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{2} Filings related to orders and filings with the FERC, as required by Regulatory Condstion 3.1(d}, 3.11 and 5.13 shall be made
by DEC and PEC in Sub 986E and Sub 998E, respactively;

13.2 Advance Notice Filings. Advance notices filed pursuant to Regulatory Condifions 3.1(¢}) 3.3(b), 3.7(c), 3.10{c),
4.2, 5.3, 8.8, and 10.1 shall be assigned 2 new, separate Sub docket. Such a filing shall state what condition and astice
period are involved and whether other regulatory approvals are requived and shall be in the format of a pleading,
with n caption, & title, allegations of the activities to be undertaken, and & verifieation, Advance notices may he filed
under seal if necessary, The following additional procedures apply:

(2} Advance notices of activities to be undertaken shall not be filed untit sufficient details have been decided upon o aliow for
meaningful discovery as io the proposed activities.

#3122 {b) The Chief Clesk shali distribute a copy of advance notice filings to each Commussioner and to appropriate members
of the Comuntission Staff and Public Staff.

() DEC ur PEC shall serve such ndvance notices on cach party to Docket Nos, E-7, Sub 986, and E-2, Sub 998, that has filed
a request to receive them with the Commission within 30 days of the issuance of un order approving the Merger in this docket.
These parties may participate in the advance notice proceedings without pettioning 10 intervene, Other interesied persons shall
be reguired 1o llow the Commission's usual intervention procedures.

i} To effectuate this Regulatory Condition, DEC or PEC shali serve pertinent infurmation on all parties at the time it serves
the advance notiee. During the advance notice period, a free exchange of information ts encouraged, and parties may request
additional relevant information. If DEC or PEC objects to a discovery request, DEC or PEC and the requesting party shall

try to resolve the matter, If the parties are unable 1o resolve the matter, DEC or PEC may file a motion for a proiective order
with the Commission.

() The Public Staff shall investigate and file a response with the Commission no later than 15 days before the notice period

expires. Any other interested party may also file a response within the notice period. DEC or PEC may file a reply to the
response(s)

1) The basis for any chjection to the activities to be undertaken shall be stated with specificity. The objection shall allege
grounds for a hearing, if such is desired.

(g} If neither the Public Staff nor any other party files an obiection to the activities, no Commission order shall be issued, and
the Sub docket in which the advance notice was filed may be closed.

) If the Public Staff or any other pacty files g timely ohjection to the activities to he underiaken by DEC or PEC. the Public
Saff shall piace the matter on a Commission Staff Conference ngenda as sonn as possible, but in no cvent later than two wechs
after the ohjection is filed, and shall recommend that the Commission issue an order deciding how to proceed as 1o the objection.
The Commussion reserves the right to extend an advance notice period by order should the Commission need additional time
to deliberate or investigate any issuc. At the end of the notice penad, if no order, whether procedural or substantive, has been
issued, DEC. PEC, Duke Energy, any other Affiliate, or the Nonpublic Udlity Operation may proceed with the activity to be
undertaken, but shall be subject 1o any fully-adjudicated Commission order on the matrer,

(i) if the Commussion schedules a hearing on an objeciion, the party Bing the objestion shall bear the burden of proof at the
hearing.

{1} The precedential effectof advance notice proceedings, ke moatissues of res judicata, will be decided on a fact-specific basis.
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(k) I some viher Commission {iling or Commission approval is required by statute, notice pursuant to a Regulatory Condition
alone does not satisfy the statutory requirement

*123 (1) DEC, PEC, the Public Staff, or any party may move for a waiver if exigent circiunsiances in a particular case justify
such.

-

SECTION X1V

COMPLIANCE WITH {”ONDITIO:NS AND CODE OF CONDITT

The following Regulatory Conditions are intended to ensure that Duke Energy, DEC. PEC, and all other Affiliates establish
and maintam the structures and processes necessary to fulfill the commitments expressed in all of the Regulatory Conditions
and the Code of Conduct in a timely, consistent, and effective manner

AN

14.1 Ensuring Compiiance with Regulatory Conditions and Code of Conduct, Duke Energy, DEC, PEC, and ali other
Affitintes shall devote sufficient resources into the creation, monitoring, and ongoing improvement of effective
internal complinnce programs to ensure compliance with ali Regulatory Conditions and the DEC/PEC Code

of Conduct, and shall take a proactive approach toward correcting any violations and reporting them to the
Commission. This effort shall include the implementation of systems and protocols for monitoring, identifying, and
correcting possible violations, a management culture that encourages compliance among all personnoel, and the tools
and training gumcicnt to enable employees to comply with Commission requirements.

14.2 Designation of Chicf Campliance Qfficer. DEC and PEC shall designate a chief compliance officer who will be
responsible for complisnce with the Regulatory Conditions and Code of Conduct. This person's name and contact
information must be posted on DEC's and PEC's Internet Website.

14.3 Annual Training. DEC and PEC shalt provndc annual training on the requirements and standards contained
within the Regulatory Conditions and Cede of Conduct to all of their employees (including service company
employees) whose duties in any way may be affected by such requirements and standards. New employees must
receive such training within the first 60 days of their employment. Each employee who has taken the training must
certify electronically or in writing that s/he has completed the training,

4.4 Report of Violations, If DEC and PEC discover that a violation of their requirements or standards contained
within the Regulatory Conditions and Code of Conduct has sccurred then DEC and PEC shall file a statement with
the Commission in Docket Nos. £7, Sub 986C, and E-2, Sub 998C, respectively, deseribing the circumstances feading’
to that violation of DEC's or PEC'S requirements or standards, as contained within the Regulatory Conditions and
Code of Conduct, and the mitigating and other steps taken to address the current or any future potential violation. -

CODE OF CONDUCT ‘
GQVERNING THE RELATIONSHIFS, ACTIVITIES, AND TRANSACTIONS BETWEEN AND AMONG THE PUBLIC UTILITY

OPERATIONS OF DEC. THE PUBLIC UTILITY OPERATIONS OF PEC. DUKE ENERGY CORPORATION, OTHER
AFFILIATES, AND THE NONPUBLIC UTILITY OPERATIONS OF DEC AND PEC

I BEFINITIONS

For the purposes of this Code of Conduct, the terms listed below shall have the following definitions
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*124 Affilace. Duke Energy and any business eatity of which ten percent (10%%) or more is owned or controlled, directly or
mehirectly, by Duke Energy. For purposes of this Code of Conduct, Duke Energy and any business entity controlled by it are
considered to be Affiliates of cach other and DEC and PEC are considered to be Affitiates of each other.

Commusston: The North Carolina Utilities Commission,

Confidential Systems Operation Informanon: Nonpublic information that pertains 0 Electric Services provided by DEC or
PEC, including but not Hmited 10 information concerning electric generation, wansmission, distnibution, or sales.

Customer: Avy retail glectric eustomer of DEC or PEC in North Carolina,

Cusiomer Informanon. Non-public information or data specific to a Customer or a group of Customers, including, but not
fimitesd to, wlectricity consumption, load profile, billing history, or credit history that is or has been obtained or compiled by
DEC or PEC in connection with the supplying of Electric Services to that Customer or group of Customers,

DEBS. Duke Energy Business Serviess, LLC, and its successors, which is a service company Affihate that provides Shared

Services to DEC, PEC, Duke Energy, other Affiliates, or the Nonpublic Utility Operations of DEC or PEC, singly or in uny
combination,

DEC Duke Energy Carolinas, LLC, the business entity, wholly owned by Duke Energy, that holds the franchise granted by
the Commission to provide Elcctrie Scrvices within DEC's Morth Carolina service territory and that engages in public utility
operations, as defined in L1 S 62-50 %, within the State of North Carolina,

Duke Energy. Duke Energy Corporation, which is the current bolding company parent of DEC and PEC, and any successor
company.

Eleetric Services: Commission-regulated electric power generation, transmission, distribution, delivery, and sales, and other
related services, including. but not limited to, administration of Customer accounts and rate schedules, metering, billing, standby
service. backups, and changeovers of service to other suppliers.

Fuel and Purchased Power Supply Services: All fugl for generating electric power and purchased power obtained by DEC or
PEC from sources other than DEC ur PEC for the purpose of providing Electric Servicss.

Fudly Distributed Cost: All direct and indirect costs, Including overheads and an appropriate cost of capital, incurred in providing
goods or services 1o another business entity; provided, however, that (4} for each good and service supplied by DEC or PEC,
the return on commor equity wtilized in determining the sppropriate cost of capital shall equal the return on commeon equity
authorized by the Commission in the supplying wtility's most recent general rate case proceeding, (b) for each good and service
supptied fo DEC or PFC, the appropriate cost of capital shall not exceed the overall cost of capital authorized in the supplying
utility’s most recent general rate case proceeding; and (¢} for each good and service supplicd by DEC and PEC to cach uther,
the retum on common equity utilized in determining the appropriate cost of capital shall rof exceed the lewer of the returns on
common equity authorized by the Commission in DEC's and PEC's mnst recent general rate case proceedings.

*128 JD4: Joint Dispatch Agreement, which is the agreement as filed with the Comnussion on April 1, 2011, and as revised
and filed on Apuil 4, 2011, in Docket Nos. E-7, Sub 980, and E-2, Sub 9935, and allowed by the Commission to be filed with the
FERC, by Order dated April 4. 2011, and as further revised and filed on June 22, 2011, and allowed 1o be filed with the FERC
by Order dated July 11, 2011, in Docket Nos. E-7, Sub 986, and E.2, Sub 998,

Aarket Value: The price at which property, goods, and services would change hands m an arm's length transaetion bebwveen a
buyer and a sefler without any compulsion to engage in a transactiun, and both having reasonable knowledge of the relevant facts.
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Merger: All transactions contemplated by the Agreement and Plan of Merger between Duke Energy and Progress Energy.

Nawral Gas Services: Natural gas sales and natural gas transportation, and other related services, including, but not limited
10, metering and billing,

Nonpublic Unility Operations: All busmess operations engaged in by DEC or PEC involving activities (including the sales of

,gowds or services) that are not regulated by the Commission, or otherwise subject to public utility regulation at the state or
federal level.

Non-Utility 4ffitiate; Any Atfiliate, including DEBS and PESC, other than & Utility Affitiste, DEC, or PEC.

PEC: Progress Energy Carolinas, Ing., the business entity, wholly owned by Duke Energy, that holds the franchises granted
by the Commission to provide Electnic Services within the North Carolina service terriory of PEC and that engages in public
utility operations, as defined in G 8. 62-3(23), within the State of Nonth Carohina,

Personnel: An employee or other representative of DEC, PEC, Duke Enérgy, another Affiliate, or a Nonpublic Utility Operation,
who is involved m {ulfilling the business purpose of that entity.

'PESC: Progress Encrgy Services Company and its successors, which is a service company Affiliate that provides Shared

Services to PEC, DEC, Duke Energy, other Affilates, or the Nonpublic Utility Operations of DEC or PEC, individually or
n combination,

Progress Energy. Progress Energy, Inc., which is the former holding company parent of PEC, and which became a subsidiary
of Duke Energy after the close of the Merger, and any successors.

Public Staff: The Public Staff of the North Carolina Utilities Commission,
Regulaiory Condition’s: The conditions imposed by the Commission in connection with or relatad to the Merger.

Shared Services. The services that meet the requirements of the Regulatory Condsimns appmveé in Docket Nos. E-7, Sub 986,
and E-2, Sub 998, or subsequent orders of the Commission and that the Commission has e\plzcztly authorized DEC or PEC

" to take from DEBS or PESC pursuant to a service agreement (3) filed with the Commussion pursuant to .8 62-153(hy, thus
requiring acceplance and authorization by the Commission, and (b) subject to all other apphicable provisions of North Carolina
law, the rules and orders of the Commission, imd the Regulatory Conditions,

*126 Liniliry Affiliates: The regulated public wiility operations of Duke Energy Indiang, Inc. (Duke indiana), Duke Energy
Kentucky, Ine. {Duke Kentucky), and Florida Power Corporation, d/b/a Progress Energy Florida (PEF); and the regulated
transrssion and distribution operations of Duke Energy Ohio, Inc. {Duke Ohio).

B

i GENERAL

This Code of Conduct establishes the minumum guidelines and rules that apply to the relationships, transactions, and activitiss
mvolving the public utility operations of DEC, PEC, Duke Energy, nther Affiliates. ar the Nonpublic Utility Operations of DEC
and PEC, to the extent such relationships, activities, and transactions affect the operations or costs of utility service experienced
by the public utlity operations of DEC and PEC in their respettive service areas. DEC, PEC, and the other Affiliates are bound
by this Code of Conduct pursuant to Regulatory Condition 6.1 approved by the Comission in Docket Nos, -2, Sub 998,
and E-7, Sub 986. This Code of Conduct is subject to modification by the Commission as the public interest may require,
including. but not limited to, addressing changes in the organizational siructure of DEC. PEC, Duke Energy, other Affiliates, or

&
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the Nonpublic Utility Operations; changes in the structure of the electric industry; or other changes that warrant modification
of this Code.

DEC or PEC may seek a waiver of any aspest of this Code of Conduct by filing a request with the Commission showing that
exigent chroumstances in a particular case justity such a walver,

il STANDARDS OF CONDUCT
A. Independence and Information Sharing

{. Separation - DEC, PEC, Duke Energy, and the other Affiliates shall operate independently of each other and in
physically separate loeations to the maximum extent practieable. DEC, PEC, Duke Encrgy, and each of the other
Affitiates shail maintain separate hooks and records. Each of DEC's and PEC's Nonpublic Utility Operations shall
msintain separate records from these of DEC's and PEC's public utility operations to ensure appropriate cost
atlocations and any srm’s-length-transaction requirements.

2. Disclosure of Customer Information:

{a) Upon request, and subject to the restrictions and conditions contained herein, DEC and PEC may provule Customer

Information to Duke Energy, another Affiliate, or a Nonpublic Utility Operation under the same terms and conditions that such
wmiormation is provided to non-Affiliates.

() Except as provided in Section HLA.2.(6) below, Customer Information shall not be disclosed to any person or company,
without the Customer's consent, and then only o the extent specified by the Customer. Consent to disclosure of Customer
information to Atfitiates or Nonpublic Utitity Operations may be obtained by means of written authorization, elecironic
authorization or recorded verbal authorization upon providing the Customer with the informution set forth in Attachment A;

provided, however. that DEC and PEC retain such authorization for verification purposes for as long as the authorization
remains in effect.

*127 {c) If the Customer altows or directs DEC or PEC to provide Customer [nformation to Duke Energy, another Affiliate,
or g Nunpublic Utility Operation, then DEC or PEC shall ask the Customer i€ he, she, # would like the Customer Infermation
10 be provided to one or more non-Affiliates. If the Customer directs DEC or PEC to provide Customer Information to one or

more non-Affiliates, the Customer Information shall be disclosed to all entities designated by the Customer contemporaneously
and in the same manner,

{d} Sections HLA.2.(a}, 2.08}, and 2 {c) herein shall be permanently posted on DEC's and PEC's website

te3 No DEC or PEC employee who is transferred to Duke Encrgy or another Affiliate will be permutied to copy or otherwise
compule any Customer Information for use by such entity except pursuant 1o written permission from the Custormer, as reflected
by a signed Data Disclosure Authorization, Neither DEC nor PEC shall transfer sny employee to Duke Energy or another
Affiliate for the purpose of disclosing or providing Custorner Information to such entity

¢fy Notwithstanding the prohibitions esiablished by this Section 111.A.2, DEC and PEC may disciose Customer information
to DEBS, PESC, any other Atfiliate, 2 Nonpublic Utility Operation or a non-affiliated third party without Customer consent,
but only to the extent necussary for the Affiliate, Nonpablic Utility Operation or non-atfiliated third party to provide goods or
services to DEC or PEC and upon their explicit agreement to protect the confidentiality of such Customer Information. To the
extent the Commission approves a fist of services 10 be provided and taken pursuant to one or more utilityto-utility service

agreements. then Customer Information may be disclosed pursuant to the foregoing exception 1o the extent necessary for such
services to be performed.
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{2) DEC and PEC shall take appropriate steps to store Customer Information in such a manner a5 to limit access to only those
persons permitted to receive it and shall require all persons with access to such information to protect its confidentiality,

{h) DEC and PEC shatl establish guidelines for its employees and representatives to follow with regard to complying with this
Section HLA2.

{i} No DEBS or PESC employee may use Customer Information to market or sell any product or service to DECs or PEC's

Customers, except in support of a Commission-approved rate schedule or program or a marketing effort managed and supervised
directly by DEC or PEC.

{33 DEBS and PESC employees with access to Customer Information must be prohibited from making any tmproper indirect
use of the dats, including directing or encouraging any actions based on the Customer Information by employees of DERS or
PESC that do not have aecess to such information, or by other employees of Duke Energy or uther Affiliates or Nonpublic
Utility Operations of the Ulilities,

(k) Should any inappropriate disclosure of DEC or PEC Customer Information occur at any time, DEC or PEC is required to
prompily file a statement with the Commission in this docket describing the circumstances of the disclosure, the Customer
information disclosed. the results of the disclosure, and the mitigating and/or other steps taken o address the disclosure,

3. The disclesure of Confidential Systems Qperation Information of DEC and PEC {referred to hereinafter as
Hnformation®) shall be governed as follows:

*128 (a) Such Information shall not be disclosed by DEC or PEC to an Affiliate or a Nonpublic Utility Operation unless it
is disclosed to all competing non-Affiliates contemporaneously and in the same manner. Disclosure to non-Affiliates is not
required when disclosure to Affiliates or Nonpublic Utility Operations meets one of the following exceptions:

{i) The Information is provided to employees of DEC or PEC for the purpnse of implementing, and operating pursuant to, the
IDA in accordance with the Regulatory Conditions approved in Docket Nos. E-7, Sub 986, and E-2, Sub 998;

(i) The Information is necessary for the performance of services approved to be performed pursuant to one or more Affifiate
utility-to-unlity service agreements;

(it} A state or federal regulatory agency or court having jurisdiction over the disclosure of the Information requires the
disclosure; -

(iv) The Information is provided to employzes of DEBS or PESC pursuant to a service agreenent filed with the Commission
pursuant to .S 62-153,

{v) The Information is pruvided to employees of DEC's or PEC's Utility AfTiliates for the purpose of sharing best practices and
otherwise improving the provision of regulated wility service:

{vi) The Information is provided 10 an Affiliate pursuant to an agreement fited with the Commission pursuant to (v § 62,133,
provided that the agreement specifically describes the types of Information to be disclosed;

(vii) Disclosure is otherwise essential to cnable DEC or PEC to provide Eleciric Services to their Customers; or

{viii} Disclosure of the Information 15 necessary for compliance with the Sarbanes-Oxdey Act of 2002.
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{b) Any Information disclosed pursuant to the exceptions in Section HI A.3(a}, sbove, shall be disclosed only 1o employees
that nced the information {or the purposes covered by those exceptions and in as hmited a manner as possible. The employees
receiving such Information must be prohibited from acting as conduits to poss the Infurmation to any Affiliate(s) and must have
explicitly agreed to protect the confidentiality of such Information.

{c) For disclosures pursuant to exceptions (vii) and {vii} in Section HILA.3{a}, above, DEC and PEC shall include in their annual
affiliated transaction reports the following information:

{i) The types of Information disclosed and the name(s) of the Affiliate(s) 1o which it 1s heing, or has been, disclosed,

(i) The reasons for the disciosure; and

{iily Whether the disclosure 15 intended to be a one-time oecurrence or an ongoing process. To the exient a disclosure subject
to the reporting requirement is intended to be ongoing, onty the initial disclosure and a description of any processes governing
subsequent disclosures need to be reported.

(dy DEC, PEC, DEBS, and PESC employees with access to CSO! must be prohibited from making any improper indirect usc
of the data, including directing or encouraging any actions based on the CSO! by employees that do not have access to such
information, or by other employees of Duke Energy or other Affiliates or Nonpublic Unlity Operations of DEC and PEC.

*129 (e} Should the handling or disclosure of Marke: Information, Transasdssion Information, or other CSO!I by DEBS, PESC,
or another Affiliate or Nonpublic Utility Operation, or thew respective employees, result in (1) a violation of DEC's or PEC's
FERC Statement of Policy and Code of Comduct (FERC Code), 18 CFR 358-Standards of Conduct for Transmission Providers
{Transmission Standards), or any other relevant FERC standards or codes of conduct, (ii) ibe posting of such data on an QASIS
or other Internet websie, or (i) other public disclosure of the data, DEC or PEC shall promptly file a statement with the
Commission in Commission in Docket Nos. E-7, Sub 986C, and E-2, Sub 998C, respectively, describing the circumstances
leading to such violation, posting. or other this docket descrbing the circumstances leading 10 such violation, posting, or other
public disclosure, any dala required to be postad or otherwise publicly disclosed. and the mitigating and/or other steps taken to
address the current o7 any future potential violation, posting, or other public disclosure.

{f) Should any inappropriate disclosure of CSOL cccur at any lime, DEC or PEC shall promptly file g statement with the
Commssion in Docket Nos. B-7, Sub 986C, or E-2, Sub 998C, respectively, describing the circumstances of the disclosure, the
CSO1 disclosed, the results of the disclosure, and the mitigating and/or other steps taken to address the disclosure

{g) Unless publicly noticed and generaily available, should the FERC Code. the Transmission Standards, or any other relevant
FERC standards or codes of conduct be eliminated. amended, superseded. or otherwise replaced, DEC and PEC shall file n
{etter in Docket Nos. E-7, Sub 986F, and E-2, Sub 998E, with the Commission desersbing such action within 60 days of the
uction, along with a copy of any amendad or replacement documaent.

B, Nondiscrimination
1. DEC's and PEC's emgployees and vepresentatives shall not unduty diseriminate against non-Affiliated entities,

2. 1n vesponding to vequests for Electrie Services, neither DEC nor PEC shall provide any preference to Duke Energy,
another Affiliate, or 3 Noenpublic Utility Operation, nor to any customers of such an entity. as compared to non-
Affiliates or their castomers, Moreover, neither DEC, PEC, Duke Energy. nor sny other Affiliates shall represent

to any person or entity that Duke Eneryy, annther Aififiate, or & Nonpublic Utility Operstion will receive any such
preference.
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3. DEC and PEC shall apply the provisions of their respective tariffs cqually to Duke Energy, the other Affiliates, the
Nenpublic Utility Operations, and non-Affiliates.

4. DEC and PEC shail process alf similar requests for Electric Services in the same timely manner, whether requested
on behalf of Duke Energy, another Affiliate, a Nonpublic Utility Operation, or a non-Affiliated entity.

5. No personnel or representatives of DEC, PEC, Duke Eneryy, or another Affitiate shall indicate, represent, or
otherwise give the appearance to another party that Duke Energy or another Affiliate speaks on behalf of DEC or
PEC; provided however, that this prehibition shall not apply to empleyees of DEBS or PESC providing Shared \
Services or to employees of another Affiliate to the extent explicitly pravided for in an affiliate agreement that has
been accepted by the Commissien. In addition, no personnei or representatives of a Noapublic Utility Operation shall

indicate, represent, or otherwise give the appearance to anuther party that they speak na behalf of DEC's or PEC's
reguiated public utility operations.

6. No personnel or representatives of DEC, PEC, Duke Energy, another Affiliate, or a Nonpublic Utility Operstion
shall indicate, represent, or vtherwise give the appesrance to another party that any advantage to that party with
regard to Electric Services exists as the result of that party dealing with Duke Energy, another Affiliate, or a
Nonpublic Utility Operation, as compared with a aon-Affiliate.

7. Neither DEC nor PEC shall condition or otherwise tie the provision or terms of any Electric Services to the

purchasing of any goods or services from, or the engagement in business of any kind with, Duke Energy, another
Affiliate, or a Nonpublic Utility Operation.

8. When any employee or representative of DEC or PEC receives a reqguest for information from or provides
information to a Customer ahout goods or services available froin Duke Energy, another Affiliate, or a Nonpublic
Utility Operation, the employee or rcpreséntative shali advise the Customer that such goods or services may also be
available from non-Affilinted suppliers.

9. Disclosure of Customer Information to Duke Energy, another Affiliate, a Nonpublic Utility Operition, or a non-
Affiliated entity shall be poverned by Section 111.A.2 of this Code of Conduct.

C. Marketing .

i
1. The public utility operations of DEC and PEC may engﬁge in joint sales, joint sales calls, joint proposats, or joint
advertising (2 joint marketing arrangement) with their Utility Affiliates and with their Noapublic Utility Operations,
subject to compliznce with other provisions of this Code of Conduct and any conditions or restrictions that the
Commission may hereafter establish, Neither DEC nor PEC shall otherwise enS;age in such joint sctivities without
making such opportunitics available to comparable third purties,

2. Neither Duke Encrgy nor any of the other Affiliates shall use the names or logas of DEC or PEC in any
communications unless a disclaimer is included that states the following:

*130 (a) ‘[Duke Encrgy Corporation/Affiliate) is not the same company a3 [DEC/PEC], and [Duke Energy Corporation/
Affiliate) has separate management and separate employees®;

{b) ‘[Duke Energy Corporation/Affiliate] is not regulated by the North Carolina Utilities Commission or 1 any way sanctioned)
by the Commission*;

() ‘Purchasers of products or services from {ESuke Energy Corporation/AfTiliate] v;-iil receive no preference or special treatment
from |DEC/PECT: and

0
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{4 °A customer does not have 1o buy products or services from {Duke Energy Corporation/Affiliate] m order to continue to
receive the same safe and reliable electric service from [DEC/PEC]:

3. Nonpublic Utility Operations may not use the names or logoes of DEC or PEC in any communications unless o
disclaimer is included that states the following:

{a) ‘[Nonpublic Utitity Operation] is not part of the regulated services offered by [DEC/PEC] and is not 1a any way sanctioned
by the North Casolina Utilities Commission’;

th) *Purchasers of products or services from [Nonpublic Utility Operation] will receive no preference or speeial treatment from
IDEC/PECT, and

(e} “A customer Jdoes not have 1o huy products or services from {Nonpublic Utility Operation] in order to continue to receive
the same safe and reliable electric service from [DEC/PEC]:

‘The required disclaimer must be sized and displayed in a way that is commensurate with the name and togo so that the disclaimer

is at least the larger of one-half the size of the type that first displays the name and logo or the predominant type used in the
commumcation,

1 Transfers of Goods and Services, Transfer Pricing, and Cost Alfocation

£. Cross-subsidies iavolving DEC or PEC and Duke Energy, other Affiliates, or the Nonpublic Utility Operations are
prohibited.

2. Al costs incurred by personnel or representatives of DEC or PEC for or on behalf of Duke Energy, other Affiliates,
or the Nonpublic ttility Operations shaill be charged to the entity responsible for the costs.

3. As x geaers] guideline, with regard to the transfer prices charged for goods and services, including the use or
transfer of personnel, exchanged between and among DEC or PEC, and Duke Energy, the other Non-Utility Afliliates,

and the Noapubiic Utility Operations, to the extent such prices affect DEC's or PEC's operations or costs of utility
service, the following conditions shall apply:

{} Except as otherwise provided {or in this Section 11 D, for untariffed gouds and services provided by DEC or PEC to Duke
Energy, a Non-Utlity Affiliate, or a Norpublic Utility Operation, the transfer price paid to DEC or PEC shall be set at the
higher of Market Value or DEC's or PEC's Fully Distributed Cost.

(b} Except as otherwise provided for in this Section 1ILD, for goods and services provided, directly or indirectly, by Duke
Energy, a Non-Utility Afliliate ether than DERS or PESC, or a Nonpublic Utility Operation to DEC or PEC, the transfer price(s)
charged hy Duke Enesgy, the Non-Utility Affiliate, and the Nonpublic Utility Operation to DEC or PEC shall be set at the lower
of Market Value or Duke Fnergy's, the Non-Utdity Affiliate's. or the Nonpublic Utility Gperation's Fully Distributed Cost(s}.
{f DEC or PEC do not engage in competitive soheitation and instead obtain the goods or services from Duke Energy, a Noa-
Utdity Affiliate. or a Nonpublic Utitity Operation, DEC and PEC shalf implement adequate processes to comply with this Code
provision snd related Regulatory Conditions und ensure that in each case DEC's and PEC's Customers receive service at the
lowest reasonable cost. For goods and services provided by DEBS and PESC (o DEC, PEC, and Utility Affiliates, the transfer
price charged shall be set at 2685 and PESC's Fully Distributed Cost.

*131 (o) Tariffed goods and services provided by DEC and PEC to Duke Fnergy, other Affiliates, or a Nonpublic Utility
Operation shall be provided at the same prices and terms that are made avaitable to Customers having similor characteristes
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with regard to Electric Services (such as time of use, manner of use, customer class, load factor, and relevant Standard Industrial
Classification} under the applicable tariff,

{d) Subject to and in compliance with all conditions placed upon DEC and PEC by the Commission, umanffcd non-power, noa-

generation, or non-fuel goods and services provided by DEC or PEC to DEC. PEC, or the Utihty Affiliates or by the Utility
Affitrates to DEC or PEC, shall be transferred atthe supplier's Fully [hstributed Cost.

4. To the extent that DEC, PEC, Duke Encrgy. other Affiliates, or the Nonpublic Utility Operations receive Shared
Services from DEBS or PESC (or their successars), these Shared Services may be jointly provided to DEC, PEC,
Duke Energy, other Affiliates, or the Vdnpublic Utility Operations on a fulty distributed cost basis, provided that

the taking of such Shared Services by DEC and PEC i |s cost beneficial on & Service-by-service (g, accounting
management, human resources managoment, legal servrces. tax sdministration, public affairs) basis to DEC and PEC,
Charges for such Shared Services shall be allscated in accordance with the cost allocation munual(s) fited with the
Commission pursuant to Regulatory Conduion 5.5, subject to any revisions or other adjustments that may be found
appropriate by the Commission on an ongomg basis.

8. DEC, PEC, and their Utility Affiliates may capture economies-of-scale in joint purchases of goods and services
{excluding the purchase of natural gas, coal, and electricity or ancillary services intended for resale}, if such joint
purchases result in cost savings to DEC's and PEC’s Customers, DEC, PEC, Duke Indiana, Duke Kentucky, and
PEF, may capture economies-of-scale in joint purchases of cosl and natural gas, if such joint ﬁurchnses result in
cost savings to DEC's and PEC's Customers. Nahvithstanﬂing the'foregoing, if any of the coal or natural gas jointly
purchased by DEC, PEC, Duke Indians, Duke Kentucky, or PEF is transferred to or utilized by another Afflliate
within 12 months of the joint purchase, DEC and PEC will file'a notification of sach with the Commission. All joint
purchases entered into pursuant e this section shall be priced in a manner that permits clear identification of each
participant's portion of the purchases and shall be reported in BEC's and PEC's affiliated transaction reports filed
with the Commission,

6. All permitted transactions between BEC, PEC, Duke Energy, other Affiliates, and thelNonpubiic Utility Operations
shall be recorded and accounted for in accordance with the cost sllocation manuals required to be filed with the
Commission pursuant to Regulatory Condition 5.5 and with Affiliate agreements sccepted by the Commission

or otherwise processed in accordance with North Carolina iaw, the rules and orders of the Commission, and the
Regulatory Conditions,

7. Costs that DEC and PEC incur in assembling, compiling, preparing, or furnishing requested Customer Information
or Confidential Systems Operation Information for or to Duke Energy, other Affiliates, Nonpubiie Utility Operations,
o non-Affiliates shalf be recovered from the requesting party pursuant to Section HLD.3 of this Code of Conduct.

8. Any technology or trade secrets developed, obtained, or held by DEC or PEC ir the conduct of regulated
operations shall not be transferred to Duke Energy, another Affiliate, or a Nonpublic Utility Operation without just
compensation and the filing of §0-days prior notification to the Commission; provided however, that DEC and PEC
are not required to provide advance notice for such transfers to each other, DEC and PEC may request a waiver

of this requirement from the Commission with respeet to such transfers to Dake Energy, a Utility Alfiliate, a Non-
Utility Alfiliate, or a Nonpublic Utility Operation. In no case, however, shall the notice period requested be Ecss than
20 business days.

B

9. DEC and PEC shall receive compensation from Duke Encrgy, other Affiliates, and the Nonpublic Utility
Operations for intangible benefits, if appropriate.

E. Regulatory Oversight
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f. The State's existing requirements regacding affilinte transactions, as set forth In G.5. 62-153, shall continue to apply
to alf transactions between DEC, PEC, Duke Energy, and the other Affiliates,

2, The books and records of DEC, PEC, Duke Energy, other Afiiliates, and the Nonpublic Utitity Operations shall be
apen for examination by the Commission, its staff, and the Public Staff as provided in G5, £2-34, 62-37, and 62-31.

3. To the extent North Carolina law, the orders and rules of the Commission, and the Reguiatory Conditions permit
Duke Fnergy, an Affiliate, or a Nonpublic Utility Opecation to supply DEC or PEC with Natural Gas Services or
other Fuel and Purchased Power Supply Services used by DEC or PEC to provide Electric Services to Customers,
and 1o the extent such Natural Gas Services or other Fuel and Purchased Power Supply Services are supplied, DEC

or PEC shail demonsteate in #Hs annual fuel adjustment clause proceeding that each sueh acquisition was prudent and
the price was reasonsgble.

F. Ukitity Billing Format

*132 To the extent any bill issued by DEC and PEC, Duke Energy, another Affiliate, a Nonpublic Utility Operation, or anon-
Affihated third party includes any charges to Customers for Electric Services and non-Electric Services {rom Duke Energy,
another AfTiliate, a Nonpublic Utility Operation, or a non-Affiliated third party, the charges for the Electric Services shall be
separated from the charges for any other services included on the bill. Each such bill shall contain language stating that the
Customer's Clectric Services will not be terminated for failure to pay for any other services billed.

G. Complaint Procedure
1. DEC and PEC shall establish complsint procedures to resolve potentinl ecompiaints that arise due to the relationship
of DEC and PEC with Duke Energy, its other Affilintes, and its Nonpablic Utility Operations. The complaint

procedures shall provide for the following:

{a) Verbal and written complaints shall be referred 1o a designated representative of DEC or PEC

{b) The designated representative shall provide writien notification to the complainant withm 15 days that the complaint has
been received.

{c} DEC or PEC shall investigate the complaint and communicate the results or status of the investigation 10 the complainant
within 60 days of receiving the complaint.

{d) DEC and PEC shall each maintain a log of complaints and related records and permit inspection of documents {other than
those protected by the attomey/client privilege) by the Commission, its staff, or the Public Staff.

2, MNotwithstanding the provisions of Section HLG.1, sny complsints received through Duke Energy's EthicsLine {or
successor), which is a confidential mechanism avaiiable to the employees of the Duke Energy holding company systen,
shall be handied in sceordance with procedures established for EthicsLine,

3. These complaint procedures do not affect a complainant's right to file a formal complaint or otherwise address
questions to the Commission.

CODE OF CONDUCT
ATTACHMENT A

DEC/PEC CUSTOMER INFORMATION DISCLOSURE AUTHORIZATION
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For Disclosure to Affiliates:

DEC'/PEC's Affiliates offer products and services that are separate from the regulated services provided by DEC/PEC. These
services are not regulated by the North Carolina Utilities Commission or the Public Service Commission of South Carolina
These products and services may be available from other competitive sources,

The Customer authorizes DEC/PEC to provide any data associated with the Customer account(s) residing in any DEC/PEC
files, systerns or databases [ or specify specific types of data § to the following Affiliate(s) . DEC/PEC will provide this data
on a non-discrinunatory basis to any other person or entity upon the Customer's authorization. -

For Disclosure 10 Nonpublic Uity Operations'
DEC/PEC ofters optional, market-based products and services that are separate from the regulated serv%ces provided by DEC/
PEC. These services are not regulated by the North Carolina Utilities Commission or the Public Service Commission of South
Carolina. These products and services may be avarlable from other competitive sources. .

*133 The Customer authorizes DEC/PEC to use any data associated with the Customer account(s) residing in any DEC/PEC
files, systems or databases [ or specy’ fypes of daia ] for the purpose of offering and providing energy-related products or

services 1o the Customer DEC/PEC will provide this data on a non-discriminatory basis 1o any other person or entity upon
the Customer's authorization.

FOOTNOTES
Footnotes
1 Commisstoner Lorinzo L. Joyner retired on December 31, 2011, and, therefore, did not participate m this Order
2 According to witness Hoard, the utilities have projected five-year CTA of $50 8 mullion to implement coal blending at three DEC

generating plants. )

3 See, e.g., Order Approving Merger Subject to Regulatory Conditions and Code of Conduct, 96 NCUC 183 {Deckat No E-7, Sub
753, March 24, 2006, Order Approvisg Merger and Issuance of Securities, 90 NCUC {87 (Docket No, E-2, Sub 760, August 22, |
2000), Onder Approving Meiger and Issuance of Secuntties, 8% NCUC 384 (Docket No G-5, Sub 400, December 7, 1999), Order
Approving Merger and Issuance of Securities, 88 NCUC 306 {Ducket No. E-22, Sub 380, Cetober 18, 1999)

4 Although regulatory condisons were in plave at that time preventing DEC from challenging the Commussion's order on appeal, simlar
1o the conditions Orangeburg challenges here, the conditions did not prohibit Crangebucg from appealing
§ Condition 2.2 is found on page 3 of the Regulatory Conditions that were attached a3 Appendix A and filed 1n corrected form on

Seplerber 15,2011 It reads as follows: "Othar than gs provided far, or explicitly prolubited, in these conditiens, Duke Energy, DEC,
PEC, and other Affiliates retain the nght to challenge the lawfulness of any Commission order issued pursuant 1 or relaung to these
Regulatory Conchitions on the basis that such order exceeds the Comeamssion's statutory authonty under North Carolina lasw or the
other grounds listed m (\; & B3 iy,

b of Potysnt
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BEFORE
THE PUBLIC SERVICE COMMISSION
OF SOUTH CAROLINA
DOCKET NO. 2011-158-E - ORDER NO. 2012-517
JULY 11,2012

IN RE: Application of Duke Energy Corporationand ) ORDER APPROVING
Progress Energy, Inc. on Behalf of Their y JOINT DISPATCH
Electrical Utility Subsidiaries, Duke Energy ) AGREEMENT
Carolinas, LLC and Progress Energy - 3
Carolinas, Inc. to Engage in a Business )

Combination Transaction )

5 INTRODUCTION
Pursuant to $.C. Code Ann. § 58-27-1300 {Supp. 2011) and S.C. Code Ann. Reg. 103-
823, on April 235, 2011, Duke Energy Corporation (“Duke™! and Progress Energy, Inc.
{“Progress™)’ (collectively referred to as “the Applicants™), on behalf of their utlity subsidiaries
Duke Energy Carolinas, LLC (*DEC™ and Progress Energy Carolinas, Inc. (“*PEC”), applied to
the Public Service Commission of South Carolina (“the Comenission™) for approval of the merger
of DEC and PEC, and approval of a joint dispateh agreement (*JDA™),? In their Application, the

Applicants explained that Duke and Progress have entered into a business combination

*Duke is a corporation organized and existing under the Jaws of the State of Delaware. Duke s the sols owner of
DEC. DEC is an electric public unlity orzanized, existing and operating under the laws of the State of Nomh
Caroling, and is suthorized to generate, transmit and distribute elevinc power o its service territory in North
Carolina and South Carolina,

progress is 4 corporation organized and existing under the laws of the State of North Carolina. Progress is the sole
ewner of PEC. PEC is an elecwic public wility organized, sxisting and operating under the laws of the State of
Morth Carnling and is amthorized to generate, transmit and diswibute electric power in s service erritory in North
Carolina and South Carolina,

* This present Commission Order necessarily refients the ruling made by the Commission on the basis of the record
before it as of 1130 w.m, on July 2, 2012, when the Commission vote on this Application was taken, and does not
address any events ocourring subsequent to that ruling.
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agreement (“the Merger Agreement™) pursuant to which Duke will acquire all of the issued and
ocutstanding common stock of Progress in exchange for shares of Duke’s common stock.*
(Herc;naﬁer the proposed mierger of Duke and Progress shall be referred to as “the Merger™.)

As part-of the parties’ presentation of evidence to this Commission at hearing on
December 12, 2011, we heard testimony concerning the Merger of Duke Energy Corporation
and Progress Energy, Encsrp:)raied. Based on the record before us, there is an absence of harm
to South Carclina ratepayers as a result of the proposed Merger. Therefore, we do not have 1o
reach the question of whether such harm, if present, would have justified jurisdiction of this
Commission over the Merger to the extent necessary to address such harm to this state’s
ratepayers. .

Under the terms of the Merger Agreement, Progress shareholders will receive 2.6125
shares of Duke common stock for each share of Progress common stock they own upon the

closing of the transaction. This exchange ratio will be adjusted to 0.87083 shares of Duke stock

for each Progress share, to account for a one-for-three reverse stock split to be effected by Duke

in connection with the closing of the transaction, as further described in the Merger Agreement,
The combined company will maintain the name of Duke Energy, with corporate headquarters in
Charlotte, North )Carolina. ng{ess will become a subsidiary of Duke, and both Progress and
PEC will continue to exist as separate legal entities.

Subject to approval by the appropriate regulatory commissions, PEC and DEC plan to
merge into a single legal entity at some point in the future; however, such merger will not oceur

until numerous aspects of the utilities’ operations are addressed, including but not limited to

3

* Progress common stock owned by Duke or Progress (other than in a fiduciary capacity) will not be included in the
exchange. Such stock wil ically be canceled and retired.
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determination of best business practices, operaling procedures, equipment specifications,
uniform rate schedules, service regulations, and computer systems.

Pursuant 1o the JDA, PEC will transfer operational control of its generating assets o DEC.
The combined DEC and PEC generating assets would then be jointly dispatched to serve the
combined load of DEC and PEC in the most cost effective marnner possible,

Intervenors in the proceeding included the Southern Alliance for Clean Energy, the
Environmental Defense Fund, the South Carolina Coastal Conservation League (collectively “the
Environmental Intervenors™), South Carolina Electric & Gas Company (“SCE&G"), Nucer Steel-
South Carolina (“Nucor™), the City of Orangeburg, the South Carolina Energy Users Committee
(“SCEUC™), Central Electric Power Cooperative, Inc,, the Electric Cooperatives of South
Caroling, Inc., and the Intemational Brotherhood of Electrical Workers (“IBEW™), The South
Carolina Office of Regulatory Staff (“ORS™) was a party pursuant to 8.C. Code Ann. § 58-4-10
{Supp. 2011).

By letter dated Septamber 13, 2011, the Applicants notified the Commission that they
were withdrawing their Application for approval of the merger of DEC and PEC, The Applicants
stated that it was premature to be seeking such approval given that the actual merger of the two
utilities would not occur for several years. ORS and the intervenors did not oppose the
withdeawal of the Application for approval of the merger of PEC and DEC.

A hearing in this matier was initlally scheduled to begin October 26, 2011, with the
Applicants’ direct testimony to be filed by September 14, 2011, On September 14, 2011, the
Applicants filed the joint testimony of James E. Rogers and William D. Johnson, and the

testimonies of Lyan 1. Goed, Dr. Joseph P. Kalt, and Alexander J. {Sasha) Weintraub,
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On October 4, 2011, ORS, Central Electric Power Cooperative and the Electric
Cuooperatives of South (\,‘smlina, Inc. filed a joint motion to hoid the hearing and procedural
schedule in this matter in abez;ance until the Federal Energy Regulatory Comunission (“FERC™)
ruled upon a market power mitigation proposal that FERC required the Applicants to file as a
cendition of FERC merger approval. On October 10, 2011, DEC and PEC filed a response to the
joint motion to hold the proceeding in abeyance, DEC and PEC did not oppose the joint motion,
but requested that the Comunission reschedule testimony ﬁlihg dates and the hearing in thi§ matter

" as soon as possible after the filing of the Applicants’ r;aitigation pruéosal with FERC. The
Commission granted the motion to hold the hearing and procedural schedule in abeyance.

On Qctober 24, 2011, ORS, Central Electric Power Cooperative and the Electric

Cooperatives of South Carolina, Inc. filed a joint motion to establish a new procedural schedule.

By Order No.,2011-816, issued November 2, 2011, the Commission: granted the motion to

establish new estimony filing dates and hearing date; rescheduled the hearing to begin December

12, 2011 réquired DEC and PEC to file supplemental testimony on November 10, 2011, to

discuss the market power issues raised by FERC in its September 30, 2011, order conditionally
approving the Merger, and explaining DEC’s and PEC’s market power mitigation proposal filed
with FERC in response; and scheduled intervenor, rebuttal, and surrebutial testimony to be filed
P:Iovember 17, 201 1, November 30, 2011, and ljecember 7, 2011, respectively. ‘

Pursuant to Commission Order No. 2011-816, DEC and PEC filed the supplemental
testimony of Alexander J. Weintraub on November 10, 2011, On November 17, 201 1, the ORS
filed the direct testimony of Jonathan Falk, the City of Orangeburg filed the direct testimony of

John Bagwell, and the Environmental Intervenors filed the direct testimeony of Richard Hahn
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DEC and PEC filed the joins rebuttal testimony of James E. Rogers and William D, Johnson and
the rebuttal testinonies of Lynn J. Good, Alexander J. Weintraub, and Dr. Joseph P. Kalt on
November 30, 2011, On December 8, 2011, the Environmental Intervenors and the Applicants
entered into a Settlement Agreement which was submitted to this Commission for approval.
Concurrently, the Environmental Intervenors withdrew the testimony of Richard Hahn, Also, on
December 8, 2011, in response to the Environmental Intervenors’ withdrawal of the testimony of
Richard Hahn, DEC and PEC withdrew the rebutial testimony of Lynn J. Good and filed the
revised joint testimony of James E. Rogers and William D. Johnson, and the revised testimonies
of Alexander J. Weintraub and Dr. Joseph P. Kalt.

The hearing on this matter commenced as scheduled on December 12, 2011, At the
hearing, Len S. Anthony and Kendal C. Bowman represented PEC. Kodwo Ghartey-Tagoe and
Frank R. Ellerbe, Il represented DEC. Courtney D, Edwards and Nanette S, Edwards
represented the ORS. Christopher R. Koon, Douglas Jennings, Jr., and Jobn H. Tiencken
represented Central Electric Power Cooperative, Inc. and the Electric Cooperatives of South
Caroling, Inc. James N. Horwood and Pablo O. Nuesch represented the Department of Public
Utilities of the City of Orangeburg. Gudrun Elise Thompson and J. Blanding Holman IV
represented the Environmental Intervenors. Michael K. Lavanga and Robert R. Smith I}
represented Nucor, K. Chad Burgess represented SCE&G. Scott Elliott represented SCEUC,

On December 13, 2011, the Applicants submitted a letter to the Commission to
memorialize the stipulation and commitment made by the Applicants during the hearing held
December 12, 2011, The letter stated that, as a condition for Commission approval of the

proposed JDA between DEC and PEC, DEC and PEC will provide the Commission a "most
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favored nations” commitment. Among other things, the "most favored nation§" commitment
guarantees this Commission and DEC's and PEC's retail customers pro rata benefifs equivalent
1o those approved by the North Caroling Utilities Commission in its order ruling upon Duke
Energy Corporation’s and Progress Energy, Inc.'s Merger Application. The December 13, 2011,
commitment letter is attached to this order as Appendix A. 7

On December 14, 2011, the FERC issued an Order in which it (’oun'd the Applicants’
proposed market power mitigation plan was inadequate to address the wholesale market power
. concerns raised in the FERC's September 30, 2011, Order. On that same date, the FERC also
issued an Order dismissing the Applicants' Application for approval of the JDA without
prejudice to the Applicants' right to file revi§ed proposals.

The Commission initially scheduled the filing of proposed ordfzrs for December 20,
2011. DEC, PEC, the ORS, Central Electric Power Cooperative, Nucor Steel-South Carolina-
and the Electric Cooperatives of South Carolina, Inc. filed a Joint Proposed Order. The City of
Orangeburg also filed a Proposed Order.

On January 12, 2012, PEC and DEC filed with the Commission a letter containing a
status report of the Merger activities before the North Carolina Utilities Cgmniissiﬁn (“NCUC™)
and FERC. On February 22, 2012, PEC and DEC filed Wwith the Commission a copy of the
advance notice filed with the NCUC notifying the NCUC that Progress and Duke would be
filing a Revised Market Power Mitigation Plan with FERC upon ’the expiration of the notice
period. On March 26, 2012, PEC and DEC filed with the Commission the Revised Market

Power Mitigation Plan that was filed with FERC that same date. The Revised Market Power
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Mitigation Plan was filed by Progress and Duke pursuant to the FERC's December 14, 20611,
Order.

On May 16, 2012, PEC and DEC filed with the Commission a letter advising the
Commission that PEC and DEC had made certain commitments to the ORS with regard to the
Revised Market Power Mitigation Plan filed with FERC on March 26, 2012, The first
commitment relates to the allocation of costs associated with interim wholesale mitigation
power sales to be made by PEC and DEC for approximately 3 years following the close of the
Merger. The letier described the methodology to be used 1o allocate costs to these sales and the
caleulation of a decrement rider to be filed by PEC and DEC to their retail South Carolina rates
within 30 days afler the Merger closes to provide their South Carclina retail customers the
benefit of this allocation of costs away from retail to these whelesale sales. The second
commitment relates 10 the permanent transmission market power mitigation clement of the
Revised Market Power Mitigation Plan. PEC and DEC committed not to seek recovery of any
of the costs associated with certain new transmission facilities constructed to mitigate the
merged company’s wholesale market power from their South Carolina retail customers for a
period of five years following the closing of the Merger. After five years, PEC and DEC may
seek recovery of these transmission costs from their South Carplina retail customers if they can
show that, absent the Merger, the transmission facilities are needed to provide adequate and
reliable retail service and the construction of the facilitics and incwrrence of the costs would
have been reasonable and prudent. The leter's third commitment was a re-affirmation of their
commitment and guarantee, described during the December 12, 2011, hearing, and summarized

in the utilities’ December 13, 2011, letter filed with the Commission, to provide their retail
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South Carolina customers pro rata benefits equivalent to those approved by the North Caro!ina
Utilities Commission in its order ruling upon Duke's and Progress’ Merger Application. The
May 16, 2012, commitment letter, along with the clarifying letter of May 21, 2012 referenced
below, are attached to this order as Appendix B.

On Ma): 21, 2012, PEC and DEC filed a follow-up Jetter explaining that nothing that had
occurred in the NCUC Merger proceeding and none of the commitments coniained in the May
16, 2012, letter to the Commission alter or affect the JDA. See Appendix B. The May 21,
2012, letter also clarified that the costs associated with the interim wholesale market power
sales would be allocated to those specific wholesale transactions and not PEC's and DEC's
wholesale jurisdiction as a whole. ’

By Order No. 2012-425, on May 23, 2012, the Commission ordered the parties to this
proceeding to file veritied testimony by June 4, 2012, concerning the developments regarding
the Merger occurring subsequent to the Decf.;mber 12, 2011, hearing. The Commission asked
the parties to addreSs, in particular, activities and filings before the NCUC and FERC.
Responses to such testimony were to be filed by June 11, 2012, The Commission further ruled
that it would decide on June 13, 2012, whether further hearings in this docket were required. On
June 4, 2012, PEC and DEC filed the additional direct testimony of Sasha Weintraub. On June
11, 2012, the ORS, Central Electric Power Cooperative and the Electric Cooperatives of South
Carolina, Inc., filed letters in support of approval of the JDA on a one year trial basis.

On June 8, 2012, FERC approved the JDA, P’iZC‘s and DEC’s Joint Open Access
Transmission Tariff, and the Merger of Progress and Duke, with certain conditions, and

provided that certain revisions be made to the IDA. On June 12, 2012, PEC ard DEC filed with
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the Commission a revised JDA reflecting the changes required by FERC. In the transmittal
letter, PEC and DEC explained that the revisions do not impact any of the potential savings to
be realized from the joint dispatch of PEC’s and DEC’s generation facilities, or otherwise harm
South Carolina retail customers. On June 13, 2012, PEC and DEC filed the verified testimony
of Sasha Weintraub, explaining the revisions to the JDA and affirming that such changes do not

harm South Carolina retail customers or reduce the benefits to be derived from joint dispatch,

On June 13, 2012, by Order No. 2012-473, the Commission ordered that any responses ‘

to the revised JDA or the verified testimony of Sasha Weintraub had to be filed by June 15,
2012, The Commission further held that no further hearings were necessary and that proposed
orders were to be filed on June 22, 2012, The only filing made by any party on June 15, 2012,
was a {iling by the ORS stating that they had no further comiments. A Joint Proposed Order
was filed on June 22, 2012, by DEC, PEC, the ORS, Nucor Steel-South Carolina, Central
Electric Power Cooperative and the Electric Cooperatives of South Caroling, Inc. A Proposed
Order was also filed on June 22, 2012, by the Intervenor, City of Grangeburg,
il.  DISCUSSION
A. FERC APPROVAL OF THE MERGER AND JDA

As explained in the supplemental pre-filed testimony of Applicants’ witness Weintraub,
on September 30, 2011, FERC conditionally approved the Morger of Progress and Duke.
However, FERC found “screen failures™ with respect to the market for short-term energy during
the summer and winter periods in the DEC Balancing Authority Area ("BAA™) and the summer
period in the PEC East BAA. A “screen failure” means that the increase in the concentration of

ownership of short-tlerm energy resulting from the Merger exceeds certain thresholds
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established by FERC. As a result, FERC required PEC and DEC to submit a mitigation
proposal o eliminate any potential for the exercise of market power by PEC and DEC during
these periods, Tr.pp. 150-152,
The Applicants submitied a market powcr mitigation proposal that required PEC and
DEC to offer to seli for resale in their BAAs a certain amount of excess generation during these
time pericds. PEC would be required to offer to sell ali excess generation up to 500 MWs
during the summer months. DEC would be required to offer to sell excess generation up to 300
MWs during the summer months and 225 MWs during the winter months. The price at which
this excess generation would be sold would be the average incremental cost of the generation
plus 10%. PEC and DEC would offer this energy on a daily basis. The proposed term of the
mitigation proposal was cight years. Under the proposed mitigation plan, both PEC and DEC
would be aliowed to cancel any sale made if PEC or DEC needed that generation to reliably
meet its retail or native load firm wholesale customers’ needs. Tr. pp. 152-153.
By Order issued on Decémber 14, 201i, FERC found the Applicants’ Market Power
Mitigation Proposal to be inadequate and afforded the Applicants an opportunity to file a
' revised, more comprehensive, market power mitigation plan in order.to obtain uncenditional
FERC approval of the Merger and JDA. In his Additional Direct Testimony filed on behalf of
PEC and DEC on June 4, 2012, pursuant to the Commission’s Order No. 2012-425, Mr.
Weintraub explained that on March 26, 2012, in response to FERC's December 14, '2(}11,
Order, the Applicants filed a Revised Mitigation Proposal with FERC. The Revisa}:d Mitigation
Pro;v;osal had two elements: an interim mitigation component that involved the sale of capacity

and energy 1o third party wholesale market participants; and a permanent mitigation component
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that involved the construction of new transmission facilities. As proposed, the interim
mitigation sales would terminate once all of the new transmission facilities had been
constructed and placed into service,

The interim mitigation sales were proposed in recognition of the fact that, until the
permanent transmission expansion projects are placed in service, FERC's market power
concerns would continue, DEC and PEC have entered into firm power sales agreements
("PSAs"y with Cargill, Electricitie de France (EDF), and Morgan Stanley to effeciuate the
interim mitigation sales, The energy sold pursuant to the PSAs will be firm in all hours of those
seasons when mitigation is required. There are no restrictions on the use of energy by the
purchasers afler it is purchased. Any interruption of deliveries of energy by DEC or PEC will
result in the payment of lquidated damages if the contract price of power to be sold is below the
market unless that interruption is excused on force majewre giounds,

Mr. Weintraub testified that sales under the PSAs will commence the first day afler the
Merger is closed. The term of each of PEC's PSAs will extend through August 31, 2014, The
werm of DEC's PSA will extend through February 28, 2015, These dates ensure that the interim
mitigation will be in place until the permanent mitigation ransmission expansion projects are
expected to be completed.

Mr, Weintraub then explained that the Applicants’ permanent mitigation proposal
consists of the construction of seven tansmission expansion projects in ovder o increase
transmission import capability into the PEC Eust and DEC BAAs. The projects provide

ermanent strucniral mitigation of FERC s market power concerns, In addition to these seven
P g p
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projects, PEC iy accelerating the in-service date of PEC's already-planned Greenville - Kinston

DuPont 230 kV Line from 2017 t0 2015,

According fo Mr. Weintraub, these transmission expansion projects completely mitigate

all market power issues in the DEC BAA, and also completely mitigate all market power issues

in the PEC East BAA except for the Summer Off-Peak in the Base Case. To address this single

screen fajlure, DEC and PEC indicated they were willing to agree to set-aside a portion of the
expanded transmission capacity from the DEC BAA w0 the PEC East BAA. Under this

a proposal, only unaffiliated third parties would be permitted to reserve the set-aside amount on t;
firm basis. This set-aside would ensure that DEC and PEC would n;x have access to the set-
aside amount of transmission capacity into the PEC East BAA from the Duke BAA on a firm
basis, and thereby would fully mitigate the one small screen failure remaining afier the
transmission projects are completed.

Finally, Mr. Weintraub testified that DEC and PEC proposed that three aspects qf the
Revised Mitigation Proposal be subject to monitoring by Potomac Economics as an incfe:pendem
monitor. First, Potomac Economics would monitor the PSAs to ensure they remain in effect
until the transmissim{x \expansicn projects are complete. If any of the PSAs terminated prior 1o
completion of the tm;lsmission projects, Potomac Economics would monitor whether such PSA
is replaced with a new PSA under materially the same terms and conditions, Second, Potomac
Economics would monitor the extent to which the Applicants are pursuing the transmission
expansion projects within the scope and time frame projected and will report to FERC when the

projects have been completed and placed in service, Third, if FERC requires PEC or DEC to
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set aside portions of the enhanced transmission capability created by these projects, Potomac
Economics would monitor the Applicants’' compliance with such a transmission use limitation.
As referenced above, by letter filed with the Commission by PEC and DEC on May 16,
2012, PEC and DEC advised the Commission of certain commitments made by PEC and DEC
to the ORS with regard to the Revised Mitigation Proposal. The May 16, 2012, letter, along
with the clarifying letter of May 21, 2012, are altached as Appendix B to this Order. In this
letter, PEC and DEC stated that the costs of the generation capacity used io effectuate the
interim mitigation wholesale sales will be allocated to these sales. The capacity costs will be
calculated based upon the revenue requirement associated with a utility-specific proxy for the
capacity costs of the generating facilities expected to be on the margin during the months and
hours the sales will be made, which are assumed to be between July 1, 2012, through May 31,
2015, DEC and PEC will each develop a decrement rider to their respective South Carolina
retail rates that reflects these capacity costs. DEC and PEC will file the decrement riders for
approval with the Conunission and provide a copy to ORS within 30 days after the Merger
closes. Upon approval by the Cormmission, the decrement riders will be fixed and remain in
effect and without any future true-ups until the date the interim market power mitigation sales
terminate plus the number of days betwsen when such sales began and the time the decrement
riders became effeciive. Provided, however, that if a portion of the interim sales terminate, the
riders shall be reduced in proportion to the terminated sales. Appropriate decrement riders will

continue in effect until such time as the utilities are relieved of their respective obligations to
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make the interim mitigation sales. The total system costs of capacity to be allocated away from
retail are $43,458,315 for DEC and $21,194,759" for PEC.

DEC and PEC further commitied not to seek to recover from'their South Carolina retail
customers any of the non-fuel variable operating and maintenance costs associated with the
interim mitigation sales. They further commitied not 10 seek to recover from their South
Carolina retail customers any revenue shortfalls resulting from, or any costs assosiated with,'the
interim mitigation sales (including bul not limited to any negative capacity pgyments), any
revenue deficiency resulting from energy revenues being less than the associated costs dnd any
payment of liquidated ‘damages.

. With regard to the permanent transmission mitigation plan, DEC and PEC committed
ot to seek recovery of any costs associated with the transmission projects in their respective
South Carolina retail rates until the expiration of five (5) years following the close of the
I:/Ierger, and any such request must include a showing that, absent the Merger and the resulting
mitigation requirement, the projézzt is needed to provide adequate and reliable retail service and,
at the time the request is made, the construction of the project and the incurrence of the
associated costs would have been reasonable and prudent. These cost recovery prohibitions do
not apply to the Greenvifle-Kinston-DuPont transmission line project because PEC is simply
accelerating the construction of this project.

Finally, DEC and PEC committed not to seek to recover from their South Carolina retail
ralepayers any costs associated with running their generating systems on a-non-economic basis

as a result of their permanent fransmission market power mitigation plan to run PEC’s Roxboro

* The DEC snd PEC South Carolina refail allocable portion would be 810,316,657 for DEC and $2,283,121 for
PEC.
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and Mayo units at full output when necessary to push back against AEP/PIM power flows into
PEC in order to achieve improvement in firm import capability from PIM into PEC-East.

The commitments made by DEC and PEC regarding the Revised Mitigation Proposal
are the same as those made to the NCUC. The Commission finds that these commitments
properly protect and hold harmless DEC's and PEC’s South Carolina retail customers and are
approved. DEC and PEC shatl comply with and implement these commitments as described in
Appendices A and B,

As discussed more thoroughly below, the May 16, 2012 letter also re-affirms DEC’s and
PEC’s comunitment and guarantee to provide their retail South Carclina customers pro rata

benefits equivalent 1o those approved by the NCUC in its order ruling upon the Merger

Application.

B. MOST FAVORED NATIONS STIPULATION AND BENEFITS OF THE MERGER

During the hearing DEC and PEC made the following commitment and stipulation:

As a condition for Commission approval of the proposed JDA between
PEC and DEC, PEC and DEC will provide the Commission a “most favored
nations” commitment and will also agree to the ORS proposal for approval of
the JDA on a one year trial basis, The “most favored nations” commitment
guarantees this Commission and PEC's and DEC's South Carolina retail
customers pro rota benefits equivalent o those approved by the North Carolina
Utilities Commission (“NCUC™} in its order ruling upon Duke Energy
Corporation’s and Progress Energy, Inc.'s Merger Application.

Tr. pp. 119-120. We also note that, io the extent allowed by South Carolina law, the “most
favored nations” commitment extends the protections of the revised Regulatory Conditions and
Code of Conduct adepted by the North Carolina Utilities Commission in its June 29, 2012,

Order approving the Merger to the South Carolina ratepayers of DEC and PEC. Tr. p. 119,
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Although the Commission’s focus in this proceeding is on whether the JDA should he
approved, the Commission received extensive evidence on the Merger as well. The Applicants’
witnesses Rogers, Johnson, and Good testified that the combined company will be the largest
regulated utility in the United States, which will possess the size and scale, diversification, and
operational excellence to be the foremost utility in the industry. This will translate into
continued financial strength and flexibility for dealing with circumstances such as changing
regulatory requirements, volatility in the capital markets, economic downtusns, as well as other
external influences. Tr. pp. 25, 46-47. Witnesses Régers, Johnson, and Good advocated that
the Merger will produce significant benefits for PEC’s and DEC’s South Carolina customers.
Tr. pp. 26-27, 47.

The witnesses further testified that, post-merger, Duke will maintain strong investment-
grade credit ratings. Both Moody’s and S&P reviewed the proposed transaction and affirmed
the credit ratings of the combined company and its subsidiaries on the date of the Merger
announcement. Size, scale, and financial strength are important to investors in the wility
industry and will support the combined company’s ability to attract capital on favorable terms,
which is a clear benefit to customers. Investors will also benefit from more stable returns
resulting from a higher proportion of the combined company’s operations being regulated
businesses. For the year ended December 31, 2010, approgcimatc]y 79% of Duke’; business was
regulated, while post-merger regulated operations of the combined company will be 88% of its
business. Tr. pp. 25, 47.

Witnesses Rogers, Johnson, and Good testified that the combined company will have

greater assurance of access to capital, especially in challenging or volatile market conditions.

2
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Upon the close of the Merger, according to testimony, S&P's ‘CreditWatch® with positive
implications designation is expected to result in an upgrade to the new company’s A- corporate
credit rating for Progress, PEC, and Progress Energy Florida. Such an upgrade would provide
additional benefit 1o Progress’ customers by providing greater asccess to debt financing as well
as a lower cost of debt than would otherwise be possible, Tr, pp. 25, 47.

Witnesses Rogers and Johnson testified that the utility industry faces an extended period
of extremely large investments in infrastructure replacemeny, modernization, and expansion. In
order 1o meet the fiture demand for electricity, these witnesses testified that both companies
will have 10 invest in new generation that will be more costly than the companies’ current
average embedded costs, PEC and DEC are well into this intense capital investment program.
PEC is investing nearly $2 billion in new natural gas fueled generation. DEC is investing over
$3 billion in new clean coal generation and natural gas fueled generation. Much of this
generation is simply replacing aging plants that the wtilities have concluded are no longer cost
effective to operate. The companies also fuce significant cost increases in order to comply with
new proposed Environmental Protection Agency regulations and Nuclear Regulatory
Commission regulations. The resulting large infrastructure investment creates two challenges:
1} raising, on reasonable terms, the capital necessary to finance the plant additions; and 2)
minimizing the costs to customers from building and vperating these new plants. According to
witnesses Rogers and Johnson, the Merger will allow them to address both of these challenges
and to mitigate potential iropacts. Tr. p. 25.

Witnesses Rogers and Johnson emphasized that an important operational benefit of the

Merger is centralized management of the two companies’ nuclear fleets. Duke operates seven
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nuclear units, and Progress operates five. Eleven of these 12 nuclear units are in the
Carolinas—a geographic proximity that further strengthens the benefits of operating as one
large nuclear fleet and particularly supports-‘the combination of these two companics.
Additionally, the witnesses stated that the depth and breadth of {he combined nuclear
management team and workforce is expected to enhance the combined company’s ability to
operate these plants safely, rc@iab§y. and cost effectively. Tr. p. 26.

The Applicants anticipate that, upon the actual integration of Duke’s and Progress’
service companies, additional cost savings cpportunities will be created, This integration
transition is expected to be a significant undertaking, and these savings will occur over time as a
result of the combination and assimilation of the companies’ information technology systems,
supply chain functions, generation operations, corporate and administrative programs, and
inventories. The Application indicates that there will be up-front costs associated with
integrating these functions to yicld benefits, but future savings in these areas are expected to be
significant. The Applicants testified that customers will receive the benefits of these savings in
future rate proceedings, Witnesses Rogers and Johnson emphasized that the synergies and cost
savings the Applicanis expect to realize over the long term, by merging the two companies’
service companies, will help mitigate, to some extent, the cost increases Progress and Duke
expect to experience in the future. Tr, p. 26.

The Application explains that the cost savings realized through the integration of the two
companies will result in workforce reductions.  Qver time, Progress, Duke, PEC and DEC
expect their combined workforces to be reduced compared to continued operation as

unaffiliated companies. To the maximum extent possible, the Applicants commit to manage
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these reductions through normal retirements, employee attrition, voluntary retisement programs

and similar measures, rather than through forced layoffs,

C. THE JOINT DISPATCH AGREEMENT AND OTHER SAVINGS

Regarding the JDA, the Applicants’ witness Weintraub testified that, upon the closing of
the Merger, PEC and DEC will begin significant coordination of their operations, These
coordinated operations will produce significant operational efficiencies that will directly benefit
customers. The primary benefit will result from transitioning individual dispatch of PEC’s and
DEC’s generating assets to combined dispatch via the JDA.

Witness Weintraub testified that, consistent with PEC’s and DEC's reliability and
contractual obligations as weli as applicable laws and regulations, the JIDA will allow DEC’s
and PEC’s generation resources to be dispatched as a single system to meet the two utilities’
retzil and firm wholesale customers’ requirernents at the lowest reasonable cost.  Under the
JDA, DEC will act as the joint dispatcher for DEC’s and PEC's power supply resources. The
joint dispatch process will allow PEC and DEC 0 serve their retail and wholesale native load
customers more efficiently and economically than they can on a stand-alone basis, Witness
Weintraub explained that the JDA also provides a methodology for caleulating the savings
generated by the joint dispatch process and for equitably allocating the savings between DEC
and PEC. Tr. pp. 133-134.

According 10 witness Weintraub, the JDA expressly provides that it is not intended to
act as a system integration agreement and that DEC and PEC will retain their obligations to

serve their own native load customers, to fulfill their own contractual obligations, and to operate

176

0000230



SOAH Bkt. No. 473-17-1172
PUC Docket No. 48238
Staff RFI 2-17 (NEE)

Page 177 of 228

DOCKET NO. 2011-158-E —~ ORDER NO. 2012-517
JULY 11,2012
PAGE 20 i

their own transmission systems and BAAs. DEC's and PEC’s contractual obligations xf/ill not
be changed by the JDA. This includes their contractual obligations under existing wholesale
power contracts and their obligations under the Virginia-Carolinas (VACAR) reserve sharing
arrangerent. Tr. p, 134,

Witness Weintraub explained that the joint dispatcher will direct the dispatch of both
DEC’s and PEC;S power supply resources, which includes the parties’ generation as well as
their wholesale power purchases. In addition, the joint dispatcher will be responsit;lc for
making short-term (less than one year) wholesale power purchases and sales on behalf of DEC
and PEC. DEC and PEC will retain individual responsibility for entering into wholesale power
transactions of a year or longer. In carrying out its responsibilities under'the JDA, the joint
dispatcher is charged with achieving the most economic dispatch plan to serve DEC’s and
PEC’s native load customers, consistent with the provision of reliable service, industry
standards, and applicable laws and regu!atio‘ns. in effect, the joint dispatcher has the same goals
a:s the individual utilities prior to the advent of the JDA. The difference is that the joint
dispatcher will consider the loads and resources of both uilities, which will achizve a more
economic result than the utilities could achieve on a siand~a!oqe basis. The joint dispatch
function will employ the same methodologies as the security-constrained economic dispatch
function each company performs pre-nﬁerger. The post-merger process will simply integrate
both companies’ generation resources into the dispatch process. Tr. pp. 134-135,

According to witness Weintraub, in general, the joint dispatcher will not distinguish

between the utilities’ resources in determining how best to serve the combined loads of DEC
1

and PEC. The joint dispatcher will have to consider various factors that might constrain the
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selection of power supply resources, such as contractual “must-run” obligations for certain
resources. Within such parameters, however, the joint dispatcher will treat the resources of both
utilities as available to serve the load of both DEC and PEC. To the extent that this results in
one utility over-generating (i.e, producing more energy than its load) and the other utility
under-generating, the imbalance will be bandled through a dynamic schedule between the
parties’ balancing anthority areas. Tr. p. 136,

Witness Weintraub testified that each utility will bear the costs associated with its own
power supply resources, as defined under the JDA. For cxample, DEC and PEC will incur the
fuel and O&M costs associated with their own generating facilities. Similarly, each utility will
be responsible for the costs it incurs under its own power purchase contracts. After the fact, it
will be determined which utility {over-generating utility) provided energy to the other, how
much it supplied to the other utility (under-generating utility) in a given hour, and the amount of
the savings. The under-generating utility will compensate the over-generating utility at cost for
all of its expenses for providing the energy. In order to prevent one utility from unfairly shifting
costs to the other and to ensure a reasonable sharing of the savings generated by the joint
dispatch, an after-the-fact process will be used to allocate costs and benefis between the
utilities. Tr. pp. 136-137.

Under the after-the-fact allocation process for each hour, the joint dispatcher allocates
energy to three fypes of transactions that occured during the hour: 1) New Non-Native Load
Sales; ) Existing Non-Mative Load Sales®; and 3) Native Load Sales. The energy allocation

process is done in descending order of energy cost (other than energy from “must-run” units)

“ As explained more thoroughly below, the FERC in its June B, 2012 order approving the JDA required the
elumation of the distinction between New and Existing Non<Native Load sales.
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+
and identifies which power supply resources will be deemed to have served each class of

transaction. Once t}§e energy allocation process is complete, the joint dispatcher applies cost
allocation provisions contained in the JDA to achieve a reasonable allocation of the costs and
benefits {;f the joint dispatch. Tr. pp. 137-138.

The after-the-fact allocation process determines for each hour the costs each utility
would have incurred if :_ts resources had been dispatched on a stand-alone basis, without regard
to any Non-Native Load sales opportunities, The difference between the joint dispatch costs
and the stand-alone costs represents the cost savings achieved by joint dispatch. These savings
then are allocated between PEC and DEC based on each company’s share of energy generated
in each hour. Tr. p. 139,

Under the joint dispatch process, the energy cost attributable to each utility’s native load
will be the costs actually incurred by ihé utility for energy allocated to native load service,
adjusted by the cost allocation ?aymcnts calculated !gy the joint dispatcher, which will be treated
as payments for cnergy transfers between the utilities. Thus, the encrgy cost ultimately incurred
by each utility to serve its native load will be equal to the stand-alone costs it would have
incurred, but for the joint dispatch arrangement, less the utility’s share of the joint dispatch
savings. That will be the amount that each utility pésses through its retail fuel clause and native
load wholesale contracts. This process will result in an annual flow through of the joim
dispaich savings for both ;etai! and wholesale customers. Tt p. 140,

The Applicants’ witness, Dr. Kalt, explained that the joint dispatch of DEC’s and PEC’s

generation resources under the JDA is expected to reduce the combined company’s fuel and

related dispaich costs by approximately $364 million in the first five years after the Merger is
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completed {2012-2016). These savings come from the use of the combined system’s lowest-
cost available generation to meet total customer demand. Dr, Kalt testified that, in performing
the joint dispatch savings study, he relied on a commonly used security-constrained dispaich
production cost mode! to run optimized least-cost production for the utilities” individual BAAs
on a stand-zlone basis. He then ran the same model assuming a combined “joint dispatch”
across the BAAs, bolding constant assumptions about load, fuel prices, existing contracts, stc.
A et reduction in the total production costs required to serve system loads represents the
estimated savings atiributable to the joint dispatch, Tr. pp. 172173,

Dr. Kalt stated that the estimated cost savings of jointly dispatching the DEC and PEC
generation {leets are driven largely by optimizing dispatch so as to minimize fuel costs. This
optimization results in lower fuel costs because the joint dispatch creates a larger, more flexible
pool of operating assets to be drawn upon when making overall generation dispatch decisions.
Joint dispatch enhances the ability to commit and substitute available capacity at a less costly
generating unit in one BAA for a more costly unit that otherwise would be required to meet load
in another BAA absent the joint dispatch, Tr pp. 172-173,

Dir, Kalt explained that the savings will vary in magnitude from period to period. Using
base case assumptions, he estimated the savings per year to be:

Base Case Savings ($mm)

2012 2813 2014 2015 2816 Total

538 $49 364 97 $116 $364
Tr.p. 173,
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Dr. Kalg testified that the estimated benefits will vary if the underlying input
assumptions used in the dispatch model are changed. To address this issue, he examined the
_ effect on calculated benefits of changing two important modeling assumptions — fuel prices and
load growih. By using a low and high range for both variables, he determined that the estimated
benefits from joint dispatch range from $249 million with low load growth (31115 million less
than the base case) to $629 million with high fuel prices (8265 million more than the base case).
He noted that even the relatively smaller estimated potential benefits associated with an extreme
low-load growth case still produce positive sivings. Further, he considers the estimated joint
dispatch cost savings to be a conservative estimate because the dispatch model does not capture
additional sources of benefits associsted with joint dispatch that offer real cost savings 1o the
merging parties, as well as ancillary benefits such as f.:nhanced economic activity. Specifically,
he stated that the model does not (and cannot) capture the ability of joint dispatch to take
advantage of daily fuel and ei;ciric{ty price volatility or potential benefits that can arise for
captuzing.savir}gs within a given hour, nor can the model capt;zre ﬂng extent to which future joint
planning could further reduce the costs of the merged c,:ompanies. Finally, the an;:iilary benefits
1o the local economy resulting from lower electricity prices were not analyzed. Tr. pp. 174-175.
ORS witness, Jonathan Falk, agreed that the JIDA should produce significant savings.
However, he raiged three issues: (1) that hourly joint dispatch ought to be feasible without a
merger; (2) savings in the aggregate do not necessarily mean savings to each individual service
territory; and (3) the JDA only allocates operating cost savings leaving open the possibility of
cross-subsidization of capital costs on a geing-forward basis. Witness Falk suggested that DEC

and PEC could realize fuel savings through the implemedtation of some form of joint dispatch
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without a merger. He indicated that these savings could be realized by PEC and DEC forming a
tight power pool which is nothing more than a JDA without any merging of ownership.
However, DEC and PEC witness Dr. Kalt explained that DEC and PEC could not achieve the
same level of savings as estimated under their JDA if they operated as unaffiliated participanis
in a tight power pool arrangement. This is because it is not possible for two unaffiliated parties
to engage in the complex, day-to-day real time moment-to-moment decisions necessary to
implement the operational integration required to realize such savings. Dr. Kalt also observed
that tight power pools may result in increased expenses and may impact the jurisdictional
authority of the Commission.

Regarding the issues of the allocation of savings and the possibility of cross-
subsidization, witness Falk acknowledged that, until the system is up and running, it is virwally
impossible to forecast the importance of these issues. In order to allow PEC, DEC, ORS, the
Intervenors, and the Commission 1 evaluate the materiality of these concerns and measure the
benefits of the JDA, he recommended the Commission approve the JDA on a one year trial
basis. Tr. pp. 238-241. During cross-examination by Mr. Tiencken, witness Falk testified that
the Central Electric Power Cooperative and the Electric Cooperatives of South Carolina, Inc,,
support a one year trial period. Tr. p. 258,

In addition to the savings to be realized from joint dispateh, PEC and DEC witness
Weintraub testified that the significant coordination between PEC and DEC will also create
savings through the joint purchase of fuel and fug! (ransportation and the sharing and
implementation of best practices for fuel procurement and use, Witness Weintranb sponsored

Exhibit No. § to the Application, which is a study performed by Booz & Company ("Booz”™) for

182

0000236



SOAH Dkt. No. 473-17-1172
PUC Docket No. 46238
Staff RF1 2-17 (NEE)

Page 183 of 228

DOCKET NO. 2011-158-E - ORDER NO. 2012-517
JULY 11,2012
PAGE 26

the 'Applicants, that estimates merger savings for the fuel procurement activities of the
combined company. Witness Weintraub explained that Booz utilized specific information from
DEC and PEC and Booz’s own experiences with previous utility mergers to determine the
forecasted fuel savings following the Merger, Tr. p. 140.

Witness Weintraub testified that both companies need natural gas,-coal, and the
transportation services required fo deliver these fuels. With regard to coal transportation,
witness Weintraub . explained that, by aligning various transportation contracts and taking
advasitage of opportunities to maximize the cconomies of scale for the trafmsportmian of the
combined company’s coal requirements, the combined company will reduce its coal
transportation costs. The transportation savings opportunity for the new company is based on
aligning the lowest rates across common transportation contracts and carriers. Tr. p. 141,

Turning to the procurement of cosl, witness Weintraub t(estiﬁed that the annual coal bum
of the combined company will range from 23 to 28 million tons over the next five years. By
optimizing a combined fuel sourcing plan with greater scope across commeon coal suppliers, the
combined company will reduce overall coal procurement costs. The combined company’s
purchasing requirements will enhance its po‘sition as a leading buyer of coal and provide
increased purchasing power in the marketplace, which will benefit customers through lower
costs. Tr. p. 141,

With regard to the transportation of natural gas, witness Weintraub stated that, with the
addition of interstate natural gas pipeline agreements by both DEC and PEC to support new and
existing natural gas generation in the Carolinas, the combined company will wiilize common

natural gas transportation paths and complementary logistics for the combined natural gas
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generation fleet. By maximizing the utilization of the combined portfolio of interstate natural
gas pipeline agreements, cost savings will be achieved through short-term and potential long-
term capacity releases into the market. In addition, fuel savings will be achieved by the
avoidance of additional fixed pipeline costs by utilizing non-firm interstate pipeline transactions
(backhaul and pipeline segmentation) to serve the natural gas requircments of the combined
company, Tr. p. 143,

Witness Weintraub explained that the combined company should be able to achieve
substantial fuel savings by the sharing of best practices for coal blending at the combined
company’s coal power plants. Over the past five years, PEC has invested more than 360 million
in its scrubbed coal units to improve the fuel flexibility of these units. These investments have
included improvements to the coal-fired boilers, as well as the balance-of-plant components that
have expanded the types of coal that can be reliably bumned at these PEC coal units. The
expansion of coal types that can be burned at the PEC scrubbed units has created competition
among different coal basing, resulting in overall lower fucl procurement costs. Some of the
investments have been for coal blending infrastructure that has increased blending capabilities
to achieve optimal quality blends and procurement economics as well as the blending of cheaper
fucls during offepeak hours. The integration of these best practices within the combined
comnpany will reduce the fuel costs of the combined company. Tr. pp. 141-142.

Tuming to other savings opportunities, witness Weintraub testified that both DEC and
PEC utilize common suppliers and transportation providers for limestone, By leveraging the
increased limestone volume for the combined company, DEC and PEC expect to lower the

delivered reagent costs of the combined company by reducing both the commodity costs and the
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transportation costs for limestone, In addition to limestone costs, the combined company will
have reagent costs for the procurement of ammonia. The combined company intends o -~
leverage its increased purchasing power by consol’idaﬁng its ammmonia volume to achieve more
competitive commodity pricing and transportation pricing than could be achieved by stand-
alone companies. Tr. pp. 142-143. ‘

Another area of savings noted by witness Weintraub involves co‘mb’ming the natural gas
trading and scheduling functions for DEC and PEC. The combined company will eliminate the
need for DEC to establish a natural gas trading desk and allow it to avoid two related positions
that had been anticipated for meeting the needs of DEC’s gas-fired generation fleet. Tr. pp.
143-144.

The Application explains that the Booz fuel savings study (Exhibit No. 5) quantifies
these various savings épponunities as follows:

» the levgraging:of each entity’s expertise in coal transportation services
and coal procurement is estimated to result in a combined savings of
$115 million over the five-year pcrioc; 2012-2016;

» savings of $183.9 million over this same five-year period are expected to
be created through the application of coal blending practices to 'DEC’s
coal use, similar to PEC’S current practices; and

» coordinating the use of PEC's and DEC’s interstate natural gas pipeline
capacity to the greatest extent allowed, reagent procurement efficiencies,

and elimination of the need for DEC fo establish a natural gas trading
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desk, are estimated to produce an additional $31.8 million of fuel savings,

for a total of $330.7 million over five years.
Combined with the joint dispatch fuel savings results, gross total fuel savings are estimated to
be $694.7 million over five years,

Witness Weintraub stated that the joint dispatch and fuel cost savings will automatically
flow through to the utilities’ retail customers through their respective fuel clause proceedings.
He also explained that, upon the closing of the Merger, both PEC and DEC will file rate
decrements to pass through the forecasted fuel savings for 2012, Tr. pp. 133, 140, The rider
will be designed to provide PEC’s and DEC’s retail customers the forecasted savings to be
realized from the joint dispaich of their systems ss well as other fuel cost savings during
calendar year 2012, In each of DEC's and PEC's fuel cost proceedings in the five years after
Merger close, they will incorporate the forecasted savings from the joint dispatch of their
systems as well as other fuel costs savings for each of those years into the calculation of their
respective fuel factors. They will also calculate a true-up of the forecasted amounts for the
previous year to the actually experienced savings.

At the hearing, PEC and DEC guaranteed that their refail and wholesale customers
would receive their allocable shares of $650 million in total system fuel and fuel-related cost
savings over five years. At the close of the fifih year, if actually achicved savings passed
through to retail customers in DEC's and PEC’s South Carolina Fuel cases do not total cach
company’s allocable portion of South Carolina’s pro rata share of the $650 million in
guaranieed savings, then DEC and PEC will {flow through their respective fuel riders in their

next cases their allocable shares of the remaining obligation. In the event the actual savings
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exceed the gual;antee, those additional savings will also be flowed through to DEC’s and PEC’s
customers, . N

In the Additionaj Direct Testimony of witness Weintraub filed on June 4, 2012, pursuant
to the Commission’s Order No. 2012-473, Mr. Weintraub addressed the salient elements of a
Supplemental Agreement and Stipuiatifnn of Settlement (Supplemental Agreement) entered into
by DEC, PEC, and the NCUC Public Staff on May 8, 2012, This Supplemental Agreement
clarifies and modifies an earlier Agreement and Stipu!étion of Settlement entered into by DEC,
PEC and the NCUC Public Staff .on Septernber 2, 2011, The Supplemental Agreement clarifies
certain portions of thc’ IDA, creates additional savings for DEC’s and PEC’s customers, and
addresses certain aspects of the $650 million fuel savings guarantee during the first five years
following the Merger. ,

The first clarification concerns how off-system purchases and sales are to be treated in
determining savings realized by PEC and DEC from the joint dispatch of their generation
facilities. The parties agreed that, in order to properly account for the benefits of joint dispatch
for purposes of calculating the JDA savings portion of the $650 million }uel savings guarantee,
off-system sales and purchases will be excluded from the calculation (in both the joint dispatch
generation stack and the stand-alone generation stacks). Actual savings that result from
purchases and the displacement of higher cost generation that results from such purchases will
flow through DEC’s and PEC’s annual fuel charge ;djustment proceedings in the same manger
such lower costs/savings have been treated pre-mel:ger.

The second clarification concerns the increased consumption of reagents by DEC

t
resuiting from its burning of non-traditional coals due to greater use of coal biending, Fuel

L]
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blending generally refers to the exercise of fuel flexibility in electricity generation and involves
the buming of coals with higher suifor and ash contents, Such blending will result in the
consumption of greater amounts of reagents than would be the case if the higher sulfur and ash
content coals were not burned. The Supplemental Agreement clarifies that the calculation of the
$650 million fuel savings guarantee will not be reduced by the increased reagent costs resulting
from the increased consumption of reagents associated with fue! blending. The recovery of
these increased reagent costs, if otherwise reasonable and prudently incum;.d, will be allowed in
DEC’s annual fuel charge proceedings.

The final clarification relates to how savings realized by DEC from greater use of coal
blending following the Merger are to be culculated for purposes of the 3630 million fuel savings
guarantee.

Mr., Weintraub further explained that the Supplemental Agreement modifies DEC's and
PEC's earlier agreement with the NCUC Public S1aff that DEC's and PEC's North Carolina
retail customers would receive their allocable share of $650 million of total system fuel and
fuel-related cost savings over the first five years following the close of the Merger. He stated
that the reduction in natural gas prices since the beginning of 2012 has significantly impacted
PEC’s and DEC’s opportunity 1o achieve fuel savings from coal blending. Exhibit No, 5 10 the
Applicants’ Merger Application indicates that savings of $183.9 million during the first five
years following the close of the Merger are expected 10 be achieved through coal blending, Mr.
Weintraub testified that the dramatic reduction in natural pas prices since the beginning of 2012
has materially reduced the amount of coal being consumed by PEC and DEC. Current forecasts

of natural gas prices do not indicate any material change in the relative prices of coal and
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natural gas in the near term. Therefore, over the next several years, PEC's and DEC’'s coal
consumption is expected to remain at the current relatively low levels. This reduced use of coal
materially impacts DEC's forecasted ability to achieve the $183.9 million in coal blending
sz)wings during the first five years afer the Merger. As a result, the NCUC Public Staff and the
Applicants agreed that, if al the end of the five-year period, (1) DEC and PEC have not achieved
all of the $650 million in guaranteed savings in spite of their best efforts; and (2) the decline in
natural gas prices has resulted in fewer tons of coal having been delivered to the three DEC
generating plants designated for coal blending in Exhibit 3 and therefore impaired DEC’s ability
to achieve the forecasted coal blending savings, then the five-year period will be extended by 18
months.

Mr. Weintraub emphasized in his testimony that PEC and DEC are still committed £0
providing both their South Carolina and North Carolina retail customers their allocable shares
of the guaranteed $650 million in fuel savings during the first five years following the closing of
the Merger., However, he explained that, at the time of the hearing before this Commission in
Decerber of 2011, no one foresaw the dramatic decrease in natural gas prices that has occusred
in 2012 or that natural gas prices would be forecasted to remain at very low levels for the next
several years. This reduction in natural gas prices ha:‘s resulted in natural gas fired generation
being less expensive than coal fired generation. If this situation persists, then following the
Merger DEC will not be burning enough coal at its Marshall, Belews Creek, and Allen plants to
achieve the forecasted savings of approximately $184 million. Thus, Mr. Weintraub testified

that DEC and PEC need an additional 18 months to achieve the $650 million in fuel savings if

DEC is unable to burn as much coal as was originully forecasted. He emphasized that DEC's

189

0000243



SOAH Dkt No. 473-17-1172
PUC Docket No. 46238
Staff RFI 2-17 (NEE)

Page 190 of 228

DOCKET NO, 2011-158-E - ORDER NG. 2012-517
JULY 11,2012
PAGE 33

and PEC’s South Carolina customers are realizing and will realize fuel savings, the savings will
just be created by the changes in the fuel markets rather than from coal blending. Either way
DEC’s and PEC's customers enjoy significans savings, they will just be achieved in 4 manner
not originally contemnplated. Of course, such natural gas fired generation savings will not be
counted toward the achieverment of the $650 million guaramiee in fuel savings.

Another modification addressed by Mr. Weintraub in his Additional Direct Testimony
relates to the recovery of capital co;sts agsociated with achieving merger savings. In recognition
of the delay in the expected closing of the Merger from January 1, 2012, to the June-July 2012
time frame, the Applicants and the NCUC Public Staff agreed that their September 2, 2011,
Agreement and Stipulation of Settlement should be revised to allow PEC and DEC to seek
recovery of any and all capital costs incurred to generate merger savings provided such costs are
incurred within three years of the closing of the Merger, except for capital costs to achieve fuel
blending savings incurred by DEC. The Supplemental Agreement provides that there should
not be any time limitation regarding DEC seeking recovery of costs to achieve coal blending
savings. Additionally, the standard for recovery was changed to allow PEC and DEC o recover
all capital costs incurred to generate merger savings (including fuel blending savings) in
accordance with normal ratemaking practices.

Mr. Weintraub explained that, in consideration for the NCUC Public Staff agreeing to
these clarifications and modifications in the Supplemental Agreement and Stipulation of
Settlement, PEC and DEC agreed to waive their right to seek recovery of employee severance
costs. These costs are forecasted to be $226,000,000 on a systemn basis, Mr, Weintraub stated

that the ORS, which is a party to the North Carolina proceeding, has filed a letter with the
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NCUC generally supporting the Supplemental Agreement and Stipulation of Settlement,
including the 13-month extension.

Mr. Weintraub also addressed certain commitments DEC and PEC made to the ORS in
settlement of the ORS’ issues in the North Carolina Merger proceéding. Mr. Weintraub states
that these commitments create additional value for DEC’s and PEC’s South Carolina customers
that more than offset the [8-month extension to achieve the guaranteed 3650 million in fuel
savings. He noted that DEC and PEC have agreed to make annual community support and
charitable contributions in South Carolina for four years following the close of the Merger. The
annual contributions will be based on DEC’s and PEC’s average contributions over the time
period 2006-2010. The annual amount for DEC is $1,866,862, and for PEC the annual amount
is $788,000 for an annual total of $2,654,862. In addition, DEC and PEC have committed to
make a contribution in the amount of $3.75 million in_the first year following the close of the
Merger to support workforce development and low income energy assistance in DEC’s and
PEC’s South Carolina service territories. The contribution will be allocated in proportion to the
number of South qué%ina customers served by each utility. Finahl!y, Mr. Weintraub stated that
DEC and PEC have committed not fo seek recovery of the employee severance costs they will
ir;cur in reducing their workforces to achieve merger savings from their South Carolina retail
customers. These costs ate forecasted to be 3;44,000,0(}{) on a South Carolina retail basis,

The Commission finds that the changed circurnstances described by Mr. Weintraub,
along with the additional value resulting from the commitments made by DEC and PEC to the

ORS, justify the Commission allowing DEC and PEC an additional 18 months beyond the first
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five years following the close of the Merger to provide their South Carolina retail customers
their allocable share of the guaranteed $650 million in fuel savings.

As noted earlier, on June 8, 2012, FERC approved the JDA, provided that DEC and PEC
agreed to two revisions. The required revisions were the deletion of Sections 3.2(c)(ii)-(iv) and
the elimination of the distinction beiween existing non-native load customers and new non-
native load customers. On June 12, 2012, DEC and PEC notified the Commission that they
would agree to these revisions and submitted a revised conforming JDA, DEC and PEC also
indicated that they intended to submit the revised JDA to FERC no later than 10 days after the
close of the Merger, On June 13, 2012, DEC and PEC filed the Further Supplemental
Testimony of Sasha Weintraub explaining the JDA revisions.

In that testimony, Mr. Weintraub explained that none of the revisions alter DEC's and
PEC's ability to achieve the forecasted fuel savings or otherwise impair any of the benefits of
the JDA to South Carolina customers. He stated that Sections 3.2(c)(ii)-{iv} of the JDA contain
language that DEC and PEC were required to insert into affiliate agreements pursuant to their
North Carolina regulatory conditions. The language of Sections 3.2(c)(ii)-(iv} is substantially
stmitlar {0 language in those regulatory conditions. Therefore, the deletion of this language from
the JDA does not relieve DEC and PEC {rom these obligations. In fact, Mr. Weintraub noted
that FERC stated in the paragraph discussing the deletion of Sections 3.2{c)(ii}-(iv) that “we
offer no view on the North Carolina Commission’s authority to impose or apply such
requirements in its proceedings.” (FERC JDA Order page 13, paragraph 37). In addition, Mr.

Weintraub testified that on June 13, 2012, the NCUC Public Staff filed proposed additional
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regulatory conditions in the NCUC merger docket to address the deletion of this language from
the JDA. DEC and PEC do not oppose these revisions.

Tum'ing to FERC’s second revision, Mr. Weintraub explained that FERC required DEC
and PEC to climinate the distinction in the JDA between sales to existing non-native load
customers and sales to new non-native loaci customers. ' He further explained that merging
existing non-native load sales and new non-native load sales into one class for purposes of the
JDA has no impact on the 3650 million savings guarantee, because this revision only deals with
non-native load transactions and dees not impact nativc]lqad. Furthermore, he stated that the
class of existing non-native load sales is small, only two contracts, and that, when those two
contracts expire, the class of “existing non-native load sales” will disappear.

Finally, Mr. Weintraub testified that merging these two types of sales does not change
the towl costs allocated 1o non-native load sales for purposes of the JDA. The resources
atlocated to native load will only be those that remain after the highest cost resources have been
allocated to non-native load sales. The only difference will be that, instead of first allocating
the feast expensive of these higher cost resources to “existing” non-native load sales and thé
remainder to “new” non-native load sales, the most expensive resources will be allocated to
non-native load sales as a whole. Therefore, this change will not affect the allocation of costs to
native load,

D. QTHER ISSUES

The City of Orangeburg opposed approval of the JDA, not on the grotnds that it will not

provide substantial savings to PEC's and DEC’s South Carolina customers, but rather because,

Orangeburg argues, the Commission does not have jhrisdicticm to approve the JDA.

193

0000247



SOAH Dkt No. 473-17-1172
PUC Docket No. 46238
Staff RFI 2-17 (NEE)

Page 194 of 228

DOCKET NO. 2011-158-E — ORDER NO. 2012-517
JULY 11,2012
PAGE 37

As explained earlier in this order, the JDA involves the transfer of operational contro! of
PEC’s generating assets to DEC. These PEC generating assets are used and useful and are
included in PEC s rate base. Thus, pursuant to 3.C. Code Ann. § 58-27-1300, which is set forth
in its entirety below, Commission approval is clearly required prior to their transfer to DEC,

5.C. Code Ann, § 58-27.1300 (Supp. 2011) states:

No electrical uviility, without the approval of the comumission and compliance

with ail other existing requirements of the laws of the State in relation thereto,

may sell, assign, transfer, lease, consolidate, or merge its utility property,

powers, franchises, or privileges, or any of them, ... .without prior approval of

the cormmission. ... For purposes of this section, “utility property” shall include

property used and useful to provide customers with electric service and which

has been properly included in the electric wility’s rate base, including

construction work in progress or property held to serve future customers.

Furthermore, elimination of certain language in the JDA that the City finds offensive
will not provide Orangeburg the relief it seeks. The Applicants’ witnesses Rogers and Johnson
explained in their rebuttal testimony that Orangeburg’s basic concern with the JDA relates o a
decision by the NCUC regarding the allocation of electric utility costs between retail and
wholesale customers for the purposes of establishing North Carolina retail electric rates.
Orangeburg believes the North Carolina cost allocation methodology harms Orangeburg's
opportunities to purchase electricity in the wholessle market at favorable rates, thus it opposes
this cost allocation methodology. The proposed JDA is consistent with the existing Norh
Carolina retail/wholesale cost allocation methodology. Orangeburg has challenged this cost
allocation process before the NCUC and the North Carolina courts and was unsuccessful in both

forums. A rejection of the JDA by this Commission will not ulter these decisions or the

NCUC's use of this cost allocation methedology. Tr. p. 35,
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111, FINDINGS OF FACT AND CONCLUSIONS OF LAW

After thorough consideration of the entire record, including the testimony and all
exhibits, and the applicable law, the Commission makes the following findings of fact and
conclusions of law:

1. DEC is an clectrical utility as defined by 8.C. Code Ann. § 58-27-10(7)
authorized to generate, transmit and distribute electric power in its service territory in South
Carolina. . .

2. PEC is an electrical utility as defined by S.C. Code Ann. § 58-27-10(7)
authorized to generate, transmit and distribute electric power in its service territory in South
Carolina. )

R Pur)suaAnt to 8.C. Code Ann. § 58-27-140 (Supp. 2011), the Commission is vested
with general powers to supervise and regulate the service of elcci;icai utilities and pursuant to
8.C. Code Ann. § 58-27-1300, the Commission must approve the transfer of any utility
property, including the transfer of operational control of PEC's generating assets as
contemnplated by the IDA.

4. We ﬁ(nd that the JDA is an interchange: or intérco;mection agreement as
contemplated by S.C. Code Ann. § 58-27-865(E) and is not intended to act as a system
integration agreement and that DEC and PEC will retain their obligations to serve their own
native load customers, to fulfill their own contractual cbligations, and to operate their own
transmission systems and balancing authority areas. Further, all rates and services of PEC and

DEC continue to be subject to the same oversight of this Commission as was the case before the

merger of Duke and Progress.
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5. We find that the joint dispatch process will allow PEC and DEC to serve their
retail and wholesale native load customers more efficiently and economically than they canona
stand-alone basis,

8. We conclude that the savings to be realized by PEC and DEC from the JDA are
real and substantial. No party to this proceeding presented any evidence that the JDA will not
produce substantial savings for PEC’s and DEC’s South Carolina customers. The Commission
finds that the revisions required by FERC do not diminish the benefits of the JDA 1o DEC’s and
PEC’s South Carolina retail customers.

7. This Commission is mindfid of the evolving nature of DEC’s and PEC's
planning for use of existing and future generation resources. Until the two companies are able
1o construct IRPs that benefit from full knowledge of the other company’s needs and resources,
it is uncertain how their combined future decision-making will impact their ratepayers. In
addition, because of the sheer size of their operations, it is alse uncertain how ripple effects
might impact other utilities, other South Carolina ratepayers, and our state’s economy.

8. To address any issues or tisks associated with the JDA and the evelving nature of
the Applicants’ planning, we find that the JDA should be approved on a one (1) year trial basis
effective with the closing of the Merger. The one (1) year trial basis has been recommended by
ORS, supported by the Electric Cooperatives and Nucor, and agreed to by the Applicants,

9. We find that the Commission does have jurisdiction o approve the JDA pursuant
te $.C. Code Ann, § 58-27-1300 (Supp. 2011).

10, During the hearing the Applicants commitied ¢ a “most favored nations”

treatment for South Caroling. This comnitment ensures that PEC’s and DEC's South Carolina
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customers receive the same benefits, on a pro rata basis, as those provided to PEC’s and DEC's
North Carolina retail customers as a result of the NCUC’s Order ruling upon Duke’s and
Progress’ Merger Application, including the adoption of the revised Regulatory Conditions and
Code of Conduct to the extent allowable by South Carolina law,

11. DEC and PEC have guaranteed that DEC’s and PEC's South Carolina retail
customers will rece;ve their allocable share of $650 million of total system fuel and fuel-related
cost savings over five years upon close of the Merger, DEC and PEC shall have 18 additional
months to achieve the $650 million in system fuel and fuel-related cost savings if, at the end of
the five-year period, (1) DEC and PEC have not achieved all of the $650 million in gs:laranteed}
savings in spite of their best efforts; and (2) the decline in natural gas prices has resulted in
fewer tons of coal having been deliverad to the three DEC generating plants designated for coal
blending in Exhibit 5. At the end of that period, if the savings passed through to retail
customers in DEC’s and PEC’s South Carolina fuel cases do not total each company's allocable
portion of South Carolina’s pro rata share of the $650 million in guaranteed savings, then in
DEC’s and PEC’s subsequent fuel cases each will flow through their respective fuel riders their
allocable share of the remaining obligation. . In the event the actual savings exceed the
guarantee, those additional savings will also be flowed through to DEC’s and PEC’s c;;stomers,

12. ’ DEC and PEC have also made the following commitments to the ORS as a
condition of approval of the JDA: DEC and PEC shall make annual community support and
charitable contributions in South Carolina for four years following the close of the Merger. The

annual contributions will be based on the DEC’s and PEC’s average contributions over the time

period 2006-2010. The annual amount for DEC is 31,866,862, and for PEC the annual amount

Pan -
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is $788,600 for an annual total of $2,654,862. DEC and PEC shall make a contribution in the
amgunt of $3.75 million in the first year following the close of the Merger to support workforce
development and low income energy assistance in DEC’s and PEC's South Carolina service
territories.  The contribution will be allocated in proportion to the number of South Carolina
customers served by each utility. DEC and PEC shall not seek recovery of the employee
severance costs they will incur in reducing their workforces to achieve merger savings. These

costs are forecasted to be $226,000,000 on a system basis and $44,000,000 on a Souz}; Carolina

retail basis,

IT IS THEREFORE ORDERED THAT:

i The Joint Dispatch Agreement, as approved by FERC, is approved by this
Commission on a one year trial basis effective with the closing of the Merger, and all
commitments made by the Applicants as referenced herein are accepted as a condition of such
approval;

2. As a condition of this Commission’s approval of the Joint Dispatch Agreement,
PEC and DEC guarantee this Commission and PEC's and DEC’s retail customers pro rata
benefits equivalent to those approved by the NCUC in its Order ruling upon Duke Energy
Corporation's and Progress Energy, Inc.'s Merger Application, including, but not limited to the
protections of the revised Regulatory Conditions and Code of Conduet, to the extent allowable
by South Carolina law;

3. As & condition of this Commission’s approval of the Joint Dispatch Agreement,
PEC and DEC guarantee this Commission and their retall and wholesale customers that

customers will receive their allocable share of $650 mitton in total system fuel and fuel-related
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cost savings over the first five years afier close of the Merger. DEC and PEC, however, shall
have 18 additional months 1o achieve and pass through South Carolina customers’ allocable
share of the $650 million in system fuel and fuel-related cost savings if, at the end of the five
year period, (1) DEC and PEC have not achieved all of the $650 million in guaranteed savings
in spite of their best efforis; and (2) the decline in natural gas prices has resuited in fewer tons
of coal having been delivered to the three DEC generating plants designated for coal blending in
Exhibit S. At the end of that period, if the savings passed through to retail customers in DEC’s
and PEC’s South Carolina fuel cases do not total each company's allocable portion of South
Carolina’s pro rata share of the $650 million in guaranteed savings, then in DEC’s and PEC's
subsequent fuel cases each will flow through their respective fuel riders their allocated share of
the remaining obligation. In the svent the actual savings exceed the guarantee, those additional
savings wili also be flowed through to DEC’s and PEC’s customers.

4, As a condition of our approval of the Joint Dispatch Agreemem‘ DEC and PEC
shall: a) make annual community support and charitable contributions in South Carolina for
four years following the close of the Merger. The annual contributions will be based on the
. DEC’s and PEC’s average contribx‘nions over the time period 2006-2010. The annual amount
for DEC is $1,866,862, and for PEC the annual amount is $788,000 for an annual total of
$2.654,862; b) make a contribution in the amount of 33.75 million in the first year following the
close of the Merger to support workforee development and low income energy assistance in
DEC’s and PEC’s South Carolina scrvice territorics. The contribution will be aillocated in
proportion to the number of South Carclina customers served ‘by,each utility; and ¢} DEC and

PEC shall not seek recovery of the employee severance costs they will incur in reducing their
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workforces to achicve merger savings. These costs are forecasted to be $226.0060,000 on a
system basis and $44,000,000 on a South Carolina retail basis.

3. DEC and PEC shall file electronically with the Commission decrement riders to
their South Carolina retail rates within 30 days of the close of the Merger to pass through to
their respective customers: a) their allocable shares of the $650 million in system fuel and fuel-
related cost savings; and b) the capacity cost allocated to the interim wholesale sales consistent
with Appendices A and B to this Order.

6. In addition to the reports currently received by this Commission, DEC and PEC
shall file with this Commission ail reports required by the NCUC’s Order on the Merger issued
on June 29, 2012 {or which may be required by the NCUC in the future) as are relevant and
appropriate under South Carclina law, e.g, the reports listed in Appendix C to this Order.
Further, copies of such reports should be provided to the ORS, as well as any other reports
which may be requested by the ORS. This Commission retains jurisdiction to determine the
appropriateness of the list of reports to be submitted to the Commission.

7. DEC and PEC shail provide within 30 days of receipt of this Order the final
versions of the Revised Code of Conduct, Regulatory Conditions, and the final version of the
Joint Dispatch Agreement and final version of the Mitigation Plan filed with FERC.

8. The Setilement Agreement between DEC and PEC and the Environmental
Intervenors is approved,

9, By May 2, 2013, interested Parties in the present docket shall submit proposed

procedures, including due dates for filings, for the one year review of the JDA, (o be openced
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under a new docket. Those Parties shall include procedures for reporting on the promised fuel

and fuel-related cost savings.

10, By July 2, 2013, DEC and PEC shal! certify compliance with the commitments

regarding workforce development, low income energy assistance, annual community support
and charitable ccntrib‘utions‘

11, This Order shall remain in full force and effect until further Order of the
Commission,

/

BY ORDER OF THE COMMISSION.

CYEheS

Jobh E. Howard, Chairman

ATTEST:

~ 00k

David A. Wright, Vice Chairkpan
(SEAL)
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Q\:‘ Progress Energy

December 13, 2011

The Honorable Jocelyn G. Boyd

Chief Clerk / Administrator

Public Service Commission of South Carolina
104 Executive Center Drive

Columbia, SC 29210

RE:  SCPSC Docket No. 2011+158-E
Dear Mrs. Boyd:

The purpose of this letter is to memorialize the stipulation and commitment made by
Progress Energy Carolinas, Ine. (“PEC”) and Duke Energy Carolinas, LLC (*DEC") during the
hearing in this docket held December 12, 2011,

As a condition for Corumnission approvsl of the proposed Joint Dispatch Agreement
(“JDA”) between PEC and DEC, PEC and DEC will provide the Comumission a “most favored
nations™ commitment and will also agree to the ORS proposal for approval of the Joint Dispatch
Agreement on & one year trial basis. The “most favored nations” commitment guarantees this
Commission and PEC's and DEC's retail customers pro rata benefits equivalent to those
approved by the North Cavoling Utilities Commission in its order ruling upon Duke Energy
Corporation’s and Progress Energy Carolinas, Inc.’s merger application,

Very truly yours,
A

Len 8. Anthony
General Counsel
Progress Energy Carolinas, Inc,

LSA:mhm

STAREGI070

Frogress Energy Service Sompeny, 140
PO Hox § Y
Helvh Bt 2,0 1
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\..' Progress Energy e

May 16,2012

VIA ELECTRONIC FILING

Jocelyn G. Boyd, Esquire ‘
Chicf Clerk & Administrator

Public Service Commission of South Carolina
101 Executive Center Drive, Suite 100
Columbia, South Carolina 29210 "

. RE:  Application Regarding the Acquisition of Progress Energy Incorporated by Duke Energy
Corporation and Merger of Progress Energy Carolinas, Incorporated and Duke Energy
Carolinas, LLC - Docket No. 2011-188-E (See also Docket No. 2011-68-E)

Dear Mrs. Boyd:

The purpose of this letter is to advise the Pablic Service Commission of South Carolina
{the “Commission”} .of certain commitments Duke Energy Carolinas, LLC (“DEC™ and
Progress Energy Carolinas, Inc. (“PEC™), {collectively referred to in this letter as “the Utilities™),
have made to the South Carolina Office of Regulatory Staff (“ORS™) with regard to the Revised
Market Power Mitigation Proposal (“Revised Mitigation Proposal™) filed with the Federal
Eaergy Regulstory Commission (“FERC™) by Progress Energy, Inc. (“Progress”) and Duke
Energy Corporation (“Duke™ on March 26, 2012, The Revised Market Power Mitigation
Proposal was filed by Duke and Progress pursuant to an order issued by the FERC on December
14, 2011, which rejected a previous mitigation proposal filed by Duke and Progress.

The Revised Mitigation Proposal has two elements: 1) an interim mitigation mechanism
that involves the sale of capacity (“Mitigation Capacity™) and energy to new third-party
wholesale market participants (“Interim Mitigation Sales™); and 2) & permanent mitigation
proposal that involves the construction of new tranamission facilities and & commitment to run
certain generating units in & specified manner (“Permanent Transmission Mitigation™), As
proposed, the Interim Mitigation Sales will terminate once all of the new proposed transmission
facilities have been constructed and placed into service. These two (2) markest power mitigation
mechanisns creste state retail cost recovery issues. To address these issues the Utilities have
made the following commitments to the ORS to hold their South Carolina retail mtepayers
harmless: :

Pragraxs Ewergy Service Company, L15
PO b 1451
ateny NG 2082
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A, Interim Mitigation Sales

1.

The costs of the Mitigation Capacity will be allocated to the Utilities’
wholesale jurisdiction. These costs shail be caleulated based upon the revenue
requiremnent associated with a wtility-specific proxy for the capacity costs of
the generating facilities expecied to be on the margin during the months and
hows the [nterim Mitigation Sales will be made, which are assumed to be
between July 1, 2012 through May 31, 2015,

DEC and PEC will each develop a decrement rider to their respective South
Carolina retail mates that reflects the Mitigation Capacity costs described in
subsection (1) above, caleulated as follows:

a)

b)

)

&

)

The Mitigation Capacity MWs under contract for each period shall be
increased to reflect reserve marging contsined in the Utilities’ 2011 filed
Integrated Resource Plans.

The Mitigation Capacity MWs, including the associated reserve margins,
shall be muitiplied by the number of hours that the capacity is contracted
for and the hourly capacity cost per MW based upon the agreed upon
utility-specific proxy.

These capacity costs shall include 2 rate of retumn on production plant,
step-up transformer facilities, general plant, and associated rate base items.
Additional costs to be included are fixed O&M (which include on
appropriste allocation of Administrative and General (“A&G") costs,
depreciation expense, and genersl taxes. The total system costs of
Mitigation Cepacity to be allocated away from retil are $43,458,315 for
DEC and $21,194,759' for PEC.

Such capacity costs shall be allocated between and among jurisdictions
using the production plant allocation methodology approved in DEC's and
PEC's most recent peneral rate cases, For DEC and PEC, the current
Commission-approved methodology is Summer (P, Use of these
particular allocation methodologies shall not be considered as precedent in
any future cases, including general rats cases,

The decrement shall be determined by dividing each utility's Mitigation
Capacity total projecied South Carolina retail capecity costs for July 1,
2012, through May 31, 2015, by each utility’s projected South Carolina
retail kilowatt-hour sales for the same period in sccordance with Appendix
A

! The DEC snd PEC Seuth Carelina rexafl alincable portion would be $10,316,657 for DEC and $2,283,12) for PEC.

aAppendix B

Docket N0, 2011-158-E
Qrder No. 2012-517
July 13, 2012

Page2ui7
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Jocelyn G. Boyd, Esquire 3 May 16,2012

B!

3. The Utilities shall file such decrement riders for approval with the
Commission and provide a copy to ORS within 30 days after the Merger
closes. Upon approval by the Commission, the decrament riders shall be fixed
and remain in effect and without any future true-ups until the daie the Interim
Mitigation Sales are terminated plus the number of days between when such
sales began and the time the decrement riders became effective. Provided,
however, that if a portion of the interim sales terminate, the ridecs shall be
reduced in proportion 1o the terminated sales. Appropriate decrement riders
will continue in effect until such time as the Utilities are relieved of their
respective obligations to make the Interim Mitigation Sales,

4, Interim Mitigation Sales shal] be treated as a separate category of New Non-
Native Load Sales and shall be deemed to have been satisfied by the highest
energy costs assigned to New Non-Native Load Sales,

5. The Unilities shall not seek to recover from their South Carolina’ retail
customers any of the non-fuel variable operating and maintenance costs
associated with the Interim Mitigation Sales.

6. The Utilities shall not scek to recover from their South Carolina retail
customers any revenue shortfalls resulting from, or any costs associated with,
the Interim . Mitigation Sales, including but not limited to any negative
capacity payments, any revenue deficiency resulting from energy revenues
being less than the associsted costs and any payment of liguidated damages.

P t ission Mitieatjo

DEC and PEC will hot sssign costs associated with Permanent Transmission
Mitigation projects into their wholesale transmission mtes until the later of the

_ expintion of the five-year FERC hold harmless peried or such time as the

Utilities have received regulatory approval to assign those costs to their retail

native loads, effective on the date they are first permitted to begin recovering

those costs,

1. The Utilities shail not seek recovery in their respective South Carolina retail
rates of any of the costs associated with the Permdnent Transmission
Mitigation projects except as follows:

a) The Utilities may request recovery of costs associated with a Permanent
Transmission Mitigation project in their respective Scuth Carolina retail
rates upon the expiration of five (5} years following the close of the
merger, and any such request shall include a showing that the requesting
utility also intends to pursue recovery from its wholesale customers
effective on the date it is permitted to begin recovery of such costs in its
South Carolina retail rates.

Appendix B

pocket No. 2011-158-E
Grder No. 2012-517
Juiy 11, 2012
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b) Any request by DEC or PEC to recover the costs sssociated with a
Permanent Transmission Mitigation project in its South Carolina retail
rates must be supported by evidence sufficient to show that, absent the
merger and the resulting mitigation requirement, (i) the project is needed
10 provide adequate and reliable retail service, and (ii) at the time the
request is made, the construction of the project and the incurrence of the
associated costs would have been reasonable and prudent.

¢) If the requisite showing has been made pursuant to (a) and (b) above, the
Utilities may seek inclusion of only the net depreciated cost of the
Permanent Transmission Mitigation projects at the time of the request, and
shall not request any deferral of any costs associated with the projects for
ratemaking purposes.

d} If subsequent to the inclusion of the costs associated with a Permanent
Transmission Mitigation praject in South Carclina retail rates, DEC or
PEC is not successful in incorperating the correct jurisdictional share of
those costs into the cost-based formula rate prescribed by its FERC
approved Open Access Transmission Tariffs and, therefore, does not
recover all of such costs from its wholesale or firm transmission-only
customers, then the corresponding proportionate share of such costs that
have been approved for inclusion in retsil rates shall be removed and
refunds made accordingly (e.g., i€ 20% of the costs aliocated to wholesale
are not recovered, then 20% of the portion allocated to retail shall be
excluded and refunded).

2. Paragraph B.1 above does not apply to the Greenvilie-Kinston-DuPont
trensmission line project. PEC may seek to include the costs associated with
this line in its South Carclina retail retes any time after the ling is placed in
service, in accordance with normal ratemaking practice requirements.

3. The Utilities shall not recover from their South Carolina retsil ratepayers any
costs associated with running their generating systems on & nen-sconormaic
basis as s result of the FERC Permanent Transmission Mitigation commitment
to run the Roxboro and Mayo units at full cutput when necessary to push back
against AEP/PIM power flows inte PEC in order to achieve improvement in
firm import capability from PJM into PEC-East. PEC, through special
aperating procedures’ maintained at its Energy Control Center (*ECC”), shall
{a) document sach instance in which sny of the Roxbore and Mayo units
operate out of merit dispatch order and (b) specify each instance during which
the approved procedure for implementing the Permanent Transmission

2 The ECC will monitor the AEP Dunville/East Dxnville transmission line that interconnects with PEC's system
north of the Roxboro snd Mayo plents, knd, if linc-overloading issues asancisted with power flows from PIM
into PEC sre found st & time that the Roxbore and Mayo units ere not operating at full power output, the ECC
will direct both the Roxboro and Mayo planta to incresse their output to full power, per the special operating
procedures for this type of situstion.

Appendix 8
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Mitigation commitment was used. For each use of the procedure, the
following information shgﬁ be included by PEC in its monthly fuel report:

s the date, exact imes, and duration;

» a detailed description of the order of dispatch under the joint dispatch
agreement that would have occurred if the procedure had not been used;

o the incremental difference in fuel, fucl-related, and variable O&M costs,
on a joint dispatch basis; and

» the effect on joint dispatch savings to be split between DEC and PEC.

DEC and PEC re-affirm their commilment and guarantee contained in the
Utilities® December 13, 2011 letter filed with the Commission in this same docket
to provide their retail South Carolina customers pro rata benefits equivalent to
thase approved by the North Carolina Utilities Commission in its order ruling
upon Duke’s and Progress’ merger application.

The commitments described in this letter are contingent upon the FERC
approving the Revised Mitigation Proposal in Docket No. EC11-60-004; the Joint
Dispatch Agreement between DEC and PEC, re-filed with the FERC on March
26, 2012, in Docket Nos. ER12-1338-000, ER12-1347-000, and ER11-3306-000;
and the Joint Open Access Transmission Tariff, as re-filed in Docket Nos. ER12-
1343-000, ER12-1345-000, ER12-1346-000, and ERI11-3307-000, all without
material condition or change.

By copy of this letter we are sérving the same on all parties of record. Should you have
any questions, please do not hesitate to contact me,

1L.SA:mhm

]
Respectfully yours,

Szi A

Len S, Anthony
General Counsel . '
Progress Energy Carolinas, Inc.

o Parties of Record

STAREG2536
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DUKE ENERGY CARCLINAS AND PROGRESS ENERGY CAROLINAS
Revanue Requirement of FERC Mitigation Capacity
Surnmary of 35-Month SC Retall Decrement Rider
Effective for Service Rendered July 1, 2012 through May 31, 2018
Ouke Energy Progress Energy
Carolinas Carolinas
ST Ratall Mitigation Capacity Allocation i/ 610,316,656) {$2,283,121}
Forecast ST Retall kXWh Sales 3 63,534,708,3589 19,100,771,598
Decrement $/kWh Sales {50.000162) {$0.000120)
Bifling Adj, - SCGRT and SCPSC Utility Assessmant Fae 1.004536 1.003010
Proposed SC Retali Rider $/kwh {S0.000163) {$0.00012}
»
L ]
Eagtnotes:
1/ Based on Stipulated Methodologyand 2010 Cost of Service Study for DEC, 2011 Cost of Service Study for PEC
2/ Based on September 2011 IRP Filing . »

Appendiz 8
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N> Progress Energy

May 21, 2012

Mrs. Jocelyn G. Boyd

Chief Clerk / Administrator

Public Service Commission of South Carolina
101 Executive Center Drive

Columbia, 3C 29210

Dear Mrs, Boyd:

‘The purpose of this letter is twofold. First, Progress Energy Carolinas, Inc. (“PEC™) sad
Duke Energy Carolinas, LLC (“DEC") wish to affinm to the Commission that neither the
Supplemental Agreement and Stipulation of Scttlement entered into by Progress Energy, Inc.,
Duke Energy Corporation and the North Carolina Public Staff, filed with the North Carolina
Utilities Commission on May 8, 2012, nor the commitments made by DEC and PEC to the
Office of Regulatory Staff described in my letter of May 16, 2012, siter or affect the Joint

. Dispatch Agreement ("JDA"). The forecasted savings to be produced by joint dispatch have not

decreased and the terms and conditions have not changed. The only relationship between the
JDA and the Supplemental Agreement is the forecasted savings from joint dispatch are included
in the projected 3650 million of total sysiem savings. The provision of the Supplemental
Agreement that allows DEC and PEC an additional 18'months to achieve the $650 million in fuel
savings is associaied with the possibility that the utilities will not bum as much coal as was
assumed in estimating the cos! hlending savings, not joint dispatch,

Secondly, PEC and DEC wish to clarify a statement contained in the commitment letter
filed with the Public Service Commission on May 16, 2012 in Docket No. 2011-158-E. In
Section A.]1 of the letter, under the heading Interim Mitigntion Sales, it states that “The costs of
the Mitigation Capacity will be allocated to the Utilities’ wholesale jurisdiction.” This staternent
was deficient, standing alone, to accurately describe the wholesale aliocation. The capacity costs
in question wili be allocated to the actual mitigation wholesale sales, not PEC's and DEC’s
wholesale jurisdiction in the aggregate. To the extent the revenues received by PEC and DEC
from these sales are less than the allocated costs, PEC's and DEC's sharcholders will absorb that
loss. :

. Yours very truly,

General Counsel
Progress Energy Carolinas, Inc.
LSA:mhm

STAREGISAS

Pragiesu Ennrgy Survica Company, ALC
ROR: TREU . .
Ratioggh M 27707 . Appendix B

Docket No. 2013-158-E
Order No! 2012-517
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Selected Reports Required by the North Carolina Utilities
Commission’s Order Issued on June 29, 2012 on the Merger
of Duke Energy Corporation and Progress Energy, Inc.

1. Monthly reports of tracked fuel savings with monthly fuel reports.
FERC Form 1.
Integrated Resource Plans.

Notice of Filing or Contract for RTO Membership or Withdrawal.

wok W

Cost Allocation Manuals with respect to goods or services provided by DEC or
PEC, etc.

Report of any business combination transaction savings.
Changes to Electric Cost of Service Manuals,

Reports of Duke Energy capital contributions to DEC and PEC,

Lo, oo

Neotice of affiliate bankruptcy.

10. Notice of merger, acquisition or other business combination of DEC or PEC
impacting rates or services or those that are not expected to impact rates or
services but are > $1.5 billion.

11. Report of violations of Regulatery Conditions and Code of Conduct or Code of
Conduct,

12. Request for waiver of aspects of Code of Conduct.
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Fitch Affirms Progross Energy’s Ratings on Duke Merger -
Announcement; Outlook Stable
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Sardes Commissian is a 'ned baneft for nustamers, which is o higher standard than na hanm', The close of the merger is

taigeted jor the fourth quaiier of 2011

Fitoit has affirmed the following ratings wath a Stabls Qutlock:
Progress Bnargy, Ing,

~Long-term IOF al 'BRSY

~Janinr unsacurad deblal BB,

~Shortterm OR at'F2',

Flurica Power Coin,

~Long-tann DR gt BRAY,

~First morgage bonds at'A,

~Jennr unsacured dobf al'A

~Prefarrad sewrim;@ at'BERY

-Shartam DRICommercis Papear (CTP) at 'F2',
FPC Capltnd Ons

~Praferrad socuities al 'BREB.

Carolina Power & Light Co,

~Leng-tarm DR at’As

~Fist morgags bonds at A,

-Banior unsecurad deblat'a;

~Frafarrad seounities al'BBBY,

-Sharttam IDRIGP aUF L
Addivonglinformation is available w8 'weny Yohralings com’
Appliceble Sritena and Rolated Rassarca
~Coporato Ratag Methodology', Aug, 16, 2013

-kt Ratng Suidefises for Rogulated Utuly Companies’ duly 31, 2007

~AL5, Power and Gas Comparatve Coeraling risk (CGR) Evatuation and Fincnas! Cuidelines' Aug. 22, 2007

~Utiities Sector Notching nd Mecavery Raings', March 18, 2010,
Applicable Cittenta and Relaad Researsih,

Carporate Rating Medhadology
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N/ ; nascomfcraditdeskireportsireno : il ld=54864
Cradit Raling Guidelines for Regulated Ulilitly Companies
hilp e alinns.comfcradidasirenorisireport 8. id=
U &. Power and Gas Comparative Operating Risk (COR) Evaluation and Financial Guidalines
htndwewnw fitshratings ggm{g{gdgtde§khegogg!~ regort_famecinrot d=3348030 .
Utifities Sector Motching and Reccvé{y Ralings

e fitghratings comicradiddeskirapanss i

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS, PLEASE READ THESE
LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:

JEIC 7] OMAINDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS AND THE
TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEBSITE
WAMWEITCHRATINGS.COM'. PUBLISHED RATINGS, CRITERIA AND METHODOLOGIES ARE AVAILABLE FROM THIS
SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILATE
FIREWALL, COMPLIANCE AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM
THE 'CODE OF CONDUCT SECTION OF THIS SITE.

Contacts
Fitch Ratings
Primary Analyst \
Sharon Bonelli, +1-212-908-0581
Managiﬁg Director
Fitch, Inc. ‘
One State Street Plaza,
New York, NY 10004
or
Secondary Analyst
Ellen Lapson, CFA, +1-212-508-0504
Managing Director
or
Commiltee Chair
lan Grabeisky, +1-212-808-0577
Managing Direclor
or
Media Relations: '
Cindy Stoller, +1-212-808-0526

Email: gindy.stoller@fitchratings.com
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3
Moonpy’s
INVESTORS SERVICE

Rating Action: Moody's affirms Duke, Progress and subsidiary ratings following
iperg o ~wtigoks stable

Grobist Cradit Resesurch - 03 Jut 2012

Approximately $33 billion of debt securities affected

New York, July D3, 2012 - Moady's fnvesiors Service affrmod the rpftings and stable outiociis of Duke Enorgy
Sorporation {Duke: baal seefor Lnssoursd, Prime-2 short-larm rating for commercial paper) and s
~ulseldiorios flisted Lalow) as well as the ratings and stable outlooks of Prograss Encray Corporation
{Pronress: BaaZ senior unsecured, Prime-2 short-term ratiryg for commercial papor) ard ds subsidiarizg (istad
helow) following the closing of the merger berwoen the twoe companies. Dk 15 now tha parent iolding
sampany of s combingd Duke/Mrugiess arganizaton, although Progress will cominue to exist os an
ircenmadiate nolding company for utilty subshiones Puogress Enery Carolings and Progress Energy Floiiua.

tMaody's assioned a B2a2 senior unsecurod raling to Duke Energy's ussecurad bank revolving cradit fugility,
which i5 Ins placs and has been incraased o 55 ballion from $4 bifion through 8 prewinusiy agresd upon
arrangemant with the banks 1o accommadate the merger with Progress.

toody's affirmed the retings and siable cutiooks of Duke's ulility subsuliares, neluding Duke Ensrgy Carciinas
(ke Carclings ~ A3 sanior unsecurad), Duke Energy Ohin {Duke Ghio - Baal senlar unsecuod), Dike
Ensrgy lndiana (Duke Indiana ~ Baat serior unsecured), and Duka Enorgy Kentucky (Duke Kentuchy - Baat
senior unsecuredl

Muady's ales offrmad tha retings of Prooress Energy™s utilly subsidiades includieg Progress Frargy Carmtings,
o, (Proaroess Crrghnas, A3 sanior insacures, Prime-2 shurt term rating ior commercial paper) nnd Pragress
Energy Florida, toa. (Progress Flonda, Baa seddor unsecurad, Prime-2 shait term rating for commancial
paper]. Moady's papects o wilhdraw the Prime-2 comimarclal papar rRlings of Prograss, Prograss Caralinas,
and Progress Florida on or about August 18, 2012 when all conwrarmal paper outsianding al these entifies has
been rovoamed.

RATING RATICMALE

“Tha mting afftmations of Duke and Progress refl sot thelr strong and siabls financial prafiles, a higher
proporiion of reguiated wilily oporations n Duka’s ovarsll Luwnass following the mevge, and increasad
iversity smonyg regulstory usludictions” said Michae! G, Haggurdy, Serior Vice Prasicent, "Although Meody's
yisws the menor betwean ihe bao comrpanios as broadly credit neunal, it does improve tho long-term stralagic
pesition of the Duks arganization through the addition of a Flonda servlos lerrdtary, generation dispateh
eificiencies s the Carolinas, and the ability to spraad fixed ~sseis over a Vargaer asset piatfonm® added
tHaggarty. The combiration moroases e porcendago of Duke’s lower riskequisted business actwities fo
roughly 5% of 15 olal business from about 73% Lefc ¢ o meiger,

in affirming tho raiings and sisbla nutlcoks, wo note the changs in CEG 1ole thal was announesd al margar
cinge and 4o ot Lxpact any matannl change in ine strategic direchion oy Snspeial policles of the compsny as a
ragult of this devsiopreant, The abangas doas aroate some upcartain’y aver g longertanm aadarshep of the
campany, as the currsst Duke CEQ haa wdicnted awillingress o s2iinguish thisole olter many yearsto
frstliteds the marger wiin Progress, The CEO changs coule also lend (o come aduhana! turnover (o e newly
constituted company's “ennr management team, hut we don't expect such desvelopments by themselves i
affact the company’s ratings or »shing ouliooks,

W now view both Duke and Progress as inors apy ropriately posbioned at the Baaz rating lavel Wheteas
Duke hed boen mora strongly posiiengd fror it tha margar, the o dditlon of 3 mors highly lovoruged Progress
noldng suinpany 10 s Duae organizaton has sfightly weakensd its poshion wiiis the Baa? radag leval.
Unnversaly, Prograss Snagy's matiag ras Inng dsen constralned by §4 elon of (bt st the holding company
‘v, This dobt wil not bo guarantoad by Duke and will contimus w wo seppetiad ond servicad by upstroamad
aeadends from bow Frogross Carotnas and 2rogress Florda, [ne combirad Duke and Progrose holding

oo mpany debl az a norcontage of tolal company ot will voar b v ihe raage of 35% and oondd risn further
ad Jitlonal delbitis issued ot the Duke parent cuiopany, v from aporodimately 20% pre-muwrgor, Partiv as a
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t

resuit of this additional leverage, we éxpecs Duke's consclidated cash flow {f‘:FO-pré WY o dabt métrices to fal
to the mid to high teens range from above 20% hislorically, st adequate for a Baa2 rallng but with less
cushion.

The merger will creats the largest ulility system in tha Carolinas, whers tho companiss sxpact (o generale 3650
million of savings from fuel purchasing power and joint genaration dispateh, although this will occur over a
tonger fime frame than originally anficipated. The ratings affirmations snd mamtenance of slabie outlooks for
Duks Caralinas (A3 serior unsecured) and Prograss Enargy Carolinas (A3 senior unsscured) refigct the ahove
average regulatary environments in both North and South Caroling, credit supporiiva cost recovery provisions
in place, strong cash flow coverage metrics, and servica territories that should experience madast growth aver
tha intermediate term. Although the merger is not expected to significantly alter the utiltiss' respactive capital
oxpenditure programs or planned generstion reticemeants, joint dispalch arrangements should benefit bolh
ulitities and could sventually slow the timing of some new ganeration. in addition, bacause of tha ralatively
early enactment of North Carchina's 2002 Clean Smiokestacks Act, both Duke Carclinas and Progress Energy
Carolinas are fairly well positioned o mest curronly mandated environmemal requirermants,

The rating affirnation and stable aullook of Duke Indiana (Baat senicr unsocured) reflects strong and stable
financial metrics for its rating, good cost recovery mechanisms in placa, and a regulalory framework that
continues lo be relativaly supportive despita the substantial cost overruns and associaled conlroversy
surrounding the utility's Edwardsport 1GCC Projost, These credit strangths have largely offset the negative
impact that the Apat 30 project cost racovery setterment agreement, if approved, will hava on the ubility, The
seitiement capped recovary of Edwardspori costs at $2.8 billon, well below the $3.3 bilfion of currenily
estimated costs, and not significantly abovs the $2.36 billion of cost recovery that had been pravicusly
approved by tha Indlana Utilily Regulatory Commission. The settlement also remures that the ulilily not
increase bass rates untl Apnl 2114, although financial metrics should bo supported hy ridars and cost
racavery provisions ralated to Edwardsport, which should become effective thig year if the setitemant is
approved. Tha settiement caused the company to recognize a prefax charge of $428 million in the first quarter
of 2012, In additlon to the $220 million chargse previously taken In the thind quartar of 2011, Although thess
charges ars credit negative, the settlement does allow Duke Indiana o begin to move beyond the controversy
associated with the construction of the plant whila prosetving a reasonably suppaortive regulatory fremework in
indlana. !

Tha rating affirration and stable raling outlook of Duke Ohio (Baat senlor unsecurad) considers financial
matrics that are currently adequale for its Baa1 rating, although they could bs pressured by provisions
includad In its current thrae year Elsctric Securlty Plan (ESP) approved In November 2011, The ESP requires
ke Ohio's generation roequirements 1o bie procured through a competitive bid pracess and requires the uldity
to ansfer s non-requlated generating assols o an affillate or subsidiary by the end of 2014, Whils the ESR
provides for a $330 million non-bypassabla elsctric service stabiiity charge which will offsst soma of the
nogative prassure on financial metrics, wa expact the ESP ta resull in lower rovenuas, earnings, and cash flow
from the uiffity’s coal fired gensration assets. We will closely monltor the company's progress on hansfarrdng lis
non-regulated generation assels o an affiilata and ulimately separating them from its frunsmission and
distribution businass, as wall as s financiat performanca in an increasingly compalitive Ohlo generation
environment. We anticipate any restructuring of Duke Ohlo to conform with the provisians of the ESP will be
dane in a manner that is supportive of its cutrent rating. .
Tha ratings affirmation and slable outlook of Duke Kentucky {Bas1 senior unsecured) reflects ifs compardlively
low busmess risk profile and the credit supportive regulatory snvironment in Kentucky, despite a two year rata
raaze currently in place. The coripany exhibits strong finandiat metrics which, although iikely lo declins
somewhat hecadca of the rate freeze and highar spending for environmental compliance, should remain
adequate {or ils current Baat raling.

The ratings affirmation and siable outiook of Progress Energy Flonda (Baa1 senlar unsecurad) Is prompted by
its recently executed comprehensive Florlda rato setifement that provides some regulatory clarlty as ths utiity
epproaches the end of its current rate agraement on Decamber 31, 2012, as well as a stabitized political and
regulatory environment for utifites In Flarlda. Pasitively, the setllement provides for higher base rates, recovery
on a deferred basis of its Levy new nuclear conslruction project costs, and an avthorized return on equity of
10.5%. Howaver, it also raquires the utility to refund of $288 million of replacement fuel and purchased power
repair 2o3ls incurred from it lengthy Crysial River 3 nuclear plant outage. Crystal River 3 will also be removed
from rata basa until it resumes commercial operalion. Among the key uncertainties the setilement did not |
adurass ars the cost and schedule to rapair the plant and the bmate amount of Nsurance proceeds the
company will recelve from the mutual nuglear insurer Nuclear Electne insurance Limited (NEIL), which we
should receive grealsr clarity on later this year. Although the marger will not result in any diroct benefits to

: 215

0000269



SOAH Dkt. No. 473-17-1172
PUC Docket No. 46238
Staff RFI 2-17 (NEE)
Page 216 of 228

Prageass Forida simitar to the sxpacted joint dispateh benefila Ib the Carlinas, the 1ddity will be nart of a much
larger and more diverse organizalion in the event it roturns Crystal River to service or moves forward with
currently postponed plans for rew ouclear generalion in Florida,

Ratings assigned include;

Duke Energy senior unsscurad bank orodit facihily at Baa?,

Ratings affrmed include:

Duka Enargy’s Bua2 senlor unsecurad and lssuar Rating and Prima-2 shart tam raling for commarost papar;
Duke Energy Carolinas A1 senior secured, AJ ser'sr uneecited and issuer Rating;

Duke BEnergy Indiana’s A2 senior secured, Baat sentor unsecurad and Issuer Rating;

ke Enargy Kentucky's Baat senjor unsecused;

Diske Energy Ohio's A2 sanior seoursd aad Baat senfor unseourad and lesuer Rating,

Pragress Enamy's Baa? senior unsecured and Prime-2 shorterm rating for commarciat popor,

Caroling Powar & Light Company d4+/a Progress Energy Carolinas A1 senlor secured, A3 senlor unsesuresd
anvd Issuer Rathng, Baal praforred stock, and Prime-2 short-tarm rating for commasrcial paper,

Fravida Power Dorporation dib/a Progress Erargy Flor'da's A2 senior securad, Baal senior unsecured and
isauer Rating: Baad preferrad siock, and Prime-2 short-tlerm rating for commercial paper

Florida Progr2as Funding Corporation's Baa?2 junior subordinated debt;
FPC Capital 1's BoaZ preferred stock,

Tha prindipal methodolegy used in rating thess issuers was e Regulated Elechic and Gas Uthties reting
melhodolagy published In August 2008, Other mothodologles and faclors that may have baen considered in
ratieg these issuars can be found on Mooady's wobsia,

Duke Energy Corporation 15 a holding company far reguiatod utliities Duke Energy Carolinas, Ouka Enorgy
Ohio, Duke Easrgy indlana and Dulke Energy Kentucky, as well as intamationsl business actilies in Cantenl
and Seth Arnertea, Trograss Energy, Inc, is an intsrmediate holding company of Duke Energy and a holding
campany for Progress Enargy Carolinas, iee, and Florlda Power Corporation dibla Progress Energy Florida,
inc Duke Energy Is headquarlered in Chardotle, Norh Caralina,

REGULATORY DISCLOAURES

Tha Global Scale Credit Ratings on inls press rdlaasg that are issued hy one of Moady's affilintes outskle the
EU are endorsed by Moody's Investors Seevice L3d,, One Canada Syuare, Canary Wharf, London E 14 BFa,
UK, in accordance with A4 paragiaph 3 of the Regulation (EC) No 1080/2009 on Credit Rating Agencles,
Furthar information on the ZL) andarsement status and on the Moody's office that has issusd a particuier Credit
Rating Is avalable on wwermondys.com,

Far ratings issund an a program, serles or categorg/class of debt, this snncuncement provides relevant
regulatory disclosures is relalion o each rating of 2 subsequerdy lznued bond or note of the same sooes ¢r
cotagoryfeiass of debt or pu suant 1o a program for which the #alings are deived exclusively from exizting
ratings In aecordansce witn Moody's roting practices. For rasings lssusd un a suppod provider, this
announcemsi provddes ralavant regulatory disclosures in relation (o the rating action on the <upnord provider
and w relation fo 2ach particular rating action for cecuriies that cenve thelr oredit ratmgs from the support
provider's credit rating. For provistonal ratings, thiz announcesmsnt provides relevant reguialory dsciosuraa i
(alatinn i tha provisional 1ating assigned, and in ralation to 2 definilive rating that may be assigned
subsanuent 1o e fins; issianea of e debl, In each casa whara tha transacdoen structurs and {arms have nnt
changad prior o the asxiynment of tha definitive rang w1 a manner that would tave alf seted the rating. Fur
further information pleass ses the ratings tab on the Issuwrentity page for tha respactive issver on

e neadys.conn,

formation sources usad 1o prepase the rating are the foflowing  sartins involvend in e ralings, parties not
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involved in the ratings, public information, confidontial and propristary Moody's Investors Senvice information,
ancd confidentral and propriglary Moody's Analyiics information.

Mnody's considers the quality of information avadatile on the ralad entity, obligation or credit satisfactory for the
purpones of lssuing aratug.

Moody's adopts all necessary rreasures 50 thot the bformation # uses m assigning a rating is of sufficient
qualty and from sources Moody's considers to be rellable including, when appropriate, indopendent third-parly
sources, However, Moody's 8 nol an audilor and cannot in every mstance indepandently verify or validate
information raceived m he rating procoess,

Pease see the ralings disclostrs page on www.maoodys.com for generat disa'osure on potential conflints of
intarests,

Plaase soe the ralings disclosura page on waww.monodys.com for information on {A) MCO's major sharsholdars
{zhoJe 8%} and for (B! further information regarding certain affiliotians hal may a5t belween direciors of
MCO and rated entities as w=H a5 {C) the namas of entilios thal hald ratings fram MIS that have also publicly
reported to tha 3EC an ownaership interest In MCO of moro than 5%. A member of the hoard of direciors of this
rated entity may is0 he s member of the board of directors of a sharshotder of Moady's Corporation;

however, Moody's has pot indspendenily verifiad thus mattar,

Plaase sea Moody's Rating Symbals and Definitions on the Faling Procoss page on weew.mooedys.com for
further information on the meoning of cach rating category and the definition of dafaull and recovery,

Plgase ses ratings tsh on the issverfentity pags on www.moodys.com for the last rating action avd the reting
history. ’

The dale on which suine ratings were first released goes badk to a time bofore Moody's ratings were fully
digitized ang accurate data-may not be svalladle. Consequently, Moody's provides 2 dale that it bolioves is the
moat refigize and accursde bazed on the nformation that is avaliable Lo it Please see the ratings diaclosure
pagn on our webaite www.mocdys.com for further information.

Plaase see www.moodys.com for any updatos on changes to the lead riling analyst and to the Moody's legal
entity that has Issued *ha rating.

Kichael G. Haggarly

Baenior Vice President
Infrastrusture Finance Group”
HMoody's Investors Senics, Ing,
250 Graspwich Street

New York, NY 10007

UBSA.

JOURNALISTS, 212-853-0376
SUBSCRIBERS: 212-682-1653

A, Sobatollo

Semar Vice Presidant
Caorporate Finance Group
JOURNALISTS: 212-853-0375
SUBSCRIBERS,; 213-553-1653

Releasing Office:

Moody's Investors Sevics, inc.
280 Greenwich Street

Now Yarlk, NY 10007

Us A

JOURNALISTS: 212-852-0378
SUBSCRIBERS: 212-853-1483

Moobpy’s
INVESTORS SERVICE
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@ 3018 NMoady's Corporation, Moody's Investars Service, Ine . Moudy's Analytics, Inn andior thelr icensars and
atfiliatas {uolioively, "LI0UDY'S") Al rights reserved,

CREDT RATINGS (SSURD Y MOODY'S 'NVESTORS SERMICE, INC. AND ITS RATINGS AFFILIATES
{PEETYARE MOODY'S CURRENT OPINIGNS OF THE RELATIVE FUTURE CRELIT RIBK OF ENTITIES,
CREOIT COMMITMENTS, OR DEBT OR DEBT-UKE SECURITES, AMD CREDIT RATINGE AND
RESEARCH FUBLUICATIONS PUBLISHED BY MOODY'S ("MOGDY'S PUDLICATIONS") MAY INCLUEZ
FAO0DY'S CUMRENMT OPINIONS OF THE RELATL E FUTURE CPEIXT PISK OF ENTITIES, CREDIT
COMBTMENTA, OR DEQT OR LERTA N T SECURITIES, MOODN'S NEFIMES CREDIT RISK A8 THE RISK
THAT AN CNTITY MAY NOT VEET ITS CONTRATTUAL, FINANCIAL OBLIGATICNS AS THEY COME DUE
ANDY ANY ESTIMATED FIMANCIAL LOSS INTTHE ENTINT F GEFAULT, CREDIT RATINGS DO NOT
ADURESS A 1Y UTHER RISK INCLUDING BUT NOT LIMITED 1O LIQULON / RISK, MARKET VALLIZ
RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOQDY'S O INIONS INCLUDED IN MOODY'S
BUBLICATIONSG ARE NOT STATEMENTS OF TURRENT GR HISTORICAL FACT MOGDY'S
FUBLICATIONS MAY ALSO NCLUDF QUAMTITATIVE MODEL-BASED ESTIMATES OF CRENT REK AMD
FIELATED OPNIONS OR COMMENTARY PUBLISHED BY MUOLY'S ANALYTICS, ING, CREDIT RATINGS
AND MOCUY'S PUBLICATIONS DO NOT CONSTITUTE OR FPROVIDE iNVESTMENT OR FINANCIAM,
ADVICE, AND NREDIT RATINGS AND MOODY'S PLBLICATIONS ARE HOT AND DO HOT PROVIDE
ROCOMMENDATIONS 1O PURCHAS S, GELL, OR HOUD PARTICUHL AR SECURITIES, NEITHER CRODIT
RATHIGS MR MOODY'S PHBLICATIONS COMMENT ON THE SUITABILITY OF AN 5 IVESTRW ZNT FOR
AMY PARTWULAR (IVESTOR, MOODY'S ISSUES 1TS CREDIT RATINGS AND PUBLISHES MOODY'S
PUBLICATICHNG WITE THE EXPECTATION ARD UNDERSTARNDING THAT EACH IMNVESTOR Will, WITH
DUE CARE, MAXTITS OWN STULY AND EVZALUATION GF ZACH STCURTY THAT I3 LINDER
CONSIDERA TION FOR PURCHASE, HOLDPMG, TR EALE. MOODY'S CREMT RATINGS AN MLODY'S
PUBLICATIONS ARE NOT INTENDED FOR USE 8Y RETAIL INVESTORS ANL 1T WOULD BE RECKLESE
AR IMAPPRGPRIATE FOR RPETAIL INVESTORS TO USE M0GOY'S CREDIT RATINGS OR MONODY'E
PUBLICA HIONS YWHE N MAKING AN IMVES MMaENT QECISION. IF 1N DCUST YO SHOULD CONTACT
YiOUR FINAMCEAL OR OTHER PROFESSIONAL ADVISER,

A3 LINFORMATION COHTAIMED HEPEIN IS PROTECTID By LAW, INCLUDING BUY MOT LMMTED 10,
TOPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY B COPIED OR OTHER'MSE
REPRGLUCED, REPACKAGED, FURTHER TVANGMITTED, TRANBFERRED, DISSEMINATED,
REQISTRUBLTED OR RESOLN, GRETORUD FOR SURSEOUENT USE FOR ANY SUCH PURFOBE, IN
WHOLE OR N PART, 1N ANY FORM O MAMMER OR 3Y ANY MEANS WHATSCEVIR, Y ANY “EZRGON
WY HOUT MOODY'S FRIOR WRITTEN CONSENT.

Al irfarmabon conlamad heroin s oblained by MOODDY'S fon satrees nelinrod by it to he acouraie and
relanie. Basauss of the possibiny of human or (apchanicd error as well os other faclors, nowave, ali
inforimgion contiinar heroin g prowded "AS 18" withoul warranty of any ind, MOUDY s aaaps 2 nacessary
msaguras 90 thal tha infurmertars it uses i assigring & credit rating is of sulficlent quably and from sourcss
MOODY'S consdars to ba reliable inciuding, when approprisie, independent third- parly sources, Hosevar,
MOODY'S is not an auditor and cannoel in overy inslance indepandantly » onify or validate Infarmation recewed
Irt the rating procass of in praparing (e Moody s Puslicaliung,

To lys extant permdiiod by loow, MOODYS and its directars, officers, employees, ageals, roprasentotives,
{angnes and supphiers Gaclam Eability to any parson or entdy for any indiveat, snecial, coneaguontial or
i-cidantal Iosses or rarrages whatsnaver adaing (nam or in Leanschion sath *he irformation contained harain or
tha use of of inobility 19 use any such wilfory atior, aven  MOODY'S a- ary of Us direcions, officars, ampiovees,
agants, repasttaivas, teensars of suppliers is zrdsad in oivanee of the possibity of such logras ur
Aamagis, weluding ol not ivlled to {2} any loss of provent or proapective profits 1 {1 any foss o e nage
,asing whera the relevant inaocial instrunent is not the subjedt of o paticuler credld ratng acignod by
MTOYS,

Tothe sden Jorpatiod by taw, 3O00Y'S and vs divctors, oificers, smployses, agams, caprosantn vos,
sear.nors st wapsyiens dischywm Sability for any direct or compensatory losses or dam©ges watsad nany
worann ot aatier, rcdudi g Bet not inlted (o by any negligenas {Ing sxciuding fraeed, wiltfhul rvscorduct or any
whnr tepe of tabilty that, for the avoidansa of doubt, by law st be ovclelad) on the part of, or any
contingsney witlsm of boyond the eortrel of, 1 OOLY'S or any of do dircetars, officars, empioyoes, wgos,
cenrasuntitived, lcensors of supphers, a'sing fom win wenneston wih ta wdorgation romaingd haten or o
ses of L matslily 0 s By such nfurmaban,
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NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY GR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER
WHATSOEVER,

Moody's Invastors Service, Inc., a wholly-ownad cradit rating agency subsidiary of Moody's Corporation
{"MCO™, hereby distioses that most lasuars of debt securilies {inchuding corporata ond municipat bonds,
debentures, notes and commerclal paper) and prefarred stock raled by Moody's Investors Servics, Inc. hava,
prior to assignment of any rating, agreed o pay fo Moody's Investors Sevice, Inc. for appraisal and rating
sorvices rondered by it fees ranging fram 31,500 to approximately $2,500,000. MCO and MIS also maintain
policies and procedures o addiess the Indspandence of MIS's ratings and rating processes. information
regarding certain affiliations that may exist between directors of MCO and valed entitios, and between entities
who hold ratings from MIS and have also publicly reported to the BEC an ownership intereat in MCO of morg
thanh 5%, Is posted annually at www moodys.com under the heading "Investor Relations — Corporate
Govemanca - Diractar and Shareholder Affliation Polioy.”

Additional terms for Australia only: Any publication into Australia of this documsnt is pursuant (o the Austraban
Flnancial Servicas License of MOODY'S affillate, Moody's Invastors Servica Ply Limited ABN 61 003 389
BE7AFSL 336969 and/or Moody's Analylics Austrahia Ply Lid ABN 84 105 136 972 AFSL 383389 (as
appliicable). This dacument is 'ntendad o be provided only to “wholesals dlients” wihin the meaning of section
761G of the Corporations Act 2001, By conthuing to access this document from within Australa, you represent
to MOQDY'S that you arg, or are actessing the docurnent as a representative of, 2 "wholesale client” and that
netther you nor the antity you represent will girectly or indiroctly dissaminate this document or its contents to
“retall clients” within the meaning of saction 761G of ths Corporations Act 2001, MODDY'S ureditiating Is an
opinion as to the creditworthiness of a debt abligation of the Issuer, not on the aquity scowritles of the issuer or
any form of security that Is avallable {o retad investors. R would b recidess and Inappropriate for relall investors
ta use MORDY'S cradit ralings or publications when making an investmant dacision. If In doubt you should
contact your financial or other professional advissr,

Addiiional terms for Japan only: Moody's Japan KK {"MJKK"} s a wholly-owned credif rating agency subsidiary
of Moody's Group Japan G .K., which is wholly-ownad by Moody's Overseas Heldings ing,, a wholly-owned
subsidiary of MCO. Mobdy's SF Japan KK, ("MBFJ™) is a wholly-owned credd rating agency subsidiary of
MJKK, MSFJ s not & Nationslly Rocognized Statistical Raling Organization ("NRSRO"), Therefore, cradit !
ratings assigned by MSFJ are Non-NRSRQO Credit Ratings, Nor-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not quallfy for cartain types of reatment
under U8, laws. MJKK and MSFJ are crodit rating agencies registared with the Japan Financglal Services
Agency and their registration numbers are FSA Commissioner {(Ralings) No. 2 and 3 respactively.

MIKK or MSFJ {us applicable) heraby discloss that most issuars of debt securitles {including corporate and
mundcipal bonds, debentures, notes and commercial paper} and preferred stock rated by MIKK or MSFJ {as
applicabla) havo, prior to assignment of any rating, agreed to pay to MIKK or MSFJ (as applicable) for .
appraisal and valing serdces renderad by # {ees ranging from JPY200,000 to approdmately JPY 350,000,000,
MHK and MSFJ also maintain policies and procadures o address Japansse regulalory requirements,
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finsearch Update:

P

Duke Energy 'A-' Rating Atfirmed And Progress
Energy 'BBB+' Rating Placed On Watch Positive
On Planned Merger

Qervicw

+ Dule Bnergy Corp. and Drogross Bnerdy ine. have agreed oo omarge thoough a
atook for-stosk trancaction and asmumption of existing debt.

* We aran placiug the PHEH+ gorparats credit and issue ratingo on Progress
tnergy (ne., Carolina Power & Laght do. {dba Proyreass Epcrgy Cavolinags
jaw. ), aud Plovida Pawer Covp. {lba Drogress ¥porgy [loviaas ine.) on
fpadntWatcoh with positire Leplicationg bo reflect che likely upgrade
fallowing thay complelion of rhe transaction.

» Me are alfiaaing the 'A-' ratings op Dube Boergy Corp. and the sutlook
romainns oteple. Deke dg expectod saintadn creddt -juality throuwgh the
parger-approval procese and conld show financial irprovement wost morger
dopanding on the terss of the regulatecy approvals and the sucososg Gf
tnbagraticn afforts,

» Tho combingd sntity wwld bhave au exn?
primary koous on requlated electriz ut
tinancial rigk profile.

ent tsivnas risk profile, with a

11
iliky opevabions, wnd a ailgnificant

Rating Action

On Jan. 12, 3011, Standarxd & Dooric Patings Servines placed its 'BREByY
COTROYALS Qfﬂdit ratings on Progrens Euergy and its subnidiavies, Trogreas
Enewgy Carclinas and Progrsgs Unergy Florida, on Creditvda.cch with posicive
Legrldeabions . Ta addition, wo alfirmed <ho A~ corporabe credin vablog on
Duke BEooryy and its subsidiarics, Duke Energy Carelinas LLE, boke Energy uhlo
Ine., Duke Bnergy Indiana tnn., and Duke Bneryy dantueky fog.  The ratioyl
actinns £nllow bhe apnduncement. that Progress Ensugy has encered inte an
ayresnent Fo merge with Duks Enesgy. Duke Basvgy will be the sureiving entlity.
Compiuton of the morger is possible by fhe vod of 2011 folloving approvals
trom vwho Fadwral Foowgy Reculatory Commission, the Maglrar Reguiabory
Cowmisgion, the Departacnt of Justive, and North Careoliaa and Sounbh ©arocioa
requlacars, )

1 péaiai}e Cradit¥ateh Listing on Progroess fnnrgy and its gdsidiaries
reflaoey that the companvi's cradin gqualicy il bonefit from tharogggae with
tivs hinher-rated Luke Ensigy. The rmatings afficmnticn on vuke Proargy :atlcccg

o expeotobicn ehab the combined oncioy <l have m 'R ¢ corporate oredit
rating., bacad on excellent hasiness risk profile ond pigndficant financial
ciuk profile. The premiom te e »ald co Progrezs shavsbolacre, which we
calealare Lo b ohoun 33% Lo book walue, bas 3y veasoenible chaneo 1o e
racouped rhrovgh “ho rel-nlion of mergey uynhigics. Ho additicanl debt is
contompliat g as Lart of She taesaction, aml pooulatuyy pprevald are axpeobed

JANUARY 15,2040 2
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Reeoarch Undat Dike Lavrgy A Ratiig Atfonnd dosd Eropress Doy BBBe' Rating Plaved On Watrl Positive
O Planned Merger

co ke timely and oredir-sepportive gilvan the Dwedted mmbor op nrigdctions
iivzalued amd rhe serger s;necgies availahle to show Lenelits bo ratouayors.

Goth coupaniaes are Foowed on repldaced clactrle unilony opesrations, and
we oxgman tha consolideted buadnesa rick o veswin oxllens. Whe covsolsdaned
busineuy ciss puolile inodxpocates the follouing fa.oove:

+ 8 ovary larvge custome. Dase of mere thas 7 omison Latoomors apread ovey
gix sbtaves, providung sugerior cprvazing and agulal.ary diversity.

s Tz statad a0 whioh one combaned aeotliy will oporane ere viewed ac heving
wvegqulatory envVirenmeats in the “aors rrzadobt subgors bend oo Ceredin
supmarn iy catogorisd.

* More than 80% ol bbe cotdhined covpanyt o oredic poofiis wodd bo
CRATACERT L 209 8B vRryY L £L8h, Snmeiter, recatacad «1 -0t rie utility
craritioad. Pne balarse ia derivel Eoom Ouke gy’ e aatd 1
apmaraby ans o gouth foe

)

S8 ant moorbant aotiootiog cnel dolade a o usaell

pranenation Fioel Ao Lez fidwast, wind power lo.es mwons, and watad
BRAYTY wsnswel g,

« Toral o goueration gapacity wiil o oweced 57 000 muyawelo: (M), with about
45% of chan capacity being cltboer sarubbed, noe emitt iy, ow having lowes

Uk

awignlons . The vemaindar wili: prosont orz govrond onoivy wlon

arnortusdties Lo retive ouler praer plants and reptace thon with moveds

umir, nnocaby gqrowviog sate bagr.

arandard F So0rts Theedos Lh ooabined anlivy Lo bate w Flaancial risk

profite chit «LlL e 1o the sdgnariossd ontegooy, demanscar ing sowe wea .aeo
inoniw Tirel paar atues Lus amrdger, bub sedownding in esulceniBoc YRors a0 a
result of rzalizing oop. saviagu amd ienlemending bise rale fuccuades oo
veeguery ineestes capital. Tharvesonw, we vonld expeat rhal past seuger
adiunten {unde £rom oporal.dona (FFOY Lo Lotal dinb to averags aloub 43%,

Wi

adiunnted Fir0 Jalerest coverage Lo cweorags 1.7%x, ard sdiustod dlbt tevaerdge (o
B abovt Sg¥. Jonmolidates liguadity chould aldse revain adequats sines bovh
eompanias 0111 preser @ thaele sxivting ravelviny crodin €rciileiag thao baral
5.7 bitlion,

Rasionale

Yha vanings on ke Dnovgy roflech e consolldet ad creddn profilas of irs
oprrat iy anbsidiarion, Puka Gasrugy Tarnlinan, Dule Bowray O, onke Haooope
Tmklara, Duke Pueray Seulaesy, btz cootribtutios of the o oapsny' s Labin
smevwloon opgrationsd, ad axiatowy ond plaand eonsuable gonesaron

TRV ILTentd. Raringsg ales orpiact che predested arelit proafife oo ke Enoorgy
Afroy lo merdges with Vroogress Duergy, The rotlers on Proyeess Waoaray cxflear
rhe weegolidobed crodw protalen of ira eholiy swoed gabmidiscics, Cavolica
Towss s Light Co. fdba fucgraesa Dnecgy Taeslicas Iee, RO} avwl loride Teoer
Copp oba evegress dne.qy Tiovirs, Ing o PERYL ane tha proonect ol meogloyg

wirt rhe higber-rabed suke, Progress Bouryy boo on eveallent Yewlaose of ok

nyendle ghat eorteets 831 abile rege o od mlectrdc wbility coovale g a0 ozt
g b ahwelisg ans Poorida, Bute Wnevyy's oveellent basiness rish srafile

1< caracharn,ond by stable raquined urilicy orevstions in hne S0 olosen,
ode hamatuohy, ond Tnlisaa. Tho goopany’s opesacians Ao Larin 4o boa coanndat
Gf oLyt 4, 00 MY g mgeasreCion copecdly, pake e pLanning Lo pesad il

fooNUAKRY 30, Wi 8

1
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Ruscarch Update; Dudee Envrgy ‘A Rating Affivred And i’mgéms,{ nery ‘BEB Bating Placed Ou Wat b Passtiws
Ou Chuned Merger

‘GrtfolLa ot wind and polar gensration investmsanis, ourrsntly as aboubt 20wy,
whish are viewed asm havtnq higher buwsinena risk cowpared wish rhe regulated
ubitiny oporationg.

uke' Bnorgy's large and diverss U.8. regulated vtilicy operations sorve
castomers in the Uavaslinag and rhe Midwest. The uwilirica opsrate under
genarally cruadit-supportive regulatovy onvironmenns that pravide for slighitly
pelow-averaze revuras and timely rocavery of fual and other vwariable costa
The utility operaticns benenit trom spaxating diveraity in Live dlffsrens
st atss, and demographic and sconomaa diveruwaty in sorvice territorisg that
vange from average Lo attrachive, fhe utilities have strong genevation
operatdens wlth high avallability and capaclty utlilizacion fachors, Ratus are 7

cmpﬁ itive for the reyions of oporations and provide gome nushion for fulure

avra dnereases and fuel conk vacovaries. Thewe atrengths are of faer By a

“igﬂﬁ? ioant capival apending program that will Loral up to $15 billion throuyh
2812, with aboub 80% of that targated for regulated atilicy projncts. Thi
capital soending program is largs, wiill necessivate additionsd debt issuancs,
and will reguire regular bise race inevRases Lo lncovporale the now goenerablion
anzets inbo rate bass:. Ar & resull, ovagoing effective smanagmeent of rogulatory
»igk that produces improving reguldtuxy vaknwng will be very dwportant to
spport. credin ogualicy., :

Duke grargy Dhio's electrdic security plan (B5Y) went into effect in
January 2009 sud succeeded Lhe sarlier rate stabalisation plan  The EEP plan,
whish ~xpires ab the ead of 2011, provides for stacsgered bagce gopesrarion rate
wnaraaaes of 338 million da 2009, %74 miilion in 2010, and 598 million 2011 bo
conpenss.g e coppany Loy dedicvating about 4,008 M of genwrabion assels to
aerve nablve load, tho ¥3P olan also lncludes trackers oy fuel, pwechased
powar and capacity coaty, ond enviesnomontal expenditursg, avolding rhe noed
foxr any dcfarrals,'as well ag regovery varnnvbypa4“8bia chargas realared to
now generstion, 1§ guch projects are ugnrcved Ly nhe regutaror. Since tho P8p
wag implesentad, oostomer and wargin lueses due tn greater competilave foroes
and low market prices {or geneoration in Ohlo have eredad {inencial regults and
janlicate that business risk has risen fn the state. Toe coapany's ability to
wanagl tho compebitive envirooment For the noxt fow years and 1tn abrvagoglic
docigions gurrowrding the terms of the regulatory compact in Shio an alter
2811 wowd affaol oredic guality cver tha lomy ters,

ast ineyeanas in Indiana velated te the acongtruction of the §30 M
Edwardaport coal plant counld alee bhave oreditc gquality implicabions, as Dukwe
anbespts to huthress its ghility to eventually.rafliect the hiyher cophs in
rates thiough Lhe ragulatory proeass. Too inbegrares gasitfivation combined
eyeln (D30} generatang station offers potentiol envirenmenial and cftdcliency
advantages over canventional cual-fired plesnt techiuology, bubt it laz not boon
congtvacked on thig soale and bag proven 1o be an enginesring and finanoial
vpallenge Fatimated oosty to complote the project have visen significantly
{a;&nsc 30%), amdl only a porticn of the ararrvuns hisve heon fcim&iiy rovirucd
arud =*anhlv’1{ deensd prugent. IE Uuke o compsiled oo acouph more sick Lo
complatn tha piviecs, ity proficiency in managlng thab cigh will ba oan
fapest ant nlement an suscosing ive oreditvorchinous, A ronent jecizion by tne
rart o bo runegotiats g aottlemer b oon Fduardaport conatruction and cost
cpnovery could yet have cyedit implicstions. Pubiic poresprion of ithe
cebi lennnt, vhueh rognires approval by Tudiana regulators, may hasvw buen

R i JANUARY 10,201t
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Posenrch Hpeutw Dace e gy A atag AMfienied And Progress Bu vgs "BEGC Ratirg Plaeed On Wardh l'osttng
G Liamned Nevger

aftertey by zacent veovelablony of lobecaccicns belvasn reaaulacols asd the
undtety that pave led ta dFaerasale ot fesignot ont of aovorar woilaty
wxneatives amd cogalatora. Credic gualiiy wondd ouly b lepairoed fLoa now
sortoamant oY a4 vegulanorsy CJecision shatoed sygnatloant pleks oo Duker a0 4
coranivion po complening toe ulant, and Duse decidos b oroteed widh

o chracrion on taat bagtis.

S andamd & Poorta saoveboa Mgher buaincarn ricb o Dmbe's iaternational
apryrrima due Lo tha uncerkaiary of R loeal poeliticdd and regulabary
gnvicsnoenteg in wche countrl s shewee 34 ngeratea, estec’ally Secaril, Yerw, ond
A, gencioa, the Tably

Meas Ll aseets bave been wsodb Owadlrdg, eod wo wash {oaow

Coom wvoersead 18 fautered doco our anolysia of Duksly abilicy Lo sexwvien bt
1, 5. zraszed depn. Any subova.clal caplial snondsing ab tho intesnalional
weralions could bave fanlosgs laplicaniang, depapding o the rouk profils of
th 3 saanding. Misoe g L1lna pasetdoy the exvanuion of Lo wiad generacion
Maesdizzng that s cxported bo be naaded i o orodss oneclral mamner and under
1 el har mlodaleog arskon olsh Laroudh lomy-torm 2ontraets whLn puloabin
coantorsarties. any ascoisrotion n wre guowth of thiug oogaeent vou.d el o
apdecos: watingu.

gukn'a vongsol idatod Firaneial vazk protila {e e b gygen Sdeant sategocy
and 10 evnected To o ron’in fnowha catenmry albes taw raraar. WBhile reount
infoosleal credit wetrice have beon soyond, In parc toEls7Cing Low debi
bumoseraga, Lhw Dinancie? prolile is eupectasd to - osRaen wodzstly owoen uby
int srerdlace teom glvan Lho couearly s taxom waploal apeading progoan ard mha
wrapoard merxger. Bectusy Lho agsooiated cash tlow yonerabion sile lag capdtal
spendirng until feversd @nenation projecta ourrestly urder consbruccion are
wagizded dn rave hase, Sl py csucion meanuros will weakon £rom 2010
Leviolg, alboit sz lesrls phat gheula goill sugpors vae currenl racingg.
seluatad deby lovarags S - tpeuit b oo ke st o Belos 0% and adjusted PO Lo

3

Lol debt to be betveen 1% and JGGF o suppoct @ arrent cetloga,

Crogress s 4 large aad disorse eusrores bose, sneving wora thaa

il i ougtowmers, ¥iils foa cusconer bape tae Listovicslly demunstratsd
consiarept gromth of soerr Laan 2% somvalle, tha wocvassion Bas slowed vuccower
growth especially in Plerd a wlere the toral auaber of customera doalis -4
slaghtiy in 20609, Tetsl Jeagvating capaciby conslebs of mooe then g,801 80
Grtos ceossllidatod basis, woaadenvial and comianrelal cushowoers arzcount fos
gleott 3% of silew, faduatrial custumers for 15%, apd wialasaby couldbomers foo
0%, Wholeuala palzne ware geasevrally wndew Ieng.peny ¢ ot 0N with various
nublie pawes, coopprati.e, and invontnr oemen sedlatics, regulated by ohe FFRO
on A xS < servicr basia, and lank ftusl cous defesrnia.

Progreas Snevgy Carelineg and Uenaroas gacwdy Flosids have manamed ¢
raqulstolsy Srlivttiome efieccivaly, ~chicvivn Dlmely 220 ory of [ael and
raprito Logx

.
PSS

g Ld i raves, aoe alora snd entolrcorenral cosrg Ty oaddition,
Flowidyts 2UBE sopnrensins i otergy heilslotion paoviode, sUNDocs ROT heew
eoperabimt Dl ooy nudlear Miarta Seolh Jeroling paveed Jagialeat lon ie
Foly 2RLE Lo @eamtites Lhe csenhodiesnioa peocesy (00 olw gns-Luzed powar

21 oent LG by oA sxashang ansl nlen 2t Nl @uoreal L lte are verised,
Preopaug BTh, O Lor0l iaad w3 i Lhe proeete ol paaldarg chves vae nosnined
ceera gan L vhog omdtar she w00 W g vord yaclidly with e foevevviag dlate
of Jane Sl tl . G980 MY dayes Qavtngy L A1y exbmul Al U resxata in caiery
2O, aat Lhe H2e MM Mooy Honceae CTonnby §ooiiiby crgecaad co opomabe g eaviy

IR, Su11 S
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32 Duthe Enerygy Ao Rating Afiiened Sud Progress baergy 'BEBy Rating Phaced Qa Watrh Positive

O Plonnzd Merger

20t4. Deapite politlcal owvertones chat have somewhat incrveased yegulatory viak

in Ploarida,

Lhe vegulatory snviveonment continues to e reagonably constructive

wainly through the uge of various clauwges thal allow for rocovary of approved
capital sepondituzes, inciuding emdaivmnaonoal expendituraes, and fuedl. Tn Junc

2010, tha Fl

wrida rogulators approved a settlement for 2rogress inevgy Florids

thal. 2ffectively maintaing ourreut base rabes through 2012 withoew. #lfecting

the varioug
F.0%-11.8%,

9.5%, Poogrs

clavges mentioned sarlicr, while still providing for an ROE of
Ty poattlopont also prowvides that 1f the earned ROF falls pelow
as Hnergy Florida may secx rate velief after it hag usecd at least

5150 million of the a)lowéed depreciation remerve in Lhe reluvant pericd.
Progress Energy Florida is completing the work Lo bring the Crystal Kiver

3 {CRY) aued
concrete of

~ar plant back on Tiue. CR3 experinnesd delamination within the
tha outey wall of the concainment poructurs during o noxaal

refueling and eaintenance ontqaygs in Ssptember 3002, &An of Eopr. 30, 20139,

Prorprogss Ene

with $63 ail

rgy Florida bhad incucred 3237 willion in ruplacerent power coots,
lien alraady recoverad from ingurarce procecds, $49 million nrill

Lo be received from ingurance, and $124% aillion deferred Log reosvery through
clauges. Repair copts totaled $117 milliou, wich 318 million seueived from

insurauce, ¥
bo doforred

75 million azill 10 be weesivad from insurance, and the baiance to
for bane rvace recovery. T Outebor 2010, Progreas ¥nergy Vlorida

received opproval from the Florian reguelators to establlish a srpacate Jockat
relared to the outage and replszement fuel und power conts associated wiilh Lhe

extonded on

Corgoll

age.
duted capital spending will oontipuo oo be mpunibicaal over tho

noxt fow years, nevensitating addicional borrvowings, to addiasg anvironeental
v

compliance,
g 1nkaeoanee
Ia 3011 uand
projacts in

new goreration, unraley at existing pl#mts, and system growlh and
necds  Total caplial sponding (9 expestod to be abour 52.2 ballion
31,9 Ldllion ia 201%. diven the completion of environsental
Florida and the new generation projects in Sorth Carolioa, ths

capital spending wrogram will be geaved in favor of the Caralinae apefatigns on
2 $5%-38% banis. Progress has an agyreraive financlal visk profile. For the 12
wontbhs erded Sept. 38, 2010, financial performance benefived frem sons
shabilization and/or improvewent in Lve logal econnmivg as well as Ffavorabie
wiather. The finsncial perfarmance bas slightly excecded our bass casno
axpoetations with adjusted PF0 of 32.5 billion and mliusted total debl of
$14.8 billiop, lnading ko adjusted FFO intorest coverags of 1.95x, adiusted §FO
to botal debr of 16.8%, and adyunted debt loverage of 59.1%,

Shonr-tesnr cosdit fuctons

e shott torm rabing on Duoke Encrgy.18 'A-20 and largely retlecis the
aompany ‘s long term covporate credit zabing aod the stable regulabed utility
vperations that gonevalie the hulk of cash flowa. Dlhyvidrvy s edeguato under
Shandavd & Poorta corporate liguidiny wsothodology, vhich categocises liguidivy

in 1ive ntan

carg descriprors. Adeguate lTiguidity supporis Dawets A~ mredis

rating. Projocted gourdes of liguidity, mainly operaliwg cash f£low and
avallable bank Tines, excoed projected usou, wainly pecendgary cepltal
espar. ttures, Jdebl onaturities, agd oommon Alvidewds, Gy rors than L.vx. Duke's

afxiliny to absoib hig
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- 3
MooDy’s
INVESTORS SERVICE

Rating Action: Moody's downgrades Southern Company to Baa? stable; affirms
s ddtary ratings and outlooks

e e onseda MY AR o S 5 i S

Glcoal Cradit Reseavch « 13 May 2016
Approximately $4 billion of dabt downgiadad

MOTE.On May 13, 2016, the nress refeasa was corrocied s follows: In the debt 8!, the semorlty of the
Vadsanibe {Towe of AL, LD.B. revenue bonds was changed to Semor Ungecuead frem Sepior Securad,
2 svived miouse follows,

Now York, May 13, 2013 - Maody's nvestors Service downginded the long-tres seninr unsecured iating of
the Southern Campany 1o Baa? from Baal and affirned Southern's Prime-2 shiart-fonm cating for commssrelal
papar. The rating outlock is stabide, Moody's sffirmad the rilings and outiooks of Southem's subidindes:
Habamg Power Company (A1 stable), Alabama Powar Dapitat Truat ¥V (A2 stabla), Gecrgla Powsr Company
{3 nablny, Gulf Power Campany (A7 siable), Mississippl Power Company ‘Baad nagative}, Southemn Clackic
Ganerating Company (A2 staple), and Southern Campany Furiding Sorporation (Prime-2 slable),

RATING RATIOMALE

“Thg dowegrsjo of Southarn IS promplad by tho primarily gebt franced acguisitlon of AGL. Resources, inc.
{ANL, umatng) which will increzse parent company leverags and reducs cach flow caverage mstnss®, said
Michasl G, Hanparly, Assodals Manacing Director, Ths zddition of approximalesy 38 silion of dest at the
Snutham nolding comgany will inereass psrent levol dabt from around 4 billion currerdly o 12-13% of tolal
=onsoltiated dabt 1 the $12 billlon range, arcund 28% of consolidated door, pressuring cash flow goverage
inalilos, We projact Southern's consolidatad GFO pre-warking cap.dat to debt ratio wall foll lo approximately
ta% bnmedialely follwing the acquisiiion, from the 20% rangs currently, and not racover o pravious lavels for
sovaral yems” added Haggarly.

Thas AGL acguisiion comes at a Uma whon Souvtheam ~redit quality and relanve position &t the provious Baal
rating level had already been weakoned by wver §2 billon of pre-tax charges refated w oust increases and
detays o the Kemnor Integrated Gasiiication Combined Cycle power plant i Mizsissiopt Power. Southem
continues 1o provicde oitcat support fo (Mssissinp! Power, with 5774 mitllon of promissory nolas cutstanding to
tha utility to maintam i3 dauldity untd a pereanent Kemper coat plan is 2pproved and imptemantad, In addition,
Southern's largest ulility, Georgiz Powes 6 in the midst of an svponsive, muli-year now ruclear plant
corvitruction program atuls Yogio noclear plant sue that hus evostisnced cost Increases and delays, with
commarcial aparation currantly three years behind schedulo,

For Southarn, the saddifon of apmroximately 38 billior of debl of the parant company will eliminate an smportant
zradit sdvaniage thal bad Jstinguisned Southemn from many o7 s 2eors, nomely, he limded use of hoiding
Company loverage snd mghar financal foxibiity at the parent company, With 25% of tho company's ol

- ursrligsted debt atthe holding company fevel going forward, steictural subordinabon wit mereass and
financial Xty will diminish, Althourh Southern stilf bas 2 lower pereentsge of debit a1 the parent company
than sopre oty Hoa raterd ceers e Duke Sonergy Corpuation {(Baat negadva) which vl bo al around 35%
feltwing the Pladmor Natueal Gas Company, o, {87 sabie) acquisiton; Oominon Rexsurses, ne (Bag?
stable; at approximately 48°% after ils acuyuislion of Cuestar Corpotation {Prone-~1, ratings an raview for
downgrade, ard Modtira Enaray, Inc. (Baat siable), which guwraidses 33% of #s ot reomitod consohdated
debt, 1is oo jonner 1+ mateds facior afferantinting Sovtnens from those companies.

iy A%, Souwther I8 acquiing an antity whase Snanding subsidiary, AGL Gapiyt Corperation {guarontead by
AGLY, s raterd Buad sable, Ivwer nau three of Sowhorys fowr existing utidy subsidianan Althaygh AGL
privades Southern with rogdatory and oporstionat dveralty, Lwill gunecdls fowar financial coverage mevics
fhian Southemn ar soy of ds substdlanes curreelly does, with AGL's OF O pre-oorking capitad to daby sxpoeciod ia
dutding 10 the low to mvlleans grom the mid 1o bigh leens historicolly) as B 2sues debt o fund planned capias
frerasbnais, anothor raasen for ihe devngrade of Southe,

Tha afftriation of the radsgs of Southarn s oliver suisidianies Alanama Power, Goosgin Powar, Gulf Power,
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Mississippl Power, Southem Powor, Southsrn Blactris Ganerating, and Southem Company Funding roflects

the minimal mpact that Southerr’s acquisifon of AGL will have on tha oradit proble of these companies, AGL s
expected lo be a separale subsidlary operating undor the parent company. Although Southern will be servicing

a sybstantial amount of new dabt at the parant, potentially raquiring a higher leval of dividends from these

other subsidiaries, the magnitude should nol ba encugh to materially affect the individua! subsidiary credit

profiles or ratings, Each of Southern's major subsdiaries maintaing thelr own bank facilities and liguidity i
sourses and, with the excaption of Mississippl Power, are not reliant on tho parent for materal financing,

Hguidity, or sther needs,

Tha affirmation of the ratings and stabia outlock of Alabama Pawar (A1) reflects the cradit supporiive
reguiatory environment in Alabama, a lack of capital sxpenditures for new generation over the naxt few years,
and strong, stoble financial metrics, albait slighlly below the our rating methadalogy guidetines for a high “A"
rating with a three year Average CFO pre-working capital to debt of 25.5%. Although there is a now a relatvaly
wide four noteh differential bobwaon the ratings of Algbama Power and Southern, Alahama Power ralles
minimally on the parent to maintain s financlal conditions and maintaing its own creds faciliies and
commercial paper program, Alabama Fower's dividands to the parent in 2015 wers $571 million, just over half
of Gacrgla Powor's 2018 dividdond tevel of $1,034 mallion.

Tha affirmation of the raling and stable owtlosk of Georgla Power (A3) considers the continued strong state
reguialory support for tha Vagtle now nuclear profect, indluding the polential for 3 prudenca detarmination of
projact costs by the Georgla Public Service Commission esrfier than wa had originally anticlpated; and a
recent setttermant with the EPC contractors resalving long-term lagal and othor disputes that had plagued the
project, including the removal of construction contractor Chicago Bridge & fron Ca. NV, (CB&Y, unrated).
Progress continues on the Vogtle praject, with construction approximatsly 30% complete, although additional
detays heyand the three years currantly Incorporated into the schedule are possible.

These positlve attributes have offsst some recent adverse developmants with regard the Vogtlle projent, most
notably the precpilous decline in the cradit quality of Toshiba Carporation {B3 negative), tho parent company
of EPC confractor Westinghouse Electne Company LLE (urwated} and the guaranior of carlain Washinghausa
obbaations under the EPC contract, While Waslinghouse has provided nearly $1 bilfion of fetters of creditto
Georgla Power to support its obligations under the coniract since Toshiba was downgradod below investment
grade laat year, we believe that a financially constrained Toshiba parant company could make addilional costs
andlor disputes related to the EPC contract more difficult to resolve.

While bonus dopraciation will help support Georgla Power's financial metrics, which have declinsd as the
Vaglle project has procesded, the ulility haus also agreed to keap basa ratos flat for three years as patof &
Georgia regitatory sellloment for the AGL acquisition, which could offset thess bonus degreciation benefils
and prassure coverage molrics going forward, Georgla Power requestad nearly $1 bhillion of rale roliof three
years ago and ws had sxpesiod Gaorgin Power {0 fila & rats case in 2016, Moody's notes that the parent’s
acquisitfon of AGL has had a more tiiract impact on Georgla Powor than on any of Scuthemn's other
subsidiarios. !

Tne affirmation of tha rating and stable outook of Gulf Power (A2} reflacts the credit suppartiva requlatory
environment in Florids, with 2 reasanable rale case settlement in place through June 2017, caplal
expenditures dedlining from recently high lovols; offset by financial motrics that are siightly below our rating
migthadology guidalines for an AZ rating, with a threa year sversge G0 proworkeng copital to debt of 22.8%.

The affirmation of the rating and negative cutlook of Mississippi Power (Baa3) reflacts the regulatory risk in
obtaining permanent cost recovary on the Kumpar IGCC plant with iwo new commissionars recently olactad to
the Misslssippt Public Servce Commission (MPSC); last year's MPSC approval of interim rate reliof on the
plant; and the utifity’s weak liquidity and standalona financial condition with mefrics ovpected to ba below
invasimoent grade for al least one 1o two years. The cutinek coudd be stanilizod if the Kemper plant raaches
commarcial operation and a permanaont cost recavery plan is approved by the MPSC and implemented by the
wtility.

The affirmation of the rating and slable oullook of Southern Power (Baat) considers the company's high
percantage of contracied capacity; limited fual risk; hustoncally strong cash flow coverage melrics that may
moderate going forwerd as some ax benslits ars axionded out o futire years, and a growing renewabla
anergy business that is providing diverditication to partially offse! compressed marging at is legacy natursl gas
plants. Atthough there was a substantial inoreass in debt over the last yaar with debt mersasing o $3.3 biltlon
st 31 Decerber 2018 from $1.8 bifton at 31 December 2014, Moody's expects the company to contimue to
finance its aggressive g:owh plans with a balanced mix of debt ssuance and squiy conttihutions from the

¥
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sarent company.

Tha affieudbon of heatings of Southam Eleclric Benaorating Company (SEGCQO A2}, a single asset
gensratng plant, reffecis the siable outlooks on Alabama Powar and Georga Powasr, which each own S0%.

o

SEGCO's single debl issue is rated At as it s fully guarantesd by Alabama Power,

The affirmation of the rateg of Southar Campany Funding Copoistion Frime-2), a cormardstal haper lssuing
vehicls, refdocts he obligation ard stabla raling outools ot the participating uhiities: Alabama Powsr, Georgia
Power and Gulf Pawer, 10 repay commeial pansy ssued by the funding company. Atthough Missessipm
Fower can aloo insue commarcial paper under the program, | has notin recant yaars and has no pians o 4o
8¢ for b immediato future,

Rasirg Outtook

The stabls rating cutleck on Southem Company raflects the credit supporlive regulatory envranimants awhioh
its regdaled uiitios gperaa, the suale and diversity of s srurcas of cash dow, and Moooy's oipeciaticnthe! &
i not further increaso parerd sompany debt from current elovated lnvels,

Factors that Could Lead to an Upgrads

Seipher's rating could be upgraded if there s a substantial reduction of parent corrpany deGl levels; the

Yoy, e and Kemner plants ruach curamerscisl operation withoud sigrifioart additional delays or cost inoreases; i
nna or more of s major wblities w upgradaed (Alabama Power, 3ecrgs Power, or AGL gomng forward); or if
corsiidaled cradit melics retum 1o previously strong levals, ncleding CFO pre-wordang capltal to debiintis
20% racgo.

Factors that Could Lead s a Towngrade

Southerm's rating © well posttioned at tho Baa2 rabmg loval e could bo downgradsd if e are matadal
adddtioral debt dnonosd acquaiions; i thers are additiora! delays or costincruases gt ine Vogtle nuclear
projact, ond fo a lessor degres the Kemper prolact; or if consolidatzd onveroge matdes show a dociing below
i levals incorperated in our AGL acquisiion projections, i ludng sash Sow from operations pro-working
capital fo debt below 15% Jor an oxdended pericd.
Downgrades:
ssuer: Southern Company {The)
Lunior Sutorginaled Regular BondDebenture, Dovpgraded to Baal from Baa?
Saae Unseoured Shelf, Doangraded io {P)Baa? from (Fifaal
. Senor Ungacured Bank Credit Feafity, Dowrgradad to Baa? from Boat
Bertor Unsscured Regular BondiDebenture, Downgraded (o Baa? from 8aat
Outiack Actions:
Isgner; alabarra Power Caplial Tmst V
Dok, Remralng Statle
Llasugr Alaboma Sowsr Campany
LGtk Rervaing Slable
LIsnuen Georgie Power Company
LOuitlocs, Bamons Staie
Lnsuer: Guif Power Corapany
Ol Remans Sable

LLasuer Mississippd Pover Company

6
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. Cutlook, Remains Nagative ‘

Wssuer: Southern Company {Tha)

~Cutlook, Changed To Stable From Negelive
ssuen Bouthern Company Funding Corporation
«Outiook, Remams Stable

dssuen Southem Elast Ganerating Co

.. COutlouk, Remalng Stable

sy Southam Pover Company

LQutfonk, Remains Stable

Affimations:

Assuer: Alabama Power Capltal Trust V
GPref Btoek Preferred Stock, Affirmed A2

-Jssuer: Alabama Power Comrpany

.. Commercial Paper, Aflrmed £.1

«s Isstiar Rating, Alfirmed A1

...Junlor Subordinated Shelf, Affirmad (PIA2

- Proforred Shetf, Aftrmed (PIA3

.Prafarance Sholf, Affimad (P1A3

.. Santor Unsecured Shelf, Alfirmed (PJA1
Preference Slock Praferance Slock, Affirmed A2
Prof. Stock Preferred Slodk, Affirmed A3

Senior Unsecured Bank Cradit Facilily, Affirmed At
«.Benior Unsacured Commerdal Paper, Alfirmed P-1
«Senior Unsecured Regular Bond/Dabenture, Affirmed At
Jasuer Appling County Qoveolopment Authority, GA

Lanfor Unsscursd Ravenue Bonds, Affirmed A3

.. Ber'or Unsecurod Rovenue Bonds, Affirmed VMG 2
Lssuer: Barlow County Develcpmerd Authority, .GA
.3gnior Unsecured Revenue Bands, Affirmed A3 '
....Sentor Unnacurert Revenue Bonds, Affirmed VMIG 2
.issuer: Burke County Devclopment Autharty, GA
LJSenwr Unsecurnd Revenue Donds, Affirmad A

. Senior Uinsecurad Revenue Bonds, Affirmed vMIG 2
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Assuer Cotumbda (Town of) AL, Industrial Dav. Board
.o RBenar Unsecured Revanue Bonds, Atlirmed Al
Bemor Unsscurad Povenue Bonds, Affirmad YAHG ¢
Llssuern: Cowela County Davelopment Authorlty, GA
LeSerdar Unisecured Revenue Bonds, Adinred A3

Lo SBenior Unssoured Ravaonuo Bonds, Affirmed WMIG 7
Stazuen Sfinchas Caunty Industrial Dav, Suth, 68

. Senior Unsecurad Revonue Bonds, Affiimed A3

L Sanior Unnasursd Reveous Boads, Affirnes VMG 2
Assunr BEscamirs (County of} FL

LSerar Unsuesured Ravarue Bonds, sffinned A2

LBankor Unsecurad Revanaa Eqnde, Afrmoed VMG

SOAH Dkt No. 473-17-1172
PUC Dacket No, 46238
Staff RFI 2-17 (NEE)
Page 8 of 263

Lssgr Butaw (Sity oft AL Indusirel Dev, Board {Supporied hy Alshaina Power Company)

Semor Unsecured Revesue Bonls, afirmed Al

,,,,, srier Unseoursd Hovenuo Bonag, affitmed VAL 1

Lssuen Eutaw (City of) AL, Indestrdst Dev, Board {Sunporind by Mississippi Power Corpany)

. Sardor Unsecurad Revonue Bonds, Afflemed B3
LBemor Unseshred Rewanua Bonds, Alfrmad VMIG 3
sz Flopd County Development Authorly  0A
. Sanior Unsecurad Revenug Bords, Affirmed A3
SBenle Unsecwes Revenue Bonds, AMftnved VMIG 2
Ldszuor Gemgia Powey Company

. issiar Rating, Affiead A2
.. Zantar Securnd Shelf, Affirmed {(PIA3
wunior Subardinatod S .of, AMfireed [P8nal

. Fraferrad Shell, Afimed (Pibasal

Preference Shelf, Afamo. (P2

Prefarmnes Stock prefarence SlockAddinrad Baa?
LWPref, Stock Moroumulaive Prefored Stock, Affirmad 8B2a2

LSerdorUnuecured Hank Crede Facllity, Afrmsd A3

Asauer, Guf Power Company
. Asstior Rating, Mamed A2

L Suuordaosa Sholl, Mirred PIAS
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dunior Subordinalad Shetf, Affirmed (PIAY

Serior Ungacured Shelfl, Affrrmed (FIA2

LoPrefarred Shelf, Affiered (Fi8aal

... Prefarancae Shelf, Affitmed (P)Baat

...Preference Stock Praferance Stock, Affirmed Bagl
...Pral. Siock Prefomed Stock, Affiimad Baul
....3erior Unsacured Regular Bond/Daebenture, Affirmed A2
asusr: Hardson (County of) M3

...Serior Unsocurad Ravenue Bonds, Affirmed Hoad
..Bandor Unsecured Revenue Bonds, Affirmod vn\me 3
. Jssuer: Heard County Development Authdrity, GA

... Scnior Unsecured Revenue Bonds, Affirmad A3
...3enfor Unsecured Revenuo Bonds, Affirmed VIAIG 2
issuer: Jackson {County of) FL '

..Sendor Unsscurad Revanus Bonds, Alfirmed A2

... Senfor Unsecured Ravenue Bonds, Afirmead WMIG 1
k) ¥

SOAH Dkt. No. 473-17-1172
PUC Docket Ne. 46238
Staff RFI 2-17 (NEE)
Page 9 of 263

Wusuer: Misgissipp! Business Finanoe Corporation {Supported by Mississipg! Power Company)

. Senior Unsecured Revenus Bonds, Affirmed Baal
-...Senior Unsecured Revenue Bonds, Affirmsd VMIG 3
LJssusr: Mississinpl Business Finance Corporation (Supporied by Oulf Power Company)
... Sardor Unsecured FHevenus Bonds, Aflirmed A7

Senior Unsecuced Ruevenue Bonds, Alfirmed VMIG 1
.ssuer: Mississippl Powér Company

. I35uer Rating, Affirmed Baal

...Pref. Stack Preforred Stock, Affirmad Ba2

... Sevar Unsoecured Regular Bond/Dohenture, Affirmed Baal
usuor: Moblle {City of) AL, LD.B,

Senfor Unsecured Revonue Bonds, Affirmad At

Senior Unsecured Revenue Bonds, Affirmed VMIG §

-issuar Monree Gounty Development Authorty, GA. (Supportad by Georgia Power Comparny)

Senior Unspcured Revenua Bonds, Affirmed AJ

Bevior Unsecured Revenue Bonds, Affrmad VAIG 2

dnsuer: Morroe County Development Autharity, GA (Supported by Gult Power Company)

0000291
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. Benior Ungasurad Ravenue Bonds, Adinned A2
Glssuen Southern Company {Tha)
. Commarois! Papor, Affirmed P2
ssusr Southern Company runding Corporation
eodtior Unsacarad Commarctal Paoer, Affirmed P22
ssuer: Southern Fleot Senerating Co

. dssueer Foating, Ashroed A2
5 anipr Unseourmd Begulnr BondiDeboniuyie, Affirmad Al
Wssuor Southarn Poww Company
.. Issusr Raving, Affiomed Basl
LPrefacance Shelf, Affirmad (PBga3

. Senior Unserred Shelf, Affirmed {PiBaal

. Senior Unsecwrerd Bark Cisdil Fuolity, Affiomed Baat
Banior Unsecured Commardinl Paper, Affimed P2
8enior Unseoursd Rogular Bond!T ebonturs, Alfirmed Baal
-issuer Walker County Eoon & Ind Dev Authority
W Benior Unseaursd Ravenue Bonds, Affirmad A
L Senvar Unsecured Revenue Donds, Mfirmad VIG 1
Clsser: Wast Jeffaren {Town of) AL, Il Devel, Bd

Seniar U socured Revenve Sonds, Affumed Al

Lssuer: Wilsonvilte (Town of) AL, LB,
Senlor Unreswed Sevenus Bonds, Atfirmed A
Semor Unseoured Rovonue Bonds, Affirmed WMIG |

The princgal mothodaleny sced Iy rating Southare Cornany {The), Usomia Fower Company, Alabama Power
Companry, MMastasipp Fower Compbany, Guif Power Cormpaay, Alsbama Powar Capial Trust Y, Southern Slam
anerating Co ond Southam Company Funding Corporalion +:as Reguated Blectro and Gas Utibies
pubhshed in Decembor 2013, The prinups! mathodology st in miting Sousiam Power Company was
Linraqulated Utllies snd Unroguled Power Companies sublished in Oolobor 2014, Plaase sue e Ralngs
Mathodologies pugs on waw.maoys.com for a copy of thase mathodoingias.

1he Southern Comoany 18 2 ulilty holding rompany headnuarie.ad in Allwla, Genrgia ond the parsng
sompany of Wity ubatiflarius Alabama Power Company, Csorga Proyve: Corgany, Guil Power Comnany,
tainsissippt Power Company, Southam Elactrie Geaneranog Crmpsny, whelbsste poser comrany Southern
Pawer Company, ond commerasl paper lesusr Souther Company Fundieg Corparstion,

RECULATGRY DISCLOTURES
For ralings Issuad on a program, setes of eateyorylilass of debd, this arourcenent poowiges cartain
requiaiony disclaniyas in reption to cach rating of a suescuently issued bond or resle of the ~ane seres or

catequryrcdlags of dabt or pursuont to 4 progeam for iy Th the riangs sre dorived exclusivaly from oxiing
valings i accodance w3h Poode's ling praudeos. For e s sdueu on 4 supoott providar Hus
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(

antcuncoment provides cetlaln reyulatory disclosares in relation 1o the credit rating action on the support
providac and in ralatian 1o each particular credit rating action for securtios that derlve thelr cradit ratings from
the suppot provider's aadit ruimg For provisional ralings, this announcemert provides certaln requlalory
digtlosures in relation to the provisional rating assigned, and i refglion 5 a definitive rating that may be
assigned subsaquent 10 tho final issuance of the debt, in each cose whars the transaction_ structure and terms
have not shanged peor to the assignmant of the dafinitive rating in a manner that would have affactad tho
rating. For jurthar Information please ses the ratings tab on the issuei/entily page for the 12spective issusr an
vasw moodys.com,

For any affected secwiies or ralod antitios receiving direct credit support from the primary ent.byios) of this
cradit raling action, and whose ralings may change as a resull of this cradit raling action, the sssooiated
regulatery disclosures will be these of the guarantor entity, Exceptions to s approach exist for the folowing
disclosures, I applicabls to urlsdiction: Ancdiary Servicas, Disclosure 1o rated sntily, Disclosure from rated
entity,

.

Rayulalory disclosures conlainnd in thiz press relcase apply to the crodit rating and, i applicable, the related
rating outlook or rating reviow.

Plaase sse www.moodys.com for any updales on changes to tw lead raling snalyst and to the Moody's lagal
antity that bas issued the rating.

Mlease sae the ratings tab on the ssuerfentity page on wyw.maodys.com for additional regulatory disclosures
for eazn cradi mting,

tdichael G, Haggarly

Associale Managing Director
Infrastructure Finance Group
Moody's investors Service, Ing.

250 Grysnwich Street

Maw Yorr, WY 10007

USA J
JOURNALISTS: 212-853-0376
SURSCRIBERS: 212-553-1853

Williarm L. Hess

M0 - Utilitles

infrastrusture Finance Group
JOURNALISTS: 212-553-0378
SUBSCRIBERS: 212-583-16583

Rolgasing Office;

Moody's Investors Service, .

250 Graanmyich Straet

Maw York, NY 10007

LS A,

JOURNALISTS; 212-853-0378

SUBGCRIBIRS: 212-553- 16583

. 7
Moobpy’s
INVESTORS SERVICE

€ 2016 Moody's Carporation, Moody's Investors Service, Ine,, Maody's Analyling, Inc, andfor thelr llcensaers and
affilatas {collectively, "'u!O(}DY’S*} All rights resarved, .

CREDIT RATINGS ISSUED OY MOODY'S INVESTORS SERVICE, INC. AND T3 RATINGS AFFILIATES

{ MY ARE MOODY'S CURRENT CRINIDNS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES,
CREGIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECUR!TIES, AND CREDIT RATINGS AND
RESEARCH PUBLICATIONS PUBLISHED BY MODDY'3 ('MOODY'S PUBLICATICNS" MAY INCLUDE
MOODY'3 CHRRENT OPIMNIONG OF THE RFLATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COLBATMENTS, OR DEBT OR CERI-LIKE SECURITIES, MOORY'S DEFINES CREDIT RIGK AS THE RIZK
THAT AMENTITY MAY NOT MEET (TS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE
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AND ANY ESTIMATED FIMANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT FATINGS DO NOT
ADDRESS ANY OTHER RISK, INGLUGING BUT NOT UMITED TG, UOUIDITY RISK MARKET vALUE
RISK, OR PRICE VOLATILITY, CREDT RATINGS AND MOODY'S OPINIONS INCLUBED 1IN MOODY'S
PURLICATIONS ARE NOT STATEMINTS OF CURRERT GR HISTORICAL FACT, MOQDY'S
PUBLICATIONS MAY ALED BICLUDE QUANTITATIVE MODEL-BASED ESTIMATES QF CREDIT RISK AND
RELATED OPIVIONS OR COMMENTARY PUBLISHED BY MOODY'S ANALYTICS, INC, CREDIT BATINGS
AND MCOODRY'S PUBLICATIONS DO MOT COMNSTITUTE CR PROVIDE INVESTMEMNT OR FINANCIAL
ADVICE. AND CHEDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVICE
RECOMMENDATIONS T PURCHASE, 3B L, OR HOUD PARTICULAR SECURITIES, NEITHER CREDIY
RATIMNGS NCR MOQDY'S PUBLICATIONS COMMENT ON HE SUITASILITY OF AN INVESTMENT FOR
ANY SARTICULAR INVESTOR, MOODY'S IBBUES TS CREDIT RATINGS AND PUBLISHES MOCDY'S
PUBLICATIOMS WITH THE EXPECTATION AND UNDERSTARDIPEE THAT EACH INVISTOR WILL, WITH
DUE SARE, MARE ITS OWN STUDY AND EVALUATION OF EACH SECUTITY THAT IS UNTER
COMSIDERATION FOR PURCHASE, HOLOMNG, OR BALE. MOODY'S CREDIT RATINGS AND MOODY'S
FURLICATIONS ARE NOT INTENDED FOIR ULE @Y RETAIL INVESTORS AND [T WOULD BE RECKLESS
AND INAPPROPRIATE JOR RETAIL INVESTORS TO USE MOODY'S CREDIT RATINGS OR MCODY'S
PUBLICATIONS WHEN MAKING AN HIVESTMENT DECISION. IF IN DOUBT yOU SHOWLD CONTACT
YOUR FINAMUIAL OR OTHER PROFESSICNAY ALVISER,

ALL IFORMATION CONTAMNED HERPEM IS PROTECTED BY LAW, NCLUCHNG BUT NOT LIBMTED TO,
COPYRIGHT LAW, AND NONE OF SUCH IFORMATION MAY BE COPIED OR STHERWISE »
REPRODUCED, REPACKAGED, FURTHER TRAMSMITTED, TRANSFERFED, DISSEMIMNMATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUTH PURPOSE, IN
WrGLE OR IN PART, I ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, 8Y ANY PERSON
WITHOUT MOODY'S PRIOR WRITTEN CUNGENT,

Aftinformation containad hrrein g sbtained by MOODYS from soursas bolieved by 110 bo ancurste and
infiatie. Becauss of ibe poasibility of human or madharical rror as well as other factors, however, ull
Infarmation contaned herein Is provided "AS 18" without waranty of any kind, MOODY'S adapts all nacessary
mansures 30 thatl tha information i uras in assigrag 3 credit rating s of sutficient quality and from scurces
MOODY 8 sonstdere lo be roliable Including, when spompriae, independent bird- parly sourues. Howaver,
A00DY'S I not an auditor and cannot In avery Instancs indopendeatly vanify or vatidale iniermstion received
1 the ral’'ng procsss or in prepanng the Mooay's Putlications,

To the evient permitted by law, MOODY™S and ks directors, officers, employess, agents, roprasentatives,
ficensors and suppliers disclal habiily to any parson or sniity for any indiredt, spacial, conseguenhal, or
ncidental losses or damages wintlsoover arksing from or in connechion with the irdormation contanod hersin or
ihe use of or inabdity to uae ary such information, ovar ¥ MIJODY’S or any of s direciors, offiners, sinployes,
agents, repraseniatives, fcersars or suppliers is advised In advance of the possibiity of such wosuas o
aamages, including but eot iited to (1) any loss of present or prospective profils or (d) any loss or domage
artsing whers the relevant financlal instrument s not the subleat of a particular cradit raang assigned by
RMOODY'S.

T3 the axtent permitlad by law, MOQDRY'S and its dirclors, cifiners, employaes, agents, represantiatives,
licansors and suppiiars disclaim fability for any diragt ar componsaiony Pases or domages causad to any
person of antiy, poluding but nat limitad 1o by any negligence {Out wxcluling fraud, wilthd ireconduct or any
othar type of F4bility that, {or the avoidance of doubt, by isw cannot va svcluded) o tho part of, or any
contingency within or bayand the contral of, MOODIY'S ur any of its directors, officers, employoses, agants,
representatives, Scensors or supplers, ansing fom of m conection with the Wiormation confained herels or the
use of ur innbility to use Ay sulh Basrmatan,

NG WERRANTY, EXPRESS GROMPLIED, AS 0 ThE ACCURAQY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY MR FITIESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATIHG OR OTHER
COFIION OR INFORMATION 1S GIVEN O & A0E BY MOQUODY'S IN ANY FORM ORI MANNER
WHATSOEVER,

poody's invesiog Sopvice, Ino,, a whalb-owned credd raling agenty subizidliaee of Moody's Comoration

{ AGL), hateny visclnses that maost izsucrs of debt securiies Mocliding corporate and mucicipal bonds,
dahenhives, nuigs and commerclal panar) and prefared sto.ui ridod by Moody's Investors Sevive, ino. have,
prior o as sigroment of any rating, agreed to pay to Moody's Invesiprs Soevice, Ine. for appsaisal and «ating
sorices endaerad by it faes ranging from %1.500 o approdmately 52,500,000, MCO and 818 glso mydniain
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~

palicies and procedures to address the independence of MIS's ratings and rating processes. Infaimation
ragarding carlain affilations that may exist bohween diractors of MCO and raled entilles. and between entitlas
whio hold ratings from MIS and have also publicly raported to the S8EC an ownership interast in MGG of more
than 5%, Is posted annually sl wwwanoodys.com under the heading “Inveastor Relations - Corporats
Govarnanes — Qirector and Shareholder Affillation Policy.”

Additional terms for Australia only: Any publication Into Australia of this document is pursuant to the Australian
Fanclal Sevices Licanss of MODDY'S affiliate, Moody's Investors Service Ply Limited ABN 81 003 369
SH7AFSBL 3364969 andior Moody's Analylics Australia Ply Lid ABN 84 105 138 972 AFSL 383563 {as
applicablo). This document is intended to be provided only to "wholescle clionts” within the meaning of saction
7810 of the Carporations Aot 2001. By continuing to accass this document trom within Ausiratia, you represont
to MOQDY'S that you are, or are accessing the document a8 a representative of, 8 "wholesale client” and that
noither you nor the entity you reprasent will diractly or indirectly disseminats s dooumont or ifs contents to
“ratall olients” within the meaning of section 761G of the Corporations Act 2001, MOODY'S credit rating Is an
apinlon as o the craditworthingss of a debt obligaton of the Issuer, not on the equily secuilies of the issusr or
any forr of sacurity that is avalable 1o rotsll investors, hwould be reckless and inappropriate for retall investors
to use MOODY'S credit ratings or publications when making an investment decision. If in doubt you should
contact your financlal or other professional adviser. )

Additianal terms for Japan only: Moody's Japan KK, ("MJIKK"} is a wholly-cwned credit raling agency subsidiary
of Maody's Graup Jopan G.K., which is wholly-ownad by Moody's Overseas Holdings Inc., a wholly-owned
subsidiary of MCO. Moody's 5F Japan KK, ("MSFJ"} s a wholly-owned credit raling agency subsidiary of
MJUKK, MEFJ s not a Nationally Recognized Statistical Rating Organization {*MRERO™, Therzfore, cradit
ralings assigned by MSF.I aras Non-NRSRO Credit Ratings, Non-NRSRO Credit Ratings are assigned by an
antily that is not a NRSRO and, congsquently, tha rated obligatlon will nol qualify for certain types of realment
under 418, laws: MJRIC and MSF. are credit rating agencles reglsierad with the Japan Finenclal Servicos
Agehey andd thalr registralion numbers are FSA Commissioner (Ratings) No. 2 and 3 raspactively.

MJIK or MSFJ {as applicable) hereby disclose that most issuers of debt securitios (including corporate and
mucicipal bonds, debantures, notes and commardial paper) and preforred stock rated by MJIKK or MBFY (as
applicable) have, priar to assignment of any rating, agreed to pay to MIKK or MSFJ {as applicable) for
appraisal snd rating services randered by # fees ranging from JPY200,000 Lo approxmately JPY350,000,000.
MJIKK and MEFJ also maintain policies and procadires (0 addrass Japancse regulatary requirements,
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Decision 16-03-007 March 17, 2016 Date of issuance 3/22/2018

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Joint Application of Central Valiey Gas §

Storage, LLC (U215G), AGL Resouices Inc.

and The Southern Company for Expoditod . Applicalion 15-11-011
Ex Parte Authorization to Transfer {kiled November 3, 2015)
Ownership of Central Valley Gas Storage,
LIC 1o 'The Southern Company,

| SR

DECISION APPROVING CHANGE IN OWNERSHIP AND CONTROL OF
CENTRAL VALLEY GAS S8TORAGE, LLGC

Summary

This decision approves the application of Central Valley Gas Storage, LLC
{Central Valley), AGL Resources Inc. (AGLR), and The Southern Company
{Southmm) (collectively, Joint Applicants) for a change in the ultimate owpership
and control of Ceniral Valley from AGLK to Soutbern. In addition to approving
the proposed transfer, we conclnde that the transactons underlying the ansfer
qualify for an exemption from the California Environmental Quelity Act.

Accordingly, additional environmental review is not required.

1. Procedural Background

o Decizion (£.) 10-10-001, the Commission granted Central Valley Gas
Storage, LLC {Central Valley), « certificate of public convenience and necessity
{CPCN]) for the construction and oprration of an underground natoral gas

storage facility in Colusa Counly, cluding a 14.7-mile pipeline to connect with
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Sacific Gas and Eleclric (‘Oméany’s (PGE&F) natural gas transmission system.
The CPCN was subject to certain conditions, including the requirement that
Central Valley provide specified reporis to Commission Staff and maintain
$50 million of general Hability insurance per oceurrence and in the aggregate.
The Commission also authorized Central Valley, a now public utility under
Public Utilities Code Sections 216 and 222, to charge market-based rates. Finally,
12.106-10-001 certified the Mitigated Negative Declaration for the facility and
pipeline and authorized the issuance of a Notice of Determination [or the Project
pursuant to the California Environmental Quality Act {CEQA).

On January 25, 2011, Central Valley, Nicor Inc. {(Nicor}, and AGL
Resources Inc. (AGLR) giied Application (A.} 11-01-021. The application did not
seek to transfer Central Valley’s CPCN or modify the conditions imposed on
Central Valley in D.10-10-001. Rather, it sought authorization for an indirect
change in control of Central Valley as the result of a propoesed merger between
Nicor an(t{ AGLR. The Commission granted the application by D.11-05-030 and
concluded that the transactions underlying the transfer qualified for an
exemption from CLEQA.

On August 23, 2015, AGIR and The Southern Company (Southern)
executed a Merger Agreement which provides AGI R will become a wholly
owned subsidiary of Southern,

On November 9, 2015, Joint Applicants filed the current application. Like
Application (A.) 11-01-021, it dloes not seek to transfer Central Valley's CPCN or
modify the conditions imposed on Central Valley in D.10-10-001. Rather, it seeks
authorization {or an indir?ct change in control of Central Valley as the result of a

proposed merger between AGLR and Southern,
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Wild Goose Storage LLC (Wild Goose) filed the only response to the
application. Wild Goose is not opposed to the application and stated itonly
intends to actively participate in the proceeding if it raises issues of broad
applicability to Wild Goose and the other California independent storage
providers concerning the wansfer of control pursuant to Public Utilities Code
Section 854(a).

A duly noticed prehearing conference was held on january 14, 2016 and a
scoping ruling was issued fanuary 26, 2016, As agreed by the parties, no further
bricfing is needed.

2. Application 15-11-011

The Joint Applicants filed A 15-11-011 on November 9, 2015, Notice of the
Application was first published in the Commission’s Daily Calendar on
November 19, 2015. The Application seeks authorization for an indirect change
in contral of Central Valley as the result of a proposed marger between AGLR

and Scathemn.

21, The Applicants

Central Valley is a Delaware limited lability company and is duly
registered to transact business in California. Its principal place of business is
Lisle, linois.

Central Valley owns and operates an 11 billion cubic foot underground
natural gas storage Held within the Princeton Gas Field and a natural gas
pipeline extending approximately 14.7 miles from the storage field to an
interconnection with the metering stalion and PG&E's Line 400/ 401 gas
transraiseion pipeline. Central Valley commenced commercial operation in

March 2012
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AGLR is a Georgia corporation headquartered in Atlanta, Georgia.
AGLR's principal business is the distribution of natural gas through public
utility operating companies in seven states. Through its non-utility subsidiaries,
AGILR also is involved in several other businesses, including: retail natural gas
marketing to end-usc customers; natural gas asset management and related
logistics activities for certain of its utilities and nonaffiliated companies; natural
gas storage arbitrage and related activities; and the deyelopment and operation
of high»defiverabé{ivy natural gas storage assets.

Southern is an Atlanta-based public utility holding company currently
providing electric utility service through four state-regulated operating
companies in Alabama, Flbrida, Georgia and Mississippi.

2.2, The Proposed Transaction

v Joint Applicants seek Comunission authorization for a change in the
ultimate ownership and control of Central Valley from AGLR to Southern as a
result of an agreement and plan of merger between Southern, AMS Corp., and
AGLR (the Merger Agreement).

Since receiving its CPCN, Central Valley has been a subsidiary of Nicor
BEnergy Venture Company. At the time the CPCN was granted, Nicor Energy
Venture Company was a wholly-owned subsidiary of Nicor, Inc. Following the
merger approved by D, 11-05-030, Nicor Frergy Venture Company became a
subsidiary of Ottawa Acquisition LLC; which in turn is a subsidiary of AGLR.

Under the clrrent Merger Agreement, Southern will acquire AGLR by
purchasing all of s common stock. AMS Corp., a wholly-owned subsidiary of
Southern, will be merged into AGLR, with AGLR the surviving corporation.
Upon completion of the merger, although AGLR will continue to existas a

distinct corporate entity, it will no longer be a publicly traded company. Instead,

PR
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