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Staff testified that the current capital structure of 

Elkton Gas consisted of 49.39% equity and SO.41% debt, which it 

said is consistent with most of the Maryland regulated utilities' 

capital structure."1  'Ruff recommended that the Commissi«4 rendi-

tion its approval with a requirement that Elkton Gas maintain a 

rolling 12-month average annual equity of at least 4(3%, to ensure 

that neither AUL aesournes nor Southerm Company attempts to sblft 

sem* of its ciakier, leveraged financial position onto Elkton Gas. 

The Joint Applicants oommitzed to this condition in the Settlement 

Agreement. 

Atleordingly, suoject to ths tamp of the set:lement 

Agrsement relating to the capital structure of Elkton Gas, I find 

that no adverse change in the capital structure E ikton Gas will 

occur due to the Acquisition or tho Merger. 

The Potential Effects Gn Employment by Elkton Gas 

Ths Joint Applicants otated that Elkton Gas employs 

eight individuals in Maryland to manage the day-to-day operations 

of Elkton Gas in its Maryland sorvico territory. 	The Joint 

Applicants committed to retaining the employment ot these 

individuals for lt least thLee years after the closiag date of the 

Mer.4er. The commitment ic a term and condition of the Settlement 

Agreement. 	I thereiorl find no ethers* ottects will oecur on 

employment by SlktGo. Clao in Maryland as a result of the k4rger. 

"2  Alvarado Direct ac i. 
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The Projected Allocation of any Savings to Elkton aas 
that are Expected between Stockholders and Rate Payexa 

,The Joint Applicants have stressed that the resulting 

Merger is not likely to provide synergy eavings to the Elkton Gas 

operationa. Consequeutly, as no savings are expected, the Joint 

Applicanto have no projection of. allocation of any such savings, 

but agreed that if any savings or efficiencies were gained by the 

Merger, Elkton Gast share of the savings woad flow to its 

customers through the normal ratemaking process. In the Enttlement 

Agreement, the Joint Applicants have committed that Elkton Gas will 

file a base rate case within two years of the date of the closing 

of the Merger. Ae explained by OPC and Staff, in the baps rate 

case, the Commiosion will be able to consider.whether any synergy 

savinga and efficiencies have been achieved- by the Merger which 

should be flowed to the elkton Gas customers. Moreover, the Joint 

Applicants have agreed that to the extent any of the transition 

costs (thoae costs incurred to achieve the synergy savingn) during 

the Elkton Gas test period in Elkton GasI next baoe rate came 

exceed the aynergy aavingo achieved, Elkton Gae will forgo cost 

recovery of the tranmition costn that exceed synergy savings. I 

kind that this commitment is an additional benefit to Elkton Gas' 

customers and properly balances any savingo to be achieved.by  the 

Merger between the Elkton Gas customers and the shareholders. 
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Iesues of Rellabilit y, Quality of Service, and Quality 
of Cuatomer Service 

Steff teatitled that Slkton Cas does not have a history 

of issues either with safe, reliable service or quality of customer 

aervice. 	The Joint Applicanta have identified a type of pipe 

material which has a potential of "brittle-like cracking" that may 

result in an ursafe condition to Elkton Gaa distribution eyetem. 

They therefore committed to conducting an accelerated aseeasment 

survey at no coat to the Elkton Gas customers of the ladyl-A pipe 

to determine its ccndition. 	Stett and OPc each recommended an 

additional condition to insure the Lakton Gas diatribution eystem 

continued Lo have safe., reliable operations. 	The Settlement 

Agreement terms included both Staffie and OPCIe additional condi- 

tion recommendations. 	I therefore find that the Settlement 

Agreement addreeeee any concerne ef any laoee with reliability, 

safety aud quality of aervice of the distribution pipeline as a 

result of the Merger. 

Although the Joint Applicants agreed, far a period of 

three years, to maintain the employee level in Maryland asseciated 

with elkton Gas' operations, I noced thnt the customer ',service call 

eenter that handles elkton ,-;ea customers,  calls is located in 

Georgia and the zustomer service representativea aze empleyed by 

AGL Resources. Cureently, according to AGL Resoureee, ie. hat fcer 

tu1e-time AGL employees handling appeoximately 12,500 Elkton Gas 
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customer calla annually."' Even though the Maryland employee level 

may not change for a period of three, years, I .questioned'whether 

any decrease in the number of full-time customer service repre-

sentatives handling Elkton Gas calla might. occur even if the nutber 

of calla did not decreaae. Ma. Keefe indicated that there was no 

expected change in the number of dedicated AGL Resources,  enployeee 

who handle the Elkton Gas customer calls."' Accordingly, I find 

that the quality of customer service will not be adversely impacted 

due to the Merger. 

The Potential Impact of the Acquisition on Community 
Inveitment 

According to the Joint Applicants, Southern Company 

strongly encourages community investminte by its operational 

companies. Mr. Beattie explained that Southérn Company encourages 

each of its operating companies to establikh economic development 

programa and hire personnel to adminiater the programs to create 

more jobs and a higher quality of 7ife for individuals in each 

Southern Company service territory." Additionally, 'he described 

the 1e;e1 of community involvement by Southern Company employees in 

2014 as wall as the charitable donat.ions Made by Southern Company 

or ita subsidiarica to provide environmental, educational, and 

1" Pavlovic Direet ("confident/AIM Data Response(' Referenced in the 
DIrect restimony of Karl R. Pavlovio, Joint Applicants' Response to OPC 
Dqta Request No. 1-10. 

"3  march 1, 2016 Evidentiary Hearing Transcript ("Tranocrip(0) at 24. 

"I  Beattie Direct at 7. 
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cultural support to the communities served Ly the operating 

nompanies.'" 

The Joint Applicants initially committed to sustain the 

level of community investment cuerently made by ElkLon Gas for a 

period of five years, which would continue to target charitable, 

workforce development and economic development in the Elkton Gas 

service territory. Stet! concluded that maintaining the same level 

uf investment for a period of five years was not eufficient to 

demonstrate a benefit to consumers, and recommended that tee Joint 

Applicants commit to maintain Elkton Gas level of community 

inveetment for ten yeare. 

Under the Settlement Agreement, the Joint Appliceats 

have increased their commitment to sustain elkton Gas,  level of 

community investment to ten years. Additionally, the eemmitmeat 

includes an agreement chat Elkton Gas will not seek recovery of 

these investments through its rates. Consequently, although the 

level of the community investment may not increase by reaaon of the 

Merge:, ehe level will not decrnase. To the extent thee Elkton Gas 

cuntomere will not see the costs of che investmenta reccvered in 

races, I find the condition resulte in a benefit to the ceatomers 

as well aa to the community elthout any harm Lo the ratepayer's. 

find that thlre will he no adverae impact Irow the Acquisition or 

the MerGlr on continuing community inveetment by Elkton Geo for at 

least ten years. 

'" Beattie Direct at 9. 
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Attiliate and Creen-Subaidiaation Issues 
4 

The Joint Applicants witnesses testified that there were 

no affiliate or cross-subsidization issues raised`by the Merger. 

Staff, subject to the conditions it recommended, agreed that there 

would be no affiliate or cross-subsidization issues raised by the 

Merger. The 'Settlement Agreement includes the recommended condi-

tions sought by Staff to ensure no affiliate or cross-subsidization 

issues occur as a result of the Merger. Connequently,,I find the 

terms and conditions of the Settlement Agreement acceptable to 

prevent any affiliate and cross-subsidization issues occurring as a 

result of thg Merger. 

The Use or Pledge of Utility Aesets for the Benefit of 
an Affiliate 

According to the Joint Applicants, neither AOL Resources 

nor Elkton Gas will issue any debt or equity as part of, or to 

fund, the Merger. Mr. Lieginfelter indicated that Elkton Gaa would 

continue to iaeue debt as it previously did. 	The Settlement 

Agreement includes the Joint Applicante agreement that 

AGL Resources sand Elkton Gas will not issue gny debt or equity as a 

part of or to fund the Merger. I find that the commilment prevents 

Elkton Gas from using or pledging its utility aasete for the 

benefit of an affiliate in connection with or to fund the Merger. 

Jarisdictiónal and Choice of Law Issues 

The joint Applicants committed that Elkton Gail and its 

affiliates will continue to comply with the'Commissionse codes of 

313 
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conduct regulationa. 	I find no issues as to the Commission's 

continuing jurindiction over Elkton Gag, or its jUrisdiction over 

Elkcon Gas and its affiliates in relationship to affiliate 

transactions. Neither Staff nor 02C raised a choice of law issue, 

and I glad no issues related to choice oE law. 

Whether it is Necessary to Revias the Commission's Ring 
Vanning and Code of Conduct Regulations in tight of the 
kcguisition 

Other than Elkton Gas resuming its submission of its 

ring fencing report and filing a cost allocation manual, Staff did 

not find it necessary to revise any of the oDmmission's ring 

fencing and rode of conduct regulation prior to thu closing of the 

Merger. 	Ag initially recommended by Staff, the Eettlement 

Agreement includes a commitment by the Joint Applicant to conduct a 

risk assessment to determine tf more stringent ring fencing 

measures should be implemented as a result of the Verger. 

ma, Keefe testified that the Joint Applicants intend to cemplete 

the risk asaesament within 90 days of the Mcrger closing date and 

tile it with the Commiseion as recommended by Staff."' I conclude 

that it is not currently necessary to reviee the Commission's ring 

fencing And code of conduct regulationn as a result of the Merger, 

as 1=1 as Elkton Ga3 resumes its filing of its ring fencing report 

and submits a cost allocation manual within 90 daya of the closing 

date of the Merger. F”rther, in the event that the risk assessment 

filfJd with the Commission reveals that additions1 ring fencing 

"4  Transcript at 21. 
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measures may be needed, the Commission may address the need for 

these measures in a further proceeding. 

other Iesues Relevant to the Assessment of Acquisition 
in Relation to Public Interest, Convenience and 
Necessity 

Supplier Divernity Goals 

In prior merger cases. the Commission has cOnsidered 

other public interest issites, ouch as the utility'e adherence to 

the mipplier diversity goals."' The aoint Applicante have com: 

mitted to increase Elkton Gas 2014 CSR by a factor of 4. Further, 

the aoint Applicants committed to maintaining the post-merger 

levels and to continue to strive to meet the Commiesion's target 

DSR goal of 25t. Southern Company, according to Mr. Beattie, hao a, 

robuet supplier diversity program. 	Mr. Beattie testified that 

diverse business spending represented approximately 25* of Southern 

Company's total direct procurement expenditure in 2014."' He 

explained that Southern Company had formed a Supplier Diveraity 

Council to coordinate.businces diversity efforts and share beet 

practices across Southern Company's operating companies and 

buniness.units."' According to Staff, Elkton Geo' DSR for 2014 

was 4.42%."4  Although under the commitment, Elkton Gas' 'DSR for 

4" Sea,Order No. 86990, Xn 'the Matter of the merger of Exelon Corporation 
and Pepco Holdings, Xno., Case NO. sm., slip opinion at 93 (May 15, 
2015); see alao Xn the Matter of the merger of ExeIon corporation and 
constellation energy croup Zoo., Coale No. 9271, 103 MD P.S.C. 22 at'70-71 
and 79. 

3" Beattie Direct at B. 

xd. 
"4  Alvarado Direct at 18. 
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2017 will be at or above 17%, which is at111 below the Commisaion's 

target goal of 25, the commitment will result in the diversity 

spead increaaing at au accelerated pace during the next several 

rears, 

Thue, upon the merger closing, Elkton Use supplier 

diversity program may benefit from implementation 0E the best 

practicifs of Southern Company Ln encouraging supplier diversity 

spend with Alkton Css. 	Further, ma. Keefe testified that 

ROL Resources has amended its Maater Service Agreement across ita 

entire ROL footprint wto strongly encourage ita prime contractors 

to be aware of and commit to the name level of coomltment the 

Company has to increase diverse contracts, supplies and 

servIcos.°1" I therefore find that the commitment to enhance and 

advance Elkton Gas' divarsa supplier spend is consistent with the 

Commissionle policy goals for divaree supplier upend by atilities 

in Maryland. Under the commitment, Elkton Gast ability to meet the 

25t target goal will be accelerated, which ia beneficial to the 

community and public in general. Thus, 1 find this ccmmitment 

benefits the public interest and is acceptable. 

Moat Favored Nation Provision 

The Joint Applicants have committed to submit all orders 

and/or settlement agreement from each jurisdiction in which they 

are seeking Merger approval upon approval of the Merger. They also 

will Include RA xnalysis explaining the valuation of auy eireet 

mn  Transcript at le. 
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customer credits awarded in another jurisdiction as compared to the 

value of the direct customer credits in the Settlement Agreement. 

In the event the value of the Maryland direct customer credits is 

lees beneficial than in another jurisdiction, the Joint Applicants 

agreed to provide additional customer credits to Elkton Gas' 

customers equivalent to such shortfall calculated on a per-

diatribution eustomer baais. This proviaion ensures that Elkton 

Gas customers' are treated similarly to its other affiliateal 

cuatomera affected by the Merger. 	/ find this condition is 

isasonable and will inure to the benefit of Elkton Gaa' cuotomers. 

Concluaion 

/n review of the Joint Applicants' caee-in-chi'af, I find 

that the Joint Applicants submitted information sufficient to meet 

the requirementa of 5 6-105(f) and has presented evidence to 

demonstrate that the Acquisition satisfies each of the factors 

'enumerated in 9 6-105(g1(2). In each of ite initial case, neither 

Staff nor'OPC opposed the Acquisition as long as the conditione 

recommended by its witness(es) to addresa Staff's and OPC's 

concerns were included in any approval of the Acquiaition. After 

negotiationn between the parties on the identified isaues in 

dispute, the parties' were able to reuolve the disputee and arrive 

at an agreement that the factors liated in Public Btil'ities 

Article, 96-10S(g) were satisfied as long as the terms and 

conditions agreed upon in the Settlement Agreement were accepted 

aud approved by the Commission without modification. Bach of the 
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earties agreed, aebject to the conditions, that the acquisition by 

Southern Company of the potential power to oubntantially influence 

the policies and actions of Elkton Gan was ie the pebllo interest, 

conveuience and necessity, lacluding benefits aad ne harm to the 

consumer. 

The Commission has found that a unanimous settlement 

agreement Is reasonable because it is sebmitted Key parties who 

normally have &de-erne interest.*"' My considetatice of the eerms 

and conditions ot ehe Settlement Agreemunt confirms that they 

eetlect a ba]aace between the positioaa taken by the parties in the 

emooseeing, and the terme and conditions provide a reauonable 

reaoluticn of each disputed ineee and eliminate any potential harm 

to consumere and ensure net benefits to the Elkton Gas customers aa 

a result of the Acouisition and Merger. 	T therefore find the 

Settlement Agreement is reascnabla and that the acceptance and 

approve1 of the Settlement Agreement without modification is in tbe 

public interest. 

Subject to the conditioes set forth in the eettlement 

Agreement and asreed to by ehe Joint Applicants, I find teat the 

enint Applicante have demenstrated that the approval of the acgei-

sition has sacisfied etch of the factors listed in e  

I find that, subject to the conditions set forth in the Settlement 

egteement, tee Merger will reault in direct benefies eo the Elkton 

cuotcmers with no harm to the customers. Several ot the =emit- 

"I  Sim Re Dely&rva 2,:we‘ & eight Compady, 102 V.d. P.S.C. 2., 10 (202.1); 
A9 POtoffiaC ClaCtrAc Powex Ccopanr, S,t, r.ld. P.S.C. 229, 3.:3 (t999). 
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mentis also provide benefit to the pUblic at large in the nlkton Gas 

service territory, and therefore the Merger will be in the public 

interest ae well. Accordingly, I find that the acquisition is 

consistent with .the public interest, convenience and necessity, 

including benefits and no harm to the consumers. Accordingly, / 

hereby grant the Application subject to the conditions in the 

settlement Agreement and authorize Southern Company's abquisition 

of the potential power to substantially influence the policies and 

actions of Elkton Gas that will result upon the closing of the 

Merger. 

Under the7.initial procedural schedule adopted,in this 

matter,'" the target date for the Proposed Order was May 2, 2016. 

/n ilght of the settlement agreed upon by the parties and the 

elimination of a briefing echedule, the record in the proceeding 

closed earlier than initially expected and resulted in the Proposed 

Order ready to be issued approximately 30 'days earlier than the 

original target. 	Also, in the initial procedural schedule, to 

allow the Commiseion adequate time to'consider any appeals, the 

appeal period and proven' was compressed. As I have accepted the 

Settlement Agreement without modification and authorized the 

Acquisition, I do not expect an appeal to be taken of the Proposed 

Order, Neverthelees, I wish to afford the Commiseion adequate time 

to review the record in this matter; the turms and conditions of 

tho Settlement Agreement. and my decisiona in this Proposed Order. 

"4  See public UtiliLy Law zudge's Notice of Procedural schedule leaved on 
necomber 4, 2015 in thin proceeding. 
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rxeordingly, I will not chez:ten the appeal period inasmuch as the 

Proposed order, if no appeal is taken or the Commission does not 

initiate turther proceedingo on Ito on motion, will become a final 

Oeder of the Comeisaion on May 3, 2016, one business day afeer the 

initial Prcpcsed order target Issuance date. 

IT IS THEREFORE, this 3let day of March in the year, 

Two Thousand Sixteen, 

cRDERRIe. 	(1) That the Joint Petition for Approval of 

Stipulation and Settlement Agreement is heeeby granted and the 

Stipulation and Settlement Agreement is h..!reby accepted and 

appreved without nodification. 

(2) That the application of The Southern 

Company, AGL Resources Inc., add Pierctal Holdings, Inc. d/b/a 

Elkton Gas fur authority Lox The Southern Company to acquire the 

pewee to oubstentially influenee the policies and actions of Elkton 

eas as a result of a werger between The Southern Company and 

AGL Resourcea lac. is hereby granted, subject to tta coneitlons 

attached hereto as Attechment A and incorporated hereby into this 

['reposed Order. 

(3) That all other motione or requeute 7mt 

specifical)y granted herein are denied. 

(4) That Lhie 2roposed Order will become a 

fInal ender ce the 'ammission on May 3, 1016, unleee before that 

dahe an appeal is noted with the CameiaSiee by ahy party ta this 

proceeding as provided in § -113(d)(2) of the Pablic Utilitiee 
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Article, or the Commission modifies or reverses the Probosed Order 

or initiates further proceedings in this matter as provided in 

3-114(c)(2) of the Public Utilities Article. 

rry Y. 'am 
Chief Public Utility Law Judge 

Public Service Commission of Maryland 
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Casa No. 9404 

AGL RESOURCES INC. 

STIMATION A4D.SET7LEMENT AGREEMENT 

On November 3, 2a15, The Southern Company ("Southern Company), MIL Resources 

Inc. (AGL Resource), nni Pivotal Utility Holdings, Inc. ("Pivotal"), d/b/a Elkton Gar 

("Elkton Oes") (collectively, the "Joint Applicants") filed en application (loint Applicatioe) 

with the Public Service Commiasion of Maryland C'COMITlis3i011) requesting authorizadon for 

Southern Company to acquire the power to exercise substantial influence over the policies and 

actions of Elkton Gas, pursuant to § 6-105 of the Public Utilities Article CTUA"). The Joint 

Applicants smelt this authority is a result a en agreement between Southern Company anti 

AOL Resources to combine (the "Mergee), whereby Southem Company will become the 

ultimate parent company of Elkton Gas, a public service company operating in Maryland and a 

whoily-owned subsidiar/ of AGL ResairCeS. 

Following the preliminary procedures in this ease, which included exteneive discovery 

and tho filing of testimony by the Joint Applicants, the Commission Staff ("stee), and the 

Office of Peoples Counsel ("OPC") (collectively, the "Pardee), - the Parties engaged in 

extensive And comprehensive negotiations with rApect to all aspects of the issues raised in Case 

9404, As a result of those negodations, the Parties havo reached unanimous agreement ca a 

settlement of the Joint Appiication, the terms and conditicns of which are set forth in the 

enu.ncrate,t paragraphi telow, 
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(1) 	The Parties conelude that Southern Company should be authorized to actptireshe 

power to exercise substantial influence over the policies and action.s of Elkton Gas pursuant (o 

PUA § 6-105, subject to each of the terms and conditions below. 

Direct Customer Creditsk  

C2) 	The Joint Applicants will provide direct customer rate credits, funded from a 

$100,000 increase in the amount paid through Elkton Gas's asset management agreement, to 

Elkton Gas customers, payable over a two-year period (550,000 of which will be credited to 

custoniers within 120 days of the closing of the Merger, and $50,000 of which will be credited to 

customers within one year thereafter)? 

ileguiatory Cost Avoidance Benefits  

(3) The Joint Applicants will provide an additional direct customer rate credit to 

Elkton Gas customers within 120 days of the closing of the Merger, provided from funds 

available as a result of savings essociated with the avoidance of further regulatory litigation 

costs, in the amount of $100,000, 

Direct Custmner Benefits 

(4) The Ioiut App3icant's will perform an accelerated assessment of all A1dyl-A pipe 

ln thc Elkton Cue system (estimated to cost $50,000) at no cost to Elkton Ga.s customers.3  

I 	Direct Customer Credits and 'the Regulatory Cost AvoldencO Benefits:ere subixt to a most fawned nstions 
(MFN")provlaion sot forth below. 	 • 	 . 

• 
3  The Inlet Applicants win =Mod Elkton Gas ctighnt asset nianegement agreement with Sequent Enorgy 

Management L.P. ("AMA") to providif a S,1130,080 Increase in the anurint paid to Elkton Gas, andllowed 
through to. ctatcntets, This Increased payment ;holt he f.owed through to customers without regard to oxlqtlng 
revenue !hexing provisions of 1:s.a AMA. 

• 
3 	Tho Elkton (3us distribution systom corsists of.) 02 miles of pipo, 73 miles of vlaleh Is plastie pipe; cif which 

48.7 miles is comprised of a material kmown as AldyI4. This typo of pipe Is oineyed regularly along with 01 
mhos types bf pipe in the Elkton tios distribution system,' mid to date, there has liezn rio m.licionce of 
deterioration of this typo-  of pipe. M a projected cost of sso,mo, the estesiefeet will entail: (1) 13 thorough 
review of leak/break data on Mdyl-A pips throughout tho Elkton Oss distribution system, (2) a comparison of 
the period of Installation against industry reports for similarly aged Aldyl-A pipe, and (3)a physical inspection 

2 
ZA.41\12t701451.! 
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(5) 	Within 90 days of closing of the Merger, Elkton iDas will file an annual financial 

report for the pievious 12 month period, whieh 3hall Melnik Elkton Gas's revenues and costs. 

The report will set forth a calculation of the earned return on rate baxe and retttrn on equity for 

Elkton Gas. Elkton Gas will thereafter file a finanoial report for the next 12 month period within 

60 days of that 12 month imriod end. 

() 
	

The Joint Applicante will file a base rata case within two years of the closing of 

the Merger. 

(7) In the event that transition Conis (defined CtS costs incurred to achieve synergy 

savings related to the Merger) exceed synerey savings during the test year in Elkton Gas's next 

base rale case, tim Joint Applicants will forgo coat recovery of the transition costs that exceed 

synugy savings. 

(8) Elkton Gas will not seek recovery in its rates of: (i) any acquisition premium 

associated wit the fvferger, (ii) any cost associated with groodwill arising from the Merger, or 

(iii) uny transaction cost incurred in eonneetion whit the Merger, For purposes of this 

commitment, tranzaction costs are defined as: (1) consultant, investment banker, legal, and 

rogulatory support fees; (2) ohange-in-control payments; (3) coats associated with the 

shareholder meetings and a proxy statement related to the Ivlerger approval by AOL Resources' 

shareholders, end (4) costs associated with the imposition of uonditions or approval of settiement 

terms in Merger proceedings in other state jurisdictions. 

(9) kaL ilesourc,..a and Elkton Gas wilt not issue debt or equity in cormeetion with, 

or to tand, the Merger. 

of AldyLA pipe by appropriate ,Ampliog throlghout the servioe area, Elkton Cies Mil not seek deferral or 
reeovery of these assessment sesta item ouotorners. 

3 
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(10) For a period of two years following the closing of the Merger, the arnount of costs 

assessed to Elkton Gas for services provided by an affiliate wilt be no greater than It would have 

been had the Merger nol oceurred, regardless of whether such services are provided directly or 

indirectly by Southern ComPany Servioci, Inc., AGL Services Company, or any other Southern 

Company affiliate. 

Supplier Divernitv Enhaneaurouts 

(I I) The Joint Applicants will increase the supplier diversity perfortnance of Elkton 

Pas by increasing its Diverse Spend Ratio ("DSR"), as that term Is defined in the May 29, 2009 

Elkton 6its SupPlier DiversitY Memorandum of Understanding, by a factor of 4 during the period 

2015 through 2017, as measured against Elkton Gas's 2014 DSR. The increase to be 

impletnented by the end of 2017 will be at least 4 times Elkton Gas's 2014 DSR. The Joint 

Applicants will maintain the DSR at post-Merger levels going forward, and continue to aim to 

increase Elkton Gas DSR over time to 25 percent. 

Cunt ittunitv investment Enhancements  

(12) Joint Applicants will sustain Elkton Gas's current levels of community investment 

for at least ten (10) years following the closing of the Merger. Community investment aotivities 

will continue to target oharitable, workforce development, and economic development efforts in 

the Elkton Gas service area benefitting ElIcton Gas customers. Elkton Gas will not seek recovery 

in its rates of costs related to those community investment activities. 

frastructure Enhancements 

(13) Within 60 days of completion, Elkton Gas will provide to the Commission a copy 

of the completed accelerated assessment study of the Aldyl-A piping (described irt paragraph (4) 

of this Stipulation and Settlement Agreement) within Elkton Gas's distribution system. This 

stndy will also include any other deficienoies identified In the course of performing that 

4 
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assessment that relate to the other piping tnaterials within Elkton Clia's dishibution system Milt 

could lead to unsafe conditions. 

(14) Within 60 days of completing tho' accelerated assessment, Ellcion Oas will 

provide to the Commission a plan for remediatieg any of the defidencies found with the Aidyl-A 

and/or any other piping materials discovered Os a result of the aslcssment. 

(15) Elkton Gas will continue to syiltematioally remcdiate system knowledge 

deficiencies in accordance with established programs and procedures. 

Plumitial  Integrity and Riau. trencina lintia,icetturnie 

(16) Elkton Gas will maintain a roiling 12-month averago annual egnity ratio of at 

least 48 percent. 

(17) Within 90 days of closing of the Merger and annuelly thereafter, Elkton Gas we.11 

resume filiag a ring fencing repoit pursuant to the Code of Maryland Reguintions (COMAP..") 

20,40.02.08. In addition, within V days of closing of the Merger, Elkton Gas will Ille a eost 

allocation manual pursuant to COMAR 20.40.02.07. 

(1 ti) The Joint Appticants wifl eonduct en analysts of their operational and financial 

risk to deterinine the adequecy of their existing ring fencing mearmes, using tha ring fencing 

conditions set forth ht the Table LM-20 matrix, excluding the first thiee (3) ring fencing 

conditions eontained in that matrix. A copy of Table 1..M-20 matrix fs atteched hereto, . 

(1)) Elkton Gas and its affiliates, includin; but not limited to the Pivotal Utility 

IP:Wings, Inc, family, will comply with the tatites and regulations applicable to Elkton CAS 

regerding offirete transac(ions. 

(20) Southern Company will proreptly report to the Conucissien any clumge by at itabt 

two of th6 three major ereuit reting agencies of the fitting of the ertior 'unsecured long-term 

r.12tn1153 I 
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public debt securities issued by Southern Company, AGL Resources, or Pivotal by providing the 

rating letter and related explanatory note. 

Sceitre Militant! tatploliment 

(21) For at least the first three years following the closing of the Merger, the Mint 

Applicants will maintain current employment levels within the Maryland workforce supporting 

Elkton Gas's operations. 

Maintain Local Corporate Presence 

(22) Elkton Gas will maintain its headquarters in Elkton, Maryland. 

(23) Elkton Gas will retain its corporate name and form, and viill continue to be 

divisiba of Pivotal Utility Holdings, Inc. 

(24) AGL Resources will continue to bave a separate board of outside directors for a 

minirmun of five (5) years following the closing of die Merger, 

Most Favorer! Nation Provision 

(25) Within sixty (60) days after the Merger closes, the Joint Applicants will file with 

the Commission a copy of the Enid Orders andlor Settlement Stipulations from the other 

jurisdictions from which it is seeldng Merger approval (the California Public Utilities 

Commission, Georgia Public Service Commission, Illinois Commerce Commission, the New 

Jersey Board of Public Utilities, and the Virginia State Corporation Commission) folLowing 

approval in each of thoso jurisdictions, along with an analysis indicating the total dollar arnount 

of any direct custoiner credit approved in each Jurisdiction (including a calculation of that 

amount on a per distribution customer basis) and explaining the valuation of the direct customer 

credits awarded in that jurisdiction ai compared to the value of the Lynefits provided for in 

6 
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paragraphs (2) and (3) of this Stipulation and Setticment Agreement (calculated in each case on a 

per-distribution customer basis). 

If, on a per-distribotion customer basis, the direct customer credits provided to eusterners 

hi other jurisdictions are materially more beneficial in the nggregate than the terms of the 

Maryland Settlement, including the direct customer credits speeified in Paragraphs (2) and (3) 

above, then the Joint Applicants will be obligated to provide additional direct cestomer credits to 

Elkton Gas's customers equivalent to such shortfall calculated on a pet-dtstribution attetomer 

baais. 

Further Conditions, Aasertiena end Reservations 

(26) Tho Parties further stipulate and agree that: 

A. 	the Joint Application, along with all testimony of Staff, O.PC, and the Joint 

Applicants tiled in this proceeding, including any testimony proffered in support of this 

Stipulation and Settlement Agreement, shall be made a part of the record, except as set forth in 

paragraph G, below; 

13. 	this Stipulation and Settlernent Agreement is expressly conditioned upon 

the Commission's acceptance of all of its terms, without change or condition; 

C. 	this Stipulation and Settlement Agreement constitutes a full bettlerntmt of 

the Joint Application and resolves all laaties and rutiustrnents raised by the Joint Application, 

contested and uncontested. This Stipulation and Settlement Agreernent may only 'm modified by 

a further written agreement executed by the patties to this Agreement; 

, 	D. 	this Stipulation and Settlement Agreement represents a compromise of 

divergent positions in order to end litigation, and shall not be regarded as precedent veil rearart 

to inty futurd case. The Parties twee that the tenns and conditions resulting fiitm this 

7 
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compromise and contained in this Stipulation and Settlement Agieement will result in Southern 

Company's acquisition of substantial influence over the policka and actions Of Elleton Gus being 

consistent with the public inttnest, convenience, and neeesaity, including benefits and no bean to 

consumers, in accordance with PUA § 6-105(g)(3)(i). The. Parties further agree that the 

molution of the issues herein, taken as a whole; is in the public interest, convenience and 

r.ecessity; 

E. acceptance by the Commission of this Stipulation and Settlement 

Agreement shall not be deemed nor shall it constitute in any respect a deterrnination by the 

Commission as to the merits of any of tho contentions or allegations that might be made by any 

of the Parties to the Stipulation and Settlement Agreement in the absence of settlement; 

F. the discussicns and negotiations which produced this StiPulation and 

Settlement Agreement have been conducted on the explicit understanding that all offers of 

settlement and discussions relating thereto are and shall be privileged and confidential, shall be 

without prejudice to the position of any party or participant presenting any snch• offer or 

participating in any such discussions, and are not to be used. in any manner in connection with 

this proceeding or otherwise; 

O. 	since this Stipulation end Settlement Agreement is conditiOned upon 

Commission acceptance of its terms in their entbetY, es afornsaid, thc Stipulation and Settlement 

Agreement shall be submitted to the Commission on the condition that, in the event the 

Commission does not aceept and approve it in lts entirety, the Stipulaticn and Settlement 

Agreement shall be deemed withdrawn end void, and neither this Stipulation and Settlement 

Agreement, nor any matters associated with its consideration by the Commission, shall be 

considered or argued to be a waiver of the rights that. any Party has for a decision in this matter. 

eisrusiscsess.t 
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;Title Commission does not unconditionally approve this Stipulation and Settlement Agreement 

without modification:the Perties shall retain all procedural and due process rights as fully as 

though this Stipulation and Settlement Agreement had not been presented for approval, r:nd cny 

memoranda, testimony, or exhibit) that have been offered or ret.eived in support of this 

Agreement shall become privileged as reflecting the substantive content of settlement disoussion 

end shall be strfeken from and not be Con.sidered as port of the administrative or evidentiary 

record before the Commission for any liarther purpcse whatsoever, and 

H. if the Commiesion unoondlUonally accepts etc specific terms of this 

f;ripulation end Settlement Agreement without modifmation, the Parties waive their respective 

rights to: (l ) appeal a proposed order of thc Public Utility taw Judge to the Commission; (2) 

seek rehcaritg, of a Commission order; and (3) seek judicial review of a Commission or,  der. The 

Parties shall not hike any actien before the Commission or a Comt in derogation of this 

Stipulation and Settlement Agreement. 

I. The terms and conditions set forth in this Stipulation and Settlement 

Agreement shall only be binding on the Parties upon approval by the Commission and upon 

consummatien of the Merger, which aro expres conditions precedent. 

the P.trties may execute this Stipulation and Settlement Agreement in 

separate counterparts, eaoh of which, when so executed and delivered, shall constinite an 

original, but all of which together shall constitute one and the same instrument. In the event that 

.my signature is delivered by facsimile transmission or by e-mail delivery uf n ".pdr or other 

f.anuirted data file, such signature shall be treated re: an original and create a valid and binding 

obiigatior. of tho executing party. 

9 
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Respectfully submitted, 

Annetto B. Garofalo 
Peter A. Woolson 
Asststant Staff Counsel 
Staff of die Publio Service Commission 

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

J. Joseph Curran, ffl 
, Venable UP 

Cotumi for The Southern Company 

Carvillett, Collins 	• 
DIA Piper LLP (US) 
Counsel for AOL Resources !no. and Pivotal 
Utility Holdings, Inc„ dilila Elkton Gas 

February 24, 2I6 
: 
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Respectfully subraterl, 

J. Jaepb Ournui, ILI 
Venable LLP 
Counsel for The Oknzlhern CoMPanY 

Camille 13. Collins 
1)LA Plptr LLP (LIS) 
Counsel far AGL Resources Ihz tr,c1 Pivotal 

HoltIlngs, Int., d/b/a Elkton Gas 

Febniary 24, 2016 
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Respectitdly submitted, 

Anisette B. Garofalo 
Peter A. Woolson 
Assistant Staff Counsel 
Staff of tho Public Service Commission 

Ronald 1rfI.-- 
Aesnt11o3 Counsel 

Office of People's Counsel. 

Corvine B. Collins 
DLA Piper LLP (US) 
Counsel for ACIL Resources Incl. and Pivotal 

Witty Holdings, Iao., d/b/a Eiktoa Gas 

February 24, 2016 
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Repeotfully submitted, 

Annette B. Garofalo 
Peter A. Woolson 
Assistant Staff Counsel 
Staff of the Public Service Commission 

Ronald Herzfeld 
Assistant Peoples Counsel 
Maryland Office of Peoples Counsel 

I. Joseph Curran, III 
Venable LLP 
Counsel for The Southern Company 

Corvine a Collins 
DLA Piper LLP (US) 
Counsel for AGL Resources Inc. and Pivotal 
Utility Holding, Inc., clibla Elkton Gas 

Pcbruari 24, 2016 
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COMMONWEALTH OF VIRGINIA 

POCUSIC49-CFP

h:el;" 
p 3: SO  

STATE CORPOR.ATION COMMISSION 

.!.i) AT RICHMOND, FEBRUARY 2i, 2016 

1  118  23 
4T/ri 

JOINT PLITITION OF 	 ra 

rHE SOL1MERN COMPANY, 
AGL kESOURCES INC., and 	 CASE NO. i UE-2015-00113 
VIRGINIA NATUR.AL  GAS, INC. 

For approval den acquisition nf control 
of a oubiic utility pursuant to Chapter 5 
of Title 56 of thc Code of Virginia 

FTNAL ORDER 

On October 26, 2015, The Southsrn Company ("SoutLem), AGL Resources Inc. 

("A(JM"), and virginia Natural Ous, Inc. CVN(l") no1lccei.oiy,"Pe6tioneral, fikd with the 

&ate Comoration Commission C'Cotrunission") a ..;01nr petition ..g.teEng Commission app:oval, 

pursurAt to the Utility Ttansfers Act, Chapter 5 of Tiese 56 of the Codc of Virginia ("Codc"), of 

the indifscr acquisition of control over VNG by Soutern ("Joint Pctition").2  According to :he 

Petitioners, subsequent to obtnining ail regulatory -.pproval% AGLR will merge with AMS Corp., 

a wholly owned subsFliary of Southern ("Merget").3  The Petitionets further stated thnt VNG 

will rcmain a direct sithsi.liary of AGLR and thereby become an indirect, wholly owned 

subsidiary of Southern :mon completion of :he Merger 4  

On November I, 2015. the Commission issut.1 an Orf,et for Notico.3nd Continent that, 

among other thinps, threct d he Fetitionm: to i;rovtJe t‘otice to the publi of the Joint Petdion; 

Vt C..g.,c 4 o-sta ill '9? 

• '''art Peil.:q11 0( 

3  t« ai 1, 6

• 	

.7  

14 • t 7. 
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provided an opportunity for interested persons to file a notice of partieipation in this proceeding 

and file comments or request a hearing on the Joint Pctition; and directed the Staff of the 

Commission ("Starr) to conduct an investigation of the Joint Petition and present its findings 

and recommendations in a report ("Staff R.eport"). 

On December 18, 2015, the Office of the Attorney General's Division of Consumer 

Counsel ("Consumer Coun:e1") tiled a notice of participation. No other parties have mainiained 

their participsticni in this proceeding,5  and no comments on the Joint Petition have been filed. 

• The Staff filed a Staff Report on the Joint Petition on February 2, 2016, which 

documented a number of representations made by the Petitioners in the Joint Petition and in 

iesponse to the Staffs invcstigatien.'5  13ased upon the Petitionere'representations, the Staff 

concluded that adequate sCrvice to the public at just and reasonable rates would not be impaired 

or jeopardized by the granting of approval of the proposed Merger and, therefore, recommended 

that the Commission approve the Merger subject to certain requirements listed in the Appendix - 

to the Staff Report! 

On February 17, 2016, the Petitioners and Staff filed a Joint Motion for f.eave to Present 

Stipulation and Recommendation ("Joint Motion"), attached to which was a Stipulation and 

Recommendation ("S(ipulation") as a proposed resolution of all key issues with respect to the 

	

Oo December 28, 2015, Direct Linergy Business Merkel% LLC, 	Calaway energy Services Corporstion fi3cd 
3 motion withdrawing their Derember 1a, 2015 nom of psrticiounen Pod request (Or hear;eg, which die 
Commission Broome! by Order dated Uccentber 29, 2015. 13y Order dated Fchrunry 8, '3016, the Commission olso 
trotted the Fclguniv .S, 2016 motion of the lotrithitionel Brotherhood of Electrical Workers Local 50 Cl BEV Local 
501 to s:itLriran,  their Fehraary 1. 2016 moticrt to accept entice rif part Upsilon and 113EW Load fi liorice of 
prrleipation. 

6  Sett e g, Sniff Report nt 	21, 27-28, 31-D, 35-37, 39. 

Sae id ar 17,24.29, 39-43, 44-47. 
s 

2 
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proposed requirements listed :n the Staff Report.4  In the Joint Motion, the Petitoncis ar.d the 

surf asserted that adequate se:vice to the public at just and reasonsbk rateg will net be impaired 

or jeopardized by approval of the Merger, contingent upon toe pxotrrne..eled requirements 

ids‘mii lied in the Stipalation, consist..nt with § 56-90 of the Code, and :hornfore urg,ed the 

Commisior to adopt the S:ipuir.tioa and Improve the Mager.°  

The only issue vitt; respect to the requirements that was :lot rtraoh,ed šy tha Stipulation 

was related to the timing a the sunAt provision for a prapaied requirement on steging levels.")  

Ti.e proposed requitement provides in part that the Petitioners "nrintrtn, at a minimum, 2 t 5 

c•imleyea positions that, in whole el in patt, pertain to the retpiitnienrs of the Commission's 

pipeline safety r.tandards, aa weli the Underground UtiiryDamage Picvontirn Ar.t 

(§ 56465.14 tri szry. of the Cede)...."11  The Petitioners and the Stuff asked the Commission to 

determine whether the requirement should be in place tar five years proposed by the Staffer 

ter three years as propr.sed by the Petitioners.°  

Also Med on February 17, 2016, was thc Petitictere Respon% to the Staff ::cpnrt 

("Ntitioners' Response"), in which the Petitioners asserted that CT 'Merger shetild be approved 

because it will not impair or jeepatdize vNoss provision of eclogue!: set-rice to its customers at 

Just and reasonable rate; consistent with ditt statutory standard se forth ir. § 55-90 of the Code." 

The Petitioners reiterated that the Mager will bc seamless ler 	cgsterneri and not•thle 

!oint Motion In 2.3. 

11L at 3. 

hi, Stivalaban m 2, 4.5. 

" 	at 4-5. 

'a  S;c id. at 2,4,5; !An, Mneion rt 3; Starr norm et 3 l -32; Pet;:ierer's P.evonac at 1-9. 

Pentmners' nesaaosc t.t l. 
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niostly for what it will not change for VNG.I4  Furthermore, the Petitionets emphasized that 

Virginia customers will continue to receive service from VNG in the same manner and pursuant 

• to the same Commission-approved rates, terms and conditions upon which they now receive 

service, as borne out by the representations and vohmtary commitments offered by the 

Petitioners." 

As to the only question left unresolved by the Stipulation, the Petitioners asserted that 

beyond the three years to which they have committed they, and VNG in particular, should be 

allowed the flexibility to manage potential changes in the work force due to the needs of the 

business, employee performance, the desires of individual employees, or other unforeseen 

circumstances.16  The Petitioners further argued that it is conceivable that !owcr maintenance 

requirements from system modernization, improved tech.nology, or other factors could influence 

these employment levels over time, and that requirmg VNG to maintain those etnployees for a 

period of live years could liinit VNG's flexibility to effectively and efficiently manage ils cost of 

service for the benefit of customers without any clear incremental benefit in terms of safety." 

Ou February 19, 2016, Consurner Counsel filed a reaponse to the Joint Motion stating 

that with the conditions set out in ihe Stipulation, it does not appear that approval of the Joint 

Petition and Stipulution will impair or jeopardize VNG's ability to provide adequate service to 

the public at just and reasonable rates. Accordingly, Consumer Counsel stated ihat it does not 

object to the Joint Motion end Stipulation. 

" 

" 	at 3-4. 

" Id at 8. 

n 

4 

249 

0000531 



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

Staff RFI 2-17 (NEE) 
Page 250 of 263 

NOW THE COMMISSION, ttpon consideration of this inalter, is of the opinion Ind finds 

3s i;:ttlows. Section 56-90 of the Code provides: 

If cuid when hie Cominission, with or without hearing, shall be satisfied that 
adequate service to the public at just and reasonable rates will not be impaired or 
jeopartlized by granting the prayer of the petition, tile Cummission shall make 
such order in tho piemises as it ,nay deem prover add t1.2 cheurrritances require, 
and thereupon it shell be lawful to do the rhings provich.:d tbr in such order.... 

The Petitioners have made several representations in aupport of the Joint Petition, both in 

their filings in this proceeding and in response to the Staffs investigation, as documented in the 

Staff Report. For example, the Petitioners represent that thej "will not seek cost recovery cfany 

portion atilt acquisition premium, acquisition adjustment, fair value writc-up, ur 

goollwilliintangibie related to the proposed merger through rates, charged to Virginia 

jurisdictional eustorners."14  We rely upon tha Petitioneis representations to find that: (i) the 

Stipulation should be accepteu; (ii) that we are satis(ied th:tt adequate servio: at juzt and 

reasonaWo rates will not be impaired or jeopardized by the Merger so long as the r.:quit merits a; 

set out in the Stipulation are ordered as a condition of approval: and (di) dult the Llergor should 

be approved ,lubject to the requirements set forth in tile Appendix to this Final Order. 

The Stipulation presented by the Petitioners and the Staff asked the Commi5sion to 

determine whether a reonirement on stalling levels shoold be in effect for three yea,s or live 

yeirs.".  Specify:ally, in Requirement (13) of the Stipulation, "Petitione.1 agiee to mailtain, at a 

minimum, 215 emote:tee pasitions 	It is our understanding from hh . recerd h::rein that 205 

11:4,cd 4( 7,z (titan% iu ia St .tr tliv.rraga...ry ;:a. 0444). 

• `'',10,!"da.1 a`• 2 4'3; • 5" 	 St if fRoym rt 11 	,onter Ites:ron:...rt 7-1 

at 4-s. 

5 

th 
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• of the 215 positions ieferenced in Requirement (13) will be VNG positions. 21  We find that these 

staffing levels should be maintained for five years. if in the future the Petitioners find that 

advancements in system modernization, improved technology, or other factors would affect the 

Petitionete ability to effectively and efficiently manage its cost of service for the benefit of 

Customers, und thereby render the requirement unreasonable, then the Petitieneis may file for 

relief at that time. 

Accordingly, IT IS ORDERED THAT: 

(l) The Joint Motion filed by the Petitioners and the Staff is granted, and the Stipulation 

attached thereto hereby is adopted. 

(2) The Petitioners shall maintain, at a minimum, 215 employee positions that, in whole 

or in part, pertain to the tequirements of the Commission's pipeline safety standards:as weH as 

the Undeeground 	Domage Prevenfion Act (§ 56-265.14 et seq. of the Code) foi a period of 

five yeus after the approVal of thisMerget by the Commission ond shall not degrade the 

competence level of the employee workforce as a result of the Merger. 

(3) Put suant to § 56-88.1 and § 56-90 of the Code, the proposed Merger as described in 

the Joint Petition hetehy is approved subject to the iequirements set forth ir. the Appendix to this 

Final Order. 

(4) There being nothing further to come before the Commission, this case is dismissed 

from the Commission's active docket, and the papers fil.xi herein shall be placzd in the tile for 

ended causes. 

Set Stuff Report Pott r: at it I. 
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AN ATTESTED COPY hereof shall be sent by the Clerk of the Cminission to: 

Stephen D. Rosenthal, EsquIre, Troutman Sanders LLP. 1001 Haxall Point, Richmond, Vteginia 

23219; Christopher 11 Dmul,.o, Senior Attorney, The Southern Company, 30 Ivan Allen Jr. 

Boidsvard, Atlanta, Gecrgia 30308; Erica L. i1cOiIl, Esquire, AGL Resources Inc., Ten 

Peachtree Place, Atlanta, fIcortlia 30309; Joseph K. Reid, Ill, Esquire, and Jennifer D. "Vulailca, 

Esquire, McGuireWocds UP, Gateway Plaza, t00 East Canal Street, Richmond, Vit antis 

23219; and C. Mead:. Browder, Jr., Senior Assktant Attorney Genual, ::(ivision of CC Mtn nor 

Counsel, Ofrice of thc Attorney Gmenti, 400 East Main Street, Second Pinar, Richmond, 

Virginia 23219. A ts.opy also shall be Jelivered to the Cornmksior's Office of Gencrel 

and the Divisioru of 2nagy R4u!atio 3 and Utility A .r..ountin3 ace Eirunce. 
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APPENQM 

A ccountine Reauirements 

The Commission's abprovul shall have no ratemaking implications. In particulur, 
approval shall neither guarantee nor preclude the recovery of any costs directly or 
indirtetly rctated to the Merger, which may be addressed in a future rate 
proceeding. 

VNG.shall tile a Report of F-ietion within thirty (30) days afier`the first SEC filing 
that presents the Merger financial results which have been reviewed by die 
Petitionete auditors. The Report of Action shall include the closing date of the 
Merger Transaction," the actual total sule price, and the actual accounting entries 
recorded in Southern's, AGLR's and VNG's books to left= the Merger. Such 
entries shall include: (a) All Closing Cost" accounting entries for the three 
Petitioners; (b) All Merger-reluted fair value, goodwill, and/or acquisition 
premium accounting entries for the three P'ctitioners; (c) All Merger-related 
current and deferred tax accounting entries for the three Petitioners; and (d) All 
Merger-relatcd debt/equity financing accounting entries for the three Petitioners; 
by Petitioner, date, account nurtiber, account title, and amount. In uddition, any 
VNG accounting eittries shall be in accordance with the Uniform System of 
Accounts for natural gas local distribution companies, which ineludes booking 
any difference between the purchase price and the net book value of VNG's assets 
as an acquisition ndjustment to Account :14. 

(3) In addition to providing thc initial Merger accounting entries in the Report of 
Action, the Petitioners shall be required to track all changes to the Waked 
accounts or amortization pericds for the originnl booked Merger amounts us 
reported in the Report of Action refcned to in Requirement (2) above us they are 
expensed, depreciated, arnorfized, written down, etc., and provide any such 
changes and an explanaticif for any such changes annually in VNG's Annual 
Information Filing (AIF") or base late case application filed with the 
Commission. 

(4) The Director of Utility Accoun(ing and Finance shall bc notified of Southern's tax 
election for the proposed Murger if and when it becomes effective. 

(5) VNG shall file for Chapter 4 approval of a new Southern consolidated tax sharing 
agreement that includes AGLR and its affiliates, including VNG, with the 
Commission within 120 days of the Meiger closing date. 

.;•,e Staff- R:1-mq at 2-3. 

" Cev id. at 8-9. 
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(6) VNG shall file and obtain Chaplet 3 and or 4 approve! Oar to enterin3 into any 
new nffiliato or fintincin arrangements resulting 11-ein :he proposed Merger. 	 • J 

(7) VNG shall be required to tetain title, owner.;ip ood inantrement of all Gus 
Contracts? ' necessary to ensure the piovision of re'iable gas servtce at the least 
cost possible to Virginia custom:Ts. Currently.appt 	Gas Contract 
management affiliate arrangements th; ough the Set:dent AtvIAA ti:GFSA shell 
remain in place until further Corronission action. VNG shall contmuc to;:eep the 
Commission informed of its gas supp'ty objectives, plans, and acCems throti3h its 
quarterly AMAA/CiPSA meeting.; with Staff. 

Cs) 
	

VNG slatl ale uanually with its ,%.IF or rate ease application a C.pital 
Expend:tut: Sul:toothy Rloort. using the foimat provided in Attachment A to the 
Stipulation, that :ompares budgeted to actuai capital capcildititres, for zi period uf 
f.ve years atter the appi oval of this Mer3er by the Coimnission. 

(9) The Petitioners are direded that: 

(r0 	The quality cf service in VNO's service ten itory ahali not deteriorate due 
to a lack of maintenaote or capital investment; 

(t) 
	

The quality ofservice in VNG'': service territory shalt not L:otet;erate due 
to o ;eduction in the number of employees providing tier/ices; and 

(c) 
	

Seuthm 	ar d VNG shall maintain a high degree of cooperation 
wit:-. the Commi^.sion Staff and shall take all liec:ssary action to ensure 
Wigs time!),  response to Staff inquiries with regard to its provision of 
naniral gas e!istr.buton service in Virgioia. 

Fin7Incial Requirements 

(10) Any consolidated AMR capital struchne presented in any VNG A1F or basc rate 
apolicntion shall remove amounts attributable to Soisthern-At.ii..R. tnergt.r-rclated 
costs, such as any acTiisition premium, ppodwill amounts and other Items the 
Pctitioneis have agreed would mat b..: borne by VNG customers. VW.' may 
cernInue to present a conselidauxi AGLR capital structutc both including and 
excluding Ntcor Gas Company io such filings. 

(I 1) 	Staff shall receive at least thitty (10) dlys advance notificatioi: prior to noy 
dividec.1 payment by VNG, and al: oth'm requirements entVaine:1 in :1,e Order 
Chantiris Aumelity iri Ca.. ; Nn. PU7-201 d-00120 remain in effect, 

;12) 	toner:: sh01 Wiry cast:of ony credit ratiti ., dowogi rde of AGt or ACL 
Capital Ctpoi.tšon wilVn thirty flays of it., occe.rrer.a, provide Staff with an 

f?eN id. al 14. 

9 
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A 
ija 

C. .1  

explanation of the reasons for such downgrade along with copies of any 
assuziated rating agency repoits, and describe any measures and plans to restore 
such credit ratings. 	 ts 

vi 

Sefety Requirements 

(:3) The Petitioners shall maintain, at a miniinurn, 215 employee positions that, in 
whole or in part, pertain to the requirements of the Commission's pipeline safety 
standards, as well as the Underground Utility Damage Prevention Act 

56-265.14 ei scy. of the Code) for a period of five yeats after the approval of 
this Merger by the Commission and shall not degrade the competence level of the 
employee workforce as a result of the Merger. 

(14) VNG shall maintain, at a minimum, the current number of critical valves 
(409 valves) for its existing system. The number of critical valves may change 
based on the future configuration of VNG's system. VNG shall continue to 
follow its Operations Procedure Manual (OMP) relative to the designation and 
inspection of critical valves on its system. For a period of tive years after this 
Merger is approved by the Commission, VNG shall submit an annual report to the 
Commission's Division of Utility and Railroad Safety ("Division") by Arai! 1 of 
each calendar year documenting the number of critical valves on VNG's systeni as 
of the previous calendar year end and pioviding an explanatioa for any critical 
valves on VNG's system which were iemoved during the preceding calendar yenr. 

(15) VNG shall continue to qualify its covered employees and contraet employees in 
accordance with the Virginia Enhanced Operator Qualilication Program 
("Enhanced OQ Program") after the Mirger. In addition, the Company shall 
revise its OPM and Emergency Plan procedures to conform.to  the Enhanced OQ 

ogram. 

(16) VNG shall continue to take reasonable and prudent actions to improve the • 
effectiveness of the Company's damage prevention ptogram. 

(17) VNG shall continue to track the time from receiving the notice of unintentional 
['clans of gas (First Notification"), and "First Arrival" ttntil testing verifics.that 
no immediate hazard exists ("Make safe). VNG shall provide an annual report 
to the Division no later than April 1 of each calendar year containing thc previous 
year's annual average time from First Notiiication to First Arrival, as compared to 
thd*previotia thtet-year composite average. This repotting requirement shall 
continue fur a j3et iod of.tive yeais after the Merger is approved by Mc 
Commission. 

(l 3) VNG shall continue its voluntary commitment to develop and in;plemcnt a 
pipeline safety management system in CuriPlianee with the Ametican Petroleum 
InstitMe Recommended Practice ("API RP") 1173. VNG shall submit to the 
Division both its completed gap analysis and its assessment of the Company's 

10 
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"safety culture withie one ycnr from the date of ihe approval of this Merger by 
the Commission. 

(19) VNG shall provide the Division an annual report no later than April l of each 
calendar year on the number of field hours spent by VNG employees on 
operations and maintenance activities as requited by 49 C.F.R. Pa.es 19 i , 192 and 
199, and on !he etsritractor costs by activity in the fat mat provided in thu 
Petitioners' attachment in response to Staff Set 3-38, which is included on pages 
5 i -52 of Part E of the Staff Report nereto. This reporting requirement shail 
continue for five years after the Merger is app; oved by the Commissien. 

(20) Vh•G snstleontinue to comply with se fety 7tcord retention requirements under 
gat.: and federal law tbllowirg approval of the Merger mid shall make any such 

• eeerds available to the Division promptly when requested. 

(71) VNG .•hall submit notices of construction, which are accurate when submitted, in 
accordance with the requirements of the Commission Order in Case No. 
URS-2006-00531. VhtG shall continue to submit notices, whieli arc accurate 
when submiteed, f 1..arge Construction Projects to the Division fer projects that 
exceed $100,000 in cost and submit them no less than i 0 chiys before the 
estimated start date of the project. VNG shall continue to make reasonable efforts 
to inform the Division of ehanges in daily construetion echedules. 

1 i 
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Rc.march Update: 

Southern Co. And Subsidiaries Outlook Revised 
To Nagative On Proposed AGL Resources Inc. 
Acquisition; Ratings Affirmed 

Cverview 

• U.S.-based Stl,:th:.."n Co. rec.mtly announced a proposed aoguiertlen 	AtS, 
Peseurces Inc. 

• We are revising G1C rating outlook on Southern co. and tts subsidiaries 
to negai.ive Ernm stable. 

• Wo are Ariz.; affirming our ratings cn Vie colpaaiee. including the issuer 
credit ratings 

• The cegative olitlook reflcctu the potenz-.ial tor grenter tinanci1.1 rtak 
throlghout t2e owhern oruasization beeauso oE the proposed heavily 
fleet financed yeguleition of 7:GL, which could result in Jowngriden if the 
transaction cone-,inee with other setrdacks to weaken Sourharn.a 
"eignificent. firoincial risk proiilv. 

Rating Action 

6ri Aug. 24, 2115, Stesdird Pear'u Rettrign Servicea.  raviued us rating 
t.,tlook en ;authors Cu. 4nd the companyos suneidiaries to negative f.om 
rtable. At the canoe time, we affirmed our' run:legs on tbe companiul, including 
,:ho teener crs,lit ratings. 

iho prepoa.:d a.:(11"J:tias of Aol, :at ea 4 31,gat :11•.v.-.u- 
huaioel 	onsfi:4 -testi:lament a! 	• ty 	; mooicum of v•T.'.,  
1-1w-ri3, na iral Mal lx:al .ltatr 	r17,niet tc tc 4c:rt./any 4 a-,hiv or 
rogul.tr'. 	 ue.litt• i......errt:s. Adaioa 
cp,..catIng 	r.:buL.tv. e  ti...atattwntIon 	• 	uld 
. it. a '411.----t4, ac- tvl'isa Je 'MO n ouch i•1190:. p.utlorm. 

0,ul• tt .co,0 0 :a -ftnr. 5y ts: 1.,vonsi-: 	 Enoqinj 
;0110:‘,..) 1 ,a "lc 'ol'isvel &matt) vt 	plo., 

y part t 	L •At Ovntz. r'• 3 hi:, 	ue c.m..1 u. 1.;.-; 	u Cy .ASt. • 

t : 	.Igit '(' 3) lay Or, th.• 	 t,;(1. 

s. 	:at 	ot 	.n. 	t. 	03 • rt 	t. st 	ç, 	içaçC tor. 	9:1:" 1 t.r...1:- 

‘ •37:r 	‘)1.Z. t" • 	-4 	en'tt.1 	f•tro (.) 	151 	. 	 f, 

• .t. .1.1: 	• L. e s• .4! 	:•rAri. I I LI . .0 •1 	u  

.() 	 . 1 :Lic - 11 	• ". 	.._ta A  :A. 	 . %In; I •st•nr. 

tilVatlaStv!AR:ASnlvool..1.trnAtitalliad:101STST 	 aadusT14.2015 2 

?WSW Pat11.31,9 ,..:CLUSIVItt., morn 	rAlithAS. 
• r Pi t ALDO IMMYSICin Ufl 499 creams: PIRMITIO 
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fi,.search Update: Southern Co. And Subsidtaties Outlook Reeked To Negame On ['imposed AUL it•isonrces 
Acquisition; Ratings Allitnuil 

approvale tould distract Southern's management at n critical time in the 
company's ktmpor and Vogtln construction projeeta. Completing Kemper aod 
getting die ..tista permanently into rates, and pressiru on in the crucial 
hal.:vay point tor the nuclear construction, arc challeT4ing without the 
considerable diversion ol Sonthern rienior management's Limo and attention tor 
(.4gulatory and integration ettorts at AGL. Any missteps on those high-rnefiln 
:ndenvers In the midnt of the AGL metger process could presacre ratings. 

Liquidity 
we considet Smthernla liquidity, as measured on a conaolidated biain, to bo 
"adequate" tied= our corporate liquidity met...hodol.lgy. Our ameesoment includes 
try:. follcwing expectations aed assumptions: 
• Projected liquinity sources will exceed U303 by more than 1.1x; 
• The company has thr ability to ohnorb high impact,,low-probabilLty eventn 

with limited need for refinancing; and 
it The company has tlexihility to lower capits1 upending or cell asne-n, 

round bunk relationships, onlid standing Le credit ,tirkets, and .;evarally 
prudent Lash management. 

The principal ligutdIti,nources :Include the followaig. 
• (tit forecast of FFO ot ahont $5.i hillion and cash of about $1.1 billion; 
• T.ital credit fneility of about $3.5 hilimal and 
• Availability of Depart:mint of Energy einanelrg for tha Vugtle 

conatructiol, which uw factored Into our sionsament. 

The principnl liquidity uses includo the fo:lowingt 
• Capital apunding uf at leant 54.5 billion, 
• Abunt. 52.2 billion in di4idends, and 
• Oebt maturities of 54.4 billion. 

Group Whiewee 

Undor the Ormnp rating methodology criteria, ,uto view Southern as the psrcut of 
a group that ircludes "core" suhaidiaries !OFC, gulf slower Co., and AluLjma 
Power Co.). c 'highly ntratsgic" sebsidiary (MPC), and e,"strategicully 
important" subsidiary (Southern Power). Thn 'a ' coneoltdated ,credit profile 
ul Southern, an rnrent of the group, t2ecomns th^ group credit rtoLile and 
!cede to en 'A ' lueeer credit ratlng. 

Outlook 

11,e re.iaLive cutl" ,k ce 2cnthern iid it4 autaidinrime rlfleetii onr baseline 
pxulectionn t'sit tLe 	 re9ulaced e!ectri.: utility ,rd mecc:Innt 

upoiwiz.ee wit; continue genaiating sutfiel.mt en,..h flow to .:onn,Lente-:y.  
achi•ve eicr. neat:111re- that eiropoet the "sionifl.ast" 'llmncial rink rrriftk. 

le-AndIej 7F0 to let.? r.4 	 1:12.. We el:rect 
fiaanniil cvndition te aced: slIgh^)y dee to %lie suJL, tritinn,t.len as itn lacUe 
• sp.:.aning proginm, 0 :ch it,ledur cc.-.1tru-tion ot ter; nuclear pis.nts In 

Avni.STANDARDANDMOALCOM/RATINGSOtateT 
	

AUGUST 24, 2013 3 
• Wni YNNPARED XXCIANN laY rna USER. RIMINI MINIMS. 
NOT TON NCENSTNIOUTION UNLES9 I II6RWISL PEOMITrEO, 
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Retvard: Update: Southern co. Alto SuLA.theYfes 	r.!! Peuised To Neg...!ve 	erlpus d .V21. /tr.-mores 1.• 
AcardstOom Rating.. .1/Prolcd 

%1Itt 	in`19,:•ty,1 9kb1Eica..ieo 	 ,•yr .1.! unit 
vooko 	013 jad vinao down ov.,:r La.4 ...eat a 1,11.1 4erwle. 

fhnNnetiestcnrai0 
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,Inil plynt 	 Pouose u. ("1.:1 'ind tilesinoLopi 
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ifkisidesena)112 
(Oven 	PAL merger LI:, c,7p 4.; lin 1.ifis _Anned 	1 .e.i.icrc pr >spy m or 
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R.eseurth Upd.ne: Stmtben Cu. Aid Subsukarics Outlook Reuised T, Negavue Ou Propmed A GI. Ret,no.:1 
Arguisitum; Ralnlgs Affirmed 

Related Criteria And Research 

Related Cdttria 
• Corporate Methouolwy, Nov. 19, 2013 
• Croup Ramihg plerhodo/ogy, Nov 19, 2013 
• 11s,,  Cf Crldit4ateh And Outlooks, Sept. 14, 2009 

FOIChIlEpiast 

Banuiga Affirmed; Outlook Aotion 
To 	 From 

Zeuthein Co. 
.1111E Power Co. 
nenreia Pnwor Co. 
Alabama 11,:wor Co. 
Corsorace Crtedic dstang 

Iiitwizatepi. Power Co. 
Sauthern Power Co. 
Corporate Credit Rattng 

Southern Co. Servires Inc. 
Southern Electric CenerAting Cn 
Corporate .7redit Rellng 

Raciegs Affirmed 

A-/Neqative/A 2 	A  

Binli/Nogetive/A 2 	Plat-/Stab1e/A-2 

A-Megatir.../ 	A-/BrabW.- 

Alanama Power CapLtal rrust V 
Preferred Stock 	 BOB 

Alabama Power Co. 
3en1or Unseemed 	 A 
Prefrrred StQck 	 3BB 
Arefemence 
Commerci4,1. Paplr 	 A 

Georgiu Power Co. 
Oulf Pewer Co. 
Senio- Unsecured 	 A- 
Pcofetrrd Stook 	 MOB 
Prolrnce Stock 	 nnA 

rii4uintiiprek Power Cp. 
t'enior l'ALynrurrd 	 bRB, 
Pref-irred Stock 	 ;in 

Sont.nern o. 

WWW, STAINDAADMIDPOPTIS.COM  / RATINCSDIRC CT 	• 	 mmusT 24, 20:5 5 

2 MS VI Ili EALPARED EXCLUSIVELY EMI USES TUC MEM SAMNA% 
NET Port RLDISTIUSUTION UNLESS UTNPEWISE PERNWESTIL 
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Re.: ;Dr Update: Svuthe t Cu And :;n1;;:frilarics Otaloct Rr•nsed 	:1-c.i:ive O.; Prnimsed 4G L. Reinsur:; l.. 

Ar4.sesmenn Zainzs Af tirits4 

.t.her n 
;1k•ez 

•..kr korc ' 	 A 

Cr Wr ny CO p t ”d r,tn,!:!n 3 Inc . 
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SOAH Docket No. 473-17-1172 
PUC Docket No. 46238 

StatrRFI 2-17 (NEE) 
Page 1 of 2 

STAFF RFI 2-17: 
Refer to the John Reed testimony, page 62, lines 10 through 23, and page 63, lines 1 through 7. 
If any of the mergers involved parties with significant kvels of non-utility businesses, please 
provide all rating agency reports analyzing the transaction, as well as all regulatory conditions 
required by the state commissions. 

RESPONSE:  
The referenced section of John Reed's testimony discusses five utility transactions: (1) Southern 
Company's August 2015 acquisition of AGL Resources, Inc.; (2) Black Hills Corporation July 
2015 acquisition of SourceGas Holdings LLC; (3) The Laclede Group, Inc.'s April 2014 
acquisition of Alabama Gas Corporation; (4) AltaGas Ltd.'s February 2012 acquisition of 
SEMCO Holdings Corporation; and (5) Duke Energy Corporation's January 2011 acquisition of 
Progress Energy, Inc. 

The following were the percentages of non-utility revenues and assets for each of the companies 
referenced above, as reported in each company's SEC Forrn 10-K. for the year ended prior to the 
announcement of the merger. Of the cornpanies, AGL Resources, Inc. (AGL"), AltaGas Ltd. 
("AltaGas") and Duke Energy Corporation ("Duke') had the highest percentage of non-utility 
revenues and assets. While those utilities do not necessarily have "significant levels of non-
utility businesses." in order to be responsive to the RFI Mr. Reed is providing Standard & 
Poor's, Moody's Investor Service's, and Fitch Ratings reports regarding those transactions and 
regulatory commission orders (with regulatory conditions, where applicable) approving the 
Southern Company/AGL, AltaGas/SEMCO Holdings Corporation and Duke/Progress Energy, 
Inc. transactions. Please see voluminous Attachments items 1-3. The response to this request is 
voluminous as noted in the attached voluminous index. In addition, Mr. Reed notes that, as 
described in the testimony of NextEra Energy witness Totten, NextEra Energy does not have 
significant levels of non-utility businesses in ERCOT. Specifically. as noted by Mr. Totten (at 
page 4), "the size of NextEra Energy's wholesale generation and retail electric provider (REr) 
subsidiaries in ERCOT is significantly smaller than Oncor's prior wholesale generation and retail 
affiliates, i.e., l/60th of the size in the case of effective installed generating capacity in ERCOT 
and one-fourth of the size in the case of ERCOT retail sales." 

Cornpany % 	of 	Non-Utility 
Business (revenue) 

% 	of 	Non-Utility 
Business (assets) 

Southern Company 6.0% 8.9% 
AGL Resources, Inc. 25.7% 19.2% 
Black Hills Corporation 5.6% 14.6% 
SourceGas Holdings 
LLC 

Note [I] Note 11] 

The Laclede Group, 
Inc. 

I 6% 5% 

Alabama Gas 
Corporation 

00/0 0% 

AltaGas Ltd.'s 89.5% 76.8% 
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PUC Docket No, 46238 

Staff RF1 2-17 (NEE) 
Page 2 of 2 

SEMCO Holdinas Note [2] Note [2] 
Corporation 
Duke Energy 25.7% [3] 23.5% [3] 
Corporation's 
Progress Energy, Inc. 0.1 % 12.4%• 

[1] SourceGas Holdings LLC ('SourceGas") was privately-held prior to the Black Hills 
Corporation transaction. In an investor presentation discussing the transaction, SourceGas was 
described as having natural gas utility customers, and distribution and transmission intrastate 
pi pel ines, indicating 100% uti I i ty' operations. 

[2] Per SEMCO Holding Corporation's Unaudited Financial Statements- for the period ended 
June 30, 2012, "SEMCO Energy, Inc. ("SEMCO") is a regulated public Utility headquartered in 
Port Huron, Michigan." 

[3] Includes Duke Energy Ohio's regulated generation in Ohio - revenues, and assets for which 
are not separately provided in Duke's 10-K. 

This response was prepared by or under the direct supervision of John Reed, Chairman and CEO 
of Concentric Energy,Advisors, Inc. 
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SOAH Docket No. 473-17-1172 
PDC Docket No. 46238 
STAFF RF1 2-17 (NEE) 

Page 1 of 1 

VOLUMINOUS INDEX 

I. 	Moody's Rating Agency Reports, Fitch Rating Agency Reports, Standard & Poor's Rating 
Agency Reports, and Regulatory Commission Orders for AltaGas-SEMCO, pages 1-46 

2. Moody's Rating Agency Reports, Fitch Rating Agency Reports, Standard & Poor's Rating 
Agency Reports, and Regulatory Comrnission Orders for Duke-Progress, pages 1-228 

3. Moody's Rating Agency Reports, Fitch Rating Agency Reports, Standard & Poor's Rating 
Agency Reports, and Regulatory Commission Orders for SO-AGL , pages 1-263 
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SOA1-1 Docket No. 473-17-1 172 
PUC DoCket No. 46238 

Staff R.F1 2-18 (NEE) 
Page l of 1 

STAFF RFI 2-18: 
Refer to the John Reed testimony, page 62, lines 10 through 23, and page 63, lines 1 through 7. If 
any of the mergers involve acquirers using high levels of debt leverage to finance the transaction, 
please provide all rating agency reports analyzing the transaction, as well as all regulatory 
conditions required by the state commissions. 

RESPONSE: 
The referenced section of John Reed's testimony discusses five utility transactions: (I) Southern 
Cornpany's August 2015 acquisition of AGL Resources, Inc. (AGL"); (2) Black Hills 
Corporation July 2015 acquisition of SourceGas Holdings LLC; (3) The Laclede Group, Inc.'s 
April 2014 acquisition of. Alabama Gas Corporation; (4) AltaGas Ltd.'s February 2012 
acquisition of SEMCO Holdings Corporation; and (5) Duke Energy Corporation's January 2011 
acquisition of Progress Energy, Inc. 

Of those transactions, Only Southern Company's acquisition of AGL Resources, Inc. involved 
debt consideration that was more than 50% of the consideration provided in the merger. Please 
see the response to Staff RH 2-17 for Standard & Poor's, Moody's Investor Service's, and Fitch 
Ratings reports regarding the Southern Company/AGL transaction and regulatory commission 
orders (with regulatory conditions, where applicable) approving the transaction. 

This response was prepared by or under the direct supervision of John Reed, Chairman and CEO 
of Concentric Energy Advisors, Inc. 
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PUC Docket No. 46238 

Staff RFI 5-16 (NEE) 
Page 1 of 1 

Staff RH 5-16: 
Refer to the NEE response to Staff 1-19. Please explain why Oncor does not plan to use a 
commercial paper program to fund its future temporary cash needs. Please compare potential 
Oncor commercial paper interest costs to that of Oncor's credit facility. 

RESPONSE: 
As described in Oneor's response to Staff RFI Set No. 1 (NEE), Question No. 1-19, it is 
anticipated that Oncor will retain its revolving credit facility following the close of the Proposed 
Transactions. Subsequent to the transaction close, if the Company's credit rating profile 
improves to a level that will support utilizing an effective commercial paper program, Oncor will 
evaluate the then current bank and commercial paper markets. As appropriate, Oncor will opt to 
fund its short-term cash needs through the market that best optimizes the cost and availability of 
funds. 

Oncor's current cost to borrow from its credit facility is one-month LIBOR plus 100 basis points, 
or approximately 1.75% based on current rates. Comparable rates on a fully liquid A2/P2 
commercial paper program (which Oncor would not qualify for at present) woukl be expected to 
be lower, on a relative basis. 

This response was prepared by or under the direct supervision of Mark Hickson, Senior Vice 
President of Corporate Development, Strategy, and Integration. 
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PUC Docket No. 46238 

Staff RF1 5-27 (NEE) 
Page 1 of 1 

Staff RFI 5-27: 
Refer to the NEE response to Staff 2-16. Please confirm that the debt issued to finance the 
Proposed Transactions will be obligations of NEECH. Please also confirm whether NEE will 
guarantee this debt, as it does for other NEECH debt. 

RESPONSE: 
NextEra Energy (IsIEE") guarantees certain payment obligations of NextEra Energy Capital 
Holdings •C`NEECH), including most of those under NEECH's debt, including all of its 
debentures and commercial paper issuances, as well as most of•its payment guarantees' and 
indemnifications. The debt issued to.finance the Proposed Transactions will be an obligation of 
NEECH that is guaranteed by NEE. 

This response was prepared by or under the direct supervision of Mark Hickson, Senior Vice 
President of Corporate Development. Strategy, and Integration of NextEra Energy and John J. 
Reed, Chairman and CEO of Concentric Energy Advisors. 
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Staff RF1 5-30 (NEE) 
Page 1 of 1 

Staff RFI 5-30: 
Refer to the NEE response to TIEC RFI IA page 117. "NextEra will fund its portion of the 
transaction of about 9.5 Billion with debt, $1.5 Billion of equity units, and asset sale proceeds." 
Please compare and contrast this S&P representation with NEE's response to Staff 1-16 
regarding transaction financing. 

RESPONSE:  
NextEra Energy has no responsive documents, as the Company has not performed an analysis 
that compares and contrasts S&P's statement as identified above with NextEra Energy's 
response to Staff R.F1 1-16. Although no such document exists, the components of the overall 
financing that have been completed are detailed in NextEra Energy's response to subpart (a) of 
Staff RH 1-16 and are consistent with S&P's statement above, which specifically addresses the 
acquisition of EFH/EFIH. As detailed in subpart (a) to NextEra Energy's response to Staff RFI 
1-16, on August 8, 2016, NextEra Energy issued the $1.5 billion of equity units as identified in 
S&P's statement to fund a portion of the proposed acquisition of EFFI/EFII-1. Additionally, 
NextEra Energy has sold some of its non-core assets as a means of recycling capital into these 
Proposed Transactions. These asset sales included NextEra Energy's Marcus Hook, which is 
comprised of two gas-fired generation assets, and FiberNet, which is a fiber optics business, for 
total combined gross proceeds of roughly $2.3 biilion. 

Separately, on November 1, 2016, NextEra Energy entered into a forward sale agreement in 
which it committed to issue 12 million shares of common equity by no later than November l, 
2017, in exchange for approximately $1.5 billion, which will be used to fund a portion of the 
TTHC/TTI acquisition. 

Although not yet finalized, the remaining amounts are expected to be funded primarily with debt, 
as indicated in S&P's statement referenced above in NextEra Energy's response to Staff RFI 5-
30. The ultimate financing plan will be determined in such a manner that will allow NextEra 
Energy to maintain its strong credit ratings which should allow Oncor to be upgraded with all 
three of the credit rating agencies post transaction closing. 

This response was prepared by or under the direct supervision of Mark Hickson, Senior Vice 
President of Corporate Development, Strategy, and Integration 
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PUC Docket No. 46238 

Staff RR 5-31 (NEM 
Page 1 of 1 

Staff RFI 5-31: 
Refer to the NEE response to TIEC RFI 1-4, page 147. "The $11 billion dollars of NEECH 
holdco debt is structurally subordinated to $10 billion of non-recourse debt, rnostly at NEER's 
Power projects. (NEECH holdco debt is also structurally subordinated to $11 billion of debt at 
FPL)." Please explain the structural subordination and relationship of the NEECH' debt that is 
expected to finance the transactions and its structural relationship to eaCh of the existing debt 
financing categories listed above. 

RESPONSE:  
NextEra Energy Capital Holdings (NEECH"), a direct wholly-owned subsidiary of NextEra 
Energy (NEE"), is the non-EFH, non-Oncor NEE affilia'te that will be issuing debt used in 
conjunction with the Proposed Transactions and is the debt-financing entity of NEE. NEE 
guarantees certain payment obligations of NEECH, including most of those under NEECH's 
debt, including all of its debentures and commercial paper issuances, as well as most of its 
payment-guarantees and indemnifications. 

Therefore, NEECH creditors should- be considered as though they benefit from all of NEE 
subsidiaries cash flows, not just those of NEECH's subsidiaries. As such, NEECH creditors are 
effectively NEE creditors, with NEE being the util4 holding company. 

Utility holding companies generally have no operations, and assets that are limited to equity 
interests in its operating company subsidiaries. Structural subordination refers to the typically 
junior claim of holding company creditors, relative to the operating company creditors that have 
a more direct claim on the respective operating company's cash flows and assets because of the 
corporate legal structure. 

NEE receives cash flows from its subsidiaries, which are principally NextEra Energy Resources 
(NEER"), a wholly-owned subsidiary of NEECH, and Florida Power & Light Company 
("FPL"). These cash flows are largely made from the net income of NEER's power projects 
after it services its non-recourse project debt at the NEER operating company subsidiaries, and 
the net income of FPL after it services its first mortgage bond debt at FPL, also an operating 
company. As a result, NEE, and therefore NEECH, are structurally subordinated to the $10 
billion of non-recourse debt that is mostly at NEER!s power projects and the $11 billion of first 
mortgage bond debt at FPL. 

This response was prepared by or under the direct supervision of Mark Hickson, Senior Vice 
President of Corporate Development, Strategy, and Integration. 
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PUC Docket No. 46233 

Staff RFI 5-32 (NEE) 
Page 1 of 1 

Staff RFI 5-32: 
Refer to the NEE response to TIEC RR 1-4, page 150. "NextEra will also incur roughly $10 
billion of debt in acquiring the debt of Oncor's bankrupt parent Energy Future Holdings Corp. 
and could raise the percentage of debt at the holding company level a few percentage points 
above the 40% Moody's assumes longer-term, but the equity unit conversions in 2018 and 2019 
will help to reduce that metric." 

Please explain the differences between Moody's belief that NEE debt will be in the low 40's 
percent of its capital structure, while the response to Staff 1-62 states that NEE is targeting a 
future 60% debt level. 

RESPONSE:  
Moody's reference to 40°A debt ut the holding company is not the same as NextEra Energy 
holding company level's capital structure, for which NextEra Energy previously indicated that it 
is targeting 60% debt. The 60% debt level targeted by NextEra Energy is the sum of short-term 
and long-term debt divided by the sum of short-term debt, long-term debt, and total equity (or 
total capitalization). The 40% NextEra Energy debt level referenced by Moody's is the total 
NEECH holding company debt divided by total NextEra Energy consolidated debt, which 
includes the debt of all of NextEra Energy's subsidiaries. 

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

67 



Docket 46238 Attachment 

To PUC Staff RFI Set No. 1 

Question No. 1-1 

Page 1 of 4 

VOLUMINOUS INDEX 

1. Moody's Investors Service Credit Focus document titled ."Oncor Electric Delivery Company LLC: 

FAQs", dated October 24, 2013, 14 pages. 

2. Fitch Ratings document titled "Fitch Affirms Oncor's !DR At 'BBB% Outlook Stable", dated August 

12, 2013, 3 pages. 

3. Standard & Poor's Research document titled "Oncor Electric Delivery Co. LLC", dated May 14, 

2013, 8 pages. 

4. Fitch Ratings document titled "Fitch Rates Oncoes Senior Secured Notes Reopening 'BB8+1; 

Outlook Stable", dated May 10, 2013, 2 pages. 

5. Moody's Investors Service docurnent titled "Credit Opinion: Oncor Electric Delivery Company LI.C", 

dated February 27, 2013, 6 pages. 

6. Standard & Poor's Research document titled "Oncor Electric Delivery Co. LLC, dated February 15, 

2013, 5 pages. 

7. Standard & Poor's Research document titled "S&P Takes Rating Action on 23 U.S. Issuers After 

Revising Criteria For Recovery Ratings On Utility First tViortgage Bonds, dated February 14, 2013, 

5 pages. 

S. 	Standard & Poor's Ratings Services RatingsDirect document titled "Oncor Electric Delivery Co. LLC", 

dated August 27, 2012, 12 pages. 

9. Fitch Ratings document titled "Fitch Affirms Oncor's IDR At 'BBB'; Outlook Stable", dated August 

15, 2012, 3 pages. 

10. Moody's investors Service document titled "Credit Opinion: Oncor Electric Delivery Company LLC, 

dated August 14, 2012, 7 pages. 

11. Moody's Investors Service document titled "Ratings Action: Moody's downgrades Energy Future 

Holdings and Oneor Electric Delivery; outlooks remain negative", dated August 9, 2012, 7 pages. 

12. Moody's Investors Service Issuer Comment titled "Oncor's Dividend Increase to Parent EFH Is 

Credit Negative", dated August 2, 2012, 2 pages. 

13. Fitch Ratings docurnent titled "Fitch Rates Oneor's New Senior Secured Notes 'BBB+1; Outlook' 

Stable", dated May 21, 2012, 2 pages. 

14. Moody's Investors Service document titled "Issuer Comment: Oncor's Debt Issuance and Expanded 

Credit Facility Protect Against Parent Contagion Risk", dated May 18, 2012, 3 pages. 

15. Moody's Investors Service document titled "Credit Opinion: Oncor Electric Delivery Company LLC", 

dated March 1, 2012, 6 pages. 
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Docket 46238 Attachment I 

To PUC Staff RFI Set No. 1 

Question No. 1-1 
Page 2 of 4 

VOLUMINPUS INDEX 

16. Moody's investors Service document titled "Announcement: Moody's changes Oncor Electric 
Delivery Company LLC's rating outlook to negative frorn stable", dated February 27, 2012, 5 pages. 

17. Standard & Poor's Research document titled "Summary: Oncor Electric Delivery Co. LLC", dated 
February 6, 2012, 6 pages. 

la. 	Fitch Ratings Corporates document titled "Oncor Electric Delivery Company, LLC Full Rating Report", 
dated December 15, 2011, 9 pages. 

19. Moody's Investors Service document titled "Oncor Electric Deliveyr Company LLC", dated June 1, 
2011, 5 pages. 

20. Fitch Ratings document titled "Fitch Upgrades Oncor to BBB'; Outlook Stable", dated August 26, 
2011, 2 pages. 

21. Standard & Poor's Research document titled "Summary: Oncor Electric Delivery Co. LLC", dated 
August 10, 2011, 11 pages. 

22. Standard & Poor's Research document titled "Credit FAQ: A Primer On the Relationship Between 
Oncor Electric and Energy Future Holdings", dated April 7, 2011, 6 pages. 

23. Standard & Poor's Research document titled "Summary: Oncor Electric Delivery Co. LLC", dated 
March 28, 2011, 6 pages. 

24. Fitch Ratings Corporates document titled "Oncor Electric Delivery Co., U.C", dated April 21, 2010, 
5 pages. 

25. Moody's Investors Service document titled "Announcement: Moody's assigns Baal senior secured 
rating for Oncor: affirms ratings, dated Septemer 8, 2010, 3 pages. 

26. Fitch Ratings Press Release document titled "Fitch Rates Oncor Electric Delivery's $475MM 5.25% 
Secured Notes 'BBB, dated September 9, 2010, 2 pages. 

27. Standard & Poor's Global Credit Portal RatingsDirect document titled "Research Update: Oncor 
Electric Delivery Co. Urs Senior Secured Debt Rating Raised to 'A- From 'BBB+1, '1' Recovery Rating 
Assigned", dated September 8, 2011, 7 pages. 

28. Standard & Poor's Global Credit Portal RatingsDirect docurnent titled "Oncor Electric Delivery Co. 
LLC", dated August 13, 2010, 9 pages. 

29. Moody's Investors Service document titled "Credit Opinion: Oncor Electric Dglivery Company", 
dated April 29, 2010, 4 pages. 

30. Standard & Poor's RatingsDirect document titled ''Oncor Electric Delivery Co. LLV, dated August 
20, 2009, 8 pages. 



Docket 46238 Attachment 

To PUG Staff Rn Set No. 1 

Question No. 14 

Page 3 of 4 

VOWMINOUS INDEX 

31. Moody's Investors Service Global Credit Research Credit Opinion document titled "Credit Opinion: 

Oncor Electric Delivery Company", dated June 3, 2009, 5 pages. 

32. Moody's Investors Service Global Credit Research Rating Action document titled rRating Action: 

Oncor Electric Deliveiy Company", dated June 3., 2009, 2 pages. 

33. Fitch Ratings Corporates document titled "Global Power U.S. Credit Update - Oncor Electric 

Delivery Company", dated April 27, 2009, 2 pages. 

34. Moody's Investors Service Global Credit Research Rating Action document titled ''Rating Action: 

Oncor Electric Delivery Company", dated February 24, 2009, 3 pages. 

35. Standard & Poor's RatingsDirect docurnent titled "Bulletin: Oncor Electric Delivery's $900 Mil. 

Goodwill Impairment Will Not Affect Ratings", dated February 23, 2009, 2,pages. 

36, 	Fitch Ratings document titled "Fitch Rates Oncor's Expected Sr. Secured Notes 'BBB; Outlook 

Stable", dated September 2, 2008, I page, 

37. Moody's Investors Service Global Credit Research Credit Opinion document titled "Credit Opinion: 

Oncor Elearic Delivery Company", dated August 29, 2008, 5 pages. 

38. Moody's Investors Service Global Credit Research Rating Action document titled "Rating Action: 

Oncor Electric Delivery Company", dated August 28, 2008, 2 pages. 

39. Fitch Ratings document titled "Fitch: Oncor & Energy Future Holding Ratings Unaffected On 20% 

Ownership Stake Sale", dated August 13, 2008, 2 pages. 

40. Standard & Poor's RatingsDirect document titled "Research Update: Oncor Electric Delivery 

Upgraded to 'BBB~', Off Watch On planned Sale of Company's 20% Share", dated August 13, 2008, 

5 pages. 

41. Moody's Investors Service Global Credit Research Issuer Comment document titled "Issuer Comment: 

Oncor Electric Delivery Companÿ", dated August 13, 2008, 2 pages. 

42. Moody's Investors Service Global Credit Research document titled "Covenant Quality Assessment 

Preliminary - TXU Electric Delivery Company", dated March 13, 2007, 8 pages. 

43. Moody's Investors Service document titled "LGD Assessment: Oncor Electric Deliverr, Model 

Produced date of IVlay 16, 2008, 1 page. 

44. Mobdy's Investors Service Global Credit Research Issuer Comment document titled "Issuer Comment: 

Oncor Electric Delivery Company", dated May 16, 2008, 2 pages. 

45. Fitch Ratings Corporates document titled "Global Power U.S. and Canada Credit Analysis - Oncor 

Electric Delivery Co., LLC, dated January 28, 2008, 5 pages, 
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46. Moody's Investors Service Global Credit Research Credit Opinion document titled "Credit Opinion: 
Oncor Electric Delivery Company", dated Oaober 10, 2007, 5 pages. 

47. Fitch Ratings Corporate Finance document titled "Global Power/North America Credit Update - 
TXU Electric Delivery Companr, dated February 1, 2007, 3 pages. 

48. Standard & Poor's RatingsDirect document titled "Research TXU Electric Delivery Co", dated • 
January 20, 2006, 4 pages. 

49. Standard & Poor's RetingsDirect Research titled "Summary: TXU Electric Delivery Co", dated 
September 29, 2006, 3 pages. 

50. Moody's Investors Service Global Credit Research Credit Opinion document titled "Credit Opinion: 
TXU Electric Delivery Companr, dated September:19, 2006, 3 pages. 

51. Moody's Investors Service Global Credit Research Liquidity Risk Assessment document titled 
"Liquidity Risk Assessment: TXU Electric Delivery Company", dated September 14, 2006, 2 pages. 
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Analyst Contacts: 

RATINGS 

Omer Electric Delivery Company U.C: 

5ete• U.tute..1  
313t.1., 

Oncor Electric Delivery Company LLC: FAQs 
Assessing the contagion risk associated with a bankruptcy Filing at parent Enerv Future Holdings 

• Would Oncor Electric Delivery Co. 1..LC's (Baa3 stable) ring-fence-like protections 

prevail through a contested Enera Future Holdings Corp. (EFH; Caa3) bantruptcy? 

We chink so. Oncor's suite of ring-fence-like protections, together as a whole, lead us co 

conclude that a bankruptcy court would be hard-pressed to decide that Oncor can be 

swep t into a filing. 

• What are the prindpal factors in the ring fence that protect Oncor? Our view that the 

ring fence would hold is based on three factors: the corporate structure of Oncut; 

specific language in certain EFH and Energy Future Intermediate Holding Co,  (EFIH; 

Caa I negative) bond indentures; and the behavior of Oncor since EFH's leveraged 

buyout (LBO) in late 2007. 

as A- • 	What happens to Oncor if or when EFH ales for bankruptcy? Very little, we chink If 

-,S• 1 	or when EFH does file, we expect Oncor would be only modestly hit around the edges. 

» Would the bankruptcy filing resuk in a change of control for Oncor, and what would 
regulators think about that? We think the Public Utility Commission of Texas (PUCT) 
would have a voice in the restructuring, even if it doesn't technically have a seat ac the 
table. We think a restructuring of EFH would lead to an ultimate recovery for creditors 
whereby a material amount of the equity of EFH would change hands From the original 
LBO sponsors co the creditors, which would be viewed by the PUCT as a change of 
control. We also think the PUCT would be very interested in any restructuring 
alternatives whereby Oncor were separated from the EFH family, especially if such a 

separation involved another strategic TezD operator. 

What if Oncor gets pulled into a bankruptcy? We believe that Oncor's senior secured 

bondholders would receive 10056 as their ultimate recovery, if our hiscorical default and 

recovery analysis holds. For exampk, if the bankruptcy proceeding at Pacific, Gat 8( 

Flecrric Co, (A3 stable) can be used as a precedent, secured bondholders might also 

continue to receive their debt-service payments in a timely manner, wich no distuptions. 
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Testing the ring fence 

Oncor Electric Delivery Company LLCs (Baa3 stable) suite of ring-fence-like protections, which are 
specifically designed to insulate the urility frorn its highly leveraged parent, Energy Future Holdings 
Corp. (EFH; Caa3), and affiliate, Texas Competitive Electric Holdings Co. LLC  (TCEH; Ca), will 
soon be rested in bankruptcy court, possibly as soon as 31 October. 

We still think these protections will withstand any assaults by disgruntled creditors, even if a 
bankruptcy filing turned out to be highly disorganized and contentious, a scenario which we think is 
unlikely. Our view that the ring fence holds is based on three Factors: the corporate structure of Oncor; 
specific language in certain EFH and Energy Fittitre Intermediate Holding Co,  (EFIH; Caal 
negative) bond indentures; and the behavior af Oncor since EFH's leveraged buyout in late 2007. 

In the pages that follow, we address some of the most frequent questions investors ask us about Oncor 
and what the fallout frorn an EFH bankruptcy might look like. 

WiU Oncor's ring-fence-like protections prevail. through icontested EFH bankruptcy? 

We think so. Oncois suite of ring-fence-like protections, together as a whole, lead us CO conclude that 
a bankruptcy Court would be hard-pressed to decide that Oncor can be swept into a filing. 

.But we aren t lawyers. While Oncor is a separate entity, EFH owns 80% of it, The minority investors 
own the other 20%, which includes significant special corporate governance rights and provides 
important protections to Oncor. Still, if Oncor were subject to bankruptcy-court jurisdiction, it could 
get pulled into the restructuring process to help allocate recovery value across EFH's creditors if a 
bankruptcy-court judge decides that is the best course of action for the overall Mate value of EFH. 
Oncor discloses this risk in its public documents,/ 29 noted below: 

Our ring-fencing measures may not work at planned and a bankruptcy court may nevertheless subject OnCor 
to the clainu of its affiliates creditors. 

.els discussed above, to enhance the separateness between the Oncor Ring-Fenced Entities and the Texas, 
Holdings Group and our crdit qualiry, various legal, financial and contractual provisions were 
implemented. These enhancements are intended to minimize the risk that a court would order my of the 
Oncor Ring-Fenced Entities' assets and liabilities to be substantively consolidated with those of any member 
of the Texas Holdings Group in the event that a member of the Texas Holdings Group Were to become a 
debtor in a bankruptcy ease. Substantive consolidation is an equitable remedy in bankruptcy that results in 
the pooling of the assets and liabilities of the debtor and one or more of its affiliates solely for purposes ofthe 
bankruptcy case, includingfOr purposes of distributions to creditorj and voting on and treatment under a 
reorganization plan. Bankruptcy courts have broad equitable powers, and tu a result, outcomes in 
bankruptcy proceedings are inherently difficult to prdict. To the extent a bankruptcy court were to 
deternzine that substantive comolidation is appropriate under the facts and circumstances, then the assets and. 
liabilities of any Omar Ring-Fenced Entiry that is subject to the substantive consolidation order would be 
available to help latish the debt or contractual obligations of the Texas Holdings Group entity that is a 
debtor in bankruptcy and subject to the same substantive consolidation order. If any Oncor Ring-Fenced 
Entity were included in such a substantive consolidation order, she ward creditort'of Oneor would retain 
their liens and prioriry with respect to Oncor:r assets. 

See risk ficeors in SEC form 10-K, 2013. 
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Ifany member of the Taws Holdin,gs Grostp were to become a debtor in a bankruptcy caw, there can be no 
atsurance that a court would not order an Oncor Ring-Fenced Entity's assets and liabilities to be 
substantiv4y consolidated with those of such member of the Texas Holdings Grottp or that a proceeding 
would not result in a disruption ofservices we receive from, or joindy with, our affiliates. See Note I to 
Financial Statements fir additional infrrmation on our ring fencing measures. 

So why don't we think this will pull Oncor in? Because the body of evidence that makes up che ring 
fence seems pretty solid. Creditor proposals disclosed co date2  do not envision the pursuit of Oncor, 
nor does the EFH proposal disclosed in April 2013. We think a bankruptcy court will not be 
interested in setting a new precedent with respect to this particular bankruptcy filing, in part due to 
the amount. of EFH's debt outstanding and the complexity of its capital structure. 

 

What are the principal factors in the ring fence that protect Oncor? 

We think Oncor is protected in three ways. First, there is the corporate organizational suucture. 
EFH's complex corporate structure, which separates Oncor from EFH by an intermediate holding 
company, was created to prevent EFH from piling debt onto the utility and, by extension, co keep 
Oncor out of trouble in the event of a bankmptcy at EFH or at any of Oncor's affiliates. 

 

  

rxt IIBIS 1 

Simplified organizational structure 
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See UM SEC form 1.K icd Cauaer 15, 2013. 
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Another way'the corporate structure protects Oncon Oncor's LLC operating agreement specifically 
scam chat Oncor's business and affairs will be managed by its own board of directors and not by EFH 
or ics management. 	• 

Moreover, there is the e;tistence of the rninoriry investors and independent board members. The sale of 
the minority stake in Oncor in 2008 allows che minority investors two board seats out of 11, and rhey 
have veto power over certain conditions. Specifically, they have the right co veto changes in dividend 
policy and an ability to block distributions, as well as che right to veto certain budget revisions in 
capital expenditures and operations and maintenance expenses, certain acquisitions, and certain 
material transactions. 

In our opinion, che rights of the independent board mernbers and the minority investors strengthen an 
already strong sei of governance rules, which include a unanimous vote on amendments to certain 
provisions of the Oncor LLC agreement (e.g., purpose and powers of the company, certain provisions 
relating to the board, and most separateness undertakings) and material actions (e.g., mergers and 
substantial asset transfers, initiation of insolvency proceedings, liquidation without providing for 
payment of all creditors). 

Second, specific language in the indenittres on EFH's and EFIH's bonds aclmowledge a separation 
between Oncor and EFH, along with language in EFH's disclosure related to the deconsolidacion of 
Oncor. Here is 'an exeerpt of the indenture language: 

The Holders of the Notes, by accepting the Notes, acknowledge (0 the legal separateness of the Issuer and the 

Guarantors from the Oncor Subsidiaries, (ii) that the lender.r under the Oncor Electric Delivery Faciliry and 

the noteholders under Oncor's existing debt instruments have likely advanced fiords thereunder in reliance 
upon the separatenen of the Omar Subsidiariesfrom the Issuer and the Guarantors, (ii0 that the Oncor 
Subsidiaries have assets and liabilities that are separatefrom those o'f the Issuer and its other Subsidiaries, 
(iv) that the obhgations owing under the Notes are obligations and liabilities of the Issuer and the 
Guarantors only, and are not the obligations or liabilities of any Oncor Subsidiary, (v) that the Holders of 
the Notes shall look solely to the Issuer and the Guarantors and their assets, and not to any assets, or to the 

pledge of any curets, awned by any Oncor Subsidiary, fior the repayment of any amounts payabk pursuant to 
die Notes and fir satisfaction of any other obligations owing to the Holders under this Indenture, the 

Registration Rights Agreement and any related documents and (vi) that none of the Oncor Subsidiaries shall 
be penonaqy liable to the Holders of the Notes fetr any amounts payable, or any other obligation, under this 
Indenture, the Registration Rights Agreement or any related documents. 

The Holders of the Notes, by ac:cepting the Notes, shall acknowledge and agree that the Holders of the Notes 
shall not (i) initiate any legal proceeding to procure the appointment of an administrative receiver or (ii) 

institute any bankruptcy, reorgarnization, insolvency, winding up, liquidation, or any like proceeding under 

applicable Imo, against any Oncor Subsidiary, against any of the Omar Subsidiaries assets. The Holders 
fiirther acknowledge and agree that each of thenOncor Subsidiaries is a third party beneficiary gibe 
firegoing covenant and shall have the righilo siecifical0 	rce such covenant in any proceeding at law or 
ifl equiry. 

C 0.11.4 Z.1 iuts 
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Third, there is the corporate behavior of Oncor since EFH's leveraged buyout in October 2007. 
Oncor has taken extraordinary steps to separate itself frorn EFH, including separating numerous 
business functions, such as maintaining separate books and records, separate payroll and billing 
systems, rnaintaining separate relationships with legislators and regulators, and moving into a separate 
headquarters building. In addition, Oncor's aggressive investmenc in the Comperitive Renewable 
Energy Zone (CREZ) transmission assecs is a materially independent corporate decision, in our view, 
since the program helps grow the value of Oncor at the expense of EFH's unregulated generation 
business. We would not be surprised if the greater CREZ region, which today is home ro a significant 
amount of renewabk wind-generation capacity, were co also invest heavily in utitity-scale solar 
generation projects sornedrne in the future. 

What happens to Oncor if or when EFH files for bankruptcy? 

Very little, we think. If or when EFH does file, we expect Oncor would be only modestly hit around 
the edges. 

The easiest financial impact to identify is that Oncor might be stuck with about a month's worth of 
receivables related to its affiliate, TXU Energy, the retail electric provider. TXU Energy represents 
about a third of Oncor's total revenue. At most, Oncor might find itself-with a senior unsecured claim 
of around $150 million to $200 million. Unlike ocher transmission and disrribution (T&D) utilities 
that are likely to experience a similar impact—including CenterPoint Energy Houston Electric_LLC 
(Baal stable), AEP Texas North Co, (Baa2 positive), AEP Texas Cenrral Co. (Baa2 positive) and 
Texas-New Mexico Power Co, (Baa2 positive)—Oncor will nor be allowed ro recover the loss from 
rate payers. The reason: Ar the time of the leveraged buyout, as part af its approval of the transaction, 
che PUCT specifically prohibited any potential recovery of losses.' associated with Oncor's retail 
affiliate, TXU Energy. 

Shortly after EFH (or its affiliates) files for bankrupccy protection and consistent with our rating 
practices, we would withdraw the ratings for all rated classes of debt chat are affected by the filing. In 
this case, we think all che ratings for EFH, EFIH, Energy Futute Compve Holdinp Co. (EFCH; 
Ca negative) and TCEH would be withdrawn. At the same time, wc would also likely affirm the 
ratings and stable rating outlook for Oncor. 

If Moody's is so confident that Oncor is protected from bankrupcty, why is the rating 
Baa3 senior secured and not higher? 

Oncor's Baa3 senior secured rating reflects the highly leveraged capital structure at EFIH, Oncor's 
indirect parent; EF1H's heavy reliance on Oncor's upstrearn dividends to support EFIH's debt service; 
and EFH's heavy reliance on Oncor's upstream tax payments to support EFH's debt service, along 
with the interwoven cash-transfer relationship that remains between EFH and EFIH. 

When we look at Oncor, we consider about $8.1 billion of parent company debt at EFIH and EFH 
(both oF which look to Oncor for support in terms of collateral recovery, liquidity and debt service) to 
be a form of permanent leverage for Onoar, even though Oncor is not legally liable for che interesc 
payments. We view this heavy reliance on Oncor to be permanent b:cause EFH is actively seeking to 
create credit separateness between EFH and EFCH-TCEH, although that now appears unlikely to 
work. This heavy reliance on Oncor puts the company In a different risk category than its regulated 
T&D peers, and indirectly constrains Onco?s otherwise robust financial flexibility, a drag on 
the rating. 

I 	See tht PUCT. docket #34077. for the 14.101 order. 
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ncor's stable rating outlook reflects the stability and predictability of its revenues and cash flows, its 
supportive regulatory environment and our expectation that Oncor will not be materially affected by 
any contagion risks of a default and restructuring ar its EFCH-TCEH affiliate or EFH-EFIH parents, 
given the existing ring-fence-type arrangements. 

If Oncor is excluded from a bankrupcty filing at EFH, will Moody's place Oncor on review 
for a possible upgrade? 

Probably nor right away. For now, our expectation is that we would affirm Orior's Baa3 rating and 
stable rating outlook. Assuming our views regarding ark organized and amenable restructuring prevail, 
and based on the facts surrounding how rnuch debt is extinguished at EFIH and EFH, some form of 
positive rating actions would quickly become rnore likely. Thar said, only a racing committee can 
determine the specifics of any raring action. 

If, on che other hand, the restructuring turns out to be disorganized and contentious, clarity into debt 
extinguishment at EFIH and EFH will decrease. Moreover, the likelihood of a disgruntled creditor 
making a move toward Oncor will rise, we think. Still, even if a disgruntled creditor were co petition 
the bankruptcy court to sweep Oncor into the bankruptcy proceeding, we chink the effort would 
be rebuffed. 

Will the bankruptcy filing result in a change of control for Oncor, and what will the 
regulator think about that ? 

'We think the restructuring of EFH will lead to an ultimate recovery for creditors whereby a material 
amount of the equity of EFH will change hands from the original LBO sponsors to the creditors. As a 
result, that ownership change will trigger a review for regulatory approval by the PUCT. Here are two 
sections we think are appropriate with respect to change of control from the Public Utilities 
Regulatory Act, Tide II, Texas Utilities Code (as amended); 

Sec 39.262. TRUE-UP PROCEEDING. 
(1) To protect retail customers in this state, and ensure the appropriateness of the nonbyparrabte rates o 
electric utilities and transmission and distribution 	notwithstanding any other provision ofthis title, 
an electric utility or hansmission and distribution utility num report to and obtain approval of the 
commission befire closing any transaction in which; 

(1) the ekctric utility or transmission and distribution utility will be merged or consolidated with another 
electric utility or transmission and distribution utility; 

(2) at least 50 percent of the stock of tbe electric utility or transmission anddistriburion utility will be 
tran red or sole4 cr 

(3)a controlling interest or operational control ofthe electric sitilisy or transmission and distribution utility 
will be trainferred.(m) The commission shall approve a transaction under Subsection (1) ifthe commission 
finds that the transaction is in the public interest. In making its determination, the commission shall 
consider whether the transaction will adversely affect the reliability of service, availability of service, or cost of 
service of the electric utility or transmission and distribution uritily. The commission shall make the 
determination concerning a transaction under this subsection not later than rhe 180th day after the date the 
commission receives the relevarzt report If the commission has not made a determination before the 181st 
day after that elate, the transaction is considered approved 

Ogr i 01. 
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(n) Subsections (I) and (m) do not app6i to a transaction described by Subsection (I) for which a definitive 
agreement was executed before .,4pri1 1, 200Z if an electric utility or transmission and distribution utility,  or 
a person seeking to acquire or merge with an electric utility or transmission and distribution utility made a 
filing for review of the transaction under Section 19.101 before May 1, 200Z and the resulting proceeding 
was not withdrawn. 

(o) If an electric utility or transmissio» and distribution utility or a perton reeking to acquire or merge with 
an dectric utility or transmistion and distribution utility files with the commission a stipulation, 
representation, or commitment in advance of or as part of a filing under Subsection (I) or under Section 
14.101, the commission ;nay enforce the stipulation, representation, or commitment to the extent that the 
stipulation, reprerentation, or commitment is comatent with the standards provided by this section nnd 
Section 14.101. The commission may reasonably intenpret and enforce conditions adopted under this section. 

(Added by Acts 1999, 76th Leg., R.S., ch. 405 (SB 7), 5 39.) (Amended by Acts 200Z 80th Leg., R.S., ch. 
1186 (HB 629), 5 1 (amended subset. (c) and added subsea (1) to (o)).) 

51c. 3 9. 915. CONSIDERATION AND APPROVAL OF CERTAIN TRANSACTIONS. 

(a) To protect retail customers in this trate, and to ensure the continuation oftou-diective energy efficiency 
measure: tmd ddivery systems, notwithrtanding any other provision of thu title, an dectrir utility or 
transmission and distribution utility must report to and obtain approval of rhe Commirsion before cloring 
any transaction in which: 

(1) the electric utility or transmission and distribution utility will be merged or consolidated with another 
electric utility or trait:minion and distribution utility 

(2) at least 50 percent of the stock of the electric utility or transmission and distribution utility will be 
transferred or sold; or 

(3) n controlling iraerest or operational control of the electric utility or transmission and distribution utility 

will be traruferred 

(b) The commitsion ;ball amour a transaction under Subsection (a) f the commission findr that the 
cansaction is in the public interest. In making its determination, the commission shall confider whether the 
transathon will adversely affict the rdiability ofservice, atailability ofiervice. or cost ofservire of the electric 
utility or &animation and distribution utility.. The commission shall make the determination concerning a 
transaction under this subsection not later than the 180th day after the date the commission receives the 
relevant report. If the commission has not made a deternsinettion before the 1810 day after that date, rhe 
transaction it considered approved 

(c) Subsections (a) and (b) do not apply to a transaction described by Subsection (a)ftr which a definitive 
agreement was execurd before April 1, 2007, if an electric utility or transmission and distribution utility or 
a person seeking to acquire or meige with an electric utility or transmission and diaribution utility made a 
filing for review of the transaction under Section 19.101 before May I, 200Z and the remising proceeding 
was not withdrawn. 
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(d) lf an electric utilio,  or transmission and distribution utilioy or a penon seeking to acquire or merge with 
an electric utility or transmission and distribution utility files with the commission a stipulation, 
representation, or commitment in advance of or as part offs filing under this section or under Section 
14.101, the commission may enforce the stipulation, representation, or commitment to the extent that the 
stipulation, r;presentation, or commitment is consistent with the standards provided by this section and 
Section 14.101. The commission may reasonably interpret and enfirce conditions adopted under this rection. 

(Added by Acts 2007, 8,0th Leg., R.S., ch. 939 (HB 3693) 5 25.) 

We also think the PUCT is being kept apprised by EFH of the restructuring negotiations (as is the 
Nuclear Regulatory Commission and the Texas Railroad Commission, arnong other important 
interested parties), in an effort to help facilitate or address any views or perspectives that PUCT 
might raise. 

Thar said, we think PUCT Will have a prominent voice at the restructuring negotiations, although it 
won't technically have a seat at the table. We chink PUCT would be very interested in any 
restructuring alternatives that resulted in Omar being separated from the EFH family, especially if 
such a separation were to involve another strategic T&D operator or non-strategic private equity 
investor. Weve long said that on a standalone basis, Oncor would likdy be raced on an unsecured 
basis, at a minirnum, at the same level as CenterPoint Energy Houston Electric (which would equate 
co an Al senior secured rating). 

We view Oncor as a premium T&D asset, partly because of its regulatory environment and growth 
prospects, so the list of interested buyers would probably be as long as a West Texas country mile. In 
addition to the pension and sovereign wealth funds, we'd expect to see strategic operators such as 
CenterPoint Energy, American Electric Power Company (Baa2 stable), MidAmerican Energy and 
Exelon Corp. (13aa2 stable) engaged in the process. 

But the key to a separation will be the dismantling of the ring fence, since it is unlikely that anyone 
would be willing tis plunk down about $8.0 billion for an asset they don't control. Strategic 
operators, we think, would have a better chance of negotiating with PUCT over the ring fence's 
dismantling. 

Absent a separation. PUCT would likely look co rnaintain all of the ring-fence provisions, even if a 
material amount of debt was wiped away at EFIH and EFH, Recall that the debt that resides at EFIH 
was not part of the original LBO structure, so the reliance on Oncor's upstream dividends and rax 
payments has a different flavor if that debt remains in some form or Fashion. 

What is the equity value of Omor? 

We aren't financial advisors nor do we issue fairness opinions about value, but we can conduct a 
similar analysis that can get to an approximate range chat makes sense. We estimate an equity value for 
Oncor of about $8 billion. We use several different valuation methodologies, including multiples of 
precedent rnerger-and-acquisition transactions, publicly traded multiples for comparable peer 
companies, and a discounted cash-flow analysis. We then deduct 20% of the equity valuation to reflect 
the minority investor position, which leaves about $6.5 billion in imphed equity valuation for Oncor 
Electric Delivery Holdings LLC. 

	 -earar=enrearstaxerageneani 
• ,.. ottly ,,opmew A , aa 	. 	.:41 .015 
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In our assessment of Onco?s itnplied enterprise and equity valuation, we use a 9.0x multiple of 
EBITDA, 2.0x book (excluding goodwill) and a 16,0x multipk for net income. In our discounted 
cash-flow analysis, we use a revenue growth rate of approximately 4.5%, assume the EBITDA margin 
can be defended in the 50%-55% range and a 7.0% weighted average cost of capital discount race. 
One note: If pressed, a strategic operator or aggressive financial buyer would likely be capable of 
arriving at higher multiples, but we think that would only apply if they were getting 100% of Oncor. 
But we think the minority irwestors would probably be unwilling to divest themselves of their 
investment in Oncor, even at multiples approaching the high end of the range. 

Oncor's total debt is approximately $7.3 billion, which includes the securitization debt, a $711 million 
adjustment for underfunded pension obligations, and a $90 million adjustment for operating leases. 

EXHIBIT 2 
Summary of Moody's Valuation Methods for Oncor 

Equity Value 
Minority 
Interest 

Fees I 
Leakage Oncor Hides 

Discounted cash flow analysis 57,893 51,579 $- 56,314 

2014 est EMMA (est) 510,208 52,042 5- 58,166 

12/31/Z013 book value (est) 57.000 51,4N 5- 55,600 

2014 net income (est) $7,200 51,440 $- 55,760 

Average $8,075 51,615 $- $6,460 

Sources: Oncor, Moody's 

cacceta=le 	 
• 
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What if Oncor gets pulled into a bankruptcy? 

Notwithstanding our views about the sufficiency of Oncor's ring-fence-like provisions, bankruptcy 
courrs wield a lot of power. As such, there is a possibility, although we see ir as remote, that an 
argument can be made to a bankruptcy court.that is compelling enough (and based on legal precedent) 
that sways a court to bring Oncor into the bankruptcy proceeding. We view this as a form of event 

..risk—a low probability, but high severity, risk. 

Q. How will Oncor's senior secured bondholders fare? 
If our historical default and recovery analysis holds, bondholders will receive 1009 as their ultimate 
recovery. If the bankruptcy proceeding at Pacific Gas & Electric (A3 stable) can'be used as a 
preCedent, secured bondholders might also continue to receive their debt-service payments in a timely 
manner, with no disruptions. 

Q. What happens to the sector if Oncor gets dragged into an EFH bankruptcy? 
Probably a material regulatory backlash. If Oncor's ring fence fails, we think regulators across the 
country will take a long, hard look ar the insulation and separateness of all utility subsidiaries that are 
exposed to unregulated affihares. Costs 	rise across the sector, as utiliry subsidiaries will be required 
to take stronger measures to mitigare any contagion implications from their more risky affiliates. 
Private-equiry investing in the sector will dry up for several years, as regulators crank up the scrticiny 
for approvals. 

Q. What will PUCT do if Oncor gets dragged in? 

rucr, as well as elected officials, will quickly move to restructure certain provisions in the laws and 
regulations co strengthen separateness between regulared utilities and their more risky, unregulated 
affiliares. Worse-case scenario: Oncor gets hauled in for a show-cause order, where the rare structure 

_will be scrutinizer! to assure ratepayers that costs are nor rising to finance rhe bankruprcy restrucruring. 

10 	%IVA: 2,1 
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Appendix A: Select historical financials 

Surnmary Financials -Oncor Electric Delivery Company LLC 

(5 millions) Revenue CFO Capex Dividends Debt Assets 

LTM Q2 2013 53,391 $1,379 51,291 5240 57,333 518,409 

2012 3,328 1,349 1,399 225 7,061 18,090 

2011 3,118 1,460 1,372 145 6,793 17,461 

2010 2,914 1,130 1,028 211 6,624 ;8,934 

2009 2,690 1,008 1,005 272 6,265 16,298 

2008 2,580 865 926 1,583 6,052 1s,76 
2007 2.500 754 749 326 5,313 15,494 

2006 2,449 640 889 340 5,178 10,873 

2005 2,394 843 777 0 4,647 10,022 

2004 2,226 687 663 0 4,620 9,667 

2003 2,087 637 591 0 4,455 9,468 

2002 1,994 245 525 0 4.610 9,146! 

Source. Moodys 

Financial Metrics CFO pre-IN/C + Int Exp / Int Exp CFO pre-W/C / Debt clo pre-WIC - Dividend / Debt 
L:ebt / 

Capttalitation 

LTM Q2 2013 4.23x 18.3% 15.0% 43.1% 

2012 4.24x 18.5% 15.4% 42.7% 

2011 4.70x 21.4% 19.3% 42.5% 

2010 4.02x 17.4% 14 2% 42.9% 

2009 3.78x 16.9% 12.6% 42.5% 

2008 3.57x 14.4% (11.7%) 42.4% 

2007 3.48x 15.4% 9.3% 37.2% 

2005 3.17x 13.0% 6.5% 53.9% 

2005 3.95x 18.6% 18.6% 52.2% 

2004 3.69x 16 9% 16.9% 52.6% 

2003 3.21x 15.5% 15.5% 51.3% 

2002 3.50x 15.1% 15.1% 54.2% 

Source: Moody' s 

. 	0' 
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Appendix B: 
Public Utility Commission of Texas, Texas Utilities Code, Section 14.101 (excerpt) 

Subchapter C. Restrictions On Certain Transactions 

Sec. 14.101. Report of Certain Transactions; Commission Consideration. 

a Unless a public utility reports the transaction to the cornmission wirhin a reasonabk time, the 
public utility rnay not: 

1. sell, acquire, or lease a planc as an operating unit or system in this state for a total 
consideration of more than $100,000; or 

2 merge or consolidate with another public utility operating in this state. 

b A public utility shall report to the commission within a reasonable dine each transaction that 
involves the sale of at least 50 percent of the stock of che utility. On the filing of a report with 
che cornmission, the commission shall investigate the transaction, with or without a public 
hearing, to determine whether the action is consistent with the public interest. In reaching irs 
determination, the commission shall consider: 

1, the reasonable value of the property, facilities, or securities to be acquired, disposed of, 
merged, transferred', or consolidated; - 

2. whether the transaction will: 

(A) adversely affect the healdt or safety of customers or employees; 

(B) result in the transfer of jobs of citizens of this state co workers domiciled outside this 
state; or 

(C) result in the decline of service; 

3. whether the public utility will receive consideration equal to the reasonable value of the assets 
when it sells, leases, or transfers assets; and 

4. whether the transaction is consistent with che public interest. 

c 	If the commission find.s char a transaction is nor in she public Interest, the commission shall take 
the effect of the transaction into consideration in racemaking proceedings and disallow the effect 
ache transaction if the transaction will unreasonably affect races or service: 

d This section does not apply to: (1) the purchase of a unit of prOperty for replacement; (2) an 
addition to the facilities of a public utility by construction; or (3) transactions that facilitate 
unbundling, asset valuation, minimization of ownership or control of generation assets, or ocher 
purposes consistent with Chapter 39. 

Source: (VACS. Art. 1446c-0, Sec. 1297.) 0 999 Amendmentx SB 7, § 9) 

1,* 	 1 71 :01 
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Moody's Related Research 

Special Comments: 

• Energy Future Holdings Conk: Whar a harikruoty means For investors, September 2013 (1565291 

• US Unregula red Utilities and Power Companies: Rising_Rafing Pressure For lnvestment-Grade 
issuers as Spec-Grade Restruccurings Move Center Stage, October 2012 (146765)  

Retail Energy Marketing atings_Plentv of Risks. But Retutns_Appear Litnited, November:4012  
(146058)  

• Low Gas Prkes,and Weak Demanclare Masking US_Nucle.ar Planr Reljal,ilicv Issues. November  

2.012 (146663)  

• in Electric Generation Mix Favors Natural Gas, Renewables at Expense of Coal. lune 201/ 
(141980) 

Credit Focus: 

• Energy._ Future Holdings Corp, March 2013 (148758)  

F.nergy Future Inceunediarc Holdinvt Compa_ny, March 2013 M12601  

• Energy Future Competitive Holdings Company. March 2013 (150090)  

Covenant Quality Assessments: 

• Energy Future Inrermediate Holding Conuacc LLC / EF1H Finance !Pc.. Anvils; 2012 (144705) 

 

n Co 

 

n 1 FF nce c 0 5 I 	I I .01 • 	MI • n 

• Texas Competitive Electric Holdings Company 1.1.C. April 2011 (112674)  

• Enerpy Fiume 1ntermediure Holding Company LLC. July 2010 (126333)  

• Texas Competitive Electric Holdings Company 1..1.C, March 2009 (115402) 

• Oncor Elecrric Delivery Company. August 2008 (1110341 

• F,nergy Future Holdings Corp, (formerly TXU Corp.), November 2007 (106045) 

• TXU Electric Delivery Company. August 2007 (1024211 

• TXU Corp., August 2007 (101371) 

industry Outlooks: 

• Still No Signs of Recoveq, February 2013 (149630)  

• Six Month Updne• US Unregulated Pnwer Companies, July 2012 (143650)  

Rating Methodo(ogies: 

• Regulaced Elecrric and Gas Utilities. August 2009 (118481)  

• 	Global Unregulated Udlities and Power Commies, August 2009 (1 I S5P8) 

o access any of these reports. click on the entry above. Note that these references are current as of the date of publication of 
this report and that more recent reports may be available. Alt research may not be available to all clients. 

•••••••••••••••r•dr•solnot•d0••••••F.• 
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CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. m000rs DEFINES CREDIT RISK AS THE RISK THAT AN 
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NOT LIMITED TO: LIQUIDITY RISK. MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOODY'S 
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without warranty of any lund. mooDY's adopts all necessary measures so that the information it uses in assigning a credit rating Is 
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whole or in part caused by, resulting from, or relating to, any error (negligent or otherwise) or other circumstance or contingency 
within or outside the control of MOODY'S or soya( lu directors, officers, employees or agents In contraction with the procurement, 
collection, compilation, analysis, interpretation, communication, pot:Motion or delivery of Tiny suds information, or (b) any direct, 
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mooDy's is advised In ,silvance of the possibility of such damages, resulting from the use of or Inability to use, any such information. 
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herein are, arid must be construed solely as, statements o( opinion end not statements of fact or recommendations to purchase, sell 
or hold any securities Each user of the Information contained herein must mate Its own study and evaluation of each security It may 
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mocors IN ANY FORM OR MANNER WHATSOEVER. 
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FitchRatings 
FITCH AFFIRMS ONCOR'S MR AT 'BBB'; OUTLOOK STABLE 

Fitch Ratings-New York-12 August 2013: Fitch Ratings has affirmed Oncor Electric Delivery 
Company LLCs (Oncor) Long-tenn Issuer Default Rating (IDR) at 'BBB and Short-term IDR at 
'F3'. Fitch has also affirmed Oncor's security ratings. The Rating Outlook is Stable. 

KEY RATING DItIVERS 

Fitch considers the key rating factors for Oncor to be: 1) the stability of existing regulated utility 
cash flows; (2) relatively strong service territory; (3) robust financial rneasures relative to the rating 
level; (4) effective ring-fencing from highly leveraged Energy Future Holdings Corp. (EFH) and 
Energy Future Intermediate Holding Company LLC (EFIII); and (5) limited financial exposure in 
the event of bankruptcy filings of EFH/EFIR and/or Texas Competitive Electric Holdings Company 
LLC (TCE1-1), EFH's indirect, non-regulated subsidiary. 

Oncor continues to deliver strong operational and financial performance; the latter being driven by 
a combination of sales growth and significant transmission investments backed with constructive 
recoverY mechanisms. Oncor's electric sales continue to steadily increase driven by relatively 
stronger economic growth in Texas. Residential points of delivery continue to grow at or above I % 
per annum. Demand from large commercial and industrial (C&I) custonaers has, however, slowed 
in 2012 and 1H2013 after robust growth in 2010 and 2011. 

Oncor has been investing heavily in transmission infrastrUcture including spending for the 
Competitive Renewable Energy Zone (CREZ) projects. Various tracker mechanisms allow Oncor to 
earn a return on transmission related capital investment with minimat regulatory lag. Oncor is 
planning to spend more than $5 billion over 2013 to 2017 in capex, of which 55 - 57% will be 
transmission related. Fitch expects Oncor to earn close to its authorized return en equity (ROE) of 
10.25% over this forecast period and has not assurned any distribution rate increases in its financial 
projections. Oncor does have the ability to file for recovery of distribution investments between rate 
reviews per Senate Bill 1693. 

Fitch expects Oncor's Earnings Before Interest, Depreciation and Taxes (EBITDA) to Interest ratio 
to approach 5.7 times (x) and Debt to EB1TDA to be in the 3.3x range, which is strong as cotnpared 
to Fitch's guideline ratio for a low risk, regulated, 'BBB' issuer. Fitch expects Oncor's Funds Flow 
from Operations (FF0) rnetrics to be robust in 2013-14 driven by bonus depreciation and thereafter 
decline to 19 - 20% range for the balance of the forecast period. 

Relative to its peers, Oncor's equity funding is limited by the financial health of its ultimate parent 
and the utility has replenished equity caPital through reductions in dividend distributions. Oncor has 
been curtailing upstrearn dividends since 2011 in order to maintain equity to capital ratio within the 
40% cap, as mandated by the Public Utility Commission of Texas (PUCT), given its large capital 
spending plans related to CREZ. As of June 30, 2013, Oncor's regulatory capital structure was 59% 
debt and 41% equity. 

Fitch continues to believe that strong ring-fenced mechanisms isolate Oncor's credit profile from 
that of its ultimate parent supporting wide ratings differential between Oncor and rest of the EFH 
group. Last week, Fitch downgraded EFH's IDR to 'CC' from 'CCC implying that default of sorne 
kind appears probable. Fitch rates TCEH's IDR at 'C' arid considers a material restructuring of its 
capital structure highly likely over the next few months. 

Fitch recognizes that Oncor's management has taken several steps to manage the contagion effect of 
potential bankruptcy filings by EFH/EFIH and/or TCEIL These include upsizing the corporate 
revolving facility and extending its maturity, elimination of notes receivable from TCEH, limiting 
Oncor's exposure to EFH's pension and other retiree benefits, and withholding dividend in order to 
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create flexibility for additional debt issuances or cushion for any potential write-offs related to 
account receivables from TCEH. Oncor has no debt maturities until 2015 and there is adequate 
availability under the corporate revolver, which mitigates concerns regarding capital access should 
EFH/EFIll file for bankruptcy. Fitch forecasts internal cash generation at Oncor to be robust and 
sees only modest need for external debt over the next five years. 

As of June 30, 2013, Oncor's corporate revolving facility, due October 2016, had borrowings of 
S960 million and letter of credits outstanding of S6 million. The drawn balances are large and 
reflect a heavy capex spend for 2013; Oncor typically draws on its corporate revolver to fund 
capital work in progress and subsequently replaces the drawn balances with permanent financing 
and/or internally generated fund.s. Oncor can request the lenders to increase the borrowing capacity 
of the revolver by $100 inillion and to extend the maturity in two one-year increments. Under the 
terrns of the corporate revolver, the lenders commitments are several and not joint. 

RATING SENSITIVITY 

--Positive rating actions: Positive rating actions for Oncor are not anticipated at this time. 
--Texas Regulation: Fitch expects a balanced regulatory environment for Oncor. Any unexpected 
regulatory developments such as adverse outcomes in future rate cases could result in credit rating 
downgrades. 
--Change in Ownership: Any potential change in ownership of Oncor would need to be evaluated in 
context of the potential new ring-fencing arrangements implemented to preserve the credit quality 
of the company. 
--Potential Bankruptcy Filing by EFH/EFIH and/or TCEH: Negative rating actions by Pitch could 
result depending upon Oncor's financial exposure to TCEH at the time of the filing. Fitch continues 
to believe that the ring-fencing measures for Oncor are strong, and the assets of Oncor should not 
be consolidated in the event of bankruptcy of EPH. Any decision to the contrary during potential 
bankruptcy proceedings could lead to ratings downgrade for Oncor. 

Fitch affirms the following ratings with a Stable Outlook: 

—Long-term MR at 'BBB'; 
—Senior secured debt at 13BB+'; 
—Short-term IDR and commercial paper at 'FY. 

Contact: 
Primary Analyst 

Mahajan, CFA 
Senior Director 
+1-212-908-0351 
Fitch Ratings, Inc. 
One State Street Plaza 
New York, NY 10004 

Secondary Analyst 
Philip Smyth, CFA 
Senior Director 
+1-212-908-0531 

Committee Chairperson 
Glen Grabelsky 
Managing Director 
+1-212-908-0577 

Media Relations: Brian Bertsch, New York, Tel: +1 212-908-0549, Email: 
brian.bertsch©fitchratings.00111. 

Additional information is available at 1www.fitchratings.com'. 
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Applicable Criteria and Related Research: 
—.Corporate Rating Methodology' (Aug. 5, 2013); 
--Recovery Ratings and Notching Criteria for Non-Financial Corporate Issuers (Nov. 13, 2012); 
--Short-Term Ratings Criteria for Non-Financial Corporates' (Aug. 5, 2013); 
--Parent and Subsidiary Rating Linkage (Aug. S, 2013). 

Applicable Criteria and Related Research: 
Corporate Rating Methodology - Effective from 8 August 2012 - 5 August 2013 
http://www.fitchratings.com/creditdeskireports/reportLframe.cfrn?rpt_id=584460  
Recovery Ratings and Notching Criteria for Non-Financial Corporate Issuers 
http://www.fitchratings.com/creditdesk/reports/report_frame.cfrerpt_ic1=693773  
Short-Term Ratings Criteria for Non-Financial Corporates 
littp://www.fitchratings.comicreditdeskireports/report_frame.cfm?rpt_id=714415 
Parent and Subsidiary Rating Linkage 
http://ww-w.fi  tchr at in gs. com/ore d itdesk/reports/report_fra me. c frerpt_id=685552 

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LalITATIONS AND 
DISCLALMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMER.S BY 
FOLLOWING 	 THIS 	 LINK: 
HTTPINITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. N ADDITION, 
RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE 
ON THE AGENCY'S PUBLIC WEBSITE 'WWW.FITCHRATINGS.COlvr. PU13LISHED 
RATINGS, CRITERIA AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT 
ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF 
INTEREST, AFFILIATE FIREWALL, COMPLIANCE AND OTHER R.ELEVANT POLICIES 
AND PROCEDURES ARE ALSO AVAILABLE FROM THE 'CODE OF CONDUCT SECTION 
OF THIS SITE. FITCH MAY HAVE PR.OVIDED ANOTHER PERMISSIBLE SERVICE TO 
THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE 
FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED - IN AN EU-REGISTERED 
ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE 
FITCH WEB SITE. 
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Oncor Electric Delivery Co. LLC 
Primary Credit Analyst: 

Dimibi Nikas, New York 212-438-7807: dimitri.nikas@standardandpoors.com  

Secondary Contact: 

Gerrit W Jepsen. CFA, New York (1) 212-438-2529; gerrit_jepsen@standardandpoors.com  
Research Contributor 

Sanna Ali, CR1S1L Global AnalytiCal Center, an S&P affiliate, Mtimbai 
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• Low operating risk electric transmission and 
distribution operations with no commodity 
exposure 

• Large service territory with generally attractive 
demographics 

• Prudent financial policies, along with generally 
conservative management and effective handling of 
regulatory risk 

• Ongoing need to maintain separateness from 
rnajority owner, Energy Future Holdings (EFH), 
which remains financially distressed 

• Large, albeit somewhat decreasing, capital spending 
program focused mostly on transmission and 
infrastructure investments that have timely recovery 

• Elevated debt leverage (about 65%), which Standard 
& Poor's Ratings Services expects will remain 
largely unchanged 

• Dividend distributions to owners continue to 
support a capital structure with 60% debt to 40% 
equity, as per the terms of last approved rate case 

• Strong liquidity and proactive management of debt 
maturities 

Standard 8t Poor's I Research I May 14, 2013 
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Sunnnary: Oncor Electric Delivery Co. LLC 

The stable rating outlook on Oncor Electric Delivery Co. LLC incorporates our expectations of generally stable 

financial performance over the next 12 to 24 months as the company completes its planned capital investment in 

tran.srnission projects by 2014. Our baseline forecast is for FFO to total debt to be rnore than 15% and total debt to 

total capital to remain at about 65%, including short-terrn debt and excluding from equity an amount that is 

primarily equal to the goodwill resulting from the leveraged buyout of Oncor's majority owner, EFH. 

Downside scenario 

We would lower the ratings on Oncor by one notch if the company were unable to recover invested capital in a 

thnely rnanner such that FFO to debt falls to less than 14%, debt leverage exceeds 66% and/or debt/EBITDA 

exceeds 4.5x, on a consistent basis. In addition, any pressure from majority owner EFH to make excess 

distributions or any compromise of the separateness undertakings currently in place would trigger a 

rnultiple-notch downgrade. 

Upside scenario 

Given Oncor's level of debt leverage, we do not contemplate a higher rating, despite the company's excellent 

business risk profile. 

Standard & Poor's Base-Case Scenario 

Our base case scenario incorporates moderate operating income growth; a large, but decreasing capital spending 

program; and largely stable debt leverage. 

Assn iptions PArl.:4110RAMMINP 
• Operating income grows in the low- to mid-single 

digits, benefiting from transmission cost recovery 
and load growth 

• We are not assuming any base rate increases during 
the projection penod 

• Capital Spending remains high at slightly more than 
$1 billion annually, with timely recovery of 
transmission investments 

• Deferred taxes from bonus depreciation benefit cash 
from operations in 2013 and then end by 2014 

• Dividend distributions that support the regulatory 
approved capital structure of 60% debt and 40% 
equity 

2012A ' 2013E 2014E 

FFO /debt 16.6% 17°4.19% 15%.17% 

Debt/EBITDA 3.9x 3.7x-3.9x 3.7x-3.9x 

Debt/capital 64.7% 6 Wo-65% 65%-66% 

*Leverage and coverage ratios include operating lease, 

pension and postretirement, and accrued interest that 

increase debt by $17.5 million, $932.1 million, and $95 

million, respectively, as of Dec. 31, 2012. We back out 

of total debt $435.6 million of transition bonds. We do 

not expect these adjustments to change materially 

over the next few years, except for die transition 

bonds, which decline over time and rfiature in 2016. 

A—Actual. E—Estimate. 

www.standardaruipeors.com 
	

3 
4) &manta s Pones. Alt notts fosmod. No mom d.ssanitnat on tor thaw Standard &Poor's omits on. Sae Tams or UserCa'airner oi ma last page. 

DKT 46238 STAFF RFI Set 1 QN 1-1 [ONCORJ VOL 
	

20 
0000581 . 



Summary: Oricor Elearic Delivery Co. LLC 

Business Risk: Excellent 

Separateness from majority owner, Energy Future Holdings Corp. 

The ratings on Oncor Electric Delivery Co. LLC incorporate, in addition to the stand-alone "excellent.' business risk 

and "aggressive financial risk profile, a number of structural, legal, and regulatory provisions that allow Standard & 

Poor's to view the company separately frorn its majority owner, EFH. 

These provisions include: 

• The sale of 19.75% of Oncor to Texas Transmission Investment LLC, which is a third-party, unaffiliated investor. 
This investor has sufficient rights and board representation that can prevent EFH from harming Oncor's credit 
profile. These rights include the ability to veto changes in Oncor's dividend policy, the requirement to consent to the 
institution of bankruptcy or insolvency proceeding against Oncor approval over material transactions between 
Oncor and its non-ring-fenced affiliates, approval over the annual budget if it is reduced by 10% or rnore from the 
previous year, and the ability to prevent dividend distributions if it is in Oncor's best interests to retain such 
arnounts for future capital requirernents. 

• Legal ring-fencing provisions that include a nonconsolidation opinion, separateness undertalcings (such as 
arm's-length transactions between Oncor and EFH, and the inability of Oncor to extend financial support to or 
receive financial support from EFH), and six independent directors who are required by law to consider only the 
interests of Oncor and its creditors when acting or voting on any material action, two of whom are special 
independent directors. 

Stable, Low-Risk Transmission And Distribution Operations With Credit-Supportive Regulation 

Oncor's business risk profile is "excellent" and reflects the company's low operating risk electric transmission and 

distribution operations that have no comrnodity exposure and effective management of regulatory risk. 

Although Oncor owns the transmission and distribution network that delivers electricity to retail and commercial 

users, its actual customers consist of more than 30 retail electricity providers (REPs) that operate within its service 

territory. The largest of these REPs, Texas Competitive Energy Holdings Ca LLC (TCEH), an EMI affiliate, accounted 

for 29% of Oncor's 2012 revenues, while subsidiaries of a nonaffiliated REP accounted for 15%. Since Oncor relies on 

these REPs to remit timely payments for distribution services rendered, a default by an REP would cause delays in 

payment and could pressure Oncor's liquidity. As of Dec. 31, 2012, Oncor's trade-accounts receivable from TCEH 

were $53 million, or about 2% of revenues for the period. If an REP declares bankruptcy, Oncor can recover bad debt 

expense from customers, but this rule applies orly to nonaffiliated REPs and not to TCEH. In the case of any default in 

the payments of accounts receivable by TCEH. Oncor can recover any claims by withholding distributions to the two 

owners until it is made whole. While Oncor would have a senior unsecured claim against TCEH in this instance, our 

recovery analysis on EFH suggests that recovery on 5enior unsecured claims against EFH or its affiliates would be very 

small clue to the large amounts of senior secured debt. 

Oncor expects to complete the competitive renewable energy zones (CREZ) transmission projetts by early 2014 at an 

estimated cost of $2 billion and has spent $1.46 billion through Dec. 31 2012. Oncor recovers the cost of wholesale 

transmission service through a separate rate, the transmission cost recovery factor, and not through base rates. 

Similarly, Oncor recovers the cost of retail transmission service through a separate rider, the transmission cost of 

Standard gc Poor's I Research I May 14. 2013 
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Sranntary: Oncor Electric Delivery Co. LLC 

service. 

Reflected in Oncor's business risk profile is our assessment of the companys management and governance as 

"satisfactorr. Oncor management has been transparent and has consistently and effectively operated within the 

confines of the regulatory and ring-fencing arrangements that are important to ensure continued separation between 

Oncor and majority owner, EFH. Over the past year. Oncor, along with EFH, has taken certain actions that further 

support the separateness of the two companies, including terminating a shared pension scheme and a note receivable 

from TCEH to Oncor. Separately, Oncor has also increased the availability under its revolving credit facility and his 

refinanced some ot its outstanding debt obligations such that its next debt matinity is not until early 2015. 

Financial Risk: Aggressive 

High leverage combined with consistent cash flow • 

Oncor's financial risk profile is "aggressive", reflecting financial measures from our baseline forecast that are in the 

middle of the category and support current ratings, supported by steady economic activity in the company's service 

territory and timely recovery of the modestly declining but still significant capital spending prograrn. 

. Our base-case forecast suggests key credit measures will remain adequate for the aggressive financial risk profile 

category with FFO to total debt at rnore than 15%, debt leverage at about 65%, and debt/EBITDA that remains less 

than 4x. 

Liquidity: Strong 

Oncor has "strong" liquidity to cover its needs over the next 12 to 18 months, in our view. We expect that the 

company's sources of liquidity will exceed uses by 1.5x or more over the next 12 months and by more than lx over the 

next 24 months and that the company will also meet our other criteria for such a designation. We view strong liquidity 

as very important for Oncor because, desPite the existing separateness undertaldngs with majority owner EFH, 

adverse developments at EFH may make it difficult for Oncor to access the capital markets when it needs to and under 

favorable terms. 

Oncor has a $2.4 billion revolving credit facility expiring in October 2016, which had about $1.6 billion available a.s of 

Dec. 31, 2012. The credit facility is secured and is pari passu with Oncor's other secured debt obligations. 

74MP
....iwe•-„ezuot".7S..441!Tet1M1160401g 

..),Lici4A.M.clurses fiEnlieRallatituktykilsea, 	 , 

• Cash flow from operations of about $1.2 billion to 
$1.4 billion in 2013 and 2014, respectively 

• Ongoing credit facility availability of about $1.6 
billion 

• Cash on hand of about $45 million 

, • No debt maturities until 2015 
• Capital spending of about $1.1 billion in 2013 and 

$1 billion in 2014 
• Dividend payments that do not exceed net income 

www.standardandpoors.corn 
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Summary: Oncor Electric Delivery Co. LLC 

Recovery Analysis 

We assign recovery ratings to first mortgage bonds (FMBs) issued by U.S. utilities, which cart result in issue ratings 

being notched above a corporate credit rating (CCR) on a utility depending on the rating category and the extent of the 

collateral coverage. The FMBs issued by U.S. utilities are a form of ''secured utility bond" (SUB) that qualify for a 

recovery rating as defined in our criteria (see "Collateral Coverage and Issue Notching Rules for '1+ and ' l' Recovery 

Ratings on Senior Bonds Secured by Utility Real Propertr, published Feb. 14, 2013). 

The recovery methodology is supported by the ample historical record of 100% recovery for secured bondholders in 

utility bankruptcies in the U.S. and our view that the factors that enhanced those recoveries (limited size of the creditor 

class and the durable value of utility rate-based assets during and after a reorganization given the essential service 

provided and the high replacement cost) will persist in the filture. 

Under our SUB criteria, we calculate a ratio of our estimate of the value of the collateral pledged to bondholders 

relative to the amount of FMBs outstanding. FMB ratings can exceed a CCR on a utility by up to one notch in the 'A' 

category, two notches in the 'BBB' category, and three notches in speculative-grade categories depending on the 

calculated ratio. 

Or.cor's FMBs benefit from a first-priority lien on t..aibstantially all of the utility's real property owned or subsequently 

acquired. Collateral coverage of more than 1.5x supports a recoverj rating of '1+.  and an issue rating two notches 

above the CCR. 

Related Criteria And Research 

• Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers, Nov. 13, 2012 
• Methodology: Business Risk/Financial Risk Matrix Expanded, Sept. 18, 2012 
• Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers, Sept. 28, 2011 
• 2008 Corporate Criteria: Analytical Methodology, April 15, 2008 
• 2008 Corporate Ratings Criteria: Ratios And Adjustments, April 15, 2008 
• 2000 Corporate Criteria: Rating Each Issue, April 15, 2008 

• Methodology And Assumptions: Standard & Poor's Revises Key Ratios Used In Global Corporate Ratings Analysis, 
Dec. 28, 2011 

• 2008 Corporate Criteria Commercial Paper, April 15, 2008 
• Request For Comment: Collateral Coverage And Issue Notching Rules For '1+.  And '1' Recovery Ratings On Senior 

Bonds Secured By Utility Real Property, Sept. 26, 2012 
• Key Credit Factors: Business And Financial Risks In The Investor-Owned Utilities Industry, Nov. 26, 2008 
• Assessing U.S. Utility Regulatory Environrnents, Nov. 7, 2007 

Standard & Poor's l  Research 1 May14, 2913 	 6 
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Summary: Oncor Electric Delivery Co. LLC 

B usiness Risk 

, 	Financial Risk 

Minimal Modest Intermediate Significant Aggressive 
Highly 

Leveraged 

Excellent AAA/AA+ AA A A- BBB — 

Strong AA A A- BBB BB BB- 

Satisfactory A- 	r BBB+ BBB BB+ BB- 8+ 

Fair — BBB- BB+ BB BB- B 

Weak — BB BB- B+ B- 

Vulnerable — — B+ 3 5- or below 

Note; These rating outcomes are shown for guidance purposes on y. The ratings indicated irt each cell of the matrix are the midpoints of the likely 
rating possibilities. There can be small positives and negatives that would lead to an outcome of one notch higher or lower than the typical matrix 
outcome. Moreover, there will be exceptions that go beyond a one notch divergence For example, the matrix does not address the lowest rungs of 
the credit spectrum (i e.. the 'OCC category and lower). Other rating outcomes that are more than one notch off the matrix may occur for 
companies that have liquidity that we judge as "less than adequate or "weak" under our criteria, or companies with 'satisfactory" or better business 
risk profiles that have extreme debt burdens due to leveraged buyouts or other reasons. For government-related entities (GREs), the indicated 
rating would apply to the standalone credit profile, before giving any credit tor potential government support. 

www.standardandpaors.nm 
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Copyright 07013 by Standard & Poor's Firancial Sa'vices U.0 (S&P). a subsidiary of The McDew-Hill Companies, tric.All rights reserved. 

No content tincluding rahngs, credit-related analyses and data, model. software or other application or output therefrom) or any pan thereof !Content) may he modified, 
reverse erigineered, reproduced or distributed in any form by any freans, or stored in a database or retrieval system, without the prior written permission of S&P. The Content 
shall not be wed for any unlawful or unauthorized purposes. S&P, its affiliates. and any third party providers, as well es their directors, officers, shareholders, employees or 
agents (collectively S&P Parties) do not guarantee the accuracy. completeness, timeliness or aveilathlity of the Content. S&P Pardee ate not responsible for any errors or 
omissions regardless of the cause, for the results obtained front the use of the Content, or for the security or maintenance of arty data input by the user. The Content is 
provided on an "as is-  basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPUED WASRANTIES. INCLUDING. BUT NOT LIMITED TO. ANY WARRANTIES OF 
MERCHANTABIUTY OR FITNESS FOR A PARTICULAR PURPOSE OR USE. FREEDOM FROM BUGS, SOFW/AFIE ERRORS OR DEFECTS, THAT TEE CONTENT'S FUNCTIONING 
WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE Oil HARDWARE CONRGURATION. In no event shall S&P Parties be Ileble to arty 
party for any direct. indite:I. Mcidental. exemplary. compensatory. punitive, special or consequential damages. costs, expenses, legal fees, or losses (including, without 
limitation, last income or lost profits and opportunity costsI in connection with any use of the Content even if advised of the possibility of such damages. 

Credit-related analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not state/mine of fact or 
recommendations to purchase, hold, or sell any securities or to rnake arty investment IstIsions. SW assumes no obligatior to update the Content followne publication in any 

tom or lomat, Die Content should not be relied on and is not a substitLte for she skill, judgment and experience of the user, its manageotent, employees, advisors and/or 
clients when making investment and other business decisiore. S&P's opinions and analyses do not address the suitability of any security. rAP sloes not act as a fiduciary or 
an •rivestreent adviser. While S&P hes obtained information from souroes it believes to be reliable, S&P doas not perform an audit and undertakes no duty of due diligenee or 
independent verification of any information it receives. 

S&P keeps certain activities of ice business units separate from each ether in order to preserve the independent+, and objectthity of their respective activities. As a result, 
certain business units of S&P froe/ have information that Is not available to other S&P business units. S&P het established policies and procedurea to maintain the 
conifidentiality of certain non-public infturretion received in connection with each anaelical process. 

S&P rney receive compensation for its ratings and certain credit-related analyses. normally from issuers or underwriters of securities or from obligors. S&P reserves the right 
to disseminate its opinione and analyses. S&P's public ratings arid analyses are made available on its Web sites, www,standardandpoon,corn (free of charge). and 
www.ratingsdifececom and www.globalcraditpona Learn (subscription), and may be distributed teough other means, including via S&P publications and third-Oarty 
redisttruutors. Additional information about our ratings tees is available at www.slandardandpoors,com/usratingsfees. 
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FitchRatings 
FITCH RATES ONCOR'S SENIOR SECURED NOTES 

REOPENING 'BBB-I-% OUTLOOK STABLE 

Fitch Ratings-New York-10 May 2013: Fitch Ratings rates Oncor Electric Delivery Company 
LLCs (Oncor) issuance of $100 million 4.55% senior secured notes due 2041 '13BB+1. The Rating 
Outlook is Stable. The notes are part of the same series as the $300 million notes issued on Nov. 23, 
2011 that are still outstanding. 

Oncor plans to use the net proceeds from this issue to repay borrowings under its revolving credit 
facility and for general corporate purposes. Oncor has a $2.4 billion revolving credit facility due 
Oct. 11, 2016. As of March 31, 2013, Oncor had $977 million borrowings outstanding under the 
facility and $6 million letters of credit outstanding. 

Oncor's rating reflects the stability of regulated utility cash flows, relatively strong service territory, 
balanced regulation as demonstrated in the outcomes of the last rate case, and effective ring-fencing 
from a highly leveraged parent. Oncoes credit metrics for the last 12 months ending March 31, 
2013 continue to benefit from the relative strength in the Texas economy and supportive tracker 
mechanisms that allow the company to earn a return on its transmission investments with minimal 
regulatory lag. Oncor plans on spending close to $5.1 billion in 2013-17 on capital expenditure, 
which includes expenditure related to the Competitive Renewable Energy Zone (CR.EZ) 
construction and voltage support projects. 

Fitch expects Oncor's Earnings Before Interest, Depreciation and Taxes (EBITDA) to interest ratio 
to approach 4.8 times (x) and debt to EBITDA to be in the 3.5x range over the forecast period, 
which is strong relative to Fitch's guideline ratios for a low risk, regulated 'BBB issuer. Fitch 
expects funds from operations (FFO) to debt ratio in 2013 to continue to get a boost from bonus 
depreciation benefits before rnoderating to 17%-18% in 2015-16. 

Relative to its peers, Oncor exhibits a limited source of equity funding given the poor financial 
health of its parent. Oncor is already severely curtailing the upstream dividends in order to maintain 
equity to capital within the 40% minimum Public Utility Commission of Texas (PUCT) required 
level given its large capital spending plans. As of March 31, 2013, Oncor's regulatory capitalization 
ratio was 58.6% debt and 41.4% equity. 

Fitch considers Oncor to be effectively ring-fenced from its ultimate parent, Energy Future 
Holdings Corp. (EFH; Issuer Default Rating 'CCC). Nevertheless, its credit market access or credit 
spreads could become constrained by further deterioration in the financial condition of EFH and 
non-ring-fenced affiliates. Oncor has taken several actions in the recent past to lower the 
re-financing risk, such as upsizing its revolving credit facility and actively managing its debt 
maturity profile. Changes to EFH's pension plan and termination of certain related-party agreements 
in 2012 have further reduced the contagion risk for Oncor, 

Contact: 

Primary Analyst 
Shalini Mahajan, CFA 
Senior Director 
+1-212-908-0351 
Fitch Ratings, Inc. 
One State Street Plaza 
New York, NY 10004 

Secondary Analyst 
Philip Smyth, CFA 
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Senior Director 
+1-212-908-0531 

Media Relations: Brian Bertsch, New York, Tel: 	212-908-0549, Email: 
brian.bertsch@fitchratings.com. 

Additional information is available at 'www.fitchratings.corn'. 

Applicable Criteria and Related Research: 
--rorporate Rating Methodology (Augi 8, 2012); 
--Recovery Ratings and Notching Criteria for Utilities' (Nov. 12, 2012); 
--Parent and Subsidiary Rating Linkage (Aug. 8, 2012). 

Applicable Criteria and Related Research 
Recovery Ratings and Notching Criteria for Utilities 
http://www.fitchratings.com/creditdesk/reports/report  fratne.cfm?rpt_id=693750 
Parent and Subsidiary Rating Linkage 
http://www. fi  tchrat in gs.co mkre d i tde s ldrep ortskeport_frame. cfm?rpt_id=685552 
Corporate Rating Methodology 
http://www.fitchratings .com/creditdesk/reports/report_frarne.c  frn?rpt_id=684460 

ALL FITCH CREDIT RATINGS ARE SUBIECT TO CERTAIN LIMITATIONS AND 
DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY 
FOLLOWING 	 THIS 	 LINK: 
HTTP://FITCHRATINGS.COMJUNDERSTANDINGCREDITRATINGS. IN  ADDITION, 
RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE 
ON THE AGENCY'S PUBLIC WEBSITE WWW.FITCHRATINGS.COM. PUBLISHED 
RATINGS, CIUTERIA AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT 
ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF 
INTEREST, AFFILIATE FIR.EWALL, COMPLIANCE AND OTHER RELEVANT POLICIES 
AND PROCEDURES ARE ALSO AVAILABLE FROM THE 'CODE OF CONDUCT SECTION 
OF THIS SITE. FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO 
THE RATED ENTITY OR ITS R.ELATED THIRD PARTIES. DETAILS OF THIS SERVICE 
FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED 
ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE 
FITCH WEBSITE. 
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MOODY'S 
INVESTORS SERVICE 

Credit Opinion: Oncor Electric DeliverY Cornpeny Lie 

Global Credit Research - 27 Feb 2013 

Dallas, Texas, United States 

Ratings 

Category 	 Moody's Rating 
Outlook 	 - 	Stable 
First Mortgage Bands 	 Baa3 
Senior Secured 	 Baa3 
Parent: Energy Future Holdings Corp. 
Outlook 	 No Outlook 
Bkd Senior Secured 	 Caa2/1.GD5 
Bkd Senior Unsecured 	 Caa2/LGO6 

Contacts 

Analyst 	 Phone 
James Hempstead/New York City 	212.553.4318 
William L. Hess/NeW York City 	212.553.3537 

Key Indicators 

(1jOricor electric Delivery Company LLC 
2012 2011 2010 2009 

(CFO Pre-W/C + Interest) / interest Expente 4.2x 4.7x 4.0x 3.8x 
(CFO Pre-W/C) / Debt 18.5% 21.4% 17.4% 16.9% 
(CFO Pre-W/C - Dividends) / Debt 15.4% 19.3% 14.2% 12.6% 

ebt / Book Capitalization 42.7% 42.5% 42.9% 42.6% 

[11 All ratios calculated in accordance with the Global Regulated Electric Utilities Rating Methodology using Moody's 
standard adjustments. 

Note: For definitions of Moody's most common ratio terms please see the accompanying User's Guide. 

Opinion 

Rating Drivers 

Low-risk business operations within a supportive regulatory]urisdiction 

Significant capital expenditures of approximately $1.0 billion per year and upstream dividends of roughly $225 - 
$325 million pressures financing outlook 

Highly levered parent, EFIH (83 CFR), relies heavily on Oncor to meet its debt service obligations 

Event risks associated with financially distressed affiliate, TCEI1 

Ring fence type provisions provide strong insulation from potential restructuring at EFCH-TCEH 

Corporate Profile 
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Onccr Electric Delivery Company LLC (Oncor) is an electric transmission and distribution utility serving the greater 
Dallas / Ft. Worth regions. Oncoes revenues are primarily regulated by the Public Utility Commission of Texas 
(PUCT), a credit positive given the supportive political and regulatory environment in Texas. Oncor is a majority-
owned subsidiary of Oncor Electric Delivery Holdings Company LLC (not rated) which is a wholly-owned 
subsidiary of Energy Future Intermediate Holding Company (EF1H: 33 Corporate Family Rating / negative) which is 
a wholly-owned subsicflary of Energy Future Holdings Corp. (EFH: no rating). Oncoes afeliate, Texas Competitive 
Electric Holdings Company (TCEH), is a financially distressed unregutated power company with an untenable 
capital structure. Approximately one-third of Oncoes revenues are associated with TCEHs retail electric provider 
business activities. 

SUMMARY RATING RATIONALE 

Oncoes Baa3 senior secured rating reflects the leghly leveraged capital structure at ERR Oncoes indirect parent; 
EFiers high reliance on Oncoes up-stream dividends to support EFII-I's debt service; the high reliance on Oncoes 
up-stream tax payments to support EFI-fs debt service, along with the inter-woven cash transfer relationship that 
remains between EFH and EFIH. Oncoes stable rating outlook reflects the stability and predictability of its 
revenues and cash flows; its supportive regulatory environment and Moody's expectation that Oncor will riot he 
materially affected by any contagion risks of a default and restructuring at its EFCH-TCEH affiliate or EFH-EFiH 
parents, given the existing ring-fencing type arrangements. 

Oncoes Baa3 rating takes Into consideration the strong likelihood that its affiliates EFCH-TCEH will default and 
restructure within the next 6 - 12 months; that Oncor will experience some modest contagion effects associated 
with the restructuring but that Oncor will not be pulled into any restructueng proceedings. Ail else being equal, 
Moodys does not see Oncoes Baa3 senior secured rating falling below investment grade unless the ring-fence 
provisions fail. 

DETAILED RATING CONSIDERATIONS 

Low-risk business operaticns within a supportive regulatory jurisdiction 

Oncor is a rate-regulated electric transmission and distribution (T&D) utility serving the greater North Texas / 
Dallas- Fort Worth region. All of Oncoes revenues are regulated by the Public Utility Commission of Texas (PUCT), 
a credit positive because of the relatively transparent and supportive regulatory framework that tends to provide 
timely recovery for prudently incurred costs and investments. Today, we see little evidence indicating that a more 
contentious regulatory environment Is coming, although the uncertainty surrounding avant risk associated with 
Ortcoes financialty distressed affiliate, TCEH, deserves monitoring. 

As a stand-alone credit, Oncor is wet positioned within the Baa-rating category. Although Oncoes fundamentals 
compare favorably to selected T&D peers, such as CenterPoint Energy Houston Electric (A3 senior secured / 
stab(e), its rating is constrained by EFIH's heavy and permanent reliance on Oncor for liquidity support. Few other 
utility T&D utifity subsidiaries face the same level of parent-level risks. 

Stable financial profile 

Electric T&D utilities are critical infrastructure assets that produce stable and predictable revenues and cash flow. 
We still incorporate a view that the Texas based T&D utilities can endure lower credit metrics for a given rating 
category. In our opinion, Texas T&Ds have a-slightly lower risk profile than the broader T&D peer group as they are 
not exposed to any provider of last resort (POLR) risk or commodity risks. 

Over the past 5 years, Oncor produced an average ratio of cash from operations before changes in working capital 
(CFO pre W/C) to debt of approkmately 18%. This ratio Includes both securitization cash flows and related debt, 
as well as pension and operating lease adjustments. 

Cash flows, adjusted for changes in working capital, have increased in recent years to roughly $1'.3 billion. 
Prospectively, we expect the ratio of Oncoes CFO pre W/C to debt to decline to the low to mid-teen's range as the 
company continues with its capital expenditure programs. 

Although Oncor is not obligated to meet EFIH's debt service obligations, Oncor is the only subsidiary of EFIel that 
produces revenue and cash flow. When evaluating Oncoes projected cash flows against the total consolidated 
debt of EFIH (and including the remaining debt that resides at EFH), Oncoes ratio of CFO to debt falls to 
approximately 8%. 
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Capital structure limitatIon and dividend policy need to be monitored carefully in light of the significant debt at parent 

In'addltion to the roughly $7.1 billion of debt at Oncor, EFIH has about $7.5 billion of debt. We view the debt at EFIH 
as a forrn of permanent leverage for Oncoe despite a strong suite of ring-fence type provisions, because of EFIH's 
heavy reliance on the cash flow from Oncor to service its debl We see Oncoes upstream dividend payment 
increasing over the next few years: however we also see some risks with a steadily increasing dividend because 
of the flexibility.that GMP reporting provides management with respect to eamings. Foeexarnple, todays eamings 
are bolstered by stimulus programs or otber non-cash items, such as bonus depreciation, that we believe are 
unsustainable over the long term horizon. 

• 
Separately, we obseNe that one of the main provisions of the ring fefice type provisions at Oncor is a debt to 
capitalization limitation. This limitation tracks Oncoes authoezed debt in its capital structure at a 60% maximum 
threshold. But this regulatory defined 60% debt to capitalization ratio excludes short terrn debt which currently 
amounts to 5735 million. 

Permanent leverage at EFIH weighs on Oncoes financial flexibility 

We include approximately $8.1 billion of parent company debt at EFIH and EFH which looks to Oncor for support in 
terms of collateral recovery, liquidity and debt service. This heavy reliance on Oncor is viewed to be permanent 
because EFH is actively seeking to create credit separatenesS between EFH and EFCH-TCER. 

We think Oncoes ring fende type provisions help insulate Oncor frorn the risk of being pulled into a restructuring 
proceeding at EFCH4CEH, but the ring fence does not insulate Oncor from the credit deterioration that arises 
from its parents reliance on upstream dividend and tax payments; Its parent's untenable capital structure or any 
modest contagion irnplications associated with an EFCH-TCEH default and restructuring. This heavy reliance on 
Oncor puts the company in a different risk category than its regulated T&D peers, and Indirectey constrains 
Oncoes otherwise robust financial flexibility. 

Implied valuation of Oncor 

We estimate Oncoes total enterprise value, which includes roughly $7.1 billion in debt; to be approximately $15 
billion. Assuming a sustainable EBITDA of roughly $1.8 billion, the EBITDA multiple of 8.3x appears to be in-line 
with most comparable transactions and peer valuations. tf we eliminate roughly 57.1 billion of debt from the 
enterprise value, we get a total Oncor equity value of appeoximately $7.9 Neon, which Is 17.6x our estimated 
sustained net Income of $450 million and is 2.3x our estimated book value of 53.5 billion. 

EFiel owns approximately 80% of Oncor through another intermediate suesidiary holding company, Oncor 
Holdings. Which means EFIH's equity ownership in Oncor Is approximately 80% of 57.9 billion, or $6.3 billion. 
While some of these multiples appear ridh, the highest implied valuation we see Is associated with a discounted 
cash flow (DCF) analysis. In summary, mier the next 2 years, as Oncor winds down its CREZ spending, its 
unlevered free cash flows increases and its DCF valuation also rises. 

Event risk at affiliate, TCEH 

Oncoes affiliate, TCEH, is a financially distressed company with an untenable capital structure. Despite the ring 
fence around Oncor, we cannot completely ignore the Inter-relatlonshIps that exist between Oncor and its affiliate 
because they were once combined as part of a vertically integrated electric utility. 

There are still some financial relationships between oncor and its affiliates. A sizeable concentration of Oncoes 
revenue, roughly 30%, is associated with TXU Energy (Retail), but that's down from 50% - 60% a few years ago. 
Overal, Oncoes.contagion risks associated with TCEH have fallen due to a series of separateness actions, such 
as the actions associated with the pension and an intercompany note receivable from TCEH. Although some 
impacts from a TCEH default are sure to be felt at Oncor, we do not think they will be material, and Oncoes Baa3 
senior secured rating Incorporates these risk factors., 

Liquidity 

Oncoes liquidity appears adequate at this tiine. Our liquidity assessment for the next four quarters specifically 
excludes any access by Oncor to the capital markets. For 2012, Oncor generated approximately $1.3 billion of 
cash from operations, incurred approximately $1.4 billion in capital expenditures and made upstrearn dividend 
payments to its parent of roughly $225 million, resulting in roughly $0.3 billion of negative free cash flow, 

In May 2012, Oncor increased its secured revolving credit facility by $400 million to a total of $2.4 bileon. The credit 
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facility matures in October 2016 and Oncor has the option of requesting up to two additional one-year extensions 
subject to certain conditions and lender approval, At the end of 2012, there were $735 million of borrowings and $6 
million of letters of credit outstanding under the facility. 

The credit facility has a 65% debt to capitalization financial covenant, which we view as reasonably positive in the 
sense that it provides the company with some modest cushion from where its debt to capitalization Is expected lo 
be maintained as part of the proposed ring fencing and regulatory authorization (60%). But the bank covenant 
calculation, which currently has a significant amount of headroom cushion, includes roughly $4 billion of goodwill. 
In contrast, the regulatory capitalization calculation includes neither goodwill nor short term borrowings under the 
revolver. We do not view Oncor as having any other meaningful sources of alternate liquidity 

Prospectively, we expect Oncor to produce approximately $1.3 billion in cash flow from operations in the next 12 
months and to spend roughly $1 billion In capital expenditures. We see Oncoes dividend rising from approximately 
$225 million for 2012 to rcughly S225 - $325 million from 2013 through 2015. There are no material debt maturities 
until January 2015 when $500 million In senior notes mature. 

Rating Outlook 

Oncoes rating outlook is stable. We view the Public Utility Commission of Texas (PUCT) as supportive to Oncoes 
long term credit quality, and we view favorably Oncoes suite of approved regulatory cost recovery mechanisms, 
which provide timely recovery of Oncoes prudently incurred costs and investments. The stable outlook takes into 
consideration the high probability of a default and restructuring at affiliates EFCH-TCEH, and incorporates a view 
that Oncoes ring fence type provisions will provide adequate protection to keep Oncor from being pulled into any 
potential restnicturing proceeding. 

1/1.fiat Could Change the Rating - Up 

Oncoes ratings could be upgraded with a material reduction in EFIll's debt, or a material revision to its corporate 
finance policies where the ratio of CFO to debt were to increase Into the mid-20% range, a level we think helps 
mitigate tne higher risk profile carried at its parents, EFH and EFIR 

What Could Change the Rating - Down 

On a stand-alone basis, Oncoes ratings could be downgraded if Oncoes financial profile were to deteriorate, 
where the ratio of CFO to debt were to fall into the low to mid-teen's or if a contentious regulatory environment 
develops which negatively impacts Oncoes timely recovery of costs and investments. Beyond those 
considerations. Oncoes ratings are unlikely to be downgraded with a default and restructuring announcement at 
affiliate EFCH-TCEI-1, unless it appears that the ring fence will fail. We continue to Incorporate a view that a faltre 
of the Oncor ring fence is a remote probability. 

Rating Factors 

Omer Electric Delivery Company LLC 

Regulated Electric and Gas Utilities industry [11121 FY 
12/31/2012 

Factor 1: Regulatory Framework (250/4 
a) Regulatory Framework 

Measure Sccre 
A 

Factor 2: Ability To Recover Costs And Earn Returns (25',4 
a)Ability To Recover Costs And Eern Returns Baa 
Factor 3: Diversification (10!/q) 
a) Market Position (10%) 
b) Generation and Fuel Diversity (0%) 

Ba 
na 

Factor 4: Financial Strength, Liquidity And Key Financial Metrl a; (40q 
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Bea Bea 
4.3x Bea 4.5x - A 

5.0x 
19.1% Bea 18% - Baa 

22% 
18,3% Baa 5% - Bea 

18% 
42.7% A 40% 

45% 

Baal Baal 
Baa3 Baa3 

a) Uquidtty (10°A) 
b) CFO pre-WC + Interest/ Interest (3 Year Avg) (7.5%) 

c) CFO pre-WC f Oebt (3 YearAvg) (7.5%) 

d) CFO pre-WC - Dividends / Debt (3 Year Avg) (7.5%) 

e) Debt/Capitaliv‘itIon (3 Year Avg) (7.5%) 

Rating: 
a) Indicated Rating from Grid 
b) Actual Rating Assigned 

THIS REPRESENTS MOODYS FORWARD VIEW; NOT THE 
VIEW OF THE ISSUER; AND UNLESS NOTED IN THE TEXT DOES 
NOT INCORPORATE SIGNIFICANTACQUISMONS OR 
DIVESTITURES 

(1) All ratios are calculated using fvloodYs Standard Adjustments. [2]As of 12/31/2012; Source: ivtoodys Financial 
Metrics 

MOODY S 
INVESTORS SERVICE 

0 2013 Moodys Investors Service, Inc. ancl/or Its licensors and affiliates (collectively, "MOODY'S"). Al rights reserved. 

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. ("MIS") AND ITS AFFILIATES ARE 
MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT 
COMMITMENTS, OR DEBT OR DEBT-UKE SECURITIES, AND CREDIT RATINGS AND RESEARCH 
PUBUCATIONS PUBUSHED BY MOODY'S (MOODY'S PUBLICATIONS") MAY INCLUDE MOODY'S CURRENT 
OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR 
DEBT-UKE SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET 
ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMAIED FINANCIAL LOSS 
IN THE EVENT OF DEFALILT. CREDIT {WINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT 
LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATIUTY. CREDIT RATINGS AND 
roomy's OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR 
HISTORICAL FACT. CREDIT RA1INGS AND maws PUBUCATIONS DO NOT CONSTITUTE OR PROVIDE 
INVESTMENT OR FINANCIAL ADVICE., AND CREDIT RATINGS AND mocors PUBUCATIONS ARE NOT AND 
DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. 
NEITHER CREDIT RATINGS NOR roctoprs PUBUCATIONS COMMENT ON THE SUITABILITY OF AN 
INVESTMENT FOR ANY PARTICULAR INVESTOR. mooDrs ISSUES ITS CREDIT RA1INGS AND PUBLISHES 
worms PUBUCATIONS WTH THE EXPECTAIION AND UNDERSTANDING THAT EACH INVESTOR WM 
MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR 
PURCHASE, HOLDING, OR SALE. 

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LurrED TO, COPYRIGHT 
LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, 
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FURTHER TRANSMITTED, TRANSFERRED, DISSEMNATED, REDISTRIBUTED OR RESOLD, OR STORED FOR 
SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BYANY 
WEANS WHATSOEVER, BY ANY PERSON WfTHOUT MOODYS PRIOR vvRn-rEN CONSENT. All information 
contained herein is obtained by MOODYS from sources believed by it to be accurate and reliable. Because of the 
possibility of human or mechanical error as well as other factors, however, ail inforaallon contained herein is provided 
AS IS" without warranty of any kind. MOODY'S adopts all necessary measures so that the information it uses In 

assigning a credit rating Is of sufficient quality and from sources Moody's considers to be reliable, including, when 
appropriate, independent third-party sources. However, MOODYS is not an auditor and cannot in every instance 
independently verify or validate Information received in the rating process. Under no circumstances shall MOODYS have 
any liability to any person or entity for (a) any loss or damage in whole or In part caused by, resulting from, or relating to, 
any error (negligent or otherwise) or other circumstance cr contingency within or outside the control of MOODY'S or any 
of its directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis, 
interpretation, communication. publication or delivery of any such information, or (b) any direct, indirect, special, 
consequential, compensatory or incidental damages whatsoever (including wi(hout limitation, lost profits), aven if 
MOODYS ls advised in advance of the possibility of such damages, resulting from the use of or inability to use, any such 
information. The ratings, financial reporting analysis, projections, and other observations, f any, constituting part cf the 
information contained herein are, and must be construed solely as, statements of opinion and not statements of fact or 
recommendations to purchase, sell or hold any securities. Each user of the informalicn contained herein must make its 
own study and evaluation of each security It may consider purchasing, holding cr selling. NO WARRANTY, EXPRESS 
OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY 
PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GWEN OR MADE BY 
MOODYS IN ANY FORM OR MANNER WHATSOEVER. 

MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCO"), hereby discloses that most issuers 
of debt securities (ncluding corporate and municipal bonds, debentures, notes and commercial paper) and preferred 
stock rated by MS have, prior to assignment of any rating, agreed to pay to MS for appraisal and rating services 
rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also rnaintaki policies and 
procedures to address the independence of MIS's ratings and rating processes. Information regarding certain affiliations 
that may exist between directors of MCO and rated entities, and between entities who hold ratings from MS and have 
also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at 
www.moodes.corn under the heading "Shareholder Relations — Corporate Governance — Director and Shareholder 
Affiliation Policy." 

For Australia only:Any publication into Australia of this document Is pursuant to the Australian Financial Services License 
of MOODYS affiliate, Moody's investors Serviee Pty Urnited ABN 61 003 399 657AFSL 336969 and/or Moodys Analytics 
Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended to be provided only to 
'Wholesale clients" within the meaning of section 761G of the Corporations Act 2001. By continuing to access this 
document from within Australia, you represent to MOODY'S that you are, or are accessing the document as a 
representative of, a 'Wholesale client and that neither you nor the entity you represent will directly or Indirectly 
disseminate this document or Its contentS to "retail dents" within the meaning of section 761G of the Corporations Act 
2001. MOODYS credit rating is an opinion as to the crediheorthiness of a debt obligation of the issuer, not on the equity 
securities of the issuer or any form of security that is available to retail clients. it would be dangerous for retail cliwits to 
make any investment decision based on MOODYS credit rating. If in doubt you should ccntact your fmanclal or other 
professional adviser. 
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Summary: 

Oncor Electric Delivery Co. LLC 

Credit 
Rating: 	E31313+/Stab1e/1111 

Radonale 

Standard & Poor's Ratings Services ratingi on Oncor Electric Delivery Co. LLC incorporate, in addition to the 

stand-alone "excellent" business risk profile and "aggressive financial risk profile, a number of structural; legal, and 

regulatory provisions that allow Standard & Poor's to view the company separately from its majority owner, Energy 

Future Holdings Corp. (EFH). These provisions include: 

• The sale of 19.75% of Oncor to Texas Transmission Investment LLC, which is a third-party, unaffiliated investor. 
This investor has sufficient rights and board representation that can prevent EFH frorn harming Oncor's credit.  
profile. These rights include the ability to veto changes in Oncor's dividend policy, requirement to consent to the 
institution of bankruptcy or insolvency proceeding agairist Oncor, approval over material transactions between 
Oncor and its non-ring-fenced affiliates, approval over the annual budget if it is reduced by 10% or more from the 
previous year's amount, and the ability to prevent dividend distributions if it is in Oncods best interests to retain 
such amounts for future capital requirements. 

• Legal ring-fencing provisions. These include a nonconsolidation opinion and separateness undertaldngs (such as 
arm's-length transactions between Oncor and EFH and the inability of Oncor to extend financial support to or 
receive financial support frorn EFH), and six independent directors Who are requked by law to consider only the 
interests of Oncor and its creditors when acting or voting on any rnaterial action, two of whom are special 
independent directors. 

Oncor's excellent business risk profile reflects the company's electric distribution and transmission business, which has 

low operating risk and a lack of comrnodity exposure and serves a large customer base of more than 3.2 million end 

users with generally attractive demographics. In addition, the excellent business risk profile takes into account the 

company's efforts to reach regulatory outcomes that are generally supportive of credit quality. These strengths are 

offset by a large capital spending prograrn to build new transmission projects and the ongoing requirement to maintain 

the existing separateness undertakings with majority owner EFH. We expect that when the transmission projects are 

completed by 2014 they will have contributed to a material increase in Oncor's rate base, providing ongoing support to 

the financial risk profile. Oncor is operating under a base-rate freeze until July 1, 2013. Under the terms of the last 

rate-case decision, Oncods base rates inCreased by $137 million arid reflect a 10,25% return on equity (ROE) and a 

capital structure of 60% debt and 40% equity. 

Oncor's financial risk profile is aggressive, reflecting financial measures from our baseline forecast that are in the 

middle of the category and support current ratings. Our baseline forecast of fiinds from operations (FFO) to total debt 

of more than 15% and debt leverage that remains at about 66%, reflect steady economic activity in the companys 

service territory combined with a moderation in capital spending upon timely completion of transmission projects and 

their subsequent cost recovery At the same time, we expect that Oncor will continue to operate within the 

Standard Ze Poor's Research l  February 15,2613 
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