are available using the same approach for companies’ aggregate spending by
party, incumbency, state and type. The intensity figures in the preceding table are based on reported
spending figures in a variety of categories. Southern stood out in 2013 and 2012, and over the three
years examined spent by far the most—more than $64 million.

Southern provides limited disclosure of its political contributions. The table above shows the political
contributions Southern says it made in 2015 and 2016 at the parent company level. More than 75 per-
cent of those donations in 2015 and more than 60 percent in 2016 were to Republican interests. The
company also reports the politi-

cal contributions of its Georgia 0 e U U16 Irade

ASSOociation Contributio

Power and Gulf Power, as shown | Recipient 2015 2016

in the table at right, which skew | y.s. chamber of Commerce $472,500 | $787,500
similarly toward Republican re- Edison Electric Institute $390,167 | $406,892
cipients. These figures, even Electricity Reliability Coordinating Council $193,340 $193,764
when tallied all together, fall dra- | Business Round Table $128,558 $115,150
matically short of the political American Coalition for Clean Coal Technology | $100,000 | $100,000
spending figures Si2 calculated Nuclear Energy Institute $82,763 $79,004
for Southern in our report pub- National Association of Manufacturers $32,763 $32,763
lished in April 2016. Clearly, Reforming America’s Taxes Equitably $25,000 $37,500
Southern is not disclosing the full LTotal $1,424,531 | $1,752,573

scope of its political spending.

Public policy positions: While Southern makes no public disclosures of its public policy positions, the
company has a long history of promoting research that seeks to undermine established scientific con-
sensus on climate change. The company provided at least $409,000 in funding to Dr. Wei-Hock “Willie”
Soon, an astrophysicist who claims that variations in the sun’s energy can largely explain recent trends in
global warming. Although the vast majority of the scientific community has dismissed Dr. Soon’s work,
politicians seeking to block climate change legislation have repeatedly pointed to his publications to sup-
port their arguments. Southern allowed Dr. Soon’s contract with the company to expire at the end of
2015.

In the lead-up to the EPA’s proposed utility emissions rules in 2014, Southern was the highest spending
company/trade group lobbying the EPA. The Atlanta Journal Constitution reported in 2013 that the com-
pany had lobbied for years against federal mercury rules before it was forced to shut down 15 coal and
oil-fired units that were out of compliance with the standards.
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Florida’s Amendment 1 campaign: On Election Day 2016, voters in Florida rejected Amendment 1, a
controversial ballot measure that would have amended the state constitution to pave the way for more
restrictions and fees for solar customers.

A utility-backed political committee called Consumers for Smart Solar was behind the campaign for
Amendment 1, entitled “Rights of Electricity Consumers Regarding Solar Choice.” Southern was among
the utilities supporting Consumers for Smart Solar, as was Duke Energy. Amendment 1 was originally a
defensive measure from utilities, intended to undermine a rival amendment that Floridians for Solar
Choice—a bipartisan coalition of solar advocates—was proposing, which would have expanded rooftop
solar availability by allowing homeowners and businesses to sell excess generation to third parties. That
proposal did not make it to Florida’s ballot, but the utilities continued their efforts to promote Amend-
ment 1.

In March 2016, the Florida Supreme Court narrowly ruled 4-3 to allow the petition to appear on the No-
vember ballot. Justice Barbara Pariente, one of the three dissenting judges, wrote in her dissent:

Let the pro-solar energy consumers beware. Masquerading as a pro-solar energy initiative, this proposed
constitutional amendment, supported by some of Florida’s major investor-owned electric utility compa-
nies, actually seeks to constitutionalize the status quo. The ballot title is affirmatively misleading by its
focus on “Solar Energy Choice,” when no real choice exists for those who favor expansion of solar energy.
The ballot language is further defective for purporting to grant rights to solar energy consumers that are
illusory; and failing, as required, to clearly and unambiguously set forth the chief purpose of the proposed
amendment—to maintain the status quo favoring the very electric utilities who are the proponents of this
amendment...

As | more fully explain, the biggest problem with the proposed amendment lies not with what the [ballot]
summary says, but rather, with what it does not say... What the ballot summary does not say is that there
is already a right to use solar equipment for individual use afforded by the Florida Constitution and exist-
ing Florida statutes and regulations. It does not explain that the amendment will elevate the existing
rights of the government to regulate solar energy use and establish that regulatory power as a constitu-
tional right in Florida. This is a glaring omission, especially since rights enshrined in the Constitution are
generally intended to limit, rather than grant, governmental power... This ballot initiative is the proverbial
“wolf in sheep’s clothing.”

Voters rejected the amendment after Floridians for Solar Choice opposed the measure, and a series of
eleventh-hour revelations called into question the proponents’ purported goal to expand solar genera-
tion.

Over the course of 14 months, the four large power companies in Florida—Duke Energy, NextEra En-
ergy’s Florida Power & Light, Southern’s Gulf Power and Tampa Electric Company—along with organiza-
tions funded by these and other fossil fuel companies, contributed more than $24 million to the Con-
sumers for Smart Solar campaign. Only $305 of the $26.1 million total contributions came from individ-
ual donors. The following graphic shows the flow of money to the campaign.
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Amendment 1 originally had appeared destined for easy passage. Consumers for Smart Solar promoted
the amendment as protecting consumers and encouraging solar expansion, without explaining that the
amendment would have paved the way for new fees and costs to rooftop solar users.

However, the situation began to shift in mid-October 2016, when leaked audio of a key Amendment 1
backer featured him acknowledging that the utilities had promoted the amendment as being pro-solar
in an act of “political ju-jitsu.” He described the amendment as “an incredibly savvy maneuver” that
“would completely negate anything they [pro-solar interests] would try to do either legislatively or con-
stitutionally down the road.” The story spread rapidly, and bolstered the opposition campaign. Florida’s
Governor, Bob Graham, decried the proposal as “deceptive,” saying it would have accelerated the de-
cline of solar power as an energy source in Florida.

Only days before Election Day, Florida’s professional firefighters’ union withdrew its support for Amend-
ment 1, saying many of its members viewed it as deceptive, including in its portrayal of solar panels as a
fire hazard. Ultimately, the amendment failed.

Industry and Investor Initiatives

Climate risk analysis and disclosure: On December 14, 2016, a 20-nation task force released guidelines
for voluntary climate risk disclosure by companies and investors in financial filings. The Task Force on
Climate-Related Financial Disclosures (TCFD), set up by Bank of England Governor Mark Carney in his
role as head of the G20’s Financial Stability Board, recommends that all companies “describe the poten-
tial impact of different scenarios, including a 2°C scenario, on the organization’s businesses, strategy,
and financial planning,” and provides more specific guidance for companies in the oil and gas, coal and

Copyright 2017, Si2


http://www.miamiherald.com/news/politics-government/election/article113449438.html
https://www.fsb-tcfd.org/publications/recommendations-report/

Si2 Action Report 2017 Environment (Climate Change) — Southern — 18

electric utilities sectors due to the unique vulnerabilities of these industries. The TCFD offered 11 spe-
cific recommendations for all industries, divided into four topics: governance, strategy, risk management
and metrics and targets. They include:

e All companies should benchmark strategic and financial planning using a 2-degrees Celsius eco-
nomic scenario as their baseline for analyzing climate risks and opportunities. (As discussed ear-
lier in this report, even two degrees Celsius of average global temperature increase could be too
much to prevent catastrophic impacts.)

e All companies should disclose information related to water, energy usage and efficiency, land
use and revenues from products and services designed for a low carbon economy.

Southern’s peers NRG Energy, Xcel and Enel (in Italy) have set greenhouse gas emission targets aligned
with achieving a 2-degree scenario. BHP Billiton, a global mining, metals and petroleum company, has
adopted a planning process that “uses scenario analysis to encompass a wide spectrum of potential out-
comes for key global uncertainties.” In a 2015 report, BHP Billiton outlined four possible scenarios rang-
ing from an orderly transition to a 2-degree world to a shock event that leads to a much more rapid
transition to a 2-degree Celsius world by 2030.

Shareholder Support for This Proposal

On April 10, 2017, the California Public Employees’ Retirement System (CalPERS) announced that it
would vote in favor of this proposal and encouraged other shareholders to follow suit. CalPERS is the
largest state public pension fund in the United States with $311 billion in total assets under manage-
ment, and owns approximately 2,931,000 shares in Southern. CalPERS explained its reasoning in an SEC
filing:

After completing a review of the CalPERS global equity portfolio, we identified 100 companies as signifi-
cant carbon emitters responsible for over 50% of the portfolio’s total carbon emissions. CalPERS defines
these companies as systemically important carbon emitters (SICEs) — with Southern Company being one
of them. Further, we believe proposal #6 is of particular significance in light of the global consensus re-
garding climate change and emission reduction targets reflected in the Paris Agreement. The importance
of the proposal’s request is also underscored by the efforts of Financial Stability Board (FSB), an interna-
tional body mandated by G-20 leaders to develop efficient climate-related financial risk disclosures.

Consistent with the CalPERS Investment Beliefs, we believe effective management of environmental fac-
tors, including those related to climate change risk increase the likelihood that companies will perform
well over the long-term.

Il. Proponent Positions

The lead proponent, the Sisters of Saint Dominic of Caldwell, has been a leader in proposing shareholder
resolutions on climate change since the issue came to public attention. It is concerned about growing
evidence that governments and companies must significantly constrain greenhouse gas emissions to
prevent catastrophic impacts to the environment and society. The proponent notes hydrocarbons’ par-
ticular risk under carbon-limiting scenarios, given their heavy contribution to greenhouse gas emissions.
The proponent observes the heretofore accepted limit of 2 degrees Celsius of warming, and seeks fur-
ther information on Southern’s strategy for aligning its business operations with this scenario.

The proponent acknowledges that Southern has already had a “proactive response toward the low-car-
bon transition” by expanding its renewable generation projects and assets, working to develop CCS and
more. However, the proponent believes that “accelerated efforts are necessary.” It notes that Southern
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remains the third heaviest greenhouse gas emitter in the United States, and calls out Southern’s rela-
tively poor ranking on energy efficiency in a 2016 benchmarking report.

The proponent sees particular threats to current utility business models as a result of global climate
change regulation and “new technologies.” Accordingly, the proponent asserts that investors need to
know how the company is planning to adapt to these challenges.

The proponent acknowledges that rates “must be designed for maximum flexibility to achieve climate
objectives while providing just and universal access to electricity services, including affordable services
to low-income customers.” The proponent further recognizes that the highly regulated nature of South-
ern’s industry can constrain “innovation for the low-carbon transition,” and suggests that the company
could respond by demonstrating a “willingness to work with regulators to develop frameworks to cata-
lyze the low-carbon transition.” The proponent points to Minnesota as an example of a state where
stakeholders are collaborating in such a fashion. “Proponents offer this supportive but stretching resolu-
tion to urge Southern to position itself to thrive for the long-term in a decarbonized energy sector.”

The proponent further suggests that the report include:

e Plans to integrate technological, regulatory, and business model innovations such as: distributed energy
resources (storage and generation), demand response, smart grid technologies, and increased customer
energy efficiency, as well as corresponding revenue models and rate designs.

e Information on aligning incentives, research and development, public policy positions, engagement strat-
egy with state regulators, and board governance with Southern’s business plan compatible with this strat-

egy.

Ill. Management Position

Southern’s board of directors asserts that the company has “a responsibility to balance environmental
objectives with [our] commitment to provide affordable power to customers in a safe and reliable man-
ner.” Management says that in keeping with that objective, it is pursuing a diverse portfolio of genera-
tion assets along with an emphasis on energy efficiency. The board points to its carbon capture projects
and other development-stage initiatives as evidence of its efforts to constrain greenhouse gas emis-
sions.

Management says that its existing resource planning process already addresses “many of the concerns
contained in the proposal,” including by recognizing the various regulatory pressures it is likely to face in
the near future. The board says it uses a “scenario planning approach” to evaluate carbon constraints of
various stringencies in the near and long term, and their impacts on the company’s “unit retirement, ret-
rofit control, and new generation addition decisions.” The company says its preliminary estimate of its

2016 absolute greenhouse gas emissions is approximately 28 percent lower than 2005 levels.

Management goes on to detail the numerous regulatory regimes under which it operates, asserting that
its environmental compliance strategy is “designed to assure compliance with all applicable laws and
regulations at the lowest reasonable cost to consumers.” The board also asserts that it already publishes
much of the information the proponent seeks in its existing disclosures, and says it has actively engaged
stakeholders on environmental issues since 2011.

The board concludes by saying that it does not believe the requested report is in the best interests of
shareholders or the company because Southern already has strong climate change strategies in place,
considers carbon constraints in its planning, is subject to extensive regulation and reports adequately on
these matters.
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IV. Analysis
Key Points at Issue
e Is Southern’s management of climate change risk sufficient?

e Does Southern adequately account for the possibility of a scenario in which greenhouse gas
emissions are constrained in keeping with a maximum of 2 degrees Celsius of warming, and re-
port sufficiently on these efforts to shareholders?

For additional analysis, please refer to Si2’s 2017 Briefing Papers on Climate Change and Environmental
Management. The following analysis is specific to Southern.

Southern is one of the largest power generators in the United States. The company is the country’s third
heaviest emitter of greenhouse gases, even as it is also the largest absolute generator of renewable
power (including hydro) in the United States.

The proponent raises concerns about growing evidence that anthropogenic climate change is already
having serious impacts on the environment and society, that these impacts are highly likely to increase
in severity and that global regulatory bodies will take increasingly stringent steps to constrain the green-
house gas emissions that are responsible for the majority of atmospheric warming. The proponent spe-
cifically raises the 2-degree scenario, which reflects what had been a general scientific consensus that
average global temperatures must not increase more than 2 degrees Celsius for catastrophic impacts to
be averted. Recent research, however, strongly suggests that even 2 degrees of warming would be dev-
astating, and the most recent discourse is turning toward a 1.5-degree scenario. Within this context, the
proponent wants to know more about how Southern is planning for a transition to this new, low-carbon
future.

The Paris climate treaty reached in December 2015 initially prompted optimism from many about new
prospects for a real shift in global government action to address climate change. The outcome of the
2016 presidential election and the new Trump administration’s stated intention to abandon many of the
U.S. existing climate initiatives may delay some movement at the federal level. Nonetheless, many large
institutional investors are convinced that companies and governments must take urgent action to ad-
dress climate risks; they are paying ever closer attention to how their portfolio companies are strategi-
cally situated to handle climate-related risks and opportunities, despite the continuing U.S. political dys-
function that puts meaningful national energy legislation out of reach in the short term. Many analysts
believe that regulation is inevitable, given the scope and impact of the problem, and that if such regula-
tion is delayed, it will constitute a greater shock when it is ultimately passed. They argue that companies
would create a strategic advantage by adjusting their business models now. Indeed, many leading global
asset managers are now advocating for greater climate change risk management and disclosure, and do
not believe that a temporary shift in U.S. policy will derail decarbonization efforts. Furthermore, states
may step up climate change mitigation efforts in the face of federal inaction and some, particularly Cali-
fornia, are already demonstrating their determination to do so.

Some utility peers and other energy companies are providing the type of information suggested by the
proponent, or outlooks with the suggested timeframe; NRG Energy, Xcel and Enel, for instance, have set
greenhouse gas emission targets aligned with achieving a 2-degree scenario, while ConocoPhillips,
Statoil and BHP Billiton have conducted 2-degree scenario analyses through 2040. While other utilities
faced with the same proposal this year argue that they are not in a position to make projections about
regulatory and societal developments out to 2050, Southern does not discuss this, instead simply saying
that it already substantially complies with the essence of the proposal. However, the company provides
virtually no discussion of non-regulatory climate change risk.
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Southern currently has very limited renewable fuel sources in its generation mix, but the company has
significant assets in its development pipeline that would put it ahead of most other utilities in this re-
gard. Southern exhibits mixed results on its emissions performance and disclosure, reporting its data in a
manner that is unwieldy and at times misleading. It has no greenhouse gas emissions reduction goals.
The company offers almost no explicit discussion of climate change. Southern’s Kemper facility has seen
multiple setbacks, including significant cost overruns, ongoing delays in operational launch and a result-
ant downgrading of its parent utility’s credit rating. The facility’s future is far from certain, not only be-
cause of the questions surrounding economic viability, but also because of significant evidence that has
emerged in the last few years that underground injection techniques such as CCS are responsible for a
recent substantial increase in seismic events in the United States. Most recently, Southern’s CEO has
acknowledged that Kemper may only be viable if it runs on natural gas, undermining the entire value
proposition of CCS.

Perhaps the most salient aspect of this year’s proposal, however, is the recognition that while regulated
utilities face imposed rate structures that can functionally disincentivize the wide deployment of tech-
nologies that would contribute to a low-carbon energy system, these utilities have the option to work
with stakeholders to develop new frameworks that promote a low-carbon transition. The available evi-
dence does not suggest that Southern is pursuing such a strategy. Indeed, Southern’s lobbying efforts
have appeared to work against clean energy efforts in some states, and its political spending for the last
five years outpaced the next highest spender by a factor of two. While Si2’s analysis did not attribute
the nature of that spending, it stands to reason that the company’s spending aims would align with its
lobbying efforts. Southern also says that it only supports distributed generation that does not increase
costs to other ratepayers. Shareholders will need to evaluate whether Southern appears to be working
for or against a low-carbon future, and whether they have enough information to make this determina-
tion.

Voting Considerations

Votes in favor: Investors who share the proponent’s view that Southern is not doing enough to respond
to a probable low-carbon future are likely to support the proposal. These shareholders are likely to
share the proponent’s concern that even as Southern has taken important steps toward reducing its
greenhouse gas emissions, these measures do not go far enough in preparing the company for the trans-
formations underway in the utility sector. These investors may also agree that regulated utilities have
the opportunity to be partners with regulators in changing a legacy rate structure to catalyze new, low-
carbon systems development, and that Southern should be pursuing such a strategy.

Votes against: Investors who are satisfied with the company’s existing reporting on climate change and
related risks will vote against the resolution. They are likely to agree with management that the com-
pany’s current initiatives are adequate, and to view Southern’s expansion of renewable energy deploy-
ment as evidence of this. Shareholders may also vote against the proposal if they believe that regulated
utilities are subject to rate structures over which they have no influence.

Resources

e Southern’s 2016 Form 10-K
https://www.sec.gov/Archives/edgar/data/3153/000009212217000007/s0_10-kx12312016.htm

e Southern’s 2017 Proxy Statement
https://www.sec.gov/Archives/edgar/data/92122/000120677417001122/southern3153221-
defl4a.htm
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e Southern’s 2016 Carbon Disclosure Report

http://www.southerncompany.com/content/dam/southern-company/pdf/reports/CarbonDis-
closureReport2016.pdf

e The Top 25 U.S. Electric Utilities: Climate Change, Corporate Governance and Politics

http://irrcinstitute.org/reports/the-top-25-u-s-electric-utilities-climate-change-corporate-govern-
ance-and-politics/
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