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Cities RFI 2-1: 
Provide all presentations made since May 2014 to financial analysts and rating agencies that 
reference Oncor Electric Delivery Company LLC ("Oncor). 

RESPONSE:  
Pursuant to an agreement among counsel, this request is limited to information related to the 
transaction being considered in this proceeding and not any prior transactions or negotiations. 
Subject to that limitation, NextEra Energy provides the following response: 

In regards to investor presentations made to financial analysts that reference Oncor, such investor 
presentations have been made public and can be found on the NextEra Energy Investor 
Relations website at the following web address: 

http://www.investor.nexteraenergy.com/phoenix.zhtml?c=884868cp=irol-presentations  

Regarding presentations to rating agencies, see highly sensitive items 1 through 4 on the attached 
voluminous index to this response. 

Regarding other investor relations presentations made, see items 5 through 6 on the attached 
voluminous index to this response. 

The response to this request is voluminous, as noted on the attached voluminous index, and 
contains highly sensitive protected documents. The materials are being provided pursuant to the 
terms of the Protective Order in this docket. Additionally, please note that the redactions 
reflected on the responsive documents are redacted to remove non-Oncor information. 

This response was prepared by or under the direct supervision of Mark Hickson, Senior Vice 
President of Corporate Development, Strategy, and Integration. 
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VOLUMINOUS INDEX . 

1. Moody's Rating Assessment Service (May 4, 2016), 37 pages (HSPM) 

2. Fitch's Ratings Service (May 4, 2016), 43 pages (HSPM) 

3. Standard & Poor's Rating Evaluation Service (March 27, 2015), 67 pages (HSPM) 

4, 	Standard & Poor's Rating Evaluation Service- Timelines and Business Mix (March 27, 
2015), 5 pages (HSPM) 

5. Dublin Investor 1Vieetings (October 4, 2016), 51 pages 

6. West Coast InveStor Meetings (October 5, 2016 — October 7, 2016), 51 pages 
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Page 1 of 1 

Cities RFI 2-2: 
Provide all presentations made to the NextEra Board of Directors since May 2014 that reference 
potential acquisition of Oncor. 

RESPONSE: 
Pursuant to an agreement among counsel, this request is limited to information related to the 
transactions being considered in this proceeding and not any prior transactions or negotiations. 
Subject to that limitation, NextEra Energy provides the following responsc: 

See NextEra Energy's Highly Sensitive Attachment l to this response which represents the 
presentations prepared for the NextEra Energy Board of Directors. The redactions represent 
protected attorney client privileged communications. 

This response was prepared by or under the direct supervision of Mark Hickson, Senior Vice 
President of Corporate Development, Strategy, and Integration. 
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Page 1 of 1 

Staff RFI 1-16: 
Refer to the Direct Testimony of IVIark Hickson, page 21, lines 4 to 16 and page 23, lines 4 to 9. 
Please: 

a. Provide the detailed financing plans for NextEra's acquisition of EFFIIEFIH and TTFIC/TTI 
respectively. 

b. Provide the issuer, amouhts, timing, and specia types of securities that will "rebalance the 
capital structure," as stated in the testirnony. 

RESPONSE:  
a. Although NextEra Energy has not yet finalized .  its financing plan for ,the acquisitions of 

EFH/EF1H and TTHC/1-1 E, NextEra Energy ,intends to fund the Proposed Transactions with 
a mix of equity, asset sale proceeds, and 'debt. On August 8, 2016, NextEra issued $1.5 
billion of equity units to fund a portion of the proposed acquisition of EFFIIEFIH. On 
November 1, 2016, NextEra entered into a forward sale agreement in which it committed to 
issue 12 million shares of common equity by no later than November 1, 2017, in exchange 
for approximately $1.5 billion, which will be used to fund, a portion of the TTHC/TTI 
acquisition. Additionally, frorn time to time, NextEra Energy sells non-core assets as a 
means of recycling capital. During 2016, NextEra Energy sold four gas-fired generation 
assets and a fiber optics business for total combined consideration of $3.85 billion. Although 
not yet finalized, the remaining amounts are expected to be funded primarily with debt, in a 
manner that will allow NextEra Energy to maintain its strong credit ratings. 

h. As stated above, the Company has not finalized plans related to the amounts or timing for the 
remaining 'financing needs. With respect to the issuer, NextEra Energy Capital Holdings, 
Inc. is the issuer of debt and NextEra Energy, Inc. is the issuer of equity. As stated in Mr.-
Hickson's Direct Testimony, NextEra intends to rebalance its capital structure in a manner 
that will allow NextEra Energy to maintain its strong credit ratings: 

This response was prepared by or under the direct supervision of Mark Hickson, Senior Vice 
President of Corporate Development, Strategy, and Integration. 
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Staff RFI 1-27: 
Refer to the Direct Testimony of John Reed, Exhibit JR-6, page 23. S&P states: "If at any point 
it appears that NextEra is unable to achieve effective control over Oncor resources and cash 
flows, thereby not realizing the benefits to its business risk profile, then we would expect 
NextEra to rapidly de-lever to achieve FFO to debt of at least 26%, absent which NextEra's 
credit profile would deteriorate and we would lower the ratings?' Please provide the deleveraging 
changes in the NextEra financial structure that would need to be implemented under this scenario 
that would preserve its current ratings. 

RESPONSE: 
Assuming Standard & Poor's adjusted FFO for both NextEra and Oncor to remain consistent 
with 2015 levels, which totaled roughly $7.4 billion, deleveraging to achieve FFO to debt of at 
least 26% from the projected 18% level would imply a reduction in adjusted debt of roughly 
$12.6 billion. 

It is important to understand that this scenario presumes that (1) NextEra does not achieve 
effective control over Oncor, and accordingly, (2) NextEra's credit profile would not be linked 
with Oncor's credit profile. As discussed in Mr. Reed's Direct Testimony, and suggested by the 
S&P statement quoted in this RF1, if the companies credit profiles are not linked, it is expected 
that NextEra Energy could not restructure the EFIH and EFH debt without negatively impacting 
NextEra's credit ratings. As discussed in the Direct Testimonies of Mr. Reed and Mr. Hickson, 
in order to avoid this deleveraging requirement and maintain NextEra's current credit ratings, 
NextEra would not close the EFH transaction and the financial benefits of the transaction, 
including improvements to Oncor's ratings, would not be created. 

This response was prepared by or under the direct supervision of John Reed, Chairman and CEO 
of Concentric Energy Advisors and Mark Hickson, Senior Vice President of Corporate 
Development, Strategy, and Integration of NextEra Energy. 

24 
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Page 1 of 1 

Staff RFI 1-31: 
R.efer to the Direct Testirnony of Mark Hickson, page 28, lines I to 6. This passage indicates that 
the inclusion of government restrictions would cause NextEra to not close on the transactions 
due to Credit downgrades. However, NextEra deleveraging would also preserve NextEra credit 
ratings, as noted by S&P. Please explain why NextEra would not use this credit strategy. 

RESPONSE:  
Standard & Poor's Group Rating Methodology identifies certain governance restrictions which 
would cause Oncor to be de-linked from NextEra Energy's credit profile. Not only would these 
governing restrictions result in Oncor being unable to benefit from NextEra Energy's strong 
credit profile that supports its A- rating, but also NextEra Energy's business risk profile would 
not 'improve to the 'Excellent' category from its current 'Strong' category, which is also an 
important cornponent of this transaction as it allows NextEra Energy to deliver a lower 
FFO/Debt while maintaining its current A- rating. NextEra Energy is a publicly traded company 
and has obligations not only to serve its customers but also a fiduciary responsibility to its 
shareholders. A scenario in which NextEra Energy delevers to fund the acquisition with a 
significant amount of equity that would be required to preserve its existing rating, without a 
commensurate improvement in business risk profile, would result in the transaction being 
significantly dilutive to shareholders. In addition, the substantiál equity required, which is 
multiples of NextEra Energy's typical equity issuances, may not be obtainable or at reasonable 
terrns, if at all. Accordingly, if these governance restrictions were required of NextEra Energy, 
the transactions would not close. 

This response was prepared by or under the direct supervision of Mark Hickson, Senior Vice 
President of Corporate Development, Strategy, and Integration. 

27 
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Staff RFI 1-62: 
Refer to page 16 of the Direct Testimony of Mark Hickson, stating that." ... NextEra Energy's 
subsidiary FPL weathered the effects of the financial crisis of 2008-2010 without significant 
degradation of its access to capital. and continued to execute on its investment program .... 
Please: 
a. Detail the NextEra and FPL capital structure and access to capital before that "crisis." 
b. Compare those structures with the current NextEra and FPL capital structure and access to 

capital. 
c. Compare those structures and access to capital from part (a) with those expected for NextEra 

and Oncor immediately post-acquisition. 

RESPONSE: 
a. At December 31, 2007, prior to the financial crisis of 2008-2010, NextEra Energy 

(Company) and FPL had a capital structure that consisted of 44% and 55% equity, 
respectively. as calculated on a GAAP basis (i.e., equity/(total debt + equity)). At that same 
time, NextEra Energy had access to revolving lines of credit and term loan facilities that 
totaled $6.75 billion, of which $2.75 billion was for FPL. In addition, NextEra and FPL had 
total assets of $40.1 billion and $24.0 billion, respectively. and credit ratings by Standard & 
Poor's, Moody's, and Fitch of A, A2, and A, and A, Al, and A. respectively. 

b. At September 30, 2016, the date of the Company's most recently Filed Form 10-Q. NextEra 
Energy and FPL had a capital structure that consisted of 44% and 59% equity, respectively, 
as calculated on a GAAP basis (i.e., equity/(total debt + equity)). At that same time. NextEra 
Energy had access to revolving lines of credit that totaled $9.86 billion, of which $4.0 billion 
was for FPL. In addition, NextEra and FPL had total assets of $87.9 billion and $44.6 
billion, respectively, and credit ratings by Standard & Poor's. Moody's. and Fitch of A-, 
Baal. and A- and, A-. Al, and A, respectively. 

c. Although NextEra Energy has not finalized the balance of it financing plan as it relates to the 
Proposed Transactions, the Company expects to maintain a balanced capital structure of 
roughly 60% debt and 40% equity. The Company places immense importance on the 
strength of its balance sheet and will ensure a balanced mix of financings and asset sale 
proceeds are used such that its current ratings are maintained following the closing the 
transaction. Further. we expect Standard and Poor's to upgrade Oncor to A- from BBB+, 
Moody's to upgrade Oncor's senior secured rating by two notches to A I frorn A3, and at 
least a one-notch upgrade at Fitch to BBB+ from BBB. The Company also expects to 
maintain strong access to capital through the credit facilities that are currently available to 
NextEra, FPL and Oncor. 

This response was prepared by or under the direct supervision of Mark Hickson. Senior Vice 
President of Corporate Developrnent, Strategy. and integration. 
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STATE OF ALASKA  

THE REGULklORY COMMISSION OF ALASKA 

1 

2 

3 

4 

5 

6 

Before Commissioners: . T.W. Patch, Chairman 
Kate Giard' 
Paul F. Lisankie 
Robert M. Pickett 
Janis W. Wilson 

7 
In the Matter 'of the Application for Authority to ) 
Acquire a Controlhng Interest in COOK INLET ) 
NATURAL GAS STORAGE ALASKA, LLC by ) 
AltaGas Utility Holciings (U.S.) LLC 

„ 8 

9 

U-12-006 

ORDER NO. 5 

10 

QRDER APPROVING „JOINT APPLICATION FOR AUTHORITY 
TO ACQUIRE CONTROLLING INTEREST IN COOK INLET NATURAL GAS 

STORAGE ALASKA, LLC 

BY THE COMMISSION: 

Summarv 

We approve the joint application filed by AltaGas Ltd., AltaGas Utility 

Holdings (U.S.) LLC (AltaGas U.S.) (collectively, AltaGas), and Continental Energy 

Systems LLC (Continental) (collectively, the Applicants) requesting authority for AltaGas 

to acquire a controlling interest in Cook Inlet Natural Gas Storage Alaska, LLC 

(CINGSA). CINGSA is the holder of Certificate of Public Convenience and Necessity 

(Certificate) No. 733. 
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Page 2 of 46 

Backoround 

We opened Docket U-12-006 to consider the Joint Application requesting 

authority for AltaGas to acquire a controlling interest in CINGSA.1  The Applicants 

stated that under the terms and conditions of a Stock Purchase Agreement by and 

among AltaGas, Semco Holding Corporation (Semco Holding), and Continental, dated 

as of February 1, 2012, (Stock Purchase Agreement),2  AltaGas U.S. will acquire from 

Continentai 100 percent of the outstanding shares of common stock of Semco Holding. 

The Applicants stated that Semco Holding owns 100 percent of the outstanding shares 

of common stock of SEMCO Energy, Inc. (SEMCO). The Applicants further stated that 

SEMCO controls 65 percent of CINGSA through an indirect subsidiary and, upon 

closing of the transaction contemplated by the Stock Purchase Agreement, AltaGas 

U.S. will replace Continental as the owner of Semco Holding.3  Thus, if the Joint 

Application is approved, AltaGas will acquire, through its ownership of Semco Holding, 

65 percent control of CINGSA. 

'Order U-12-006(1), Order Designating Commission Panel and Appointing 
Administrative Law Judge, dated March 6, 2012; Application for Approval of Acquisition 
of Control of Cook Inlet Natural Gas Alaska, LLC, Holder of Certificate of Public 
Convenience and Necessity No. 733 (Joint Application), filed February 21, 2012. The 
Applicants also filed an application for authority to acquire control of ENSTAR Natural 
Gas Company (ENSTAR) and Alaska Pipeline Company (APC) in Docket U-12-005. 

2Joint Application, Exhibit A. 

3Joint Application at 2. 

U-12-006(5) - (08/14/2012) 
Page 2 of 18 
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We issued public notice of the Joint Application.4  We received comments 

2 from Cook Inlet Region, Inc.,6  MidAmerican Energy Pipeline Group,6  First Alaskan 

3 Capital Partners, LLC (FACP),7  Chugach Electric Association, Inc. (Chugach),8  

4 Municipality of Anchorage d/bla Municipal Light & Power (ML&P),9  and Vincent L. 

Goddard 'on behalf of Inlet Fish Producers, Inc. and Wild Pacific Salmon, Inc. (Inlet 

6 	Entities).19  The Applicants filed joint reply comments.11  

We scheduled a prehearing conference." No petitions for intervention 

were filed. With the Joint Application, the Applicants filed a petition for confidential 

9 treatment of certain portions of a disclosure letter referred to in, and delivered in 

io connection with, the Stock Purchase Agreement.13  We denied the petition without 

11 	prejudice and required the Applicants to re-file their petition.14  The Applicants.  re-filed a 

4Notice of Utility Applications, dated February 23, 2012. 
9Public Comment from Cook InletRegion, Inc., filed tvlarch 2, 2012. 

, 	6Public Comment from MidAmerican Energy Pipeline Group, filed 'March 13, 
2012. 

7Public Comment from FACP, filed March 13, 2012. 

.6Public.Comment from Chugach, filed March 15, 2012. 

9 lnitial Comments of Municipal Light & Power, filed March 15, 2012. 

"Public Comment from Vincent L. Goddard, filed March 15, 2012. 

"Joint Reply Comments of Continental Energy Systems LLC, AltaGas Ltd., and 
AltaGas Utility Holdings (U.S.) LLC, filed March 26, 2012 (Joint Reply Comments). 

12Order U-12-005(2), Order Scheduling Prehearing Conference, dated March 22, 
2012. 

"Petition for Confidential Treatment (3 AAC 48.045), filed February 21, 2012. 
"Order U-12-005(3)/U-12-006(3), Order Denying Petitions for Confidential 

Treatment Without Prejudice and Requiring Filing, dated April 13, 2012. 

U-12-006(5) - (08/14/2012) 
Page 3 of 18 
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Staff RF1 2-17 (NEE) 
Page 4 of 46 

i petition for confidential treatment's  We granted the re-filed petition for confidential 

2 treatment and addressed the timeline for our decision.16  We held a public hearing on 

3 May 30, 2012. 

4 	 Discussion  

s Public Comments 

8 	 Chugach, Cook Inlet Region, Inc., MidAmerican Energy Pipeline Group, 

7 and FACP filed comments supporting approval of the Joint Application. ML&P and 

Vincent Goddard on behalf of the Inlet Entities filed written comments that, while not 

opposing approval of the Joint Application, expressed concerns that they wished to 

10 have taken into consideration in this proceeding. 

11 	 ML&P commented that, in its view, it is critical that the entities proposing 

12 to acquire control of CINGSA demonstrate a willingness to commit the resources 

13 necessary for those utilities to do their parts to adequately meet the challenges 

14 confronting natural gas supply and transportation service in Southcentral Alaska.17  

is ML&P also commented that we should require the Applicants to file five-year capital 

16 improvement plans for CINGSA and comrnit to providing support to ENSTAR to 

17 participate in coordinated gas supply planning efforts with the other utilities in 

18 	Southcentral Alaska." 

15Resubmitted Petition for Confidential Treatment (3 AAC 48.045), filed April 20, 
2012. 

16Order U-12-005(4)/U-12-006(4), Order Granting Resubmitted Petition for 
Confidential Treatment and Addressing Timeline for Decision, dated May 18, 2012. 

17ML&P Comments at 2-3. 

"Id. at 4-5. 
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Vincent Goddard, while stating that the inlet Entities took no position either 

favoring or opposing the Joint Application, expressed on behalf of the inlet Entities his 

concern about a pressure anomaly noted in CINGSA's then most recent monthly report 

to us. He also restated several general concerns that were presented by the Inlet 

Entities in the CINGSA certification proceedings in Docket U-10-051..19  

The Applicants' jointly filed reply comments:2°  The Applicants stated in 

response to ML&P's comments that AltaGas conducted a thorough due diligence 

investigation of CINGSA and the environments in which it operates. AltaGas is 

therefore fully aware of the challenges described in ML&P's comments and, assuming 

that the Joint Application is approved, willing to work cooperatively with ML&P and other 

Southcentrai Alaska utilities to overcome those challenges.21  The Applicants stated that 

they agreed with ML&P's comlnent that several options exist over various timeframes 

for meeting the natural gas demand of Southcentral Alaska residential, commercial, 

industrial and power plant customers. But, they also noted that none of those options 

has yet been selected or presented to us for its consideration.22  The Applicants stated 

that, while AltaGas is willing to commit to working cooperatively with ML&P and other 

19Public Comment of Vincent L. Goddard at 1-2. We addressed the Inlet Entities' 
concerns in Docket U-10-051 by stating that we would rely upon the technical analysis 
of the Alaska Oil and Gas Conservation Commission (AOGCC) and that we would 
require CINGSA to abide by the final AOGCC decision on the issues raised by the Inlet 
Entities before both commissions. See Order U-10-051(9), Order Explaining Grant of, 
Certificate of Public Convenience and Necessity, Approving Inception Rates and Tariff, 
and Denying Petition to Intervene, dated January 31, 2011, at 31, as corrected by 
Errata Notice to Order U-10-51(9) with Corrected Order Attached, dated April 27, 2011. 

2°Joint Reply Comments. 
21/d. at 2-3. 

22/d. at 3, referring to ML&P Comrnents at 4-5. 

U-12-006(5) - (08/14/2012) 
Page 5 of 18 
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Southcentral Alaska utilities to explore and move forward with various options if the 

Joint Application is approved, submission of a detailed five-year plan at this stage is not 

practical." The Applicants also stated that AltaGas understands and agrees with 

ML&P's statement that gas supply is a challenge that will require cooperative efforts by 

all Southcentral Alaska utilities to overcome and that, if the Joint Application is 

approved, AltaGas will see to it that CINGSA will continue to contribute its fair share to 

those important efforts.24  

In response to the Inlet Entities comments, the Applicants stated that the 

pressure anomaly noted in CINGSA's then most recent monthly report to us was 

explained in a letter that CINGSA had sent to Goddard's attomey, which was attached 

as Exhibit A to the Joint Reply Comments, and that the anomaly had been resolved and 

posed no danger to the CINGSA project or to the Inlet Entities' employees or property.25  

The Applicants also stated that CINGSA was working closely with the AOGCC to obtain 

the authorizations required to begin gas injections and was coordinating with Goddard 

on implementing the gas monitoring at his fish processing plant, as required by the 

AOGCC.26  

Summary of Testimony  

John E. Lowe, president of the utility division of AltaGas Ltd. and president 

of AltaGas U.S.; Deborah S. Stein, senior vice president, finance and chief financial 

23Joint Reply Comments at 3. 
241d. at 4. 
25/d. at 5. 
26Id., referring to AOGCC Storage Injection Order No. 9. 

U-12-006(5) - (08/14/2012) 
Page 6 of 18 

0000014 

6 



2 

3 

4 

5 

6 

7 

a 

9 

10 

11 

12 

13 

1,4 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

SOAII Dkt. No. 473-17-1172 
PUC: Docket No. 46238 

Staff RFI 2-17 (NEE) 
Page 7 of 46 

officer of AltaGas, Ltd. and treasurer of AltaGas U.S.; and George A. Schreiber, Jr., 

president and chief executive officer of Continental and chairman, president, \and chief 

executive officer of Semco Holding and SEMCO, submitted prefiled testimony arid 

testified at the public hearing. 

Lowe and Schreiber, described the Stock Purchase Agreement.27  Lowe 

described AltaGas's .business activities, including its experience in owning and 

operating regulated utilities,28  discussed the Stock Purchase Agreement from AltaGas's 

viewpoint and explained AltaGas's reasons for entering into it.29  Schreiber 'explained 

the reasons for the decision by Continental and Semco Holding to enter into the Stock 

Purchase Agreement, stating that AltaGas Ltd. is a strong, well-capitalized entity that, if 

the Joint Application is approved, will be a financially stable owner of CINGSA.39  

Schreiber and Stein both noted that Standard & Poors placed SEMCO on positive 

credit watch following tile announcement of the Stock Purchase Agreement.3.1  

Schreiber testified that AltaGas Ltd, has a proven track record as a responsible 

experienced and prudent owner of regulated public utilities.32  Schreiber also stated that 

consummation of the proposed transaction under the Stock Purchase Agreement and 

the related change in ownership of CllsIGSA would not disturb the continuity of the 

.27T-1 (Lowe) at 3-5; T-3 (Schreiber) at 9-10 and 13-16. 

28T-1 (Lowe) at 7-8; Tr. at 27, 39-40. 

29T-1 (Lowe) at 9-11'; Tr. at 54. 

39T-3 (Schreiber) at 12-13. 
31T-3 (Schreiber) at 12-13; T-2 (Stein) at 10; Tr. 83. 

32T-3 (Schreiber) at 13; Tr. 7, 75. 

26 
U-12-006(5) - (08/14/2012) 
Page 7 of 18 
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current operations of CINGSA.33  Schreiber described various provisions of the Stock 

Purchase Agreement relating to local management and employee retention, collective 

bargaining agreements, and interim operations that are intended to maintain the 

continuity of current management, operations, and contractual relationships.34  Lowe 

confirmed in his testimony that notwithstanding the proposed change in ownership, 

CINGSA will continue to be managed and operated by the same management team and 

employees, performing the same jobs in the same offices.35  Lowe added that upon 

approval and after closing of the transaction contemplated by the Stock Purchase 

Agreement, it would be AltaGas's intent to continually assess changes in the ordinary 

course of business that might lead to improved service, safety and reliability, but that 

the transaction itself would not be a driver of changes in CINGSA.35  Lowe testified that 

the proposed transaction and resulting change in control over CINGSA would have no 

adverse effect upon utility customer service and rates and that AltaGas would not seek 

recovery from utility customers of any transaction costs, acquisition premiums, goodwill 

or control premiums, or any fees or other costs incurred in connection with the proposed 

transaction under the Stock Purchase Agreement.37  

Stein testified about the financial capability of AltaGas and the effect of the 

proposed transaction under the Stock Purchase Agreement on the ability of CINGSA to 
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33T-3 (Schreiber) at 13-16. 

341d. 
35T-1 (Lowe) at 10-11; Tr. 67-68. 

36/d. 
37T-1 (Lowe) at 11-12. 
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access capita38  Stein also responded to our questions about AltaGas's financial 

statements and the management discussion and analysis of the financial statements.39  

Lowe testified that AltaGas Ltd: had assets exceeding $3.5 billion Canadian and annual 

revenues of -approximately $1.6 billion Canadian as of. December 31, 2011.48  Stein 

testified that AltaGas Ltd, has a BBB investment grade rating from Standard and Poor's 

and Dominion Bond Rating Service.41  

Regarding the concerns ML&P expressed in its cornments, Lowe testified 

that AltaGas is fully aware 'of the challenges described by ML&P and, assuming 

favorable Commission action on the Joint Application, is willing to work cooperatively 

with ML&P and other Southcentral Alaska utilities to explore and develop options for 

overcoming those challenges.42  Lowe stated that AltaGas is committed to taking the 

necessary actions fo ensure the long-term success of CINGSA.43  

Standard of Review 

We evaluate applications for the transfer of control of a certificate of public 

convenience and necessity under AS 42.05.281, which states .that a certificate may not 

be sold or transferred without our prior approval, and under oUr regulations which apply 

38T-2 (Stein) at 8-10. 

39Tr. at 28-29, 32-34, 56-58, 62-67. 

40T-1 (Lowe) at 4: 

41T-2 (Stein) at 9. 
42T-1 (Lowe) at 18-19; Tr. at 38-40. 

43T-1 (Lowe) at 19; Tr. at 47-48. 
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to such applications, 3 AAC 48.600 - 3 AAC 48.661. We review precedent, such as 

Order U-77-071(6)," and evaluate the facts presented in the record. 

We reaffirm that the appropriate standard to apply in evaluating an 

application to acquire a controlling interest in an ongoing utility operation is whether the 

proposed transfer is consistent with the public interest under the criteria set forth in 

AS 42.05. 

Fitness, Willinoness, and Ability  

Manaaerial Fitness 

AltaGas Ltd. is a Canadian company with its main office located in 

Calgary, Alberta, Canada. Shares of the common stock and preferred shares of 

AltaGas Ltd. are traded on the Toronto Stock Exchange. Through its subsidiaries 

(AltaGas Utilities, inc., Pacific Northern Gas, Heritage Gas, and lnuvik Gas), AltaGas 

Ltd. provides retail natural gas service to approximately 115,000 customers in Alberta, 

British Columbia, Nova Scotia, and the Northwest Territories (AltaGas Ltd. has a 

minority interest in lnuvik Gas/Northwest Territories. All other subsidiaries are 100 

percent owned by AltaGas Ltd.).45  

"Our predecessor agency, the Alaska Public Utilities Commission (APUC), 
included acquisitions of controlling interest in certificated public utilities as a form of 
transfer of certificate under AS 42.05.281. Re Application Forms Requesting Authority 
to Acquire a Controlling Interest in a Corporation Holding a Certificate of Public 
Convenience and Necessity, 2 APUC 264, 1978 WL 24010 (Alaska 1978). APUC Form 
X-107 is the form prescribed by the commission for applications for authorization to 
acquire a controlling interest in a regulated utility. The Applicants conformed their Joint 
Application to the informational requirements of Form X-107. 

4sJoint Application at 4, 5; See 
h ttp.//www.altagas.ca/s  itesklefaul t/files/Utility%20Business.Spring12. v5 pdf. 
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AltaGas U.S. is a Delaware limited liability company formed on 

January 27, 2012, for the purpose of holding AltaGas Ltd. utility investments in the 

United States. AltaGas U:S. is wholly owned by AltaGas Ltd. AltaGas U.S. is a newly-

formed entity and has not conducted any business transactions at this time." AltaGas 

U.S. and AltaGas Ltd. will acquire control of CINGSA through the acquisition of Sernco 

Holcling,under a Stock Purchase Agreement.47  

SEMCO will rernain a wholly owned subsidiarY of Semco Holding. 

SEMCO will continue to exist as a separate corporate entity, and the assets, liabilities, 

rights and obligations of SEMCO, including CINGSA, will be unaffected by the 

transfer." 

The acquisition will have no effect upon the currently effective rates, 

tariffs, contracts, and other business relationships of CINGSA. We rely on the 

commitment of AltaGas U.S. to exclude from future revenue requirement filings any 

acquisition adjustment to rate base or transaction-related costs resulting from the 

transfer.49  The transaction involves a transfer of the ownership of Semco Holding, and 

the Stock Purchase Agreernent does not contemOlate any merger or consolidation of 

utilities or any sale' or transfer of utility plants°  

48Joint Application at 5. 
47/d. at 4. 

48/d. at 8. 
49 /d. 

99/d. at 8-9. 
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The Applicants state that the transaction will have no effect on existing 

2 	utility management, employees, or operations in Alaska.51  We rely on the assertion that 

3 CINGSA wiH continue operating under the same experienced local management team 

4 	that is currently in place. 

The application identifies three principal officers for AltaGas U.S.52  Lowe, 

6 president of the utility division of AltaGas Ltd. and president of AltaGas U.S., is an 

7 	attorney who represented utlity and energy companies before joining AltaGas.53  Stein, 

senior vice president finance and chief financial officer, is a certified financial risk 

9 manager and chartered accountant who leads the finance function of AltaGas Ltd." 

10 Stein has extensive finance experience across several industries. Jared Green, vice 

11 	president and controller and corporate secretary, is a chartered accountant, and directs 

12 the accounting, financial reporting, treasury and controls of AltaGas Utility Group Inc. 

13 and the three wholly owned natural gas distribution businesses in Alberta, British 

14 Columbia, and Nova Scotia.55  

15 	 The Applicants expressed intention is that the AltaGas acquisition of 

16 SEMCO will have no immediate effect on current management at the regulated utilities 

17 

18 

51  Joint Application at 9. 
521d. at 12, 13, Exhibit E. 

53Lowe presented prefiled and oral testirnony in this proceeding. See "Summary 
of Testimony' supra. 

"Stein presented prefiled and oral testimony in this proceeding. See "Summary 
of Testimony' supra. 

55Joint Application, Exhibit E at 4. 
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level. The principal officers of AltaGas appear qualified for t6eir positions, and we find 

that C1NGSA will continue to be managerially fit to provide service. 

Financial Fitness 

The Applicants state that AltaGas Ltd. does not expect the proposed 

transaction to result in an increase in allocations of corporate expenses in future rate 

case filings. The Applicants assert that allocations from AltaGas will be substantially 

offset by reductions in allocations from Continenta1.56  

The Applicants provided AltaGas Ltd.'s 2010 audited financial report, 

along with an independent auditor's report, as a means of demonstrating AltaGas's 

financial capability to acquire controlling interest of CINGSA.57  Additionally, AltaGas 

filed draft versions of its 2011 audited financial statements and management's 

discussion and analysis (MD&A),58  and they submitted the published version of the 

MD&A and audited financial statements as an exhibit at the hearing,59  The financial 

statements are presented in Canadian dollars66  and are audited in accordance with 

Canadian Generally Accepted Accounting Principles (GAAP), as defined in Part V of the 

Canadian Institute of Chartered Accountants Handbook.61  AltaGas will use U.S. GAAP 

effective January 1, 2012,62  

56Joint Application at 9. 

97 /d., Exhibit G. 

58Management's Responsibility for Financial Statements, filed March 14, 2012; 
Management's Discussion and Analysis, filed March 30, 2012. 

59H-2. 

69The references in this section of the discussion are to Canadian dollars. 

61  H -2 at 52. 

62/d. at 64. 
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Total assets of AltaGas Ltd. increased from $2.8 billion (FY10) to $3.5 

billion (FY11); total liabilities increased from $1.5 billion (FY10) to $2.2 billion (FY11); 

and shareholders equity increased from $1.2 billion to $1.4 billion.°  

AltaGas Ltd.'s debt ratio" was 0.62 at December 31, 2011, and 0.56 at 

December 31, 2010, respectively, suggesting that AltaGas Ltd. is not overly leveraged. 

Another method of measuring a companys financial leverage is the debt-to-capital 

ratio." AltaGas Ltd.'s debt-to-capital ratio was 49.3 percent at December 31, 2011, and 

42.7 percent at December 31, 2010, which falls within its target debt-to-total 

capitalization ratio of 50 percent, and its debt covenants which require a debt-to-

capitalization ratio no greater than 60 percent." 

AltaGas Ltd.'s current ratio was 0.65 at December 31, 2011, and 0.94 at 

December 31, 2010.87  As explained in the financial statements, the current ratio 

decreased due to an increase in the current portion of long-term debt (due to the 

maturity of a $100 million medium term note in January 2012), "risk management-

current liabilities" and accounts payable offset by an increase in accounts receivable 

and increase in "risk management-current assets."88  Although AltaGas Ltd.'s current 

ratio was well below one at December 31, 2011, which generally is not considered 

63H-2 at 54. 

"Total liabilities/total assets. 

"Debt/shareholder's equity+debt. 

68H-2 at 74. 

87Current assets/current liabilities; H-2 at 39. 

88H-2 at 39. 
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favorable, AltaGas Ltd. had $848.3 million in available credit facilities and $4.2 million in 

cash and cash equivalents.°  Furthermore, AltaGas generated positive net income of 

$94.6 million at December 31, 2011, and $101.3 million at (December 31, 2010;79  and 

experienced positive cash flows of $4.2 million at December 31, 2011, and $2.1 million 

at December 31, 2010.71  

AltaGas Ltd. is rated BBB investment-grade by the Dominion Bond Rating 

Service ,and Standard & Poor's and is committed to maintaining its' investment-grade 

credit rating. Both rating agencies confirmed the credit rating of AltaGas Ltd. with stable 

outlooks following the announcement of the proposed transaction.72  

AltaGas has not yet developed a capital irnprovement plan for CINGSA, 

stating that it did not want to be too presumptuous and that it is waiting until after our 

approval before making any definite plans.73  AltaGas asserts that it will allocate capital 

appropriately across its assets so that safety is not comprornised and customer needs 

are met.74  The 61locitioriof capital for growth is based on appropriate hurdle rates and 

capital ailocation models. AltaGas asserts that each of its utilities engages in a five-

year capital plan that is refreshed every five years.75  

69H-2 at 39. 

79/d. at 55. 

71/d. at 58. 

72joint Appliccation at 20. 

73Tr. 25. 
74Tr. 26-27. 

76Tr. 24-25. 
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We find that AltaGas is financially fit to acquire a controlling interest in 

CINGSA. 

Technical Fitness 

The Applicants assert that the management and employees responsible 

for maintaining and operating the utility systems will remain in place.78  Based on this 

assertion, we find that the transaction will not affect the technical fitness of CINGSA. 

Public Interest 

The Applicants assert that the proposed transaction is in the public 

interest because CINGSA will benefit from long-term and stable ownership by an 

experienced energy infrastructure company with a commitment to safety and customer 

service.77  Because there will be no interruption in safe and reliable utility service, the 

proposed transaction will not adversely impact the rates paid by customers of 

CINGSA.78  The Applicants also assert that the proposed transaction will not have an 

impact on the current operations of CINGSA, and there will be no changes to the utility 

operations or facilities, and CINGSA assets, certificates, company names, or tariffs will 

not be combined, modified, transferred, or otherwise affected as a result of the 

proposed transaction.78  The Applicants state that CINGSA will 

continue to operate under their experienced Alaska management, who will 
remain focused on maintaining operational safety and providing reliable 
service to customers. . . . AltaGas Ltd. and AltaGas U.S. also intend that the 
personnel who are currently responsible for the provision of safe, reliable, 

78Joint Application at 21. 

77Id. at 20. 

781d. at 20-22. 

781d. at 20-21. 
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and adequate service to ENSTAR, APC, and CINGSA customers will retain 
those responsibilities after the closing of the Proposed Transaction. Finally, 
all personnel will continue to work out of the same offices, including 
ENSTAR's Anchorage headquarters.8u 

4 
	

We rely on the AltaGas commitment that any acquisition adjustment or 

goodwill payment associated with the proposed transaction will not be included in rates 

charged to CINGSA customers.81  The Applicants also state that AltaGas expects that 

there will be no changes•  in the overall costs of providing service currently reflected in 

rates as a result of the proposed transaction. The Applicants further state that the 

capital structure of CINGSA will not change as a result of the proposed transaction.82  

We find that the acquisition of a controlfing interest in CINGSA by AltaGas 

Ltd. and AltaGas U.S. is consistent with the public interest. 

Decision  

Approval of Joint Application  

Based on tfie information provided in the Joint Applicatiorcsupplemental 

filings, prefiled testimony and the responses to our questions at the public hearing, we 

conclude that AltaGas Ltd. and AltaGas U.S. are fit, willing and able to acquire control of 

CINGSA. We find that apProval of the Joint Application is consistent with the public 

interest. Accordingly, we approve the Joint Application for AltaGas to acquire a 

controlling interest in CINGSA. 

88Joint Application at 21. 
81/d. at 22. 

821d. 

24 
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Final Order 

This order constitutes the final decision in this proceeding. This decision 

may be appealed within thirty days of the date of this order in accordance with 

AS 22.10.020(d) and the Alaska Rules of Court, Rule of Appellate Procedure 602(a)(2). 

In addition to the appellate rights afforded by AS 22.10.020(d), a party may file a petition 

for reconsideration as permitted by 3 AAC 48.105. If such a petition is filed, the time 

period for filing an appeal is then calculated under Alaska Rules of Court, Rule of 

Appellate Procedure 802(a)(2). 

ORDER  

THE COMMISSION FURTHER ORDERS: 

1. The Application for Approval of Acquisition of Control of Cook lnlet 

Natural Gas Alaska, LLC, Holder of Certificate of Public Convenience and Necessity 

No. 733, filed February 21, 2012, is approved. 

2. Within ten days after closing of the Stock Purchase Agreement, 

AltaGas Ltd. and AltaGas Utility Holdings (U.S.) LLC shall file a notification of the final 

closing date and provide written confirmation of the closing contemplated by the Stock 

Purchase Agreement. 

DATED AND EFFECTIVE at Anchorage, Alaska, this 14th day of August, 2012. 

,•• 	• 
	 RY DIRECTION OF THE COMMISSION 
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STATE OF MICHIGAN 

EIEFORE THE MICHIGAN PUI3LIC SERVICE COMMISSION 

* * * * * 

In the matter of the joint application of 
CONTINENTAL ENERGY SYSTEMS LLC, SEMCO ) 
HOLDING CORPORATION, SEMCO ENERGY, ) 
INC., SEMCO PIPELINE COMPANY, SEMCO GAS ) 
STORAGE COMPANY, ALTAGAS LTD. and 
ALTAGAS UTILITY HOLDINGS '(U.S.) LLC, for 	) 
approval, pursuant to MCL 460.6q, for the transfer 	) 
of SEMCO ENERGY GAS COMPANY, SEMCO 	) 
PIPEIANE COMPANY and SEMCO GAS STORAGE ) 
COMPANY, and related approvali. 

Case No. U-16969 

   

At the May 24, 2012 meeting of the Michigan Public Service Commission in Lansing, 

Michigan. 

PRESENT: Hon. John D. Quackenbush, Chairman 
Hon. Orjiakor N. Isiogu, Commissioner 
Hon. Greg R. White, Commissioner 

ORDER APPROVING SETTLEMENT AGREEMENT 

On February 15, 2012, Continental Energy Systems LLC (Continental), Semco Holding 

Corporation (Semco Holding), SEMCO Energy, Inc. (SEMCO Energy), SEMCO Pipeline 

Company (SEMCO Pipeline), SEMCO Gas Storage Company (SEMCO Storage), AltaGas Ltd., 

and AltaGas Utility Holdings (U.S.) LLC (AltaGas U.S.) (collectively, Applicants) filed a joint 

application, with supporting testimony and exhibits, requesting, pursuant to Section 6q of 2008PA 

286, MCL 460.6q, all required approvals in connection with the proposed purchase of 100% of the 

' 19 
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issued and outstanding shares of the common stock of Semco Holding by AltaGas U.S. Through 

the proposed transaction, control of SENICO Energy Gas Company (SEMCO Gas), a division of 

SEMCO Energy, SEMCO Pipeline, and SEMCO Storage will be transferred from Continental to 

AltaGas Ltd. and AltaGas U.S.2  

A prehearing conference was held on March 9, 2012, before Administrative Law Judge 

Dennis W. Mack. The Applicants and the Commission Staff(Staff) participated in the proceeding. 

On May 9, 2012, the Applicants and the Staff filed a settlement agreement resolving all issues in 

the case. 

According to the terms ofthe settlement agreement, attached as Exhibit A, the parties agree 

that the Applicants stated in the joint application, testimony, and discovery responses that thc 

proposed transaction and resulting change in control of SEMCO Gas, SEMCO Pipeline, and 

SEMCO Storage: (l) will not have an adverse effect on the rates of the customers affected by the 

acquisition; (2) will not have an adverse effect on the provision of safe, reliable, and adequate 

energy service in Michigan; (3) will not result in the subsidization of a non-regulated activity 

through the rates paid by the customers of the affected jurisdictional regulated utilities; (4) will not 

significantly impair the resulting jurisdictional regulated utilities' ability to raise necessary capital 

or to maintain a reasonable capital structure; and (5) is consistent with the public interest. 

Based on its review, the Staff recommends Commission approval of the proposed transaction 

subject to the Applicants' commitment to the following conditions: (1) that AltaGas Ltd. and 

AltaGas U.S. will not seek rate recovery from SEMCO Gas customers of any transaction costs, 

acquisition premiums, goodwill or control premiums, or fees incurred in connection with the 

' Scmco Holding is now owned by Continental. 

2SEMCO Gas, SEMCO Pipeline, and SEMCO Storage are also referred to as the 
'jurisdictional regulated utilities." 

Page 2 
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proposed transactiorvand that these costs will not be imposed on the customers of SEMCO 

Pipeline or the gas storage facility in which SEMCO Storage holds an interest; (2) that there are no 

covenants, agreements or legislative restrictions on AltaGas Ltd. or AltaGas U.S. that would 

reduce or impair the ability of the Michigan jurisdictional utilities to access the capital markets; 

(3) that AltaGas Ltd. and AltaGas U.S. will continue existing charitable Contribution practices and 

community support practices in Michigan atter the closing on the proposed transaction in 

accordance with the Stock Purchase Agreement; (4) that AltaGas Ltd. and AltaGas U.S. will 

maintain the existing corporate offices in Michigan and, other than in SEMCO Energy's normal 

course of business, have no plans to alter existing office locations; (5) that no labor force 

reductions are expected as a result of the proposed transactioivand that AltaGas Ltd. and AltaGas 

• U.S. agreed in the stock purchase agreement to honor all collective bargaining agreements, 

maintain existing compensation and benefits arrangements (or substantially comparable 

compensation and benefits, in the aggregate, if changes are made) for a period of two years after 

the closing on the proposed transaction; (6) that AltaGas Ltd. and AltaGas US. will not terminate 

the employment of any employees without cause for a period of two years after the closing on the 

proposed transaction; (7) that AltaGas Ltd. and AltaGas U.S. will continue to provide retiree 

medical and long-term disability coverage and, if substitute benefits are put in place, recognize 

each employee's prior service and waive pre-:existing condition limitations and other benefit plan 

requirements that might otherwise cause a loss or reduction in employee benefits; (8) that with 

respect to affiliate transactions betweeh SEMCO Gas and AltaGas Ltd. or any subsidiary of 

AltaGas Ltd. in which AltaGas Ltd. holds a controlling interest, AltaGas Ltd. and AltaGas U.S. " 

will make available to the Commission or its Staff, for inspection and examination at such time 

and place as the Commission or its Staff may designate, the books and,records of SEMCO Gas and 

Page 3 
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the books and records of any subsidiary in which AltaGas Ltd. holds a controlling interest, relative 

to the transaction; (9) that SEMCO Gas customers will not be financially responsible for any 

adverse effects of any push-down accounting adjustments from the proposed transaction; (10) that 

except for: (a) new financing or refinancing of existing SEMCO Energy bank facilities which 

Continental and its current affiliates are paying off as part of the proposed transaction and which 

are to be replaced; or (b) new financing or refinancing of existing SEMCO Energy debt by 

SEMCO Energy or any of its affiliates subject to the Commission's jurisdiction, SEMCO Gas 

customers will not be responsible for any financing costs associated with the proposed transaction, 

including, but not limited to, any interest expense associated with any debt issued to finance the 

acquisition of Semco Holding's common stock and any replacement or refinancing of the debt; 

(11) that SEMCO Gas will maintain approximately 50% equity in its permanent capital structure 

while the current regulated capital structure of SEMCO Gas remains in effect, and that, in 

addition, SEMCO Gas will maintain a minimum of 45% equity in its permanent capital structure 

to January 1, 2015; (12) that the books and records of SEMCO Gas will be located in Michigan 

unless the Commission authorizes these books and records to be located elsewhere; (13) that 

unless the Consumer Price Index — All Urban Consumers metric meets or exceeds 3.0% as 

measured and published by the Value Line Investment Survey for calendar years 2012, 2013, or 

2014, SEMCO Gas will not request an authorized return on equity o f greater than 10.35% for any 

request for final rates that take effect prior to January 1, 2015; (14) that, for ratemaking purposes, 

SEMCO Gas ratepayers will not be responsible for any adverse effects associated with changes in 

deferred income tax balances resulting from the proposed transaction; (15) that, from the closing 

on the proposed transaction to January I, 2015, SEMCO Gas will not issue dividends to any entity, 

measured collectively, in a manner that will cause the equity level of SEMCO Gas to vary by more 

Page 4 
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than 5% relative to a target equity level of 50%; (16) that AltaGas Ltd. and AltaGas U.S. shall 

notify the Commission by letter of the closing of the proposed transaction and file a copy of the 

letter in this docket; and (17) if the proposed transaction is not completed, Michigan customers of 

SEMCO Gas will not bear any costs associated with the failed transaction process or the failed 

transaction. 

After a review of the settlement agreement, the Commission finds it reasonable and in the 

public interest and that it should be approlied provided the proposed transaction: (I) will not have 

an adverse effect on the rates of the customers affected by the acquisition; (2) will not have ari 

adverse effect on the provision of safe, reliable, and adequate energy service in this state; (3) will 

not result in the subsidization of a non-regulated activity through the rates paid by the customers of 

the affected jurisdictional regulated utilities; and (4) will not significantly impair the resulting 

jurisdictional regulated utilities ability .to  raise necessary capital or to maintain a reasonable 

capital structure, and provided that the Applicants abide by the conditions recommended by the 

Staff. 

THEREFORE, IT IS ORDERED that: 

A. The settlement agreement, attached as Exhibit A. is approved. 

B. The proposed transaction for the purchase of 100% of the issued and outstanding shares of 

Semco Holding Corporation by AltaGas Utility, Holdings (U.S.) LLC through which control of 

SEMCO Energy Gas Company, SEMCO Pipeline Company, and SEMCO Gas Storage Company 

are to be transferred from Continental Energy Systems LLC to AltaGas Ltd. and AltaGas Utility 

Holdings (U.S.) LLC, is approved subject to the conditions agreed to in the settlement agreement. 

C. This order is issued pursuant to Section 6q of 2008 PA 286, MCL 460.6q and provides all 

required and related approvals in connection with the proposed transaction. 
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The Commission reserves jurisdiction and may issue further orders as necessary. 

Any party desiring to appeal this order must do so in the appropriate court within 30 days after 

issuance and notice of this order, under MCL 462.26. 

MICHIGAN PUBLIC SERVICE COMMISSION 

John D. Quackenbush, Chairman 

Orjiakor N. Isiogu, Commissioner 

Greg R. White, Commissioner 

By its action of May 24, 2012. 

Mary Jo Kunkle, Executive Secretary 
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EXHIBIT A 

STATE OF MICHIGAN 

BEFORE THE MICHIGAN PUBLIC SERVICE COMMISSION 

In the matter of the joint application of 
CONTINENTAL ENERGY SYSTEMS LLC, 	 Case No. U-16969 
SEMCO HOLDING CORPORATION, 	 (e-file paperless) 
SEMCO ENERGY, INC., 
SEMCO PIPELINE COMPANY, 
SEMCO GAS STORAGE COMPANY, 
ALTAGAS LTD., and , 
ALTAGAS UTILITY HOLDINGS (U.S.) LLC, 
for approval, pursuant to MCL 460.6q, for the 
transfer of control of 
SEMCO ENERGY GAS COMPANY, 
SEMCO PIPELINE COMPANY, and 
SEMCO GAS STORAGE COMPANY, 
and related approvals. 

SETTLEMENT AGREEMENT 

On February 15, 2012, Continental Energy Systems LIX (Continental); 

Semco Holding Corporation (Semco Holding), SEMCO Energy, Inc. (SEMCO 

Energy), SEMCO Pipeline Company (SEMCO Pipeline), SEMCO Gas Sto;age 

Company (SEMCO Storage), AltaGas Ltd. and AltaGas.Utility Holdings (U.S.) LLC 

(AltaGas U.S.), (collectively, Joint Applicants) filed a joint application with the 

Michigan Public Service Commission (Commission) requesting all required and 

other related approvals in connection with the proposed purchase by AltaGas U.S. 

of 100%* of the issued and outstanding shares of the common stock of Sernco Holding 

now owned by Continental (Proposed Transaction) by which control of SEMCO 

Energy Gas Company (SEMCO Gas), a division of SEMCO Energy; SEMCO 

Pipeline and SEMCO Storage would be transferred from Continental to AltaGas 
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Ltd. and AltaGas U.S. The filing was submitted pursuant to 2008 PA 286, § 6q, 

MCL 460.6q. The joint application included testimony and exhibits of 

(j) Continental President and Chief Executive Officer George A. Schreiber, Jr., 

AltaGas Utility Division President John E. Lowe, and (iii) AltaGas Ltd. Senior 

Vice President, Finance, and Chief Financial Officer and AltaGas U.S. Treaaurer 

Deborah S. Stein. 

The joint application and prefiled testimony stated that (a) AltaGas U.S. is 

the proposed purchaser of 100% of the issued and outstanding common stock of 

Semco Holding under a Stock Purchase Agreement, dated as of February 1, 2012, by 

and among Continental, Semco Holding, AltaGas Ltd. and AltaGas U.S. (the Stock 

Purchase Agreement), (b) AltaGas U.S. was formed to own AltaGaa Ltd.'s utility 

investments in the United States, and, since its formation, AltaGas U.S. has 

conducted no business operations other than incidental to its formation and in 

connection with the transactions contemplated by the Stock Purchase Agreement, 

(c) the Stock Purchase Agreement seta forth the terms and conditions for the 

Proposed Transaction, (d) if the change in control resulting from the Proposed 

Transaction is approved by the Commission, then at closing, on the terms and 

subject to the conditions set forth in the Stock Purchase Agreement (including 

receipt of Commission approvals aought in the joint application), Continental will 

sell, transfer, and deliver to AltaGas U.S. 1.00% of the issued and outstanding 

shares of common stock of Semco Holding in exchange for US$1.135 billion, payable 

http://efile.rnpsc.state.mi.us/efile/docst16969/0001.pdf  
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, and subject to adjustmeni as set forth in the Stock Purchase Agreeinent, (e) upon 

closing on the Protosed Transaction, AltaGas Ltd. and AltaGas U.S. would control 

SEMCO Energy, including SEMCO Gas, SEMCO Pipeline and SEMCO Storage, 

(i) upon closing, AltaGas U.S. would also acquire various other non-jurisdictional 

SEMCO Energy divisions, subsidiaries, and interests, including SEMCO Energy's 

ENSTAR Natural Gas Cotnpany division and Alaska Pipeline Company subsidiary 

(collectively, ENSTAR) and SEMCO Energy's indirect partial ownership interest in 

Cook Inlet Natural Gas Storage Alaska, LLC (CINGSA),2  (g) consummation of the 

Proposed Transaction will result in a change of ownership of Somco Holding, 

(h) after dosing, SEMCO Energy will remain a whollrowned subsidiary of Semco 

Holding, and SEMCO Energy will continue to exist as a separate corporate entity, 

(i) the transactions contemplated by the Stock Purchase Agreement, including the 

Proposed Transaction, will leave undisturbed, as applicable, all currently-effective 

rates, tariffs, contracts and other business relationships of SEMCO Gas, SEMCO 

Pipeline and SEMCO Storage, (j) the Proposed Transaction will not adversely affect 

the continued provision of safe, reliable, and adequate gas utility service by SEMCO 

Gas, nor will service provided to SEMCO Gas and other customers by SEMCO 

Pipeline or the storage facility in which SEMCO Storage owns an interest be 

2  CINGSA is constructing and will own'and operate an in-ground natural gas 
storage facility in Alaska. ENSTAR and CINGSA provide gas utility and stoirage 
service to approximately 133,000 customers in Alaska, subject to the jurisdiction of, 
and regulation by, the Regulatory Commission of Alaska (RCA). RCA approval is 
required with respect to the change in control of ENSTAR and CINGSA 
contemplated by the Stock Purchase Agreement. The applications for such approval 
are currently pending in RCA Docket Nos. U-12-006 and U-12-006. 

3 

0000035 

27 



SOAH Dkt. No. 473-17-1172 
PUC Docket No. 46238 

Staff RFI 2-17 (NEE) 
Page 28 of 46 

adversely affected by the Proposed Transaction, (k) after closing, gas utility service 

will continue to be provided to customers in Michigan by the same personnel, based 

in the same offices, including the current SEMCO Energy headquarters in Port 

Huron, Michigan, doing the same jobs they do now,3  (I) since AltaGas U.S. is 

acquiring sole ownership of Semco Holding, SEMCO Energy will continue to exist 

as a separate corporate entity, therefore, the Proposed Transaction will have no 

effect on competition or market power, and (m) commitments were included in the 

Stock Purchase Agreement to maintain continuity in the SEMCO Gas workforce 

and thus help provide for the continued provision of safe, reliable, and adequate gas 

utility service to customers. 

Pursuant to MCL 460.6q(4) and after due notice, interested parties, including 

the Attorney General and intervenors in SEMCO Gais most recently filed general 

rate case proceeding, Case No. U-16169, were provided an opportunity to file, 

within 60 days from the date the joint application was filed, comments with the 

Commission on the proposed acquisition and related tranaactions. No comments 

were filed. 

Pursuant to due notice, a prehearing conference was held at Constitution 

Hall, 525 West Allegan, Lansing Michigan on March 9, 2012, with Administrative 

3  As referenced in Mr. Lowe's prefiled testimony, page 11, this statement should not 
be read as indicating that AltaGas Ltd. and AltaGas U.S. intend to operate SEMCO 
Gas without continuing to assess prudently arid in the ordinary course of business 
changes that lead to improved service, safety and reliability. However, the 
Proposed Transaction will not be the driver of such changes to the existing utility 
business. 
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Law Judge Dennis W. Mack presiding. At the prehearing conference,4 the Joint 

Applicants presented proofs of service,6  affidavits of publication evidencing service, 

and publication of the Notice of Opportunity to File Comments and Notice of 

Hearing.6  The Staff also participated in the prehearing conference. No petitions to 

intervene were filed. 

This proceeding was conducted as a contested case matter pursuant to 

Chapter 4 of the Administrative Procedures Act of 1969, 1969 PA 306, as aznended 

(APA). 

Subsequent to the prehearing conference, the parties exchanged information 

and engaged in discussions and extensive discovery concerning the Joint Applicants' 

By this Settlement Agreement, the Joint Applicants and Staff agree and 

stipulate as follows: 

1. 	Joint Applicants represented in the joint application, prefiled 

testimony, and discovery responses that the Prdposed Transaction: 

a) will not have an adverse impact on the rates of the Michiian 

customers affected by the acquisition, 

b) will not have an adverse impact on the provision of safe, reliable, 

and adequate energy service in this state, 

http://efile.mpbc.stata.mi.us/efi1e/docs/16969/0047.pdf  

http ://efile.mpsc.state . mi. us/efi le/docs/16969/0006. pdf 

http://efi1e.mpsc.state.mi.us/efi1eldoes/16969/4024.pdf  

5 

0000037 

29 



SOAR Dkt. No. 473-17-1172 
PUC Docket No. 46238 

Staff RFI 2-17 (NEE) 
Page 30 of 46 

c) will not result in the subsidization of a non-regulated activity of the 

resulting entities through the rates paid by customers of any of the 

jurisdictional regulated utilities, 

d) will not significantly impair the ability of the Michigan 

jurisdictiorial regulated utilities to raise necessary capital or to 

maintain a reasonable capital structure, and 

e) is not otherwise inconsistent with public policy and interest. 

2. 	Based upon Staffs due diligence review of the Proposed Transaction, 

Staff recommends the Commission's approval of the Proposed Transaction subject to 

Joint Applicants commitment to the following conditions: 

a) AltaGas Ltd. and AltaGas U.S. will not seek rate recovery from 

SEMCO Gas customers of any transaction costa, acquisition 

premiums, goodwill or control premiums or feea incurred in 

connection with the Proposed Transaction. Nor will such costs be 

imposed on the customers of SEMCO Pipeline or the gas storage 

facility in which SEMCO Storage holds an interest. 

b) There are no covenants, agreements or legislative restrictions on 

AltaGas Ltd. or AltaGas U.S. that would reduce or impair the 

ability of the Michigan jurisdictional utilities to access the capital 

markets. 
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AltaGas Ltd. and AltaGas U.S. will continue existing charitable' 

contribution practices and community support practices in 

Michigan after the closing on the Prpposed Transaction in 

accordance with the Stock Purchase Agreement? 

AltaGas Ltd. and AltaGas U.S. will maintain the existing corporate 

offices in Michigan and other than in SEMCO Energy's normal 

course of bušiness, have no plans to alter existing office 1ocations.8  

e) No labor force reductions are expected as'a result of the Proposed 

Transaction. More specifically, AltaGas Ltd. and AltaGas U.S. 

agreed in Stock Purchase Agreement to (i) honor all collective 

bargaining agreements, (ii) maintain existing compensation and 

benefits arrangements (or substantially comparable compensation 

and benefits, in the aggregate, if changes are made) for a period of 

two years after the closing on transactions contemplated by the 

Stock Purchase Agreement,0  (iii) not terminate the employment of 

. any employees without cause for a period of two years after the 

closing on the transactions contemplated by the Stock Purchase 

Agreement,18  and (iv) continue to provide retiree medical and long- 

7  Section 6.05(g) of Stock Purchase Agreement at page 41. 

SEMCG Gas offices in Three Rivers and Albion are currently in the process of 
being moved to other locations in thoso same areas. • 

Section 6.05 of Stock Purchase Agreement at page 38. 

10 Section 6.05(a) of Stock Purchase Agreement at pages 38, 39. 
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term disability coverage and, if substitute benefits are put in place, 

recognize each employees prior service and waive pre-existing 

condition limitations and other benefit plan requirements that 

might otherwise cause a loss or reduction in employee benefits. 

I) With respect to affiliate transactions between SEMCO Gas and 

AltaGas Ltd. or any subsidiary of AltaGas Ltd. in which AltaGas 

Ltd. holds a controlling intereat, AltaGas Ltd. and AltaGas U.S. 

will make available to the Commission or its StaA for inspection 

and examination at such time and place as the Commission or its 

Staff inay designate, the books and records of SEMCO Gas and the 

books and records of any subsidiary in which AltaGas Ltd. holds a 

controlling interest, relative to such transaction. 	 1 

g) SEMCO Gas customers will not be financially reaponsible for any 

adverse impacts of any push-down accounting adjustments from the 

transactions contemplated by the Stock Purchase Agreement. 

b) SEMCO Gas customers will not be responaible for any financing 

costs associated with the transactions as contemplated by the Stock 

Purchase Agreement, including, but not limited to, any interest 

expense associated with any debt issued to finance the acquisition 

of Semco Holding's common stock and any replacement or 

refinancing of said debt. This does not apply to (i) new financing or 

refinancing of existing SEMCO Energy bank facilities which 
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Continental andits current Affiliates aro paying off as part of the 

transactions contemplated by the Stock Purchase Agreement -and 

which are to be replaced or (ii) new financing or refinancing of 

existing SEMCO Energy debt by SEMCO Energy oi any of its 

affiliates subject to the Commission's jurisdiction. 

SEMCO Gas shall maintain approximately fifty (50) percent equity 

in its permanent capital structure while the current regulated 

capital structure of SEMCOGas remains in effect. In addition, 

SEMCO Gas shall maintain a minimum of fortrfive (45) percent 

equity in its permanent capital structure to January 1, 2015. 

j) The books and records of SEMCO Gas will be located in Michigan' 

unless the COmmission authorizes such book and records to be 

located elsewhere. 

1r) SEMCO Gas shsll  not request an authorized ROE of greater than 

10.35% for any request for final rates that take effect prior to 

January 1, 2015. Thie 10.35% provision will expire if the Consumer 

Price Index (CPU — All Urban Consumers metric meets or exceeds 

3.09.  as measured and published by the Value Line Investment 

Survey for calendar years 2012, 2013, or 2014. 

1) For ratemaking purposes, SEMCO Gas ratepayers shall not be 

responsible for any adversa irnpacts associated with changes in 
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deferred income tax balances resulting from the Proposed 

Transaction. 

in) From the closing on the Proposed Transaction to January 1, 2015, 

SEMCO Gas will not issue dividends to any entity, measured 

collectively, in a manner that will cause the equity level of SEMCO 

Gas to vary by more than 5% relative to a target equity level of 

50%. 

n) AltaGas Ltd. and AltaGas U.S. shall notify the Commission by 

letter of the closing of the transactions contemplated by the Stock 

Purchase Agreement and file a copy of said letter in this docket. 

3. As a further condition of approval of the Proposed Transaction, 

Continental agrees that, if the transactions contemplated by the Stock Purchase 

Agreeraent are not completed, the Michigan customers of SEMCO Gas will not bear 

any costs associated with the failed transaction process or the failed transactions. 

4. It is the opinion of the Joint Applicants and Staff that Commission 

approval of this Settlement Agreement will promote the public interest, will aid the 

expeditious conclusion of this case, and will minimize the time and expense which 

would otherwise have to be devoted to this matter by the Commission and the 

parties. 
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5. This Settlement Agreement is for the purpose of final resolution of this 

case, and all provisions of the Settlement Agreement are dependent upon all other 

provisions contained therein. 

6. Joint Applicants and Staff agree not to appeal, challenge or contest the 

Commission's order adopting this Settlement Agreetnent if such order accepts and 

approves this Settlement Agreement without modification. If the Commission does 

not accept this Settlement Agreement without inodification, this Settlement 

Agreement shall be withdrawn and shall not constitute any part of the record in 

this proceeding or be used for any other purpose whatsoever. 

7. Joint Applicants and Staff jointly recommend that the Commission 

issue its Order Adopting Settlement Agreement and resolve this case with 

prejudice, granting all required and requested approvals in connection with the 

Proposed Transaction.- 

8. This Settlement Agreement has been made for the sole and express 

purpose of recommending approval of the purchase by AltaGas U.S. of SEMCO 

Holdings issued and outstanding stock in Case No. U-16969 without prejudice to 

the rights ofJoint Applicants and Staff to take new and/or different positions in 

other proceedings. If the Commission approves this Settlement Agreement without 

modification, Joint Applicants, Staff and the Commission shall not make any 

reference to or use of the Settlement Agreeinent or the order approving it as a 

reason, authority, rationale or example for taking any action or position or making 

any subsequent decision in this case or any other cases or proceedings; provided, 
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however, such reference or use may be made to enforce the Settlement Agreement 

and order approving the Settlement Agreement. 

0. 	Section 81 of the APA. MCL 24.281, is waived by the signatories. 

Dated: May 9, 2012 

Dated: May 9, 2012 

Dated: May 9, 2012 

Ronato 	mew ronderamoyi 
swine 

W. 	 0#4-174•PowskiW 1110.6.2C 
• 490 • Mew GWYN Paddock 

Bloomber 	Sloa•PLC 
DM. 30i1030901152.412 fefor 

CONTINENTAL ENERGY SYSTEMS LLC, 
SEMCO HOLDING CORPORATION, 
SEMCO ENERGY, INC., 
SEMCO PIPELINE COMPANY, AND 
SEMCO GAS STORAGE COMPANY 
Ronald W. Bloomberg (P30011) 
Sherri A. Wellman(P38989) 
MILLER, CANFIELD, PADDOCK 
AND STONE, P.L.C. 
One Michigan Ave., Suite 900 
Lansing, MI 48933 
(517) 487-2070 

Albert Ernst Ott awMurs trrts44.11ykeens Genet 
ttli au. gmall.enseedyllemacom.alls 
Date 10120519 01414744.00' 

ALTAGAS LTD. and 
ALTAGAS UTILITY HOLDINGS (U.S.) LLC 
Albert Ernst (P24059) 
Shaun M. Johnson (P69036) 
Bret A. Totoraitis (P72564) 
DYKEMA GOSSETT PLLC 
201. Townsend, Suite 900 
Lansing, MI 48933 
(517) 374-9155 

0.0.r •••••11. 4.1 w 

Amit T. Singh 

MICHIGAN PUBLIC SERVICE 
COMMISSION STAFF 
Kristin M. Smith (P46323) 
Heather M. Durian (P67587) 
Amit T. Singh (P75492) 
Assistant Attorneys General 
6646 Mercantile Way, Suite 15 
Lansing. MI 48911 
(517) 241-6680 
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Research Update: 

AltaGas Ltd. 'BBB Ratings Affirmed Following 
Acquisition Of SEMCO Holding Corp; Outlook 
Stable 

Overview 

• AltaGas Ltd. has announced it is acquiring SEMCO Holding Corp., the sole 
shareholder of SEMCO Holding Corp. from Continental Energy Systems LLC 
for about C$1.1 billion. 
• We are affirming our ratings, including our 'BBB' long-term corporate 

credit rating, on AltaGas. 
• In our view, SEMCO has an excellent business risk profile and a highly 

leveraged financial risk profile. 
• We have revised AltaGaR' business risk profile to strong from 

satiafaccory and financial risk profile to significant from aggressive, 
aosuming the transaction closes as expected. 
• The stable outlook reflects our assessment of the company's business mix, 

which is increasingly diverse with a greater contribution from fee-based 
and regulated utility cash flows. 

Rating Action 
On Feb. 7, 2012, Standard & Poor's Ratings Services affirmed ics ratings, 
including its 'BBB' long-term corporate credit rating, on Calgary, Alta.-based 
AltaGas Ltd. The outlook is stable. 

The affirmation comes after the company announced the acquisition of SEMCO 
Holding Corp. (which owns SEMCO Energy Inc.) from Continental Energy Systems 
LLC for about C$1.1 billion. SEMCO owns regulated natural gas transmission 
assets in Michigan and Alaska, and is building a regulated natural gas storage 
facility in Alaska. 

Rationale 
We view the announced transaction as a positive for AltaGas' business risk 
profile, since the regulated utility business will diversify and improve the 
stability of the company's existing asset base. As a result, we have revised 
our business risk profile on AltaGas to strong from satisfactoxy and the 
financial risk profile to significant from aggressive. The company is 
financing tha cransaction consistent with its cash flow characteristics and 
existing capital structure, and we believe the cash flows' stable nature help 
to support che pro forma balance sheet. In our view, SEMCO has an excellent 
business risk profile and a highly leverRged financial risk profile. The 
highly leveraged financial risk profile stems from the consolidation of 
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Research Update: AltaGas Ltd. 'BBB Ratings Affirrned Following Acquisition Of SEMCO Holding Corp; Outlook 
Stable 

Continental Energy Systems, which has debt and other subsidiary assets not 
being acquired. 

Pro forma the transaction, we estimate that the proportion of-EBITDA from 
direct commodity sales (fractionation margin and power generation) will be 
about 24%, down from 2010s 38%. We.view this shift to be positive for credit. 

However, we view AltaGas' balance sheet to be stretched, largely due to the 
continued high capex on long-term projects that will depress 2012 and 2013 
financial metrics. The company has a combined capital spending program of more 
than C$1 billion on projects that we expect will contribute only partway into 
2012 or future years.. We recognize'that more stable cash.flows can support a 
higher degree of leverage. 

We view the financial metrics overall as weak for the ratings, but do see 
improvements into next year as projects such as the Gordondale processing 
facility in the gas segment contribute to a full year's.operating results. we 
forecast more significant improvements with the contribution of Forest Kerr in 
2014; however, we note there remains approximately 10% of the project's C$725 
million cost to be fixed. If the project timing slips, there would be a delay 
in the movement to a more appropriate financial profile for the ratings. 

Liquidity 
We view AltaGas's liquidity as adequate for the next six months, with sourCes 
less uses of C$23$ million and sources coliering uses 2.4x. We also believe 
liquidity is adequate for the next 12 months if we take into account the 
company's C$200 million accbrdion facility. AltaGas has put a C$300 million, 
12-month revolver in place to provide liquidity for the transaction; however, 
due to the short duration, we exclude it from our calculations. 

We believe that the company has good access to the capital markets, as 
evidenced by the announced C$350 million Subscription receipt deal to 
partially finance the cash portion of the transaction. 

Outtook 
The stable outlook reflects our assessment of AltaGas' business mix, which is 
increasingly diverse with a greater contribution from fee-based and regulated 
utility•cash flows. In our view, the near-term financial metrics are low for 
the ratings, although we recognize the cash flows are increasingly sustainable 
and predictable. We expect to see funds from operations-to-debt increase to 
the 13% range by 2014.,  we could take a negative rating action if the company's 
financial metrics do not improve as expected, or if capital projects and 
acquisitions are not executed and integrated on time. We also expect to see 
further capital projects and acquisitions financed in line with AltaGas' 
stated capital structure goals. We could raise the ratings as the business 
risk profile transitions to a lower level of commodity exposure and forecast 
financial ratios improve when long-term projects begin to contribute. 
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Related GiteriaAnd Research 

• Methodolt:gy And Assumptions! Liquidity Descriptors For Global Corporate 
Issuers, Sept. 28, 2011 
• Criteria Methodology: Business Risk/Financial Risk Matrix Expanded, May 
27, 2009 
• Rating Criteria for U.S. Midstream Energy Companies, Dec. 18, 2008 
• 2008 Corporate Criteria: Analytical Methodology, April 15, 2008 

Ratirugs List 

Ratings Affirmed 

AltaGas Ltd. 
Corporate credit rating 	 BBB/Stable/-- 
Senior unsecured debt 	 BBB 
Preferred stock 
Global scale 	 BB+ 
Canada scale 	 P-3(Righ) 

Complete ratings information is available to pubscribers of RatingsDirect on 
the Global Credit Portal at www.globalcreditportal.com. All ratings affected 
by this rating action can be found on Standard & Poor's public Web site at 
www.standardandpoors.com. Use the Ratings search box located in the left 
column. 
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Research Update: 

Ratings On SEMCO Energy Inc. Are Placed On 
CreditWatch Positive After Announced Sale To 
AltaGas 

Overview 
• AltaGas Ltd. (BBB/Stable/--) is purchasing U.S. natural gas distribution 

company SEMCO Holding Co., the parent of SEMCO Energy Inc., from 
Continental Energy Systems LLC (CES; unrated) for $1.14 billion. Upon 
close, we expect to link SEMCO's ratings with- those of AltaGas. 
• We are placing our 1 BBB-1  corporate credit and•  'BBB+ issue-level ratings 

on SEMCO on CreditWatch with positive implications. 

Rating Action 
On Feb. 9, 2012, Standard & Poor's Ratings Services placed its ratings on 
SEMCO Energy Inc. (SEMCO) on CreditWatch with positive implications. 

Rationale 
The CreditWatch positive status stems frbm SEMCO's acquisition by a higher 
rated Canadian company, AltaGas. Consequently, we no longer base the ratings 
on the consolidated credit profile of former parent CBS. We view the announced 
transaction to be positive for SEMCO because it will no longer be exposed to 
weaker cash flows for CES's other subsidiary New Mexico Gas Co. Inc. 

We also view the announced transaction as a positive for AltaGas 1 s business 
risk profile because its regulated utility business will diversify and improve 
the stability of the company's existing'asset base. As a result, we have 
revised our business risk profile designation on AltaGas to "strong" from 
"satisfactory" and the financial risk profile to "significant" from 
"aggressive". The company is financing the transaction consistent with its 
caSh flow characteristics and existing capital structure, and we believe the 
cash flows' ?table nature help support the pro forma balance sheet. 

SEMCO owns regulated natural gas distribution and transmission assets in 
Michigan and Alaska, and is building a regulated natural gas storage facility 
in Alaska. 

In our view, SEMCO maintains an "excellent" business risk profile on a 
stand-alone basis and we are revising its financial risk profile to, 
"significant" from "aggressive" in line with t,hat of its new parent, AltaGas. 
Pro forma for the transaction, we estimate that the portion of EBITDA from 
direct commodity sales (fractionation margin and power generation) to be 24%, 
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AltaGas 

down from 2010s 38%. We view this shift to be positive for credit. 

SEMCO's primary operating assets are SEMCO Gas, a regulated natural gas 
distribution system in Michigan serving about 288.000 customers, and ENSTAR 
Natural Gas, a regulated natural gas distribution system in Alaaka serving 
about 133,000 customers. SEMCO has also received regulatory approval to 
develop and operate a storage facility in Alaska called Cook Inlet Natural Gas 
Storage Alaska. Unregulated operations contribute less than 5% of EBITDA and 
include a 50% share of Eaton Rapid Gas Storage System in Michigan, a propane 
gas business, and ownership of three pipelines. 

Financial performance at SEMCO has been improving steadily, with the ratio of 
funds from operation tFF0) to debt of about 18% over the next two years. 
However, we view AltaGas balance sheet to be stretched, largely due to the 
continued high capital spending on long-term projects that will depress 2012 
and 2013 financial metrics. The company has a combined capital spending 
program of more than C$1 billion on projects that we expect will contribute 
only partway into 2012 and future years. We recognize that more stable cash 
flows can support a higher degree of leverage. 

We view the pro forma financial metrics as weak for the ratings, but do see 
improvements into next year as projects such as the Gordondale processing 
facility in the gas segment contribute to a full year's operating results. We 
forecast significant improvements with the contribution of Forest Kerr in 
2014; however, we note there remains about 10% of the project's C$725 million 
cost to be fixed. If the project timing slips, there would be a delay in the 
movement to a more appropriate financial profile for the ratings. 

Liquidity 
We view SEMCO's liquidity on a consolidated basis. When including the 
company's revolving credit facility that matures beyond the next six months, 
we calculate sources divided by uses of more than 2x. On a stand-alone basis, 
SEMCO had a $130 million credit facility of which about $56.5 million is 
unused, as of Sept. 30, 2011. In addition, with about $80 million of FF0 
expected over the next 12 months, the company should have enough funds to meet 
its uses of liqvidity, primarily mandatory capital expenses and any 
distributions. 

We believe that AltaGas has good access to the capital markets, as evidenced 
by the announced C$350 million subscription receipt deal to partially finance 
the transaction's cash portion. 

CreditWatch 

The CreditWatcn positive listiug reflects the stronger consolidated credit 
profile of AltaGas. Wa e,epect. &EMCO to be an integral part of AltaGas, 
providing between one-quarter to one-third of overall cash flows. When the 
auquisition is complete, wo would likely raise SEMCO's sating to that of 
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AltaCas 

AltaOas. We expect the sale to close by the third quarter of 2012, when we 
will remove the ratings from CreditWatch. 

Related Criteria And Research 
Criteria: Key Credit Factors: Business And Financial Risks In The 
Investor-Owned Utilities Industry, Nov. 26, 2008. 

Rathlgs List 
Ratings Placed On CreditWatch Positive 

To 	 From 
SEMCO Energy Inc. 
Corporate Credit Rating 	 BBB-/Watch Pos 	BBB-/Negative/-- 
Senior secured 	 BBB+/Watch Pos 	BBB+ 
Recovery Rating 	 1+ 

Complete ratings information is available to subscribers of RatingsDirect on 
the Global Credit Portal at www.globalcreditportal.com. All ratings affected 
by this rating action can be found on Standard & Poor's public Web site at 
www.standardandpoors.com. Use the Ratings search box located in the left 
column. 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

JOINT APPLICATION OF DUKE ENERGY 
CORPORATION, CINERGY CORP., DUKE ENERGY 
OHIO, INC., DUKE ENERGY KENTUCKY, INC., 
DIAMOND ACQUISITION CORPORATION, AND 
PROGRESS ENERGY, INC., FOR APPROVAL OF 
THE INDIRECT TRANFER OF CONTROL OF 
DUKE ENERGY KENTUCKY, INC. 

CASE NO. 
2011-00124 

ORDER 

On April 4, 2011, Duke Energy Corporation ("Duke"), Cinergy Corp. (Cinergy"), 

Duke Energy Ohio, Inc. (Duke Ohio"), Duke Energy Kentucky, Inc. ("Duke Kentucky), 

Diamond Acquisition Corporation (Diamond"), and Progress Energy, Inc. (Progress") 

(collectively "Applicants") tendered for filing a joint application pursuant to 

KRS 278.020(5) and 278.020(6) for approval of the indirect transfer of ownership and 

control of Duke Kentucky in accordance with the terms of a January 8, 2011 Agreement 

and Plan of Merger. The application also requested that the Commission (1) approve 

five amended affiliate agreements, (2) find that the Applicants other than Duke Kentucky 

and other intermediates or affiliates between Duke and Duke Kentucky are not utilities 

subject to our jurisdiction, (3) find that KRS 278.218 and 807 KAR 5:011, Section 11, do 

not apply to the proposed transaction, and (4) provide notice to the Federal Energy 

Regulatory Commission (FERC") and other applicable federal or state regulatory 

agencies that we have approved the proposed transaction. 

Duke, an energy and utility holding company with its headquarters in Charlotte, 

North Carolina, is one of the largest utility companies in the United States. It owns or 
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controls more than 35,000 megawatts of electric generating capacity, in the U,S., and 

supplies or delivers electricity and natural gas t8 approximately 4.5 million customers in 

the U.S. It is a Fortune 500 company with approximately $12.7 billion in annual 

revenues. 

Duke is the owner of Cinergy, which owns Duke Ohio, which, in turn, owns Duke 

Kentucky. Duke is the sole owner of Diamond, a corporation created specifically to 

accomplish the acquisition of Progress. Progress, an energy and utility holding 

company headquartered in Raleigh, North Carolina, is a Fortune 500 company with 

more than 22,000 megawatts of electric generating capacity in the U.S. It serves 

approximately 3.1 million electric customers in North Carolina, South Carolina and 

Florida and has approximately $10 billion in annual revenues. 

By Order entered on April 21, 2011, the Commission established a procedural 

schedule which provided for two rounds of discovery, intervenor testimony, discovery on 

the intervenor testimony, and a public hearing. That Order also found good cause to 

continue our review and consideration of this application for an additional 60 days 

beyond the initial 60 days, as permitted under KRS 278.020(6). The only intervenor in 

this matter is the Kentucky Attorney General through his Office of Rate Intervention 

ONG"). The Applicants were subject to two younds of discovery by the AG and three 

rounds of discovery by the Commission Staff. The AG did not file testimony. 

At the request of the Applicants, • informal conferences were held at the 

Corn-Mission's offices on May 19, June 8, and June 17, 2011., Subsequent to the June 

informal conferences, on June 24, 2011, Applicants and the AG filed a unanimous 

Settlement Agreement, Stipulation and Recommendation ("Settlement Agreement"), 
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which is attached to this Order as Appendix A.1  An evidentiary public hearing was held 

on July 8, 2011 at the Commission's offices in Frankfort, Kentucky. 

OVERVIEW OF THE TRANSACTION  

Pursuant to the January 8, 2011 Agreement and Plan of Merger, each share of 

Progress common stock will be converted into the right to receive 2.6125 shares of 

Duke common stock. This exchange rate will be adjusted to reflect a one-for-three 

reverse stock split with respect to Duke's common stock, which will be implemented 

prior to the closing of the merger. Shareholders of Progress stock will receive Duke 

stock to reflect their ownership in the combined company. Upon completion of the 

merger, Duke's current shareholders will own approximately 63 percent of the common 

stock of the combined company while current Progress shareholders will own 

approximately 37 percent of Duke's common stock. 

Upon completion of the merger, the combined company will be headquartered in 

Charlotte, North Carolina. Duke will continue to own Cinergy, which will continue to own 

Duke Ohio, which will continue to own Duke Kentucky. According to the application, the 

merger will not impact the corporate structure or local operations of Duke Kentucky. 

Duke Kentucky and many of its affiliates are parties to Commission-approved 

service agreements that permit transactions to occur between the parties under defined 

pricing terms and conditions. The Applicants are requesting approval of revisions that 

reflect the addition of Progress as a party to the following affiliate agreements: (1) 

Service Company Utility Service Agreement; (2) Operating Companies Service 

I  Testimony in support of the Settlement Agreement was filed by the Applicants 
on June 27, 2011. 
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Agreement; (3) Utility Money Pool Agreemere (4) Intercompany Asset Transfer 

Agreement; and (5) Tax Sharing Agreement. 

STATUTORY STANDARD FOR MERGER 

Under KRS 278.020(5), no person may acquire or transfer control of a utility until 

the Commission has determined that the acquirer has the financial, technical, and 

managerial abilities to provide reasonable service. In addition, under KRS 278.020(6), 

no Individual may acquire control of a utility unless the Commission has determined that 

the acquisition is made in accordance with the law, for a proper purpose, and is 

consistent virith the public interest. 

APPLICANTS' COMMITMENTS  

In their application, the Applicants offered to adhere to 41 commitments 

(Regulatory Commitmente) relating to rates or service in conjunction with the 

Commission's approval of the proposed transaction.3  These Regulatory Commitments 

reflected the majority (41 of 46) of the commitments imposed by the Commission in 

2005 in conjunction • with its approval of the Duke-Cinergy merger, Case No. 2005-

00228.4  The five commitments which the Applicants stated should not be continued in 

conjunction with the Duke-Progress merger were Commitment No. 4, which related to 

2  The amended money pool agreement contained in the application was updated 
by the Applicant's filing of April 29, 2011. 

• 3  The Applicants' 41 commitments were contained in Exhibit L of the application, 
the Direct Testimony of Julia S. Janson. 

4  Case No. 2005-00228, Joint Application of Duke Energy Corporation, Duke 
Energy Holding Corp., Deer Acquisition Corp., Cougar Acquisition Corp., Cinengy Corp., 
The Cincinnati Gas and Electric Company and- The Union Light, Heat and Power 
Company for Approval of an Acquisition and Transfer of Control (Ky. PSC. Nov. 29, 
2005). 
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push-down accounting; Commitment No. 6, which related to Duke Kentucky filing a 

number of reports on its service reliability and quality, reports that are now filed by all 

jurisdictional electric utilities pursuant to our Order in another case; Commitment No. 29, 

which related to not closing Duke Kentucky customer service centers; Commitment No. 

45, which related to our ability to assert any pricing methodology in a future FERC 

proceeding in conjunction with inter-company transactions between Duke Kentucky and 

its affiliates; and Commitment No. 46, which related to Dukes interstate gas pipeline 

business. 

In response to Commission Staffs data request, Applicants clarified various of 

their Regulatory Commitments; agreed to continue Commitment No. 4 to apply to any 

acquisition premium paid by Duke for the Progress stock; split Commitment No. 12 into 

two Commitments, Nos. 11 and 12; agreed to modify Commitment No. 23 to reflect the 

filing of certain monthly financial statements with the Commission; agreed to a new 

commitment, which has become Commitment No. 24, which relates to Duke Kentucky 

abiding by other regulatory jurisdictions in the approvals of the Duke-Progress merger; 

agreed to continue Commitment No. 45 in a modified form which eliminated references 

to the repeal of the Public Utility Holding Company Act of 1935 and the enactrnent of the 

Energy Policy Act of 2005; and agreed to a new commitrnent related to examining 

policies that may be more sympathetic to low-income customers.5  

5  The updated Regulatory Commitments are contained in Exhibit A to Appendix A 
of this Order, which is the June 24,2011 Settlement Agreement filed by the parbes. 
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SETTLEMENT AGREEMENT  

The Applicants and the AG have characterized their Settlement Agreement as 

addressing all pertinent matters at issue in this proceeding and representing a fair, just 

and reasonable resolution of all of the issues in this proceeding. 

The major provisions of the Settlement Agreement, which'is attached hereto and 

incorporated herein as Appendix A to this Order, are as follows: 

1) Duke Kentucky will not file new gas or electric base rate applications 

for two years from the date of a final Order approving the proposed 

indirect transfer of control. This provision does not apply to future 

deferrals of extraordinary costs, requests for emergency rate relief 

pursuant to KRS 278.190(2), adjustments to Duke Kentuckys cost 

recovery surcharge mechanisms, or the future establishment of an 

environmental surcharge mechanism pursuant to KRS 278.183. . 

2) Applicants will make five annual shareholder contributions of 

$115,000 each to support low-income weatherization efforts within 

Duke Kentuckys service territory. Contributions will go to People 

Working Cooperatively or to another entity to be determined by 

Duke Kentucky and the AG. Such contributions will not be 

recovered from Duke Kentuckys ratepayers. 

3) Applicants will make five annual shareholder contributions of 

$50,000 each to support economic development within the service 

territory of Duke Kentucky. The contributions will be made to one or 

more non-profit entities as shall be agreed upon by Duke Kentucky 
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and the AG. These contributions will not be recovered from Duke 

Kentucky's ratepayers. 

The Commission has thoroughly reviewed the Settlement Agreement and we 

compliment the Applicants and the AG on the results they achieved. We find that the 

Settlement Agreement represents a reasonable resolution to the issues surrounding the 

proposed acquisition and should be approved. While the Commission finds that the 

Settlement Agreement should be approved, we believe the evidence of record requires 

that we address the following issues which are not addressed or only partially 

addressed therein. 

ADDITIONAL ISSUES 

Commitment No. 8 of the Application  

In the application, Commitrnent No. 8 as carried forward from our approval of the 

Duke-Cinergy merger required that the applicants commit to not achieve merger 

savings at the expense of a material degradation of the adequacy and reliability of Duke 

Kentuckys service. [Emphasis added.] The Commission believes that the achievement 

of merger savings at the expense of any degradation of the adequacy and reliability of 

service would be unacceptable and, thus, the word "materiar should be stricken from 

the commitment, which is now Commitment No. 7 in Appendix B to this Order. 

Commitment No. 23 of the Application  

In the application, Commitment No. 23, also as carried forward from our approval 

of the Duke-Cinergy merger, required that the quarterly reports filed here by Duke 

Kentucky include a schedule of Its current capital structure and a schedule of any 

capital contribution made to Duke Kentucky in the applicable quarter. During this 
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proceeding, ()uke Kentucky agreed to file with the Commission separate gas and 

• electric Income statements and a combined gas and electric balance sheet for each of 

the eight months it does not make the quarterly filings.6  However, in the updated 

Regulatory Commitments attached to the Settlement Agreement, Commitment No. 23 

was revised to require monthly reports but not the quarterly reports that had been flied 

previously. 

At the public hearing, Duke Kentucky confirrned that, due to an oversight, the 

wording of Commitment No, 23 was in error. It also reaffirmed its' agreement to include 

separate gas and electric income statements and a combined gas and electric balance 

sheet in the monthly reports for each of the months it does not file quartedy reports. 

!Demand-Side Management 

In several cases it has decided in recent years, the Commission has stated its 

belief that conservation, energy efficiency and demand-side management ("DSM") 

programs are very important and that such programs will become more cost-effective as 

additional restrictions are place on coal-fired generation.7  In our decisions in those 

proceedings, we encouraged the applicant utility and 'all other electric energy providers 

6  See Applicants Response to Commission Staffs Initial Information Request, 
Item 18. 

7  Case No. 2008-00254, Grayson Rural Electric Cooperative Corporation (Ky. 
PSC Jun. 3, 2009); Case No. 2008-00030, Farmers Rural Electric Cooperative 
Corporation (Ky. PSC Jun. 10, 2009); and Case No. 2010-00222, Meade County Rural 
Electric Cooperative Corporation (Ky. PSC Feb, 17, 2011). 
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to make a greater effort to offer cost-effective DSM and other energy efficiency 

programs....41  

The Commission recognizes that, for many years, Duke Kentucky has offered a 

substantial menu of energy efficiency and DSM programs to its customers. We believe, 

however, that these types of programs have become increasingly important as stricter 

environmental regulations are being promulgated that will impact the cost of electric 

generation. Therefore, we find that an additional regulatory commitment is appropriate 

to ensure that Duke Kentucky continues to offer and aggressively pursue and deploy 

cost-effective DSM and energy efficiency best-practice programs to its customers, This 

additional commitment is set forth as No. 47 in Appendix B. 

Duke Board of Directors  

Duke currently has 11 members on its Board of Directors, while Progress 

currently has 14 members on its board. Post-merger, the reconstituted Board of 

Directors will consist of 18 members, 11 being elected by the Duke shareholders and 7 

being elected by the Progress shareholders. Duke has no existing requirements that 

any Board mernbers be customers of its utilities or that any Board members reside in 

the geographic territories within which it provides utility service. Duke indicated that it 

seeks the most highly qualified candidates to serve on its Board, without regard to their 

place of residency. 

At this time, Duke's Midwest utilities serve just over 2.0 million customers, 

including roughly 500,000 gas customers served by Duke Ohio and Duke Kentucky. 

8  The Commission's emphasis on conservation, energy efficiency and demand-
side management is in keeping with the November 2008 report entitled "intelligent 
Energy Choices for Kentuckys Future" which sets out Govemor Steve Beshear's 
energy policy for the Commonwealth. 
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Dukes customer count in North Carolina and South Carolina totals approximately 2.4 

million. Thus, Dukes Midwest customers now abcount for almost 45.5 percent of 

Dukes regulated service. Post-merger, Duke will serve approximately 7.5 million 

customers, with its Midwest operations accounting for 26.6 percent of that total. While 

Dukes Midwest operations will continue to represent a sizable portion of its post-merger 

business, the Commission is concerned that there are presently, no requirements to 

ensure that Duke's Midwest customers have at least one voice and one vote on its new 

Board. For this reason, we find that there needs to be a commitment by the Applicants 

that, for as long as Dukes post-merger operations include regulated utility service in 

Kentucky, Dukes post-merger Board of Directors will include at least one non-employee 

member who is a customer of either Duke Kentucky, Duke Ohio, or Duke Energy 

Indiana. This additional comrnitment is set forth as No. 48 in Appendiic B. 

Mercier Costs  

In the Direct Testimony of William Don Wathen, pages 6-7, he states that "costs 

to achieve the merger savings will not be included in any test year for recovery in 

electric or gas rates by Duke Energy Kentucky." On April 29, 2811, an errata was filed 

by Applicants to add the phrase "without Commission approver to Mr. Wathen's 

statement. By Order of May 9, 2011, the Commission rejected the filing of the errata 

and advised the Applicants that the errata couki be adopted only by filing an 

amendment to their application. The Applicants chose• to not file an amendment. 

Based on the record, the Commission finds that no merger costs should be recovered 

from Duke Kentucky ratepayers and that this statement should be added as a merger 

commitment. This commitment is set forth as No. 49 in Appendix B. 

-10- 	 Case No.
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Additional issues — Summary 

With restatement of Regulatory Commitment Nos. 7 and 23, as discussed above, 

and the addition of three new commitments, Regulatory Commitments Nos. 47, 48 and 

49, which address DSM, the make-up of the Duke board of directors, and merger costs, 

a complete list of all the commitments, or conditions, which the Commission finds are 

reasonable and necessary in order to approve the proposed merger, is attached hereto 

as Appendix B. 

SUMMAIRY OF FINDINGS  

The Commission, after consideration of the evidence of record and being 

otherwise sufficiently advised, finds that: 

1. Duke Kentucky will, after the consummation of the Duke-Progress merger, 

have the financial, technical, and managerial abilities to provide reasonable electric and 

gas utility service. 

2. The proposed acquisition of Progress by Duke and the associated indirect 

transfer of control of Duke Kentucky resulting from this transaction is in accordance with 

law, for a proper purpose, and will be consistent with the public interest only if the 

Applicants accept and agree to the commitments and conditions set forth in Appendix B, 

attached hereto and incorporated herein by reference. 

3. Duke, Cinergy, Duke Ohio, Diamond, Progress, or any other intermediate 

or affiliate between Duke and Duke Kentucky, will not, by reason of the Duke-Progress 

merger, be utilities as defined in KRS 278.010(3). 

Case No. 2011-00124 
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4. As the Duke-Progress merger results in an indirect transfer of Duke 

Kentucky in its entirety, rather than a tfansfer of control of the assets of Duke Kentucky, 

KRS 278.218 does not apply to the transaction. 

5. As the Duke-Progress merger does not result in any change in the utility 

operating in Kentucky, or any change in Duke Kentucky's rates, rules, classifications, or 

administrative regulations, 807 KAR 5:011, Section 11, does not apply to the 

transaction. 

8. 	The acquisition should be approved en the condition that the Chief 

Executive _Officers of Duke, Cinergy, Duke Ohio, Duke Kentucky, Diarnond and 

Progress file, within seven days of the date of this Order, a written acknowledgement 

accepting, and agreeing to be bound by, all of the commitments set forth in Appendix B, 

attached hereto and incorporated herein by reference. 

7. The affiliate agreements as amended to add Progress and as filed in this 

case should be approved. 

8. Duke Kentucky should provide copies of the final approval orders or other 

notifications received from FERC, the United States Department of Justice, the Federal 

Cornmunications Commission, the Nuclear Regulatory Commission, the North Carolina 

Utilities Commission, and the South Carolina Public Service Commission, to the extent 

these documents have not already been provided in this case. 

9. While it may be the Applicants desire that this approval be communicated 

to FERC and other applicable federal and state regulatory agencies, it is not the 

Commission's responsil;ilify to provide such communication. The Applicants will need 

to provide copies of this Order to those agencies.' 
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IT IS THEREFORE ORDERED that: 

1. The indirect transfer of control of Duke Kentucky via the acquisition of 

Progress by Duke is approved, subject to the filing within seven days of the date of this 

Order of the written acknowledgements described in Finding No. 6 above. 

2. The affiliate agreements as amended to add Progress and as filed in this 

case are approved, 

3. Duke Kentucky shall file copies of the final approval orders, or other 

notifications received from FERC, the United States Department of Justice, the Federal 

Communications Cornmission, the Nuclear Regulatory Commission, the North Carolina 

Utilities Commission, and the South Carolina Public Service Commission within 10 days 

of their receipt. 

4. Twenty days after the date of this Order and every 20 days thereafter, the 

Applicants shall file a written report on the status and expected closing date of the 

acquisition approved herein. 

5. Within five days of the consummation of the acquisition, Duke Kentucky 

shall file a written notice with the Commission setting forth the date of acquisition, 

6. Any documents filed in the future pursuant to ordering paragraphs 1, 2, 3, 

4, and 5 herein shall reference this case number and shall be retained in the utility's 

general correspondence file. 

Case No 2011-00124 
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By the Commission 

ENTERED 

AUG 0 2 2011 

KENTUCKY PUBLIC 
SERVICE COMMISSION 

ATrEST: 

Case No, 2011-00124 
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APPENDIX A 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2011-00124 DATED AUG 0 2 2911 
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RECEIVED 
Stipulation and Settlement Agreement JUN 24 MI 

P LI RVICE This Stipulation and Settlement Agreement is entered into and effective as °Alia&N 

of June, 2011 (the "Stipulation and Settlement Agreement"), by and between JACK CONWAY, 

Attomey General of the Commonwealth of Kentucky, by and through his duly authorized 

representatives in the Office of the Attorney General's Division of Rate Intervention (the 

"Attorney Genera), and DUKE ENERGY CORPORATION CDuke Energy"), CINERGY 

CORP. (Cinergr), DUKE ENERGY OHIO, INC. ("Duke Energy Ohio"), DUKE ENERGY 

KENTUCKY, INC. ("Duke Energy Kentucky), DIAMOND ACQUISITION CORPOR.ATION 

(Diamond") and PROGRESS ENERGY, INC. (PrOgress Energy) (collectively, the "Joint 

Applicants"). The Attomey General and Joini Applicants are collectively referred to herein as 

the "Parties." 

WTTNESSETH:  

WHEREAS the Joint Applicants filed their Application arid testimony in In the Matter 

of 77m Application of Duke Energy Corporation, Cinergy Corp., Duke Energy Ohio, Inc., •Duke 

Energy Kentucky, Inc. Diamond Acquisition Cotporation and Progress Enerv, Inc. for 

Approval of the Indirect Transfer of Control of Duke Energy Kentucky, Inc , with the Kentucky 

Public Service Commission ("Commissioe) on April 4, 2011, and the case was docketed as 

Case No. 2011.00124 (the "Transfer Case); and 

WHEREAS the Attorney General was granted leave by the Commission to intervene in 

the Transfer Cast; and 

WHEREAS the Parties have diligently negotiated and reached an agreement regarding 

the reasonable terms and regulatory conditions which the Padies believe should apply to and 
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support the Conunission's approval of the transaction set forth in the Transfer Case Application; 

and 

WHEREAS the Parties agree that this Stipulation and Settlement Agreement, iewed in 

its entirety, constitutes a fair, just and reasonable resolution of all the issues in the Transfer Case; 

and 

WHEREAS the Parties agree that following the completion of tha merger transaction 

described in the Transfer Case Application, Duke Energy shall continua to possess the financial, 

technical and managerial abilities to ensure that Duke Energy Kentucky provides reasonable 

service as required by KRS 278.020(5); and 

WHEREAS the Parties agree that the resolution of the Transfer Case in accordance with 

the terms and conditions set forth herein is for a public purpose, in accordance with taw and 

consistent with the public interest as required by K.RS 278.020(6); and 

WHEREAS the Parties recognize that this Stipulation and Settlement Agreement is 

nonbinding upon the Commission, but simply constitutes an agreernent by and between 

themselves, and that the Commission may inquire about and consider any issues arising from or 

relating to the Transfer Case as part of the formal proceeding scheduled to commence on or 

about July 8, 2011; and 

WHEREAS the Parties desire to document and record said terms and conditions of their 

agreement herein; 

NOW, THEREFORS, in consideration of the prernises and conditions set forth herein, 

the Parries do hereby agree and stipulate 83 follows: 
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ARTICLE I — BASE RATE CASE STAY OUT COMMITMENT 

1.01 Base Rate Case Stay Out.  Except as noted in Section 1.02 herein, Duke Energy 

Kentucky agices to not file an application for approval of a base rate increase for either its retail 

electric or natural gas businesses for two years from the date of the Commission's entry of a final 

order approving the indirect transfer of control of Duke Energy-Kentucky in the Transfer Case. 

Duke Energy Kentucky may file its notice of intent to file a base rate application sooner than two 

years from the date of the Commission's fund ordcr in the Transfer Case, 

1.02 Exceptions.  Notwithstanding the base rate case stay out comrnitment set forth in 

Section 1.01, Duke Energy Kentucky shall retain the right to seek the approval from the 

Commission of: 

a) the deferral of 'extraordinary and uncontrollable costs (e.g., ice, wind 

storm, etc.), but excluding any costs related to the transfer of indirect control transaction that is 

the subject matter of the Transfer Case (e.g., transaCtion costs and management retention 

bonuses, etc.); 

b) emergency rate relief under KRS 278.190(2) to avoid a material 

impairment or dainage to its credit or operations; 

c) adjustments to the operation of any of Duke Energy Kentucky's cost 

recovery surcharge mechanisms (e.g., Fuel Adjustment Clause, Demand Side Management, Gas 

Cost Recovery, etc.), including any base rate roll-ins, which are part of the normal operations of 

such mechanisms; 

d) the establislunent or implementation of an environmental surcharge 

mechanism pursuant to KRS 278.183. 

3 
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1 03 Effect of Failure to Cornplete Transaction.  The commitment set forth in Section 

1.01 shall become effective upon the Commission's final order approving the Application in the 

Transfer Case. In the event the anticipated merger ia not completed, however, the obligation set 

forth in Section 1.01 shall no longer be effective or applicable to Duke Energy Kentucky. 

ARTICLE II — LOW INCOME WEATHERIZATION SUPPORT 

2.01 Low Im:oroe Weatherization Support.  Duke Energy Kentucky currently supports 

low income weatherization programs within its service territorj. As a supplement to this 

existing program, the Joint Applicants agree to make five (5) equal, annual shareholder 

contributions of S115,000.00 (mtal of S575,000.00) to support weatherization efforts within the 

service tenitory of Duke Energy Kentucky. The contributions shall be made by the Duke Energy 

Foundation to People Working Cooperatively (PWC) or to another entity to be mutually 

detennined by Duke Energy Kentucky and the Attorney General. The arumal contribution shall 

be made on or before Match 31 of each year. Duke Energy Kentucky shall take reasonable steps 

to assure that ?WC or any other entity receiving funds hereunder will administer the funds using 

the same guidelines and program pararneters that are currently used to administer Duke Energy 

Kentucky's existing low income weatherization prograin with the goal of maximizing the impact 

of the annual contributions. 

2 02 No Recoverv Through Rztea.  The Joint Applicants contribution shall not be 

recovered through Duke Energy Kentucky's base rates or through its Deinand Side Management 

Rider. 

ARTICLE III —LOCAL ECONOMIC DEVELOPMENT SUPPORT 

3.01  Local Economic _Development Sumort.  Dukz Energy Kentucky currently 

supports eccnonrc developincnt programs within its service territory. As a supplement to its 
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existing support, the Joint Applicants agree to make five (5) equal, annual shareholder 

contributions of $50,000.00 (total of $250,000.00) to support economic development 

opportunities within the service territory of Duke Energy Kentucky. The contributions will be 

made by the Duke Energy Foundation to one or more non pro-fit recipients as shall be agreed 

upon by the Attorney General and Duke Energy Kentucky. 

3.02 No Recovery Through Rates. The Joint Applicants' contribution shall not be 

recovered through Duke Energy Kentucky's base rates. 

ARTICLE IV — REGULATORY COMMTTMENTS ANI) AFFILIATE AGREEMENTS \ 

4.01 Regulatory Commitnients. The Joint Applicants agree to be bound, to the extent 

applicable to each of them, by the regulatory commitments set forth in Appendix A to this 

Stipulation and Settlement Agreetnent. These regulatory requireinents should expressly 

supersede and replace any and all regulatory commitments previously imposed by the 

Commission's order in Case No. 2005-00228 approving the merger of Duke Energy and Cinergy 

Corp. 

4.02 Attoroval of Affiliate Agreements. The Parties agree that the affiliate agreements 

tendered to the Commission by the Joint Applicants as Exhibit I to their Application, as amended 

by the Joint Applicants' tender to the Commission of an amended Utility Money Pool Agreement 

on April 28, 2011, are reasonable, in accordance with Kentucky law and should be approved by 

the Commission. The Attorney General agrees to not oppose the Coinmission's approval of said 

affiliate agreetnents. 

ARTICLE V — OTLIER PROVISIONS 

5.01 Merger Savings Mechanism. The Parties agree that the unique facts of this 

indirect transfer case do not permit an immediate and quantifiable calculation of merger savings 
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likely to accrue to Duke Energy Kentucky following the completion of the proposed merger 

transaction. Although the Joint Applicants are targeting merger savings to be recognized over 

dine, the Parties agree that the task of seeking to identify and quantify such savings in the short-

terra would be administratively burdensome and would be costly to the point of eroding the 

value of the savings. Accordingly, thc Parties agree that finure net savings arising from the 

merger transaction and inuring to the benefit of Duke Energy Kentucicy will best be recognized 

for retail ratemaking purposes in future base rate case proceedings and that no merger savings 

inechanism should be implemented as part of the Conunission's approval of the Transfer Case. 

The Parties agreement that a merger savings mechanism is not appropriate in this specific 

situation is made solely in recognition of the unique facts of this merger transaction and not upon 

any particular interpretation of law. The right of the Attorney General to request the 

implementation of reasonable merger savings mechanisms in future transfer of control cases is 

expressly reserved. 

5.02 Confidentiality. The Attorney General does not object to the Commission 

granting confidential treahnent to the confidential infonnation for which confidentiality has 

previously been sought by the Joint Applicants by the filing of various petitions during the 

course of this proceeding. 

5.03 No Admissions. Except as specifically stated otherwise in this Stipulation and 

Settlement Agreement, the Parties agree that making this Stipulaticn and Settlement Agreeinent 

shall not be deemed in 3ny respect to constitute an adrnission by any Party hereto that any 

computation, formula, allegation, assertion or contention made by any other Party in the Transfer 

Case is true or valid. 
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5.04 Filing of Stinulation_ and Settlement Agreement  The Parties 'Agee that a fully 

executed copy of this Stipulation and Settlement Agreement shall be filed of record in the 

Transfer Case as an exhibit to supplemental testimony iequesting the Commission to approve the 

indirect transfer of conti:ol of Duke Energy Kentucky in accordance with the terms and 

conditions set forth herein. 

5.05 participation in Hearing  The Attorney General waives all cross-examination of 

the Joint Applicants witnesses, except as set forth in subparagraph (b) of this"section, unless the 

Commission disapproves this Stipulation and Settlement Agreement. The Attorney General 

further agrees that upon his execution of this Stipulation and Settlement Agreement, he will not: 

a) otherwise contest the Joint Applicants' Application in the Transfer Case, 

as modified by this Stipulation and Settlement Agreement, during the hearing of the Transfer . 

Case; or 

b) cross-examine the Joint Applicants' witnesses during the hearing of the 

Transfer Case except insofar as such cross-examination is of the witness(es) offered by the Joint 

Applicant to support the Stipulation and Settlement Agreement. 

5.06 Good Faith.  The Parties agree to act in good faith and to use their hest efforts to 

recommend to the Commission that this Stipulation•and Settlement Ageement be accepted and 

approved. 

5.07 Further Review.  if the Commission enters a final order approving the Application 

in the Transfer Case and adopting and implementing the terms and conditions set forth herein, 

the Parties agree that they shall not file a petition for rehearing before the Commission or file an 

action for review in the Franklin Circuit Court with respect to such final order. 
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5.08 Effect of Final Order. The Parties agree that if the Counnission issues a final 

order that fails to approve the Application in the Transfer Case, fails to adopt and implement all 

of the terms end conditions set forth herein, or adds or imposes additional conditions or burdens 

upon the proposed merger transaction or on any or all of the Joint Applicants that are 

unacceptable to any or all of the Joint Applicants in their sole thscretion, upon notice given to the 

Commission and the Attorney (3eneral, then: 

a) this Stipulation and Settlement Agreement shall be void and withdrawn by 
• 

the Parties from further consideration by the Commission and none of the Parties shall be bound 

by any of the provisions herein, although no Party shall be prohibited from advocating any 

position contained in this Stipulation and Settlement Agreement; and 

b) neither the terms of this Stipulation and Settlement Agreement nor any 

matters raised during the negotiations of this Stipulation and Settlement Agreement shall be 

binding on any of the Parties to this Stipulation and Settlement Ageement or be construed 

again.st  any of the Parti,-s. 

5.09 Commission Jurisdiction. The Parties agree that nothing in this Stipulation and 

Settlement Agreement shall be construed in a manner that diminishes or eliminates the 

Comnission's jurisdiction under Chapter 278 of the Kentucky Revised Statutes. 

5.10 Fvture Effect. The Parties agree that this Stipulation and Settlement Agreement 

shall inure to the benefit of, and be binding upon, the Parties, their successors and assigns. 

5.11 Whole Agreement The Parties agree that this Stipulation and Settlement 

Agreement constitutes the complete agreement and understanding among the Parties and chat any 

and all oral statements, representations, or agreements made prior hereto or contemporaneously 
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herewith, shall be null and void, and shall be deemed to have been merged into this Stipulation 

and Settlement Agreement. 

5.12 Fair, Just and Reasonable Result. The Parties agree that, foi the pumose of this 

Stipulation and Settlement Agreement, the terms are based upon the independent analysis of the 

Parties to reflect a fair, just and reasonable outcome and are the product of arms-length 

negotiation and cornpromise. The Parties further agree that upon the completion of the proposed 

merger transaction. Duke Energy shall ha* the requisite financial, technical and managerial 

abilities to ensure that Duke Energy Kentucky continues to provide reasonable service, as 

requited by KR.S 278.020(5), and that the proposed merger transaction is in accordance with law, 

for a proper purpose and consistent with the public interest, as requited by KRS 278.020(6). 

5.13 Admisaility. The Parties agree that the Stipulation and Settlement Agreement, 

either in whole or in part, shall not be admissible in any court or administrative agency except 

insofar as such court or administrative agency is addressing litigation arising out of the 

itnplementation of the tenns and condition set forth herein. This Stipulation and Settlement 

Agreetnent shall not have arty precedential value in this or any other jurisdiction. 

5.14 Consultation and Authority. The signatories hereto warrant that they have 

informed, advised, and consulted with the Parties they represent in the Transfer Case with regard 

to the contents and significance of this Stipulation and Settlement Agreement and based upon the 

foregoing, are authorized to execute this Stipulation and Settlement Agreement on behalf of the 

Parties they represent. 

5.15 Construction. The Parties agree that this Stipulation and Settleinent Agreement is 

a product of negotiation among all Parties, and that no provision , of this 'Stipulation and 

Settlement Agreement shall be silictly construed in favor of, or against, any Party. 
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5.16 Counterparts. The Parties agree that tMs Stipulation and Settlement Agreement 

may be executed in multiple counterparts. 

IN WITNESS WHEREOF, the Parties have affixed their signatures hereunto. 

JACK CONWAY, ATTORNEY GENERAL 

BY: 

DUKE ENERGY CORPORATION 

BY.  

CTNERGY CORP. 

BY: 

DUKE ENERGY OHIO, INC. 

BY.  

DUKE ENERGY KENTUCKY, INC. 

BY: 

DIAMOND ACQUISITION CORPORATION 

BY: 

PROGRESS ENERGY, INC. 

BY: 

I() 
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BY: 
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5.16 Counterparta. The Parties agree that this Stipulation and Settlement Agreement 

may be executed io multiple counterparts. 

IN wrrNpss WHEREOF, the Parties have affixed their signatures hereunto. 

JACK CONWAY, ATTORNEY GENERAL 

BY: 

BY: 

BYr 
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Stipulation anti Settlement Agreement 

Exhibit A 
Joint Applicants Regulatory Commitments 

I. 	Joint Applicants commit to make available to the Kentucky Public Service 
Commission ('Comrnission"), for inspection and examination at such time and place as the 
Commission designates, the books and records of Duke Energy Kentucky, Inc. ("Duke Energy 
Kentucky") and the books and records of any subsidiary of Duke Energy Corporation ("Duke 
Energy') in which Duke Energy holds a controlling interest, to the extent necessaty to verify 
transactions with Duke Energy Kentucky. Joint Applicants commit that the books and records of 
Duke Energy Kentucky, DuIce Energy Ohio, Inc. ("Duke Energy Ohio") and Cinergy Corp. 
("Cinergr) will be located in Cincinnati, Ohio, Plainfield, Indiana, or Charlotte, North Carolina. 

2. Joint Applicants commit that Duke Energy Kentucky shall not incur any 
additional indebtedness, issue any additional securities, or pledge any assets to fulance any part 
of Duke Energy's merger with Progress Energy, inc. ("Progress Energy"). Duke Energy 
Kentucky will loan and borrow motley from affiliates only under the terms of, and only with the 
parties to, the Utility Money Pool Agreement that is approved as part of the Commission's 
review of the proposed merger transaction. Although Duke Energy and Progress Energy wili be 
parties to the Utility Money Pool Agreeanent, Duke Energy Kentucky will not make money pool 
loans or otherwise make loans to Duke Energy, Progress Energy or any affiliate that is not a 
party to the Utility Money Pool Agreement. 

3. The payment for Progress Energy's stock shall be recorded on Duke Energy's 
books, and shall be excluded from the books of Duke Energy Kentucky for retail ratemaking 
purposes and for accounting purposes, unless inconsistent with U.S. Securities and Exchange 
Commission ("SEC') principles. 

4. Although there is no "push down" accounting applicable to Duke Energy 
Kentucky in this merger transaction, any acquisition premittm paid by Duke Energy for the 
Progress Energy stock shall not be "pushed down" to Duke Energy Kentucky for retail 
raternaking purposes or for accounting purposes, unless inconsistent with SEC principles. 

5. No change in control payments will be allocated to the retail customers of Duke 
Energy Kentucky for retail ratemaking purposes or for accounting purposes, unless inconsistent 
with SEC principles. 

6. Following the merger of Duke Energy and Progress Energy, executive level 
personnel will continue to be based in the Cincinnati/Northern Kentucky ales with direct 
iesponsibility for gas and electric operations matters in Kentucky. Duke Energy Kentucky will 
file annual reports an the number of sustained outages (defined as having a duration of greater 
than nye minutes) and the outage duration for the circuits at each substation. When Duke 
Eaergy's chief executive officer has mutual meetings with the Commissscn, gas and electric 
operations petsonnel will also be present to discuss service reliability issues. 

1 1 
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7. Joint Applicants commit that they will not achieve merger savings at the expense 
of material degradation in the adequacy and reliability of Duke Energy Kentucky's retail gas and 
electric service. 

8. Joirst Applicants coinmit that Duke Energy Kentucky shall continue to rnaintain a 
substantial level of involvement in community activities, through annual charitable and other 
contributions. 

9. Joint Applicants commit to maintaining Duke Energy Kentucky's proactive 
stance on- developing economic opportunities in Kentucky and supporting economic 
development activities throughout Duke Energy Kentucky's service territory. 

3  
10. Joint Applicants commit that the accounting and reporting system used by Duke 

Energy Kentucky will be adequate to provide assurance that directly assignable utility and non-
utility costs are accounted for properly and that reports on the utility and non-utility operations 
are accurately presented. 

11. Joint Applicants commit to implement and maintain cost allocation procedures 
that will accomplish the objective of preventing cross-subsidization, and be prepared to fully 
disclose all allocated costs, the portion allocated to Duke Energy Kentucky, complete details of 
the allocation inethods, and justification for, the amount and the method. Joi»t Applicants 
commit to give the Commission 30 days advance notice of any changes in cost' allocation 
methods set forth in the Service Company Utility Service Agreement, the Operating 
Company/Non-Utility Companies Service Agreements and the Operating Companies Service 
Agreement approved is pert of the merger transaction. 

12. Joint Applicants commit to periodic comprehensive third-party independent audits 
of the affiliate transactions un4er the affiliate agreements approved as part of .the merger 
transaction. Such audits will be conducted no less often than evely two years, and the reports 
will be filed with the Commission and the Attorney General. Duke Energy Kentucky shall file 
the audit report, if possible, when Duke Energy Kentucky files its annual report. The audits will 
continue for six years or until three service company audits are perfonned, in the event more 
than six years are needed to perform three audits. 

13. Duke Energy Kentucky commits to protect against cross-subsidization in 
transactions with affiliates. 

14. Duke Energy Kentucky acknowledges that, for raternaking purposes, the 
Commission has jurisdiction over its capital structure, financing and cost of capital and that the 
Commission will continue to exercise such jurisdiction. 

15. Joint Applicants commit that the merger will have no adverse impact on the base 
testes or the operation of the fuel adjustment clause, gas cost recovery and demand side 
management clause of Duke Energy Kentucky. 
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16. In future rate cases, Duke Energy Kentucky will not seek a higher rate or return 
on equity than would have been sought if the merger transaction bad not occuned. 

17. The accounting and ratemaking treatments of Duke Energy Kentucky's excess 
accumulated deferred income taxes will not be affected by the merger of Duke Energy and 
P tog ns Energy. 

18. Duke Energy and Progress Energy commit to take an active and ongoing role in 
managing and operating Duke Energy Kentucky in the interests of customers, employees, and 
the Commonwealth of Kentucky, and to take the lead in enhancing Duke Energy Kentucky's 
relationship with the Commission, with state and local governments, and with other community 
interests, including, but not limited to, meetings between Duke Energy's chief executive officer 
and the Commission at least once a year or more frequently if deemed necessary by the 
Commission. 

19. Joint Applicants commit that, for a period of five years following the merger, 
Duke Energy Kentucky will advise the Commission at least annually on the adoption and 
implementation of best practices at Duke Energy Kentucky following the completion of the 
merger between Duke Energy and Progress Energy. 

20. Joint Applicants commit to notify the Commission as soon as practicable of 
registration or issuance of new public long-term debt or equity in excess of 3500 million issued 
by Duke Energy or Cinergy. 

21. Duke Energy Kentucky commits to notify the Commission subsequent to its 
board approval and as soon as practicable following any public announcement of arty acquisition 
of a regulated or non-regulated business representing five percent or more of Duke Energy's 
market capitalization. 

22. Joint Applicants commit that Duke Energy Kentucky will pay dividends only out 
of retained earnings. Applicants further commit to maintain a capital structure for Duke Energy 
Kentucky which contains a minimum of thirty-five (35) percent equity. 

23. Joint Applicants commit that when Duke Energy Kentucky files its monthly 
reports with the Commission, it shall include with that filing a schedule of the current capital 
structure and a schedule of any capital contributions made to Duke Energy Kentucky in the 
applicable month. 

24. The Joint Applicants commit that, to the extent applicable, practicable and 
reasonable, Duke Energy Kentucky will abide by regulatory conditions required by other 
jurisdictions in their approval of the merger between Duke Energy and Progess Energy, unless 
those regulatory conditions are adverse to the interests of Duke Energy Kentucky's ratepayers. 

25. Joint Applicants commit that customers will experience no adverse change in 
utility service due to the ^,onsolidation of Duke Energy Business Services, LLC, md Progress 
Energy SerAces Company, LLC. 
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26. Joint Applicants commit to: a) adequately fund and maintain Duke Eneigy 
Kentucky's transmission and distribution system; b) comply with all Commission regulations 
and statutes; and c) supply Duke Energy Kentucky's service needs. 

27. When implementing best practices, Joint Applicants commit to taking into full 
consideration the related impacts on the levels of customer service and customer satisfaction, 
including any negative impacts resulting from woricforce reductions. 

28. Joint Applicants commit to minimize, to the extent possible, any negative impacts 
on levels Of customer service and customer satisfaction resulting from workforce reductions. 

29. Duke Energy Kentucky commits to notify the Commission in writing thirty (30) 
days prior to any material changes in its participation in funding for research and development. 
Material changes include, but are not limited to, any change in funding equal to or greater than 
twenty-five (25) percent of Duke Energy Kentucky's previous year's budget for research and 
development. The written notification will include an explanation and the reasons of the change 
in policy. 

30. Joint Applicants commit to dedicating Duke Enero Kentucky's existing and 
future tate-based generation facilities to the first call requirements of its existing and future 
native load customers. 

31. Joint Applicants commit that within sixty (60) days of the closing of anY merger, 
disposition or acquisition involving Duke Energy or a subsidiary thereof, in the United States 
that is exeinpted under KRS 278.020(5) and KRS 278.020(6), Duke Energy Kentucky will file 
with the Commission a notice setting forth an analysis of any changes and iinplications for Duke 
Energy Kentucky's customers. 

32. Joint Applicants commit that Duke Energy Ohio will hold one hundred (100) 
percent of the common stock of Duke Energy Kentucky and that Duke Energy Ohio will not 
transfer any of that stock without prior notice to the Cominission, even if the transfer is 
exempted under KRS 278.020(5) and KRS 278.020(6). 

33. Joint Applicants comrnit that when budgets, investments, dividend policies, 
projects and business plans are being considered by Duke Energy for tile Kentucky business, at a 
minimum, the chief executive officer of Duke Energy Kentucky his or her designee must 
participate on a real-time basis to ofTer a Kentucky perspective to the decision and be permitted 
to participate in any debates on the issues on a real-time basis. 

34. Joint Applicants commit that Duke Energy Kentucky's president will reside 
within Kentucky or the Cincinnati metropolitan area. 

35. Joint Applicants commit that managerial talent will not be diverted from Duke 
Energy Kentucky to Duke Energy or any of its affiliates in a manner which threatens the 
continued efficient operation of Duke Energy Kentucky. 
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36. Joint Applicants coinmit that Duke Energy Kentucky and Duke Energy will file 
copies of the FERC Form I and FERC Form 2 with the Commission. If the Federal Energy 
R.egulatory Cornmission ("FERC") ever does not require the aforementioned reports to be filed, 
then Duke Energy Kentucky will meet with the Commission to discuss and reach agreement on 
alternative reporting to meet the Commission's reasonable data needs. Joint Applicants also 
commit that Duke Energy, Cinergy and Duke Energy Ohio will tile copies of their annual reports 
with the Commission. 

37. Duke Energy Kentucky is committed to providing a variety of customer prograins 
and services that enable its customers to better manage their energy bills based on the varied 
needs of its customers. Duke Energy Kentucky will continue to offer a variety of service options 
that provide accessibility and convenience, as well as consistent customer service experience, 
regardless of the service channel. 

38. Duke Energy Kentucky will continue to have qualified and skilled customer 
setvice representatives available twenty-four (24) hours a day, to respond to power outage calls. 
Customers will also have access to Duke Energy Kentucky's online service and automated 
telephone service, twenty-four (24) hours a day, to perform routine interactions or to obtain 
general billing and customer information. 

39. Duke Energy Kentucky will continue to staff qualified and skilled customer 
service representatives during core business hours to handle all types of customers inquiries, and 
will continue its commitment to a Quality Assurance program. 

40. Duke Enerp Kentucky will continue to survey its customers regarding their 
satisfaction and will integrate this information into its processes, prograrns, and services that 
iinpact its customers. 

41. Before Duke Energy Kentucky can issue long-terin debt, it must receive approval 
of the Commission. 

42. Duke Energy Kentucky will not guarantee the credit of any of its affiliates unless 
specifically approved by the Commission. 

43. Joint Applicants commit that all debt of Duke Energy and Progress Energy will be 
non-recourse to Duke Energy Kentucky. 

44. Joint Applicants commit that in the event the rnerger between Duke Energy and 
Progress Energy is not completed and Duke Energy rnakes a termination payment to Progress 
Energy or ieceives a termination payment from Progress Energy pursuant lo the January 8, 2011, 
Merger Agreement identified in the Joint Applicants' Application, then neither the cost of the 
termination payment nor the receipt of a termination payment would be allocated to Duke 
Energy Kentucky's books except if requir.d for SEC reporting. Additionally, if the merger is nct 
completed, Duke Energy Kentucky's customers will not bear any costs of the failed transaction. 
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45. Duke Energy Kentucky commits to follow Kentucky law with respect to the 
.pncing for inter-company transactions not otherwise covered by Commission-approved service 
a&-eements and will not plesume to preclude the Conunission fiom asserting any pricing 
methodology in a future proceeding at FERC. 

46. The Joint Applicants conunit to review with Duke Energy Kentucky whether 
policies more sympathetic to low-income customers would be more appropriate. 
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APPENDIX B 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2011-00124 DATED AUG 0 2 2011 

REGULATORY COMMITMENTS 

1. Joint Applicants commit to make available to the Kentucky Public Service 

Commission (Commission"), for inspection and examination at such time and place as 

the Cornmission designates, the books and records of Duke Energy Kentucky, inc. 

(Duke Energy Kentucky") and the books and records of any subsidiary of Duke Energy 

Corporation (Duke Energy') in which Duke Energy holds a controlling interest, to the 

extent necessary to verify transactions with Duke Energy Kentucky. Joint Applicants 

commit that the books and records of Duke Energy Kentucky, Duke Energy Ohio, Inc. 

("Duke Energy Ohio") and Cinergy Corp. ("Cinergy") will be located in Cincinnati, Ohio, 

Plainfield, Indiana, or Charlotte, North Carolina. 

2. Joint Applicants commit that Duke Energy Kentucky shall not incur any 

additional indebtedness, issue any additional securities, or pledge any assets to finance 

any part of Duke Energys merger with Progress Energy, Inc. ("Progress Energy"). 

Duke Energy Kentucky will loan and borrow money from affiliates only under the terms 

of, and only with the parties to, the Utility Money Pool Agreement that is approved as 

part of the Commission's review of the proposed merger transaction. Although Duke 

Energy and Progress Energy will be parties to the Utility Money Pool Agreement, Duke 

Energy Kentucky will not make money pool loans or otherwise make loans to Duke 

Energy, Progress Energy or any affiliate that is not a party to the Utility Money Pool 

Agreement. 
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3. The payment for Progress Energy's stock shall be recorded on Duke 

Energys books, and shall be excluded from the books of Duke 'Energy Kentucky for 

retail ratemaking purposes and for accounting purposes, unless inconsistent with U.S. 

Securities and Exchange Commission CSEC") principles. 

4. Although there is no "push down" accounting applicable to Duke Energy 

Kentucky in this merger transaction, any acqUisition premium paid bY Duke Energy for 

the Progress Energy stock shall not be "pushed down" to Duke Energy Kentucky for 

retail ratemaking purposes or for accounting purposes, unless inconsistent with SEC 

principles. 

5. No change in control.payments will be allocated to the retail customers of 

Duke Energy Kentucky for retail ratemaking purposes or for accounting purposes, 

unless inconsistent with SEC principles: 

6. , Following the merger of Duke Energy and Progress Energy, executive 

level personnel will continue to be based in the Cincinnati/Northern Kentucky area with 

direct responsibility for gas and electric operations matters in Kentucky. Duke Energy 

Kentucky will file annual reports on the number of sustained outages (defined as having 

a duration of greater thanifive minutes) and the outage duration for the circuits at each 

substation. When Duke Energys chief executive officer has annual meetings with the 

Comrilssion, gas and electric operations personnel will also be present to discuss 

service reliability issues. 

7. Joint Applicants commit that they will not achieve merger saVings at the 

expense' of degradation in the adequacy and reliability of Duke Energy Kentucky's retail 

gas and electric service. 
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8. Joint Applicants commit that Duke Energy Kentucky shall continue to 

maintain a substantial level of irwolvement in community activities, through annual 

charitable and other contributions. 

9. Joint Applicants commit to maintaining Duke Energy Kentuckys proactive 

stance on developing economic opportunities in Kentucky and supporting economic 

development activities throughout Duke Energy Kentuckys service territory. 

10. Joint Applicants commit that the accounting and reporting system used by 

Duke Energy Kentucky will be adequate to provide assurance that directly assignable 

utility and non-utility costs are accounted for properly and that reports on the utility and 

non-utility operations are accurately presented. 

11. Joint Applicants commit to implement and maintain cost allocation 

procedures that will accomplish the objective of preventing cross-subsidization, and be 

prepared to fully disclose all allocated costs, the portion allocated to Duke Energy 

Kentucky, complete details of the allocation methods, and justification for the amount 

and the method. Joint Applicants commit to give the Commission 30 days advance 

notice of any changes in cost allocation methods set forth in the Service Company 

Utility Service Agreement, the Operating Company/Non-Utility Companies Service 

Agreements and the Operating Companies Service Agreement approved as part of the 

merger transaction. 

12. Joint Applicants commit to periodic comprehensive third-party 

independent audits of the affiliate transactions under the affiliate agreements approved 

as part of the merger transaction. Such audits will be conducted no less often than 

every two years, and the reports will be filed with the Commission and the Attorney 
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General. Duke Energy Kentucky shalt, file the audit report, if possible, when Duke 

Energy KentuckY files its annual report. The audits will continue for six years or until 

three service company audits are performed, in the event more than six years are 

needed to perform three audits. , 

13. Duke Energy Kentucky commits to protect against cross-subsidization in 

transactions with affiliates. 

14. Duke Energy Kentucky acknowledges that, for ratemaking purposes, the 

Commission has jurisdiction over its capital structure, financing and cost of capital and 

that the Commission will continue to exercise such jurisdiction. 

15. Joint Applicante commit that the merger will have no adverse impact on 

the base rates or the operation of the fuel adjustment clause, gas cost recovery and 

demand side management clause of Duke Energy Kentucky, 

16. In future rate cases, Duke Energy Kentucky will not seek a higher rate or 

retum on equity than would have been sought if the merger transaction had not 

occurred. 

17. The accounting and ratemaking treatments of Duke Energy Kentucky's 

excess accumulated deferred income taxes will not be affected by the merger of Duke 

Energy and Progress Energy. 

18. Duke
,
Energy and Progress Energy commit to take an active and ongoing 

role in managing and operating Duke Energy Kentucky in the interests of custorners, 

employees, and the Commonwealth of Kentucky, and to take the lead In enhancing 

Duke Energy Kentucky's relationship with the Cornmission, with state and local 

governments, and with other community interests, including, but not limited to, meetings 
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between Duke Energy's chief executive officer and the Commission at least once a year 

or more frequently if deemed necessary by the Commission. 

19. Joint Applicants commit that, for a period of five years following the 

merger, Duke Energy Kentucky will advise the Commission at least annually on the 

adoption and implementation of best practices at Duke Energy Kentucky following the 

completion of the merger between Duke Energy and Progress Energy. 

20. Joint Applicants commit to notify the Commission as soon as practicable 

of registration or issuance of new public long-term debt or equity in excess of $500 

million issued by Duke Energy or Cinergy. 

21. Duke Energy Kentucky commits to notify the Commission subsequent to 

its board approval and as soon as practicable following any public announcement of any 

acquisition of a regulated or non-regulated business representing five percent or more 

of Duke Energy's market capitalization. 

22. Joint Applicants commit that Duke Energy Kentucky will pay dividends 

only out of retained eamings. Applicants further commit to maintain a capital structure 

for Duke Energy Kentucky which contains a minimum of thirty-five (35) percent equity. 

23. Joint Applicants commit that when Duke Energy Kentucky files its monthly 

reports with the Commission, it shall include with that filing a schedule of the current 

capital structure and a schedule of any capital contributions made to Duke Energy 

Kentucky in the applicable month. The monthly reports shall also include separate gas 

and electric income staternents and a combined gas and electric balance sheet for each 

of the eight months in which it does not make quarterly filings. 
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24. The Joint Applicants commit that, to the extent applicable, practicable and 

.reas'onable, Diike Energy Kentucky will abide by regulatory conditions required by other. 

jurisdictions in their approval of the merger between Duke Energy and Progress Energy, 

unless those regulatory conditions are adverse to the interests of Duke Energy 

Kentucky's ratepayers. 

25. Joint Applicants commit that customers will exPerience no adverse change 

in utility service due to the consolidation of Duke Energy Business Services, LUC, and 

Progress Energy Services Company, LLC. 

26. Joint Applicants commit to: a) adequately fund and maintain Duke Energy 

Kentucky's trgnsmission and distribution system; b) comply with all Commission 

regulations and statutes; and c) supply Duke Energy Kentucky's service needs. 

27. When implementing best practices, Joint Applicants commit to taking into 

full consideration the related irnpacts on the levels of customer service and customer 

satisfaction, including any negative impacts resulting from workforce reductions. 

M. 	Joint Applicants commit to minimize, to the extent possible; any negative 

impacts on levels of customer service and customer satisfaction resulting from 

workforce reductions. 

29. 	Duke Energy Kentucky commits to notify the Commission in writing thirty 

(30) days prior to any material changes in its participation in funding for research and 

development. lvlaterial changes include,
, 
 but are not limited to, any change in funding 

equal to or greater than twenty-five (25) percent of Duke Energy Kentuckys previous 

years budget for researth and development. The written notification will include an 

explanation of and the reasons for the change in policy. 
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30. Joint Applicants commit to dedicating Duke Energy Kentucky's existing 

and future rate-based generation facilities to the first call requirements of its existing and 

future native load customers. 

31. Joint Applicants commit that within sixty (60) days of the closing of any 

merger, disposition or acquisition involving Duke Energy or a subsidiary thereof, in the 

United States that is exempted under KRS 278.020(5) and KRS 278.020(6), Duke 

Energy Kentucky will file with the Commission a notice setting forth an analysis of any 

changes and implications for Duke Energy Kentuckys customers. 

32. Joint Applicants commit that Duke Energy Ohio will hold one hundred 

(100) percent of the common stock of Duke Energy Kentucky and that Duke Energy 

Ohio will not transfer any of that stock without prior notice to the Commission, even if 

the transfer is exempted under KRS 278.020(5) and KRS 278.020(6). 

33. Joint Applicants commit that when budgets, investments, dividend 

policies, projects and business plans are being considered by Duke Energy for the 

Kentucky business, at a minimum, the chief executive officer of Duke Energy Kentucky 

or his or her designee must participate on a real-time basis to offer a Kentucky 

perspective to the decision and be permitted to participate in any debates on the issues 

on a real-time basis. 

34. Joint Applicants commit that Duke Energy Kentucky's president will reside 

within Kentucky or the Cincinnati metropolitan area. 

35. Joint Applicants commit that managerial talent will not be diverted from 

Duke Energy Kentucky to Duke Energy or any of lts affiliates in a manner which 

threatens the continued efficient operation of Duke Energy Kentucky. 
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36. 	Joint Applicants commit that Duke Energy Kentucky and Duke Energy will 

file copies of the FERC Form 1 and FERC Form 2 with the Commission. lf the Federal 

Energy Regulatory Commission ("FERC") ever does not require the aforementioned 

report's to be filed, then C.luke Energy Kentucky will rneet with the Commission to 

discuss and reach "agreement on alternative reporting to meet the Commission's 

reasonable data needs. Joint Applicants also Commit that Duke Energy, Cinergy and 

Duke Energy Ohio will file copies of their annual reports with the Commission. 

	

37, 	Duke Energy Kentucky is committed to providing a variety of customer 

programs and services that enable its customers to better manage their energy bills 

based on the varied needs of its customers. Duke Energy Kentucky %rat continue to 

offer a variety of service options that provide accessibility and convenience, as well as 

consistent customer service experience, regardless of the service channel. 

38. Duke Energy Kentucky will continue to have qualified and skilled customer 

service representatives available twenty-four (24) hours a day to respond to power 

outage calls. Customers will also have access to Duke Energy Kentucky§ online 

service and automated telephone service, twenty-four (24) hours a .d ay, to perform 

routine interactions of to obtain general billing and customer infommtion. 

39. Duke Energy Kentucky will continue to staff qualified and skilled customer 

service representatives during core business hours to handle all types of customers` 

inquiries, and will continue its commitment to a Quality Assurance program. 

40. Duke Energy Kentucky will continue to survey its customers regarding 

their satisfaction and will integrate this information into its prccesses, programs, and 

services that impact its customers. 
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41. Before Duke Energy Kentucky can issue long-term debt, it must receive 

approval of the Commission. 

42. Duke Energy Kentucky will not guarantee the credit of any of its affiliates 

unless specifically approved by the Commission. 

43. Joint Applicants commit that all debt of Duke Energy and Progress Energy 

will be non-recourse to Duke Energy Kentucky. 

44. Joint Applicants commit that in the event the merger between Duke 

Energy and Progress Energy is not completed and Duke Energy makes a termination 

payment to Progress Energy or receives a tetmination payment from Progress Energy 

pursuant to the January 8, 2011 Merger Agreement identified in the Joint Applicants' 

Application, then neither the cost of the termination payment nor the receipt of a 

terrnination payment would be allocated to Duke Energy Kentucky's books except if 

required for SEC reporting. Additionally, if the merger is not completed, Duke Energy 

Kentuckys customers will not bear any costs of the failed transaction. 

45. Duke Energy Kentucky commits to follow Kentucky law with respect to the 

pricing for inter-company transactions not otherwise covered by Commission-approved 

service agreements and will not presume to preclude the Commission from asserting 

any pricing methodology in a future proceeding at FERC. 

46. The Joint Applicants commit to review with Duke Energy Kentucky 

whether policies more sympathetic to low-income customers would be more 

appropriate, 
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47. Duke Energy Kentucky cornmits to continue aggressively pursuing cost-

effective DSIVI and energy efficiency programs and commits to deploy such programs, 

using industry best practices in Kentucky. 

48. Joint Applicants commit that for as long as Duke's post-merger operations 

include regulated utility service in Kentucky, Duka's post-merger Board of Directors will 

include at least one non-emOloyee member who is a customer of either Duke Kentucky, 

Duke Ohio, or Duke Energy Indiana. 

49. No costs to achieve the merger transaction will be recovered from Duke 

Kentucky ratepayers. 
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In the Matter of Application of Duke Energy Corpoiation..., na P U R 4th 363... 

298 P.U.R.4th 363, 2052 WL 2590482 (N.C.U.C.) 

Re Duke Energy Corporation 

Docket No. E-2, Sub 998 

Docket No. E-7, Sub 986 

North Carolina Utilities Comrnission 

June 29, 2012 

APPEARANCES For Progress Enemy. Inc., and Carolina Power & Light Company, dibta Progress Energy Carolinas, Inc.. 
Len S. Anthony and Kendal C. Bowman, Post Office Box 1551-PEB 17A, Raleigh, North Carolina 27601. For Duke Energy 
Corporation and Duke Energy Carolinas, 1.1C-  Kodwo Ghartey-Tagoe, 550 South Tryon Street, Charlotte. North Carolina 
28202. Kendrick C. Fentress, 3700 Glenwood Avenue, Suite 330, Raleigh, North Carolina 27612. Robert W Kaylor, Law Office 

of Robert W. Kaylor, P.A., 3700 Glenwood Avenue, Suitc 330, Raleigh North Carolina 27612. For Blue Ridge Paper Products: 

Christopher J. Ayers, Poyner Spruill I,LP. Post Office Box 1801, Raleigh, North Carolina 27602. For Carolina Industrial Group 

for Fair Utility Rates 11 and Carolina Industrial Group for Fair Utility Rates 11I• Ralph McDonald and Carson Carmichael, Bailey 

& Dixon, LLP, Post Office Box 1351, Raleigh, North Carolina 27601. For Carolina Utility Customers Association,Inc.: Robert 

F. Page, Crisp. Page & Currin. LLP, 4010 f3arrett Drive, Suite 210, Raleigh, Nonh Carolina 27609. For the Commercial Group: 

Robert Paschal, Young Moore, Post Office Box 31627. Raleigh, North Carolina 27622. Alan R. Jenkins, Jenkins at Law, LLC. 

2265 Roswell Road, Marietta, Georgia 30062. For Electricities o f North Carolina, Inc., NortiCarolina Eastern Municipal Power 
Agency, and North Carolina Municipal Power Agency No. I: Daniel C. Higgins, Bums, Day & Presnell, PA, Post Office Box 

10857, Raleigh, North Carolina 27605. For Environmental Defense Fund, Sierra Club, Southern Alliance for Clean Energy, 

and South Carolina Coastal Conservation League: Gudrun Thompson and John Suttles, Southern Environmental I.aw Center, 
601 West Rosemary Street, Suite 220, Chapel Hill, North Carolina 27516. Jill Tauber, Southern Environmental Law Center, 

122 C Street, N W., Suite 390, Washington, District of Columbia 20001. For Intemational Brotherhood of Electrical Workers: 

Jonathan D. Newman, Sherman; Dunn, Cohen, Leifer & Yellig. P.C., 900 Seventh Street. N.W.. Suite 1000, Washington, 

District of Col umbia 20001. For North Carol ina Electric Membership Corporation: Richard M. Feathers, North Carolina Electric 

Membership Corporation, Post Office Box 27306. Raleigh, North Carolina 27611. For North Carolina Sustainable Energy 

Association: Kurt Olson and Michael D. Youth, North Carolina Sustainable Energy Association, 1111 Haynes Street, Suite 

109. Raleigh, North Carolina 27608. For North Carolina Waste Awareness and Reduction Network: John D Runkle, Attorney 

at Law, Post Office Box 3793, Chapel Hill, North Carolina 27515. For City of Orangeburg, South Carolina: James N. liorwood, 

Spiced & McDiarmid, LLP, 1333 New Hampshire Avenue, N.W., Washington, District of Columhia 20036. For Piedmont 

Electric Membership Corporation, Rutherford Electric Membership Corporation. Blue Ridge Electric Membership Corporation, 

and Haywood Electric Membership Corporation: Gray Styers and Charlorte Mitchell, Styers and Kemerait, 1101 Haynes Street. 
Suite 101. Raleigh. North Carolina.27604. For Public Works Commission of the City of Fayetteville, North Carol ina: Jarnes 

West. West Law Offices, P.C.. 434 Fayetteville Street, Suite 2325, Raleigh, North Carolina 27601 For South Carolina Office 

of Regulatory Staff: J. Carr McLumb, Jr., Jordan Price, 1951 Clark Avenue. Raleigh, North Carolina 27605. Nanette Edwards, 
South Carol ina Office of Regulatory Staff, 1401 Main Street. Suite 900, Columbia, South Carolina 29201. For the Using and 

Consuming Public. Antoinene R. Wike and Gisele L. Rankin, Public Staff - North Carolina Utilities Commission, 4326 Mail 
Service Center, Raleigh, Nor,h Carolina 27699-4326. 

13e fore Finley. Jr. (presiding), chairman, and Joyner, Culpepper, Ili. Beatty, Rabon, 13rown-Bland, and Allen I  , commissioners. 

BY THE COMMISSION: 
S. 

ORDER APPROVING MERGER SUBJECT TO REGULATORY CONDITIONS AND CODE OF CONDUCT 

On April 4, 2011, Duke Energy Corporation (Duke) and Progress Energy. Inc. (Progress) (collectively, the Applicants), filed 

an application in the above-captioned dockets seeking Commission approval pursuant to Ú. s. 62- I 1 I (a) to engage in a business 

45 

0000099 


	Page 1
	Page 2
	Page 3
	Page 4
	Page 5
	Page 6
	Page 7
	Page 8
	Page 9
	Page 10
	Page 11
	Page 12
	Page 13
	Page 14
	Page 15
	Page 16
	Page 17
	Page 18
	Page 19
	Page 20
	Page 21
	Page 22
	Page 23
	Page 24
	Page 25
	Page 26
	Page 27
	Page 28
	Page 29
	Page 30
	Page 31
	Page 32
	Page 33
	Page 34
	Page 35
	Page 36
	Page 37
	Page 38
	Page 39
	Page 40
	Page 41
	Page 42
	Page 43
	Page 44
	Page 45
	Page 46
	Page 47
	Page 48
	Page 49
	Page 50
	Page 51
	Page 52
	Page 53
	Page 54
	Page 55
	Page 56
	Page 57
	Page 58
	Page 59
	Page 60
	Page 61
	Page 62
	Page 63
	Page 64
	Page 65
	Page 66
	Page 67
	Page 68
	Page 69
	Page 70
	Page 71
	Page 72
	Page 73
	Page 74
	Page 75
	Page 76
	Page 77
	Page 78
	Page 79
	Page 80
	Page 81
	Page 82
	Page 83
	Page 84
	Page 85
	Page 86
	Page 87
	Page 88
	Page 89
	Page 90
	Page 91
	Page 92
	Page 93
	Page 94
	Page 95
	Page 96
	Page 97
	Page 98
	Page 99
	Page 100

