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8taff testifisd that the current capiial ushzuccure of
Blkton Gas consisted of 28.%2% equity and 58.4%% debt, which i
sald is consistaeat with wost of the Maryilavd regulated wrdlitinse
copinel structure.™™  Staff recowmended thabt bthe Commissiaq condi-
wion lts approval with 2 regquirement thab #ikton Jas maintain =
10lling 1o-wonth average annual equicy of at least $8%, to ensure
that nelther 24L desourcess nor Southern Cumpany aLtempts to shift
axms of its cisikler, lsveraged finoncial position onto Elkton Ga3.
The Joint Applicants commitved to this condition in the #=c¢Clsament
Agresment.

Avcordingly, sunjsct to tha tsrmg of the Settlemant
rgreswent relating to the capibtal stuuctures of Elkton Gas, I find
that no adverse change in the raplfal structure »f Blkton Gas will

gocur dug oo the Acoguigiuion or tha Merger.

Tua fobantlal Effects on Hmployment by Zlkton {as

Tha Jeint Applicants atated that EBikton Cas smploys
elgnt individuals in Maryland bto manage the day-to-day operations
of Elkton ¢Gas Ln its Maryiand service Sexvitory. The Joinbk
applicants comnitied to  retadnlog the  employment  of these
individuals for 2t least thise years afber the olosing date of the
Meryey. The commlitment lg a bLerm and condatlion of the Hebtlemsab
agraement T therefoxs £ind no adversz »ifects will aswcur on

employment by Blkioa Cas in Maryland as a vaesulh ol the herxger,

3 alyvaraido Direaot ac 11,

33

0000500



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

. - Staff RFI 2-17 (NEE)
Page 219 of 263

Altechment A

STATE OF MARYLAND
PUBLIC SERVICE COMMISSION

i

The Projected allocation of any Savings to Elkbon Gasp
that are Expected bobween Stockholders aud Rate Payeras

‘ Jhe Joint Appllicants have stressed that the resuliing
Merger is not likely to provide aynergy waviangs to the Blkton Gas
operations. Congecguently, as no savings are sxpected, the Joint
Bpplicants have no projection of, allocation of any such savings,
bur agreed that if any savings or effilclencles were gained by the
Merger, Hlkton Gas' share of the savings would Elow to its
customers through the normal ratemaking process. In thes Ssttlement
Bgrasment, the Joint Ppplicants have committed thabt Elkbton Cas will
file a base rate case within two years of the dake of the clesing
of the Msrger. As explained by ORC and Staff, in the b.asa rate
cage, the Commizsion will be able to congider kwhather any synergy
pavings and efficlenciless have been achieved” by the Nerger which
should be flowsd to the Elkton Gas cusbomors. ) Moreover, the Jolot
ppplicants have agreed that to the extent any of the transition
cosgte (those costs incurred to achieve the synergy savinge) during
the RTlkton Gas tegt peried in Elkton Gas' pext base rate case
exceed the gynergy eavings achieved, Elkton Gas will forgo cost
recovery of the transition costno thabt excesd synergy savings, I
Find that this commitment ls an additional benefit to Elkbon Cas!
customers and properly balances any savinge te be achisved by the

tMerger bebween the Elkton Gas customers and the shareholders.
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Iasusas of Reliability, Quallty of Sarviss, and Qualley
of Ceabtomer Sarvics

gtaff testifled that ¥ilkton Cas does nof have a hisbory
of issues either with safa, rellable service or guality of customar
service. The Joant Applicanta have ddentified a typa of pips
material w#hich has a poteubtial of hrittle-like cracking® thab may
result in an ursafe conditicon to Tlkton Gas' distriputlon system,
They therafors commitiad Lo conducting an accelerated agsessment
surevey ah no cost to the Blkbon Gas customers of the Pldyi-n plpe
tw determine its condition. gtalf and OPC each recommended an
additional condition to insure the Illkton Gas distribution systswm
coabinued te have safa, reliable operations, The Settlement
rgreement terms included bokh Staff's and 0PC's additional condi-
tion recommendations, I thereforxe £ind that the 9gsttlecent
Agreement addresses any concerns of any izoue with relianility,
aafeby aud qualivy of acrvice of the distribution pipeline as a
resull of ths Merger,

Although the Joint ppplicante agrecd, fer a period of
three yecars, to maintain the employee leval in Maryland agsnclated
with Sikton Gast operations, I neced thnbk the customer service call
genter that handles Zlkbton Zas ocustomwers' cally is logated in
Georgis and the custowmey service ropresentatives aze employed by
AGL Resourcos. Currontly, according to B Resources, it has foux

tati-time AGL employses handling approximately 12,500 Zikton Gas
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customer c&ll‘; annually .  gven though the Maryland employse level
may unot change for a period of Lhree yeavs, I ‘gquestioned "whether
any decrsase in bthe nomber of full-time oustomer service vepre-
gentatives handling Blkton Gas'calls might. oeccur even if the nuxbexr
of calls did not decrease, Ha. Keefe indlcatad that there was no
axpected changs ln the number of dedicabtad AGLfResonrges' employces
who handle the Elkbton (as customer calls.*™ Acoordingly, I £ind

that the guallby of custowsr service will not be adversely impactead

due to the Merger.

The potentlal Impsct of the Aoquisition on Communitby
Invastmaent -

According to the Joint Applicants, Southern Company
strongly encourages community dnvestments by its operational
companies, #r, Beatbie explained that Southérn Company encourages
each of itm operating coumpanies to establiskh economlic development
programg and hire personnel to administex the programs to creaﬁe
moxrz dobs and a higher quality of lifa for individuals in each
gouthern Company service harritory.™ Additionally, he described
the level of compunity involvement by Soukhern Company employess in
2014 as w2ll as the charitable donations nade by Southern Company

oxr its subsidiariez te provide environmental, educational, and

’

¥ paylovic Nireot {"ronfidential®), Daka Responsce Referenced in ths
pilrest Teastimony of Xarl R. pavlovig, Joint Applicanta! Response to OPC
Data Fegquest No. 1-14,

2 onageh 1, 2016 Bvidentliary Heardng Transerzipt ("Tranncxipt®) ab 24.
¥ pasthie plrect ab 7.

s
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culbtural support to the commualties served Ly the coperating
nompanies, ™

The Joint Applicauts initially commibted to sustain thae
leval of comaunity investment currently made by Slkion Gas for a
pericd of five yveara, whlcn would continue to target charatable,
workiorce development and sconomic develcopment in the Elkton Gag
mervice bverritory. Stzff concluded that wmaintalning the same level
wE investaent £or = pexiod of Eive years was not sufficient to
demonstrake a benoflt to consumers, and remmimnﬁxa& that tre Jolnt
Applicants cowndt bo maintala Slkron Gas'  leval of communiby
investmend for Lan yeara,

uUnder the Settlement Agreement, the Joint jpplicunts
Lave increased thelr commibment to sustain Elkton dast lesvel of
community invesbrent to ten y=ars. additionally, the oomeilment
inaindes an agresment chat Elkton Gas will not ssek recovary of
these Investments through its rates, Conseguently, although the
level of the gomsunity investrent may nob increase by reason of the
Merges, the leval will not decrmase, 7o the axtent chat Rlkton Gas
cuscorsrs will not see the costs of che investments reccverzd in
rates, T £find the conditlon results in a benefit to the cupbomersy
as well a8 bto the companily without any harm Lo the ratepayers. I
£ind thabt thzre will be no adverse Iimpact frow the Anquisiclion or
the Werger oo continuing community invesbman: by Elkton Gap for at

lecaal Len years.

“2 peattic Rirect at %,
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affiliate and Crogs-subaldization Isaueu‘

The Jolnt Appiiganta witnesses testified thabt there were

no affillate or crosg-gubsidization lssuss raised by the Neugsr.
spaff, pubdect te the conditions it recommended, agreed that there
would be no affiliats or crosg-subaidization ismsues ralsed by the
Merger. The ‘Setblement Agreement includas the recommended condl-
riong gought by Staff to ensurs no affiliate or cross-subsidization
issues occur as a result of the Merger. Conseguently,, T find the
terms and condltions of the Settilement Agreemenc acceptable to
pravent any affiliate and cross-subsidization iesues occurriang as a

result of the Merger,

The Usa or Pladgs of Utility hosets £oz tha Bonsflb of
an Affiliate

According toe the Joiut Applicants, nelther AGL Resources
nor Blkton Sasz will issue any debt or egulty as part of, or te
fund, the Merger. Nr, Lihginfalter indicated that Elkbton Gas would
continue to issue debt asz it previously did. The Settlement
Agreement inclvdes the Joint  Appllcanta agraamnant that
AL Reaourcesyand mikton Gas will not issue dny debt or equity as a
part of or Lo fund the Merger. I £ind that the commilment preventa
Bilkton Gae from using or pledging its utility assete for the

benefit of an affiliate in commection with or to fund bhe Merger.
Jordgdictidnal and Cholue of Law Issuss
The Joint Applicants coumitted that RElkton Gag and its

affiliates will contlinue to cowply with the Commismion's codes of

33
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conduat regulabions. I find no igsues as to the Commlasion'sa
continuing jurisdiction over Elxten Gad, or igs Jdurisdiction over
Blkcon Gas  and  its  aFfiliates ia  relavionshblp to afliliate
eransacblong, Maibher gtaff nor 020 ralsed a cholce of law isgue,

and I £iad no issues rslated to chzice of law.

whether 1t i Hevessary to Reviass bthe Commissionts Ring
vencing and Code of Conduct Regulations la Light of the
haguieltion
Othaé than Blkbon Gas vesuming ibts submiasion of its
ring foncing report and £iling 2 cost allocation manual, &naff did
not  find ik necessary Yo ravise any of the cJcommission's ring
feneing and cods of conduct regulation prior bo the closing of the
Mergaer. s initlally recommendad by Staff, the Zettlement
Agveement includes 3 commitment Ly the Joint Bppllcant to conduct a
rigk asscasmment fo datermine 1f wmore stringent ring Zencing
measures should be dimplemented az a4 rasult of rhe Rerger,
Ma, Reefe testified thab the Joint Applicants intend to complate
rhe risk asssssment within 90 days of fthe Morger clopling date and
file it with the Cummission as recowmended by Staff. ™ 1 conclude
rhat it is nobt ocurrantly necespary to vevise tha Commiszsionts ring
fanoing and code of conduct regulationa as a resulht of the Herger,
as lony aa Elkton das vesuwes its £iling of lea ximyg fencing report
and submlts a cest allocation manual within 88 dava of the closing
dabe of bthe Merger. Forther, in the evant thab the risk assesswent

Fiied with the Conmisslon reveals that additionzl =zing fencing

M resascript ay 33,
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meagures wmay be needed, the Commission may address the need for

chase measures in a further proceeding.

Othar Isgues Relavant to the Assessment of Acquisicion
in Relation to Publlc Intersst, Convenlence and
¥acessity
Supplier Diversity Goale
In prior merger cases, the Commission has consgidered
other gublic intexest iss{ws, ‘suah ag the ukility's adhersnce to /
the suppller diversity goais.®  The Joint applicants have com-
mitteq te increass Hlkton Gasg' 2014 LSR by a factor of 4. Puxthér,
the Joint Applicanta committed to malutaining the post-merger
levels and to contimue to strive to meet the Commisaslon's target
DSR goal of 25%. Southern Company, according to Mr. Beattle, has a,
robhust gupplier diversity program. Mr. Beattie testified that
diverse businesg gpending repressnted approximabely 25% of Sé}utbam
Company's  botal dirsct procursment expenditurs in 2014 He
explained that Bouthern Company had formed a Supplier Divereitby
Council to coord’inate-husincaa divéraity efforts and share beet
practicea across Southern Company's c:;:-ezating companies and
buasiness, unlta . According to Staff, Blkton Gas' DER for 2014

wag 4.42%."°  Although under the commitment, Elkton Gas' DSR for

W gag Ordex No. 86990, Ia the Mattsr of the Merger of Exelsn Corporation
and Pepco Holdings, Ino., Capa No. 3364, Elip Opinion ak 83 {May 15,
20158} sse alge In the Mattgr of the Merger of Exelon Corporation and
Congteilaidon Spergy Group Ino., Case No, 9271, 103 MD P.8.0. 23 at'70-7%
angd 78,

A geattdie Direct ay 8,
B rd.
¢ plvarade Direch at 48.
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2017 will be abt or above 17%, vhich is stlll below the Jowmission’s
target goal of 25%, the commitment «ill result in the diversiby
spead inureasing »t an accelerated pave during the next several
rears,

Thus, upon the Merger closing, Elkton das' supplier
diversicy progrom may benefit from implemsntation o©f rhe bhest
practices of Southern Company In ascouraging supplier divarslivy
spend with Alkton Gas. Fucther, mMa. Keefo festified that
A% Resources has amended its Master Bervice hgreement acrpsg its
oabtive agnL footpriut Yrs astrongly encourage ibts prime contractors
to be aware of and commdt Lo the same level of coumliment the
Company has to  increase diverse  contracty, sipplies  and
gervicue.”™ 1 therafoxe find that the vcommitment to enhance and
advance Hlkhon Gas' divarse suppller spend is consistent with the
Commission’s policy goals far divorse swpplier apend &y atilities
in Marviand., Usder the comelbment, ¥lkton Gag! abllity to meet the
25% vaxget goxl willl Lo acceleraved, which is beseficlal to the
community and public in goeneral,  Thus, I filad this commitment

henaflits the public intersst and is acceprable,

Monk Favored Nabtion Provisdlon

The Jolnt Appllounts have commltted to eubmiv all ordexs
and/or settloment agresmsnt from esch Jjusisdiction in which they
are seseking Movgee approval upon approval of the Merger. They also

will lnziude an analysis explaiaing the valuation of awy Jlrent

WU omeangorint ag 18,

4L

&
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customer cxeditsz awarded in ancther jurisdiction as compared to Lhe
vaiue of the direct customer credits in the Settlement Agresmont.
Iin the event the value of the Maryland dirset customer c:;aciits ia
leas beneficial than in another jurdsdiction, the Joint aApplicanta
agreed to provide additlomal customer coredits te Elkton Gan!
cuabomers egilvalent Lo such shortfal‘l calcoulated on a per-
distribution customer basis. This provision sensuveg that Blkton
Gag! customers are treated similarly to its othesy afflllatesn®
customers affected by the Nergexr. I find this ocondition is

Yeagonable and will inure to the benefit of Elkbon Gas’ customers.

Conelusion
In roview of the Joint Applicanmts' case-in-chiaf, I find
that the Joint Applicants submitted 1nformatiaﬁ gufficient to megk
the reguirements of § 6-185(f) and has pxeaenéed evidence to
demonstrake that the Acquisition satlafles each of the factors
‘epumerated in § §-105{g}{2). In esach of ite initlal casae, nelther
gtaff nor 'OPC opposed the Acquieition as long as the conditions
’ recommended by iltvg witnessies) to addresa étaﬁﬁ’s 1and ORCg
concerns ware included in any approval of the Acguisition. After
negotiations between the partles on the identified lssues in
dispute, the parties were able to resolve ths 8isputas and arrive
at an agreement that the Ffactoras 1llsted in Public Util;tius
article, §5~105(9}v waret satinfied as long as the terms and

condibions agreed upon in the Sebtlement Agreement were accepted

aud approved by the Commission without medification. Bach of the

42 f
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wartles agresd, subjsct to the condltlons, that the sequisicion by
gputhern Company of the potential power to substanbtlally Influence
the policiss and actions of Zikton Gas was iv fhe publle interesk,
convenlancs and necessglvy, lucluding benefivs asd no harm to the
congumar.

The Commizalon has found that a unanimous setblerent
agresment 13 ressonable because it ls svrbmitbed "Iy parties whe
normally have adversa inbsyeat.® My conalderabion of the Lerms
and conditiong of the PBettlement Agreemeut conflrms that Ehkey
railect a balance between the pogltions takon by the partizg in the
procaeding, snd the terms and conditions provide 2 reasonable
regolution of each disputed lssue and elimivate any potential harm
to conaumers and ensurs net benefits to the Elkbon Gas customers asg
4 result of the BRouulsicion and Merger, T thersfore find the
Sentlument Ngreement i rTaascnable snd that Lhe acceptancs amd
approval of the Settlament Agreewent without modification is in the
public irtersst,

Subdect bto the vondibions set forth in Lhe Settlewent
ngrzement and acgresd to by the Joiat Mpplicants, T find that the
gnint Appilcants have Jemznsiratzd that the agproval of the aogui-
sition has sacisfled ssch ~»Ff ths factors llstsd in § s-las{x (3.
I find that, sdbizct to the condibions ss=t forth in the Betilement
Froreement, btra Marger «will result ic dirzect benefiis Zo the Elkuon

puatomerg with no harn o the cuwghowers,  Sevoral of the coamli-

P Gpo Re Delawpva Powes & blght Compoay, 202 4. 2.8.2. 351, 140 {30%1)g
fte Dotemac Cleckrie Power Oospany, &0 N4, POS.0, 335, 333 {1958},

43
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wents also provide benefit te tﬁe public at largs in the mlkton Gas
gervice territory, and thorefore the Marger will beo dn the public
interast ag well, Accordingly, % find that the acquisition ia
conzistent with the publlic interest, convenience and necessit‘y,
ingluding benefits and no harm to the consumers. Accordingly, I
nereby grant the AaApplication subject ‘to the conditions in the
Jettlament Agreement znd aut;ho;r;i::e Sguthern Cémpany’s acguisition
of the potential power to substantially influence the policiss and
ackions of Glkton Gas that will regulht upon the closing of the
Harqgar, \

Undar t:he%* initial procedural scheduls adopted ia this
mabter, ™ tha target date for the Proposed Oxder mwas May 2, 2016.
In I‘Lght of the settlement agreed upon by the parties and the
eliminﬁtion of a briefing schedule, the rcoord in the proceeding
closed earlier thapn initially expacted and rssgulted in the Proposed
oxder ready to boe izsued approwimately 30 days earlier than the
original targesb. Algo, in the initial procedural schedule, to
allow the Commisaion adeguate time to: comsider any appeals, the
appeal perlod and progess was compresszed, " as I have accepted the
3ettlement Agreement without modification and authorized the
Acquiaition, I do not expech an appeal to be taken of the Proposed
Order, Nevertheless, I wish to afford the Commisglon adequate tlme

o review the record in this matrer, tha bterms and conditions of

the Settlement Agreement, and my decisions in this propogsed Oxder,

% mae public Welldly Lew Sudge’s Wotice of Procederal Boehedule lssuad on
pecamber 4, 2015 1o thisg proceeding.
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rocordingly, I will not shoxten the appeal perisd inasmuch as the
rroposed Oxder, if ao uppeal Is taken or bhe Commigsion AQoes not
inivdace further proczedings on its on motion, will become a Zinal
Grder of the Cowmdgslon on May 3, 201§, one business day after the
initial Proposed Order taxget lssuance date.

IT I8 THEREFORE, this 33iat day of March in the yuar,
Two Trousand Sizbens,

CRDERED - {1} That the Jolnt Petitlion fox Approval of
spipulation and Bettlicmenb Agreement i3 hereby granted and ths
gripulacion and  Sstilisment Agresment g hereby  accepted  and
approved withoub modification,

{2} “that the application of fThe Southsin
Company, AL Resources Ing., and Pivesal Boldlags, isc, 4/bfa
Elkton Gas for authority for The Southeyn Cowpany to avguire the
power Lo substantially influenve bhe policles and antions of BElkton
a8 as a rasult of a warger betvsen The Southera Cowpany and
aGL Resourcss lac. s hereby grantad, subdech to the conditlons
attached hereto as Attuchment A and incorporated hershy into this
fropased Order.

{3} that all otlier motlons or ragueats 1ot
apecifleally granted nersin are denind.

{4} That this Proposed Order will hecome =
£inal peder of the Tommission on May 3, 2016, unleas bafoye that
dake an appral le nobed with the Commissivn by any party to this

progceding as provided in § 3-113{d1 {2} of the peblic ¢tilitier

4%
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Article, or the Cowmisaion mogifies or reverses the Proposed Order
or inftiates further proceedings in this watter as provided in

5 3-114{c) {2} of the Public Wtilities Article.

5

" ;:?/ Qﬁfépﬁéébﬁ?'{,

/f Terry J, Fowuingd
. chiEE publlice Ubilicy naw Judge
Public Service Commission of Maryland
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TNTHE MATTER OF THE *
MERCER OFTHE #
SOUTHERN COMPANY AND * Case No, 9404
AGL RESOURCES INC. »
Bl

STIPUZATION ANDSETTLEMENT AGRERMENT
On November 3, 2015, The Scuthermn Company (“Southern Company™), ACL Resources

Ine, ("AGL Resomrced™), and Piveral Utlily Holdings, Inc. ("Piveiad™), dfa Biklen Cae
("Bildon Cag™) (collsatively, the “Joint AppHcants™) filed an applivation ("foint Application™)
with the Publiz Service Commission of Marylend (*Commission™) requesting suthorization for
Southern Comgany o soqudre the powsr 10 exorcise substential influsace over the policies and
actions of Blkion (as, pursuant to § 6-108 of the Public Utilides Article ("PUAY), The Joint
Applicants sought this authority s 2 result of an agresment betwena Southern Company and
AGL Reaources to conbing (ke “Merger”), whershy Southerm Compaoy will beoome the
ulttmate parent company of Elkton Gas, a publie sepvice company aperating in Mervland and a
who'ly-ovmed subsidisry of AGL Rescurces,

Foile:.:wiﬁg the preliminary procedurss in this case, which included extensive discovery
snd the filing of testimony Ly the Joint Applicants, the Cormmission Steff (#Stail), and the
Office of Peoplz’s Counsel *OPE™ {colleotively, the “Parties”™), the Pariles engaged in
sxtensive and comprehensive nsgotiations with soapeet to all aspects of the issucs raized in Coase
Ho. éé%, Ag a resud} of thuse negodalions, the Parties havs reached noanbmous agroement cn a
settlament of the Joint Application, the terms and conditicas of which are set forth in the

env.gerated parageaphs Lslow,
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(1) The Parties conclude that Southern Company should be authorized to sequire the
power to exercise substantlal influence over the policies and sctions of Elkton Gas pursuant to
PUIA § 6-105, subject to sach of the terms and conditions below.

Direct Customer Croditg*

(2)  ‘The Joint Applicants will provide direct customer rate credits, ;E‘lmdcd from a
$160,000 Incresse in the smount paid through Elkion (as’s asset management agresment, io
Elkton Gas cugtomers, payable over a two-year perled (350,000 of which will be credited to
sustowiers within 120 days of the closing of the Merger, and 858,000 of which will bs credited to
custormers within one year thereafier)

Regulatory Cost Avoidance Denefits

(3)  The Joint Applicants will provide an additional direct customer ratc credit to
Eildon (ay customers within 120 doys of the closing of the Morger, provided fom fonds
available as o result of savings sasociated with the avoidance of further regulatory litigation

costs, in the amount of $100,000, ' \

Diract Customer Henefits
{4y The Joint Appiicant& will pérform an accolerated agsessment of all Aldyl-A pipe

in the Bliton Gas system (estimated to cost $50,000) at no cost to Rlkion Gas customers.’

! Direst Costomer Cradits snd the Regulatery Cmt Avoidencs Bensfita) mre sublect to & mast fnvored nations
{“MEN") provision set forth below,

¥ Tho Jolat Applivents will amdod Eikion Gns' curfent nssed plogeg amnt agresment with Sequent Enorgy
Managemeni LB, ("AMA") 1o provide a 100,000 Incieass in the smoomt paid to Elkton Gas, sad- flowed
through tosenstemets; This Insreasmd ;ayment shedt be Gowmd through to customers without regard to oxigting
ravenue thesing provisioss of e AMA.

* The Eikleo Gus distibution systera consists of J02 miles of pipa, 75 miles of whigh It plastio pipe; of whick
48.7 miles i aampnsad of n materisl known as AldybA, This type of plpe is 3dwe) ved mgulmy along wids el
ather types of ope in the Eikion “ag distelbubion system, ond to date, thore has Yeen o ovidones of
datarioration of s typaof pige, At 5 projecied cost of $50,000, fhe sssesswiaut will ontsll (1) b Horsugh
revisw of lank/break data on Aldyl-A plps throughout the Blkton Cus distrivudon aystem, (2) & comparion of

thie portad of lastallation spednst Industry reports for similerly sged Aldyl-A pipe, snd (3) n physieal inapaction

2
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Rate Making Maltory

{5)  Witidn 90 days of closing of the Merger, Bikion Jas will file an annuel financial
report for the ;nevinus 12 month pecod, which shall fuclude Eikton Cae's revenues and ocoats.
The seport will set fosth a caleulation of the carned refum on rate baze and retum On equity for
Tlkton Gas. Blkion Gag will thereafier file a financlal report for the next 12 month prriod within
601 days of that 12 wonth period end.,

{6)  The loint Applicants will fils a base rate cass within two years of the plasing of
the Marger,

{7} In the ovent th! iransifion costy (dafined us costs inowrred to achieve synergy
savingy related to the Liergoer) exceed synergy saviogs durlng the test year in Hikton Gos’s noxt
base tale cage, the Jolat Applicants witl forgo cust reeovery of the fransiton costy that exceed
synergy eavings.

{8)  Elkion (as will nol sesk recovery in ils rales off {f) eny acquisifion promium
associated with the Merger, {{) any cost associated with goodwill arising from the Merger, or
{i) uny tangmoton cost inowrred In connection with the Merger, For purposes of s
commitment, trossction costy are defined ns: (1) conmiltany, investment bankes, legal, and
regulaiory  support feesy (2) change-in-control payments; (3jcosts asscelated with {he
shareholder mectings and & proxy siatement related to the Merger approval by AGL Resources’
sharsholders, 2nd (4) costs associatad with the imposition of conditons or approvel of settiement
terms n Megger procesdings in other state jurisdictions,

(%)  AGL Resowrens and Bildon Gs will not issue debt or squity in connection vith,

or to fand, (e Merger,

of Aldvi-A plpe by sppropriuie sampling thronghout the servios ares. Rikton Ges wilf not seek dafevel or
ravavery of thass assessment 208ty from sustomen,

SASTV 21702003
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{10}  For g perlod of twa years following the closing of the Merger, the amount of costa
ssseased to Elkton Gas for ssrvices provided by an affiliate will be no greater than it would have
been had the Merger not oscmcld, regardless of whether auch servicss are provided directly or
indirsctly by Southern Company Services, Inc., AGL Services Company, or any other Southers ‘
Company affiliate, '

Sunplicr Divorsity Bulinneomouts

{11} The Joint Applicants will incresse the supplier divgrsity performance of Blklon
Qag by lncreaslng s Diverse Spend Ratio ("DSR™), 23 that term is defined in the May 29, 2005
Dikion éas Supplier Diversity Memorandumn of Understanding, by a factor of 4 during the pered
2015 through 2017, ss messured against Eiktc;n Gas’s 2014 DR, The increase to be
implemented by the end of 2017 will be at least 4 times Elklon Gas's 2014 DSR. Ths Joint
Applicants will maintain the D3R at post-herger levels golng forward, and continue o sim to

inorease Elkton Gaz' DSR over thme to 25 percent.

Conugunity Investment Eohancementy
{12)  Joint Applicants will sustain Elkton Gns's surrert levels of community inveshment

for at least ten (10} years following the closing of the Merger, Cornmunity investment sotivities
will cantinue to target charitable, workforee develupment, and ceonomio development efforts in
tho Elkton Gas service area benefitting Elkton Gag customers, Eliton Gas will not seek recovery
in it rates of costs relatod to these community Investment activities,

Infeastrocture Enhauncentents \
(13}  ‘Within 60 daya of completion, Elkton Gas will provide to the Commission a copy

of the completed acoslerated assessment ztudy of the Aldyl-A piping (described in paragraph (4)
of this Stipulation and Settlement Agreement) withic Elkton Gag’s disiribution systom. This

study will also include amy other deficlencies identified In the cowrse of performing that

4
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assessrnent that relate to the other plping materials within Eikton Gaa's distiibution system that
covld lead to vusafe conditions. .

(14}  Within 80 d)nya of compledng tho aceslernted essessment, Blden Cas will
provide to the Commission a plan or remediaticg any of the deficlencios found with the Aldyl-A
and/or any sther piping moterdals discovered s & result of the aswessment.

(15}  EBikion Gas will continue to systematioslly romedisie system loowledge
deficlencios in accordance with established programs and procedores,

. Hivgnein] Daloprdiy and Ring Fonging Enhaacewenis

{18} FEikion Gas will maintyin a roliing 12-month averago nonusl agnity ratio of ac
ieast 48 pement,

{17) 'Within 90 days of closing of the Merger end armualb; thereafler, Elkton Gas will
reswns filing a viog fencing rapoct pursuent fo the Code of Maryland Regulations (*COMAR")
20.40.02.08, in sddidon, within Y0 dayy of closing of tha Maerger, Elkton Gas will file 2 rest
allocation mapual pussuant to COMAR 20.40.02.07.

{18) The Joint Apptioants will conduet sn analysls of their oporational end financiat
tisk 10 detertnine the adequesy of their existing ring lepcing meapures, using the xing fencing
conditlons sot forth In the Table LM-20 mebdx, excludisg the Brst thfee (3) ring foming
conditions soniined in that mairle, A copy of Table LM-20 mateix is atached horeto, |

(19)  Elkton Gas and its u{fillates, ueluding but not imited to the Pivoial Utllhy
Holdings, Inz. family, will comply with {he sstoles and regnlations epplicable to Bikion Cas
ragarding offillate transrotiona,

(20)  Souibern Compuny will promptly reportio the Commissiun sny chunge by 8t least

ton of tha three major credds reling agencies of the ting of te Lendos wuseswred long-lerm
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public debt scourities issued by Southerr Company, AGL Rasouices, or Plvotal by providing the

rating letter and related explanatory note.

Seduye Mavvland Ihiployment

(21)  For at lwast the first three years following the clesing of the Merger, the Joint
Applicants will malniain current employment levels within the Mnryiand warkforce supporting

Elkton Gus's opevations.

Maintain Local Cornutnte Prosence

(22)  Elkton Gas will maintain its hesdquarters in Blidon, Meryland,

2% . Llicon Gas will refain its corporate name and form, and will contimus o l;e 7
division of Pivetal Utility Holdings, Inc.

(24)  AGL Resources will continue to have a separate board of outside directors for a
minimum of five (5} years feilcwiné the closing of the Merger,

Most Favored Wation Provision

{25) 'Within sixty (60} days afier the Merger closes, the Joint Applicants will file with
the Commissich a copy of the ;ﬁnai Qrders and/or Sottiement Stipulations fom the other
Jurisdictions from which it is sceking Merger approval (the Callfornia Public Utilitles
Commission, Georgin Public Service Commission, Hlinols Commerce Commission, the Neswy
Jersay Bourd of APubiic Utiliting, and the Virginla State Corporation Commigsion) following
zpprovad in each of thesn jurisdictions, rlong with an analysis indicating the total dollar amonrt
of any dirsct customer credit approved in each jurlsdiction (including a caloulation of that
am;:unt on a per distribution customer basis) and explaining the valuntion of the direct cuglomex

predits awarded In that judsdiction 2 compared to the vatue of the tenefits provided for in

BASTZL 0L
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paragraphs (2) and {3) of this Stipulstion and Setticment Agreoment {ealovlated in cach ease ona
perdistribution cus:orf;sr basis).

if, on a per-digtribation sustomer basis, the direst customer credifs provided to custbmers
in other jwisdictions are meterielly more beneficial in the sggrogate than the lerms of the
Wiaryland Ssttlement, including the direct cusiomer credite specified in Paragraphs (2) and (3)
above, then the E‘oim‘. Apphoants will be obligated o provide additional divest cusiomer oredits to
Elidon Gea's cusiomers equivalent to such shortfall catoulated on s per-disteibution customer
boais,

Parther Condifiony, Assertlons and Resarvalions
{268y  Tho Jarties fusther stipulate and agres that:

A, the Jolnt Applicetion, dlong with all testimony of étaff, GPC, snd the Jolnt
Applicants {fled in this procesding, including any testimony proffared in support of this
Stipulation and Settiement Agresment, shall be made a part of the recard, except as set forth in
paragraph G, belaw,

IEX this Ktipulstion and Settiement Agresment is expressly conditioned upon
the Commigsion’s acoeptance of all of its terms, without changoe or condiflon;

. this Stipulation and Jettloment Agreement constitutes a full settlernent of
the Toint Apploaton and resolves all fosues and ndiustmenis raised by the Joint Application,
contested and nneoatested, Thia Stipulation and Settlement Agreement may only e modified by
a further writlen agreoment exesuted by sl the puties to this Agmement; ‘

. thla Stipdlaton and Seitlerent Agreament represents a comprosnise of
divergant posiZions in oxder to end lilgation, and shatl not be regarded as precedent with raspact

to any fuiuré case.  The Parfles agres thei the terms and conditions resulting fom this

HASTURT00L
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compromise and contained m this Stipulatlon and Settlement Agreement will result in Southern
Company's acquisition of su‘bst;mtiai influence gver the poli;:izxé aid actlons of Blkton Gus being
sonststent with the public interest, conveniencs, ‘and necesaity, including benefits and no harm to
consumers, in geeordance with PUA § 6-105(g)(3)(i). The. Partics further agree that the
resolution of the issues herein, taken 85 & whole, I in the public interest, convenience and

i

recessity; i
E. acceptance by the Commission of this Stipulation and Sstflement
Agreeraent shgxil not be deomed nor shell it constitute in any respsct & determination by the
éémxﬁssian a3 to the merity of any of the contentions or sllsgetions that might be made by any
of the Parties to the Stipulation and Settlement Agresment in the absence of settlornent;

5. thcldiscussicns and negotistions which produced this Stipulation snd
Settlement Agreement have been conducted on the sxplicit understanding that all offers of
seitlement and discussions relating thereto are and shall be priviloged and confidential, shall be
without prejudice o the position of any party or paricipant presenting sny such- offer or
participating in any such discussions, and are not to be uzed.in any manner in connection with
this pmacc?ing or othurwise;

G, since this Stipuletion and Scttiement Agreement i3 conditidned upon
Cornmission acceptnnce of i3 terms in their entlrety, as aforesaid, the Stipulation sud Settlement
Agraement shall be submitted to fhe Commlssion on the condition thay, in the event the
Commission doss net acoept smd:appmve it in its entirety, the Stipulation and Settlement
Agreement zhall ba d;:emcd withdrawn and void, nd nefther this Stipuiéﬂ_cm and Semefrzcnt

Agreement, nor eny matiers associated with #s consideration by the Comunission, shall he

considered or argued fo be a walver of the righty thet any Party has for & declsion in this matter,
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I the Commission dues not vaconditionaily approve this Stipulation and Seilement Agreeraent
without modification, the Parties shall rotuin all procedurel and due process vights as fully as
though this Stipulation and Settlernent Agrzement had pot been presented for approval, sad zay
memarands, testimony, or exhibity that have been offered or recelved in support of this
Agreemant shall become privilegad Qs reflecting the substantive contert of setifoment discuasion
and zhat! be stiduken from and not be considersd 25 port of the administative or evidentisry
record before the Coramission for any further purpese whalsdever; and

H, if the Commizsion uneonditionally accepts tho speelfic terms of this
Stpulstion snd Settlement Agreerment without modifisation, the Parties welve ‘heir respeciive
Dghts i (1) appenl a proposed order of the Public Utility Taw Judge to the Commission; (2)
soek rehoarirg of s Comtydsaion arder; and (3) seek judicial review of a Commission arder, The
Parties shall not fuke any action befors the Commission or & Cowt in derogation of this
Stipulstion and Settloment Agresment,

i The terms and conditions set forth in this Stpulation and Seitloment
Agreermant seall only be binding on the Parties upon appoovel by the Commission and upnn
consummation of the Merger, which aro express conditions precedent.

T ihe Parties may excente this Stipulstion and Setilerent Agreemant fa
separate counterparis, cach of which, when 2o exesuted aod delivered, shsll constifute aa
original, but 2l of which togother shall conglitute one and the same Instrunent, In ths svent thn
«ny signature e delivered by fuesimile tunsmission or by e-mail delivery of o % pdf® or other
famarted data file, such signature sholl be trested a2 an odgiral and ereate o valid and binding

oliigation of ths executing party,
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Respeotfully submilted,

(Lo A A c«»«/m

Annstio B, Garofile

Peter A, Woolzon

Asgligtant Staff Counse}

Staff of the Public Jervico Commission

Ronald Herefold
Agsistant People’s Conngel
Maryland Offics of People’s Counzel

i

J. Joseph Curran, T
. Veneble LLP
Counas! for The Southem Company

Carville 8, Colling

DLA Piper LLP (U8}

Counsel for AGT, Rasources Ino, and Pivotal
Utility Holdings, Ing,, d/b/a Blkton Gas

February 24, 2016
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Respectiully submitied,

Anneits B, Garofalo
Foter A, Wonlson
st pshie Public Sarvice Gﬁm\nﬁs?ﬁﬁm\

e

Assistant.Poople’s Coutizel
Maryland Offios of Beople™s Coptisel

I, Jobeph Currnn, 111
Veusble LLP
Govinsel for The Sovthern Company

Carvills B. Colling

LA Piper LLF (US)

Counse] for AGL Resonsess Tbe zid Plvotal
Lty Holdings, Ine., &b/ Ellton Gus

Febmary 24, 2016
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Respestfully submitied, :

Annette B, Gurefalo

Poter A, Woolson

Assistont Staff Counsel

$1af7 of the Public Servics Commlssion

Ronald Horefeld
Aungistant Prefiie’s Counsel
Offig of Prople’s Counsel

/‘//’/M

3. Joseph Curran.
Vepable LLP
Connge! for The Southemn Campany

Curviile B. Colling

DLA Plper LLP (US)

Counasl for AGL Resourees Ing, and Pivolal
Utility Holdings, Ino., 4/b/a Bikion Cas

Pebroacy 34, 2016

“
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Reapectfully submiited,

Asnnetis B, Garofslo

Pater A, Woolgon

Angigtant Staff Connssl

Staff of the Public Service Commdssion

Ronnld Herzfald
Assisiant People’s Coungsl
Muryland Office of People’s Counael

J. Jogeph Curran, Y
Vensbis LLP
Counsel for The Southem Company

A A

Caryille B, Colilns

DLA Piper LLP (US)

Counsel for AGL Resources Ine. and Pivotal
Utility Holdings, Inc,, dfb/a Rikion Gas

0 .
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COMMONWEALTH OF VIRGINIA
. g‘_“’
STATE CORPORATICN COMMISSICN o
%]
AT RICHMOND, FEBRUARY 23, 2016 Sge r;;;
000 L e @
Piyy i'(,‘{}}:f‘“I%l?fFfLL 23
JOINT PETITION OF Mg, o e,
— T
FHE SOUTHERN COMFANY,
AGL RESOURCES INC., and CASE HO. { UE-2015-00113

VIRGINIA NATURAL GAS, INC.
For approval of w1 acneistdor of control
of a public wility pursuant to Chapler §
of Title 30 of the Code of Virginia
FINAL CRDER

Ca Uetaber 26, 2013, The Southors Company ("Sautlam”), AGL Rescurces Tns,
{"AGLR"Y, and virginiz Natural Gas, [ne ("YNGO") [kolleativsly, "Petitioneg™), filod with the
Sate Covpuration Commission ("Commission’) o ot petition seeking Cowaission nppooval,
pursuzat 16 the Utitity Transfers Act, Chopter § of Tige 56 of te Code of Virginia *Cods), of
the indicect seauisiton af sontrol over VNG by Souchern {*Joing Petition™)? According w the
Petitioners, subsequent 1o obtaining all regulatery ~pprovals, AGLR will merge with AMS Corp,
a whetly owned subsifiary of Southern (Meezer).) The Petitionets furthor siated that VNG
witl izmnin a direot subshiary of AGLR and therehy besomes an indivect, whally owned
subsidiney of Southem wpon compietion of the blerper *

L tlovember 17, 2015, the Cosamission (ssued an Order o7 Motics and Comment thay,

amang other tings, derset d the Petition 7 10 provide noties to die public of the Ioint Petdion,

“u Cuus § MR ooy
it Pagy s i
LI

Mari g
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. I3
provided an oppartunity for inferested persons io file 2 notice of participation in this proceeding

and file conments or request a hearing on the Joint Petition; and divected the Staff of the 15
Corunission ("Staff") to conduct an investigation of the Juint Potition and present its findings
and recommendations in a report (" Staff Rc;mrt").
On Decomber 18, 2013, the Office of the Attorney General's Division of Consumer
Counsel {"Consumer Counzel®) filed a notice of participation. No other pactics have mainfained
their pariicipation in this proceeding,’ and no comments on the Séinvi Petition have been filed,
The Staff filed a Stalf Report on the Joind Petition on February 2, 2016, which
documenied a number of r‘cpfescntaﬁens mads by the Petitioners in the foint Petition and in
sosponse 1o the Staffs investigation.® Based upon the Petitioners’ representativas, the Saff
voneluded that adequate service 1o the public at just and reasonable rates would not be impaired
ar jeopardized by the granting of approval of the proposed Merger and, therelare, recommended
that the Commission approve the Merger subject to certain requirements listed in the Appendix -
/10 the Staff Report. A »
On Febrowry 17, 20186, the Petitionsrs and Staff filed a Joint Motinn for T.eav\e: to Present
Stipulation and Recommendation ("Jofm Mation™), attached 1o which was a Stipulation and

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

* 06 Dozember 28, 2015, Dirsct Lnergy Business Marketing, LLC, wnd Gateway Unergy Strvines Corparation filed
3 wwnon withdrawmg their Decamber 18, 2015 wutscs of participamen nnd roquest for hearies, which the
Commission grant.d by Order dated December 29, 2015, By Ordar dited Fobrusry 8, 2016, the Commaission also
granted the Fobruney 3, 2016 motion of the husinational Bratherheod of Electneal Workers Local 50 (“BEW Locn)
50 o withetrpy thelr Fobroary 1 2016 miotion to aceept entice of partisipution ond 1BEW Local 58 notice of
powtisipation.

8 Ses, ¢ 5. ol Roport vt -3, 1517, 21, 27-28, 3133, 35-37, 39,

T Sae fef we 17, 4009, 1943, 4447,
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4

proposed wauiremonts listed (o the 3tff Report® In the Juint Motion, the Patitoacs and the i‘f
LS ]

Stall asserted that adequate szovice to the public at just aed reasoimble rates will not be impaiced i’:

o jzopuiedized by approval of the Merger, contingest upen ¢ vaiommesded requirenants ™

deniified in the Stipulation, consistuat vith § 36-90 of the Code, and thurafore urgad thie

Commizsion to adopt the Stipuictiva ard anprove the Mergee?

The unty issue vith respest fo the requirements thal was nof rosolved by tha Stipulation

vous roleted fu the timing of the sunuct peovision {or a praposcd roquizement on sinfing levels.

Tie proposed requlisment pravides fa part that the Potitioners "mmimteia, 5t a mininsam, 205

cruptoyez positisns that, inovhole o in pat, pertain W tho royuiisments of the Comaission’s

Hpeline salety standands, as weli o the Underground Usility Dareage Biovantion Ang

(§ 55-265.14 «f seq. of the Cede}...""" The Petitioners and the Stuff asked the Commssion 1o

desenmine whether (he reguirtinent should bein pluce for five yoars 23 proposed by the Staft or

for chree yews o3 proprsed by the Petitioners. ™

Alse {led un Pebraary 17, 2014, was the Petiticners’ Rexposse to the Sialf Teport

{Putitioners' Response™), in wiich the Petifioners assened that e Mueger should bo approved

bosause 18 will na impnir or jeopardize VMNG's provision of adequalz service o bs cusiomers at

Just and reasonsble raws, consistent with tha statutory siandand 5@ forh in § 55-90 of the Code.”

The Fatitioners relterated that the Merger will bo seamiess for VNG5 eastomers and notable

P ring Mation o 20, i

Th Al

g, Eipalahan m 2, 4.5,

Y Ltipuation, at 45,

R foe fef, 3 A5 Joing Maton ot 3 Gieft Harewt o 31-32; Pedterer’s Response 1 743,

2 vonpnners Anspasse vl i,
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mogtly for what it will not changs for VNG Furthermors, the Petitionsis emphasized that
Virginia customcrs will continue to roceive service from VNG in the same manuer and pursuant A

" to the same Ccfxzmissifm-ap;;mvcd rates, lerms and conditions upon which they now receive
service, as borne out by the representaiions and voluntary commitments offered by the
Patitioncrs.’

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, sguatlid be
allowud the flexibility to manage potential changss in the work force due to the needs of the
Lusiness, employee performance, the desires of individus! employaes, or other unforeseen
circumstances. ' The Petitioners further argued that it s conceivable that lower maintenance
requiraments from system modemiznation, improved echnology, or other factors could iefluence
these employment levels over thne, and that requirig VNG to maintain those enployees for o
period of five years oould it VNG's fexibility fo effectively and afficienily manage its cost of
service for the benefit of cusiomers without any clear incremental banefit in (ermfls of safeiy."

Ou Februgry 19, 2016, Consumer Counsel filed a reaponse lo the Juint Motion stating ,
that with the conditions set out in the Stipulation, it does ;mt appear that approval of the Jeint
Petition and Stipulation will impair or jeopardize VNG's ability 1o provide adeqguate service to

the public at just and reasonable rates. Accordingly, Consumer Counsel stated thut it does nol

shject to the Joint Motion and Stipulation.

.
Bt w2

Y i ut 8.

7 i
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3
NOW THE COMMISSION, voon cansiderntion of this malter, iz of the upinion wad finds i:,\j
a3 ilows. Section 56-90 of the Code provides: )

+3

-

IF und when the Commission, with or without hesring, shall be satisficd that

adoquate servics 1o the public st just and reasonable rutcs will not be impaired or

jsopardized by gravting the praver of the petition, e Commission shall make

such order iy e premises ag itnay deem propar and the clicumstances require,

and thersupon i shall be lawfil 1o do the rhings provided for in such order.,..

“rhe Petitionors kave made several representations in support of the Joiot Pedition, both in
their filings in this proceeding and in response to the Stafl’s lavestigation, as dosumented in the
Sff Report, For exasrple, the Petitioners represent that the s “vill not seek cost recovery of any
portion of the gequisition premum, sequisiven adjustment, {ir value writs-up, or
gaodwitliintangible related to the proposed merger tyough rates charged o Vieginia
tucdsdictonal customers™'® We rely upon the Petitioners’ representations 1o Dind that: () the
Stipulation should be acceptey; (i1) that we are satisfied that adequate servics at just and
reasopable rates will not be impaired or jeopardized by the Merger so long as the ceguliements as
sut out in the Stipulauon are ordered as a condition of approval: and (it} that the Lierger should
b approvad subject tv the requirernenis ses forth in the Appendix to this Final Order,

The Sripuiation presented by the Petitioners and the Staff asked the Commission to
determing whether a reirement on staffing levels should be in effect for thres venrs or five

1

veus. © Specifically, in Regniremerd {135 of the Stipulation, “Petitione s agiee 1o maiadain, al 3

eintonnn, 213 emplo jee nositions 9t our understanding from the rzeerd harein that 205

TET et a0 T fopiuting Poapenss w § 07 svarogaeay on G4040)

P

2o Tegmietiae wr 333y Lt Diming of 3 8L Renant 08 3102 Palfonnd Raerane, 11 TG

" Tiputetinn 4.5,
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- of the 215 poaitions referenced in Reguirement (13) will be VNG positions. ! We find that these i
staffing levels should be maintained for five years. 18in the future the Petitioners find that b
advancements in sysiem modernization, improved tschnology, or other factars would affect the
Patitienag’ ability to effectively and efficiently manaps its cost of service for the benefit of
dustomers, and thereby render the requirement unvsasonable, then the Petitioners may [ie for
relief at that time,

Accordingly, IT I8 ORDERED THAT:

(1) 'the Joint Motion Tiled by the Petitioners and the Staff is granted, and the Stipulation
aitached thereto bereby 13 adopted,

{2) The Petitioners zhall mainm’:n,\at a minimum, 215 employes positions that, in whole
or in part, pertain to the tequirements of the Cammissign‘a pipeline safely standards, ag well as
the Underground Utitity Damage Prevention Acl {§ 56-265.14 e1 sey. ol the Code} for a pesied of
five years afler the approval of this Merger by the Comnussion and shall not degrade the
competence level of the emploves workforee as 4 result of the Merger,

(3} Pusuant to § 56-88.1 and § 38-90 of the Code, the proposed Merger as desoribed in
the loint Petition hareby is approvad subject to the requirements set forth in tha A p;;a;sdix to this
Fipal Ordar.

{4y There being nothing further to come before the Commission, this cnse is dismissed
{rom the Commission's aetive docket, and the papérs filed herein shuil bo placzd in the file for

ended causes.

b Zen StnfT Report Pt Tot Bl }
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L3
AN ATTESTED COPY horeof shall be sent by the Clerk of the Commissian to: z:"’:‘
15
Steshen . Rusenthal, Eaquire, Troutman Sanders LLP, 1001 Paxall Point, Richmond, Vighvia ig‘
.;,i
237219 Christorher H. Dembe, 2enior Auorney, The Seuthern Company, 30 fvan Allen Jr.
Boulzvard, Atlanta, Georgin 10308; Brica L. MeGull, Esquire, AGL Resourcss Inc., Ten
Prachicee Mlace, Atlanta, Ocorgia 30309, Joseph K, Reid, 11, Bsquice, and Joonifer 0. Yulailka,
Taguire, MeGuireWoods LLP, Gateway Plaza, 500 ast Canal Street, Richmond, Vi pinix
43219 and © Mead, Browder, Jr., Senior Assictant Aderney Cenzeal, Jivision of Consuner
Counsel, Of%¢ce of de Attorney Gaonel, 800 East [ain Street, Sorond Firor, Richmond,
Virginin 22219, A copy also shall be Jelivered 1o the Commizsio's Office of Genoral Counal
and the Divisions of Enerpy Rugidatios and Uty A countiny and Finunee,
232
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APPENDIX b
¢ 1 . e
Azsounting Reguirsments . ’P;
{1y The Commission's approvel shail have no ratemzlong implications, In particular, -2
approval shall neither guarantee nor preclude the recovery of any costs divectly or
indirectly retated to the Merger, which may be addressed in a Tuture rate
praceeding.
{2) VNG shall file a Report of Attion within thirty (30) days after the first SEC filing \

{hat presents the Merger financial resulls which have been reviewed by the
Patihioners’ suditors. The Report of Action shall include the closing date ol the
Merger Transaction,™ the sctual total sale price, and the acuwal accounting enrics
secorded in Southern's, AGLR's and VNG's books Lo 1efizer the Mergsr, Such
entries shall include: (a) A1l Closing Cost™ accounting entries for the three
Petitiohers; (b) All Merger-related falr value, goodwill, and/or acquisition
premium accounting entries for the thrag Ptitioners; () Al Merger-relatad
current and deferred tax uccounting entries for the three Petitioners; and (d) All
Marger-related debt/equity financing accounting entres for the three Patitioners;
by Petitioner, date, account number, account title, and amount, In uddition, any
VNG accounting eatries shall be in accordance with the Uniform System of
Accounis for natural gas focal distribution comipanies, which includes booling
any difference between the purchase price and the net book value of VNG's agsots
a3 an acquisition adjustment to Account 114,

(1 In sddition o providing the nitial Merger accounting entries in the Report of
Actlon, the Petitioners shall be required to track all changes to the bobked
acocounds or amortizatien perieds for the original booked Merger amounts us
roporied in the Report of Action refored to in Requirement (2 above ug they are
expensad, depreciated, amortized, written down, eto., and provide any such
changes and an explanation for any such changes annually in VNG's Anaual
Information Filing ("AIF") or base 1ate case application filed with the
Correission, ’ ‘ -

4y The Director of Utllity Accounting and Finance shall be notified of Southern's tax
clestion for the proposed Murger i and when i becomes effective.

{3y VNG shall ile for Chapier 4 approval of 8 uew Southern conselidated tax sharing
agreement that includes AGLR and its affiliates, including VMG, with the
Commission within 120 days of the Meiger closing date.

B g Sl Lapnrt s 243,

Y Bew id ot 89,

P
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G
VNG ahall file and ebtain Chapter 3 and 6r 4 approval prior 1o entering into any I\
new offilinte or financing arrangements resultiag lmns the proposed Maerger, N

VNG shatl be required Lo retain title, ownziship aad mansgement of all Gus
Cuntrnels’ ' necessary to ensure iz provision vf retiable gas service at the least
cost pessibic to Virgima customzrs, Qurrenily-appioved Gus Contract
roanagement affiliate arvangemenis thiough the Sequent AMAA & GFSA shal?
remain in place unidl further Conunission action. VNG shall contuue 1 Lsep the
Commission inforred of its gas supply ohiectives, plany, and actons wirough its
guarterty AMAAIGESA mestings with Sualf

WG sball e uancally with s S1F or rale case application 3 Capital
Expond’turs Summmy Rapod, using the formas provided in Atlactmart A (o the
Stipulaiine, that 2ompares budgeted to actuai capital expenditvres, for g poriod of
fove years afies the appoval of this Merger by the Commission

The Cetitinners are dicecied thats

[GH Ths quulity of servive in Vs suevice tenitory chall not asleriorale dus
to & lack of matrenance or vapital investiasat;

(b} Theguatity of service in TG service territory shali nol damvonate due
10 4 seduction in ihe sumber of employees providing sorvices; and

{v) Southesn, AGLI, ard VNG shall maintain a high degree of conneration
with the Cosnmesion Staff and shall take sb neesssary action (o ensuce
VMNG's timaty response to Staff inquiries wi regard 1o 118 provision of
natual gas Astnbutoon sarvice s Yirglola

Ay consolidated AGLR capital strueture presented in any VNG AIF or basg rate
anslication shall romove amoums atiributable b Southern-AUGLR mergur-retated
costs, such s any acmnsition premium, goodwill amonnts asd ouher itoms the
Potitioners have agreed weuld ot ba borne by VNI customers, VNG nay
continue W present a eonsolidalzd AGLR capital strustuse bod including and
exchuding Micor Gas Company a such filings,

Staff shall reccive at fezst thinty (30 drys' advance aotification prior o say
dividesd payment by VXG, aad all other requirements contxined in the Order
Gieanties Asenotily By Oz N PLILR013-00) 20 ramin in effect,

Fulitones sl ontify el ol eny eredit sating, dowagiede oTAGER or ACL
Capite! Curporuiion with'n shirty days af i oscrrenus, provide Stall with an

{m
un
oy
# Daw i, w14,
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X HEA

explanation of the reasons for such downgrade along with copies of any b
pssuaiated rating agency repoits, and deseribe any measures and plans fo restore \
such credit ratings, fos

i ]

Sefely Requirements 4

(13

(14)

(3

(1)

The Petitioners shall maintain, at a minimum, 2135 employee positions that, in
whiohs or in part, pertain to the requirements of the Commission’s pipeline safoty
standards, as well as the Underground Utility Damage Provention Act

(§ 56-265.14 ¢/ sey. of the Code) for a period of five yoms after the approval of
this Merger by the Commission and shali not degrade the conypstence level of the
employee workforce as a result of the Merger,

VG shall maintain, at 2 minimum, the current number of critics) valves

(409 valves) for its existing syslem. The number of critical valves may changs
based ou the future configuration of VNG's system. VNG shall continug to
follow its Operations Procedure Manual ("OPM"} relative to the designation and
wspection of eritical valves on its system. For a period of five years aller this
Merger is approved by the Commission, VNG shall submit un annual weport to the
Comnmissinn's Division of Utility and Railroad Safety ("Division”) by Apiil 1 of
each calendar year documenting the number of crivical valves on VNG's syslens os
of the previous calendar year énd and providing an explanation for any critical
valves on VNG's sysiem which were removed during the preceding calendar year,

VMG shall continue to qualily its covered employees and contract employees in
accordance with the Virginia Enhanced Operalor Qualification Program
("Enhanced O Program®) after the Mdrger. In addition, the Company shall
rovise its OPM and Emergency Plan procedures 1o con form to the Enhanced OQ
Program.

VNG shal] continue o take veasonable and prudent notions (o improve the -
effectiveness of the Company's damage prevention program,

YING shall continue (o track Lhe time from recciving the notice of uninlentional
eclenses of gas ("First Notification™), and "First Arrival® until testing verifics that
no immediate hazard exists ("Make Safe”). VNG shall provide an annual report
to the Division no later than April | of each calendar year containing the previous
yeat's annual average time from First Notifioadon to First Arrival, as compared to
the previous thiez-year compasile average. This reporting requirement shall
continue {or a period of five yems after the Merger is approved by the
Comumission.

VNG shall continue its voluntary commitment 1o develop and implement a
. . . . A. . .
pipcting sulvty managemont system in compliznee with the Ametican Petoloum

Institute Recammended Practice ("API RP"Y 1173, VNG shall submit o the
Division both ity comploled gap anslysis and is assessment of the Company's

i0
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"saflety culture” within one vear (rom the date of the approval of this Merger by &
e Commission, £3

VNG shall provide the Division an annual report no fater than Apiil { of cach
calendar yese on the number of field hours spent by VNG employass on
operations and maintenance setivities as requited by 49 CF.R, Pars 191, 192 and
199, and on the contractor coats by activity {n the Tornat provided inthe
Patitioners' attachment in response 10 Staff Jet 3-38, which s inoluded on payes
5i-52 of Part B of the Stafi Repot nereto. This reporting requirement shail
continue for five years after the Merger s sppioved by the Commission,

VMG ansll continue to comply with safery sscord cefention requirsiments under
state and federal law followirg approval of the Merger and shall make any such

" ¢eeords available to e Division promptly when requested.

VNG shall sulanit notices of construstion, which are acourate when submitied, ia
aecordance with the reguirements of the Comimission Order in Case No,
UIRSZ00G-005%1. VMG shall continue 1o submil aotiees, which are aceurale
when subsmitiod, 5f Large Construction Projects to che Division for projocts that
exceed $100,000 in cost and submit ther no less than 10 duys brlore the
estimated sturt date of the project. VNG shall continug o maks reasonable efforts
to inform the Diviston of changes in daily construction schedules.
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Rezearch Update:

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

Cyerview

» 8. -hased Sunthon fo, recsntly announced a propesad aoquisiloon of AGL
Pugources Inao,

» Ye are yevising oic rating outloosk on Southern o, and ite subeldiaries
e wegstive Lron szable.

e v are (lgoa affirmding our vatings vn the cospaniss, including the Lssusy
cradil raginega

s Tha pegetive cublook reflocty the potential for greansrt Linanci.l risk
riroyvghout the 3onchern wrpacization because of the prapoacd hesvily
Aopt fipanced seguigision of “OL, whach coould result in Jowngrades Lf tha
cranpageion gombines with obher seteacks oo weakzs Sounhoon's
tgignificant? firancial visk provile.

Rating Acton

On Bug. 24, 2715, Steadard & Pooriu Ravsngs Serviges ravised its vating
Letivok om Tousiera O, aqd oha companyts gutsidiaries Lo pegatiove Foom
zrable. At ths sowe bime, we affirmod our ranings on the cospanicts, including
mho Losuer aredif ratings,

Tananale

the proponcd aogriartian ofF AGhL okt v o slaaal epveore osn o cue Yoasallangy
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sseaveh Update: Southern Co. Asmd Subisidunics Cutlook Revised To Nogetive On Prapnsed AGL Rasourees Dic.
Acqudsitinr; Rattags Affirmed

appxovaiﬁ wonld wistract Southern’s maoaygenznt at o crinical time in the
curpany's kunper and Yogtla construction projects. Complating Kempor amd
getting rho wnsts pexmanently inbo rates, and pressing on in the arucial
hal7vay pafoat for the uuelzar nengtyuction, are ¢halleasing without the
considerabite diversion ol Scuthern genior manesgeowmt's Lime and atbention for
wogulatory sod intggraticn obforts ac aGL, Any sissteps on those bigh-profile
spdenvers bn the midst of rhe AGL meLgar provess could preszure ratingg.

Liguidity

We congider Sevchern's tiguidily, @p measured on a consslidated brals, to be
tadeguatas® vadsy our corporate liguidity methodol-gy. Sur assessmont lacludes
rur following expoeatations aad ausumptiouﬁ:v

e

» Pratecred ligaiagity souraos will oxceed ascg by sors cthan 1, 1xg
« The onapany hoag Che sLility to abgort high impuct, low-probability aventna
with limlted need for rvefinancipg; and .

s The company has rFlexifility to lower caplial spendlivy or eell aspeu,
cound hank velationships, solld standing ia crodic -arkels, amd guearally
prudpnt ik panagesaent,

The urimcipal liguidity souress fnclude the follow.ng:

» o0 forzocast of FFRO of sbout $5.3 hillion and cash of abaot $1.1 Bililon;

s Joral wredin faciliny of aboul 53.%5 Miliion; and

*» svailablilivy of Departwnnt of Baoergy finarcing For tha Vegtle
congbhruchian, whach e Lactored inlo wur agaaspent

The principl Lhpaddioy uses include the Following:
N Cap{tal spunding «f ot Jeast §4.6 billion,

* Abouk 2.3 billilon in dividends, and

s Dult waturitiss of $4.4 »illios.

Group Influence

Undnr Lhe nromp rating methodology critecia, wo view Southern as the pavept of
a group that ircludes "core® subgsidimries 0OPC, Gull dower Co., and Alaboma
Powar Co.}, & “haghly stratagic® subaldiary (MPCY, and «, "suraregically
imporzant? subsidiary (Southern Power). The 'a ! Cmnab?idateéxsrﬂdit proafile
Gl Seexbhera, as rarent of Lhe group, heocomds e group eredis crolile and
leads ta an ‘A P lsouer oredir xatxngi

Ouilook

an rrflents our bageline

fiar povabive cublosk an Zonthern snd Loa subs i
mtigatiain’ g vwamiarsd ereotrts weiliny wrd merahnnt
i

poariea ions Yhat phe oo

smpoarsh Llow ko ocones capntly

aghdeva Crad i gaaspnre~ hhall sulport the *siguiftant “loamelel viak pyaftie
aguesidneil, 3 oothadley TR Lo deht of apovoxdm.tel; 3%, We eneagt Seubbiigcs
fraanaey st rondition Lo ecad: shighrly due to Uhe Wl tvansaction ag itn lavge

coapival opeuning progurem, S lch o luder cemsbruadt lon of nes nuciear plenbs o

KWW STANDARDANDOOORECOM/BATINGROIRECT AUQUST 24, 2015 3

THEE W4 PREPARED BXCLAUSIYERY YOI UABN MICHATRD FARNAS,
HOT FOR RLMMSTRIBUTION SHLESS CINERWISE PEAMITTED,
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fos Dndh o Pevignd 1o Negs ive O Prayos d AN Beronves Do
Avguisiaion; Rathvg, Affirmed
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SOAH Docket No. 473-17-1172
PUC Docket No. 46238

Staff RFI 2-17 {NEE)

Page | of 2

STAFF RFI12-17:
Refer o 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 levels 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 fohn Reed’s testimony discusses five utility transactions: (1) Southern
Company’s August 2015 acquisition of AGL Resources, Inc.; (2) Black Hills Corperation July
2015 acquisition of SourceGas Holdings LLC: (3} The Laclede Group, Ine.’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 Form 10-K for the year ended prior to the
announcement of the merger. Of the companies, AGL Resources, Inc. (“AGL"”), AltaGas Lid.
(“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,
Ine. ransactions. 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 NextFra Energy’s wholesale generation and retail electric provider (“REP™)
subsidiaries in ERCOT is significantly smaller than Oncor's prior wholesale generation and retail
affiliates, i.e., [/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.”

Company % of Non-Utility | % of Non-Utility
Business (revenue) Business {assets)

Southern Company 65.0% 8.9%

AGL Resources, Inc, 23.7% 19.2%

Black Hills Corporation 3.6% 14.6%

SourceGas Holdings Note {1] Note {1]

LLC

The Laclede Group, 16% 5%

ne.

Alabama Gas 0% 0%

Corporation

AltaGas Ltd.’s 89.5% 76.8%
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SOAH Docket No. 473-17-1172
PUC Docket No. 46238

Staff RFI 2-17 (NEE) *

Page 2 of 2
SEMCO Holdings Note [2] Note [2]
Corporation
Duke Energy 25.7% [3] 23.5% [3]1
Corporation’s
Progress Energy, Inc. 0.1% 12.4%-

[11 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
pipelines, indicating 100% utility operations.

[2] Per SEMCO Holding Corporation's Unaudited Financial Statements for the period ended

June 30, 2012, “SEMCO Energy, inc. (“SEMCO") is a reguiated 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.

t

This response was prepared by or under the direct supewision of John Reed, Chairman and CEOQ
of Concentric Energy Advisors, Inc.

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

Page 1 of 1

VOLUMINOUS INDEX

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

Moody’s Rating Agency Reports, Fitch Rating Agency Reports, Standard & Poor’s Rating
Agency Reports, and Regulatory Commission Orders for Duke-Progress, pages 1-228

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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SOAH Docket No, 473-17-1172

PUIC Dotket No. 46238

Staff RFI 2-18 (NEE)

. Page | 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.

3

RESPONSE:

The referenced section of John Reed’s testimony discusses five utility transactions: (1) Southern
Company’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 RF[ 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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SOAH Docket No, 473-17-1172
PUC Docket No. 46238

Staff RFI 5-16 (NEE)

Page 1 of &

Staff RF1 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 Oncor’s response to Staff RFI Set No. | (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} would 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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SOAH Docket No. 473-17-1172
PUC Docket No. 46238

Staff RF1 5-27 (NEE}

/ Page 1 of |

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 ("NEE™) guarantees certain payment obligations of NextEra Energy Capital
Holdings -(“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.

ps
N

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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SOAH Docket No, 473-17-1172
PLIC Docket No, 461238

Staff RFI 5-30 (NEE)

Page 1 of |

Staff RFI 5-30:
Refer t¢ the NEE response to TIEC RFi 1-4, 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 [-16
regarding transaction financing.

RESPONSE:

Nextllra Energy has no responsive documents, as the Company has not performed an analysis
that compares and contrasts S&P’s statement as identitied above with NextEra Energy’s
response to Staff RFI 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 () of
Staff RFI 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 & 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 EFH/EFIH. 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 gencration assets, and FiberNet, which is a fiber optics business, for
totat combined gross proceeds of roughly $2.3 billion,

Separately, on November 1, 2016, NextEra Energy entered into a forward sale agreement in
which it committed 1o issue 12 million shares of common equity by no later than November 1,

2017, in exchange for approximately $1.5 billion, which will be used to fund a portion of the
TTHC/TTI acquisition.

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 Nextlira 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 {ts 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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SOAH Docket No. 473-17-1172
PUC Docket No. 46238

Staff RFI 5-31 (NEE}

Page 1 of |

, Staff RFI 5-31: ’

Refer to the NEE response to TIEC RFI -4, page 147. “The $11 billion dollars of NEECH
holdco debt is structurally subordinated to $10 billion of non=recourse debt, mostly at NEFR'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:

NexiEra Energy Capltal Holdings (“NEECH"), a direct wholiy~owncd subs:dxary of NextEra
Energy (“NEE™, is the non-EFH, non-Oncor NEE affiliate 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 ;ssuances, 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 utility 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
morigage 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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S0AH Docket No. 473-17-1172
PUC Docket No. 46238

Staff RF1 5-32 (NEE)

Page 1 of 1

Staff RFI 5-32:

Refer to the NEE response to TIEC RFI 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 {-62 states that NEE is targeting a
future 60% debt level,

RESPONSE:

Moody's reference to 40% debt at 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 uader the direct supervision of Mark Hickson, Senior Vice
President of Corporate Development, Strategy, and Integration.
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13.

14.

15.

Docket 46238 Attachment _L
To PUC Staff RFI Set No. 1
Questlon No. 3-1

pPage 1of 4

VOLUMINQUS INDEX

\

Moaody's Investors Service Credit Focus document titled "Oncor Electric Delivery Company LLC:
FAQs", dated QOctober 24, 2013, 14 pages.

Fitch Ratings document titfed "Fitch Affirms Cncor's (DR At 'BBB’; Outlook Stable”, dated August
12, 2013, 3 pages. ‘

Standard & Poor’s Research document titled "Oncor Electric Delivery Co. LLCY, dated May 14,
2013, 8 pages.

Fitch Ratings document titled "Fitch Rates Oncor's Senior Secured Notes Reopening 'BBB+,;
Outlook Stable”, dated May 10, 2013, 2 pages.
\

Moody's Investors Service document titled "Credit Opinion: Oncor Electric Delivary Company LLC", |

dated February 27, 2013, 6 pages.

Standard & Poor's Research document titled "Oncor Electric Delivery Co. LLCY, dated February 15,
2013, 5 pages.

Standard & Poor's Research document titled “S&P Takes Rating Action on 23 U.S. lssuers After ~
Revising Criteria For Recovery Ratings On Utility First Mortgage Bonds”, dated February 14, 2013,
5 pages.

Standard & Poor's Ratings Services RatingsDirect document titled "Oncor Electric Delivery Co. LLCY,
dated August 27, 2012, 12 pages.

Fitch Ratings document titled "Fitch Affirms Oncor's DR AtUBBB'; Qutlook Stable”, dated August
15, 2012, 3 pages.

Moody's investors Service document titled *Credit Opinion: Oncor Electric Delivery Company LLC",
dated August 14, 2012, 7 pages.

Moody's Investors Service document titled "Ratings Action: Moody's downgrades Energy Future
Holdings and Oncor Electric Delivery; outlooks remain negative™, dated August 9, 2012, 7 pages.

Muoody's Investors Service Issuer Comment titled "Oncor’s Dividend Increase to Parent EFH is
Credit Negative", dated August 2, 2012, 2 pages. ’

Fitch Ratings document titled "Fitch Rates Oncor's New Senior Secured Notes ‘88B+'; Qutlook
Stable", dated May 21, 2012, 2 pages.

Maody's Investors Service document titled "Issuer Commentziéncor‘s Debt tssuance and Expandad
Credit Facility Protect Against Parent Contaglon Risk", datéd May 18, 2012, 3 pages.

Moody's Investors Service document titled *Credit Opinion: Oncor Electric Delivery Company LLCY,
dated March 1, 2012, 6 pages.
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26.

27.

28,

29,

30,

Docket 46238 Attachment _L
To PUC Staff RF Set No. L
Guestion No, 3-1

Page 2074

VOLUMINCUS INDEX

Moody's Investors Service document titlad "Announcement: Moody's changes Oncor Electric
Delivery Company LLC's rating outlock to negative from stable", dated February 27, 2012, 5 pages.

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

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

Moody's investors Service document fitled "Oncor Electric Deliveyr Company LLC", dated June 1,
2011, 5 pages.

Fitch Ratings document titled "Fitch Upgrades Oncor 1o 'BBB'; Qutlook Stable”, dated August 26,
2011, 2 pages.

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

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

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

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

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

Fitch Ratings Press Release document titled “Fitch Rates Oncor Electric Delivery's $475MM 5.25%
Secured Motes 'BBB™, duted September 8, 2010, 2 pages.

Standard & Poor's Global Credit Portal RatingsDirect document titled "Research Update: Oncor
glactric Dalivery Co. WL.C's Senior Secured Debt Rating Raised to A~ From ‘BRB+', "1' Recovery Rating
Assigned”, dated September 8, 2011, 7 pages.

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

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

Standard & Poor's RatingsDirect document titled "Oncor Electric Delivery Co. LLCY, dated Adgust
20, 2008, 8 pages.
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Docket 46238 Attachment __{_

To PUC Staff RFi Set No. 3
Question No. 1-1
Page3of4

VOLUMINOUS INDEX

Moody's Investors Service Global Credit Research Credit Opinion document titled "Credit Opinion:
Oncor Elactric Delivery Company”, dated June 3, 2009, 5 pages.

Moody's Investors Service Global Credit Research Rating Action document titled "Rating Action:
QOncor Electric Delivery Company®, dated June 1, 2008, 2 pages.

Fitch Ratings Corporates document titled "Global Power U.S. Credit Update - Oncor Electric
Delivery Company”, dated April 27, 2009, 2 pages.

Moody's Investors Service Global Credit Research Rating Action docurnent titled "Rating Action:
Oncor Electric Delivery Company”, dated February 24, 2009, 3 pages.

Standard & Poor's RatingsDirect document titled "Bulletin: Oncor Electric Dalivery's $900 Mil,
Goodwill Impalrment Will Not Affect Ratings", dated February 23, 2009, 2 pages.

Fitch Ratings document titled "Fitch Rates Oncor's Expected Sr. Secured Notes 'BBB; Qutlook
Stable", dated September 2, 2008, 1 page.

Moody's investors Service Global Credit Research Credit Opinion document titled "Crez;it Opinion:
COneor Electric Delivery Company”, dated August 29, 2008, 5 pages.

Moody's investors Service Global Credit Research Rating Action document titled "Rating Action:
Oncor Electric Delivery Company®, dated August 28, 2008, 2 pages. T

Fitch Ratings document titled "Fitch: Oncor & Energy Future Holding Ratings Unaffected On 20%
Ownership Stake Sale", dated August 13, 2008, 2 pages.

Standard & Poar'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.

3

Muoaody's Investors Service Global Credit Research issuer Comment document titled "lssuer Comment:

Oncor Electric Delivery Company”, dated August 13, 2008, 2 pages. !

Mouody's Investors Service Global Credit Research document titled "Covenant Quality Assessment
Preliminary - TXU Electric Delivery Company”, dated March 13, 2007, 8 pages.

Moody's Investors Service document titled "LGD Assessment: Oncor Electric Delivery”, Modsl
Froduced date of May 16, 2008, 1 page.

K

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

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

Fiteh Ratings Corparates document titled "Global Powar U S, and Canada Credit Analysis - Oncor
Electric Delivery Co,, LLC", dated January 28, 2008, 5 pages.
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Moody's Investors Service Global Credit Research Credit Opinion document titled "Credit Opinion:

Oncor Electric Delivery Company”, dated Ociober 10, 2007, 5 pages.

Fitch Ratings Corporate Finance document titled "Global Power/North America Cradit Update -
TX4 Electric Delivery Company”, dated February 1, 2007, 3 pages.

Standard & Poor's RatingsDirect document titled "Research TXU Elgctric Delivery Co”, dated.
January 20, 2008, 4 pages.

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

Moody's Investors Service Global Credit Research Credit Opinion document titled “Credit Opinion:

TX\ Electric Dzlivery Company”, dated September 29, 2006, 3 pages.

Moaody's Investors Service Global Credit Research Liquidity Risk Assessment document titled
“Liguidity Risk Assessment: TXU Electric Delivery Company”, dated September 14, 20086, 2 pages.
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Oncor Electric Delivery Company LLC: FAQs

Assessing the contagion risk associated with a bankruptcy filing at parent Energy Future Holdings

»

¥

»

Would Qgsor Electde Delivery Co. LLC's (Baa3 stable) ring-fence-like protections
prevail through a contested Energy Focurs Holdings Corp. (EFH; Caa3) bankeupscy?
We think so. Oncor’s suite of ring-fence-like protections, rogether as a whole, lead vs co

conclude that 2 bankruprcy coure would be hard-pressed to decide that Oncor can be
swept into a filing,

What ars the principal factors in the ring fonce that protect Oncor? Qur view that the
ring fence would hold is based on three factors: the corporate structuee of Oncoy
specific language in cerain EFH and Ensrgy Future Incermediace Holding Co. {EFIH;
Caal negative) bond indentures; and the behavior of Oncor since EFH's leveraged
buyoue (LBQY in Jare 2007,

What happens to Ouncor if or when EFH fes for bankeuprey? Very licde, we chink. If
or when EFH does file, we expect Oncor would be only modestly hivaround the edges.

Would the bankruptey filing result in a change of control for Oncor, and what would
regulators thind zbour chat? We think the Public Udlicy Commission of Texas (PUCT)
would have s voice in the restructuring, even if it doesn’t technically have a sear at the
table, We chink a rescructaring of EFH would {ead o an uldmate recovery for creditors
whereby 2 materizl amounc of the equity of EFH would change hands from the original
LBQ sponsors to 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 restrucnuring
aleernatives whereby Oncor were separated from the EFH family, especially if such a
separation involved another stracegic T&D operaror.

VWhat if Oncor gets pulled into a bankraptcy? We believe chat Oncor's senior secured
bondholders would receive 100% as their ultimate recovery, i our historical default and
recovery analysis holds. For example, if the bankruprey proceeding ar Pacific Gas &
Eleceric Co, (A3 stable) can be used a5 a precedens, secured bondholders mighe also
continue w receive their debe-service payments in a timely manner, with no distupdons.

DKT 46238 STAFF R¥FI Set | QN 1-1 [ONCOR] vOL
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Testing the ring fence

Oncor Electric lf)cﬁvcry Company LLC's (Baa3 stable) suite of ring-fence-like protections, which are
specifically designed to insulate che wility from its highly leveraged parent, Energy Pusure Ha!dmgs
Corp. (EFH; Caa3), and affiliate, Texas Comperiive Elecuric Holdings Co. LLC (TCEH; Caj, will

soon be tested in bankruprey coury, possibly as soon as 31 October,

We still chink rhese protections will withstand any assaulrs by disgrunted creditors, even ifa
bankruprcy filing turned our o be highly disorganized and contentious, a scenario which we think is
unlikely, Our view that the ring fence holds is based on three facrors: the corporate structure of Oncor;

specific language in cerrain EFH and Epergy Future Inteomediare Holding Co, (EFIH; Caal

negative) bond indentures; and the behavior of Oncor since EFH's leveraged buyour in late 2007,

In the pages that follow, we address same of the most frequent questions investors ask us abour Oncor
and what the fallout frem an EFH bankruptey might look like,

Will Oncor's ring-fence-like protections prevail through a contested EFH bankruptcy?

We think so. Oncor's suite of ring-fence-like protections, cogether as a whole, lead us to conclude thar
a bankruptey fourt would be hard-pressed to decide that Oncor can be swepr into a filing,

Buc 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 bankruptey-court jurisdiction, it could
get pulled into the reseructiring process to help allocate recovery value across EFH's creditors if a
bankruptey-court judge decides chat is che best course of action for the overall estate value of EFH.
Oncor discloses this risk in its public documents,’ as noted below:

‘

Our ring-fencing measures may not work as planned and a bankrupicy court may neveviheloss subject Oncor
te the claivs of its affiliates’ ereditors,

. As discussed above, 10 enbance the separateness between the Oncor Ring-Fenced Entities and the Texas,
Holdings Group and our credit guality, varions legal, financial and contraciual provisions were
implemented, These enbancements are intended to minimize ihe risk that @ court wonld order any of the
Oncar Ring-Fenced Entities’ assets and linbilities 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 bankruprcy case. Substantive consolidation ix an equitable remedy in bankruprey that vesults in
the pooling of the assets and liabilities of the debtor and one or more of its affiliates solely for purposes of the
bankruptcy case, including for purposes of distributions to creditors and voting on and treatment under 2
reorganization plan. Bankrupicy courts have broad equitnble powers, and as a vesult, enteomes in
bankruptcy proceedings are inberently difficidt to predict. To the extent a bankruptey court were to
determine shat substantive consolidazion is appropriate under the facts and circumstances, then the assets and.

"liahilities of any Oncar Ring-Fenced Entity that is subject to the substantive consolidation order onld be
available to help satisfy the debr or contractnal obligations of the Texas Holdings Group entity that is a
debtor in bankruptcy and subject to the same substantive consolidation order, [f any Oncor Ring-Fenced
Entity were included in such a substantive consolidation order, the secured creditors 5f Oncer wau!a’ retain
their liens and priority with sespect ta Oncor's assess.

! See rick facrors in SEC form 10-K, 2013,
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If any member of the Texas Holdings Group were to become a debrov in a bankrupeey case, there can be no
assurance that a court wonld not order an Oneor Ring-Fanced Entitys assets and fiabilities to be
substantively comsolidated with those of such member of the Texas Haldings Group or that a procesding
wonld nat resule in a disruption of services we receive from, oy jotntly with, our affiliates. See Note 1 to
Financial Statements for additional information on our ring fencing measures.

S0 why don’t we think this will pull Oncor int Because the bady of evidence that makes up the ring
fence seems prerry salid, Creditor proposals disclosed to date? do not envision che pursuicof Oncor,
nor does the EFH proposat disclosed in April 2013, We chink a bankruptcy court will not be
interested in sewcing 2 new precedent with respecr to this pardeular bankruptey filing, in part due w
the amount of EFFH’s debr outstanding and the complexity of its capiral 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 organizationad suracture,
EFH's complex corporate structure, which separates Oncor from EFH by an intermediace holding
company, was created o prevent EFH from piling debr onto the utility and, by extension, w keep
Oncor our of rrouble in the event of a bankruprey at EFH or atany of Oncor’s affiliates,

EXHIBIT
Simplified organizational structure

Ensrgy Future Holdings

b |

gnargy Future intermediate Holdings Energy Future Competitive Holdings

M — — S ] - WAL Voot

Oncor Electeic Delivery Holdings Texas Competitive Efectric Holdings

f
|
| i
l
¥

Cngor Electric Delivery Company

A A ——— o P

N TXU Enprgy
L Luminant {Retail)
Sourcas: Enecgy Futuee Holdings Carp , Moady's
3 Ser BFH SEC fumm 3K duied Qorover 15, 2013,
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Another way the corporate structure protects Oncor: Oncor's LLC operating agreement specifically
states chac Oncor’s business and affairs will be managed by its own board of directors and not by EFH
or its management,

- ~ +
Moreover, there is the existence of the minority investors and independent board members. The sale of
the minaority stake in Oncor in 2008 allows the minority investors two board seats out of 11, and they
have veto power over cerrain conditions. Specifically, they have the right to vero changes in dividend
policy and an ability 1o block distributions, as well as the right o vero certain budger revisions in
capital expenditures and operadions and maintenance expenses, cerrain acquisitions, and cectain
material transactions.

In our opinion, the righes of the indcpcndcrxt board members and the minority investars serengehen an
already strong set of governance rules, which include 2 unanimous vote on amendments to cernin
provisions of the Oncor LLC agreement (¢.g,, purpose and powers of the company, certain provisions
relating to the board, and most separateness undertakings) and material actions (.., mergers and
substantial asset transfers, Initiation of insolvency proceedings, liquidation withour providing for
payment of all credirors).

Second, specific langnage in the indentures on EFH's and EFIH’s bonds adlmowledge a separation
between Oncor and EFH, along with language in EFH's disclosure relared to the deconsolidation of
QOncor, Here is an exéerpt of thz: indenture language:

The Holders of the Notes, by accepting the Notes, acknowledge (i} the legal separateness of the Lner and the
Guarantors from the Oncor Subsidiaries, (i3} that the lenders under the Oncor Electric Delivery Facitity and
she noteholders under Oncor’s existing debt instruments have likely advanced fimds thereunder in reliance
upon the ssparateness of the Oncor Subsidiaries from the Isuer and the Guarantors, (iti) that the Oncor
Subsidiaries have aisess and liabilities that are separate from those of the Issuer and its other Subsidiaries,
(iv) that the obligations owing under the Noses are obligations and linbilities of the Isuer and the
Guarantors enly, and are not the obligations or liabilities of any Oncor Subsidiary, (v} that the Holders of
the Nates shall look solely to the Issuer and the Guarantors and their assets, and not to any assets, or to the
pledge of any assets, owned by any Oncor Subsidiary, for the repayment of any amonnts payable pursnant to
the Notes and for 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 personally linble to the Holders of the Notes for any amounts payable, or any osher obligation, under this
Indenture, the Regittration Rights Agreement or any related documents,

The Holders of the Notes, by accepring the Notes, shall acknowlzedge and agree that the Holders of the Notes
shall not (i) inisiate any legal praceedmg 20 procure the appointment of an administrative receiver or (if)
institute any bankruptey, reorganization, insalvency, winding up, liquidation, or any like proceeding under
applicable lmw, against any Oncor Subsidiary, or against any of the Oncor Subsidiarses’ assets. The Holders
Jurther acknowledge and agree that each of :/'zc Oncor Subsidiaries is a third party beneficiary of the
Joregoing covenant and shall have the rngt to specifically enforce stch covenant in any proceeding at law or

in eqmgv
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Third, there is the corporate behavior of Oncor since EFH's leveraged buyout in Gotober 2007,
Oncor has taken exuaordinary steps to separatz itself from EFH, including separating numerous
business funcdons, such as maincining separate books and records, separare payroll and billing
systems, matntaining separate reladonships with legislators and regulators, and moving into a separate
headquarters building. In addition, Oncor’s aggressive Investment in the Compatitive Renewable
Energy Zone (CREZ) transmission assets 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 generarion
business. We would not be surprised if the greater CREZ region, which today is home to a significanc
amouns of renewable wind-generaton capacity, ware to also invest heavily in utilicy-seale solar
generation projects somedime in the futre,

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

Very little, we think. If or when EFH does file, we expece Oncor would be only maodestly hicaround
the adges.

The easiesr financial impact to idendfy is that Oacor mighe be stuck wish abour 2 month’s worth of
receivables related to tts affiliate, TXU Energy, the reeil electric provider, TXU Energy represencs
about a third of Oncor’s wotal revenue, At most, Oncor might find self with 4 senior unsecured claim
of around $1950 million o $200 million. Unlike ocher ransmission and diseribudion (T&D) urilites
that are likely to 2xperience a similar impace—including CenierPoing Energy Houston Elecrric LLE
{Baal stable), AEP Texas North Co, (Baa2 positive), AEP Texas Cenrral Co, (Baal posidve} and
Texas-MNew Mexico Power Co, (BaaZ positive}—Oncer will nos be allowed w recover the loss from
rate payers. The reason: Ar the time of the leveraged buyou, as part of its approval of the transacdon,
the PUCT specifically prohibited any potensial recovery of losses? associated with Oncor's rewil
affiliace, TXU Energy.

Shorely after EFH {or its affiliares) files for bankrupecy protection and consistent with our rating
practices, we would withdraw the eatings for all rated classes of debe thar are affected by the filing, In
this case, we think all cthe ratings for EFH, EFIH, Energy Funur itive Holdings Co. (EFCH;
Ca negarive) sad TCEH would be withdrawn, At the same dme, we would also likely affiem the
ratings and stable rating outook for Oncar,

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

Oncor's Baa3 senior secured rating reflects che highly leveraged capital strecture ar EFIH, Oneor's
indirect parent; EFIH’s heavy reliance on Oneor's upseream dividends to support EFTH's deby servicy;
and EFH’s heavy reliance on Oncor’s upstrearn tax payments to support EFH's debt service, along
with the interwoven cashetransfer reladionship thae remains beeween EFH and EFIH.

When we lock at Oncor, we consider abour $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 debr servies) 1o
be a form of permanent leverage for Oneor, even though Oncor is not legally liable for che inverast
paymenis. W view this heavy reliance on Oncor to be permansnt because EFH is actively seeking w
create credit separateness between EFH and EFCH-TCEH, although that now appears unlikely w0
waork, This heavy reliance on Oncer puts the corapany in 2 different risk category than its regulared

T&D paers, and indirecsly conserains Oncor’s otherwise robust fnancial flexibility, a drag on
the rang,

3 Semthe PUCT, ducker 34077, for the 14,101 onder.
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Oncor's stable rating outdook reflects the subility and predicuability of its revenues and cash flows, it
supportive regulatory environment and our expecration that Oncor will not be marerially affected by
any contagion risks of a default and restructuring atits EFCH-TCEH affiltate 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 not right away. For now, our expecration is that we would affiem Onéor’s Baa3 rating and
stable rating oudook. Assuming our views regarding an organized and amenable restructuring prevail,
and based on the facts surrounding how much debr is extinguished ac EFIH and EFH, some form of
positive rating actions would quickly become more likely, That said, only a racing committes can
determine the specifics of any rating acrion.

if, on the other hand, the restructuring twrns out o be disorganized and contendous, clarity into debe
extinguishment at EFIH and EFH will decrease, Moreover, the likelihood of 2 disgrundled creditor
making 2 mave toward Oncor will rise, we think. Still, even if a disgruntled creditor were 1o pedition
the bankrupecy cours o sweep Oncor tnto the bankruptey praceeding, we think the efforc would

be rebuffed.

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

We chink the rasteucturing of EFH will lead o an ultimate recovery for creditors whereby a material
amount of the equity of EFH will change hands from che original LBO sponsors to the creditors, Asa
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 Utilicies
Regnlatory Act, Tide II, Texas Uilitdes Code (as amended):

Sec. 39.262. TRUE-UP PROCEEDING.

(8 T protect retail customers in this state, and ensure the appropriateness of the uonbypa;:aélt rates of
electric wtilities and transmission and distribution utilities, notwithstanding any other provision of this title,
an electric utility or transmission and distribution utility must report to and obtain approval of the
commisiion before closing any transaction in which:

(1) the electric utility or travsmission and disribution urility will be me;gzd or consolidated with another
electric utility or transmision and distribution utility;

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

3)a mmrailmg interest or operational control of the electric utility or transmission and distribution utility
witl be zmmﬁn od.(m)} The commision shall approve a transaction under Subsection (1) i the commission
finds that the transaction is in the public interest. In making isc determination, the commission shall
consider whether the transaction will adversely affect the reliability of service, availability of serviee, or cost of
service of the electric utility or transmision ard dintribution wility. The commission shall make the
determinarion concerning a transaction wnder this subsection not later than the 180th day afier the date the
commission receiver the velevant repart. If the commission bas not made a determination before the 1815t

day after that date, the trarsaction is considered approved.
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(n) Subsections (1) and (m} do nor apply te a transaction described by Subsection () for which a definitive
agreement was executed before Apeil 1, 2007, if an electric utility or transmission and disribution utility or
& person secking to acquire oy merge with an dectric wility or ransmission and dissribusion wiility mads a

filing for review of the transaction under Section 14.101 bafore flay 1, 2007, and the resubting procecding
was wot withdrawn,

(o) If an dlectric utilisy or transmission and distribusion weility or a pevson seeking so acguire ar merge with
an eleceric utility or transmission and distribution neility files with the commisnion a stipulation,
reprasentation, or commitment in advance of or a5 part of  filing under Subsecrion ([} or under Section
14,101, the commission may enforce the stipulation, representation, or commitment 10 the extent that the
stiprelation, representation, or commitment is consistent with the standards provided by this section and
Section 14,101, The commission may reasonably interpret and cusforce conditions adopted under this section,

(Addzd by Aces 1999, 76th Leg., RS., ch. 405 (5B 7), § 39.) (Amended by Acts 2007, 80th Leg., R.S., cb.
1186 (HB 624}, § } (amended subsee. (¢} and added rubsees. () 10 (3)).)

Sec. 33.915. CONSIDERATION AND APPROVAL OF CERTAIN TRANSACTIONS.

() To pratect veeail cusromers in this stase, and 16 ensure the conrinuarion of cosi-cffective energy efficiency
measres and defivery syscenss, norwithstanding any other provision of this title, an dlectvic srility or

transniission and distribution whility must report fo and obiain approval of the commission before closing
wnry Eransaction b which:

(1) the electvic wility or transmission and distritnesion wtility will be merged or consolidared with another
elzcric wsility or rramsnission and distribution witlity;

(2) ar least 50 parcent of the stock of the electric wiility or transmission and distribusion wility will be
transferred or sold; ar

{3) & controlling interest or apevational control of the eleciric wrility or transmission and dissribution usility
will be transferved.

(&) The commission thafl approve = transaction wnder Subsection (&) if the commission finds that the
teansaction iy in the pablic interest, In making its determination, the commission shall consider whether the
rransaction will adversely affect the reliability of servive, availability of service, er cost of service of the eleciric
utility or transmission and distribution wiility. The commission shall make the determination concerning a
ransacsion under this mbsection not laser than the 180th day after the dute the commission veceives the

relevant report. If the commission has not smade a determination before the 1815t day afier thar date, the
sransaction & considered approved.

() Subsections (a) and (b} do mot apply to a rrarsaction deseribed by Subsection (a) for which a definitive
agveemens wins execnsed before April 1, 2007, if an electric usility or transmisiion and distribuvion wility or
a person seeking 10 acquirve o meige with an eectric utility or transmission and distribution niility made a

filing for revivw of the sransacvion under Sectign 14.101 before May 1, 2007, and the resulting procesding
was not withdvatwn.
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(d} If an electvic szility or sransmission and distribution wility or a pevson secking to acquire or merge with
an electric usility or transmission and distribution wtility files with the commission a stipulation,
representation, or commitment in advance of or as part of a filing under this section or under Seciion
14,101, the commission may enforce the stipulation, representation, or commitment to the extent that the
stipulation, representation, or commitment is consistent with the standards provided by this section and
Section 14.101. The commission may reasonably interpret and enforce conditions adopted under this section.

(Added by Acts 2007, 80th Leg., R.S., ch. 939 (HB 3693) § 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 Ratlroad Commission, among other important
interested parties), in an effors to help facilitare or address any views or perspeccives thar PUCT
might raise. i

That said, we think PUCT will have a prominent voice at che restructuring negotiacions, although it
won't rechnically have a seat ar the wble. We think PUCT would be very interested in any
restructuring alrernatives that resulted in Oncor being separated from the EFH family, especially if
such a separation were 1o involve another straregic T8D operator or non-strategic private equity
_investar. We've long said that on a standalone basis, Oncor would likely be rated on an unsecured
basis, at 2 minimurm, at the same level as CenterPoint Energy Houston Electric (which would equate
to an Al senior secured rating).

We view Oncor as a premium T8D asser, partly because of its regulatory environment and growh
prospects, so the list of interested buyers would probably be as long as a West Texas counsry mile. In
addition to the pension and sovereign wealth funds, we'd axpect to see strategic operators such as -
CentecPoint Energy, American Electrc Power Company (BaaZ stable), MidAmerican Energy and
Exelon Carp. (Baa2 stable) engaged in the process.

Bat the key te a separation will be the dismantling of the ring fence, since it is unlikely that anyone
would he willing to plunk down about $8.0 billion for ah asset they don't control. Strategic
operators, we think, would have 2 becter chanice of negodating with PUCT over the ring fence's
dismanting.

Absent a separation, PUCT would likely look to mainrain all of the ring-fence provisions, even if a
raaterial amount of debt was wiped away at EFIH and EFH, Recall that the debs thar resides ar EFIH
was not part of the original LBO serucrure, so the reliance on Oncor's upsueam dividends and tax
payments has a differenc flavor if that debt remains in some form or fashion.

i

What is the equity value of Oncor?

We aren't financial advisors nor do we issue falrness opinions about value, but we can conduct a

similar analysis that can gex to an approximate range thar makes sense. We estimate an equity value for
Oncor of about $8 billion. We use several different valuation mechodologies, including muldples of
precedent merger-and-gequisition transactions, publicly traded muldples for comparable peer -
companies, and a discounted cash-flow analysis. We then deduct 20% of the equity valuadion to reflect '
the minority investar position, which leaves about $6.5 billion in implied equity valuation for Oncor

Eleceric Delivery Holdings LLC. :

&
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In our assessment of Oncor’s implied enterprise and equity valuadon, we use a 9.0x muldple of
EBITDA, 2.0x book (excluding goodwill) and a 16.0x multiple 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 2 7.0% weighted average cost of capial discount rate,
Cne note: [f peessed, 3 strategic operator or aggrassive financial buyer would likely be capable of
artiving ar higher muldples, but we think thac would only apply if they were getting 100% of Oncor.
But we chink the minoriry investors would probably be unwilling o divest themselves of thelr

investment in Oncor, even at multiples approaching the high end of che range.

Oncor’s oral debe is approximately $7.3 billion, which includes the securitization deby, 2 3711 million
adjustment for underfunded pension obligations, and 2 $90 million adjustmenc for operating leases.

EXHIBIT 2
Summary of Moody's Valuation Methads for Cneor

Minority Foas /
Equity Valus interast Leakags Oncor Midgs
Discounted cash flow analysis $7.803 £1,579 §- 36,314
2014 ast EBITDA {est) §16,208 52.042 §- $8,168
12312013 book value {est} $7.000 $1,400 § $5,600
2014 net ncoma {est) $7,200 $1,440 §- 55,760
Average $8,075 $1,615 $- $6,480
Sowrces: Oncor, Meody's
cp o e
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What if Oncor gets pulled into a bankruptcy?

Nc:withstanding eur views about the sufficiency of Oncor’s ring-fence-like provisions, bankruptcy

courts wield a {or of power, As such, chere is a possibility, although we see.ir as remore, that an

argument can be made to a bankruptey court that is compelling enough (and based on legal precedens) -
that sways a court to bring Oncor into the banksupicy proceeding, We view this as a form of event
. tisk—a low probability, buc high severicy, risk.

Q. How will Oncor's senior secured bondholders fare?

If our historical default and recovery analysis holds, bondhalders will receive 100% as their ultimare
recavery. If the bankruptey proceeding at Pacific Gas & Electric (A3 stable) can'be used as a
precedent, secured bondholders might alsa continue to receive their debr-service payments in 2 dmely
mannet, with no distuptions.

Q. What happens to the sector if Oncor gets dragged into an EFH bankruptey?

Probably a material regulatory bacldash. If Oncor's ring fence fails, we think regulators across the
country will take 2 long, hard look at the insulation and separateness of all urility subsidiaries that are
exposed to unregulated affiliates. Costs Will rise across the sector, as utility subsidiaries will be required
10 take swonger measures to mitigare any conmgion implications from theic more risky affiliaces.

Private-cquity investing in the secter will dey up for several years, as regulasors crank up the seruriny
for approvals.

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

PUCT, as well as elected officials, will quickly move to restructure certain provisions in the laws and

regulations to strengehen separateness berween regulaced ucilities and their more risky, unregulaced

affiliates. Worse-case scenario: Oncor gets hauled in for a show-cause order, where the rate structure
_will be scrutinized to assure ratepayers that costs are not rising to finance the bankruptey rescrucrindng.

favs e KN e o b ‘
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Appendix A: Select historical financials

T INFRASTRUCTURE

Summary Financials - Oncor Electric Delivery Company L1.C

{5 milllons) Havenus CFO Capax Dhddends Delit Asgels
LTM Q22013 « 53,391 51,379 §1.29 $240 $7,333 518,409
2012 3,328 1,343 1,359 225 7,081 18,080
201 3,118 1,460 1,272 145 6,793 17,451
2010 2,914 1130 1,428 2N 6,624 16,934
2009 2,659 1008 1,008 272 6,285 15,298
2008 2,380 855 928 1,583 6,082 15,748
2007 2,560 754 749 326 5,313 15,494
2006 2,448 6540 B89 340 5,178 19,873
2008 2,394 843 bed g 4,547 10,022
2004 2,226 487 6863 g 4,820 9,667
2003 2,087 637 531 0 4,455 3,468
2002 1,544 245 525 4] 4,610 9,14
Source. Moody's

Financial Matrics CFO pre-W/C o+ Int Exp { Intxg  CPO pre-W/C/ Debt  CFO praoWfC - Dividend 7 Dabt Czpltaii‘::g:é

LTM 2 2013 4.23x 18.3% 15.0% 43.1%
02 4.24% 18.5% 15.4% 42.7%
2on 4.70% 21.4% 13.2% 42.5%
2010 4.02x 174% 14 2% 42.8%
2008 3.78x 16.9% 12.6% 42.5%
2008 3.57x 14.4% {11.7%} 42.4%
2007 348x 15.4% 93% 37.2%
2005 3.7 13.0% 8.5% 53.9%
2005 3.95% 18.6% 18.6% 52.2%
2004 3.69% 16 8% 16.9% S4.56%
2008 321 15.5% 15.5% 51.3%
2002 3.50% 18.1% 15.1% 34.2%

Sourcs: Maody's
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Appendix B:

Public Utility Commission of Texas, Texas Utilities Code, Section 14.101 {excerpt)

Subchapter C. Restrictions On Certain Transactions

public wility may not:

consideration of more than $100,000; or .

desermination, the commission shall consider:

merged, tansferred, or consolidared;

L

whether the transaction will:

stae; or

{C} resultin the decline of servicy

when it sells, leases, or transfers assets; and

purposss consiscent with Chapeer 39.

Source: (VACS. Art 1446¢-0, Sec. 1.251) (1995 Améndments: S8 7,§ 9)

Sec. 14.101. Report of Certain Transactions; Commission Consideration.
4 Unless a public wility reports the wransaccion to the commission within a reasonable time, the

1. sell, acquire, or lease a planc as an operating unit or system in chis state for a toul

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

b A public utility shall ceport w the commission within a reasonable ime each transaction that
invalves the sale of ar least 50 percent of the stack of the utility. On the filing of a report with
the commission, the commission shall investigate the transzction, with or withour a public
hearing, to deceemine whather the action is consistent with the public interest. In reaching its

(A} adversely affecc che health or safé:y of customers or employees;

{B} resultin the wansfer of jobs of citizens of this state 10 workers domiciled ourside this

3. whether the public utilicy will receive consideration equal to the reasonable value of the assets

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

¢ Ifthe commission finds that a cransaction is not in the public interest, the commission shall ke
the effect of the wransacton it consideration in ratemaking procesdings and disallow the affect
of the rransaciion if the transaction will unreasonably affect rtes or service!

d This section does not apply to: (1) the purchase of a unic of property for replacement; (2) an
additon to the facilicies of a public urility by construction; or (3) transactions that facilitare
unbundling, asset valuation, minimization of ownership or conwrol of generation assets, or other

1. the reasonable value of the property, facilities, or securities to be acquired, disposed of, L.

i
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Moody's Related Research

Special Comments:

»  Energy Purure Holdings Corp.: Whar 2 hankeupecy mean invesrons, Septermber

» fared Utrilitizs and Power
1 5 Spec-Grade Resorucnurines Moye Cenier Stage. Ocrober 2012 (146763
»  Remil Energy Marketine Brings Plency of Risks, Sut Recurns Appear Limited, November 2012
{1460358)
»
»
{141980)
Cradit Focus:
» nersy Fury oldings Corp, Mareh 2013 (1487
»  Energy Funure Incermediate Holdings Company, March 2013 (151230)
w»  Enecey Furure Compenive Holdin ny, March 2013 (1500

Covenant (uality Assessments:
» necey Fuere Ineermedinte Halding Compan C 7 EFIH Figance Ine., Aueusi 3012 {144705

»  Cnergy Future Intermediare Holding Company 1L1.C 1 EF(H Finance Inc, February 2012 (139536)
s igi i i ril 2011 (132674

X3S ; . ws Comps L&
»  Energy Fume Inter far { fay 10 (126333

»  Texas Compeiitive Electric Holdings Company LLE, March 2009 (113402)

»  Oneor Bleerre Dediv ny Avguse 2008 (111034

»  Fner yure Holdings Corp, ert U Corp.), November 2007 (10604
» XU Bleerric Delivery Company, August 2007 (102421)

»  THU Corp.. August 2007 (102371)

industry Cutlooks:

»  Siill No Signs of Recovery, Febiruary 2813 (149630
»  Six Monsh Update US Unregulared Power Companies, luly 2012 (143650

Rating Methodologias:
B ared Blecrric and Gas Udilicies, Anpust 2008 (11
»  Global Uneegalaeed Udlities and Power Compandes. Augusr 2009 {118308)

Yo aczass any of these reports, click an the entry above. Note that thase references are current as of the date of publication of
this report and that more racent reports may be availabie. All research moy not be available to alt tierss.
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FltchRatings
FITCH AFFIRMS ONCOR'S IDR AT 'BBB'; OUTLOOK STABLE

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

KEY RATING DRIVERS

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 findncial measures relative to the rating
level; (4) effective ring-fencing from highly leveraged Energy Future Holdings Corp. (EFH) and
Euergy Future Intermediate Holding Company LLC (EFIH); and (5) limited financial exposure in
the event of bankruptcy filings of EFH/EFIH and/or Texas Competitive Electric Holdings Company
LLC (YCEH), 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 sighificant transmission investments backed with constructive
recovery mechanisms. Oncor's electric sales continue to steadily increase driven by relatively
strouger economic growth in Texas. Residential points of delivery continue to grow at or above 1%
per annum. Demand from large commercial and industrial (C&I) customers has, however, slowed
in 2012 and 1H2013 afler 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 retum on transmission related capital investment with minimal 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 ¢lose to its authorized return On equity (ROE) of
10.25% over this forecast period and has not assumed 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 3.7 times (x) and Debt to EBITDA to be in the 3.3x range, which is strong as compared
to Fitch's guideline ratic for a low risk, regulated, 'BBB' issuer, Fitch expects Oncor's Funds Flow
from Operations (FFO) metrics 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 upstream dividends since 2011 in order to maintain equity to capital ratio within the
40% cap, as mandated by the Public Utility Commission of Texas (FUCT), 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 iselate 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 some
kind appears probabie. Fitch rates TCEH's IDR at 'C' and considers a material restructuring of iis
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 bankruptey filings by EFH/EFIH and/or TCEH. These include upsizing the corporate
revolving facility and extending its maturity, climination of notes receivable from TCEH, limiting
Oncor's exposure to EFH's pension and other retiree benefits, and withholding dividend in order to

DKT 46238 STAFF RFI Sgt 1 QN 1-1 [ONCOR}VOL 15
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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 maturitics uniil 2015 and there is adequate
availability under the corporate revolver, which mitigates concerns regarding capital access should
EFH/EFIH file for banicuptey. Fitch forecasts intemal 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
3960 million and letter of credits ocutstanding of $6 million. The drawu 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 funds. Oncor can request the lenders to increase the borrowing capacity
of the revolver by 3100 million and to extend the maturity in two one-year increments. Under the
terms of the corporate revolver, the lenders' comumitments 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 ag adverse cutcomes in future rate cases could result in credit rating
downgrades,

-Change in Qwnership: 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 Bankruptey Filing by EFI/EFIH and/or TCEH: Negative rating actions by Fitch could
result depending upon Qucor'’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 bankruptey of EFH. Any decision to the contrary during potential
bankruptey proceedings conld lzad to ratings downgrade for Oncor.

¥Fich affirms the following ratings with a Stable Outlook:

~-Long-term IDR at ‘BBBY;
~Senior secured debt at BBBR+
--Short-term IDR and commercial paper at 'F3".

Contact:

Primary Analyst
Shalini Mahajan, CFA
Senior Director
+1-212-808-0351
Fitch Ratings, Inc,
One State Sireet Plaza
New York, NY 10004

Secondary Analyst
Philip Srayth, CFA
Senior Director
+1-212-508-0531

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

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

Additional information is available at 'www 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. 5, 2013).

Applicable Criteria and Related Research:

Corporate Rating Methodology - Effective from 8 Angust 2012 - 5 August 2013
http:/fwww.fitchratings.comvcreditdesk/reports/report _frame.cfm%rpt_id=684460
Recovery Ratings and Notching Criteria for Non-Financial Corporate Issuers
htp:/Awww fitchratings.com/creditdesk/reports/report_frame.cfim?rpt | 1d”693773
Short-Term Ratings Criteria for Non-Financial Corporates

hitpiffwrww, ﬁtchratxngs com/cred1tciesidreports/repcrt_ﬁame.cfm?rpt_1d-7 14415
Parent and Subsidiary Rating Linkage

http/fwww fitchratings.com/creditdesk/reports/report_frame.cfim?rpt_id=685552

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND
DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY
FOLLOWING THIS LINK:
HTTP://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN  ADDITION,
RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE
ON THE AGENCY'S PUBLIC' WEBSITE 'WWWFITCHRATINGS.COM'. PUBLISHED
RATINGS, CRITERIA AND METHODOLOGIES ARE AVAILABLE FROM THIS BITE AT
ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF
INTEREST, AFFILIATE FIREWALL, COMPLIANCE AND OTHER RELEVANT POLICIES
AND PROCEDURES ARE ALSO AVAILABLE FROM THE ‘CODE QOF CONDUCT' SECTION
OF THIS SITE. FITCH MAY HAVE PROVIDED 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 WEBSITE.
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Summary:

Oncor Electric Delivery Co. LLC

orate Cledit Rating

BEB+/Stable/NR

BUSINESS RISK EXCELLENT (=
Vulnershie Exucejlunt
FINANCIAL RISK AGGRESSIVE ) e ) ’
Highly leveraged Minimal
Rationale

: M- CONa Al AR
B UsniesqRISKE xoclionties Sty

SURASORI) 1:3{

L Kt

i

+ Low operating risk electric transmission and
distribution operations with no commaodity
exposure

Large service territory with generally attractive
demagraphics

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

Ongoing need to maintain separateness from
roaiority owner, Energy Future Holdings (EFH],
which remaing financially distressed

Standard & Poor’s | Research | May 14,2013

e 4 x

» 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 distribulions to owners continue to

support a capital structure with 60% debt to 40%

equity, as per the terms of last approved rate case

Strong Hquidity and proactive management of debt

maturities

]

© Liandam & Poors, Alle ght, vasenvedt. No repfint or dissomingtion wathous Stardard & Poor's pasmustivn, See Terms of Uso/D sclaimer o the last page.
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Swmmary: Oncor Electric Delivery Co. LLC
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The stable rating outiook 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

transmission projects by 2014, Our baseline foreeast is for FFO to total debt to be more than 15% and total debt to

total capital to remain at about 65%, including short-term debt and excluding from equity an amount that is
primarily equal to the goodwill resulting from the leveraged buyout of Cncor's majority owner, EFH,

Downside scenario

We would lower the ratings on Oncor by one notch if the cormpany were unable to recover invested capitalin a
. timely manner such that FFO to debt falls to less than 14%, debt leverage exceeds 66% and/or debt/EBITDA

exceeds 4.5%, 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

multiple-notch downgrade.

Upside scenario

Given Oncor's leval of debt leverage, we do not contemp]ate a higher rating, despite the company's excellent

husiness risk profile.

Standard & Poor's Base~-Case Scenario

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

program; and largely stable debt leverage.

2SS AT B O

» 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 prcgectmn period

Caplta! $pending 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 '

www.standardanipoars.com

st i o P

20124 '2013E 20148
FFQ/debt 16.6% 17%-18% 16%17%
Debt/EBITDA 398x 3Tx-38x 3.7x-3.9%
Debt/capital  84.7%  §5%-68% 65%-H6%

*Leverage and coverage ratios include operating lease,

pension and postretirernent, and accrued interest that
increase debt by $17.5 million, $932.1 million, and $35
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 the transition
bonds, which decline over time and rature in 2016.
A--Actual. E~Estimate.

& Srantdard & Foor's, A rgtis rasarvad. No raprnt o dissamingt on w thaet Standard & Poor's pommiss an, Soa Tarms of UsayDisclaimar o1 th last page,
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Sunumary: Oncor Electric 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 &
Paor's to view the company separately from its majority owner, EFH

These provisions include:

» The sale of 19.75% of Oncor to Texas Transmission lnvestment LLC, which is a third-party, unaffiiated 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 vato changes in Oncor's dividend policy, the recquiremient to consant to the
{nstitution of bankrupicy or insolvency proceeding against Oncor, approval over material iransactions betwesn
Oncor and its non-yring-fenced affiliates, approval over the annual budget if it is reduced by 10% or more from the
previous year, and the ability to prevent dividend distributions if it is in Oncor's best interests to retain such
amounts for future capital requirements.

« Legal ring-fencing provisions that include a nonconsclidation opinion, separateness undertaldngs {such as
arm's-length transactions between Oncor and EFH, and the inability of Oncor to extend financial support to or
receive fnancial support from EFH), and six independent directors wha are required by law to consider only the
interests of Oncor and its creditors when acting or voting on agy material action, two of whom are special
indepandent directors,

Stabie, Low-Risk Transmission And Distribution Operations With Credit-Supportive Regulation
Oncor's business rizk profile is “excellent” and reflects the company's low operating risk electric transmission and
distribution operations that have no commodity exposure and effective management of regulatory risk.

Although Oncor owns the transmission and distribution nefwork that delivers electricity to retail and commercial
users, its actual customers consist of more than 80 retail electricity providers (REPs) that operste within its service
territory. The largest of these REPs, Texas Compaiitive Energy Holdings Co. LLC (TCEH), an EFH 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 ramit timely payments for distribution services rendered, a default by an REP would cause delays in
payment and could pressure Oncor's liquidity. As of Dee. 31, 2012, Oncor's trade-accounts receivable fromn TCEH
wera $53 million, or about 2% of revenues for the perind. If an REP declares bankruptey, Oncor can recover bad debt
expense from custorners, but this rule applies only to nonaffiiated 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 senior unsecured claims against BFH or itg affiliates would be very
small due to the large amounts of senior secured debt,

Oncor expects to complete the compatitive renewable energy zones (CREZ) transmission projects 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 o retail transmission service through a separate rider, the ransmission cost of

Srandard & Poor’s | Researsh | May 14, 213
@ Loaedord & Poar's, M nghes assemvar N0 1ptint o dvisemingt 40 witnont Sndaes & Pear's parminaon. $02 Tonns of UssyDssclaunar o tha last gt
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Summary: Oncor Electric Delivery Co. LLC

I8
service,

Reflected in Oncor's business risk profile is our assessment of the company's managemesnt and governance as
"satisfactory”. 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 has
refinanced some of its outstanding debt obligations such that its next debt matiiity is not until early 2015.

s ¥

Financial Risk: Aggressive

High leverage combined with consistent cash flow -

Oneor's financial risk profile is “aggressive”, reflecting financial measures from our baseline forecast that are in the
middle of the category and support current raﬁngéi supported by steady economic activity in the company's service
territory and timely recovery of the modastly declining but still significant capital spending program.

. Qur base-case forecast suggests key credit measures will remain ad&quate for the aggressive financial risk profile

category with FFO to total debt at more 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 scurces of kquidity will exceed uses by 1.5x or more over the next 12 months and by more than {x over the
next 24 months and that the company will also meet our ather criteria for such a designation. We view strong liquidity
ag very important for Oncor because, desplte the ex1stmg separateness undertakings with majority owner EFH,

adverse developments at EFH may make it difficult for Oncor to access the capital markets when it needs to and unider
favorable terms.

Oneor has a $2.4 billion revolving credit facility expiring in Qctober 20186, which had about $1.6 billion available as of
Dec. 31, 2012, The credit facility is secured and is pari passu with Oncor's other secured debt obligations.

gEnincinanLianio
« Cash flow from operations of about §1.2 billion to « ¢ No debt maturities until 2015
$1.4 billion in 2013 and 2014, respectively + Capital spending of about $1.1 billion in 2013 and
s Ongoing credit facility availability of about $1.6 $1 billion in 2014
billion ' » Dividend paymenis thai do not exceed net income

» Cash on hand of about $45 million

www.standardandpoors.com 5
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Sumsnary: Oncor Eleciric Delivery Co. LLC

Recovery Analysis

We assign recovery ratings to first mortgage bonds (FMBs) issued by U.8. utilities, which can 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 wiility bond” {SUB) that qualify for a
recovery rating as defined in our criteria {see "Collateral Coverage and Issue Notching Rules for *1+4 and ‘1" Recovery
Ratings on 3enior Bonds Secured by Utility Real Property”, published Feb. 14, 2013}

The recovery methodclogy is supported by the ample historical record of 100% recovary for secured bondholders in
utility bankrupteies in the US, 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 future,

Under our SUB criteria, we calculate a ratio of our estimate of the value of the collateral pledged to bondholders
relative 10 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' catepory, and three notches in speculative-grade categoriss depending on the
calculated ratio.

Orncor's FMBs benefit from a first-priority lien on substantially all of the utility's real property owned or subsequently

acquired. Collateral coverage of more than 1.5x supports a recovery 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: Liguidity Descriptors For Global Corporate lssuers, Sept, 28, 2011

» 2008 Corporate Criteria: Analytical Methodology, April 15, 2008

» 2008 Corporate Ratings Criteria: Ratios And Adjustrents, April 15, 2008

» 2008 Corporate Criteria: Rating Each lesue, April 15, 2008

+ Methodology And Assumptions: Standard & Poor's Revises Key Ratios Used In Global Corporate Ratings Analysis,
Dec. 28, 2011

s 2008 Corporate Criteria: Commercial Paper, April 15, 2008

¢ Request For Comment: Collateral Coverage And Issue Notching Rules For *1+' And ‘U Recovery Ratings On Senior
Bonds Secured By Udlity Real Property, Sept. 28, 2012

» Key Credit Factors: Business Aud Financial Risks In The Tnvestor-Owned Utilities Industry, Nov. 26, 2008
+ Assessing U.S. Utility Regulatory Environments, Now, 7, 2007
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Swmmary: Oncor Electric Delivery Co. LLC
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Financial Risk
. N Mirdmal Mﬁdest Intermediate Significant Aggressive’ Highly

Business Risk Leveraged

Excellent ) AAA/AA+ AA A A- . BBB -

Strong AA A A- BBE B3 BB~ )

Satisfactory . A~ ‘ BEB+ BBB BB+ BB- B+

Fair - BBB- BB+ BB . BB- 3

Weak - - BB BB- Bs 8-

Vulnerabla - - - B+ 8 8- or below

Note: These rating outcomes are shown for guidance purposes only, The ratings indicated in sach cell of the matrix ars 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
outcoms Moreover, there will be exceptions that go beyond a one-notch divergence. For example, the muatrix does not address the lowsst rungs of
the cradit spectrum {1 &, the ‘CCC” category and lower). Other rating outcomes that are mors than one notch off the matrix may ceeur for
companies that have liquidity that we judge as “less than adequate” or "weak” under our criteria, or companies with “satisfactory” or belter businsss
visk profiles that have extreme debt burdens due to leversged buyouts or other reasons. For government-ralated endvies (GREs), ths indicated
rating would 2pply to the standaione credit profile, before giving any cradit for potential gevernment support.

www.standardandpesrs.com -
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FitchRatings

FITCH RATES ONCOR'S SENIOR SECURED NOTES
REOPENING 'BBB+'; OUTLOOK STABLE

Fitch Ratings-New York-10 May 2013: Fitch Ratings rates Oncor Electric Delivery Company
LLC's (Oncor) issuance of $100 million 4.55% senior secured notes due 2041 *BBB+. The Rating

Qutlook 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 ifs revolving cradit
facility and for general corporate purposes. Oncor has a 32.4 billion revolving credit facility due

QOct. 11, 2016. As of March 31, 2013, Oncor had 5577 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 ag demonstrated in the cutcomes of the last rate case, and effective ring-fencing
from a highly leveraged parent. Oncer's 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 fransmission investments with minimal
regulatory lag. Oncor plans on speading close to $5.1 billion in 2013-17 on capital expenditure,
which includes expenditre related to the Competitive Renewable Energy Zone (CREZ)
construction and voltage support projects,

Fitch sxpects 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 ranpe 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 ratic in 2013 to continue fo get a boost from bonus
depreciation benefits before moderating 1o 17%-18% in 2015-16.

Relative te 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 38.6% debt and 41.4% equity.

Fitch considers Oncor to be cifectively 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 furtber 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 Stafe 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: +1 212-908-0545, Email:
brian bertsch@fitchratings.com.

Additional information is available at 'www fitchratings.com'.

Applicable Criteria and Related Research:

--'Corporate Rating Methodology' (Aug. 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_frame.cfm?rpt_id=693750
Parent and Subsidiary Rating Linkage

htp:/lwww. fitchratings.com/creditdesk/reports/report_frame.cfm?rpt_1d=685552
Corporate Rating Methodology

hittp:/fwww fitchratings.com/creditdesk/reports/report_frame.cfm?rpt_id=684460

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND
DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY
FOLLOWING . THIS LINK:
HTTP:/FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS, 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, CRITERIA AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT
ALL TIMES. FITCHS CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF
INTEREST, AFFILIATE FIREWALL, 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 RELATED THIRD PARTIES. DETAILS OF THIS SERVICE
FOR RATINGS FOR WHICH THE LEAD ANALYST 1S 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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‘Mooby’s
INVESTORS SERVICE

Credit Opinion: Oncor Electric Delivery Compgny LLC

Global Credit Research » 27 Feb 2013
Diaflas, Texas, United Slates

Ratings

Catngory Moody's Rating
Qutlook Stable -
First Morigage Bonds Baa3
Senior Secured Baa3
Parent: Energy Future Holdings Corp. ) .
Cutlock ’ No QCuifook
Bkd Senjor Secured , Caa2.GD8
Bkd Senlor Unsecured Cag2iLGD6
Contacts

Analyst Phone
James Hempstead/New York City 212.553.4318
Williarm L. HessiNew York City 212.553.3837
Koy indicators

{1i0ncer Blactdc Delivery Company LLC
2012 201 2010 2009

(CFO PresWIC + Interest) / Interest Expense 4.2% 4.7 4.0% 3.8x
{CFO Pre-W/C) ! Debt 185% 24% 174% 169%
{CFO Pre-W/C - Dividends) / Debt . 184% 19.3% 142% 126%
Debt / Book Capltalization 42.7% 42.5% 429N  426%

[1] All ratios caloulated in accordance with the Global Regulated Electric Utllities Rating Methodology using Moody's
r standard adjustments. . ,

Note: For definitions of Moody's most common ratio terms please see the accompanying User's Guide,

Cpinlon
Rating Drivers
Low-risk business operations within a supportive regulatory jurlsdiction

Significant capital expenditures of appraximately $1.0 billion per year and upstrear dividends of roughly $225 -
$325 million pressures financing outlock

Highly levered parent, EFIM (B3 CFR), refies heavily on Oncor to meet its debt service obligations
Event risks assoclated with financially distressed affiiate, TCEH

Ring fence type provisions provide strong insulation from potential restructuring at EFCH-TCEH

Car;{orate Profile
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Cnoor Electric Delivery Company LLC (Oncor} is an electric transmission and distribution utifity serving the greater
Dallas / F, Worth reglons, Oncor's revenues are primarily regulated by the Public Uity Commission of Texas
{RUCT), a cradit positive given the supportive poliical and regulatory environment in Texas. Oncor is a majority-
pwned subsldiary of Oncor Electric Delivery Holdings Company LLC {not rated) which is a wholly-ownsd
subsidiary of Energy Future intermediate Holding Company (EFH: B3 Carporate Family Rating / negative) which is
a wholy-owned subsidiary of Energy Future Holdings Corp. {(EFH! no raling), Oncor's affillate, Texas Competitive
Electric Holdings Company (TCEH), is a financially distressed unregulated power campany with an untenable
capital structura, Approximately ons-third of Oncor's ravenues are associated with TCEH's retall slectric provider
business sotiviies.

SUMMARY RATING RATIONALE

Oneor's Baa3 senlor secured rating reflects the highly leveraged capital structure at EFI, Oncor's indirest parent;
EFs high reliance on Oneor's up-stream dividends to support EFIM's debt service; the high reliance an Oneor's
up-stream tax payments to support EFH's debt senvice, along with the inter-woven cash transfer relationship that
ramains batween EFH and EFIH. Oncor's stable rating outlook reflects the stability and pradictabilty of its
revenuss and cash flows; its supportive regulatory environment and Moody's expectation that Oncorwilinot be
materially affected by any contagion risks of a default and restruchiring at its EFCH-TCEH affifiate or EFH-EFIH
parents, given the existing ring-fencing type arrangements.

Oncors Baa3 rating lakes Inlo consideration tha strang lkelihood that its affiliates EFCH-TCEM will default and
restructure within the next 6 - 12 months; that Oncor will experience some modest contagion effects associated
with the restrugturing but that Oncor wili not ba pulied into any restructuring proceedings. Al else balng equal,
Maody's does not see Oncor's Baa3 senior secured rating faliing below Investment grade unless the ring-fence
provigions fail,

DETAILED RATING CONSIDERATIONS
Low-risk business operations within a supportive regulatory jurisdiction

Oncor I8 a rate-regulated electric ransmission and distribution (T&D) ulility serving the greater North Texas /
Dallas- Fort Worth region. All of Oncor's revenues are ragulated by the Public Utllity Commission of Texas (PUCT),
a credit positive because of the relatively transparent and supportive regulatory framework that tends (o provide
timely recovery for prudently incurred costs and invesiments, Today, we see litle evidence indicating that 2 more
contentious regulatory environment Is caming, although the uncertainty surrounding avent risk associated with
Oncor's financially distressed affiliate, TCEH, deserves monitoring.

As a stand-glone credit, Oncor is wall positionad within the Baa-rating category. Although Oncar's fundamentals
compare favorahly (o selectad T&D pears, such as CenterPoint Engrgy Houston Blectric (A3 senior secured /
stable), its rating Is constrained by EFIH's heavy and permanent reliance on Oncor for fiquidity support, Few other
utllity T&D utility subsidiaries face the same level of parent-level risks,

Stabie financiaf profile

Electric TAD utlities ars critical infrastructure assets that praduce stable and predictable revenues and cash flow.
We still incorporate a view that the Texas based T&D ufliities can endure lower credit metrics for a given rating
calegory. In our opinion, Texas T&D's have a slightly lower risk profile than the broader T&D peer group as they are
not exposad 1o any provider of last resort (POLR) risk or commadity risks.

Over the past 5 years, Oncor produced an average ratio of cash from operations hefore changes in working capitel
{CFO pre WIC) to debt of approximately 18%. This ratio includes both securitization cash flows and related debt,
as well as pension and operaing lesse adiusiments,

Cash flows, adjusted for changss In working capital, have incressed in recent years fo roughly $1.3 bilion,
Frospactively, we expect the ratio of Gnoar's CFO pre W/C to debt o decline to the low to mid-leert's range as the
cornpany continues with its capital expenditure programs.

Although Oncor is not obligated to meet EFiH's debt service obligations, Oncor is the only subsidiary of EFIH that
produces revenue and cash flow. When evaluating Oncor's projectad cash flows against the total consolidated
dabt of EF{M {and including the remaining debt that resides at EFH}, Oncor's 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 fight of the significant debt at parent

I addition to the roughly $7.1 billion of debt at Oncar, EFIH has about §7.5 biflion of debt, We view the debt at EFIH
as a form of parmanent leverage for Oncor, despite a strong suite of ring-fence type provisions, because of EFiH's
heawy reliance on the cash flow from Oncor to service its debl. We see Oncor's upstream dividend payment
increasing over the next few years; however we alsc see some risks with a steadily increasing dividend because
of the flexibility that GAAP reporting provides management with respect to eamings. For exampls, today's gamings
are bolstered by stimulus programs or other non-cash items, sugch as bonus depreciation, that we bellsve are
unsustainable over the long lerm horizon,

Separately, we observe that one of the main provisions of the ring fefhce type provisions at Oneor is 3 debt to
capitalization Imitation, This limitation tracks Oncor's authorized debt in its capital structure at a 60% maximum
threshold, But this regulatary defined 80% debt to capitalizalion ratio excludes short term debt which currently
amaounts to $735 mililon.

Permanant leverage at EFIH weighs on Oncor's financial flexibifity

We include approximately $8.1 billion of parent company debt at EFIH and EFH which fooks to Oncor for supportin
terms of collateral recovery, liquidity and debt service. This heavy rellance on Oncor is viewed to be permanent
because EFH is actively seeking to create credit separateness between EFH and EFCH-TCEH,

We think Oncor's ring fence type provisions help insulate Oncor fram the risk of being pulled into a restructuring
proceeding at EFCH-TCEH, but the ring fence does not insulate Oneor from the crecdit deterioration that arises
from its parents’ refiance on upstream dividend and tax payments; its parant’s untenable capital structure or any
modest contagion implications assaciated with an EFCH-TCEH default and restructuring. This heavy rellance on
Oncor puts tha company in a different risk category than its regulated T&D peers, and indirectly constrains
Oncot's othetwise robust financial flexibility,

Irnplied valuation of Oncor

We eslimate Oncor's total enterprse value, which includes roughly $7.1 billion in debt; to be approximately $15 >
bilion. Assuming a sustainable EBITDA of reughly $1.8 bilion, the ERITDA multiple of 8.3x appears 10 be In-ling

with most comparable transactions and peer valuations. if we sliminate roughly $7.1 billion of debt from the

enlarprise value, we get a total Oncor equity value of approximately $7.9 billon, which is 17 6% our estimated

sustalned net Incoma of $480 mifiion and is 2,3x our estimated book value of $3.5 biflion.

EFIH owns approximately 80% of Oncor through ancther intermediate subsidiary holding company, Oncar
Holdings. Which means EFiH's equity ownership in Oncor Is approximately 80% of 7.8 bilion, or $6.3 bilion.
While some of these multiples appear riél_n, the highest implied valuation we see Is associated with a discounted
cash flow (OCF) analysis. In summary, over the next 2 years, as Oncor winds down s CREZ spending, its
unievered free cash flows Increases and fts DCF valuation also rises.
Event risk at affiliate, TCEH .
Oncor's affiiate, TCEH, is a financially distressed company with an untenable capital structura, Despite the ring
fence around Onocor, wa cannot completely ignore the Inter-relationships that exist belween Oncor and its affiliate
because they were onice combined as part of a vertically integrated electric utility,

There are stil some financial relationships between Oncor and its affiliates. A sizeable concentration of Cncor's
reverue, roughly 30%, is associated with TXU Energy (Retail}, but that's down from 50% - 60% a few years ago.
Cverall, Oncor's confagion risks assoslated with TCEH have fallen dus to o series of separateness actions, such
as the actions associated with the psnsion and an intercompany note receivable from TCEH, Although some
impacts from a TCEH dsfault are sure to be felt at Oncor, wa do not think they will be material, and Oncor's Baad
senior securad raling incorporates these risk factors.,

Liquidity
Oncor's liquidity appesrs adequate at this time. Our liquidity assessmaent for the next four quarters spacifically
excludes any access by Oneor (o the capital markeis. For 2012, Oncor generated approximately $1.3 bitlion of

cash from operations, Incurred approximately $1.4 billion in capltal sxpenditures and made upstream dividend
payments to its parent of roughly $225 mifiion, resulting in roughly 30.3 billion of negative free cash flow.

in May 2012, Oncor increased its secured revolving credit facility by $400 million t0 a total of $2.4 bifion. The cradit
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faciity matures In Oclober 2018 and Oncor has the option of requesting up to two additional cng-year extensions
subject to certain conditions and lendar approval, At the end of 2012, there were $735 million of borrowings and $8
million of fetiers of credit sutstanding under the facility,

Tha oredit faciiity has a 65% debt to capitalization financial covenant, which we view a5 reasonably positive in the
sense that it provides the company with some modast cushion from where its debt to capitalization Is expected o
ba malintained as part of the proposed ring fencing and requlatory authorization {80%). But the bank covenant
calculation, which currently has 2 significant amount of headroom cushion, includes roughly $4 billlon of goodwill,
in sonirast, the regulatory caplitalization calculation includes neither goodwill nor short term borrowings under the
revolver. We do not view Oncor as having any other meaningiul acurces of alternate llquidity.

Prospectively, we expect Oncor to produce approximataly $1.3 billion in cash flow from operations In the next 12
rmonths and to spend roughly §1 bilfion In capital expenditures. We see Oncor's dividend rising from approximately
$225 miltion for 2012 to roughly $225 - 3328 miilion from 2013 through 2018, There are no material debt malurities
unid January 2018 when $560 million in senior notes mature.

Rating Cutinok

Onoor's rating oulook is stable. Wa view the Public Utillty Commission of Texas (PUCT) as supporiive to Oncor's
long term credit quality, and we view favorably Oncor's sulle of approved regulatory cost recovery mechanisms,
which provide §mely recovery of Oncor's prudently incurred costs and investments. The siable outiook takes into
consideration the high probability of a default and restructuring at affiiates EFCH-TCEH, and incorporates 3 view
that Oncor's ring fence type provisions will provide adaguate protection to keep Oncor from heing pulled into any
potential restrusturing proceeding.

What Ceuld Change the Rating - Up

Oncor's ratings could be upgraded with a materlal reduclion in EFiH's debt, or 3 material revision to its corporata
finance policies where the ratio of GFO lo debt were {o Increase Into the mid-20% range, a level we think helps
mitigate the higher risk profile carrled at s parents, EFH and EFIH,

What Could Change the Rating - Down

On a stand-alone basis, Oncor's ratings could be downgraded if Oncor's fnancial profile were to detariorats,
whers the ratio of CFO to debt were ta fall into the low to mid-teen's or if a contentious regulatory srvironment
develops which negatively impacts Oncor's timely recovery of costs and investmenis. Beyond those
considerations, Oncor's ratings are uniikely to be downgraded with a default and restructuring announcement at
affiliate EFCH-TCEH, unless it appears that the ring fence will fall. We continue to incorporate a view that a failure
of the Oneer ring fence Is a remote probability,

Rating Factors

Oncor Bectric Delivery Company 110

Regulated Blectin and Gas Ulllitles Industry [1}{2] FY Moody's
1213112012 1218
month
Forward
View* As
of
February
2013
Factor 1: Regulatory Framework (25% Measure iSrore MeasureiScore
a) Ragulatory Framework A A
Factor 2; Ability To Recover Costs And Earn Returns (25%9
a}) Ahility o Recover Costs And Earn Returns Baa Bag
Factor % Diversification (10%
a) Market Position (10%) Ra Ba
b} Generation and Fusl Diversity {0%) na na
Factor 4 Financial Strength, Uquidity And Key Pinanclal Metrles (4093
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a) Liquidity (10%) Baa Baa
b) CFO pre-WC + Interast/ Interest (3 Year Avg) {(7.5%) 43x | Baa 45%x- 1 A
- 5.0x
¢) CFO pre-WC / Debt {3 Year Avg) (7.5%) 19.1% | Baa 18%- | Baa
) 22%
d) CFO pre-WC - Dividends / Debt (3 Year Avg) (7.5%} 16.3% | Baa 15%~ | Baa
R 18%
&) Debl/Capitalization (3 Year Avg) (7.5%) 427% | A 40%- | A
. 45% .
Rating:
a) Indicated Rating from Grid Baat Baat
b} Actual Rating Assigned - Baad Baal

* THIS REPRESENTS MOODY'S FORWARD VIEW; NOT THE
VIEW OF THE ISSUER; AND UNLESS NOTED IN THE TEXT DOES
NOT INCORPORATE SIGNIFICANT ACQUISITIONS OR
DIVESTITURES

\
[1] All ratics are calculaled using Moody's Standard Adjustments. [2) As of 12/31/2012; Source: Moady's Financial
Metrics
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contained herein is oblained by MOODY'S from sources balleved by it {0 be accurale and rafiable. Bacause of the
possibility of human or mechanical error as well as othar factors, however, all information contalned herein is provided
“AS 18" without warranty of any Kind, MOODY'S adopls all necessary measures so that the information R uses In
assigning a credit rating Is of sufficient quality and from sources Moody's considers to ba reliable, including, when
appropriate, independent third-parly sources. However, MCODY'S is not an auditor 2nd cannot in every instance
indepandently verify or validate Information received in the rating process, Under no circumstances shall MOODY'S have
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own study and svaluation of each security # may consider purchasing, holding or sefling, NO WARRANTY, EXPRESS
OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABLITY OR FITNESS FOR ANY
PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OFINION OR INFORMATION IS GIVEN OR MADE &Y
MOOOY'S INANY FORMOR MANNER WHATSOEVER,
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stock rated by MIS have, prior to assignment of any raling, agreed to pay to MS for appraisal and rating services
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Summary:

Oncor Electric Delivery Co. LLC:

Credit
Rating: BBB+/5table/NR

Rationale

Standard & Poor's Ratings Services' ratings 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 stmcmral.fiegal, 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 18.75% of Oncor to Texas Transmission Investment LLC, which is a third-party, unaffitiated 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, requirement to consent to the
institution of bankruptcy or insalvency proceeding against Oncor, approval over material transactions betwaen
Oncer 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 Oncor's best jnterests to retain
such amounts for future capital requirements.

» Legal ring-fencing provisions. These include a nonconsolidation opinion and separateness undertakings (such as
arm's-length transactions between Oncor and EFH and the inability of Oncor to exterid 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. )

Dni:cr’s excellent business risk profile reflects the company's electric distribution and transmission business, which has
low operating risk and a lack of commeodity exposure and serves a large customer base of more than 3.2 million end
users with genera{lly attractive demographics. In addition, the excellent business risk profile takes into account the
company's efforts to reach regulatory outeomes that are generally supportive of credit quality. These strengths are-
offset by a large capital spending program to build new transmission projects and the ongoing requiremnent to maintain
the existing separateness undertakings with majonty 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, Oncor's base rates in¢reased by 3137 million and reflect a 10.25% return on equity {ROE) and a
capital structure of 68% debt and 40% equity.

Oncor's financial risk profile is aggressive, reflecting financial measures from our baseline forecast that are in the
middie of the category and support current ratings. Our baseline forecast of funds from operations {(FFO) to total debt
of more than 13% and debt leverage that remains at about 86%, reflect steady economic activity in the company's
service territary 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

i

Standacd & Poor's | Research | February 15,2613

G Standard & Peor's. All ights rgserved, No ragent ot dissami withwat Standard & Pooy 5 permission. See Tarme of Use/Ducisimar on the last paga.

DKT 46238 STAFF RFE Set 1 QN 1-1 JONCOR] VOL 35

0000599

s bt o s s



	Page 1
	Page 2
	Page 3
	Page 4
	Page 5
	Page 6
	Page 7
	Page 8
	Page 9
	Page 10
	Page 11
	Page 12
	Page 13
	Page 14
	Page 15
	Page 16
	Page 17
	Page 18
	Page 19
	Page 20
	Page 21
	Page 22
	Page 23
	Page 24
	Page 25
	Page 26
	Page 27
	Page 28
	Page 29
	Page 30
	Page 31
	Page 32
	Page 33
	Page 34
	Page 35
	Page 36
	Page 37
	Page 38
	Page 39
	Page 40
	Page 41
	Page 42
	Page 43
	Page 44
	Page 45
	Page 46
	Page 47
	Page 48
	Page 49
	Page 50
	Page 51
	Page 52
	Page 53
	Page 54
	Page 55
	Page 56
	Page 57
	Page 58
	Page 59
	Page 60
	Page 61
	Page 62
	Page 63
	Page 64
	Page 65
	Page 66
	Page 67
	Page 68
	Page 69
	Page 70
	Page 71
	Page 72
	Page 73
	Page 74
	Page 75
	Page 76
	Page 77
	Page 78
	Page 79
	Page 80
	Page 81
	Page 82
	Page 83
	Page 84
	Page 85
	Page 86
	Page 87
	Page 88
	Page 89
	Page 90
	Page 91
	Page 92
	Page 93
	Page 94
	Page 95
	Page 96
	Page 97
	Page 98
	Page 99
	Page 100

