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tnfepshructure Enbancement, whicn should increase the safety and
reliability of £ikton Gas’® distribution sysbor in Harylarnd,

Tinally, the Joint aApplilcasnbs have commifiaed Lo pro-
viding Jdigecr ouastomer credits that, da the Eirab twoe ysars abiex
vhe oleoging of the Mearger, on an anoual pasis, reduce a oistomer's
bill even though the rates romain unchanged, Consegquenily, Lhe
cagtosers eanh cacelve a beneflt a3 a resuli owf Lhe Merger withoul
awaloing the fiow through of aay poctential synergy savings ox
efficlencies that may be found »ftar the cloning.

puserdingly., ¥ find thar the exldgoing rates or Jarvice
and oparatizan of Flkten Gaz will not be adversely ivpasted Ly

gither the acguiasitien or ohe Murger,

The Potantisl Iupact of the Acguisition on Contlaulng
Invastment FHaads f£9r  the  Halubenance of  Uriildey
garvicas, Plack and Realated Infrasbtructure
the Jotab Applicants ssserted that after the Merger,
Al Resources wall contluue to have adeguate access to caplbal,
providing ®lkron Gas wirh the ability to invest in necessary
capital and lafrastructuss projscbs to provide safe, rellanle and
af foraabnle gervice to its customecs. ™ According to Mr. Deatiy and
Ay, Lingiafelber, AGL Resources® and ElXbton Jag' odre nanagement
ALl be retalaced.?  Additionally, Lae Jolnt Applicants repregented
Luat tho serger g viewed by cwo ol the mailor credib rating

agencies as vpaving 3 stable or positive lmpact on the oredit

B cgrigaation at 4%, 11 ldogiadelors Dioest b 12,

Cpmenbin Lip.at s L1, a8 Llnvdnbesces Suvect L8, 7,
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quallity of BGL Resources since Soulhern Company haz higher credit
rabings than tLhoas of AGL Resourcas.*™ fupchey, bthe Joint
spplicants commilted to maintaln AUL's board of outaide di{ectora
for five vears after the close of Merger. HNeither Staff noyr OPC
sugaastad  that  there would be any adverse Impact cof (he
Acguisition/Merger on caétinuing investment neods for the malnte
nancs ol Blkoon Gas' services, plant and related Infrascructure.
Accoydingly, I iiad.that Lhe Acguisitlon and the Merger
will not aﬁ?urgely impact the continuing investment necds for {he
maintenance  of Zlkton  Gas' services, piang and related
infrastrueohure. ng a result of the Merger, there may bz a
potential  pesitive impact  when and 1 Eikton Gas requires
additinnal capital to invest in its infrastructure bovause its
ultimate parent company aftar the Merger {fouthern Company) ig
viewed ugz having greater Fipancial strengtn than that of its

current parent company, AGL Pusourced,

The Propeosed Capital Structure that will Result from tha
acquisition Including Allocation of Earnings from Elkton
Gas

Y
The Joint Applicants state that there will be no impact
mi- Blkton Gas' capital structure, sopecially as Lhers will be no
changs in Lﬂe QUEQEEQAing debt held by sither AGL Resources or
Elkbhon Can as a resutt of the Merger. A term of the Settlerent
Anreemnent i? taat nelther AGL Resgurces or #likbon Gas will issue

amy debt in conuorctlion witnh, or to fund, the Merqger.

9 peatnia Glrech at 19,

119

0000401



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

Page 120 0f 263

BTATE OF MARYLAND
PUBLIC SERVICE COMMISEINN

Grafz westified chal one current caplial scrwotmrs of
Bikton das counsisted of 49.53% oquity and 50,147 debk, wbich it
satd 1s conpistent wibth most of ths Macyland regulated utilitlen!

saplial scxveture.*®  Staff rocommendsd that the Complssien ondi-

nion its approval wlth 2 wequiromeat that BikLon Gag saintain o

4

wiling 12-wonth #verage annual eguity of st least 36%, to evgurs
that gelther 0L Revources noy Joubdern Company alicempts ©n ghilfy
spine of ioe riskiar, leveraged Efigancial position outo Sikbon Gas.,
The Julat Apuiicaunts commibtad o this condivion Ln lhe Seltlewent
Mgresasnd,

rocordingly, sundect Lo the tLuzma of tha Jettlemanc
Azrzement relutlay to the capliai struchurs of ¥ikton Ges, I find
ol no adverse chaoge da bhe capltsl atraenure of ¥ilzeon Gas wall

coour due Lo che Roguisicing or hhe Moxgsr,

wno Popantiil Effectz on Brsmloyment Ly Elkbon Gas

the Josint Applicants stated that 8Slkton Gas euploys
wight individuals in #Maryland te mansge the day-to-day operatiocas
o/ Zikzon Sas  in ils  Marviond servige rarriteory. The Jolak
Applicants  camalited  to  rebrsining  the soploymsnt of  Luasse
individuals tor at leaso boren years after the cloging date of the
verger. Tuwi cowaliment s a “ern and condillon of the Sectlismest
Agroament, T cuerafore f£ind no adrverse effencts will ocour oo

gployment by Filkt-on Sas in Mivylasd as 3 result »f the Mersgox.

slwarasy Uy. s, wh AL
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Tha Prodscted Allocation of any Savinga bto ¥lkton Gas
that are Eiapocted bobween Stockholdera and Rato Payers

The Joint Applicants have siressed Lhat the resulbing

Margzr is not likely to provide synergy savings to the BElkton Gas

operatlong. Consoguantly. as no %avinga ave expected, the Jolnt
Applivants have no projection of alloaatien of any such savings,
but agreed thal If any savings or efficiencles were galned by the
Mergoey, Blkbon Gas' shave of the savings would flow to its
customers through the novmal ratemaking process. In the Settlement
Agresment, the Joint Applicants have committerd ULhat Elkton Gas will
filn a nase rate case wilhin twc\y&ars of the date of the clesing
éf the ®Morgsr, ns explained by OPC and Staff, in the base ralte
vane, rthe Commizgion will be able Lo consider whether any syuergy
savings and effloeienclies have been acnieved by the Mergexw which
ghould he [lowed Lo the Elkton Gas customers. Moreover, the Joint
Applicants have agreed that to the extent any of the Lrausicion
costs {rhose costs incurred to achieve the synergy savinga) during
the Elkton ag tesc period in Elkton Gas' next base rate case
sxeeed the synergy savipgs achieved, Hlkton Gas will forgo cost
recovery of tho Lransition costs that oxceed synergy savings. I
find that this commitment 13 an additional benefit to Elkton Gas’'
cugstomers and pyoperly balances any savings to be achisved by the

Merger pebween the Elrbton Gas cusbtomers and the shareholders.
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fzanng of Reluabiliiby, Quality of Sarvics, snd yualivy
2f Cuatomuer dervica

apaff testifizd thal #lkoon Cas does not have a history
of jesues eiltler wlth safe, raliable service or guallcy of ouatower
survice. thee Jolst Applicants have ddencitled a type of pipe
mztevial which hzs a potentlal of "writtle-iiks cuachloy® Ll wmay
regulc in cp uncafe condition oo 8lkion Gss® Jdistribution system.
fhaey therefora cowaliled o coaducting an accglorated asguegsuent
guryey ab no coab toe whe Blkoon Cas customervs nf rhe Aldyl-A pips
te dstermipe fts cenditlion. Ftall and OPC eseh reoounended an
sidditional conditlon to insuce bhe Blkbca C(Gas discrlbubtion system
nont inted %o have safe, ralizole operaciona, T™he  Setbhlgment
Agreemsnt btorms included both Staff's and OpCla zdditional ooondi-
tion  yecompondationo, T thaerxefore £indt that the Setclblement
Agresment addresaes any concarnsg of aay losue with reiilabpilicy,
gafety and quallty of sexvice of the dlastripution pipelinc ag a
result of the Merger.

althousgh the Joint Appllceanta oagreed, for a perlod of
thres vears, bo matabzin the ewployee lavel in Maryland asscceiated
with Wikton Sas! eoperabicns, I noted Lbat the customer gegsvice call
gentne that phandlen Blkion Cag cudlorars' calls is  logabed in
gooroia and the caalomer service representacives are eunploysd by
AL Rescurces.  fuaccently, acaording wo NI Resources, 1% cas four

full tine AL oweloyesg papdllng approximnitely 12,500 Dikbun Jas

A
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cuatomer calls :t«mnually.‘” Evan thongh the Maryland employees level
may not change for a period of three.'yeara, I uastioned whether
any decrease in the bumber of full-cime customer sexvice vepre-
sentatives handling plkton Gas calls might occur even Lf Lhe number
of calls did sot.degrease. Mo, Keefe lIndicated that there waz no
expected chapge in the number of dedicated AGL Resources' euployess
who bandle the Blklen Caz customer calls. Accordingly, I find
that the quality of customer service will not be adversely lmpacted

due Lo the Merger.

The pobmntlal Impact of the Acquisition on Communivy
Inesgiment

according bto the Joint Appllcants, Southern Company
strongly encourages community  investmants by Cite operational
companies. Mr. Bcattie/e}:pldixied £hat Southern Company eancpurages
aacﬁ of ite operating cofpanles to satablish economle developmont
programs and hire personnel to adminisber the programs bo oraabe
wore jobs and a higher guality of lifc for iadividuals in each
Southern Company service tervitory. Aadditionally, he described
the level of community inveolvement by Southern Company omployeses in
2014 as well as the coharicable donatlons wmade by Socuthewn Company

or ibn subsidiaries to provide enviroenmesntal, educational, and

A pagtovic Dlrser  (*Confidentialr}, Daka Respongses Refarenced in the
Direcr Tesbimony of Karl R, vaviovic, Joint Applicants’® Rerponseg ro O
* Pata Regquest No.o -0

¥ omayrh 1, 2016 gvidentiacy Hearing Traunsoript {(“Transcript®) ab 4,

¥ peattisc Diraot st 7.
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auibural  aupport to the cowmunities ssrved by the opogdbig
companies .

ihe Joint Applicasts initially ooamibizd to sustals che
Jevel of coestunity iovestwment currontly made Iy wlkion Gas for o
paclod £ five years, which would conbtinue vo target charitable,
warkforon development and cooncmic development lo the Elkton fas
sapyien tersitory.  Staff concluded that wmaincaining the same level
of luvestsent Lor o pariod of five ymars waz 7ot sutficdent to
dsmunsbrate z beneflt to congumers, and rocommended that the Joing
rpplicants  commat Lo maipntain Rlkton Gas' level of ~owaunity
iavestment for ton vears.

Ladeyw the Sottlement Agreemaat, LChe Jolan Applicants
have increassed thedr commitmenc o sustain Slkion 3as’ level of
communily  investment Lo Lo years. addicaonally, the commitment
includes oo ngresment that Slhton Sag will pobt reek recovery of
Lhese invasiments throush its ratas. Congeqguantly, although the
teval ol cue communiby inmveskieal may not lnorease by reason of the
targer, Lhe level wall noft decysass, To the extent thab Zlkton SGas
cu.sbtomesy «i11 not sea the covis of Lne ifuvestments recovered in
vates, I {ind the coaditlon zesulits ln o Lensfit Lo baz ousb.onpers
a1 wel?® ag to Lhe community without any hagsw ho the cacspayere. I
fird chet shere will We no adverse lmpact [om Lhe Acqguisition or
Cha Morgor on copcl.auing compuniby investeznt by Elhbon Gaus for at

i

‘g

aub 1 4n YeAYs,
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" affiliate and Cross-Subsidization Tosuas
The Joink Apgliaaﬂta witnesnes bestified Lhiat there were
no ‘afiiliate or oross-gubsidization jssucs valsed by the Merger.
Staff, subject to the conditicas it reccmmended, agreed that there

would be no . affiliate or c¢ross-subsidization issues ralsed by Lhe
Morger., JThe Seétlaménb Agreement includes the recommended condi-
ciong gought by Staff te ensure no affiliate or crose-subsidization
igoues ocour as a result of the Merger. Consequently, I find the
roeyrme and conditions of bhe Sctbloment »dgreement acceptable to

prevent any affiliate and crops-subsidization lasues ocourzing as a

rasult of the ﬁerger.

The Use or Pledgs of Utillty Assocbs for the Benaflt of
an Affiliate :

gccarﬁing t5 the Joint Applicants, neilthoer AGL Resourcus

. .
nor Hlkton Sus will issue any debt or cquity o8 part of, or to
fund, ctha Merger. #Mr, Linginfelter indicated that Blkton Gas would
continua to issue debé ar it previcusly 4did. The Settlement
Agreement includes the Joint Appiicants‘ agreement ‘that
AGL Eésources and Elkton Gas will not isnue any debh ox sguity as a
part of or to fund the Merger. I find that the commliment prevents
glikton Gas from uging or pledging ite utllity assets fox the
benefit of am affilisle in connecllion with or to fund the Merger.

Jurilgdictional and Cholce of Law Tasues

The Joint applicants ccosmitted thabt Elkton Gas and its

+ A 4 - 1 : .
EFitiates whil continue to comply wich the Commisgion's codes of

125
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conduct  regulations. I Find oo dismues as Lo the Cosmigsionts
contimiing jurlsdiction over Blkton Gas, or its Jurisdiction over
Flkton Gaz and ics  abfiltiastes Ju  reaiationship o affiliate
transachtions, Weicher 8taff nor 0p0 valsad o choline of law issue,

ard § f£ind no issues reiabzd o chslee of Lnw,

Wwhaghar it is ¥acssgary to Ravies the Jommissionts idng
rancing and Code of Condduct Ragulations dn Light of the
aeugnlaltion
Hoher than Blkboa Tag resuming ite submission of lta
ring fencing report and f£iling a cost allocation mapual, Staft did
aot  find 1o asecessary to revise any of toe Commission's ring
fencing and code of coenduct requlation prier tu bhe closing of the
Merger. A3 initially zrecommended by Staff, the Scttlewmanit
Agreement incluades a commitment by the goint Applleant to conduct a
risk assessment to  determine 1f more stringent  ripg  fenclng
maagures gnculd ba  impleomented a3 a resuslt  E  the iMergex,
#Ms. Keefe vaegcified phat tae Jeint Applicants latepd to complete
the risk agssdsment within 30 days ol ohe Merger vlosing date and
file iv with Lhoe Cosmission as yeconmended by $oaff.*t T oonclude
that it is nol currunily necesgary Lo revide che Cownlssionis ring
fencing and code of onnduct reguliztions as a zesult of the Meryer,
ag long ag Blkpon o resumes lts Eridng of its 2ing fencing report
and submits a cogt allocatlon wapual wichin 92 duys ol the cloging

dats of the Merges. Furtber, in th= 2venc thabt ths visk cescesswent

filed 4ith the Cosmlisolon veveals Lhah additisnal ving fencing

B meaagerint At 4.
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meagures wmay be needed, the Commission may address Lhe need for

+
these measures in a further proceeding.
.

othor Issunas Relovant to the Assesument of Beguinitlion
in  Halation o Publia Intorost, Convenience and
Haceasity
Supplier Dilversity Goals
In prier merger caseés, the Commissicn has considered
oblay public intercst isgues, such as the utdility's adherence ta
‘the suppliey .diversiky goals. ™  The Jolnt Applicants have com
mitted to iancresame Hlkton Gas' 2014 DSR by a factor of 4. Purther,
the Joint Applicants committed to walstaindng the post-merger
levels and to concinue to strive to meeb Lhe Commlssion’s tazget
DSR qoel of 25%, Southern Compary, according to Mr. Boattie, has'a
robust suppller diversity program. Mr. Beattie testified that
divaree ‘mma’,na;s spending represenced approximately 25% of Southern
Company's Ltotul direct procurement expenditure In 201 He
explained that Southern Company had formed a Supplier Diversity
Council to coordinate kusginess fiiversity efforts and share bost
garact:icgg across  Southern Company's operating cowpanles and

business units.'® According to 8taff, Flkton Gas' DSR for 2014

was 4,42%.%° Although under the uommitment, Blkten Gan' LSR for

Wogas edor NO. BGI80, In the Malter of the Herger of Bxelos Corporatius
and pupro Holdings, Tnu., Case Mo, 2361, 3lip oplalen at 83 [May 1%,
2018); see also In the Matter of the Merger of pwxelon Corporation and

C roogtellation Energy droup Ivo., Cage Ne, 9371, 143 MD B.3.C. 22 «h 7071

and 738,

B oueanrie sicecn ab Bl
2 oad.

omivarade Direct at ig.

11
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2017 will be ab oy aopove L%, whish 18 arlll pelow the Commingion's
varget goal 2f 25%, the commiveent will resulc ia tho direreity
wretd Lucreasing ab oan avceloraced pace durang the next geveral
YRS .

Theas,  weon the Mexger cleslug, flkton Sas' supplier
diversil s program mzy  serefit from implementavtics 2T the best
practicea of Goulhoosn Corpeny in cocouragiryg supsllr Jdiversity
apend  with Blkton can. wureher, M8 Reafs  testitfisd  bLhab
B3L Resourons hag amerded jlg Master dorvige Ayreswent aciuss log
enrire AGH footprint *ro acrongly encourage ing prime coabsaclors
co e aware of and commif to the uarz level of commicment nhe
Conpany n23 Lo ancrense dlvexse  vonbtracts, angplies and
geryices ¥ I Lherefore find that the commitameny Lo ephance and
advance Blkbon Gas’ diverse supplier apond ig cengisftent wibh the
CommLss.on's pwliysy goals foi. divorse suppiier spend Ly utilities
iv marylasd.  Under Lhe coamitment, Elkbton Lag' abilluy to meeb fha
15% navgel goal will b acceletated, which ia buseficial to ths
conmuaiiy  and psubliz s general, Thus, I flod this commitmest

menelits btoe rubllc doteveus sad is accopiable,

Mot Tavorsd Natlsn Provision

The TFolel Applicants pave ceonibted Lo aubmit all codors
and/ov ottt iemeant garasmeat foom each arisdiction in which they
ara gseling Yorser aporoval uapon appinval of che Mnrger.  Thay also

@111 dnrlwde un aralycie esnloloing thas waluatlicon of gny divact

Heopyannoript AL LB
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cugtomer credits awarded in anobther juriasdiction as compared to the
value pf the dirccet customer credits in the Secvlement Agreement.
In'the avent the value of the Maryland direct customer crediks isg
1e8s veneficial than in another jurisdiction, the Joint Applicants
agreed bto provide additional customer m:edimt to  Klikbon Gag’
customers oquivalegt to such  ghortfall caleculakted on & paex-
distributlion customer basis. This provision enaurea\that BElkton
Cas! customers are tCryeated similarly tn its other 2fFilianes’
customers affected by the Merger. I find this condition is

reasonable and will inmure to the benefit of Blkton Gas' cuatomers.

conalugion

in yaview of the Joint Applicants!' case-in-chief, 1 Lind
that the Joint Appllcants submitted informatiocn gsuffiglent to meek
the requiremonts. of § 6-105(f) and has presented evidence Lo
domonstrate that the Acqulsition satisfiles each of the faclord
snumerated in § 6-105(g) {2}. In each of its lnitiasl case,. neither
staff nox OPC oppoged the Acquislition as lomyg az tho 'conditions
rocovmended by  ita witness{es) to address Staff's and 0prC's
concerns were included din any approval of fhe Aeguiaition. Afrer
nggotiab long between the parties éa the identified issuéa in
dlapace, the partiecg wers able ©o resolve che disputes and arrive
at  an  agreement  that the tactors listed in Public Utilities
artiale; &6-10%{g) were patisfied as long as the lnzrms and
conditions agreecd upos in the Sebulewent Agreement were accepted

and approved by the Commicsion withoub wodifieation. Each of the

~
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parniea agrecd, cukject bto the conditlons, rhat the acguisition by
Soutbern Company of the potentlal power to substantially influerce
the policles angd actions of dlhton Caz vas ln the pubdic interest,
cunvendence and necessity, including Lenefits and no harm to Lhe
CLSHSUARgT .,

The Commisgion bas Zound that a unanisous settlement
agrasnent 13 reasopable becasse 1Y s submitted by parbtilos who
serwally have adverse inborest, " My conslderacion of the bterms
and aandiaimn? of the Setnlement hgreement conllrus Lbal they
reflect a blance befween the wozitions talien by the partieg in the
proceeding, acd the torms and condiviong provide a rveaponable
reagolubion of zanrh dianuted issue and eliminate any potentlal hazm
to congumers and enrurs nat benefiis ©o the flkbon Gas customers as
a result of <he Beguilsicion and Mergsr. 1 therefore £ind the
Jecslement Agreement is roasonable and thsr the acceptance and
spproval of the febilement Agrasmont without wmodification L3 is Dhe
wubile interest,

Snbiect toe the couwditlons set forth in the Zeitlamans
sycesmene and agroed to by Lie Joint Applicants, I find fhat bhe
Jaint Applicants heve deconstrabomd Lhat the approval of the acomui-
sirlon has znatlafled each of the tackors listed in § §-108ig) {3},
I find that, oubiject to the conditlions set forih in thae Sebtlewncnt
greemene, whe Merger will resslt in divect wereilss teo the glkton

pugtomprs wich no harg (o the cu.tomors. Saveral of the commitb-

P gen nn ok

2hmarys Iower % Lighn cvomponss, 102 . P B0 96, T4y {2031},
4 4 v ¥
g Paremas e

oy
rydn Poawor Company, 90 ME. P90, tuh, 313 1235).
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ments algs provide bencflf to Lhe public ot Yarge in the Blkbeon Gas
service territory, and therefere the Merger will be in the public
interest aa well. Aceordingly, ( find that the acquisitieon ig
conzlstent wicth the publie interest, convenlence and necessity,
including nenefits and no harm to the ceoasumers. Accordingly, 1
hereby grant the Applicatlon subject to the conditlons in the
guitlement Agresment and authorize Southgxn Company's acquisition
of nhe potential power to subatantially influsnce the policies and
astions of Blkbton Gse that will resull upon the cleosing of the
flergoy.

Under bho initial.§zoccduxal achedulz adopted in Lhis
matter,™ the target date for the ¥roposed Order was May 2, 2014.
In lignt of the ssttlement agreed nupon by the parties and the
elimipation »f a briefing schedule, the rvecord ln the praceeding
closed sariiey than initially expected and resultoed in he Proposed
order ready to be isaued appxoximaéely 30 days earvlier than the
vriginal targeh. Also, in the initial procedural schadule, to
allow the Commisslon adeqguate time to consldexr any appeals, the

appeal paricd and process wa3d compressed., As I have acgepted the

sottlanenl Agreement wibthoub modification and authorized the

b
accuicition, 1 de nob expect an sppeal to be taken of the Proposed
order. HNeverbheless, 1 wish to afford the “owminaion adeguate Lime

. \ . {
to review the record in bthis mabtter, the termy and conditions of

the Settlement Agreement, and my decisions in thia Proposed Order.

3 gea Public URliiiy haw Judgsts Hoetice of Preceduxal Schedule Jponed oa
; moer 4, 20.5 in this proceeding.

I
o
G
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b=
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rovordingly, I wiil nol sherten bz uppeal perisd inzsmuch ag the
rroposad Order, 1f rno appesl s taken cr the Commission does not
iuitiate Furthey prootedings on 1tz oo motion, ~iiL Lecewe a final
¢rdnr of the Commlesicn on May 3, 2013, ong businese day afior the
iaininl Propceed Ordor target !sauance dace.

T I8 CPHERZFORE, whlaz 3iat day of ds:oh in the yoar,
g Thouvsand Sixbren,

QUDERED: (L) That the Jolng Pacition for Arproval of
sripulation and Zarsloment  Agreement 1s Lereby granted and Jhe
Sripulacion  and  Sebtlament  Agrsement. 1s  herohy  avaepbed  and
approved withoat medification,

21 That the agplleation of Tie Socuthzon
Towmpany, ASL  Resousces ¥ne,, and Pdvotzl ueldings, Inc. d/u/a
Bikcen Gag Jor anthority for The Southern Compiny btoe acquize bhe
ouwer to substancislly influence tha pullciss and astions of Bliton
Gag a5 a result of o merysr bebwuen Toe Soutloyn Company  awd
AL Reacurrses Lng. L3 hereby grantzd, subjust Lo the condiclinoes
antacked horeto ag Attachment A acd invorporated kereby intoe whis
vroposzd Ovider.

{3} Thasr ell otier matioms oy YoguaSsti not
zpesifically gronted hereln sre denled,

(#}y  Thzc thiz fvopcaed Ooder will Decone i
fooal ordor of tre Compvimslion on May 3, 2936, uslvosa hLenore Lhat
Jala ap arpeal la poted gdth Yhe Cumilssing by &y 24amny Lo thig

poosasddng as provided in § Aa-1loiuy {2y of the Pebide Uniliiiews
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STATE OF MARYLAND
PUBLIC SERVICE COMMISSION

Articie, or tho Commission modifies or veverses the Proposed Order
or initiates Ffurther procesdings in thias matter as provided im

§ 3-114{0){2) of the Public Utilities Article,

[

o 7

o
e ke
Terry J. Roming y
Chief Public Ubilicy Law Judge
Puhllc Service Commission of Maryland

46
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Altachmant A

DEFORBRE IHE
PUBLIC SERVICE COMMISSION

OF MARYLAND
N THE MATTER OF THE *
MERCTR OF THE *
SOUTHERN COMPANY AND * Case Na, 3404
AGL RESOURCES N, *
*
&

STIPULATION AND STTLEMENT AGREDMENT

O Movember 3, 2015, "Lhe Southern Company ("Southern Company™, AGL Resources
lne. (“AGL Rresources™), and Fivotal Ulility Holdings, ine. {"Pivotal™), d/b/a Elxien Gas
{*Bilkdon Cas™) (eollectively, the Yfolnr Applieants™) filed an appliention (Joint Application”)
with the Pubtic Service Commission of Muryland (*Comission”) requesting anthorieation for
southern Corspany 1o acquire the power {2 excroise substantial influence over the pulicles and
sations of Blktun Gas, pursvant to § 6-105 of the Public Ulilies Article (“PUA™). The Joint
Applicenis sougit this authority ds a result of w agreement between Southern Company and
AGL Regourses to combine (the *Merger™), whoreby Southern Comgpnny will become the
ultimate parent company of Blkion Uas, a public servive compuny operating in Maryland snd a
wholly~-owned subsidiary of AGI. Resources.

Following tha preliminary pracedures in this asse, which included extensive durovery
and the fling of fostirony by the Joint Applicants, the Commussion Siaff ("Steti™), and she
Cffice of People’s Counsel ("OPC™) (collectively, the “Parties™), the Parties engaged m
axtensive and comprshensive negesistions whth respect 1o all aspects of thy jssues raised in Case
Mo 0404, Ag a result of those regntiations, the Paziles Lave reached unoninous agroomient on 4
setttenient of the Joint Applicstion, the terms end conditlons of wiich are sat forth in e

enumerated poragaphs below,
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(1) The Partiss conclude that Southern Company should bo authorized to acquire the
power {0 exercise substantial influence over the policies and sctions of Elkton Gas pursuant to
, BUA § 6-105, subject o each of the torms and conditions below.

Direet (;uatnsx|e v Credis'

()  The Joint Applicants will provide direct customer rule oredits, funded from a
$100,000 increase in the emount paid through Elkionh (ag's ssset management agrscment, to
Elkton Gas costomers, payable over a two-year period {$50,000 of which will be credited to
customers within 120 days of the closing of the Merger, and $50,000 of which will be credited o

+ - 2
custorners within one year thereafter).”

Ragulatory Cost Avoidunee Bonefits

: (3)  The Joint Applicants will pmvide\ an additional direct customer iate credit to
Eliton (as customers within 120 days of the closing of the Merger, provided from funds
available as a result of suvings associated with the avoidance of further regulntory litigation

vosts, in the amount of $100,000. '

v Direct Customer Benefits

Y (4)  The Joint Applicants will performn an sccelerated assessment of all Aldyl-A pipe

in the Elkton Uns system (estimated to cost $50,000) at no cost to Elkion Gas cqstamersf’

Y Direst Costomer Credits and tha Regulatory C(}st Avoidance Brnelis are subject to 2 miost favored nations
(M) provision sut forth below. . .

P The Joint Applicasts will xmend Bikten Gay' currond seed repbagatment ugreement with Soquent heergy
Monngement 1L.P, {(“AMA™} o provide a $109,000 incrzwe In the amount pald o Bikton Gss, and flowsd
tirough to costomeds. This increased payment sholl be tlowed through tn custtmem without :fg&ré ta e‘ds:iﬁg
reveoue sharing provisions of the AMA,

o Tho Sikion Oas distribution systes eonsists of 102 wiles of pipe, 73 miles of which is plastie pipe, of which
48.7 adles Is comprised of @ muorie] kaown sg AldybA, This type of pipe is surveyed regularly along with sl

other types of pipe in the Uikton CGnx dioribution system, mad 1o dats, there das been ru evidence of

doterioration of (his type of pips, At a projected vost of $50,800, the assussroent will eatail (1) s thorough
review of kak/reak dats on Aldyl-A glpe Hwoughous the Elkton Qs distribution sysens, (23 1 corpariscn of
the poriod of installntion against industry reports for similarly aged Aldyl-A pipe, and (33 a physical tnspection

Z

EASTM21M2043.1
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Rato Malda ¢ Radter |

(3} Within 90 days of closing of the Merger, Idkton Gas will {ils an annuel financlal
roport for the ;mvious 12 month period, which shall Include Flkion Gns's vevenues und cosis.
The report will set forth a caloulation of the vurned return on rats base and relun om equity for
Hikton Gas, Bikion Uns will thereafter file a financial report for the next 12 moath perisd within
&0 days of that 12 month perlod end.

{6)  The Joint Applicants will file 8 base rate ense within two years of the closiog of
the Merger

(7} In the event that transition costs {defined ua costs incursed v achieve syastgy
eavings related 1o the Merger) oxcced synergy savings during the test year in Slidon Qas's ~rv;xt
bess rate crse, the Joint Applicents will forga cost racovery of the usnsition costy that exceed
synergy savings.

{8y Elkton Gas will not seuk recovery In its raes oft (1) any usoquisition premium
wssoviated with the Merger, (i) any cost associaled with goodwill anising from the Merger, or
(it} any tansaction cost incwred in conncotion with the Meorger, For purposes of this
eonunitment, fransastion costs are defined as: {1) congultant, investment banker, legal, and
roguluiory suppoert fees; (2 chnnge-in-control pryments; (Vcosts ussociled with the
shareholder meetings and 8 proxy slatzment related to the Merger approval by AGL Resourees’
shareholders, and {4) costs nssnolatod with the imposition of conditions or approval of settlement
terms In Merger proceedings in other state furisdictions,

() AGL Resourses and Elklon Gus will not Issue debt or equity in conneution with,

or to fund, the Marger,

of Aldyl-A pipe by sppioprintes ssmpling throughout the sorvice aren, Bikton Gas will nul seek detormal or
sesovery o thene assodsmant sests o customorn.

BASTV 21320531
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(10} Foraperiod of two years following the closing of the Merger, the amount of cosls
assessed to Bikton (Yas for services provided by an affiliste will be no greater than it would have

been hiad the Merger not occurred, regardiess of whether such services are provided directly or

indirectly by Southemn Company Services, lne., AGL Scrvices Company, or anty other Southern

Company sifiliate,
Suppsther Biversity Balueements

(11)  The Joint Applicants will incresse the supplier diversity performance of Elkton
(Gas by inoreasing its Diverse Spend Ratio (“DSR™), as that term is defined in the dMay 29, 2009
Bliton Gas Supplier Diversity Memorandum of Understanding, by‘n facmir of 4 during the period
2015 through 2017, as measured against Elkion Gag's 2014 DSR. The increase to be
fmplemented by the end of 2017 will be at leest 4 times Elkton CGus's 2014 DSR. The Joint
Applicants will maintain the DSR at post-merger lovels going forward, and continue to aim to
increase Blkton Gas’ DSR over time to 25 percent,

Comnonty Tayesiment abancementy
(12)  Joint Applicanis will sustain Elkton Gag’s surrent le:fels of conumumnity investment
for ut feast ten (10) years following the closing of the Merger. Conununily investment activitics
will continue to target charitable, workforce develnpment, and ::sor;omic development efforts in
the Elkton Gas service area benefitting Elkton Gas customers. Blkton Gas will not seck reeovery

in Hy rales of costs related to these community fnvestment activities.

! Infrastruciure Enhancements

s

{13y  Within 60 days of completion, Eliton Gas will provids to the Commmissiun a copy
of the compieted accelerated assmissme:zt study of the Al&yiwA pigdng (deseribed in paragraph (4)
of *his Sdpulation and Seitlanent Agreement) within Blkion Gag's distribution sysiem. Thig

study will also inclode any other deficlencies ideatified in the course of performing that

,
4
TAST21702053.8
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pasessinent tat relace 1o the other piping materials within Blkton Gas's distribution system that
sould lvad 10 unsale conditions.

{14y Within 60 days of completing the accolernted assessment, Elkton CGas will
provids to the Commission a plan for remeduting any of the daficiencies found with ths Aldyl-A
andfor Jny other piplag materialy discovered as u resull of ths assessment.

7155 (koo Gas will continue 1o systemsticaily emediale system lmowledge
deficlensiss in acverdanve with established programs and procedures.

Faranein] tnfepeity sno Rios Bencing Snhuncomienis

716y Hlikton Gns will meintain o volling 12-month sversge annual equity ratio of 2t
izast 48 peroent,

{17y Within 80 Jays of olosing of the Merger and ammam" thereafier, Bliton Guos will
resume filing & rog fencing roport pursuant to the Code of Marylund Regulations ("COMAR")
240,072,086, L additioy, vithin 90 days of cloving of the Mlerger, Flkton Gas will file 3 sogt
allocation manaal pursuant to COMAR 206.40,02.07.

(18)  The Juint Applicanis will conduet an analycls of thelr operationsl and Snancisl
risk to detenaine the adequacy of theis ewisting ring lencing wncacwres, nsing the ring fenclng
conditions set forth in the Table L3420 matrix, excluding the Hrat fwree {3Y ring feocirg
cordditions contuingd b ihal manie, A copy of Table LM-20 matddy 13 attached horeto,

Am flkten Gas and it offillates, including bul sot limited to e Pivotal Utiliy
Uoldings, Ins. Jamily, will comply with the «tatites and regulntions spplicabls fo Blldon Cas
regarding affllabr transaciions,

ary Sechem Company witl promptly seporl to the Coemmission eny rhange by at fenst

fyn of the e wajer ol ating agencies of the mtlng of the seslor vnsecured long-team

138
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public debt securitics issued by Southern Company, AGL Resources, or Pivotal by providing the
!

A

vating letter and related explanatory note,

Neeure Marvland Fagiloey seend .

o

{213  For at least the first three years following the closing of the Merger, the Joint
Applicants will maintain current employment levels within the Maryland werldforce supporting
Bliton (Gas’s operations. .

Muintain Lacal Coipdrnie Presenee

{22)  Blidon Gos will maintain i(s headquarters in Elkton, Maryland.

{33y EBikton Oas will vetain its corporate name and foum, and will continue to bc a
division of Pivotal Utility Holdings, Ine.

{4 AGL Resourcas will continue to have g separate bourd of outside directors for s
minimum of five (3) years f‘éliowing the closing of the Merger,

host Favored Nation Provision

{23)  Within sixty {60) days after the Merger closes, the Joint Applicants will file with
the Commission a copy of the fnal Onlers andfor Setllement Stipulations from the other
¥
Jurisdictions from which it Iz seeking Merger approval (the California Public Utilities

Conunission, Georgia Public Service Commission, flincis Commerce Commission, the Now

Jersey Board of Public Utilities, and the Virginia Stute Corporution Commission) following
t

apprroval in cach of these jurisdictions, along with an analysis indicatiag the total dolinr amount |

of auy direct cusfomer credlt approved In each jurisdiction (including = caloulation of that
ainownt on & per distribution customer basis) and oxplaining the valuation of the direct customer

credify awanded in that jurisdiction uy compared {o the value of the benefils provided for in

RAITHATIONS )
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paragraphs (2) and {2) of this Stipulatdon and Sadlement Aygreoment (culeulated in cach case on a
per-gistaibution cusmrs“:er hagls),

{t, on a per-diutibution custonier basis, the dircet enstomer aredits provided to customers
in oiher juriwdictions are mwierially more beneficial in the =ggregaie than the terms of e
Maryland Settlement, incloding the drect customer credits spenified in Prragraphs (2) and ()
ahove, then th: Jount Applivants will be obligated o provide sdditional direct customer siedits o
Elldon Gng'™s customers equivalent 4o auch shortfall caloulated on a per-distribution onstomer
bagis,

Parther € amlitions Severtiony and Reservations

(263 The Paries further stipulate and agree that

A the Joint Application, along with all testinony of Stalf, OPC, and the Joint
Applicsnts filed in inls proceeding, including any tesdmeny proffered in gupport of this
stipulstion and Sciilement Agreemont, shall be made a parl of the record, except as set forth in
parngraph G, below;

3. this Stipulation and Settlesaent Agreement is expressly conditioned upon
ths Commisston’s acceptance of all of it terms, without change o condition;

C. this Stipulation and Settlement Apreernent constibutes a full seitlement of
the Joint Application and resolves all issues and sdjustmonts mised by the Jeint Applivation,
suntested and uncontestad. Thiz Stipulation and Setilement Agresment may only be medilied by
s further written agreement excoutad by all the partes to this Agresmeny

. this Stipalation snd Scfilement Agreement zopraseniz o counpromise of
divergent rocitions 1o order to end H don, and shall not be rogardsd a3 procedent with 1espect

o aoy fuwre case.  The Darties sgres that the terms and condidons resulting from this

B P aim s
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compromise and contained in this Stipulation and Scttlement Agrecment will result in Southern
Company’s scquisition of substantial influence gver the policies and actions of Elldon Gas being
consistent with the public iniercsi, convenisuce, and néccssity, including benefits and no hamm to
sonsumers, in accordance with PUA § 6-108()(3)(1). The. Parties further agrse that the
resolution of the issues herein, tuken ag a whole, is in the public intorest, convenience and

f

nevessity;

L. acceptance hy the Commission of thiz Stipulation and Seitlernent
Agreernent shall not be deemed nor shall it constitute in any respect a determination by the
Commission as to the merits of any of the contentiofis or allegations that might be made by any
of the Partizs to the Stipulation and Settlement Agreement in the abscnce of settlement;

N the discussions and negetintions which produced this Stipulation and
Scttlement Agreoment have been condusted on the explicit understanding that all offers of
settloment and discussions relating thereto are and shall be privileged and coufidential, shail be
without prejudice to the position of any pacty or participant presenting any such offor or
participating in any such discussions, and are not to be used in any manner in connection with
this proceeding or otherwise;

G, since thiz Stpulation and Scitlement Agreement is conditioned upon
Commigsion acceplance of its tevms in their entirety, as aforesnid, the Stipulation and Settlerent
Agreement shall be submitﬁcd to the Commission on the condition thal, in the event the
Comunisslon does not accept and approve it in ils entivety, the Stpuluion and Settlement
Agreement shall be deemed withdravwn znd void, snd neithor this Stipuiaiian and Settiement
Agremmont, uor any matters associated with Us consideration by the Commission, shall be

considered or argued © be a waiver of the rights that sny Party has for a decision in this mattet,

AW nwin R
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If the Commizsaion docg not unconditionally approve this Stipulation and Settloment Agrocment
without modilication, the Parties shull rolain ol procedurd vad due process rights ay fully es
Jongh this Stipulation and S«tiement Agresment had not been presented for approval, and any
momerands, lesiimony, or vahibits that have been offered ur received in support of s
Agregmerd shall become privileged E;s roflzcting thy substantive sontent of sstilemeny discuasion
and shall be sieicken from snd not be coosidered a3 part of Jhe administrative or evidentiary
reeord befare the Commussion for any firther purposs whstsoever; sad

H if the Commission unconditionally accepis the specific terma of thix
Siipulation and Seldement Agrewment without modification, the Partiag waive their rsspective
fglits tor {1} appual & pruposed order of the Public Uity Law Judge to the Commission; (1)
Jeel reheang of a Commission ordsr; and 3) seek judicial revicw of 2 Commission wder, The
Partics shall not teke any action before the Commission or s Cowrt in derogation of this
Stipufacion and Settlement Agreement,

L The terms and sonditions set forth in this Stipulation and Senfement
Ageoomnsnt shall only be binding on the Parties upon approval by the Commission and upon
consununation of the Merger, which are express conditions prevedent,

J. the Partles may cxecute this Stipulation sed Betthmunt Agresment in
supwrate counterperis, ssch of which, when so exeented and dolivered, shall constiute an
original, bat oll of whieh together shall constitute ore aod the sume instrurnent, I the event that
any signature is Jelivered by facsimile ransmission ot by e-mail delivery of 2 Y. pdf or other
formattod 4atg file, sugh signature shall be treated as an origiral and crente 8 velid sud bindiag

gbligation o the executing pasty.

LEARPLEAC IS )
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Ruspest fuily submitted,

- .
{ 5/“‘ ff'féb /2 PAC

Annetts B, Garolrid ! /}
Peter A, Woolsen /
Asslstant §taff Counsel

Staff of the Public Secvice Commission

Ronald Herzfeld
Assistant People's Counsel
Maryland Office of People’s Counsel

i

J, Joseph Curren, T
Venable LLP
Counsel for The Southarn Company

Carville B, Collina

DLA Piper LLP (US)

Coungel for AGL Resources Inc, and Pivotal
Unility Holdings, Ino,, d/b/a Elkton Gas

18
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Respectfully submided,

Anpetts B, Garofalo
Prter A, Woulson
Ajsisal Siatf Connsd
- "‘Fit;xi'{\u!/&’w Fublic Service t oy 3 son
e //

o o~ . 4
(/ . B CA %
\ o .«‘:"d;:ﬂ""/ .

- ﬁj‘fz;;ms!&i lernfuhd -

Azsistunt People's Counsel
Marylond Offiee of Beople’s Counsel

J, Josagh Curran, 111
Vensble LLP
Ceunassl for Tha Sotthern Company

Carville B, Collina

DLA Fiper LLP(US)

Coangel for AGL Fesowees Ing, and Pivota)
Utility Holdings, Inc., d/b/a Elkion Gus

Pebroary 24, 2816
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* Respectfully submitied,

Annette B, Garofalo

Peter A. Woolson

Assistant Staff Counsel

Sinff of the Public Service Commission

" Ronald Mol b -

Assistant Doofi s Ccusw:l
Minv v} wid Office of People’s Counsel

//; ////,\2

1 Jmeph Curran, I
Venable LLP .
Counsel for The Southern Cornpuny

»

Carvilie B, Collins
DLA Piper LLE (US)

Utility Holdings, Inc,, d/b/a Elidton Cag
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Coungel for AGL Resources Inc, and Fivoial
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Raspectfully submirted,

Anngtie B, Garofalo

Putar A, Woolson

Asaistunt Siaff Covasel

Staff of the Pubiic Service Cnmumission

Renald Herzfold
Asaigtant Peopla’s Counsel
Maryland Offive of Peonle’s Counsal

L Jogeph Curran, U
Venabla LLP
Comsel for The Suuthern Company

7 ey
Conedll, 225 (G (%M
Carville B, Colling
DLA Piper LLP (US)
Counsel for ACL Resources Ine, and Plvotad
rility Holdings, Ine, d/b/a Blkirn Gag
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Aganda Date: 8/28/18
Agenda llem: 2E

STATE OF NEW JERSEY
Board of Public Utilities
44 South Clinton Avenue, 3rd Floor, Suite 314

Post Cffice Box 350
Trenton, Mew Jersey 08625-0350
www.nisovibpy/
ENERGY
N THE MATTER OF THE MERGER OF THE QRDER ADOPTING
SOUTHERN COMPANY AND AGL RESOURCES, INC

STIPULATION

DOCKET NO. GM18101186

Parties of Record:

Stefanis A. Brand, Esg., Diractor, Mew Jerscsy Division of Rate Counsel

Joseph Acrardo, Jr, Esg., Depuly General Counsel, Publlc Service Electric and Gas
Company

SBteven Goldenberg, Fsq., New Jersey Large Energy Users Coalition
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Holdings, Ing, dib/a Elizabethtown Gas

Staphen B. Genzer, Esq., Atlomey for Joint Petitloners, The Southarn Company and AMS
Carp.

2Y THE BCARD:

Ay this Dacision and Order, the New Jersey Board of Public Utilities { Board’) considers a
stipulation sxecuted by Southern Company ("Scuthern Company’), AGL Resources ine. ("AGL
Resources®), AMS Corp. and Plotal Utlity Holdings, Ine. ("Pivotal’) dfbla Blizabethtown Gas
{"Efizahathtown’) (collactively, the “Joint Petitioners”), the New Jersey Division of Rate Counsel
{"Rate Counsel”), New Jarsey Large Energy Users Coalftion {"NJLEUCY) and Board Staff
("Staff") {collectively, "Farties”), which resclves the above-caplioned matter.

BACKGROUND

On or about Oclober 16, 2014, the Joint Petitionars filed a Juint Peiition for approvel by the
Board pursuant to NoLSA. 482511 and N.LAC, 14:1-5.14{c), and related stelutes and
requlations, for @ change of control of Elizabethiown to be sffectuated Ly the merger of AGL
Resources with AMS Corp., a wholy-owned suhsidiary of Scuthern Company {the "Merger™,
Headquartered in Union County, MJ, Elizabetldown provides service (o approxdmately 282,000
customers and owns approximately 3,200 miles of distribulion pipeline and 22 miles of
transmission pipstine.
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!

The Merger will result In Southern Company becoming the parent of Elizabethiown and ten
other regulated utilities serving over nine million customers in nine states, including New Jersey,
Alabama, Florida, Georgia, Hindis, Maryland, Mississippi, Tennessse, and Virginia, The Joint
Petition asseris that the Mergar will support a strong credit profile, and continue to provide
Ellzabethtown with the ability to invest In necessary capital and infrastructure to ensure the
provision of safe, adeguate and proper service to its New Jersay customers at just and
reasonable rates, Joint Petilioners argued that Ellzabethiown’s customers, and the State of
MNew Jersay, will realize substanlial tangible benefits from the Merger as a result of the Joint
Petitioners’ commitments to modify Elizabethiown's current Asset Management Agreement with
Sequent Energy Management LP. to provide an additional $8 miliion of crediis to customers
and to more than double Elizabethtown's current level of community support to $500,000
annually. The Joint Pelitioners also stated that they are making a number of significant
commitments to employees and the State of New Jersey.

-

THE PROPOSED TRANSACTION

Scuthern Company will acquire AGL Resources through g reverse trangular msrger.
Spadifically, AGL Resources will merge with AMS Corp., with AGL Rescurces remaining as the
surviving entity. AMS Corp. will cease to oxist, and AGL Resources will become a direct, wholly-
owned subsidiary of Southern Company. Elizabethtown will remain an indirect, wholly-cwnad
subsidiary of AGL Resources, with Southern Company as is ultimate parent. The transaction's
enterprise value is approximately $12 biion. Under the terms of the Merger Agreement,
Southern Company has agreed to pay $66 for each share of common steck of AGL Resources
fasusd and outstanding on the closing date of the Merger — approximatsly 120,000,000 shareg - &
for an aggregate purchase price of approximately $8 billion In cash. To finance this purchase,
Southern Company plans to issue approximately $3 billion In new Southern Company equity
betwean now and the end of 2018 and o issue approximately 35 billlon in new debt at the
Souihern Company lavel, Neither AGL Resources nor Elizabethtown will issug debt or squity in
sarmection with, or to fund, the Merger. Following the closing of the Merger, AGL Resources will
no longer be a publicly traded company. In addition, Southern Company will assume the debt of
AGL Resources at closing,

PROCEDURAL HISTORY

-

By Order dated December 16, 2015 the Board retained this matter for hearing, and designated
Commissioner Dlanne Solomon as the Presiding Officer with the authority to establish and
modify schadules, decids ali mollons, and otherwise control the conduct of this case, subject to
Board rafification. Additionally, the December 18, 2015 Order set January 28, 2016 as the
deadiine for the flling of motions to intervens or participate in this matter.

By Order dated January 28, 2016, Presiding Commisstoner Solomon sxecuted a Prehearing
Order establishing the Prehearing Schedule in this matter, }

Timely Maotions to Intervens were made by NJLEUC on January 5, 2018 and PSE&G on -
January 27, 2018, ‘NJLEUC also made a Motion for Admission Fm Hac Vice on behalf of
fPaul Forshay, By correspondence dated February 8, 2016, the Joint Petitioners indicated
they would not oppose NJLEUC's Motion 1o Intervene 10 the extent NJLEUC disclosed its
mambers who are customers of Elizabethtown. By correspondence dated February 17,
20186, NJLEUC identified three members that it slated ware custcmers of Elizabethiown,

§
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By Order dated February 28, 2018, the Motions o Intervens of NJLEUC and PSE&G and
tha Motion for Admission Pro Mac Vice were granded by Gommissioner Soiomaon.

After proper public nofice, twio public hearings were held in Flemington, New Jersey on
February 22, 2016 at 4;30 P.M. and 5:30 P.M. and on February 24, 2018 In Unlon, New Jersey
at 4:30 PM. and 5230 PM. Commissioner Solormon presided ovar both public hearings, Cne
member of the public appsared at the public hearing in Flamington., No members of the public
appeared at the hearlng In Unlon. ’

The Joint Petition was supportad by the Direct Tastimony of three witnesses: Art P. Beattle
and Mark 8. Lantrp of Southern Company and Hepry (Hank) P. lLinginfeiter of AGL
Rasources.  On March 11, 2018, Rate Coungel submitted the Direct Testimony of six
witnesses. Maximilian Chang, David E. Dismukes, Matthew | Kahal, Dante Mugrace, David E,
Petersan and John A, Rosankranz.  On April 8, 2018, the Joint Petitiohers submitled the
Rehuital Testimony of seven wilnesses: Massrs. Beatlle, Lantrip and Linginfeitar and Timothy
8. Sherwood, Michae! Morley, Pobert 8, Hevert and Joseph P. Kait.

Extensive disgovery was conducted and a number of settlement discussions ware held. Joint
Petitioners, Board Staff, Rate Counsel, and NILEUC (collectively, the "Signatory Parties”)
have coma o an agreament executed on May 8§, 2018 concerning all of the factual and legal
issues arlsing in this matter which is the subject of this Order. By felter dated May 8, 2018,
PSEAG Informed the Board that it had no objection to the Stipudation.

STATUTORY STANDARD OF REVIEW AND POSITIVE BENEFITS TEST

During the discovery process and the development of the Stipulation of Settlement, Staff utilized
tha principies embedded in the "positive benefits” standard of review articulated In other merger
cases (8.4, RWEAWW (PO, 8BC Communications, Inc., and AT&T Corporation, AT&T and
BeliSouth Corporation, etc.). Per NLAC, 141-5.14(c), positive benefits must result from the
transaction in order for the Board to approve a merger,

The Joint Petition was filed pursuant to NJL3A 4825611 and NJAG, 14:1-8.14 describes
vorious specific issues to be evaluated by the Board when considering a request to acquire or seek
to acquire control of a public ulility, direclly or indirectly. In particular, this statute requires the
Hoard o consider the effect of the proposed acquisition on: {1} competition; (2) the rales of
ratzpayers affected by the acquisition of conlrol; {3} the employsss of the affected public ulility; and
{4) the provision of safe and adequate ulility service af just and rpasonable mtes. Spacifically,
NS A 482811 provides that

Mo person shall acquire or seek to sequire control of a public ulility
directly or indirectly through the medium of an affiiated or parent
corporation or organization, or firough the purchase of shares, the
election of a board of directors, ths acyuisition of proxies to vote for
the elaction of directors, or through any other manner, without
raguesting and racewing the weilten suproval of the Board of Public
Utlilties.  Any agreement reached, of any other action taken, i
wintation of this act shell be void  In consldering a requsst for
approval of an acquisition of control, the Board shall evaluate the
impact of the acquisition on competitian, on the rates of ratepayers
affected by the acquisifion of control, on the employess of the
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affected public utiity or uiilitles, and on the provision of safe and
adequate ulillty service at Just and reasonable rates. The Board
shall accompany iis dacislon on a request for approval of an
acquisition of control with a written report detalling the basis for its
decislon, Including findings of fact and conclusions of law.:

/ Staff raviewed the specific impact areas identified in N.JS.A, 48:2-51.1 to structure the analysis,
namely the Impact of the marger on rates, employees, service qualily and compelition, as well as
posliive benefits associated with the fransaction. -

THE STIPULATION

The Pariiey reviewed the Petition, responses to discovery and have conducted discussions in an
effort to reach a proposed settlement of all issues. The Parlles have agreed fo reasonably, fully and
finally resoive all faclual and legal issues in this matter by way of the St iputation.! The terms of the
stipulation are set forth below:

The Stinulated Record

For the sole purpose of providing the Board 'with a record supporting the Stipulation, the

Signatory, Parties stipulated Into the record the Direct and Rebuttal Teslimony, but they did not
stipulate to the relevance or materiality of the testimonies, nor did they stipulate to tha
assertions or arguments made therein. Thus, the stipulated record is as follows:

1. The Dirset Testimony filed on behalf of Jeint Petziwners dated Qctober 18 2018, oQ
Messrs, Baattle, Lantrip, and Linginfelter;

2. The Direct Testimony filed on behalf of Rate Counsel, dated March 11, 2016, of
Massrs. Chang, Dismukes, Kahal, Mugrace, Peterson and Rosenkranz; and

3. The Rebutial Testimony filed on behalf of the Joint Petitioners, dated Aprit 8, 2016, of
Messrs, Beattie, Lantrip, Linginfelter, Sharwood, Marley, Hevert and Kalt,

¢
Elizabethtown's Rates !

1. After consummation-of the Merger, Southern Company will anable Elizabethtown 1o
provide direct rate credits to all its customers totaling $17.5 million. The Signatory
Parfles recommend that the Board determine that these rale credits should be
distributed as direct per customer credils to all of Elizabethiown's current custorners
sarved under Service Classifications RDS, SGS, GDS, LVD, EGF, GIS, C81, 18, €8,
FT8 and {TS within sixty (60) days of ths closing of the Merger, The Signatory Parfies
agres ‘that the credits should be allocated among Elizabethtown's customer classes
based on the base rate reventes reflécted in the rales that resulisd from
Etizabethtown's most recent base rate proceeding, in BPU Dockat No. GROSG30198;

2. Flzabethlown will file its next bass rate case no later than Seplember 1, 2016
(hereinaiter "the 2018 Rate Case”) In accordance with the Board's Order in Docket No.
GO12070693;

! Although described in this Qrder at some length, should there be any conflist between this summary and
the Stipulation, the terms of the Stipulation control, subject to the findings and conclusions in this Order,
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Effzabsthiown will file a further base rale case (hereinafter "the 2020 Rate Case”) no
later than three vears after the complstion of the 2016 Rate Case;

Any nst savings realized by Elizebeiitown through the Merger integration process will
he flowed through to Elizabethtown's customers through the normal base rate cass
Proceas;

Ins future rate procesdings, o ensure that Ellzabethtown’s customers will anly pay costs
{5 achisve to the axtent that thers are offselting synergy savings, Efizabethtown will net
the {otal costs incurred to achieve synergy savings against the resulting total synergy
savings, and may racover those costs to achieve only up to the amount of the total
synergy savings gererated. As part of #is 2020 Rate Case filing, Elizabethiown will file
a2 comprehensive study identifying the Merger costs to achieve inouwrred by
Elflzabetntown and any Merger savings reallzed by Ellzabethiown as a result of the
Marger,;

Elizabethtown will not seek recovery In rates of (3) any acquisition premium associated
with the Merger, () any cosis assonlated with goodwill arising from the Merger, (o) any
severance and ratention payments associated with executive changs of control
agraements and any financing or transaction costs Inourred In connection with the
Merger. For purposas of this Btipulation, transaction cosle are defined as {z)
consultard, investment bankar, legal and regulatory suppod fzes (nlermal as wed as
extemnall, and printing and similar expenses, (b) change in control payments, () cosis
assoclated with the shareholder meetings and a proxy slatement related o the Marger
approved by AGL Resources’ sharsholders, (d) costs assosiated with the imposition of
conditions or approval of setlerment terms in merger proceedings in other stale
jurisdictions, and (e) any financing cosls related fo the rate credit to be provided to
Ellzabethtown's customers under Section 3.A() of this Stipulation;

in its 2016 and 2020 Rale Cases, Eiizabethtown will impule AGL Resourcas’ capilal
structure {excluslve of goodwill associated with the Merger) for ralemaking purposes
and will provide Southern Company's then-consolidated capital structure as well as the
stand-alone capial structure of AGL Resources (ewclusive of goodwill). Staff, Rate
Counagl and all other partles o the rale case refaln all rights to challenge the
reasonabieness of the use of any capilal struchure submitted by Elizabsthtown for
ratemaking purposes in any fulure procesdings and lo propose alternatives o any
caplital structure submitted by Elizabethtown;

Elizabsthtown will not include any common squily or debt associated with goodwill
{ncluding  Merger-related goodwill on AGL Resources’ balance sheell in
Elizahathtown's ratemaking capital structure;

Elizabethtown will not ba permitted to recover in ite Board-autharized rate of rahim on
equity a fsk premium pertaining to the husiness and financlal risks azsonlated with
Southern Company's regulated or unregulated generation supply operations;

For a period of five (5) years following the establishment of a hasatine lavel of costs in
tha 2016 Rate Case as discussed more fully below, the amount of costs assessed o
Efizabsthtown for services provided by an affiliate shall be no greater than i would
havae heen had thse Merger not ocourred, regardless of whether such services are

[o:3
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provided divectly or indirectly by Southern Company Sendces, inc. ("8C8"), AGL
Sarvices “Company, Inc. {fAGSC") or any other Southern Company affiliate.
Etzabethtown will propose an annual level of allocaled AGSC costs that will serve as a
baseline for the five-year commitment in Elizabsthtown's 2016 Rate Cass;

.in the 2016 Rate Case, Clizabethlown shall use the lower of the baseline level of

aliocated AGSC costs or its actual normalized allocated affiliate costs for ratemaking
purposes. Nolwithstanding this condition, the parties to the 2016 Rate Case retain all
of ther rights o challenge Elzabethlown's proposed bassline level of costs and the
lavel of service campany costs to be reflected iy Elizabethtown's rates and to proposs
alternatives to the baseline level of costs proposed by Elizabethtown; and

In any other rate proceeding commenced during the five-year commilment period
following the establishment of the baseline level of allocated AGSC cosis in the 2016
Rate Cass, Ellzabethtown wil have the burden to demonstrate that its service
nompany costs are no higher than they would have been in the absence of the Merger
for the services for which Elizabsthtown may sesk cost recovary in such fulure rate
proceadings. The baseline fevel of allocated AGSC costs established In the 2016 Rate
Case will nol be treated as a hard cap on Elizabethlown's recoverable service
company cosis but will be reviewed as evidence of whether Elizabsthiown hos met the
burden astablishsed in this Stipulation. The parties to such fulure rate proceedings shall
have full rights to challenge any service company costs allocated to Elizabethiown.

Employees

1.

o

For the firét five (8) vears following the closing of the Merger, Southern Company,
3CS8, AGL Resources, AGSC and Ellzabethiown, together, will maintain a minimum of
300 employees in New Jerssy supporting Elzabethtown’s operations.  This number
shall includs management and compliance, field operations, corporats support,
ragulatory support, call center and other customer service positions, Elizabethtown
will submit an annual report fo Board 8taff and Rate Counsel sefting forth the number
of employeas by position and function with a baseline repor to be flled within sixty (60)
days of Merger closing and updates on the annual anniversary of that date,

Any additional employees necessary due to'the implementation of any future
infrastruciure enhancement program will be In addition to the 300 employse minimum
and will not be used to offset any non-athrition/retirement related fluctuations in the
employment level required to ba retained in New Jersey as set forth in this Stipulation;

Sauthern Company will hohor all of AGL Resourcas and Elizabethtown's existing
collective bargaining agreements In effect at the time of the closing of the Merger;

Southern Company will assume AGL Resources' obligations or cause AGL Resources
to continue to mest its obligations to Elizabethiown's employees and retirees with
respect to pension benefits; and

AGL Resources and Elizabathtown shall continue to maintain core management
teams in place following the completion of the Merger for five {8) years that are fully
capable of managing Elizabethtown’s fleld operations, compliance, corporate support,
regulatory support, call center and other customer service funclions, Management
positions responsible for ensuring the safe and rellabis operation of Elizabsthtown will
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remain in New Jersey and Naw Jersey management shall maintain authority to make
decisions on how hest to serve Elizabelhtown's operational needs wiile continuing tn
repart to AGL Resources’ Distribulion Operations.  Elizabethtown will provide an
annual report to the Board ldentifying all changes in core management personnei for
the first five (B) years following the Merger with a baseline report to be filed within 80
days of Merger closing with annual updates due on the anniversary of thet date.

eryice
1.

Elizabethtown's operations centers, call centers, walk-in payment centers and
headquarters will be maintainad for at least five (8) yaars {oliowing the Merger. Any
future relocation of walk-in payment centers, the call center or headguarers must be
approvad In advanca by the Beard. Future relocations of operations centers within the
servdes territory will not require Board approval but will reguire sixty (80} days advanca
notics to the Board Secretary. Refocation of operations cemters outside the service
territory will require prior Board approval,

Southern Company will provide Elizabsthiown with the resources necessary to invest
in capital and Infrastructure projects to help ensure that Elizabethtown may continua to
provide safe, refiable and adequate ulllity service;

Elizabethtown will conduct & root cause analysis to determine the cause of longer leak
response times on nights and weekends and provide the results of that analysis to the
Board, Staff and Rate Counsel within ninsty (80} days of the Merger, along with a
propused plan to improve that melris;

Elhzabethtown will conduct an anslysis of ths reasons for the level of customer
complaints to the Board per year and will, within six months of closing of the Merger,
develop and submit a proposed plan to improva is customer service processes where
appropriate, This plan will be submitted to the Board, Staff and Rate Counsel* and

Elizabsthitown will malntain s current level of community support conlributions of
$180.000 per year for a perod of five (8) vears following the closing of the Merger.
Commurity suppert projects could include charitable, workforce development and
egonomic development efforis.

Affiliate Rofatlonships

1.

Elizabsthiown and ity affiiates including, bl not limited to, the Pivotal family, will
oomply with all Mew Jersay and federal statutes and requlations and Board orders
applicable to Eizabathiown regarding affiiate transactions;

For informational purposes, Elizabethtown shall submit i the Board, Staif and Rate
Counsal, copizs of any sevice agraement betwesn 3C8 and AGSC of the SC8 Cost
Allocation Maruial, along with examples of expecied aliccations, within thirty (30) days
after such agreement becomes applicabls to any cosls aliocated to Elzabethtown.
Elizabethtown shall further subniit to the Board, Btafl and Rate Counsel notice of any
changes o any searvice agreement between SC3 and AGSC or the SC8 Cost
Allocation Manual, along with examples of expected alfocations, within thirty (30} days
of any sush modfications;

7 8P DOCKET NO GM15101148
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Far the remaining term of the current agset managsment agreement (*AMA") betwaen
Sequent Fnergy Management LP. (“Sequent’) and Elizsbethtown, which expires
March 31, 2018, AGL Resources will continue to conduct an annual internal audit that
examings whether Sequent Is treating Elizabethtown in a non-diserminatory manner in’
relatlon to all other Sequent asset management arrangaments, For the remalning term
of the AMA and beginning with the audit conducted for the confract year beginning
Aprit 1, 2018, one focus of the audit will be an examination of whather Sequent's
transactions with Southern Company affillates under the AMA, if any, have been

sppropriately priced in a manner consistent wilth the ierms of the AMA. To the exient

that an indwzdual counterparly may be identified in a direct transaction, AGL Resources
will provide a description of aach affiliate transaction with a Southern Company affiiiate
that takes place under the AMA. Each year, Ellzabethtown will submit a copy of the
completed annual audlt to Staff and Rate Counsel on a confidential basts;

Elizabethtown will submit a filing describing in detadl and documenting its plans for
providing gas supply and capacily management services following the axpiration of ifs
current AMA with Sequent no [ater than Qclober 1, 2017, Staff, Rate Counsal and all
other pariles retain all rights o take any position with respect to the proposal made by
Elizabethtown In such filing;

if during the term of tha current Ellzabethtowr/Sequent AMA, Sequent enters into ahy
contracts to provida asset management services to any Southern Company affiliate
that provides electric generation sarvice, AGL Rasources will provide fo Staff and Rate
Counsel, on a confidential basis, quartery reportz of Sequent's asset management
activities on behalf of any Southem Company affiliate similar to the quarterly reports
provided by Elizabethtown concerning its AMA with Sequent;

in the event that Southern Company or any of its affifiates purchases or constrycts a
natural gas-fired generation plant within the PIM reglonal transmission organization
after the closing of the Merger, Southern Company will provide the Board, Staff and
Rate Counsel with & quarterly report containing transportation and delivery information
for each such plant, Elizabethiown will not charge distribution ratés, or offer terms and
condilions of service, 1o a Scuthern Company-afiiliated generaling plant constructed
within PJM that are not made avaflable on a non-discriminatory basis to similarly
stuated non-affillated generators that are customers of Elizabsthiown.

Ring Fencing and Financial Protections

1.

Following the closing of the Marger, AGL Resources will have a separate board of
oldside dirgctors for a minimum of five (8) years, and Elizabethtown will maintain ifs
corporate name and form, Elizabethtown will continue to be a division of Plvotal and
Elizabethtown and Pivotal will continue to provide separately audited financial
statements to the Board;

AGL Resources and Elizahethtown will not issue debt or equily In connection with the
Merger;

\ .
AGL Resources will he a first tier subs;d ary of Southern Company. Further, AGL
Resources will continue to serve as the capital supply source for tengmterm and short-
term debt and equity for Elizabethtown post-merger;
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4, In the event that any of the thres major credit rating sgencies downgrade the corporate
or fssuer oredit ratings or the sanior unsecured dabt cating for the long<arm pubilic debt
securiiies issued by Southem Company, AGL Resourges, AGL Cupital Corporation or
Pivolal, Elizabathtown Wil provide the Board, Staff and Pate Counsel with a copy of the
ratings letter and relatad explanatory nole within #fleen {15) days of receipt of notice of
such downgrade;

5. Within one year of the clasing of the Merger, Southern Company, AGL Resourcas and
Fllzabethiown will conduct an analysis of thelr operstional and financial risks to
determing the adequacy of thelr ring fencing measures.  This analysis will be
conducted in 18 same manner reruired by the Maryland Public Service Commission in
s order approving the Merger. Sae Altachment A, This analysis will be submitted to
the Board, 2aff and Rals Counssel along with recommendations for correcting any
deficiencies identified in the analysis;

4. If AGL Resources’ senior unsecurad debt rating falls below investment grade (below
BEB- by Standard and Foor's or Filch or Ba23 by Moody's), then AGL Resources shalt
ceasa paying dividends ta Southern Company un#l such time as an investment grade
rating Is restored; and

7. Sauthern Company and AGLR will make available to the Board any public disclosuras
of materal information that they are required to make pursuant to the BEC's FD
Ragulation,

DISCUSSION AtID FINDINGS

The Board, having reviewad the Petilion, the Stipudation and the entire record, FINDS that the
proposed acquisition by Southsm Company of AGL Resources, PHI and Elizabethiown Gas
Company sotisfles NLLSA, 482-51.1 and NJAC. 14:1-5.14(c). and providas a net benefit o
Elizabethiown customers and to New Jersey.

A, Compstiion: The change in conirol will not adversely impact competifion in New Jarsey
bacause Elizabethtown will continue to operate In s curvent franchize teritory under the
same market condition which currently exists subjest to the continuing jurlsdiction of the
Board, The Antitrust Ubvision of the U.S. Department of Justice has completad its raview
of the transaction and clgsed its investigation without imposing condibions requiring
mitigation,  In addition, AGL Resources will continue {o conduct an infernal audit that
examines whather Sequent is treating Elizabethiown in a non-daariminatory manner In
relation {0 ather Sequent asset management agreements.

B. Customer Rates: Tha Transaction wili have a positive impact on rates as customers will
recowve $17.5 million in dirsct rate credits, will be shielded from any pass-through of
acquisition premiums, fransaclions sosts or goodwill, and will receive protections in
fulure rais case $o that cosls to acnieve savings mov not exceed aliocalsd merger
savings in ratas. The Stpulation also provides protections with regard to the zaloiation
of Saervice Company charges so thal cosls to Elizabethtonn customers In 2016 and 2020
post-merger rate cases will not exceed Service Comrpany charges had the merger not
veeurred.

C. Emplovess: Southorn Company, BC8, AGL Resources, AGSC ard Elizabathiown
together have commitied to maintaining a minimum of 300 employees (he approrimats
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number of chrrent employses) in New Jersey for five years following merger closing and
Elizabethtown will submil reports fo the Board annually detaling the number of
employees by position and function. Employees in support of any future infrastructure
enhancement programs will be in addition fo the 300 employes commilment and
Elizabethtown will maintain core management teams now in place for five years post-
mearger. Southern Company will honor all collective bargaining agreements, continue fo
meet obligations 1o employees and retirees and maintain a management team in New
Jersey

0, Provision of 8afe and Adequate Service: Ellzabethtown will continue to provide safe,
adequate and refiable, high-quality service and fulfill all of its ohligations under New
Jersey law, subject to the continued jurisdiction of the Board, Additionally, management
positions rasponsible for enswing the safe and reliable operation of Elizabethtown will
remain In New Jersey and will maintain authority to make appropriate operational
decisions.  Elizabsthtown's opsrations, call and walk-in payment cenlers and
headquariers will be maintained for at least five years posbmerger. Specifically,
Elizabethiown's core management teams will stay in place for at least five years, which
are fully capable of managing Elizabsthlown's field oporailons, compliance, regulatory
support and ofher customer service obligations. Southern Company will provide
Elizabethiown with the resources necessary to Invest in capilal and infrastructure
projects and Elizabethiown will take actions to remedy cerlain fong leak-response timss
in parts of its territory as well as taking action to reduce the level of customer complaints,

With regard to positive net benefit, the $17.5 million doliar direct rate credit and the amployment
commitments that extend five years consfitute a net positive benefit for Elizabethtown
ratepayers and New Jersey, Ralepayers will receive $17.5 million in synergy savings via a credit
to bills which is a real financial benefit to ratepayers which would not coccur absent the merger.
Southern Company agresd lo maintain employment at levals specified In the stipulation and
committed to maintain core management o assure continued maintenance of safe, adequats
and proper sorvice, Scuthern Company agreed that Staff would become an “interested party’
for SEC disclosure purpuses which assurs that Staff would be informed consurrently with the
SEC, nvestment professionals, efo. about material events so that appropriate and timely action
can be taken, Further, the stipulation contains various ring-fencing and other measures
including regtrictions on dividend paymenis o assure the continuing financial integrily of the
ut fity.

The Board HEREBY APPROVES the proposed acquisiion of AGL Resources and
Elizabethtown by Southern Company. Having considarad the magnitude of the transaction, the
Board HEREBY FINDS that the proposed acquisition Is in the public Interest subject to the
following conditions’

1. This Ordsr is based upon the specific and particular facts of this fransaction and shall
rol have precedential vaius in future transactions that may come before the Board and
shall not be relisd on as such, :

2 This Order shall not affect or in any way limit the exercisae of the authorily of the Board,
or of the Stale, In any future petition, or in any procesding with respect {o rates,

franchises, service, financing, accounting, capitalization, depraciation or in any matlers
affecting Blizabethiown,
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3, Within thirdy (30) days of the date of the closing of this transaction, the Joint Petitioners
shall fle with the Board proof of the closing, net transaction costs, and final journal
entrias along with a ¢etalled calgulation, including selling sxpenses of the sale.

4. Consummation of the proposed Merger must take place no later than December 31,
2018 unless ctherwiss sxtended by the Board,

The Board HERERY RATIFIES the decisions of Commissioner Solomon rendered duing the
procesadings for the reasons stated in her Orders,

The Crdaer shall ba effective on June 28, 20186.

DATED:  (, (291 8OARD GF PUBLIG UTILITIES
BY.
/i
) RICHARD 8. MRO

yd PRESIDENT

&

?; ~
/% Sl i S Mol
(‘ / z UU (o
\é@&% . FIORDALIED QARY ANNA HOLDEN

GMMISSIONER OMMISSIONER

\A /\\-\Aé)\ Renaine OW

DIANNE §OLQMON UPEMDRA J. CHIVUKULA
COMMISSIONER LOMMISSIONER

e
ATTEST: - ”f)ﬂk 52%7’21/}

#E KIM ASBURY
SECRETARY

LHEARSY CERTIFY that thae viithin
S ament b @ lua dupy ot wghnnd
sy o o st Bated af Prbiic Utiat,

(e e iy
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IN THE MATTER OF THE MERGER OF THE SOUTHERN COMPANY AND
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Tranton, NJ 08626-0003
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Executive Director
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Board of Public Utilides

44 South Clinton Avenue, 3% Floor, Suite 314
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Henry Ggden
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Acadian Consulting Group

5800 One Parking Place Drive, Suite 5-F
Baton Rouga, LA 70808
daviddismukss@acadianconsulting.com

Edward MoGea

Acadian Consulting Group

5800 One Perking Drive, Suite 8-F
Baton Rouge, LA 70808
edmeges@acadianconsulting.com

CULLEN AND DYKMAN

Deborah Franco, Esq.
Cullen and Dykman

Garden Clty Center

100 Quentin Rovsevelt Bivd,
Garden City, NY 11530
DRFranco@oulienanddykman.com

Kenneth T. Maloney, Esq.

Cullen and Dykman

1101 14" Street, NW, Suite 850
Washington, DC 20005
kmaloney@oullenanddykman.com

SAUL EWING LLP

Stephen 8. Ganzer, Esg,

Saul Ewing LLP ’
One Rivarfront Plaza, Suite 1520
Newark, NJ 07102

sgenzarfsaul.com
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’ : MAY 05 1 2

~ COR L DRIGINAL
CULLENandDYKAxLi LLP

Garden City Center

100 Quantin Hoosevelt Boulevard
NAME: DEBORAI M. FRANCG, ESQ. Garden City, New York 11530-4850
Teres PARTNER
DRECY Diat: $16.3573878
DTy Fax: 5163573792
DINANGOACTTLENANDIMAN COM

May 5, 2016 RECEIVED

VIA ELECTRONIC MAIL AND FEDERAL EXPRESS

0§ 2016
Honorable Irens Kim Asbury MAY

Seoretary 0 OF PUBLIC UTILITIES
New Jersey Doard of Public Utilities BoA MAIL ROOM N
44 South Clinton Avenuve, 3rd floar, Suile 314

P.0O.Box 350

Trenton, New fersey 08625-0350

Re:  In The Maiter Of The Merger Of The Southern Company And
AGL Resgurees, Inc,
BPU Docket No, GM15101196

Dear Secrstary Asbury;

Erecloscd for filing in the above proceeding are an otiginal and ten copies of a Stipulation
of Settlornent executed by repressntatives of The Southern Company, AGL Resources Ing,
Pivotal Utllity Holdings, Inc. &/1/a Blizabethtown Gas, the Staff of the New Jerssy Board of Public
Utilities, the New Jersey Division of Rate Counsel and the New Jersey Large Energy Users
Coalition {together, the “Signatory Parties”). It is our understanding that the Stipulation is not !
opposed by any party to this proceeding. The Stipulation resolves all issues in this proceeding,

The Signatory Parties respsctfully request that the Bosrd consider and approve the
Stipulation at its regularly scheduled public agends mesting on Weduesday, Juns 29, 2016,

Plsase contact the undersigned if you have questions or require farther information.
Thank you.

Respectfully submitted,

/s/@ 4 /g}?a:raw . i

Deborah M. Franco / -
Of Counsel to
AGL Resources Inc. and Pivotal Utility Holdings,

/ - Ine, d/b/a Elizabethtown Gas,
oo Service List

ZM@@’“
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Attanta, GA 30309
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Nanoy Brucher
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1844 Perry Road
tlapervifle, I, 60543
nbruche@loghesournes tom

Christapber Demko
The Sowthern Compuny

3¢ Tvio &llen Iy, Bivd, NW

Atlanta, GA 30208
shdempkofisguiherneo com

{rene Kim Asbwry, Seeretary

Board of Publlc Utlites
44 South Clinton Aveoys
3rd Floor, Suite 314

P 0. Box 230

Trenton, NI 07826-0350

Yons Ashngyboustaten us

Alice Bator

Bosrd of Public Utllittes
44 South Clinton Avamue
3rd Floor, Salte 314

PO Dox 330

Tesnton, N 07826-0350

ice Paterfihou state ni g
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Mk Boyer
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P.O. Box 350

Trenton, NJ 07826-0350
Mk Beyer@bou state niug
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44 South Clinton Avenuy

3ed Floor, Suite 314

B.O, Box 358

Treaton, N107426-0350
Tackie Ceradyhpustaie nius

Stasy Peterson

Buoued of Public Utilithes

44 South Clinten Avenua

3sd Floor, Suite 314

2.0, Box 350

Trenton, NI §7826-0350

Siacy Petecson@@hou siate nius

Stephantis A, Bmad, Director
Bivision of Rate Counsel

140 Bast Front Sirzet, 4th Floog
P.C. Bax 003

Teenton, NJ 08625
shrandfmastataning

Brian . Lipmag, Litigation Maouger
THvision of Rabe Counsel

140 Eanst Front Steeet, 4t Floor

2.0 Box 003

Treaton, NI OR625

Glipmen@ros stele njyg

Felicia Thomas-Friel, By,
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PO, Box 003
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fhomastBiron stafe njus
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Henry M. Qgden, Esy,
Division of Rate Counael

144 East Front Strect, 4th Floor
PO, Dox 003

Treaton, NJ 08628

hodgen@®rpa stata.niug

Maura Caroselli, Esg.

Diviston of Rute Counsel

140 Tast Pront Strest, 41 Floor
PO Box 003

Trenton, NJ 08625
mesroseilion {e.niu

Kurt 8. Lewawdowski, Bsq.
Diviston of Rate Counsel
140 Bast Front Street, 4th Flogr
. PO Box 033

Treoton, NJ 03425

klewsnd State.nlu

Christine Juarez, Bsgl

Division of Rate Counsel

140 East Front Street, 4th Flooe
PO Box 003

Tronton, NJ 0BE25
ciuarez/Arpa state, il

Shelly Massey, Paralegal
Diviston of Rate Counsel

140 Enat Front Streat, 4th Floor
P.0, Box 003

Treuton, NJ 086235
sronssey(@rpa stnteniuy -

Aldex Morean, DAG
Department of Law & Public Sufety
Division of Law
On behatf of BBU Staff
124 Iialsay Street
P.0L Box 45029
Mewnrk, Naw Jarsey 07101
2. Mor dol. Ips statenivs

Patricia Krogman, DAG

Departiment of Law & Public Salety
Division of Law

On behatf of BPU Staff

124 Halsey Street

PG, Box 43025

Newatlk, New Jersey 67101

Pairizia Krogmaniidolips state i us
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Angela Hickson/@idol lpe.state njg

Deborah Fraueo, Feq.

Cuilen and Dykman

Clarden City Center

100 Quentin Roosevelt Blvd,
Garden City, NY 11530
dftaneatdionllensnddyktman, com

Kennath T. Meloney, Bsq.

Cullen and Dykman
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Washington, 30 20005
kmalopeyBeuliensnddvkaman com

Colinn A Foley, Esq.

Suu} Kowing LLP

Ons Rivecfront Plaza, Suite 1520
Newark, NTO7102
afofevi@asul.com

Staphen B. Genzer, Bsq

Saul ¥wiag LLY

One Riverfront Plaza, Suite 1320
Newark, NI 07102

sgenzer@saul.com *

Courlney L. Schultz, Bsq.

Saul Ewving LLP

Centro Squars West, 38th Floor
1500 Market Smest
Philadelphin, PA 191062

esehy saui.col

John Rosenkranz

Synapse Encrgy Economies, Ine.
On behnlf of Rate Counsel

485 Massachusziis Ave, Suilte 2
Cambndge, M4 02139
irssunlasna@yerizon net

Max Chang

Synapse Energy Economies, Tnc.
On bekolf of Rate Counsel

485 Mussachusotis Ave., Sulte 2
Cambridge, MA 02139
mekang@syospse-enerpy.c

batthew 1. Kahal

Foxetor Associates, Ine.

On behaif of Baie Counsel

10480 Lastls Potuxent Purhway, Suite 300
Columbin, MID 21044 !

wkahai@Exelernssociates com

David Dismukes, Fh.D,

Acadian Consulting Group
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3800 One Perkins Place Dr., Snite $-F
Batou Rougs, LA 70808

daviddizmi cadingconsalting o

Edward MeGes

Acadinn Consulling Group

On behaif of Rate Counzsl

5806 One Perkins Place Dir,, Suite 5-F
Baton Rougs, LA 70808
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Kim Discavkes

Acadian Consuliing Group

On behulf of Rate Connesl

5800 Oue Peckios Place Dr., Buite 5-F
Baton Rouge, LA 70804
Kmdismukes@acadianconsulting com
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PO, Box 350
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Steven Goldenberg
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Samuel Wolfe
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RECEIVI_

MAY 0B 2

STATE OF NEW JERSEY ' s ‘

BOARD OF PUBLIC UTILITIES 5000 OF PUBL'G UTLE s
: MAIL ROCH

[

IN THE MATTER OF THE MERGER OF, :
THE SOUTHERN COMPANY AND AGL ?
RESOURCES INC, :

e ———
BPU Docket No, GM15101196

STIPULATION OF SETTLEMENT

APPEARAMCES:

Stephen B. Genzer, Esq., Colleen A, Foley, Esq. and Courtney L. Schuitz, Fsq., Saul
Ewing LLP, on behalf of The Scuthera Ccmpany

Mary Pairicia Keefe, Esq., Vice President on behalf of AGL Resources Inc. and Pivotal
 Utility Holdings, Inc. d/b/a Elizabethtown Gas

Kenneth T. Maloney, Esq. and Deborah M. Franco, Fsq.; Cullen and Dykman LLP, on
behalf of AGL Resaurc:es Inc. and Pivotal Uility Holdings, Inc. d/bfa Blizabethtown
(ias

Alex Moreay, Doputy Attorney General and Patricls Krogman, Deputy Attorney
(eneral (Robert Lougy, Acting Attorney General of New Jersey), on behalf of the Staff
of the Board of Public (hilities

Stefanie A. Brand, Bsq, Direstor, Brian Lipman, Bsq., Litigation Manager, Felicia
Thomas-Friel, Managing Atlorney — Gas, Sarah H. Steindel, Tisq,, Assistant Deputy
Rute Counsel, Henry M. Opden, Fsq, Assistant Deputy Rate Counsel, Kurt
Lewandowski, Esq., Asgistant Deputy Rate Counsel, Christine Juarez, Esq., Assistant
Deputy Rate Counsel and Maurs Caroselli, Bsg., Assistant Deputy Rate Counsel, on
behalf of the Division of Rate Counse}

Steven Goldenberg, Esq., Fox Rothsahdd, on bebalf of Intervenor, the New Jersey
Large Energy Users Coalition

Jioséph ¥, Accardo; Jr.,"Baq., Martin Rothfelder, Esq. and Samael Wolfs, Bsq. on
behalf of Intervenor, Public Service Electric and Gas Company

" 70O THE HONORABLE BOARD OF PUBLIC UTILITIES:
The partics fo this procceding are as follows: The Southern Company (“SGuthem

Company™), AGL Resources Inc. (“AGL Resources”™), AMS Corp. (“Merger Sub™), and Pivotal

Utility Holdings, Inc, d/b/s Elizabethtown Gas (“Elizabethtown™} (collectively, the “Joint

2
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Petdioners™); the Division of Rate Counsel (“Rute Counsel™); the Staff of the Mew Jairey Board
of Public Utilities ("Board S1alf” or “Stafl”); and Intervenors, New Jersey Large Enerpy Users
Coalitien ("NJLEUC”) and Public Service Slectric and Gas Company ("PSE&G™). The New
Tersey Board of Public Utilities shall s reforred to in s Stipulation of Settlement (the
“Stipulation’) as the “Board” or “BPFU

PROCEDURAL BISTORY

On Qotober 16, 2013, the Toint Petitioners initiated this procesding with the fling of a
Verified Joint Petitinn fo obiain the approvel of the Board pursuant to V84, 48:2-51.1 and
relatod statutes axnd repolations for a change of control of Elizabethtown to be effestuated by
the merger of AGL Resowces with Mecger Sub, o wholly ownad subsidiary of Southern
Commpany (the “Merger™),

By Order dated December 16, 2015, the Board refained this metter for bestng,
designated Commisgioner Disnne Solomon to act as presiding officer, snd required that
motons to imervone or participste be filed by Januvary 29, 2016, On January 29, 2016,
Commissioner Sclomon issved 8 Pre-Hearieg Order sotting a provedural schedule for this
matter,

Timoly Motlons to Intervene were made by NJLEUC on Jamuary 35, 2016 and
PSR&G on January 27, 2016, MILBUC also made 3 Motion for Adinission Pro Hae Vice
on behalf of Paul Forshay, By corespondence datsd February 8, 2018, the Joint
Petitioners indicated they would not oppose NILEUCs Motion 1o Intervene fo the sxtent
TTLEUC disclosed its members who sre customers of Blizabethtown. By correspondence
dated February 17, 2016, NJLISJC identified three mombers that it stated were custoners

of Bliesbethiown, On February 29, 201€, the Motions to Intarvene of PGLEUC and
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PSE&G and the Motion for Admission Pro Hac Vice were granted by Cowumissioner
Solomon.

After proper public notice, twa public hearings ware held in Flemington, New fersey on
February 22, 2016 at 4:30 P.M. and 5:30 P.M. and ou February 24, 2016 in Union, New Jersey
at 4:30 P.M. and 5:30 P.M. Commissioner Solomon presided over bath public hearings. One
membar of the public appeared at the public hearing in Flemington, No miembers of the public
appegred at the hearing in Union. )

The Joint Petition was supported by the Direct Testimony of three witnesses: Ast P.
Beattie and Mark S. Lamﬁ;: of Southern Company aud Heury (Hank) P. Linginfelter of AGL
Resources. On March 11, 2016, Rate Counsel submitted the Direct Testimony of six witnesses:
Maximilian Chang, David E. Dismukes, Matthow I Kahal, Dante Mugrace, David E. Peterson
and John A. Rosenkranz. On April 8, 2016, the Joint Petitioners submitied the Re?;uﬂai
Testimony of seven witnesses: Mossrs. Beattie, Lantrip and Linginfelter and Timct}}} 8.
Sherwood, Micliael Morley, Robert B. Hevert and Josai:vh P. Kalt, The Direct and Rebuttal
Testirnony is included in the administrative record of this proceeding. For the sole purpose of
providing the Board with 2 record supporting the Stipulation, the Si'gna{ory Parties stipulate
into ﬂ:xe record the Divect and Rebuttal Testimony, but they do not stipulate to the relevance or
materiality of the testimonies, nor do they stipulate to the assertions or arguments made therein,
Thus, the stipulated record is as follows:

» The Diroct Testimony filed on behalf of Joint Petitioners, dated October 13,
2015, of: Messrs, Beattie, Lantrip, and Linginfalter;
»  The Direst Testimony filed on behall of Rate Counsel, dated March 11, 2016, of

Mos;rs, Chang, Dismukes, Kabal, Mugmee, Peterson aud Rosenkranz; and
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s The Rebuttal Testimony filed on behal? of the Joint Petitioners, dated April 8,
2016, of Messrs. Beattie, Lanwip, Linginfolter, Sherwood, Moiley, Hevert and
Kalt.

Bxtansive discovery was conducted and 2 mumber of seitlerent discussions were held,
Joint Putitioners, Doard Stmff, Pate Counsel, sud NILBUC (collactively, the “Signsiory

Parties”™) have coma 1o an sgreement on Al of the factual and logal izsues arising in this mavter.

Stipuiated Mattucs
Rased upon the foregoing, the Signatory Parties herelo agree and stipulete asfoliows:
i The statutory and regulatory criteria for spproval of petitions ievolving acquisidons of
control and transfer of controlling stock osenership of a Mew Jersey pubiic vdlity as sot forth in
NISA 43:2-51.1 and NJAC. 14:1-5.1+{c) and any related statutes and vegulations have been
satisfied. More partionlarly, the agreement and conditions set forth herein support findings and
gonclusions by the Doard that {0} the Merper will not have an udverse impact on competition,
on the mates of affected ratepayers, on the employees of Elizabethiown or on the provision of
safe and adequate service al just and reasonable ates; avd () that consummation of the
Marger, consistent with the conditions set forth in this Sipulation, i3 in the public intersst, and
wiil result in positive benefits to customers and the State of NewJersoy.

2 The Joint Petitioners shouid be suthorized to tuke those actions necsssary for the
Merger to be lawfully conswnnated in aveordance with the terms of the August 23, 2018
Agreement and Plan of Merper ("Merger Agresment™) entered into by and among Southern
Company, Merger Sub and AGL Resourves which was attached to the Jolnt Petition a3 Uxhibit
B, Specifically, as reflected in the Merger A greemont, AGL Resources will merge with Morger

Sub, with AGL Fesources remaining as ine swrviving eatity. Merger Sub will cense to exist
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and AGL Resources will become a direct, wholly ovmed subsidiary of Southern Company,
Pivotal Utility Holdings, Inc., including its division Elizabethtown, will remain an indirgot,
whally owned subsidiary of AGL Resources, with Southera Company as its ultimate pacent.
3. The approvals granied in accordance with this Stipulation shall be subject to the
following conditions: C
A.  Elizabethtown's Rates
" ) . AfRer consummation of the Merger, Southern Company will ensble

Elizabethtown to provide direct rate credits to all ifs customers totaling $17.5 million. The
Signatory Parties recommend that the Board determine that these rate credits should be
distributed as direct per customer viedils to aii of Blizabethtown’s current customers served
under Service Ciassiﬁcarions RDS, 8GS, GDS, LVD, BEGF, GIS, €81, 18, CS,’ ¥T8 and ITS
within sixty (60) days of the closing of the Merger, The Signatory Parties agree that the credits
should be allocated among Elizabethtown’s customer classes based on the base rate revouucs
reflected in the rates that resulted from Elixabetlitown’s most recent base rate procesding, in
BPU Docket No. GRO%030195;

(i)  Blizabethtown will file its next base rate case no later than September 1,
2016 (hereinafter “the 2016 Rate Case™) in accordance with the Board’s Cf’rder in Docket No.
GO12070693;

(il  Elizabethtown will file al farther base rate case (hereinafler “the 2020
Rate Case’ ) no Esterrthan thres yesrs aller the coﬁmleﬁcﬁ of the 2016 Rate Case;

(iv) Any net savings realized by ) Elizabethtown through the Merger
integration process will he. flowed through to Elizabsthtown’s customers through the normal

base rate case process;

]
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{7}  In future rate proceedings, to ensure that Blizabethtown's customers will
ouly pay costs io achicys to the extent that there are offsotting synergy savings, Elizabethtown
will net the folal costs Tncurred o achisve synergy savings against the resulting totsl synergy
savings, and may recover those ¢osts o achieve only up fo the amount of the total synergy
savings generated. As part of ity 2020 Raie Case filing, Blizabethiown will file 3
sompeehensive study identifying the Mergar costs to achiave incurred by Blizabethtown and
any Merger savings realized by Blizabethtown us a result of the Merger;

{vi) - Blizabethtown will nol seek recovery in tates of {2) sny acquisition
premium associated with the Merger, (b) any costs associated with goodwill stising from the
Merger, {¢) any severance and rotention payments sssociated with axecutive change of control
agreements and any fioancing or trensaction costs incurred in connection with the Merger, For
purposes of this Stipulation, transaction costs are defined as (8) consullant, lnvestment banker,
Isgal and repulutory support fses (intemmal as well as sxtemal), and pristing and similar
expenses, (b) change in control payments, and (¢} costs associated with the sharcholder
meetings and a proxy statement related fo the Merger approved by AOGL Resources’
shareholders, {d) costs associated with the imposition of conditions or approval of settlement
termns n merger procsedings in other stats jurisdictions, and (e) any financing costs relatad to
the rate credit w be provided to Elizabsthtown's customers auder Section 3.A(0) of this
Stpulation;

{wil) In its 2016 and 2020 Rate Cuses, Flizabethtown will impue AGL
Nasources’ capifal structure {sxclusive of goodwill associated with the Merger) for raternakiug
murposss apd will provide Southbera Company’s then-consolidated capital structure as well us the

stand-alone capital structure of AGL Rasources {exclusive of goodwill), Siaff, Rate Counsel and
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all other parties to the rdte case ratain all rights to challenge the reasonableness of the use of any
capital structure submitted by Elizabsthtown for ratemaking purposes in any future proceedings
and o propose allematives (o any capital structure submitted by Blizabathtown,

{vill) Elizabethtown will not include any common equity or debt associated
with goodwill (including Mergerrelated goodwill on AGL Resources’ balance sheet} in
Eiizabeihgewn’s ratemaking capital siructure; i

(ix) Elizabethtown will not be permitted to recover in its Board-authorized
rate of reburn on equity a risk merxﬁ;m pertaining to the business and financial risks associnted
with Southern Company’s regulsted or unregulated generation supply operations;

{x}  For a periad of five (5) years following the establishment of a basoline
lovel of costs in the 2016 Rate Case as discussed more {ully below, the amount of costs
assessed to Elizabethtown for services provided by an affiliate shall be no greater than it would
have been had the Merger not occurred, rsémdless of whetber such sen‘r/ices are pr(;videfi
direetly or indirsctly by Southera Company Sen'i::es, Inc, {"SC8™), AGL Services Company,
Inc. (“AGSC") or any other Southern Company affiliate. Elizabethtown will propose an anpual
level of allocated AGSC costs that will serve as a bascline for the five-year commitment in
Etizabethtown’s 2016 Rate Cage;

In the 2016 Rate Case, Blizabethtown shall use the lower of the baseline level of
allocated AGSC costs or its actual nosmalized allocated affiliats costs for ratemaking purposes.
Notwithstanding this condition, the parties to the 2016 Rate Case retain all of their rights to
challenge Blizabethtown’s proposed baseline level of costs and the level of service company

costs to be reflected in Elizabothtown’s rates and to propose altematives to the baseline level of

costs proposed by Elizabethtown; and
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In any other rate procceding commenced during the five-year commitment
period following the establishment of the baseline lavel of allocated AGSC costs in the 2016
Rate Case, Blizabethtown will bave the burden to demonsirate that its service company cosle
are no higher thas they would hiave been in the absence of the Merger for the services for which
Flizabethtown may seck cost recovery in such fture rate proceedings, The baseline level of
allccated AGSC costs established in the 2016 Rate Cnse will not be treated a5 2 hard cap on
Flzsbethtiown’s recoversble sotvice cowpany costs but will be reviewed ag evidence of
whether Tlizabethtown has wat the burden esiablished in this Stipulation, The pardes 1o such
future rate proceedings shall have full rights to challenge any service compeny costs allecated
to Blizabethtown,

B. Buplovee

6] Tor the first five (5) years following the ¢losing of the Merger, Southers
Company, S5C8, AGL Resources, AGSC and Blizabethtown, together, will maintain a minowm
of 3C0 employess in New Jersey supporiing Blzabethtown’s operstions, This number shell
include management and compliance, fleld operations, corporate support, regulatory support,
call center and other customer service positions. Blizabetltown will submit an anaual report fo
Board Staff and Rate Counsel setting forth the nunder of employees by position and function
with & baseline report to be filed within 60 days of Merper closing and updates on the annual
anniversary of that date;

(i)  Any additional sriployees nzvessary due to the irplementation of any
future infrastructure eabaacement program will be in addition to the 350 eniployee mininum
and will not be used o offet any nop-aitrition/retirement romated flucluations in the

craployment level required to be retained in Pew Jorsey as set forth in this Stipulation;
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(i) Southern Company will homor ali of AGL: Resowrces and
Elizabethtown’s existing collective bargaining agreements in effect at the time of the closing of
the Merger;

(iv)  Southern Company will assume AGL Resources’ obligations or cause
AGL Resources to contimis o meet i3 obligations 1o Elizabethtown’s employess and ratirees
with regpect to pension benefits; and

(v}  AQL Resources and Elizabethtown shall continue to maintain core
management teams in place following the completion of the Merger for five (5) years that are
fully capable of managing Elizabetltown’s field operalions, compliance, corporato support,
regulatory support, call center and other customer service functions. Management positions
rasponsible for ensuring the safe and reliable operation of ¥lizabothtown will remain in New
Jersey and New Jersey management shall maintain avthority to make decisions on how best to
serve Flizabethtown's operational neseds while continudng to report o AGL Resources®
Distribution Operations. Elizabethtown will provide an annual report to the Board identifyiqg
all changes in core roanagement personnel for tho first five {5) vears following the Merger with
a haseline report to be filed within 60 days of Merger closing with annual updates due on the

| anniversary of that date. Y
C. Servica

(i} Elizabethtown’s operations centers, call centers, walk-in payment conioxs
and headquarters will be maintained for at least five (5) years following the Marger. Any
fuiure relocation of walk-in payment centers, the call centor or headquarters must be approved
in advence by the Board, FPunre relocations of oporations centers within the service territory

will pot require Board approval but will require sixty (60} days advance notics to the BPU'
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Board Secretary. Relocation of operations centers outside the secvics temritory will require prior
Board approval;

{ify  Sowthern Company will provide Elizabethtown with the resourcey
necessary to invest in capifzl and infimstructure prajects o help ensure that Elizecbethtown may
sontinus to provide safe, reliable and adaquate utility sarvice;

(iii)  Blizsbothtown will conduct & root cause anzlysis to deterinine the cavse
of longer leak response times on nights and weekends and provids the rosults of that analysis to
the Board, Staff and Rate Counsel within ainety (90) days of the Merger, along with a proposed
plan to improve that matxic;

{iv} Elizabsthtown will conduct an analysis of the reasons for the leval of
custornzr complaints 1o the Board per vear and will, within six months of closing of the Merger,
dovelop and submit a proposed plan fo improve ity customer service processes where
appropriate. This plan will be submitted ‘o the Board, Staff and Rate Counsel; and

{¥)  Blizabethtown will mainain its omrent level of community support
confributions of $190,000 per year for a period of five (5) years following the closmg of the
Merger. Comununity support projects could include charitable, workforce development and
economic development efforts.

D. Affiliate Relationshing

{iy Elizabethiown and its affiliates including, but oot limited to, the Pivoial
Utility Holdings, Tue. {"Pivotal™} family, will comply with all New Jersey avd foderal statutes
and regulatinns and Board orders applicable io Elizabethiown regarding affiliate transactions;

(1} PFor imformational purposes, Elizabethiown shell submit to (e Board,

Stafr and Rate Counzal, coples of any service agreemeut between SCS and AGSC or the 3¢S
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Cost Allocation Manual, along with cxamples of expected allocztions, within thicty (30) days
after such agreement becomes applicable fo any costs allocated o Elizabethiown.
Elizahethiown shall further submit to the Board, §mff and Rate Counsel notice of any changes
to any sorvice agresment between SC§ and AGSC or the SCS Cost Allocation Manual, along
with examples of expected allocations, within thirty (30) days of any such modifications;

(iil} For the remaining term of the cutrent assst rianagement agreement
(“AMA”) between Sequent Energy Munagement LP. ("Sequent™ and Blizebethiown, which
expires March 31, 2019, AGL Resources will continue to conduct an annual internal audit that
examines whether Sequent is treating Elizabethtown in a non-~discriminatory manner in relation
to all other Sequent asset management arrangements, For the remaining term of tho AMA and
beginning with the audit conducted for the contract year beginning April 1, 2016, one focus of
the sudit will be an examination of whether Sequent’s transactions with Sowthern Company
affiliates under the AMA, if any, have been appropriately priced in a manner congistent with
the lerms of the AMA, To the extent that an individual counterparty may be identified in a
direct transaction, AGL Resources will provide a description of each sffiliate transaction with a,
Southern Company affiliate that takes place under the AMA. Bach year, Elizabethtown will
submit & copy of the completed annual audit to Staff and Rate Counsel on a confidential basis;

(iv)  Elizabethtown will submit & filing describing in detail and documsnting
iis plans for providing gas supply and capacity munagement services following the expiration
of its current AMA with Sequent no later than Getober 1, 2017, Staff, -Rate Counsel and sl
other purties retain sll rghts to take any position with respect to the proposul made.by

{ilizabethtown in such fillng;
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{v)  If during the term of the current Blizabethtown/Sequent AMA, Sequent
enters into any contraets to provide asset mansgement services o any Socuthern Compauy
affiliate that provides slecttic generation service, AGL Resowces will provide to Staff and Rate
Counsel, on a confidential basis, quarterly raports of Sequent’s asset managemont activities on
behaif of any Southern Company affiliate similar to the quatterly reports provided by
Flizabethtown concerning its APA with Secquent;

(vi)  In the evert that Southern Company or suy of its affiliates purckases or
consiructs & natural gas-fired geceration plunt within the PIM regional tracsmission
organization after the closing of the Merger, Southern Company will provide the Board, Staff
and Rate Counss! with a quarterly report containing transportation and delivery mfoemation for
sach such plant, Elizabethtown will not charge distribution rates, or offer tenms and condilicns
of servige, (o a Southern Company-affiliated generating plant constructed aithin PIM that are
not mude available on a non-diseriminatory basis to sirilarly situated non-affillated generators
that are customers of Elizabothtown,

E. Ring ¥encing and Finuncial ProtecHons

o Following the closing of the Merger, AGL Resources will have a
separyts boatd of oviside directors for 8 mintmum of five {3} veurs, and Elizabethtown will
maintain is corporate same and form.  Elizabethtown will continue to be a Sivision of Pivotal
Utility Holdings, Inc. and Elizabethtown and Pivotal will continue to provide separately audited
{trancial statemsats to the Board,

(i AGL Resources and Elizabathtown will uot isswe debt or squity in

sonnection with the Merger;
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{iii) AGL Resources will be a first tior subsidiary of Southern Company.
Further AGL Resowrces will continue 16 zerve as the capital supply source for ong-term and
short-term debt and equity for Elizabethtown post-merger ;

{iv)  Inthe avent that any o% the three major credit rating apencies downgrade
the corporate or issucr credit ratings or the senior vogecured debt rating for the long-term public
debt securities issued by Southern Company, AGL Resources, AGL Capital JCmporentiun or
Pivotal, Elizabethtown will provide the Board, Staff and Rate Counsel ‘with a copy of the
ratings {etter and related explanatory note within fificen (15) days of receipt of notice of such
downgrade; ’

© {v)  Withia one year of the closing of the Merger, Southern Company, AGL
Resowrees and Elizabethtown will conduct an analysis of their operational snd financial risks to
determine the adequacy of fheir ving fencing reasures. This analysis will be conducied in the
same manner required by the Maryland Public Service Commission in its order upproving the
Merger, See Aztachment_A, This analysis will be submitted to the Board, Staff and Rate
Counsel along with racommendations for correcting any deficiencies ideatified in the analysis;

(vi} If AGL Resources’ senior unsecured debl rating falls below investment
grade (balow BBE- by Standard and Poor’s or Fitch or Bua3 by Moody’s) then AGL Resources
shall cease paying dividends to Southern Compaoy uatil such time as an investment grade
rating is restored; and ‘

(vii} Southem Company and AGLR will make zvailable to the Hoard any
public disclosures of material information that thoy mie required to make pursuant to the SEC's

4

ED Regulation.
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4, Each Signatory Pacty shall use its bes! efforts to znsure that this Stipalation shall be
submitted to the Board {or approval as soon as possible afler i is filed.
5. This Stipulation represents the entirety of the agreement among the Signatory Paties.
This Stipulation includes proposals snd conditions above and beyond the terms contained in the
Ioint Petition. Notwithstanding statements made in the Joint Petition, testimony, discovery
materials or suy information provided by the Jolnt Petitioners, only those comritments stated
in this Stipulation shail apply.
4, The Sigaatory Parties shall support approval of the Merger upon the Jerms sot forth in
this Stipulation in any proceedings befora the Bonrd regarding approval of the Merger. The
Signatory Parties shell defond this Stipulation in the event of opposition to approval of the
Merger from non-signatory parties before the Roard,
1. Notwithstanding suything to the contrary set forth hersin, upon the soourrence of any of
the foflowing events this Stipalation shall terminate, and shell be deemed null and void and of
oo force or effect;

(3} f the Board fails to adopt a Final Order approving the Merger and this
Siipulation or issues a decision disapproving this Stipulation; or

by i for any roason the Merger is not conswmnmated; or

{¢y  If the Bomrd issues a writlen order approviog this Stipulstion subject to
any condition or wodification of the terms set {urth heorein which a Sigralory Pasty, in ifs
discretion, fiuds cnacceptable, Juch Sigoatory Party shall serve notice of upacceptability on
the Signatory Pardies within three {3) business days fllowing receipt of such Board order.

Absent such notification, the Sigunatory Parties sball be deemed to have waived their respoctive
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rights to object to the acceptability of such conditions or modifications contained in the Boad
arder, which shall thereupon become binding on all Signatory Parties; or

(d) If, pursuant lo the operstion of the terms of Ssciion 7(c) of this
Stipulnticfn, Southern Company declines to accept any modification of, or addition to, terms
and conditions ordered by the Board,
8. This Stipulation shall become effactive and be binding o the Signatory Parties afler the
issuance of a Board Qrder approving this Stipulation or upon such date as the Board may
spacify, This Stipulation contains terms and conditions above and beyond the terms coniained
in the Joint Petition, each of which is interdependent with the others and gssential ln its own
right to the signing of this Stipulation. Each {erm is vital to the agresment as 4 whole, because
the Signatory Parties expressly and jointly stats that they would not have signed the Stipulation
had zny term been modified in auy way. Nons ofthe Signatory Parties shall be prohibited from
or prejudiced in afguing a different policy or position before the Board in any other proceeding,
as such agreements pertain only to this matter and to vo other matter,
8, This Stipulation sets forth a compromise of divergent positlons and ‘shall not be
regarded as precedent in any fulure case. Except as expressly provided hereln no Signatory
Party shall be deeme/d to have approved, agreed to, or'censented to any principle or
methodology naderlying or supposed to underlie any agreement provided herein, ‘
10.  This Stipulation raay be execnted in a5 many counterparts as thero are Signatory Parties
of this Stipulation, ‘each of which shall be deemed mn original, but all of which shall constitute

ono and the sams instrument.
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IN OHE MATTER OF THE MERGER * BEFORE THE
OF THE SOUTHERN COMPANY AND PUBLIC SERVICE COMMISSION
AGL RESOURCES INC, * OF MARYLAND

CRSE NO, %404

* 3

March 31, 2016

PROFOSED ORADBR OF PUBLIC UTILITY LAW JUDGE

Appuarances:
carville B. Collins, Esquire; Mary Patricia Keefe, Eaquire;
and FBrica L. HMeGill, Baquira, on  behalf of AGL
Regources Inc. and Pivotal Utility Holdings, Inc. d/b/a
Blkoon Gas.

J. Jdoseph  Curran, III, Eequire, and Christophex H,
pemko, EBsquire, on behalf of The Southern Company.

rRonald Herzfeld, Eaquire, on behalf of the Maryland OLfice
of People's Counscl.

Aunette 3. Garcfalo, Bsquire, and Peter B, Woolson,

Tagquire, on behalf of the Technical $taff of the Maxyland -
public Service Commission.

+ b

Executive Bumazry

On NWovembar 4, 2013, pursuant § 6-105 of the Public
veilities Article, Amnotated Code of Maryland, The Southern Cowpany
{*Southern Company'), AGL Resources ing, {"ACL Resourcss"), and
pivotal 'Utilit;x Holdings, Inc. d/b/a EBlkton Gas. {"Blkton Gas"}
{collectively, sroint Applicante®) filed an application

{*bpplication®) Lo request authorizabion from the Waryland Public
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Service Commission (*Commission®) for Southexn Company to acquirzs
the power to exerclss suostanbial influence over the policles and
actions of Elkton Oas {(YAcguisition®] upon bthe consummation of a
merger Leltween 3outhern Company apd ML Regources  {"Herger®).
H3L Resources i the parent company of plvotal  Utility
Holdings, Inmce, {fiveotal?), and mikbton Gas iz & Adlvigion of
vivotal. Upon the clasing of the Merger, AGDL Regources will boeocms
a subzidiary of Southern Company, and Southern Company will bacoms
; the ultimate pavent company of Blkron Gasz.

The Maryland office of pPeople's Counsel (OB} ang
Technical sStaff (tgraffv] of the Commiassion are parties Lo che
proceeding. Pursuant bto the procedural scheduls established in the
proceeding, OPC and Staff eash filed dirvect testimony. &fter the
supmisaion of chis testimony, the Joint Applicanis, OPC and Staff
were able Lo negotiabte a unanimous ssttlement agresment in the
matber, On February 24, 2916, z Joint Petlcion for adoptlon of
gseipolatien ang  Betclement  Agreement {"Jolnt Petitiom®) was
submitted in the macter. EHauh party also submibted btestimeny in
support of tha Jolnt Petitien, On March L, 2018, an svidenbiazy
hearing was neld bo adwit all the pra-filsd tastimony, sxhibits and
attachment  subwibted dn the matter, the Joint  Pecition, the
soipulation and Betblement Agreement {"Settlement Agresment') and
to hesr bestimony in support of ths Settlement dgrsament,

Ba  digeoussed balow, 1 concluge thabt the tferms angd
conditione of the Jstilomont Agreement are roasonable and are in

the public intexsst, asnd thus will grast hhe Jolant petitlon and
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approve the Settlement ‘Agreement. Jubiject to the terms and condi-
tions set forth in the Sebtlemant Agreement, az dilscussed hareln, I
find that the acqulisition by Bouthern Company of the power to
exsrcige gubstanlial influence over Elikton Gas as the result of the
merger between Southern Company and ASH Regources is congdstont
with the public interest, convenience and neceasity, including
penaflts and no harm to censumers, and thab the factors epumerated
in Public Utllities Article, § 6-105{g) have been satiafied.
Avccordingly, subiject .to the conditions get forth ln the Jettlement
agreement, which are incorporated by reference imbto thia Proposed
order, T hereby grant the Application and authorize bthe acquisgition
by 8outharn Company of the power to exercise gubstantial inflz;ence
over the policlies and actions of pElkton Gas upon the consutmat ion

of the Merger.

Progedural History

on November 4, 2015, the Joint Agxplimar}ts filed the
appiication,* which included a number of exhibits, including the
teatimony of Art P, Beatbis, Ixecutive Vice President and Chief
Pinancial Officer of Southern Company,? and Fenry {YHank") B,
tinginfelier, Bzecutive Vice President, Distribution Operations of

AGL,?

L ogolat Appl. Exhibit {*Ex.¢) 4.
* Joint Appl. Bx. 5 {"Heatty Direets),
3 godnk, Appl. Ex. & {"Linginfelteyr Birectd}.

&
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on Fovember %, 2013, the Commission delagated the matber
te  the Public Utllity Law Judges Divislon, and, purguant to
§ 5-125{g) (v} of the publle Tnillties Article, oxmtended the 180-day
period by which tne Commisslon had to issue a final Order in the
mabier for an addiciomal 4% days, or until June 15, 2018,

On JAROMALY 29, 2018, OpC filled the dirvect testimomy of
®arl R. Pavliovia, Mansgirg Divector of and a #oniosy Consulvant with
PoMG and Bogoslabes LLC,Y and $taff submitted the bestlmony ol
Juau Carles Alvarado, Dirvector of the Telecomrunicabions, fas, and
Water Dlvision of the commission,® Patrilciz ¥. Stlnnette, Oirector
of BRoscounting Investigabions Division of the Commission,' and
dohn T, Clamanbaon, LI, hassistanc Chief Eaglueer 2f the
Commission's Emyingering Division )’

On February 19, 2015, a hearing for public coument was
nald in Blkion, Maryland, Ore Fikbon Gas customer appeazred and
exprassed his conceyn that he wight exparience a signillicant rate
{ncrease if the Merger wers approved., No wribten public comments
ware received in {he matter.

Ou Febrasry 1%, 2018, the dJolnt applicants [illed an

Frrata ko the Applizabtion and supporting doovmentbas,®

Y onRC Bx. 1A (Publisc Vreslon) and L0 (Confidertial Version) oloviovie
pireatt),

' geaff Bx. 1 {*alvarado Directs).
Sneff Bx. 2 {*Stinngcbie Dizeckhi.
T graff mx. 3 {*Clemencwon Dirvegty).
¥

.

Joint Appl. Fw. o h

F e
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. Cn February 44, 2016, the Joint Applicanks f£iled a Joint
retition for Adoption of Stipulz;ticm and Setblement BAgreemant,?
gripulation and Bettlemenh Agreement,® and Panel Testimony of Nesl
'W‘ Blacgk and Mary Patricla Keefa.™ Also, on Febrnary 24, 2018,
Oor¢ submitted the Supplemental Dlrsct Testimony of garl R.
Pavliovic! and Staff submitted Settlﬂmant:\'matimony of Juan Carlos
Alvarado, Pabricia M. stinnette and John J. Clementson, I1I1.%

Gn March 1, 2016, a heaying was held $o admit the pi*:e-
filed testimony, exhibits and attachment and the Joint peticdon
inte the yecord. The witnessas feor the Joint Applicantg and the
witnesses for Staff, who filled testimony la support of the
Settiement Agresement, appeared at the hearing to respond to
queationa of the Chiet}% public Ubility Law Judge.™
Summaxy of Application and Testimony of Jodnt Applicants

Zlkton Gag provides natural gas service Lo an approxi-
mate &4 saquare wile ares in Cecil County, Maryland, and serves
approximately 6,500 renidentlal, commarcial and industrial

customers in this service tewritory®® through gome 122 miles of

* Joint Appl. Ex. 8.

¥ roiobt Appl. Ix. 8.

*oroint Appl. Bx. 10 {"Panel Testimeny - Black and Heefe®).
B oopC Ex. 2 ("Paviovic duppl.tl.

P gtaff Bx. 4 {vEtaff Svttlement Testlmony').

® nr, variovic was excused from abtbendance at the hearing as the Chisf
Lav Judge had no guestlons for hia,

¥ agcoxding to Joiat Applicant witness Keefe, 550 of the 5,500 customars
are commereial ocustomars, two are large iunduebxial cuatomers, and the
remaindor of the custowers are residential customers. Tranascript ab 18,

t

&
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sarvice main.® EBlkiun Has has seven full-time individusls and one
part-time dndividual smploved in Elkton, Maryland, where Blkton Cas
has ius headquarters.,”  Its Maryland workforce utility opsrations
are gupplemented/supported by AGL Resources® accounting, £inanclal,
legal, engineering, and rates and tariffing persomnel through a
service agresment with AGL Services Company.™

southeara Company, M8 Corp.,* snd AGL Resources enbered
into an RAgreament and Plan of Yerger dated Bdugusr 13, 2015 {*Merger
Agrecment®) .® Under the bLerwms of the Merger bgreemenk, Scuthern
Company will purchase the comwon stock of AGL ab a price §6% per
shara {or  an  aggrsgate purcthasz  prige of approvimately
36 biillion).® Upon consummabion of fhs Merger, AMS Corp. will
merge inbo AGL Bsspurces and AGL Resources then will become &
wholly ownzd firet btder corvporaste gubsidiary of Ssuthern Company.**
After the Margey, AGL Enpources will no longer be a puklicly traded
company . ® W fund  the Merger, Southern Company will issue

approximately $1.4 billion in new Southexa Company equity between

¥ pisgiafeiber Direcr st 5.
Y plaginfelkoxr Dizect at &,
¥ pingingelter Dlrscs at 5, 14;  Paviovis Diveot, Data  Rasponges

nefarsaced in the Dirsect Pestimony of Karl R, Paviovie, Joink dppllicantat
Redpunse to gtaff Dats Requesbt No, 2-23.

¥ gouthern Company explalned thav AME Corp. was fowped aolely for the

purpoge of acquiring AGh Rusovurcze in the Merger and will cease to exles
as s saparabs entlity upon complatiion of the werges.

* npplleation, EHxhibit g.
*org.; Beantis virect ab 12,
¥ applicabdon at sy Beattie Diveat at 12,

¥ applicotion at 4,

o
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now and the end of 2016.% The remaining financing needs for the
Merger and othar Southern .Company neceds will be provided from an
additional approximate 48 -billion debt Jlessuance that will ocecur
prior to ths cloaing.® )
gouthern Company ig an Atlanta-hased publlc ubility
nolding company currently providing elachfic ubility sgervice
shrough four state-reguldted operating companies in  Alabama,
Florida, @eorgia, and dissigsippi.® For the vear ended
Deonmber 31, 2014, approximataly 94%  of "Seutharn Company '8
gperating revenuss were related to ratall regulated ubility
operationg.” Its state-regulated ubilities serve more than
4.5 million customers throughout 120,000 zguare miles of regulated
gervice texritory.® Southern Company ls one of only two utilities
ligted . in PFortune's amnual %World's Most Admired Electric and Gas
Utilityﬁ rankings for each of the last five years.” Currently,
Youthern Company*sisperating subsidiaries have thelr .gwn hoards of
outside directors and executive managewent teams responaible for
each suboidiary's coperations, including waking key decisiong, such
ag long-term vesource plannirg.” Southern Cowpany will apply its

game organizational approach to AGL Resourcesa and Elkbton Gas.®?

* appileabion &t 4, 13; Beattie Direct at 12 {ag corrected by the
rxzatal .
2%

Application ab 4; Beattie Direst at 12 {ap corvected by the Lrrata),
¥ peabtie Divect at 4.

¥ pasttie Dirent.at 5.

* peactie Dlveot ab’s.

¥ gmapbie Direct ag 5.

¥ poavkie Dirsct at ii.

®ord,
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Mr. Beabby rharacterized Southern Company ag baving® a “strong
finoncial position® which will benefin AGD Resources and Blixton Gas
and thersby will inur; to the henefit of customers.®

AGH Rosources, the parent company of Elkton Gas, also
has it# headguarters in Atlanta.®™ Its principal husiness is the
digstribution of npatural gas through regulated publlc, ubtllity
operating companies in seven stabtes: Maryland, Georgila, Temnsusee,
New Jersey (ﬁlizabethtewn Gas, which ds aleo a divislon of
Pivotal),™ Fiorida [Florida City Gas, which is also a division of
pivobal),® Illinois, and V}xginia.“ . AGL Hesources ssrves
approximately 4.5 nillion customers through over 80 wiles of
pipeline and 14 natural gas storage facllitles nﬁiough lts
regulated natural gas  distribution  ubility  subsidiaries.™
AGL Rescurces acgulred Elkton Gas in 2004.%

The Joint Applicants stated that they will comply with
faderal law in exscubing the Merger, and have filed or will file
all filings and notifications required by the Haxt-Scophandino Act
and have filed a preliminary Proxy Statement with the Securities

|
Exchangs  Commission on  Sephember 11, 2018, pursuant Lo

saction it{a) of the Becurities Exchange Act  of  1834.%

# nmatbie Direct ab 18,
¥ npplication at §.

¥ appitestion, ©Sxhiblt 3, AGL Resouccen - Corperate Organdzatlon Chart
at i, .

® 1d,

¥ application at 6,

¥ 1d.

M pinginfelter Diract at 6,
¥ ppplication ab 13-314,
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addditionally, they note that the Merger rzquires approval by the
falifornia Publiec Utilitles Commission, Georola Rublic sewvics
commisalon, Illinols Comwmarce Comnisolos, the Wew Jexsay Soaxd of
subilic Utilitles, and “he Virginia Srate Curporatlon “ommission,
shish apuprovaly are being sought contemporanegusly with thabt of the
sowmissionts.t  Further, the Joint Applicants zssert thab neither
the Joint Applicants nor Xay personnel assoclatad with tna Joint
Bppliexnts have wvielaled any state or federal stanute regulabing
the activities of publlic sexrvice cowpanies.®

Acaordirg to Mr, Beattle, the Mergor is Ynot synergiles-
driven and will nob result in any significant reduction in jobs at
BOL's opsration companass Y e dndicated that Elkbton Gas woula
contirue to operate similar or the pame as ik does beoday ad an
indiyect gubgidiary ©f ML, He streszed thif AGSL would continue to
use itz mors than 150 years of gas distripution operatlons
experience for the penefit of Hlkton Gas as 1t currently doss.
Furtber, Re Indicabted that, should any syaesrgy savings and effl.
clunciss ovcouy through the Merger inbtegration process, Rlkbon Gaa!
perkbdon of the net savings and effledisncies would be £lowed through
Lo Elkton Gas! cushomey chrougn "the normal ratemaking procegs. i

v, Beatitle prescubed an ovexview of Souchern Company
amd ite opsratiomal philusophies. e discupsed how each of tha

facbons zet forth la § 6-10%{g) was satisfizd to damonstrate that

-~

¢ apwlication at 13, fn 5,

-

*oapwilestion ab L4,
' gwabtlo Dixwoh ab i,
seavtiz Diresot ab 24,
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the acguisition was in the publie interest, convenicnce add
nocessity and resulled in benefits and no harm to the customer and
no havm to the consumexr., He alse explained that the commitments
cvhat the Joint Appllcants were making am conditions bto the spproval
of the acquisition cnhanced Lhe beuefits of the Merger and ensured
the lack of harm Lo Elkton Gas! customers, to further show that the
approval of the Acquisition is in the public interentc, convenience
and necessity. ’

mr, Linginfelter, in his hastimony, Qegeribed the
gervige territory and corrent operations of Elkton Gas, outlined
the curreul and historical performance of Elkton Gas in provision
of sgafa, zrellable and ’affoxdabla gervice Lo its customers,
pregented information bo assist the Commlssion bo svaluate the
Merger under the criteria of Publih'gtilipiea Articls § 6-105, and
explained the pesitive benefits of the Merger and the lack of any
adverse lmpact to Elkton Gas' rabtes, Lo ZElkton Gas' provislon of
safe, adeguate and affordsble ubility service, and to Elkbton Gas!
existing Maryland employees,

Te further support thelr assertions that the Acguisitlon
is in the public interesst, convenience, and necessity with benafit
and no harm to the cuastomera, the Joint Applicanta committed bo
gertain  actions or  Ecrbearance of  action {*application

tommitmenta®) . *  Specifically, the Joint Applicants committed:

* ppplicabion, Euhibitc 1. -~
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To amend  Zlkbton Gasg! curyent  Leget
Management 3dgrssment /"AMA*} with Ssguent
Ensrygy Management L.P. o provide an
increase in bthe amount paid to Elktes Gas
of §50,000, and £low the awcunt thyrough to
customaers, with the idncreazed payment Lo
ha wmadse as a oss-time payment, and the
eptire amount of the increase flowed
through to  customers without regard to
sxioting revenue sharipng provisions of the
Ik,

T oascelerats tha rate of tha assesswmend
of Bixkton Gas' entirs sstwork of ARidyl-a
nipe.  The Joint Applicants explained rthat
of tha 102 miles of pipe in Elkton GCas’®
distribution system, 73 wmiles 1s plastic
pipe with 48.7 wmiles of the plastic pipe
comprised of mabterial known ag Aldyl-a.

T not sgeek s change In rabtes as a rasult
of che Merger; and, in a fufture base rabe
case, thac Blkton Gas wlli not seek
recavery in ibs rates of (1 any acquisi-
tion prevwium apscciated with the Merger;
{ii) the cost assoclated with goodwill
arising from the sMerger; or ({3ii) any
trangaction ocosts dncurred in connection
with the Merger.

That ACL and Rikton Gas will not lasue
debt or eguity in comnection with or to
fund the Merger.

fFor a pariod of two years from the closing
date of the Merger, thabt Blkton Gas would
ot  be assessed ooatz  for services
provided by «n affilliate any yreater than
it would have baen if the Merger had not
saourred, rggardless of whether the sgen-
vice ig provided directly or indirscbtly by
Zouthern Compsny  Servicea, nc.,  AGh
resouroes Servige Cowpany, nrY any otheg
southern Company affillate.

Although uno  lmwediate nst  aavings to
Eikton Gas bave breen 1dentified a3 a
result of the Marjaer, to the exbtznbl any
net savings and efflciencies arxe reoallied
chrougn the Merger integrabtior prcoess,
guch net "savings and sificlennics wlll be
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flowed through. to Elkton Gas customers in
the normal ratemaking process.

« Tay at least the f£lrst three' vyeaxa }
following the closing of the Marger, Lo
maintain current employment levels within
the mMaryland workforce supporting Elkten
Gasg' operations.

« To malntain Blkton Gas' headquarters in
Bikhon, Maryland and that Blkton Gas will
retaln its corporate name and form “and
will continue to be a division of Pivetal.

*+  That AUQL Resources will continue to have a
separate board of outslde dirsctors for a
winimum of five years followlng the close
of the Merger.

« To increases the suppliex diveraity
performance of Zlkton Gas by increasing
its Diverse Spend Ratio ("DBR"}, as that
texm i3 defined in the May 29, 2005 Blkion
Gas  Sopplier Diversity Memorandum of
ynderstanding, by a facter of 4 during the
periocd 2015 through 2017, as measured
againgt Blkton Gas! 2014 DSE.

s+ Southern Company committed to sustain
‘Elkton Gas® courrent lavel of community
investwent for a yperlod of abt least
five years following the closing of the
Merger and will continue to target charit-
able, workforce dovelopment, and economic
development efforts in the Elkton Gas
parvice avea benefitting Blkbton Gaa
custowmers.

pRGre Indbtial Position ‘

opC witness Paviecvic explained that his testimony was
not intended to address fevery potentiasl harm and public iaterest
ismue that could be raised under Csction 6-10%, rather only those

issues that, Lhased on the information provided to date, appear Lo

12
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he the post significont to Blkbon's customers.*?® He expregsed hie
concerng that {(al the potential of significunt operation and cost
gyneriries that will reducs Blkbon Gasz' costs, but would only be of
wenefirs bo Ll Elkton SGas cuvastomers 4f the tariif rabes wace
raviged to reflect thegse redured costs;* (b] the lack of ghowlog
by the Joint ppplicants that the incresse in the awount paid vo
glkton Gss pursguant Lo the AMR of 550,000 is elrher appropriats oy
will ryesult in just and ressonahle ratszs:Y (¢} Elkbon sz way
attempt to  recover from ths Elkton Gas customers the cosls
associaked with the supplisr dlvesxsivy commlbwment, the comeunlcy
tnvastwent commicmant, and  the Mergesy Cransaction, Lacluding
transition oosts; and (4] Blkton Gas nesded to accelerate tha
remedy of any system lmowledyge deficionecies in addition co the
ageslarated assessment suxveys of the Aldyli-A pips.*

To address his  concerns, he recommendsed thab  the
Commisoion ircluvde as condlitions to any approval of the acqulaivion

the following conditicona:

* Reguire Elkiton Gas to file a bnse ware
rape wikh 2 2918 heat yeay;®

s+ Degslye the Joint Applicantsg demonstrebe
thav the 550,000 one -tims payment repre-
sents an  appropriate  and  veasonable
allocation of merger benefites to Bliioa

¥ paviovio Jirsct ab 4.
¥ zaylovie pireek at 9.
Y paviovice bivact abt 11,
paviovic Dicsob at 11-13.

¥ pavievis Dlreooh 4t 3.

% waviovis Divect an 5, 14,

]
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Gast customers or roguire a paymenk based
on an appropriate and xeaaonable alloca-

cion of the werger’s bpenefits to EHlkion's

cuatomers ;™

« Reguire a comltment by

Joint

hpplicante that Hlkton Gas would not soek +
recovery Erom Hikton Gaa' cusbomers of the

costs  assoglated  with {a}
divermsity, (b} community investment,
{e} the merger trangaction,

crangition costs,™ and

supplier
and
including

s Regulre the Joint Applicants to.accelerate

the, remedy of any Elkteon Gas

aystom

xnowledge daficlencies in addition to the

accelerated aspessmenk surveys

Aldyl-& pipe.¥

gtaffry Tuitial Posiltion

the

Staff witness Alvarado's tastimony addressed certain of

the fadcors to be considered by the Commission pursuant to Public

ybilities Article, § 6-105. ¥He nobted that the direct customer pay-

ment Flowing from the Jolnt Applicant’'s one-time paymenk of $50,000

to bthe Rlkton Gas' customers would result in a payment *well short

of customsr credifs approved by the Commdesion in past mergers,*™

e explained that Stafl therefore recommnended a hlgher one-time

payment of $52.15 per cuatomer to reflect the ongolng nature of the
3 ;

increased payment Lo Zlkbon Cas under the ANMAY

#* paylovic Direct at $-§, 4.
2 pavlovie Diveet ab 5, 13.

# paylovic Direwt ab 5, 13-14.
% alvarado Direct at 9.

# nivarade Dizect ab 9-10,

i4
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mr. Alvarado stated that Blhkbtonls capibal sbructurs will
not he impacted by the Merger because no debb or equlty will be
igsued to finance the Merger by AGh or Blkton,®™ He described the
current Elkxton Gas capltal structurs 23 consisting of 49.53%% ecqulcy
and S0.41% dant, wideh he obgerved ls conalstert with the capital
atructure of most regulated ubilitiszs in Marvland.™ He lndlcated,
howsvey, that both AGL Resources and Southern Company lold riskiler,
more leverags financial nosiktions often associated with pudbliicly
traded corporatinns.® fo avoeld any tevptabion by BGL Hesources o
Scubberyn Couppany to shift sowme of the viek they face to &ikbton Gasg,
sraff vrecormended that the Commlssion direct Elkton Gas malntain a
rolling i12-wonth avsrage ampual egmity wsabio of ab least 45%.¢
tr. Alvaradec sald that the conlition would snsure thab flkhon Gas
413 not hegome overly leveraged and agsuwme too much visk.*

graff also recommended that Elkton Gas file # basge rate
case with the Commiamicn no later than four wvears after the cloge
of the merger in order to review Eikton Gas’ finamnoial position and
cther iseucs idencified in Staffis testimony in the matter, such
as acy change in employment levels upon explratlion <f the three-
yeay commitment wade by the Joint Ipplicancs. Wy, Alvarade also

indicated that by roguiring fSlkcom Gas %o file a2 bage rabe case

 plvarado Direcet ap 1.

¥ 14,

Alvsrade Direce ac 13-12,
M pivacsade Direct at 3%,
nlvarade Ddrant abv iz,

* Alvaradeo Cirsct ab 12.
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within four vears of the closing of the werger, the Commission may
angeas whether the Jolnt Applicants have been able to ldentify
savings or efficiencies that lmpact Elkton Gas' costs and ensure
the-reduction flows through to the Blkton Gaz customers.®

While S8taff commended the Joint Applicant for dts
commitment not to reduce Elkton Gaa'® cowmmunity invegtment levelp
for five years after the Merger, Mr. alvarado noted that Staff
recommonded that the Joint Applloante be directed by the Commission
to incresse the commivment Lxom Live years to ten years, congistent
with pravicus Commission decisions.®

Mr. Alvarado stated that the Merger did not raime any
cropa-subglidies or affiliate lssues,®™ and, with I%he divactive for
filing a base rate case within four years of the closing of ths
merger, the Commission will be abls to determine whebher any costs
of services provided to Blkbton Gas by the Joint Applicant and other
affillates are included in rate base.®

Mr. Alvaradd ostated that gtaff did net oppose the
comnitment of the Joink Applicants bo incraase the DSR by a factor
of 4, but would recommend that the condition bes modified to requirs
that the DSR remain at post-merger levels indsfinitely, and
enoourage Elkbon Gas to ingreamse ivs DSR towaxds the 25% target

over time.®

# Alvarado Direce sk 13, o
“ alvarade piregk ab 15,

# plvarvado Direot ac 1§

# rd.,

* plvarado Direct abt 16.

is
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in addition ro the buse rate case to be £lled in four
years, Staff recommended an ammual Liling bs made by EBlkton Cas
ungil it €iles it base rate cass to updabe the Cowmlssion on che
stabng of each commitment the Joint Applicants ave meking and any
addition conditlons recommended by Staff ¢

e, Alvarado stated that tha Perger will not wegult in
harm to the custowers providsed Staﬁ’;i’a Tecormendations are accopisd
by the Commission.® Further, if all of Staff's rocowmendations
arg accepted by the Commimian,' he wsaid that staff was satlsfied
that the Merger will result in ner benefite to the public and the
Merger de consistent with the publie intereat, conveniencs and
nacoeggliy,®

staff witness Stimmetbibe discussed the zing fencing
meaguren, in addition to these found im Mr. Alvarsado's testinony,
and code of conduct wmatbers relevant bto tha Merger proceeding.
Ma, Biirnstte recomsended thab the Jolat feplicants be dlrected to
conduct an analysls of operational functlonal xisk bto debermire the
adeguacy of existing and future ring fencing messures to ne filed
with the Commisslon no latsy bthen 90 days after the clesing of the
Marger, and annvally wivhs the inforpation £illng as recowmmended by
wr, Alvarade.™ She alag rvecommendsd Uhat Southern Company bLe
directed to commih thab Blkbton das and dts affiliates will cooply

with the stacutes and ragulaticos applicable to Blxbon Gas regard-

o alvarado nizech ab 18,
8 Alvarado Blrwch ab 43,
2 al.arado Dimect ak 20.

7 apipnecte siveet av 2, 8,
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ing affiliate transactions.”™, Further, she ‘mcommancieéi that the
Joine Applicarts agree thab the Commiesion may, after an investiga-

tion and a hearing, ovder Soubthsin to divest its interest in lkton

cag vpon the filing of information that Southern Company or any of

its affiliates bad exparienced’ certain- financial conditions ov
ratings downgrades by any two of the threse major rating agencles or
Southern Company or AGL Besources have committed a pabtern of
violations of the Maryiand public utility law and do not cure such
viclatic:ns'&ftc;: due notice :” Ms. Stinnekte alpo recommended that
Bikton Gas wesume 'filing its zing fencing report as regquired by
COMAR 40.40.02.038.%

staff witness Clementscn testified that, in the review
of the Commissionts Engineering Dilvision's recovds régarding Elkton
Gas? r;tstribution system rellability and customer serviee, he did
not find any pipeline safety-related issues in regard to either the
distribution system or customer ssrvice,’™ The foous of
Mr. Clementson's cestimony was the <commitment by the Joint
Appiicants te conduct an accelerated asséssment survey of Cthe
Aldyli-A pipé in the Elktc;n tas distribution system {'Infragtructure

gnhancement®) without recovering the costs of thke assaesament from

the Elkton Gas customers,

" gilunstbe Dreck at 2, 5.
* gginnstke Direct at 2-3, 5-5.
? guinneste Diract at §.

* clemeatson Dlrect at 4-3.
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According to Mr. Clementson, the Aldyl-A” pipe installed
is the Eikton Gas distolbotisn systewm was used by wany nacural oas
distribution cperaters from the 13709 through the late 1%208." He
explained that ths Aldyi-a piping material manulfactured up uncil
1383 has been ghown bo »e susceptibls o detericration kaown ag
shritsle-iive orvacking. ™ He degoribsd ths craoking as conslsting
of fractures foxmed by breakage or cracking of a material inho
discernible parts, from which no deformation or clean break can he
iderbified.” Hr. Clomentson gstabed bthap, in 1983, DuPont modified
rhe resin used to produce the pipe o gorrset the issues asscclated
with brilittle-liks cracking, and this type of cracking aasg oot hien
ggen in the wodifisd material.”

Mr. Glamantoon therefore recommended approval of the
zommitment for the Infrastructurs Enhancement.,” da also ragow-
mended that the Joint Applicants be directed to £ile a vupy of 1
completed  accelerated asseascent  study  {including any  othex
ceficiencles related no other =ziping material within glkton Gas®
distributlon system that could lead to unsafe condivions thab are
Algoovered as a result of the asssssment] with the Cowmlaeion. ™

¥inally, he recommeaded thadt the Joint Appliconts be directed to

¥ aldyl-sa weon s matevial developed and wanufactersd by B.I. DuPont
G2 domaure and Company {(BuPontd),  Clesenbzon Mreck sb 3.

" oimmeatvon Lireok ac 3,
"ord.

*ord,

Slamanteon Dirsct ap 3,

¥ oienencson Direot sz 2, 5.
1 slomentool Dixect ab 4, 5,
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|
#£ile a plan for remediating any of the daficiencles found with
either the Aldyl-A and/or the other piping ‘matexrials, as a result

of the asssagment.®

gattlemant Agroemsnt . .

&ccox;iing to the Joint pstition, after the conduct of
digcovery and [Fliing of testimony by the parties, the parties
engaged in extenaive and comprehensive negotlations with respeck to
all aspects of the Joint Application, and were able bto reach a
unanimous eettlement in the matter, of which the btarwms and condi-
tiong of ths agrcements are set forth in the Ssiblement
Agreement.’ A a result, the parties agresed that, subject to the
tezrma and conditions contained dm  the Settlement Agreement,
Southern Company should be asthorized to acquire the power to
cxercise substantial influence over the policles and actiong of
Fikton Gas purpuant bo Public Utilities Article, § £-105." mMany
of the terms and conditiong are similar or the sawme as the
comnlements offered by the Joint Applicants in the Appllcation, and
obhers either expand 'the offered commitments or are new commitments
that appear to be based on the recommendatlons contained in the

testimony filed by OPC and Staff.

# clegentson Direct ak 23, 5.
¥ oint Pekition at 3,

Wora.,
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Diragt Customsr Cradita

The Direct Cusiomer <Credlis offered by the doink
npplicants has been lncressed to be a direcht customar xabs credilt
funded from a $100,300 increass in tha amount paid chrooegh BElkton
Gag's AMA, payable over WO years: the firast credit oo ooour
wichin 190 2ays of the closing ¢f tne Merger, and the second oredit
b geour within one yesy thersafiger,® addivionally, tae Joint
Applicants have agreed to an additional direet customer rate crodit
ty the custemers, to occur withim 1360 days of the closing of the
Marger, which will be funded as s result of savings assoclabted with
che aveidance of further reaulaboxy litigation costz in the amouni

of %100,400.%

Agsosgment of Aldyl-A Pilps

The Joiat Applinants’ commitment to conducht aon
agpeloratad aspozement of Mldyl-A pips at no cost to ths Elkton Gas
augtomars is included as a2 term and condition of the Settlement
Bryreemant M In additiou, the Jodnt Applicants nave agreed ho
provide, within 80 dayes of completion, a cgopy of the completed
accslerated amdesament sbudy of the Aldyl-a piping withia Blkion
Gag' Jlptriration gystem, which will also lncluds any othee
deficienciess identified in the zourne of 2erfsvming that agszgsment
trat relate to the c¢bhar piping waterials within Bilkbon (as?

* gettlement Agraement, Condlbion (8N Cond.») 2.
oan Jond. 3.

¥oun cond. 4.

21
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distribution wgystem that could lead to umsafe conditions,®
Further, within §0 days of complebing the accelerated asseggment,
l.ﬂtlkton_ Gas will provide to the Commission a plan for remedisting
"any of the deficienciecs found with the Aldyl-A and/or any obhexr

.

piping waterials discovered as a result of the assessment.®
firally, Blkton ¢as agreed to continuve to systematically remzdiate
aystem knowledge  deficiencies in accordance with esiabllshed

programs and precedures.®

Rate Making Matters ‘

The Joint Appl\icants have agreed to file a base rate
case within two years of the cleoping of the Merger.™  In the
interim, within 90 days of closing of the Merger, Rlkton Gas agreed
te file an anmeal finaneial report for  the previeous 1Z-month
perf@od, which shall include Elkton Gag' wsvenues and coste.™ The
report also shall contain a caloulatlon of the earnad return oo
rate base and return on equlty for Bikton Gae.®™ flkton Gas will
thersafter file a financdal report the next 12-monnh peried within
§0 days of the 12-month pervied cnd.

Bhould ths transition costg {costs incurred to achisve

synergy g?wingza ol the Herger) exceed synergy savings during the

'

# zn Cond. 13,
# sa Comd. 14,
* an cond,- 15,
% sa Cond. 6.
2 an cond. §.
“oxd.

» rd,

-
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test yeer in ElRbon Gas' naxt base rabts case, hhe Jolnt Applleanta
nave agreed bto forgo cost cecovexy of the cyaansition costs that
axcsed synergy savings.™ pdditionally, Blkton Sas agreed bhat it
will not seck recovery in los rates of: (i) any acqguisition premivm
asgoclated with the VMerger; {(1i) any cosc assgoviated with good will
ariging from the Merger; or (iii) any transaction ccats incurred in
cormnaction witih Lhe Hergern.®

The Joiob Applicants agreed thab nedthce AQL Rescurces
nor Bikten Gas will issus debt ov eguity in connectlon wikh, or to
fund, the Merger.® also, for a perlod of twoe yeacs following the
slosing of the Mepger, the snmount of gosts apsessed to Zikton Gas
for sayvices provided by an affiliate shall ne no grrater than it
would have bewsn had the Yorger notr ocourred, ragardlzes of whsther
guch  services are provided dirsctly or indireotly by sSouthern
Cowpany Services, Inc,, AUL Ssvvices Company, or any othexr Scuthern

Company affillate.®

suppliar Diversity Bnhancements
B initially odffersd as a comndibmond, the Jolnt
Applicants agread to increase the suppliler diversity perfovmance of
Flkben Gas by increasing lteg DER by o factor of 4 during the period

2015 through 2017, as measurad agoingt Slkten Gas' 23014 DER.Y In

Y omn govd, 7.

¥ ogn mond, 8 {The definition of repguisition cosse® is der forth In o
Cond, 8.

g Cond, $,
®» op Cond, 10,
s oend. 1t

208

0000490



SOAH Dkt. No. 473-17-1172
PUC Docket No. 46238
Staff RFI 2-17 (NEE)
Page 209 of 263

Aftachment A

STATE OF MARYLAND
PUBLIC SERVICE COMMISSION

addition, the Joint Applicants agreed to waintaln the DSR at post~
merger levels yolng forward, and continue to alm to increase Elkton

Gag’ DIR over time Lo 25% %

Commumley Investment EZnhancements
The Joint Applicants agreed to increase their cowmibment
te sustain Elkton Gas' current levels of coomuniiy investment from
five yeargz te ten yzars.’™ The Joint applicants also agreed to
maintain the comsnitr;zent that Blkton tGas will not seek recovery in
its rates of costs related to these community  invegtment

activibieg ™

z’inazmial Integrity and R:LngA Yenclng Enhancements
The Jolnt Applilvants agresd that Elkton Gas willl
maintain a rolling 12-month average annual equity ratlo of at least
48 percent.* They alsc agreed that, within 920 davs of closlng &f
r;he Merger and annually thereaftor, Elkton Gas will remm-e flling a
ring fencing repoxt apm vegulred by COMAR 30.40.02.08.% In
addition, Elkton Gas ayreed to file a cost allocation manual

pursuant to COMAR 20.40.92,.07 within 90 days of closing.’®

Ll = N
91 5 Cond. 13,
103 Id-
M2 oan Cond. 16.
% 2a cond, 17.
pR:2] It

24

|
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he Jolnt spplicants alse agresd te nonduct an analysls
of thelr eperational and Financial risk to detesndne the adegquacy
of thair existing ring fencing measures, using the ring fencing
conditions as set forth in z macrix abtbached to the Settloment
Agreement, excluding the firas thres ring fenclny conditions
convalosd in the wabrix ™

wlkion Gas and itg affiliastes agreed to comply with the
atatutes and regulations applicable to Blkhon Gas regarding affiil-
ace transactlong. ¥

southern Coapany agreed to prouptly report Lo the
Commndgslon any Shange by at least two of the three major oredit
watlng agenciea of the rating «f the senlor unsecurad long-tewm
public debt securities lssued by Southern Company, AGL Bssources,
or Pivotal by providing the rating letter and related explanatony

note, B

foours Maryland Dwmployment
ag offered as a cowaltment in 1its Applicatilon, =he Joint
spplicants agreed, for at least thraze years followlng the closing
of the Merger, to maintain current employment levels yithin the

Maryiand workforce supporting slkton Gas' operationg

ME an fond. 18,
M ogn Cond, 19,
L gn Cord, 20,

Y ogA Cond. 21,
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Maintain Local éorporata P;é:zeme/cazrporate Governancs
nddltionalily, as off?reci in its commitments din its
Apglicaf:ion, the Joint Applicants agreed to malnbaln Dlkton Caa?
fxeaﬂquaxters in Blkton, Maryland® and to rstain Blkton Gag!
corporate hame and form, and to continue its existence as a divi~
aion of Pivotal.,™ rurkher, the Joint aAppllcants sgreesd that
AGL Regources will continue to have a separats board of ‘cmtsida

directors for a minimum of five vears following the closing of the

/
Merger '

i

B

Most ?avorg;\d Nation Provision™

The Joint Applicants agreed, within 80 days after the

#erger closes, to file with the Commission a copy of the final
ordors and/or Setblement Btipulations frowm the Jjurisdiction which
they are saeki?xg Morger approval following approval in each of the
jurisdictions, along with an analygls indicating the total dollar
awount of any direct customer credit approved in each jurlsdictien
and explaining the valuation »f the direct custower oxadits awarded
in that Jurisdiction as couwparsd O the wvalug G;E the benefits
provided for in paragraphs (2} and (3) of the Sefitlement Agreswent
{caloulated in ocach case on & per-distribution customer hasis.)
The Jolnt Applicante further agreed that, Lo the oxtent, on a per-

distrirubion custower basie, the direct customer cyedits provided

ne an Cond, 22,
U2 gh Cond. 23,
2 g Cond, 24.
¥ gp cond. 29,

X4
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Lo customers in obthor Jurisdietions are materially swre beneficdal
in the aggregate than the bterms included in the Setblement
Agresment, then the Jolnt Applicents will e obligabed to provide
additional direct customsr oredits to Zlkton @Gas’ customers
equivalent ¢o suuh shortfall calenlated on a per-distribucion

customer vasis,

Further Conditlons, dassriions, and Reservablons

Amony the other conditions, asserticons and reservacions,
the parties agreed thabt the Settlement agruement represents a
compromise of divergent positions in order 2o end litigacion, and
shall not be regarded a3 precedent wilth respect to any fubure
cage They agrsed that the Cowmmission's atosptance of the
getblement Agreemont may rot be deened ur constitube in any respect
a datorwsination by the Commizsion ag bto the merits of any of the
contentious or allegatioms that icight be made by any of the parties
to the Ssttlement Agrecment in the absenge of getblemeat.™ In the
syent bhe Commlaslen doss mot accept and approuve the Ssitlenent
pyr2ement in its entireby, the Settlemenc dgreement will be deemed
withdrawn and vold, and cthe agreement and any matisre anaocclated
with its consideration by the Commisslon, may not be considered ox
argued to be a walver of the rlghts that any Party bhas for s

dacislion in the matper ¥

ook cond, Zdu.
S5 arn Cond. 268.

35 o mond, 268G,

2
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Upon unconditlonal acceptanve by the Commlssion of ths
Settlement Agreement without wmodiflecation, the Partics agreed to
walve théir regpective right to: (1) appeal a propoged order of the
public Utility lLaw Judge to the Commission; (%) seek rehearing of a
Commisgion ovder; and (3} nseek judicial review of a Commission
order M7 -

'
conplderation and Findings -

Under § 6-103{g)(5) of tha Publie Utilities Article, the
doint  appllcants Dbear the bhurden of demonstrating that the
Avguisition 1is cousmistent with the public dinterest, <convenience
and neceasity, ineluding baneiitg and no h;rm LO  congumers.
Section 6-105{g) {2} provides guldancs to the Commlssion on the
factors that it must conslder to assess whether the Acguigition is
in the publie interest, convenience and necesplty, Including
benefits and no harm to the consumer. After ite assespment, if the
Commipsion f£inds the Acgulsition 1s in ths publlc interest,
convenience and nocessity, it may sither approve the Acquisition
with or without conditions. If it finds that the Regulsition ia
not in the public interest, convenience or nscessity, it ohall deny
the Acquisition.

The evidence presented by the Joint Bpplicante suggesta
chat the Merger will have 1little, if any impact, on the operations
of Elxton Gas in the near future, The Jolnt applicants, Lowever,

included certain commizments to sznhance direct Dbenaflta to the

¥ ga Cond. 28H.

28
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Elkton Gas custoxers and co ensure that no harm to the customers
regulted Irom the Merger. salther staff's lnitial positlon mor
OPC's initlal position opposed the approval of the Acquisition as
long as the Cowslssion included cerbain additicnal condibiopns in
its approval. As a yvesult, the Jolnt Bpplicants, OPC apd Gtaff
ware anle Lo segotiabe an ograement that apperars to balance the
interests of all the parties and vesclves the iseues ralsed by 0pC
and Scaff,

‘ Below I wcovaider each of the fachors set Eorth in
Jection 6-105{g) (2} and assess sach, based on the evidencs and any
sonditions sought o ensure benefits and no harm to the consumer,

ag well ag the public lnterest,

Tha Eoteatial Inzact of 3he Aaquilsition on Raton and
chargas Paid by Cusbomsyz and on  the dervices and
Conditions of Oparatlon of Blkton Gasx
In its cage-in-chief, the Juint Bpplicants assertsd that
therse would be no change in rates paid by the Maryland customers of
Blaton Gas as 2 result of the Merger., Additionally, the Joint
Applicants commibted thet HElkton Gas, in a fubture rate cane, would
not sssk to recover iu its bass yates any acguisition premlum,
goodwill or transaction cost thal apesie as a result of the Merger,
According to the Jolnt Applicants, asicher AT Resuurcos nor Elkton
Gas will lzsue debt or equity in connmsction with or to fund the
Herger. The Jolnt Applicants slse indicaled that 1ts plan fox

npetatlng Bikton Gas would net resuli in any adverse changes to the

gsarvice and condicions or operation of Likion Gad. furthazr, the

g
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Joint Appiicants polnted to the conduct of an  accelerated
assaaamené of the distribubion eystem to determine the conditlon of
the Aldyl-A pipe a® a means to increase the safety and rellanility
of Elkton Gag’ pilpeline symten. .

Both 0PC and Staff each Inltizlly recommended that the
Commission condition its approval of the Acqulieitien with a
requirenent that Blkbton Gas file a base rate case within three to
four vyears after ths cloging of the Merger. The pufbosc of the
£iling, according ;a each of OPC and Btaff, is to ensure that the
plkton cuztomers recelive any benefits of any reduction in costs in
thie event savings and efficlencies rssult. fxom the Mergexr, even
though  currently none are forecasted, as well as to ensure thab
Elkbton Gas does ﬁot ircluds the acquisibion costs in its rates,
The Joint Applicants have agreed that Elkton Gas will file a base
rate case within two years after the dabe the Merger closes.

The fillng of a base rate case within two years of the
Merger closing date may well result in a change In base rates, but
I conclude any such change in rates will not be from the recovery
of coaés or egpens@s assoglated with the Merger. Indeed, after the
Merger. closing, there may be come synergy savings that ara ﬁound in
the first several years after the closing, which then can be flowed
to bhe Elkton a8 customers sooner than later. Further, thexe is
no evidence in the recoxd that suggests that Lhe current services
and operatlons of Elkton Gas will be materially changed in its

Maryland service territery as & result of the Marger.

Additionally, tha Jolnt Applicants have commibbted to  an
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Infrastructurs Enhaucemenc, which atould jsncrease the saleby and
rallability of %ikton Coa' distributdon system ln Maryland.

Finally, the Jalnt sppiicants have commibted ro pro-
viding dlrect customsy credits than, in the Lirst two years after
rthe closing of the Merger, on an anpoal basis, yadune a customer's
nlll aven though the rabss remaln uzschanged. Congequently, the
customars cach veszive n binefit ap a result of the Mergey without
awaibting the f£low thyough of wny potsotial syneryy saviangs or
afficlencies that may be found afrer the alosing.

neaerdingly, I find chat t};wz existing rabtes or gorvice
and operacion of XHikton 33z will not bhe adversely impacted by

etiner the Acguisiblon or the iorger.

Tha Porential Impact of the Acgguisditlon on Continuing
Invagtment Neads fox the Maintensags of Ytility
Sexvicus, Plant anl Ralated Infrastructure
The Jeint pplicants asmerted that after the Merger,
AGL Rescurces will counbinoue to have adequate acsess £ gaplital,
providing Blkton Gas with the ability to invest in necesgsary
capital and infrastructure projecty to provide szafe, wveliable and
affordable sexvice to itas customers.™ according to Mr. Beatby arnd
mr, ‘Linginfelter, AGL Resources! and Elkion fas' core managament
will be retained.*¥ Aadditienally, che Jo nt 3pplicants rupresentad
that the Mesger was viewed by twey of the major cvedit ratlnog

agencles as rhawing & rtable or positive iupact ~n rhe cradit

Y sppaloatdan sv 18, L7; nsdnglefeleoer nlrmcht ap 23,

B opeatoie Dizscy av 13, 1i; Linglobelbzz Dlreact st 8§, 7, 3.
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gualivy of AGL Resources since Bouthern Company has higher cre:ﬁ:t
ratings than those of AGL Reaources, ™ further, the Joint
spplicants committed to mainrain AGL's board of outside dlrectors
for five years after the cg’lasa of Mexger. Feither Staff noxr OFC
puggested that theve would be any adverse impact of the
acguisition/Merger on continulng investment needs for the mainte-
nance of Blkton Gas' services, plant and related infrastructure.
hccvc:xdmgiy, 1 find thab the Acguisitlon and the Merger
will not adversely ilmpact the contimulng investment needs for the
maint:enan.ce of Blkton  Gas! :;services:, plant and  related
tnfrastructure, As a result of the Merger, there may be a
potential positlve impact when and 1f glkton €Gas  requires
addirional capital to invest in ity Infrastructure becanse its
yitimate parent company after the Mexger (Southern Company) -is
viewed as having grester Ffinantial strength than that of iLs

current parent company, AGL Resourges.

The Proposmed Capital ftructure that will Result from the
aegquisition Including Allocation of Earnings £rom Rlkton
Gun

The Joint Applicants state that there will be no impact
on Hlkton Gas' capital structuna, especiall:g ag there will be no
change in the outstanding debt held by elther »GL Resources or
Hlkton Gas azs a result ©of the Merger., B term of the Betblament
Ayreement is that neither AGL Resources or Blkton Cas will lsaue

any debl in comnectilon with, of to fund, the Merger.

W peatrie Direct ab 18,
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