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BY THE BOARD:

By this Decision and Order, the New Jersey Board of Public Utilities (“Board”) considers a
stipulation executed by Southern Company (“Southern Company”), AGL Resources Inc. ("‘AGL
Resources”), AMS Corp. and Pivotal Utility Holdings, Inc. (“Pivotal”) d/b/a Elizabethtown Gas
(“Elizabethtown”) (collectively, the “Joint Petitioners™), the New Jersey Division of Rate Counsel
("Rate Counsel”’), New Jersey Large Energy Users Coalition ("NJLEUC”) and Board Staff
(“Staff”) (collectively, “Parties”), which resolves the above-captioned matter.

BACKGROUND

On or about October 16, 2015, the Joint Petitioners filed a Joint Petition for approval by the
Board pursuant to N.J.S.A. 48:2-51.1 and N.J.A.C. 14:1-5.14(c), and related statutes and
regulations, for a change of control of Elizabethtown to be effectuated by the merger of AGL
Resources with AMS Corp., a wholly-owned subsidiary of Southern Company (the “Merger”).
Headquartered in Union County, NJ, Elizabethtown provides service to approximately 282,000
customers and owns approximately 3,200 miles of distribution pipeline and 22 miles of
transmission pipeline.



The Merger will result in Southern Company becoming the parent of Elizabethtown and ten
other regulated utilities serving over nine million customers in nine states, including New Jersey,
Alabama, Florida, Georgia, lllinois, Maryland, Mississippi, Tennessee, and Virginia. The Joint
Petition asserts that the Merger will support a strong credit profile, and continue to provide
Elizabethtown with the ability to invest in necessary capital and infrastructure to ensure the
provision of safe, adequate and proper service to its New Jersey customers at just and
reasonable rates. Joint Petitioners argued that Elizabethtown's customers, and the State of
New Jersey, will realize substantial tangible benefits from the Merger as a result of the Joint
Petitioners’ commitments to modify Elizabethtown’s current Asset Management Agreement with
Sequent Energy Management L.P. to provide an additional $6 million of credits to customers
and to more than double Elizabethtown's current level of community support to $500,000
annually. The Joint Petitioners also stated that they are making a number of significant
commitments to employees and the State of New Jersey.

THE PROPOSED TRANSACTION

Southern Company will acquire AGL Resources through a reverse triangular merger.
Specifically, AGL Resources will merge with AMS Corp., with AGL Resources remaining as the
surviving entity. AMS Corp. will cease to exist, and AGL Resources will become a direct, wholly-
owned subsidiary of Southern Company. Elizabethtown will remain an indirect, wholly-owned
subsidiary of AGL Resources, with Southern Company as its ultimate parent. The transaction's
enterprise value is approximately $12 billion. Under the terms of the Merger Agreement,
Southern Company has agreed to pay $66 for each share of common stock of AGL. Resources
issued and outstanding on the closing date of the Merger — approximately 120,000,000 shares —
for an aggregate purchase price of approximately $8 billion in cash. To finance this purchase,
Southern Company plans to issue approximately $3 billion in new Southern Company equity
between now and the end of 2019 and to issue approximately $5 billion in new debt at the
Southern Company level. Neither AGL Resources nor Elizabethtown will issue debt or equity in
conhnection with, or to fund, the Merger. Foliowing the closing of the Merger, AGL Resources will
no longer be a publicly traded company. In addition, Southern Company will assume the debt of
AGL Resources at closing.

PROCEDURAL HISTORY

By Order dated December 16, 2015 the Board retained this matter for hearing, and designated
Commissioner Dianne Solomon as the Presiding Officer with the authority to establish and
modify schedules, decide all motions, and otherwise control the conduct of this case, subject to
Board ratification. Additionally, the December 16, 2015 Order set January 29, 2016 as the
deadline for the filing of motions to intervene or participate in this matter.

By Order dated January 29, 2016, Presiding Commissioner Solomon executed a Prehearing
Order establishing the Prehearing Schedule in this matter.

Timely Motions to Intervene were made by NJLEUC on January 5, 2016 and PSE&G on.
January 27, 2016. NJLEUC also made a Motion for Admission Pro Hac Vice on behalf of
Paul Forshay. By correspondence dated February 8, 2016, the Joint Petitioners indicated
they would not oppose NJLEUC’s Motion to Intervene to the extent NJLEUC disclosed its
members who are customers of Elizabethtown. By correspondence dated February 17,
2016, NJLEUC identified three members that it stated were customers of Elizabethtown.
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By Order dated February 29, 2016, the Motions to Intervene of NJLEUC and PSE&G and
the Motion for Admission Pro Hac Vice were granted by Commissioner Solomon.

After proper public notice, two public hearings were held in Flemington, New Jersey on
February 22, 2016 at 4:30 P.M. and 5:30 P.M. and on February 24, 2016 in Union, New Jersey
at 4:30 P.M. and 5:30 P.M. Commissioner Solomon presided over both public hearings. One
member of the public appeared at the public hearing in Flemington. No members of the public
appeared at the hearing in Union. '

The Joint Petition was supported by the Direct Testimony of three withesses: Art P. Beattie
and Mark S. Lantrip of Southern Company and Henry (Hank) P. Linginfelter of AGL
Resources. On March 11, 2016, Rate Counsel submitted the Direct Testimony of six
witnesses: Maximilian Chang, David E. Dismukes, Matthew |. Kahal, Dante Mugrace, David E.
Peterson and John A. Rosenkranz. On April 8, 2016, the Joint Petitioners submitted the
Rebuttal Testimony of seven witnesses: Messrs. Beattie, Lantrip and Linginfelter and Timothy
S. Sherwood, Michael Morley, Robert B, Hevert and Joseph P. Kalt.

Extensive discovery was conducted and a number of settlement discussions were held. Joint
Petitioners, Board Staff, Rate Counsel, and NJLEUC (collectively, the “Signatory Parties”)
have come to an agreement executed on May 5, 2016 concerning all of the factual and legal
issues arising in this matter which is the subject of this Order. By letter dated May 5, 2016,
PSE&G informed the Board that it had no objection to the Stipulation.

STATUTORY STANDARD OF REVIEW AND POSITIVE BENEFITS TEST

During the discovery process and the development of the Stipulation of Settlement, Staff utilized
the principles embedded in the “positive benefits” standard of review articulated in other merger
cases (e.g., RWE/AWW IPO, SBC Communications, Inc., and AT&T Corporation, AT&T and
BellSouth Corporation, etc.). Per N.J.A.C. 14:1-5.14(c), positive benefits must result from the
transaction in order for the Board to approve a merger.

The Joint Petition was filed pursuant to N.J.S.A. 48:2-51.1 and N.J.A.C. 14:1-5.14 describes
various specific issues to be evaluated by the Board when considering a request to acquire or seek
to acquire control of a public utility, directly or indirectly. In particular, this statute requires the
Board to consider the effect of the proposed acquisition on: (1) competition; (2) the rates of
ratepayers affected by the acquisition of control; (3) the employees of the affected public utility; and
(4) the provision of safe and adequate utility service at just and reasonable rates. Specifically,
N.J.S.A 48:2-51.1 provides that:

No person shail acquire or seek to acquire control of a public utility
directly or indirectly through the medium of an affiliated or parent
corporation or organization, or through the purchase of shares, the
election of a board of directors, the acquisition of proxies to vote for
the election of directors, or through any other manner, without
requesting and receiving the written approval of the Board of Public
Utilities. Any agreement reached, or any other action taken, in
violation of this act shall be void. In considering a request for
approval of an acquisition of control, the Board shall evaluate the
impact of the acquisition on competition, on the rates of ratepayers
affected by the acquisition of control, on the employees of the
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affected public utility or utilities, and on the provision of safe and
adequate utility service at just and reasonable rates. The Board
shall accompany its decision on a request for approval of an
acquisition of control with a written report detailing the basis for its
decision, including findings of fact and conclusions of law.

Staff reviewed the specific impact areas identified in N.J.S.A. 48:2-51.1 to structure the analysis,
namely the impact of the merger on rates, employees, service quality and competition, as well as
positive benefits associated with the transaction.

THE STIPULATION

The Parties reviewed the Petition, responses to discovery and have conducted discussions in an
effort to reach a proposed settlement of all issues. The Parties have agreed to reasonably, fully and
finally resolve all factual and legal issues in this matter by way of the Stipulation.” The terms of the
stipulation are set forth below:

The Stipulated Record

For the sole purpose of providing the Board with a record supporting the Stipulation, the
Signatory Parties stipulated into the record the Direct and Rebuttal Testimony, but they did not
stipulate to the relevance or materiality of the testimonies, nor did they stipulate to the
assertions or arguments made therein. Thus, the stipulated record is as follows:

1. The Direct Testimony filed on behalf of Joint Petitioners, dated October 13, 2015, o@
Messrs. Beattie, Lantrip, and Linginfelter;

2. The Direct Testimony filed on behalf of Rate Counsel, dated March 11, 20186, of
Messrs. Chang, Dismukes, Kahal, Mugrace, Peterson and Rosenkranz; and

3. The Rebuttal Testimony filed on behaif of the Joint Petitioners, dated April 8, 2018, of
Messrs. Beattie, Lantrip, Linginfelter, Sherwood, Morley, Hevert and Kait.

Elizabethtown’s Rates

1. After consummation of the Merger, Southern Company will enable Elizabethtown to
provide direct rate credits to all its customers totaling $17.5 million. The Signatory
Parties recommend that the Board determine that these rate credits should be
distributed as direct per customer credits to all of Elizabethtown’s current customers
served under Service Classifications RDS, SGS, GDS, LVD, EGF, GIS, CS|, 1§, CS,
FTS and ITS within sixty (60) days of the closing of the Merger. The Signatory Parties
agree that the credits should be allocated among Elizabethtown’s customer classes
based on the base rate revenues reflected in the rates that resulted from
Elizabethtown’s most recent base rate proceeding, in BPU Docket No. GR09030195;

2. Elizabethtown wili file its next base rate case no later than September 1, 2016
(hereinafter “the 2016 Rate Case”) in accordance with the Board’s Order in Docket No.
GO12070693;

' Although described in this Order at some length, should there be any confiict between this summary and
the Stipulation, the terms of the Stipulation control, subject to the findings and conclusions in this Order.
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Elizabethtown will file a further base rate case (hereinafter “the 2020 Rate Case”} no
later than three years after the completion of the 2016 Rate Case;

4. Any net savings realized by Elizabethtown through the Merger integration process will
be flowed through to Elizabethtown’s customers through the normal base rate case
process;

5. In future rate proceedings, to ensure that Elizabethtown’s customers will only pay costs
to achieve to the extent that there are offsetting synergy savings, Elizabethtown will net
the total costs incurred to achieve synergy savings against the resulting total synergy
savings, and may recover those costs to achieve only up to the amount of the total
synergy savings generated. As part of its 2020 Rate Case filing, Elizabethtown will file
a comprehensive study identifying the Merger costs to achieve incurred by
Elizabethtown and any Merger savings realized by Elizabethtown as a result of the
Merger;

8. Elizabethtown will not seek recovery in rates of (a) any acquisition premium associated
with the Merger, (b) any costs associated with goodwill arising from the Merger, (c) any
severance and retention payments associated with executive change of control
agreements and any financing or transaction costs incurred in connection with the
Merger. For purposes of this Stipulation, transaction costs are defined as (a)
consultant, investment banker, legal and regulatory support fees (internal as well as
external), and printing and similar expenses, (b) change in control payments, (¢) costs
associated with the shareholder meetings and a proxy statement related to the Merger
approved by AGL Resources’ shareholders, (d) costs associated with the imposition of
conditions or approval of settlement terms in merger proceedings in other state
jurisdictions, and (e) any financing costs related to the rate credit to be provided to
Elizabethtown’'s customers under Section 3.A(i) of this Stipulation;

7. In its 2016 and 2020 Rate Cases, Elizabethtown will impute AGL Resources’ capital
structure (exclusive of goodwill associated with the Merger) for ratemaking purposes
and will provide Southern Company’s then-consolidated capital structure as well as the
stand-alone capital structure of AGL Resources (exclusive of goodwill). Staff, Rate
Counsel and all other parties to the rate case retain all rights to challenge the
reasonableness of the use of any capital structure submitted by Elizabethtown for
ratemaking purposes in any future proceedings and to propose alternatives to any
capital structure submitted by Elizabethtown;

8. Elizabethtown will not include any common equity or debt associated with goodwill
(including Merger-related goodwill on AGL Resources’ balance sheet) in
Elizabethtown'’s ratemaking capital structure;

9. Elizabethtown will not be permitted to recover in its Board-authorized rate of return on
equity a risk premium pettaining to the business and financial risks associated with
Southern Company'’s regulated or unregulated generation supply operations;

10. For a period of five (5) years following the establishment of a baseline level of costs in
the 2016 Rate Case as discussed more fully below, the amount of costs assessed to
Elizabethtown for services provided by an affiliate shall be no greater than it would
have been had the Merger not occurred, regardless of whether such services are
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provided directly or indirectly by Southern Company Services, inc. (“SCS”"), AGL
Services Company, Inc. (*AGSC" or any other Southern Company affiliate.
Elizabethtown will propose an annual level of allocated AGSC costs that will serve as a
baseline for the five-year commitment in Elizabethtown’s 2016 Rate Case;

11.In the 2016 Rate Case, Elizabethtown shall use the lower of the baseline level of
allocated AGSC costs or its actual normalized allocated affiliate costs for ratemaking
purposes. Notwithstanding this condition, the parties to the 2016 Rate Case retain all
of their rights to challenge Elizabethtown’s proposed baseline level of costs and the
level of service company costs to be reflected in Elizabethtown’s rates and to propose
alternatives to the baseline level of costs proposed by Elizabethtown; and

12. In any other rate proceeding commenced during the five-year commitment period
following the establishment of the baseline level of allocated AGSC costs in the 2016
Rate Case, Elizabethtown will have the burden to demonsirate that its service
company costs are no higher than they would have been in the absence of the Merger
for the services for which Elizabethtown may seek cost recovery in such future rate
proceedings. The baseline level of allocated AGSC costs established in the 2016 Rate
Case will not be treated as a hard cap on Elizabethtown's recoverable service
company costs but will be reviewed as evidence of whether Elizabethtown has met the
burden established in this Stipulation. The parties to such future rate proceedings shall
have full rights to challenge any service company costs allocated to Elizabethtown.

Employees

1. For the first five (5) years following the closing of the Merger, Southern Company,
SCS8, AGL Resources, AGSC and Elizabethtown, together, will maintain a minimum of
300 employees in New Jersey supporting Elizabethtown’s operations. This number
shall include management and compliance, field operations, corporate support,
regulatory support, call center and other customer service positions. Elizabethtown
will submit an annual report to Board Staff and Rate Counsel setting forth the number
of employees by position and function with a baseline report to be filed within sixty (60)
days of Merger closing and updates on the annual anniversary of that date;

© 2. ‘Any additional employees necessary due to the implementation of any future
infrastructure enhancement program will be in addition to the 300 employee minimum
and will not be used to offset any non-attrition/retirement related fluctuations in the
employment level required to be retained in New Jersey as set forth in this Stipulation;

3. Southern Company will honor all of AGL Resources and Elizabethtown's existing
collective bargaining agreements in effect at the time of the closing of the Merger,;

4. Southern Company will assume AGL Resources’ obligations or cause AGL Resources
to continue to meet its obligations to Elizabethtown's employees and retirees with
respect to pension benefits; and

5. AGL Resources and Elizabethtown shall continue to maintain core management
teams in place following the completion of the Merger for five (&) years that are fully
capable of managing Elizabethtown'’s field operations, compliance, corporate support,
regulatory support, call center and other customer service functions. Management
positions responsible for ensuring the safe and reliable operation of Elizabethtown will
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remain in New Jersey and New Jersey management shall maintain authority to make
decisions on how best to serve Elizabethtown’s operational needs while continuing to
report to AGL Resources’ Distribution Operations. Elizabethtown will provide an
annual repoit to the Board identifying all changes in core management personnel for
the first five (5) years following the Merger with a baseline report to be filed within 60
days of Merger closing with annual updates due on the anniversary of that date.

Service

1. Elizabethtown's operations centers, call centers, walk-in payment centers and
headquarters will be maintained for at least five (5) years following the Merger. Any
future relocation of walk-in payment centers, the call center or headquarters must be
approved in advance by the Board. Future relocations of operations centers within the
service territory will not require Board approval but will require sixty (60) days advance
notice to the Board Secretary. Relocation of operations centers outside the service
territory will require prior Board approval;

2. Southern Company will provide Elizabethtown with the resources necessary to invest
in capital and infrastructure projects to help ensure that Elizabethtown may continue to
provide safe, reliable and adequate utility service;

3. Elizabethtown will conduct a root cause analysis to determine the cause of longer leak
response times on nights and weekends and provide the results of that analysis to the
Board, Staff and Rate Counsel within ninety (90) days of the Merger, along with a
proposed plan to improve that metric;

4. Elizabethtown will conduct an analysis of the reasons for the level of customer
complaints to the Board per year and will, within six months of closing of the Merger,
develop and submit a proposed plan to improve its customer service processes where
appropriate. This plan will be submitted to the Board, Staff and Rate Counsel; and

5. Elizabethtown will maintain its current level of community support contributions of
$190,000 per year for a period of five (5) years following the closing of the Merger.
Community support projects could include charitable, workforce development and
economic development efforts.

Affiliate Relationships

1. Elizabethtown and its affiliates including, but not limited to, the Pivotal family, wili
comply with all New Jersey and federal statutes and regulations and Board orders
applicable to Elizabethtown regarding affiliate transactions;

2. For informational purposes, Elizabethtown shall submit to the Board, Staff and Rate
Counsel, copies of any service agreement between SCS and AGSC or the SCS Cost
Allocation Manual, along with examples of expected allocations, within thirty (30) days
after such agreement becomes applicable to any costs allocated to Elizabethtown.
Elizabethtown shall further submit to the Board, Staff and Rate Counsel notice of any
changes to any service agreement between SCS and AGSC or the SCS Cost
Allocation Manual, along with examples of expected allocations, within thirty (30) days
of any such modifications;
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3. For the remaining term of the current asset management agreement (“AMA”) hetween
Sequent Energy Management L.P. (*Sequent”} and Elizabethtown, which expires
March 31, 2019, AGL Resources will continue to conduct an annual internal audit that
examines whether Sequent is treating Elizabethtown in a non-discriminatory manner in
relation to all other Sequent asset management arrangements. For the remaining term
of the AMA and beginning with the audit conducted for the contract year beginning
April 1, 2016, one focus of the audit will be an examination of whether Sequent's
transactions with Southern Company affiliates under the AMA, if any, have been
appropriately priced in a manner consistent with the terms of the AMA. To the extent
that an individual counterparty may be identified in a direct transaction, AGL Resources
will provide a description of each affiliate transaction with a Southern Company affiliate
that takes place under the AMA. Each year, Elizabethtown will submit a copy of the
completed annual audit to Staff and Rate Counsel on a confidential basis;

4. Elizabethtown will submit a filing describing in detail and documenting its plans for
providing gas supply and capacity management services following the expiration of its
current AMA with Sequent no later than October 1, 2017. Staff, Rate Counsel and all
other parties retain all rights to take any position with respect to the proposal made by
Elizabethtown in such filing;

5. Iif during the term of the current Elizabethtown/Sequent AMA, Sequent enters into any
contracts to provide asset management services to any Southern Company affiliate
that provides electric generation service, AGL Resources will provide to Staff and Rate
Counsel, on a confidential basis, quarterly reports of Sequent's asset management
activities on behalf of any Southern Company affiliate similar to the quarterly reports
provided by Elizabethtown concerning its AMA with Sequent;

6. In the event that Southern Company or any of its affiliates purchases or constructs a
natural gas-fired generation plant within the PJM regional transmission organization
after the closing of the Merger, Southern Company will provide the Board, Staff and
Rate Counsel with a quarterly report containing transportation and delivery information
for each such plant. Elizabethtown will not charge distribution rates, or offer terms and
conditions of service, to a Southern Company-affiliated generating plant constructed
within PJM that are not made available on a non-discriminatory basis to similarly
situated non-affiliated generators that are customers of Elizabethtown.

Ring Fencing and Financial Protections

1. Following the closing of the Merger, AGL Resources will have a separate board of
outside directors for a minimum of five (5) years, and Elizabethtown will maintain its
corporate name and form. Elizabethtown will continue to be a division of Pivotal and
Elizabethtown and Pivotal will continue to provide separately audited financial
statements to the Board;

2. AGL Resources and Elizabethtown will not issue debt or equity in connection with the
Merger;

3. AGL Resources will be a first tier subsidiary of Southern Company. Further, AGL

Resources will continue to serve as the capital supply source for long-term and short-
term debt and equity for Elizabethtown post-merger; ’
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4. Inthe event that any of the three major credit rating agencies downgrade the corporate
or issuer credit ratings or the senior unsecured debt rating for the long-term public debt
securities issued by Southern Company, AGL Resources, AGL Capital Corporation or
Pivotal, Elizabethtown will provide the Board, Staff and Rate Counsel with a copy of the
ratings letter and related explanatory note within fifteen (15) days of receipt of notice of
such downgrade;

5. Within one year of the closing of the Merger, Southern Company, AGL Resources and
Elizabethtown will conduct an analysis of their operational and financial risks to
determine the adequacy of their ring fencing measures. This analysis will be
conducted in the same manner required by the Maryland Public Service Commission in
its order approving the Merger. See Attachment A. This analysis will be submitted to
the Board, Staff and Rate Counsel along with recommendations for correcting any
deficiencies identified in the analysis;

6. If AGL Resources’ senior unsecured debt rating falls below investment grade (below
BBB- by Standard and Poor's or Fitch or Baa3 by Moody’s), then AGL Resources shall
cease paying dividends to Southern Company until such time as an investment grade

" rating is restored; and

7. Southern Company and AGLR will make available to the Board any public disclosures
of material information that they are required to make pursuant to the SEC's FD
Regulation.

DISCUSSION AND FINDINGS

The Board, having reviewed the Petition, the Stipulation and the entire record, FINDS that the
proposed acquisition by Southern Company of AGL Resources, PHI and Elizabethtown Gas
Company satisfies N.J.S.A. 48:2-51.1 and N.J.A.C. 14:1-5.14(c). and provides a net benefit to
Elizabethtown customers and to New Jersey.

A. Competition: The change in control will not adversely impact competition in New Jersey
because Elizabethtown will continue to operate in its current franchise territory under the
same market condition which currently exists subject to the continuing jurisdiction of the
Board. The Antitrust Division of the U.S. Department of Justice has completed its review
of the transaction and closed its investigation without imposing conditions requiring
mitigation. |n addition, AGL Resources will continue te conduct an internal audit that
examines whether Sequent is treating Elizabethtown in a non-discriminatory manner in
relation to other Sequent asset management agreements.

B. Customer Rates: The Transaction will have a positive impact on rates as customers will
receive $17.5 million in direct rate credits, will be shielded from any pass-through of
acquisition premiums, transactions costs or goodwill, and will receive protections in
future rate case so that costs to achieve savings may not exceed allocated merger
savings in rates. The Stipulation also provides protections with regard to the calculation
of Service Company charges so that costs to Elizabethtown customers in 2016 and 2020
post-merger rate cases will not exceed Service Company charges had the merger not
occurred.

C. Employees: Southern Company, SCS, AGL Resources, AGSC and Elizabethtown
together have committed to maintaining a minimum of 300 employees (the approximate
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number of current employees) in New Jersey for five years following merger closing and
Elizabethtown will submit reports to the Board annually detailing the number of
employees by position and function. Employees in support of any future infrastructure
enhancement programs will be in addition fo the 300 employee commitment and
Elizabethtown will maintain core management teams now in place for five years post-
merger. Southern Company will honor all collective bargaining agreements, continue to
meet obligations to employees and retirees and maintain a management team in New
Jersey. '

D. Provision of Safe and Adequate Service: Elizabethtown will continue to provide safe,
adequate and reliable, high-quality service and fulfill all of its obligations under New
Jersey law, subject to the continued jurisdiction of the Board. Additionally, management
positions responsible for ensuring the safe and reliable operation of Elizabethtown will
remain in New Jersey and will maintain authority to make appropriate operational
decisions. Elizabethtown’s operations, call and walk-in payment centers and
headquarters will be maintained for at least five years post-merger. Specifically,
Elizabethtown's core management teams will stay in place for at least five years, which
are fully capable of managing Elizabethtown’s field operations, compliance, regulatory
support and other customer service obligations. Southern Company will provide
Elizabethtown with the resources necessary to invest in capital and infrastructure
projects and Elizabethtown will take actions to remedy certain long leak-response times
in parts of its territory as well as taking action to reduce the level of customer complaints.

With regard to positive net benefit, the $17.5 million dollar direct rate credit and the employment
commitments that extend five years constitute a net positive benefit for Elizabethtown
ratepayers and New Jersey. Ratepayers will receive $17.5 million in synergy savings via a credit
to bills which is a real financial benefit to ratepayers which wouid not occur absent the merger.
Southern Company agreed to maintain employment at levels specified in the stipulation and
committed to maintain core management to assure continued maintenance of safe, adequate
and proper service. Southern Company agreed that Staff would become an “interested party”
for SEC disclosure purposes which assure that Staff would be informed concurrently with the
SEC, investment professionals, etc. about material events so that appropriate and timely action
can be taken. Further, the stipulation contains various ring-fencing and other measures
including restrictions on dividend payments to assure the continuing financial integrity of the
utility.

The Board HEREBY APPROVES the proposed acquisition of AGL Resources and
Elizabethtown by Southern Company. Having considered the magnitude of the transaction, the
Board HEREBY FINDS that the proposed acquisition is in the public interest subject to the
following conditions:

1. This Order is based upoh the specific and particular facts of this transaction and shall
not have precedential value in future transactions that may come before the Board and
shall not be relied on as such.

2. This Order shall not affect or in any way limit the exercise of the authority of the Board,
or of the State, in any future petition, or in any proceeding with respect to rates,
franchises, service, financing, accounting, capitalization, depreciation or in any matters
affecting Elizabethtown.
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3. Within thirty (30) days of the date of the closing of this transaction, the Joint Petitioners
shall file with the Board proof of the closing, net transaction costs, and final journal
entries along with a detailed calculation, including selling expenses of the sale.

4, Consummation of the proposed Merger must take place no later than December 31,
2016 unless otherwise extended by the Board.

The Board HEREBY RATIFIES the decisions of Commissioner Solomon rendered during the
proceedings for the reasons stated in her Orders.

The Order shall be effective on June 29, 2016.

DATED: é ’Lq 'b BOARD OF PUBLIC UTILITIES

BY:
RICHARD S. MRO
7 - | PRESIDENT

/ % %/// M fora Kolole

L%o/&l? . FIORDALISO I\Gﬁf\RY /ANNA HOLDEN
OMMISSIONER ISSIONER
DIANNE OLOMON UPENDRA J. CHIVUKULA
COMMISSIONER COMMISSIONER
ATTEST: - A
KIM ASBURY
SECRETARY
| KEREBY CERTIFY that the within

dmawment is a true copy of th - - v ginal
.“ﬁmdthe Board of P bl URilisi

(R A
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wysawe  RECEIVED

VIA ELECTRONIC MAIL AND FEDERAL EXPRESS

AY 06 2016
Honorable Irene Kim Asbury M
Secretary

. eqes ARD OF PUBLIC UTILITIES
New Jersey Board of Public Utilities 80 MAIL ROOM
44 South Clinton Avenue, 3rd floor, Suite 314
P.O. Box 350

Trenton, New Jersey 08625-0350

Re: In The Matter Of The Merger Of The Southern Company And
AGL Resources, Inc.
BPU Docket No. GM15101196

Dear Secretary Asbury:

Enclosed for filing in the above proceeding are an original and ten copies of a Stipulation
of Settlement executed by representatives of The Southern Company, AGL Resources Inc.,
Pivotal Utility Holdings, Inc. d/b/a Elizabethtown Gas, the Staff of the New Jersey Board of Public
Utilities, the New Jersey Division of Rate Counsel and the New Jersey Large Energy Users
Coalition (together, the “Signatory Parties”). It is our understanding that the Stipulation is not
opposed by any party to this proceeding. The Stipulation resolves all issues in this proceeding.

The Signatory Parties respectfully request that the Board consider and approve the
Stipulation at its regularly scheduled public agenda meeting on Wednesday, June 29, 2016.

Please contact the undersigned if you have questions or require further information.
Thank you.

Respectfully submitted,

1 Ttk M T A

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

'_/ Inc. d/b/a Elizabethtown Gas
cc: Service List
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IN THE MATTER OF THE MERGER OF :  BPU Docket No. GM15101196
THE SOUTHERN COMPANY AND AGL
RESOURCES INC. :  STIPULATION OF SETTLEMENT

e

APPEARANCES:

Stephen B. Genzer, Esq., Colleen A. Foley, Esq. and Courtney L. Schultz, Esq., Saul
Ewing LLP, on behalf of The Southern Company

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

Kenneth T. Maloney, Esq. and Deborah M. Franco, Esq., Cullen and Dykman LLP, on
behalf of AGL Resources Inc. and Pivotal Utility Holdings, Inc. d/b/a Elizabethtown
Gas

Alex Moreau, Deputy Attorney General and Pairicia Krogman, Deputy Attorney
General (Robert Lougy, Acting Attorney General of New Jersey), on behalf of the Staff
of the Board of Public Utilities

Stefanie A. Brand, Esq., Director, Brian Lipman, Esq., Litigation Manager, Felicia
Thomas-Friel, Managing Attorney — Gas, Sarah H. Steindel, Esq., Assistant Deputy
Rate Counsel, Henry M. Ogden, Esq., Assistant Deputy Rate Counsel, Kurt
Lewandowski, Esq., Assistant Deputy Rate Counsel, Christine Juarez, Esq., Assistant
Deputy Rate Counsel and Maura Caroselli, Esq., Assistant Deputy Rate Counsel, on
behalf of the Division of Rate Counsel

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

Joseph F. Accardo, Jr., Esq., Martin Rothfelder, Esq. and Samuel Wolfe, Esq. on
behalf of Intervenor, Public Service Electric and Gas Company

TO THE HONORABLE BOARD OF PUBLIC UTILITIES:
The parties to this proceeding are as follows: The Southern Company (“Southern
Company”), AGL Resources Inc. (“AGL Resources™), AMS Corp. (“Merger Sub”), and Pivotal

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



Petitioners™); the Division of Rate Counsel (“Rate Counsel™); the Staff of the New Jersey Board
of Public Utilities (“Board Staff” or “Staff”); and Intervenors, New Jersey Large Energy Users
Coalition (“NJLEUC”) and Public Service Electric and Gas Company (“PSE&G”). The New
Jersey Board of Public Utilities shall be referred to in this Stipulation of Settlement (the
“Stipulation”) as the “Board” or “BPU.”

PROCEDURAL HISTORY

On October 16, 2015, the Joint Petitioners initiated this proceeding with the filing of a
Verified Joint Petition to obtain the approval of the Board pursuant to N.J.S.4. 48:2-51.1 and
related statutes and regulations for a change of control of Elizabethtown to be effectuated by
the merger of AGL Resources with Merger Sub, a wholly owned subsidiary of Southern
Company (the “Merger™).

By Order dated December 16, 2015, the Board retained this matter for hearing,
designated Commissioner Dianne Solomon to act as presiding officer, and required that
motions to intervene or participate be filed by January 29, 2016. On January 29, 2016,
Commissioner Sclomon issued a Pre-Hearing Order setting a procedural schedule for this
matter.

Timely Motions to Intervene were made by NJLEUC on January 5, 2016 and
PSE&G on January 27, 2016. NJLEUC also made a Motion for Admission Pro Hac Vice
on behalf of Paul Forshay. By comrespondence dated February 8, 2016, the Joint
Petitioners indicated they would not oppose NJLEUC’s Motion to Intervene to the extent
NJLEUC disclosed its members who are customers of Elizabethtown. By correspondence
dated February 17, 2016, NJLEUC identified three members that it stated were customers

of Elizabethtown. On February 29, 2016, the Motions to Intervene of NJLEUC and



PSE&G and the Motion for Admission Pro Hac Vice were granted by Commissioner
Solomon.

After proper public notice, two public hearings were held in Flemington, New Jersey on
February 22, 2016 at 4:30 P.M. and 5:30 P.M. and on February 24, 2016 in Union, New Jersey
at 4:30 P.M. and 5:30 PM. Commissioner Solomon presided over both public hearings. One
member of the public appeared at the public hearing in Flemington. No members of the public
appeared at the hearing in Union.

The Joint Petition was supported by the Direct Testimony of three witnesses: Art P.
Beattie and Mark S. Lantrip of Southern Company and Henry (Hank) P. Linginfelter of AGL
Resources. On March 11, 2016, Rate Counsel submitted the Direct Testimony of six witnesses:
Maximilian Chang, David E. Dismukes, Matthew L. Kahal, Dante Mugrace, David E. Peterson
and John A. Rosenkranz. On April 8, 2016, the Joint Petitioners submitted the Rebuttal
Testimony of seven witnesses: Messrs. Beattie, Lantrip and Linginfelter and Timothy S.
Sherwood, Michael Morley, Robert B. Hevert and Joseph P. Kalt. The Direct and Rebuttal
Testimony is included in the administrative record of this proceeding. For the sole purpose of
providing the Board with a record supporting the Stipulation, the Signatory Parties stipulate
into the record the Direct and Rebuttal Testimony, but they do not stipulate to the relevance or
materiality of the testimonies, nor do they stipulate to the assertions or arguments made therein.
Thus, the stipulated record is as follows:

e The Direct Testimony filed on behalf of Joint Petitioners, dated October 13,
2015, of: Messrs. Beattie, Lantrip, and Linginfelter;
o The Direct Testimony filed on behalf of Rate Counsel, dated March 11, 2016, of

Messrs. Chang, Dismukes, Kahal, Mugrace, Peterson and Rosenkranz; and



¢ The Rebuttal Testimony filed on behalf of the Joint Petitioners, dated April 8,
2016, of Messrs. Beattie, Lantrip, Linginfelter, Sherwood, Morley, Hevert and
Kalt.
Extensive discovery was conducted and a number of settlement discussions were held.
Joint Petitioners, Board Staff, Rate Counsel, and NJLEUC {(collectively, the “Signatory
Parties”) have come to an agreement on all of the factual and legal issues arising in this matter.

Stipulated Matters

Based upon the foregoing, the Signatory Parties hereto agree and stipulate asfollows:

1. The statutory and regulatory criteria for approval of petitions involving acquisitions of
control and transfer of controlling stock ownership of a New Jersey public utility as set forth in
N.J.S.A. 48:2-51.1 and N.JA.C. 14:1-5.14(c) and any related statutes and regulations have been
satisfied. More particularly, the agreement and conditions set forth herein support findings and
conclusions by the Board that (i) the Merger will not have an adverse impact on competition,
on the rates of affected ratepayers, on the employees of Elizabethtown or on the provision of
safe and adequate service at just and reasonable rates; and (ii) that consummation of the
Merger, consistent with the conditions set forth in this Stipulation, is in the public interest, and
will result in positive benefits to customers and the State of NewJersey.

2. The Joint Petitioners should be authorized to take those actions necessary for the
Merger to be lawfully consummated in accordance with the terms of the August 23, 2015
Agreement and Plan of Merger (“Merger Agreement”) entered into by and among Southern
Company, Merger Sub and AGL Resources which was attached to the Joint Petition as Exhibit
B. Specifically, as reflected in the Merger Agreement, AGL Resources will merge with Merger

Sub, with AGL Resources remaining as the surviving entity. Merger Sub will cease to exist



and AGL Resources will become a direct, wholly owned subsidiary of Southern Company.
Pivotal Utility Holdings, Inc., including its division Elizabethtown, will remain an indirect,
wholly owned subsidiary of AGL Resources, with Southern Company as its ultimate parent.

3. The approvals granted in accordance with this Stipulation shall be subject to the
following conditions:

A. Elizabethtown’s Rates

(1) After consummation of the Merger, Southern Company will enable
Elizabethtown to provide direct rate credits to all its customers totaling $17.5 million. The
Signatory Parties recommend that the Board determine that these rate credits should be
distributed as direct per customer credits to all of Elizabethtown’s current customers served
under Service Classifications RDS, SGS, GDS, LVD, EGF, GIS, CSI, 1S, CS, FTS and ITS
within sixty (60) days of the closing of the Merger. The Signatory Parties agree that the credits
should be allocated among Elizabethtown’s customer classes based on the base rate revenues
reflected in the rates that resulted from Elizabethtown’s most recent base rate proceeding, in
BPU Docket No. GR09030195;

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

(i)  Elizabethtown will file a further base rate case (hereinafier “the 2020
Rate Case”) no later than three years after the completion of the 2016 Rate Case;

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

base rate case process;



(v)  In future rate proceedings, to ensure that Elizabethtown’s customers will
only pay costs to achieve to the extent that there are offsetting synergy savings, Elizabethtown
will net the total costs incurred to achieve synergy savings against the resulting total synergy
savings, and may recover those costs to achieve only up to the amount of the total synergy
savings gemerated. As part of its 2020 Rate Case filing, Elizabethtown will file a
comprehensive study identifying the Merger costs to achieve incurred by Elizabethtown and
any Merger savings realized by Elizabethtown as a result of the Merger;

(vi)  Elizabethtown will not seek recovery in rates of (a) any acquisition
premium associated with the Merger, (b) any costs associated with goodwill arising from the
Merger, (c) any severance and retention payments associated with executive change of control
agreements and any financing or transaction costs incurred in connection with the Merger. For
purposes of this Stipulation, transaction costs are defined as (a) consultant, investment banker,
legal and regulatory support fees (intemal as well as external), and printing and similar
expenses, (b) change in control payments, and (c¢) costs associated with the shareholder
meetings and a proxy statement related to the Merger approved by AGL Resources’
shareholders, (d) costs associated with the imposition of conditions or approval of settlement
terms in merger proceedings in other state jurisdictions, and (e) any financing costs related to
the rate credit to be provided to Elizabethtown’s customers under Section 3.A(i) of this
Stipulation;

(vi) In its 2016 and 2020 Rate Cases, Elizabethtown will impute AGL
Resources’ capital structure (exclusive of goodwill associated with the Merger) for ratemaking
purposes and will provide Southern Company’s then-consolidated capital structure as well as the

stand-alone capital structure of AGL Resources (exclusive of goodwill). Staff, Rate Counsel and



all other parties to the rate case retain all rights to challenge the reasonableness of the use of any
capital structure submitted by Elizabethtown for ratemaking purposes in any future proceedings
and to propose alternatives to any capital structure submitted by Elizabethtown.

(viii)) Elizabethtown will not include any common equity or debt associated
with goodwill (including Merger-related goodwill on AGL Resources’ balance sheet) in
Elizabethtown’s ratemaking capital structure;

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

(x)  For a period of five (5) years following the establishment of a baseline
level of costs in the 2016 Rate Case as discussed more fully below, the amount of costs
assessed to Elizabethtown for services provided by an affiliate shall be no greater than it would
have been had the Merger not occurred, regardless of whether such services are provided
directly or indirectly by Southern Company Services, Inc. (“SCS”), AGL Services Company,
Inc. (“AGSC”) or any other Southern Company affiliate. Elizabethtown will propose an annual
level of allocated AGSC costs that will serve as a baseline for the five-year commitment in
Elizabethtown’s 2016 Rate Case;

In the 2016 Rate Case, Elizabethtown shall use the lower of the baseline level of
allocated AGSC costs or its actual normalized allocated affiliate costs for ratemaking purposes.
Notwithstanding this condition, the parties to the 2016 Rate Case retain all of their rights to
challenge Elizabethtown’s proposed baseline level of costs and the level of service company
costs to be reflected in Elizabethtown’s rates and to propose alternatives to the baseline level of

costs proposed by Elizabethtown; and



In any other rate proceeding commenced during the five-year commitment
period following the establishment of the baseline level of allocated AGSC costs in the 2016
Rate Case, Elizabethtown will have the burden to demonstrate that its service company costs
are no higher than they would have been in the absence of the Merger for the services for which
Elizabethtown may seek cost recovery in such future rate proceedings. The baseline level of
allocated AGSC costs established in the 2016 Rate Case will not be treated as a hard cap on
Elizabethtown’s recoverable service company costs but will be reviewed as evidence of
whether Elizabethtown has met the burden established in this Stipulation. The parties to such
future rate proceedings shall have full rights to challenge any service company costs allocated
to Elizabethtown.

B. Emplovees

(i) For the first five (5) years following the closing of the Merger, Southern
Company, SCS, AGL Resources, AGSC and Elizabethtown, together, will maintain a minimum
of 300 employees in New Jersey supporting Elizabethtown’s operations. This number shall
include management and compliance, field operations, corporate support, regulatory support,
call center and other customer service positions. Elizabethtown will submit an annual report to
Board Staff and Rate Counsel setting forth the number of employees by position and function
with a baseline report to be filed within 60 days of Merger closing and updates on the annual
anniversary of that date;

(i)  Any additional employees necessary due to the implementation of any
future infrastructure enhancement program will be in addition to the 300 employee minimum
and will not be used to offset any non-attrition/retirement related fluctuations in the

employment level required to be retained in New Jersey as set forth in this Stipulation;



(iii) Southern Company will honor all of AGL Resources and
Elizabethtown’s existing collective bargaining agreements in effect at the time of the closing of
the Merger;

(iv)  Southern Company will assume AGL Resources’ obligations or cause
AGL Resources to continue to meet its obligations to Elizabethtown’s employees and retirees
with respect to pension benefits; and

(v)  AGL Resources and Elizabethtown shall continue to maintain core
management teams in place following the completion of the Merger for five (5) years that are
fully capable of managing Elizabethtown’s field operations, compliance, corporate support,
regulatory support, call center and other customer service functions. Management positions
responsible for ensuring the safe and reliable operation of Elizabethtown will remain in New
Jersey and New Jersey management shall maintain authority to make decisions on how best to
serve Elizabethtown’s operational needs while continuing to report to AGL Resources’
Distribution Operations. Elizabethtown will provide an annual report to the Board identifying
all changes in core management pel;sonnel for the first five (5) years following the Merger with
a baseline report to be filed within 60 days of Merger closing with annual updates due on the
anniversary of that date.

C.  Service

(i) Elizabethtown’s operations centers, call centers, walk-in payment centers
and headquarters will be maintained for at least five (5) years following the Merger. Any
future relocation of walk-in payment centers, the call center or headquarters must be approved
in advance by the Board. Future relocations of operations centers within the service territory

will not require Board approval but will require sixty (60) days advance notice to the BPU



Board Secretary. Relocation of operations centers outside the service territory will require prior
Board approval;

(i)  Southem Company will provide Elizabethtown with the resources
necessary to invest in capital and infrastructure projects to help ensure that Elizabethtown may
continue to provide safe, reliable and adequate utility service;

(iii))  Elizabethtown will conduct a root cause analysis to determine the cause
of longer leak response times on nights and weekends and provide the results of that analysis to
the Board, Staff and Rate Counsel within ninety (90) days of the Merger, along with a proposed
plan to improve that metric;

(iv)  Elizabethtown will conduct an analysis of the reasons for the level of
customer complaints to the Board per year and will, within six months of closing of the Merger,
develop and submit a proposed plan to improve its customer service processes where
appropriate. This plan will be submitted to the Board, Staff and Rate Counsel; and

(v)  Elizabethtown will maintain its current level of community support
contributions of $190,000 per year for a period of five (5) years following the closing of the
Merger. Community support projects could include charitable, workforce development and
economic development efforts.

D. Affiliate Relationships

(i) Elizabethtown and its affiliates including, but not limited to, the Pivotal
Utility Holdings, Inc. (“Pivotal”) family, will comply with all New Jersey and federal statutes
and regulations and Board orders applicable to Elizabethtown regarding affiliate transactions;

(1)  For informational purposes, Elizabethtown shall submit to the Board,

Staff and Rate Counsel, copies of any service agreement between SCS and AGSC or the SCS
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Cost Allocation Manual, along with examples of expected allocations, within thirty (30) days
after such agreement becomes applicable to any costs allocated to Elizabethtown.
Elizabethtown shall further submit to the Board, Staff and Rate Counsel notice of any changes
to any service agreement between SCS and AGSC or the SCS Cost Allocation Manual, along
with examples of expected allocations, within thirty (30) days of any such modifications:

(iti)  For the remaining term of the current asset management agreement
(“AMA”) between Sequent Energy Management L.P. (“Sequent™) and Elizabethtown, which
expires March 31, 2019, AGL Resources will continue to conduct an annual internal audit that
examines whether Sequent is treating Elizabethtown in a non-discriminatory manner in relation
to all other Sequent asset management arrangements. For the remaining term of the AMA. and
beginning with the audit conducted for the contract year beginning April 1, 2016, one focus of
the audit will be an examination of whether Sequent’s transactions with Southern Company
affiliates under the AMA, if any, have been appropriately priced in a manner consistent with
the terms of the AMA.. To the extent that an individual counterparty may be identified in a
direct transaction, AGL Resources will provide a description of each affiliate transaction with a
Southern Company affiliate that takes place under the AMA. Each year, Elizabethtown will
submit a copy of the completed annual audit to Staff and Rate Counsel on a confidential basis;

(iv)  Elizabethtown will submit a filing describing in detail and documenting
its plans for providing gas supply and capacity management services following the expiration
of its current AMA with Sequent no later than October 1, 2017. Staff, Rate Counsel and all
other parties retain all rights to take any position with respect to the proposal made by

Elizabethtown in such filing;
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(v)  If during the term of the current Elizabethtown/Sequent AMA, Sequent
enters into any contracts to provide asset management services to any Southern Company
affiliate that provides electric generation service, AGL Resources will provide to Staff and Rate
Counsel, on a confidential basis, quarterly reports of Sequent’s asset management activities on
behalf of any Southem Company affiliate similar to the quarterly reports provided by
Elizabethtown concerning its AMA. with Sequent;

(vi)  In the event that Southern Company or any of its affiliates purchases or
constructs a natural gas-fired generation plant within the PJM regional transmission
organization after the closing of the Merger, Southern Company will provide the Board, Staff
and Rate Counsel with a quarterly report containing transportation and delivery information for
each such plant. Elizabethtown will not charge distribution rates, or offer terms and conditions
of service, to a Southern Company-affiliated generating plant constructed within PJM that are
not made available on a non-discriminatory basis to similarly situated non-affiliated generators
that are customers of Elizabethtown.

E. Ring Fencing and Financial Protections

(i) Following the closing of the Merger, AGL Resources will have a
separate board of outside directors for a minimum of five (5) years, and Elizabethtown will
maintain its corporate name and form. Elizabethtown will continue to be a division of Pivotal
Utility Holdings, Inc. and Elizabethtown and Pivotal will continue to provide separately audited
financial statements to the Board;

(i)  AGL Resources and Elizabethtown will not issue debt or equity in

connection with the Merger;

12



(1) AGL Resources will be a first tier subsidiary of Southern Company.
Further AGL Resources will continue to serve as the capital supply source for long-term and
short-term debt and equity for Elizabethtown post-merger ;

{iv)  In the event that any of the three major credit rating agencies downgrade
the corporate or issuer credit ratings or the senior unsecured debt rating for the long-term public
debt securities issued by Southern Company, AGL Resources, AGL Capital Corporation or
Pivotal, Elizabethtown will provide the Board, Staff and Rate Counsel with a copy of the
ratings letter and related explanatory note within fifteen (15) days of receipt of notice of such
downgrade;

(v)  Within one year of the closing of the Merger, Southern Company, AGL
Resources and Elizabethtown will conduct an analysis of their operational and financial risks to
determine the adequacy of their ring fencing measures. This analysis will be conducted in the
same manner required by the Maryland Public Service Commission in its order approving the
Merger. See Attachment A. This analysis will be submitted to the Board, Staff and Rate
Counsel along with recommendations for correcting any deficiencies identified in the analysis;

(vi)  If AGL Resources’ senior unsecured debt rating falls below investment
grade (below BBB- by Standard and Poor’s or Fitch or Baa3 by Moody’s) then AGL Resources
shall cease paying dividends to Southern Company until such time as an investment grade
rating is restored; and -

(vii) Southern Company and AGLR will make available to the Board any
public disclosures of material information that they are required to make pursuant to the SEC’s

FD Regulation.

13



4. Each Signatory Party shall use its best efforts to ensure that this Stipulation shall be
submitted to the Board for approval as soon as possible after it is filed.
5. This Stipulation represents the entirety of the agreement among the Signatory Parties.
This Stipulation includes proposals and conditions above and beyond the terms contained in the
Joint Petition. Notwithstanding statements made in the Joint Petition, testimony, discovery
materials or any information provided by the Joint Petitioners, only those commitments stated
in this Stipulation shall apply.
6. The Signatory Parties shall support approval of the Merger upon the terms set forth in
this Stipulation in any proceedings before the Board regarding approval of the Merger. The
Signatory Parties shall defend this Stipulation in the event of opposition to approval of the
Merger from non-signatory parties before the Board.
7. Notwithstanding anything to the contrary set forth herein, upon the occurrence of any of
the following events this Stipulation shall terminate, and shall be deemed null and void and of
no force or effect;

(a)  If the Board fails to adopt a Final Order approving the Merger and this
Stipulation or issues a decision disapproving this Stipulation; or

(b)  If for any reason the Merger is not consummated; or

(¢}  If the Board issues a written order approving this Stipulation subject to
any condition or modification of the terms set forth herein which a Signatory Party, in its
discretion, finds unacceptable. Such Signatory Party shall serve notice of unacceptability on
the Signatory Parties within three (3) business days following receipt of such Board order.

Absent such notification, the Signatory Parties shall be deemed to have waived their respective
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rights to object to the acceptability of such conditions or modifications contained in the Board
order, which shall thereupon become binding on all Signatory Parties; or

(d) If, pursuant to the operation of the terms of Section 7(c) of this
Stipulation, Southern Company declines to accept any modification of, or addition to, terms
and conditions ordered by the Board.
8. This Stipulation shall become effective and be binding on the Signatory Parties after the
issuance of a Board Order approving this Stipulation or upon such date as the Board may
specify. This Stipulation contains terms and conditions above and beyond the terms contained
in the Joint Petition, each of which is interdependent with the others and essential in its own
right to the signing of this Stipulation. Each term is vital to the agreement as a whole, because
the Signatory Parties expressly and jointly state that they would not have signed the Stipulation
had any term been modified in any way. None of the Signatory Parties shall be prohibited from
or prejudiced in arguing a different policy or position before the Board in any other proceeding,
as such agreements pertain only to this matter and to no other matter.
9, This Stipulation sets forth a compromise of divergent positions and shall not be
regarded as precedent in any future case. Except as expressly provided herein no Signatory
Party shall be deemed to have approved, agreed to, or consented to any principle or
methodology underlying or supposed to underlie any agreement provided herein.
10.  This Stipulation may be executed in as many counterparts as there are Signatory Parties
of this Stipulation, each of which shall be deemed an original, but all of which shall constitute

one and the same instrument.
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Attachment A

STATE OF MARYLAND
PUBLIC SERVICE COMMISSION

IN THE MATTER OF THE MERGER * BEFORE THE
OF THE SCUTHERN COMPANY AND PUBLIC SERVICE COMMISSION
AGL RESCURCES INC. * OF MARYLAND

CASE NO, 9404

March 31, 2016

PROPOSED ORDER OF PUBLIC UTILITY LAW JUDGE

Appearances:
Carville B. Collins, Esquire; Mary Patricia Keefe, Esquire;
and Erica L. McGill, Esquire, on behalf of AGL
Resources 1Inc. and Pivotal Utility Holdings, Inc. d/b/a
Elkton Gas.

J. Joseph Curran, III, Esquire, and Christopher H.
Demko, Esquire, on behalf of The Southern Company.

Ronald Herzfeld, Esquire, on behalf of the Maryland Office
cof People's Counsel.

Aannette B. Garofalo, Esquire, and Peter &A. Woolseon,

Esquire, on behalf of the Technical Staff of the Maryland
Public Serwvice Commission.

Executive Summary

On November 4, 2015, pursuant § 6-105 of the Public
Utilities Article, Annotated Code of Maryland, The Southern Company
("Southern Company”"}, AGL Resources Inc. ("AGL Resources"), and
Pivotal Utility Holdings, Inc. d/b/a Elkton Gas ("Elkton Gas")
{collectively, "Joint Applicants") filed an application

("Application") to request authorization from the Maryland Public
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Service Commission ("Commigsion") for Southern Company to acquire
the power to exercise substantial influence over the policies and
actions of Elkton Gas ("Acquisition") upon the consummation of a
merger between Southern Company and AGL Resources ("Merger'}.
'AGL: Resources 1is the parent company of Pivotal Utility
Holdings, Inc. ("Pivotal®"), and Elkton Gas 1is a division of
Pivotal. Upon the closing of the Merger, AGL Rescurces will become
a subsidiary of Southern Company, and Southern Company will become
the ultimate parent company of Elkton Gas.

The Maryland Office of People's Counsel ("OPC") and
Technical Staff ("Staff"} of the Commisslon are parties to the
proceeding. Pursuant to the procedural schedule established in the
proceeding, OPC and Staff each filled direct testimony. After the
submission of this testimony, the Joint Applicants, OPC and Staff
were able to negotlate a unanimous settlement agreement i1n the
matter. On Februvary 24, 2016, a Joint Petition for Adoption of
Stipulation and Settlement Agreement ("Joint Petition") was
submitted in the matter. Each party also submitted testimony in
support cf the Joint Petition. ©On March 1, 2016, an evidentiary
hearing was held to admit all the pre-filed testimony, exhibits and
attachment submitted in the matter, the Joint Petitlon, the
Stipulation and Settlement Agreement {"Settlement Agreement") and
to hear testimony in support of the Settlement Agreement,

Ag discussed below, T conclude that the terms and
conditions of the Settlement Agreement are reasonable and are in

the public interest, and thus will grant the Joint Petition and
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approve the Settlement Agreement. Subject to the terms and condi-
tions set forth in the Settlement Agreement, as discussed herein, I
find that the acqguisition by Southern Company of the power to
exercise substantial influence over Elkton Gas as the result of the
merger between Southern Company and AGL Resources is consistent
with the public interest, convenience and necessity, including
benefits and no harm to consumers, and that the factors enumerated
in Public Utilities Article, § 6-105{g) have been satisfied.
Accordingly, subject to the conditions set forth in the Settlement
Agreement, which are incorporated by reference into this Proposgsed
order, I hereby grant the Application and authorize the acquisition
by Southern Company of the power to exercise substantial influence
over the policies and actions of Elkton Gas upon the consummation

of the Merger.

Procedural History

On November 4, 2015, the Joint Applicants filed the
Application,® which 1ncluded a number of exhibits, including the
testimony of Art P, Beattie, Executive Vice President and Chief
Financial oOfficer of Scuthern Company,? and Henry ("Hank") P.
Linginfelter, Executive Vice President, Distribution Operations of

AGL.?

! Joint Appl. Exhibit ("Ex.") 4.
? Joint Appl. Ex. 5 ("Beatty Direct"}.
! Joint. Appl. Ex. 6 ("Linginfelter Direct").
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On November 5, 2015, the Commission delegated the matter
to the Public Utility Law Judge Division, and, pursuant to
§ 6-105(g) (6) of the Public Utilities Article, extended the 180-day
period by which the Commission had to issue a final Order in the
matter for an additional 45 days, or until June 15, 2016.

on January 2%, 2016, OPC filed the direct testimony of
Karl R. Pawvlovic, Managing Director of and a Senior Consultant with
PCMG and associates LLC,* and Staff submitted the testimony of:
Juan Carlos Alvaradec, Director of the Telecommunications, Gas, and
Water Division of the Commission,’ Patricla M. Stinnette, Director
of Accounting Investigations Division of the Commission,® and
John J. Clementson, 11, Assistant Chief Engineer of the
Commission's Engineering Division.?

on February 10, 2016, a hearing for public comment was
held in Elkton, Maryland. One Elkton Gas customer appeared and
expresged his concern that he might expérience a significant rate
increase if the Merger were approved. No written public comments
were received in the matter.

on February 195, 2016, the Joint Applicants filed an

Errata to the BApplication and supporting documents.®

i oPC Ex. 1A (Public Version) and 1C {Confidential Version) ("Pavlovic
Directm) .

* staff Ex. 1 ("Alvarado Direct").

¢ staff Ex. 2 ("Stinnette Direct").
T gtaff Ex. 3 {("Clementson Direct").
* Jeoint Appl. Ex. 7.
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On February 24, 2016, the Joint Applicants filed a Joint
Petition for Adoption of Stipulation and Settlement Agreement,?
Stipulation and Settlement Agreement,® and Panel Testimony of Noel
W. Black and Mary Patricia Keefe.* BAlso, on February 24, 2016,
OPC submitted the Supplemental Direct Testimony of Karl R.
Pavliovic* and Staff submitted Settlement Testimony of Juan Carlos
Alvarado, Patricia M. Stinnette and John J. Clementson, II.*

On March 1, 2016, a hearing was held to admit the pre-
filed testimony, exhibits and attachment and the Joint Petition
into the record. The witnesses for the Joint Applicants and the
witnesgses for Staff, who filed testimony in support of the
Settlement BAgreement, appeared at the hearing to respond to

questions of the Chief Public Utility Law Judge.**

Summary of Application and Testimony of Joint Applicants

Elkton Gas provides natural gas service to an approxi-
mate 64 square mile area in Cecil <County, Maryland, and serves
approximately 6,500 residential, commercial and industrial

customers in this service territory*® through some 102 miles of

 Joint Appl. Ex. 9.

¥ Joint aAppl. Ex. 8.

i Joint Appl. Ex. 10 ("Panel Testimony -~ Black and Keefe").
* oPC Ex. 2 {("Pavlovic Suppl.").

B gtaff Ex. 4 ("Staff Settlement Testimony").

* pr, ravlovic was excused from attendance at the hearlng as the Chief
Law Judge had no guestions for him,

% according to Joint applicant wiltness Keefe, 550 of the 6,500 customers
are commercial customers, two are large industrial customers, and the
remalnder of the customers are residential customers. Transcript at 16,
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gservice main.?*® Elkton Gas has seven full-time individuals and one
part-time individual employed in Elkton, Maryland, where Elkton Gas
has its headquarters.? Its Maryland workforce utllity operations
are supplemented/supported by AGL Resources' accounting, financial,
legal, engineering, and rates and tariffing personnel through a
service agreement with AGL Services Company.

Southern Company, AMS Corp.," and AGL Resources entered
into an Agreement and Plan of Merger dated August 13, 2015 ("Merger
Agreement®) .* Under the terms of the Merger Agreement, Southern
Company will purchase the common stock of AGL at a prlce $66 per
share (or an aggregate purchase price of approximately
$8 billiom) .* Upon consummation of the Merger, AMS Corp. will
merge into AGL Resources and AGL Resources then will become a
wholly owned first tier corporate subsidiary of Southern Company.*
After the Merger, AGL Resources will no longer be a publicly traded
company . To fund the Merger, Southern Company will i1sasue

approximately $1.4 billion in new Southern Company equity between

% ringinfelter Direct at 5.
" pinginfelter Direct at 5.

¥  finginfelter Direct at 5, 14; Pavlovlc Direct, Data Responses
Referenced in the Direct Testimony of Karl R. Pavlovic, Joint Applicants’
Response to Staff Data Request No. 2-23.

¥ gouthern Company explained that AMS Corp. was formed solely for the
purpose of acquiring AGL Resocurces in the Merger and will cease to exist
as a separate entity upon completion of the Mergerx.

3 application, Exhibit 2.

2 7d.; Beattle Dlrect at t2.

# npplication at 4; Beattle Dlrect at 12,
2 npplication at 4.
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now and the end of 2016.* The remaining financing needs for the
Merger and other Southern Company needs will be provided from an
additional approximate $8 billion debt issuance that will occur
prior to the closing.®®

Southern Company is an Atlanta-based public utility
holding company currently providing electric utility service
through four state-regulated operating companies in Alabama,
 Florida, Georgia, and Misgissippi.® For the vyear ended
' December 31, 2014, approximately 94% of Southern Company's
operating revenues were related to retall regulated wutility
operations.¥ Its state-regulated utilities serve more than
4.5 million customers throughout 120,000 square miles of regulated
gervice territory.?® Southern Company is one of only two utilities
listed in PFortune's annual "World's Most Admired Electric and Gas
Utility" rankings for each cof the last five years.®*® Currently,
Southern Company's operating subsidiaries have thelr own boards of
outside directors and executive management teams responsible for
each subsidiary's operations, including making key decisions, such
as long-term resource planning.?® Southern Company will apply its

same organizational approach to AGL Resources and Elkton Gas.®

% papplication at 4, 13; Beattie Direct at 12 (as corrected by the

Erratal .
% application at 4; Beattle Direct at 12 (as corrected by the Errata).
3 Beattie Direct at &.
7 Beattie Direct at 5.
% Beattie Direct at 5.
* peattie Direct at 5.
Beattie Direct at 11.

* 1d,

an
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Mr. Beatty characterized Southern Company as having a "strong
financial position" which will benefit AGL Resources and Elkton Gas
and thereby will inure to the benefit of customers.®

AGL Resources, the parent company of Elkton Gas, also
has its headguarters in Atlanta.®® 1Its principal business is the
distribution of mnatural gas through regulated public utility
operating companies in seven states: Maryland, Georgia, Tennessee,
New Jersey (Elizabethtown Gas, which is also a division of
Pivotal),* Florida (Florida City Gas, which is also a division of
Pivotal),*® Illineois, and Virginia.®® AGL Resources serves
approximately 4.5 million customers through over 80 miles of
pipeline and 14 natural gas storage facilities through its
regulated natural gas distribution utility subsidiaries.¥
AGL Resources acquired Elkton Gas in 2004.%

The Joint BApplicants stated that they will comply with
federal law in executing the Merger, and have filed or will file
all filings and notificationsg required by the Hart-Scott-Rodino Act
and have filed a preliminary Proxy Statement with the Securities
Exchange Commission on September 11, 2015, pursuant to

Section 14(a) of the Securities Exchange  Act of 1534 .,%

2 peattie Direct at 18.
3 ppplication at 6.

3% application, Exhibit 3, AGL Resources - Corporate Organization Chart
at 1,

® 14,

% application at 6.

7 1d.

® 1inginfelter Direct at 6.

35
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Additionally, they note that the Merger regquires approval by the
: California Public Utilities Commission, Georgia Public Service
Commisgsion, Illinois Commerce Commission, the New Jersey Board of
Public Utilities, and the Virginia State Corporation Commission,
which approvals are being scught contemporaneously with that of the
Commission's.*® Further, the Joint &Applicants assert that neither
the Joint Applicants nor key persconnel associated with the Joint
hpplicants have violated any state or federal statute regulating
the activities of public service companies.*

According to Mr. Beattie, the Merger is "not synergies-
driven and will not result in any significant reduction in jobs at
AGL's opération companies. " He indicated that Elkton Gas would
continue to operate similar or the same as it does today as an
indirect subgidiary of RGL. He stressed that AGL would continue to
use 1its more than 150 vyears of gas distribution operaticns
experience for the benefit of Elkton Gas as it currently does.
Further, he indicated that, should any synergy savings and effi-
ciencies occur through the Merger integration process, Elkton Gas'!
portion of the net savings and efficiencies would be flowed through
to Elkton Gas' customer through "the normal ratemaking process."®

Mr. Beattie presented an overview of Southern Company
and ite operational philosophies. He discussed how each of the

factors set forth in § 6-105(g) was satisfied to demonstrate that

* application at 13, fn 5.
Application at 14.

12 Beattle Direct at 21.
Beattle Direct at 21.
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the acquisition was in the public interest, convenience and
necesslty and resulted in benefits and no harm to the customer and
nc harm to the consumer. He also explained that the commitments
that the Joint Applicants were making as conditions to the approval
of the acquisition enhanced the benrefits of the Merger and ensured
the lack of harm to Elkton Gas' custcomers, to further show that the
approval of the Acquisition is in the public interest, convenience
and necessity.

Mr. Linginfelter, in his testimony, described the
gervice territory and current operations of Elkton Gas, outlined
the current and historical performance of Elkton Gas in provision
of safe, reliable and affordable service to its customers,
presented information to assist the Commission to evaluate the
Merger under the criteria of Public Utilities Article § 6-105, and
explained the positive benefits of the Merger and the lack of any
adverse impact to Elkton Gas' rates, to Elkton Gas' provision of
safe, adequate and affordable utility service, and to Elkton Gas'
existing Maryland employees,.

To further support theilr assertions that the Acguisition
is in the public interest, convenience, and necessity with benefit
and no harm to the customers, the Joint BApplicants committed to
certain actions or forbearance of action ("Application

Commitments") . Specifically, the Jolnt Applicants committed:
P

4 ppplication, Exhibit 1,

10
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To amend Elkton Gas' current  Asset
Management Agreement ("AMA") with Sequent
Energy Management L.P. to provide an
increase in the amount paid to Elkton Gas
of $50,000, and flow the amount through to
customers, with the increased payment to
be made as a one-time payment, and the
entire amount of the increase flowed
through to customers without regard to
existing revenue sharing provisions of the
AMA .

To accelerate the rate of the assessment
of BElkton Gas' entire network of Aldyl-A
pipe. The Joint Applicants explained that
of the 102 miles of pipe in Elkton Gas'
distribution system, 73 miles is plastic
pipe with 48.7 miles of the plastic pipe
comprised of material known as Aldyl-A.

To not seek a change in rates as a result
of the Merger; and, in a future base rate
case, that Elkton Gas will not seek
recovery in its rates of (i) any acquisi-
tion premium associated with the Merger;
(1i) the cost associated with goodwill
arising from the Merger; or (iii}) any
transaction costs incurred in connection
with the Merger.

That AGL and Elkton Gas will not issue
debt or equity in connection with or to
fund the Merger,

For a period of two years from the closing
date of the Merger, that Elkton Gas would
not be assessed costs for services
provided by an affiliate any greater than
it would have been if the Merger had not
occurred, regardless of whether the ser-
vice 1s provided directly or indirectly by
Southern Company Services, Inc., AGL
Regources Service Company, or any other
Southern Company affillate.

Blthough no immediate mnet savings to
Elkton Gas have been identified as a
result of the Merger, to the extent any
net savings and efficlencies are reallzed
through the Merger integration process,
such net savings and efficiencies will be

11
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flowed through to Elkton Gas customers in
the normal ratemaking process.

« For at least the first three vears
following the closing of the Merger, to
maintain current employment levels within
the Maryland workforce supporting Elkton
Gas' operations.

s To maintain Elkton Gae' headgquarters in
Elkton, Maryland and that Elkton Gas will
retain ite corporate mname and form and
will continue to be a division of Pivotal.

¢ That AGL Resources will continue to have a
separate board of outside directors for a
minimum of five years following the close
of the Merger.

s To increase the supplier diversity
performance of Elkton Gas by increasing
ite Diverse Spend Ratio ("DSR"), as that
term is defined in the May 29, 2009 Elkton
Gas Supplier Diversity Memorandum of
Understanding, by a factor of 4 during the
period 2015 through 2017, as measured
against Elkton Gas' 2014 DSR.

e Southern Company committed to sustain
Elkton Gas' current level of community
investment for a period of at least
five years following the closing of the
Merger and will continue to target charit-
able, workforce development, and economic
development efforts in the Elkton Gas
service area benefitting Elkton (Gas
customers.

OPC's Initial Positiom

OPC witness Pavlovic explained that his testimony was
not intended to address "every potential harm and public interest
issue that could be raised under Section 6-105, rather only those

lgsues that, based on the information provided to date, appear to

12
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be the most significant toc Elkton's customers."!* He expressed his
concerns that {(a) the potential of significant operation and cost
synergies that will reduce Elkton Gas' costs, but would only be of
beneflt to the Elkton Gas customers if the tariff rates were
revised to reflect these reduced costs;*® (b) the lack of showing
by the Joint Applicants that the increase in the amount paid to
Elkton Gas pursuant to the AMA of 550,000 is eilther approprlate or
will result in Jjust and reasonable rates;* (c) Elkton Gas may
attempt to recover from the Elkton Gas customers the costs
associated with the supplier diversity commitment, the community
investment commitment, and the Merger tramnsaction, including
transition costs;* and (d) Elkton Gas needed to accelerate the
remedy of any system knowledge deficiencies in addition tec the
accelerated assessment surveys of the Aldyl-A pipe.*?

To address his concerns, he recommended that the
Commission include as conditions to any approval of the acquisition

the following conditions:

e Require Elkton Gas to file a base rate
case with a 2018 test year;¥

e Require the Joint Applicants demonstrate
that the 550,000 one~time payment repre-
sents an appropriate and reasonable
allocation of merger benefits to Elkton

5 pavliovic Direct at 4

¢ pavlovic Direct at 9

7 pavlovic Direct at 11.

‘8 pavlovic Direct at 11-12.

% pavlovic Direct at 13.

¥ pavlovic Direct at 5, 14.
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Gas' customers or require a payment based
on an appropriate and reasonable alloca-
tion of the merger's benefits to Elkton's
customers ;™

e Require a commitment by the Joint
applicants that Elkton Gas would not seek
recovery from Elkton Gas' customers of the

costs associated with (a) supplier
diversity, (b} community investment, and
(c} the merger transaction, including

transition costs,® and

¢ Requlre the Joint Applicants to accelerate
the remedy of any Elkton Gas system
knowledge deficiencies in addition to the
accelerated assessment surveys of the
Aldyl-A pipe.®®

Staff's Initial Position

staff witness Alvarado's testimony addressed certain of
the factors to be considered by the Commission pursuant to Public
Utilities Article, § 6-105. He noted that the direct customer pay-
ment flowing from the Joint Applicant’s cne-time payment of $50,000
to the Elkton Gas' customers would result in a payment "well short
of customer credits approved by the Commission in past mergers."*
He explained that Staff therefore recommended a highexr one-time
payment of $52.15 per customer to reflect the ongoing nature of the

increased payment to Elkton Gas under the AMA,.®

Pavlovic Direct at 5
Pavlovic Direct at 5
* paylovic Direct at 5, 13-14.
5 Alvarado Direct at o

9

5% nlvarado Direct at

14



Attachment A

STATE OF MARYLAND
PUBLIC SERVICE COMMISSION

Mr. Alvarado stated that Elkton's capital structure will
| not be impacted by the Merger because no debt or equity will ke
issued to finance the Merger by AGL or Elkton.* He described the
current Elkton Gas capital structure as consisting of 49.59% equity
and 50.41% debt, which he cbserved is consistent with the capital
structure of most regulated utilities in Maryland.® He indicated,
however, that both AGL Rescurces and Southern Company hold riskier,
more leverage financial positions often associated with publicly
traded corporations.®™ To avoid any temptation by AGL Rescurces or
Scuthern Company te shift some of the risk they face to Elkton Gas,
Staff recommended that the Commission direct Elkton Gas maintain a
rolling 12-month average annual equity ratio of at least 48%.%
Mr. Alvarado gaid that the condition would ensure that Elkton Gas
did not become overly leveraged and assume too much rigk,®

Staff also recommended that Elkton Gas file a base rate
case with the Commission no later than four years after the close
of the merger in order to review Elkton Gas' financial position and
other issues identified in Staff's testimony in the matter,® such
as any change in employment levels upon expiration of the three-
vear commitment made by the Joint Applicants. Mr. Rlvarado also

indicated that by requiring Elkton Gas to file a base rate case

5% plvarado Direct at 11.
5 oxd.
% alvarado Direct at 11-12.

% malvarado Direct at 12.

€ pivarado Direct at 12.

#2 alvaradeo Direct at 12.

15



Attachment A

STATE OF MARYLAND
PUBLIC SERVICE COMMISSION

within four years of the closing of the merger, the Commission may
assess whether the Joint BApplicants have been able to identify
savings or efficiencies that impact Elkton Gas' costs and ensure
the reduction flows through to the Elkton Gas customers.®

While Staff commended the Joint Applicant for its
commitment not to reduce Elkton Gag' community investment levels
for five yearse after the Merger, Mr. BAlvaradc noted that Staff
recommended that the Joint BApplicants be directed by the Commission
to ilncrease the commitment from five years to ten years, consistent
with previous Commission decisions.®

Mr. Rlvarado stated that the Merger did not raise any
cross-gubsidies or affiliate issues,® and, with Fhe directive for
filing a base rate case within four years of the cleosing of the
merger, the Commission will be able to determine whether any costs
of services provided to Elkton Gas by the Joint aApplicant and other
affiliates are included in rate base.®

Mr. Alvarado stated that Staff did not oppose the
commitment of the Joint Applicants to increase the DSR by a factor
of 4, but would recommend that the condition be modified to require
that the DSR zremain at post-merger levels dindefinitely, and
encourage Elkton Gas to increase i1ts DSR towards the 25% target

over time.**

¥2 Alvarado Direct at 13.
2 Alvarado Direct at 15.
% alvarado Direct at 16
& rd.

% plvarado Dlrect at 18.
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In addition to the base rate case to be filed in four
years, Staff recommended an annual filing be made by Elkton Gas
until it files it base rate case to update the Commission on the
status of each commitment the Joint Applicants are making and any
addition conditione recommended by Staff.®

Mr. Alvarado stated that the Merger will not result in
harm to the customers provided Staff's recommendations are accepted
by the Commission.®  Further, if all of Staff's recommendations
are accepted by the Commission, he said that Staff was satisfied
that the Merger will result in net benefits to the public and the
Merger 1is consistent with the public interest, convenience and
necegsity.®

staff witness Stinnette discussed the ring fencing
meagures, in addition to those found in Mr. Alvarado's testimony,
and code of conduct matters relevant to the Merger proceeding.
Ms. Stinnette recommended that the Joint Applicants be directed to
conduct an analysis of operational functiomal risk to determine the
adequacy of existing and future ring fencing measures to be filed
with the Commission no later than 90 days after the closing cof the
Merger, and annually with the information f£iling as recommended by
Mr, Alvarado.™ She also recommended that Scuthern Company be
directed to commit that Elkton Gas and its affiliates will comply

with the statutes and regulations applicable to Elkton Gas regard-

7 alvarado Direct at 185.
8 alvarado Direct at 19.
8 alvarado Direct at 20.
7% gstinnette Direct at 2, 5.
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ing affiliate transactions.”™  Further, she recommended that the
Joint Applicants agree that the Commission may, after an investiga-
tion and a hearing, order Southern to divest its interest in Elkton
Gas upon the filing of informatlon that Southern Company or any of
its affiliates had experienced certain financial conditions or
ratings downgrades by any two of the three major ratlng agencles or
Southern Company or AGL Resources have committed a pattern of
violations of the Maryland public utility law and do not cure such
vioclations after due notice.”™ Ms, Stinnette also recommended that
Elkton Gas resume filing ite ring fencing report as required by
COMAR 20.40.02,08.7

Staff witness Clementson testified that, in the review
of the Commission's Engineering Division's records regarding Elkton
Gas' distribution system reliability and customer service, he did
not find any pipeline safety-related issues in regard to either the
distribution system or customer service.™ The focus of
Mr. Clementson's testimony was the commitment by the Joint
Applicants toc conduct an accelerated assessment survey of the
Aldyl-A pipe in the Elkton Gas distribution system ("Infrastructure
Enhancement®) without recovering the costs of the assessment from

the Elkton Gas customers.

"t gtinnette Direct at 2, 5.
73 gtinnette Dlrect at 2-3, 5-6.
¥ gtinnette Direct at 5.

Clementson Direct at 4-5.
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According to Mr, Clementson, the Aldyl-A™ pipe installed
in the Elkton Gas distribution system was used by many natural gas
distribution operators from the 1970s through the late 1990s.” He
explained that the Aldyl-A piping material manufactured up until
1983 has been shown to be susceptible to deterioration known as
"brittle-like cracking."™ He described the cracking as consisting
of fractures formed by breakage or cracking of a material into
discernible parts, from which no deformation or clean break can be
identified.”™ Mr. Clementson stated that, in 1983, DuPont modified
the resin used to produce the pipe to correct the issues associated
with brittle-like cracking, and this type of cracking has not been
seen in the modified material.™

Mr. Clementson therefore recommended apprcval of the
commitment for the Infrastructure Enhancement.® He alsoc recom-
mended that the Joint Applicants be directed to file a copy cof a
completed accelerated assgessment study (including any other
deficiencies related to other piping material within Elkton Gas'
distribution system that could lead to unsafe conditions that are
discovered as a result of the assegsment) with the Commission.*®

Finally, he recommended that the Joint Applicants be directed to

™ aldyl-A was a material developed and manufactured by E.I. DuPont
de Nemours and Company ("DuPont'"). Clementson Direct at 3.

¢ clementson Direct at 3.

™ rd.

7 1d.,

7 Clementson Direct at 3.

8 lementson Direct at 2, 5.

1 olementson Direct at 2, 5.

19



Attachment A

STATE OF MARYLAND
PUBLIC SERVICE COMMISSION

file a plan for remediating any of the deficiencies found with
either the Aldyl-A and/or the other piping materials, as a result

of the assessment.?®?

Settlement Agreement

According to the Joint Petition, after the conduct of
discovery and filing of testimony by the parties, the parties
engaged in extensive and comprehensive negotiations with respect to
all aspects of the Joint application, and were able to reach a
unanimous settlement in the matter, of which the terms and condi-
tions of the agreements are set forth 1in the Settlement
Agreement . As a result, the parties agreed that, subject to the
terms and conditions contained in the Settlement Agreement,
Southern Company should be authorized to acquire the power to
exercise substantial influence over the policies and actions of
Elkton Gas pursuant to Public Utilities Article, § 6-105.*" Many
of the terms and conditions are similar or the sSame as the
commitmente offered by the Joint BApplicants in the BApplication, and
others either expand the offered commitments or are new commitments
that appear to be based on the recommendations contained in the

testimony filed by OPC and Staff.

82 Clementson Direct at 2; 5.
8 Joint Petition at 3.
8 rd.

20



Attachment A

STATE OF MARYLAND
PUBLIC SERVICE COMMISSION

Direct Customer Credits

The Direct Customer Credits offered by the Joint
Applicants has been increased to be a direct customer rate credit
funded from a $100,000 increase in the amount paid through Elkton
Gas's BAMA, payable over two years: the first credit to occur
within 120 days of the closing of the Merger, and the second credit
to occur within one year thereafter.® hdditionally, the Joint
Applicants have agreed to an additional direct customer rate credit
to the customers, to occur within 120 days of the cleosing of the
Merger, which will be funded as a result of savings associated with
the avoidance of further regulatory litigation costs in the amount

of $100,000.°%

Assessment of Aldyl-A Pipe

The Joint  Applicants’ commitment to conduct an
accelerated assessment of Aldyl-A pipe at no cost to the Elkton Gas
cugstomers is included as a term and condition.of the Settlement
Agreement . In addition, the Joint BApplicants have agreed to
provide, within 60 days of completion, a copy of the completed
accelerated assessment study of the RAldyl-A piping within Elkton
Gas' distribution system, which will alsoc include any other
deficiencies identified in the course of performing that assesswment

that relate to the other piping materials within Elkton Gas'

8 gettlement Agreement, Condition ("SA Cond."} 2:
® cn Cond. 3.
# gn Cond. 4.
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distribution system that could lead to unsafe conditions.*
Further, within 60 days of completing the accelerated assessment,
. Elkton Gas will provide to the Commission a plan for remediating
any of the deficiencies found with the Aldyl-A and/or any other
piping materials discovered as a result of the assessment.”
Finally, Elkton Gas agreed to continue to gystematically remediate
system knowledge deficiencies in accordance with established

programs and procedures.®

Rate Making Matters

The Joint Applicants have agreed to file a base rate
case within two years of the closing of the Merger.” In the
interim, within 90 days of closing of the Mergexr, Elkton Gas agreed
to file an annual £financial report for the previous 12-month
per%od, which shall include Elkton Gas' revenues and costs.®® The
report also shall contain a calculation of the earned return on
rate base and return on equity for Elkton Gas.™ Elkton Gas will
thereafter file a financial report the next 12-month period within
60 days of the 12-month period end.™

Should the transition costs (costs incurred to achieve

synergy savings of the Merger) exceed synergy savings during the

* sa Ccond. 13.
% sn Cond. 14.
% ga Cond. 15.
%t sA Cond. 6.
% sa Cond. 5.
2 1d.

i rd.
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test year in Elkton Gas' next base rate case, the Joint Applicants
have agreed to forgo cost recovery of the transition costs that
exceed synergy savings.®® Additionally, Elkton Gas agreed that it
will not seek recovery in its rates of: (i) any acquisition premium
associated with the Merger; (ii) any cost associated with good will
ariging from the Merger; or (iii) any transaction costs incurred in
connection with the Merger.’®

The Joint BApplicants agreed that neither AGL Resources
nor Elkton Gas will issue debt or egquity in connection with, or to
fund, the Merger.® Alsc, for a period of two years following the
closing of the Merger, the amount of costs assessed to Elkton Gas
for services provided by an affiliate shall be no greater than it
would have been had the Merger not occurred, regardless of whether
guch services are provided directly or indirectly by Southern
Company Services, Inc., AGL Services Company, or any other Southern

Company affiliate.®

Supplier Diversity Enhancements
Be dnitially offered as a commitment, the Joint
Applicants agreed to increase the supplier diversity performance of
Elkton Gas by increasing its DSR by a factor of 4 during the period

2015 through 2017, as measured against Elkton Gas' 2014 DSR.* In

% gn Cond. 7.

% ga rcond. 8 (The definitiom of "acguisition costs" 1s set forth in sa
Cond. B).

*7 8A Comnd. 9.
% gsn Cond. 10.
% on Cond. 11.
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addition, the Joint Applicants agreed to maintain the DSR at post-
merger levels golng forward, and continue to aim to increase Elkton

Gas' DSR over time to 25%,™

Community Investment Enhancements
The Joint Applicants agreed to increase their commitment
to sustain Elkton Gas' current levels of community investment from
five years to ten years.®™ The Joint BApplicants also agreed to
maintain the commitment that Elkton Gas will not seek recovery in
its rates of costs ©related to these community investment

activities.%®

Financial Integrity and Ring Fencing Enhancements
The Joint Applicants agreed that Elkton @Gas will
maintain a rolling 12-month average annual equlty ratlo of at least
48 percent.*™ They alsc agreed that, wilithin 90 days of closing of
the Merger and annually thereafter, Elkton Gas will resume filing a
ring fencing zreport as required by COMAR 20.40.02.08.*% In
addition, Elkton Gas agreed to file a cost allocation manual

pursuant to COMAR 20.40,02,07 within 90 days of closing.®

100 Id.
1L o Cond. 12.
102 Id.
18 gA Cond. 16.
14 on cond. 17.
105 Id.
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The Joint Applicants also agreed to conduct an analysis
of their operational and financial risk to determine the adequacy
of their existing ring fencing measures, using the ring fencing
conditions as set forth in a matrix attached to the Settlement
Bgreement, excluding the first three ring fencing conditions
contained in the matrix.*!

Elkton Gas and its affiliates agreed to comply with the
statutes and regulations applicable to Elkton Gas regarding affili-
ate transactions.®"

Southern Company agreed to promptly report to the
Commission any change by at least two of the three major credit
rating agencies of the rating of the senlor unsecured long-term
public debt securities issued by Southern Company, AGL Resources,
or Pivotal by providing the rating letter and related explanatory

note .

Secure Maryland Employment
As offered as a commitment in its Application, the Joint
Applicants agreed, for at least three years following the closing
of the Merger, to maintain current employment levels within the

Maryland workforce supporting Elkton Gas' operations,®

06 Ssp Cond. 18.
17 SA Cond, 19.
12 3 Cond. 20.
% sp Cond. 21.
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Maintain Local Corporate Presence/Corporate Governance
Addltionally, as offered in its commitments in its
Application, the Joint Applicants agreed to malntain Elkten Gas'
headquarters in Elkton, Maryland®® and to retain Elkton Gas'
corporate name and form, and to continue its existence as a divi-
sion of Pivotal.* Further, the Joint Applicants agreed that
AGL Resources will continue to have a separate board of outside

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

Merger . **?

Most Favored Nation Provision™?

The Joint 2applicants agreed, within 60 days after the
Merger closes, to file with the Commission a copy of the fimal
Orders and/or Settlement Stipulations from the jurisdiction which
they are seeking Merger approval following approval in each of the
jurisdictions, along with an analysis indicating the total dollar
amount of any direct customer credit approved in each juriediction
and explaining the valuation of the direct customer credits awarded
in that Jjurisdiction as compared to the value of the bemnefits
provided for in paragraphs (2) and (3) of the Settlement Agreement
(calculated in each case on a per-distribution customer basis.)
The Joint Applicants further agreed that, to the extent, on a per-

distribution customer basis, the direct customer credits provided

110 ga Cond. 22.
Ul gp Cond. 23.
1 SA Cond. 24.
2 gp Cond. 25,
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to customers in other jurisdictions are materially more beneficial
in the aggregate than the termgs included in the Settlement
Agreement, then the Joint Applicants will be obligated to provide
additional direct customer credits to Elkton @Gas' customers
equivalent to such shortfall calculated on a per-distribution

customer basis.

Further Conditions, Assertions, and Reservationa

Among the other conditions, assertions and reservations,
the Parties agreed that the Settlement Agreement represents a
compromise of divergent positions in order to end litigatiom, and
shall not be regarded as precedent with respect to any future
case.™ They agreed that the Commission's acceptance of the
Settlement Agreement may not be deemed or constitute in any respect
a determination by the Commission as to the merits of any of the
contentions or allegations that might be made by any of the Partles
to the Settlement Agreement in the absence of settlement.**® In the
event the Commission does not accept and approve the Settlement
Agreement in its entirety, the Settlement Agreement will be deemed
withdrawn and void, and the agreement and any matters associated
with its consideration by the Commission, may not be considered or
argued to be a wailver of the rights that any Party has for a

decision in the matter.'®

14 sp Cond. 26D.
1% gp Cond. 26E.
11§ gan Cond. 26G.
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Upon unconditional acceptance by the Commission of the
Settlement Agreement without modification, the Parties agreed to
waive their respective right to: (1) appeal a propased order of the
Public Utility Law Judge to the Commission; (2) seek rehearing of a
Commission order; and (3) seek judicial review of a Commission

order .

Consideration and Findings

Under § 6-105(g) (5) of the Public Utllities Article, the
Joint Applicants bear the burden of demonstrating that the
Acquisition is comsistent with the public interest, convenience
and necessity, including benefits and ne harm to consumers.
Section 6-105(g) (2) provides guidance to the Commission on the
factors that it must consider to assess whether the Acquisition is
in the public interest, convenience and necessity, 1including
_benefits and no harm to the consumer. After its assessment, if the
Commiseion finds the Acquisition is in the public interest,
convenience and necessity, it may either approve the Acquisition
with or without conditions. If it £finds that the RAcguisition is
not in the public interest, convenience or necessity, it shall deny
the Acquisition.

The evidence presented by the Joint Applicants suggests
that the Merger will have little, if any impact, on the operations
of Elkton Gas in the near future., The Joint Applicants, however,

included certain commitments to enhance direct benefits to the

117 op cond. 26H.
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Elkton Gas customers and to ensure that no harm to the customers
resulted from the Merger. Neither staff's initial position nor
OPC's initial position opposed the approval of the Acquisition as
long as the Commission included certain additional conditions in
its approval. As a result, the Joilnt Applicants, OPC and Staff
were able to negotiate an agreement that appears to balance the
interests of all the parties and resolves the issues raised by OPC
and Staff.

Below I consider each of the factors set £forth in
Section 6-105(g) (2) and assess each, based on the evidence and any
conditions sought to ensure benefits and no harm to the consumer,

as well as the public interest.

The Potential Impact of the Acquisition on Rates and
Charges Paid by Customers and on the Services and
Conditions of Operation of Elkton Gas
In its case-in-chief, the Joint Applicants asserted that
there would be no change in rates paid by the Maryland customers of
Elkton Gas as a result of the Merger. Additionally, the Joint
Applicants committed that Elkton Gas, in a future rate case, would
not seek to recover in its base rates any acquisition premium,
goodwill or transaction cost that arose as a result of the Merger.
According to the Joint Applicants, neither AGL Resources nor Elkton
Gas will issue debt or equity in connection with or to fund the
Merger, The Joint Applicants also indicated that its plan for

operating Elkton Gas would not result in any adverse changes to the

service and conditions or operation of Elkton Gas. Further, the
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Joint Applicants pointed to the conduct of an accelerated
assessment of the distribution system to determine the condition of
the Aldyl-A pipe as a means to increase the safety and reliability
of Elkton Gas' pipeline system.

Both OPC and Staff each initially recommended that the
Commission condition its approval of the &Acquisition with a
requirement that Elkton Gas file a base rate case within three to
four years after the closing of the Merger. The purpose of the
filing, according to each of OPC and Staff, is to ensure that the
Elkton customers receive any benefits of any reduction in costs in
the event savings and efficiencies result from the Merger, even
though currently none are forecasted, as well as to ensure that
Elkton Gas doesg not include the acguisition ceosts in its rates.
The Joint Applicants have agreed that Elkton Gas will file a base
rate case within two years after the date the Merger closes,

The filing of a base rate case within two years of the
Merger closing date may well result in a change in base rates, but
I conclude any such change in rates will not be from the recovery
of costs or expenses associated with the Merger. Indeed, after the
Merger closing, there may be some synergy savings that are found in
the first several years after the closing, which then can be flowed
to the Elkton Gas customers sooner than later. Further, there is
no evidence in the record that suggests that the current services
and operations of Elkton Gas will be materially changed in its
Maryland service territory as a result of the Merger.

Additionally, the Joint  Applicants have committed to an
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Infrastructure Enhancement, which should increase the safety and
reliability of Elkton Gas' distribution system in Maryland.

Finglly, the Joint Applicants have committed to pro-
viding direct customer credits that, in the first two vears after
the clesing of the Merger, on an annual basis, reduce a customer's
bill even though the rates remain unchanged. Consecuently, the
customers each receive a benefit as a result of the Merger without
awaiting the flow through of any potential symergy savings or
efficiencies that may be found after the closing.

Accordingly, I find that the existing rates or service
and operation of Elkton Gas will not be adversely impacted by

either the Acquisition or the Merger.

The Potential Impact of the Acquisition on Continuing
Investment HNeeds for the Maintenance of TUtility
Services, Plant and Related Infrastructure
The Joint Applicants asserted that after the Merger,
AGL Resources will continue to have adequate access to capital,
providing Elkton Gas with the ability to invest in necessary
capital and infrastructure projects to provide safe, reliable and
affordable service to its customers.™ According to Mr. Beatty and
Mr. -Linginfelter, AGL Resources' and Elkton Gas' core management
will be retained.? BAdditionally, the Joint Applicants represented

that the Merger was viewed by two of the major credit rating

agencies as '"having a stable or positive impact on the credit

18 ppplication at 15, 17; Linginfelter Dlrect at 12.
119 pegttie Direct at 11, 18; Linginfelter Direct at &, 7, §.
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quality of AGL Resources since Southern Company has higher credit
ratings than those of AGL Resources."* Further, the Joint
Applicants committed to maintain AGL's board of outside directors
for five years after the close of Merger. Neither staff nor ofc
suggested that there would be any adverse impact of the
Acquisition/Merger on continuing investment needs for the mainte-
nance of Elkton Gas' services, plant and related infrastructure.
Accordingly, I find that the Acquisition and the Merger
will not adversely impact the continuing investment needs for the
maintenance of Elkton Gas’ services, plant and related
infrastructure. As a regult of the Merger, there may be a
potential positive impact when and if Elkton Gas requires
additional capital to invest in its infrastructure because its
ultimate parent company after the Merger (Southern Company) is
viewed as having greater financial strength than that of its

current parent company, AGL Resources.

The Proposed Capltal Structure that will Result from the
Acquisition Including Allocation of Earnings from Elkten
Gas
The Joint Applicants state that there will be no impact
on Elkton Gas' capital atructure, especially as there will be no
change in the outstanding debt held by either AGL Resources or
Elkton Gas as a result of the Merger. B term of the Settlement

Agreement is that neither AGL Resources or Elkton Gas will issue

any debt in connection with, or to fund, the Merger.

12 peattie Direct at 19.
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Staff testified that the current capital structure of
Elkton Gas consisted of 49,59% equity and 50.41% debt, which it
sald is consistent with most of the Maryland regulated utilities’
capital structure.**® Staff recommended that the Commission condi-
tilon its approval with a requirement that Elkton Gas maintain a
rolling 12-month average annual equity of at least 48%, to ensure
that neither AGL Resources nor Southern Cowpany attempts to shift
some of its riskier, leveraged financial position onto Elkton Gas.
The Joint Applicants committed to this condition in the Settlement
Agreement.

Accordingly, subject to the terms of the Settlement
Aareement relating to the capital structure of Elkton Gas, I find
that no adverse change in the capital structure of Elkton Gas will

occur due to the Acquisition or the Merger.

The Potential Effects on Employment by Elkton Gas

The Joint Applicants stated that Elkton Gas employs
eight individuals in Maryland to manage the day-to-day operations
of Elkton Gas in its MNaryland service territory. The Joint
Applicants committed to retaining the employment of these
individuals for at least three years after the closing date of the
Merger. The commitment is a term and condition of the Settlement
Agreement. I therefore find no adverse effects will occur on

employment by Elkton Gas in Maryland as a result of the Merger.

41 pilvarado Direct at 11.
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The Projected Allocation of any Savings to Elkton Gas
that are Expected between Stockholders and Rate Payers

The Joint Applicants have stressed that the resulting
Merger is not likely to provide synergy savings to the Elkton Gas
cperations. Consequently, as no savings are expected, the Joint
Applicants have no projection of allocation of any such savings,
but agreed that if any savings or efficiencies were gained by the
Merger, Elkton Gas' share of the savings would flow to its
customers through the normal ratemaking preocess. In the Settlement
Agreement, the Joint Applicants have committed that Elkton Gas will
file a base rate case within two years of the date of the closing
of the Merger. As explained by OPC and Staff, in the base rate
case, the Commission will ke able to consider whether any synergy
savings and efficiencies have been achieved by the Merger which
ghould be flowed to the Elkton Gas customers. Moreover, the Joint
Applicants have agreed that to the extent any of the transition
costs (those costs incurred to achieve the synergy savings) during
the Elkton Gas test period in Elkton Gas' next base rate casge
exceed the synergy savings achieved, Elkton Gas will forgo cost
recovery of the transition costs that exceed synergy savings. I
find that this commitment is an additional benefit to Elkton Gas'
customers and properly balances any savings to be achieved by the

Merger between the Elkton Gas customers and the shareholders.
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Issues of Reliability, Quality of Service, and Quality
of Customer Service

Staff testified that Elkton Gas does not have a history
of issues either with safe, reliable service or quality of customer
service. The Joint Applicants have i1dentified a type of pipe
material which has a potential of "brittle-like cracking" that may
result in an unsafe condition to Elkton Gas' distribution system.
They therefore committed to conducting an accelerated assessment
survey at no cost to the Elkton Gas customers of the Aldyl-A pipe
to determine ite condition. staff and OPC each recommended an
additional c¢onditlion to insure the Elkton Gas distribution system
continued to have safe, reliable operations. The Settlement
Agreement terms included both Staff's and OPC's additional condi-
tion recommendations. I therefore find that the Settlement
Agreement addresses any concerns of any issue with reliability,
safety and quality of service of the distribution pipeline as a
result of the Merger.

Although the Joint Applicants agreed, for a pericd of
three years, to maintain the employee level in Maryland associated
with Elkton Gas' operations, I noted that the customer service call
center that handles Elkton Gas customers' calls is located in
Georgia and the customer service representatives are employed by
AGL Resources. Currently, according to AGL Resources, it has four

full-time AGL employees handling approximately 12,500 Elkton Gas
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customer calls annually.*? Bven though the Maryland emplcyee level
may not change for a period of three years, I questioned whether
any decrease in the number of full-time customer service repre-
sentatives handling Elkton Gas calls might occur even if the number
of c¢alls did not decrease, Ms. Keefe indicated that there was no
expected change in the number of dedicated AGL Resources' employees
who handle the Elkton Gas customer calls.*®® Accordingly, I find
that the quality of customer service will not be adversely impacted

due to the Merger.

The Potential Impact of the Acquisition on Community
Investment

According te the Joint Applicants, Southern Company
strongly encourages community investments by its operational
companies. Mr. Beattie explained that Southern Company encourages
each of its operating companies to establish economic development
programs and hire personnel to administer the programs to create
more jobs and a higher guality of 1life for individuals in each
Southern Company service territory.'™ Additionally, he described
the level of community involvement by Southern Company employees in
2014 as well as the charitable donations made by Southern Company

or its subsidiaries to provide environmental, educational, and

192 paylovic Direct ("Confidential"), Data Responses Referenced in the

Direct Testimony of Karl R. Pavlovic, Joint Applicanta' Response to OPC
Data Request No. 1-10.

3 March 1, 2016 Evidentiary Hearing Tramscript ("Transcript") at 24.

124 pegttie Direct at 7.
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cultural support to the communities served by the operating
companies.***

The Joint Applicants initially committed to sustain the
level of community investment currently made by Elkton Gas for a
period of five years, which would continue to target charitable,
workforce development and economic development in the Elkton Gas
service territory. Staff concluded that maintaining the same level
of investment for a period of five years was not sufficient to
demonstrate a benefit to consumers, and recommended that the Joint
Applicants commit to maintain Elkton Gas' 1level of community
investment for ten years.

Under the Settlement Agreement, the Joint Applicants
have increased their commitment to sustain Elkton Gas' level of
community investment to ten years. Additiocnally, the commitment
ineludes an agreement that Elkton Gas will not seek recovery of
these investments through its rates. Consequently, although the
level of the community investment may not increase by reason of the
Merger, the level will not decrease. To the extent that Elkton Gas
customers will not see the costs of the investments recovered in
rates, I find the condition results in a benefit to the customers
as well as to the community without any harm to the ratepayers. I
find that there will be no adverse impact from the Acquisition or
the Merger on continuing community investment by Elkton Gas for at

least ten years.

133 peattie Direct at 9.
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Affiliate and Cross-Subsldization Issues

The Joint Applicants witnesses testified that there were
no affiliate or cross-zubsidization i1ssues ralsed by the Merger.
staff, subject to the conditions 1t recommended, agreed that there
would be no affiliate or cross-subsidization issues raised by the
Merger. The Settlement Agreement includes the recommended condi-
tions sought by Staff to ensure no affiliate or cross-subsidization
issues occur as a result of the Merger. Consequently, I £find the
terms and conditions of the Settlement Agreement acceptable to
prevent any affiliate and cross-subsidization issues occurring as a

result of the Merger,

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

According to the Joint Applicants, neither AGL Resources
nor Elkton Gas will issue any debt or equity as part of, or to
fund, the Merger. Mr. Linginfelter indicated that Elkton Gas would
continue to issue debt as it previously did,. The Settlement
Agreement includes the Joint  Applicantsa! agreement  that
AGL Resources and Elkton Gas will not issue any debt or equity as a
part of or to fund the Merger. I £find that the commitment prevents
Elkton Gas from using or pledging its utllity assets for the

benefit of an affiliate in connection with or to fund the Merger.
Jurisdictional and Cholce of Law Issues

The Joint Applicants committed that Elkton Gas and its

affiliates will continue to comply with the Commission's codes of
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conduct regulations. I find no issues as to the Commission's
continuing jurisdiction over Elkton Gas, or its Jurisdiction over
Elkton Gas and its affiliates in relationship to affiliate
transactions. Neither Staff nor OPC raised a choice of law issue,

and I find no issues related to choice of law.

Whether it 1s Neceasary to Revise the Commission's Ring
Fencing and Code of Conduct Regulatlionse in Light of the
Acquisition
Other than Elkton Gas resuming its submission of its
ring fencing report and filing a cost allocation manual, Staff did
not find it necessary to revise any of the Commission's ring
fencing and code of conduct regulation prior to the closing of the
Merger. As initially recommended Dby Staff, the Settlement
Agreement includes a commitment by the Joint Applicant to conduct a
risk aszsessment to determine 1if more stringent ring fencing
measures should be implemented as a result of the Merger.,
M. Keefe testified that the Joint Applicants intend to complete
the risk assessment within 90 days of the Merger closing date and
file it with the Commission as recommended by Staff.** I conclude
that it is not currently necessary to revise the Commission's ring
fencing and code of conduct regulations as a result of the Merger,
as long as Elkton Gas resumes its filing of its ring fencing report
and submits a cost allocation manual within 90 days of the closing

date of the Merger. Further, in the event that the risk assessment

flled with the Commission reveals that additional ring £fencing

11¢ Transcript at 23.
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measures may be needed, the Commission may address the need for

these measures in a further proceeding.

Cther Issues Relevant to the Assessment of Acquisition
in Relatlon to Public Interest, Convenlence and
Necessity
Supplier Diversity Goals
In pricr merger cases, the Commission has considered
other public interest i1gsues, such as the utility's adherence to
the supplier diversity gecals.™ The Joint Applicants have com-
mitted to increase Elkton Gas' 2014 DSR by a factor of 4. Further,
the Joint Applicants committed to maintaining the post-merger
levels and to continue to strive to meet the Commission's target
DSR goal of 25%. Southerm Company, according to Mr. Beattie, has a
robust supplier diversity program. Mr. Beattie testified that
diverse busilnese spending represented approximately 25% of Southern
Company's total direct procurement expenditure i1in 2014.'* He
explained that Southern Company had formed a Supplier Diversity
Council to coordinate business diversity efforts and share best
practices across Southern Company's operating companies and

business units.** According to Staff, Elkton Gas' DSR for 2014

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

127 gee Order No. 86990, In the Matter of the Merger of Exelon Corporation
and Pepco Holdings, Inc., Caee No. %361, Slip Opinion akt 83 (May 15,
2015); s8ee alsc In the Matter of the Merger of Exelon Corporation and
Congtellation Energy Group Inc., Case No. 9271, 103 MD P.S.C. 22 at 70-71
and 79.

13% peattie Direct at 8.
119 Id .
B3 alvarade Direct at 18.
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2017 will be at or above 17%, which is still below the Commisaion's
target gecal of 25%, the commitment will result in the diversity
spend increasing at an accelerated pace during the next several
years.

Thus, upon the Merger closing, Elkton Gas' asupplier
divergity program may benefit from implementation of the bhest
practices of Southern Company in encouraging supplier diversity
spend with Elkton Gas. Further, Ms. Keefe testified that
AGL Resources has amended its Master Service Agreement across its
entire AGL footprint "to strongly encourage its prime contractors
to be aware of and commit to the sgame level of commitment the
Company has to increase diverse contracts, supplies and
gservices." I therefore find that the commitment to enhance and
advance Elkton Gas' diverse gupplier spend is consistent with the
Commission's policy goals for diverse supplier spend by utilities
in Maryland. Under the commitment, Elkton Gas' ability to meet the
25% target goal will be accelerated, which is beneficial to the
comminity and public in general. Thus, I find this commitment

benefits the public interest and is acceptable.

Most Favored Nation Provision

The Joint Applicants have committed to submit all orders
and/or settlement agreement from each jurisdiction in which they
are seeking Merger approval upon approval of the Merger. They also

will include an analysis explaining the wvaluation of any direct

B! Transcript at 18.
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customer credits awarded in ancother Jjurisdlction as compared to the
value of the direct customer credits in the Settlement Agreement.
In the event the wvalue of the Maryland direct customer credits is
less beneficial than in another jurisdiction, the Joint Applicants
agreed to provide additional customer credits to Elkton Gas'
customers equivalent to such shortfall calculated on a per-
distribution customer basis. This provision ensures that Elkton
Gas' customers are treated similarly to its other affiliates!
customers affected by the Merger. I find this condition is

reasonable and will inure to the benefit of Elkton Gas' customers.

Conclusion

In review of the Joint Applicants' case-in-chief, I find
that the Joint Applicants submitted information sufficient to meet
the requirements of § 6-105(f} and has presented evidence to
demonstrate that the Acquisition satigfies each of the factors
enumerated in § 6-105(g){2). In each of 1its initial case, neither
Staff nor OPC opposed the Acquisition as long as the conditions
recommended by its witness(es} to address Staff's and OPC's
concerns were included in any approval of the Acquisition. After
negotiations between the parties on the identified issues in
dispute, the parties were able to resolve the disputes and arrive
at an agreement that the factors 1listed in Public Utilities
Article, §6-~105(g) were patisfied as 1long as the terms and
conditions agreed upon in the Settlement Agreement were accepted

and approved by the Commiseion without modification. Each of the
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parties agreed, subject to the conditions, that the acquisition by
Southern Company of the potential power to substantially influence
the policies and actions of Elkton Gas was in the public interest,
convenience and necessity, including benefits and no harm to the
comsumer.

The Commission has found that a unanimous settlement
agreement is reasonable because it is submitted "by parties who
normally have adverse interest."*® My consideration of the terms
and conditions of the Settlement Agreement confirms that they
reflect a balance between the positions taken by the parties in the
proceeding, and the terms and conditions provide a reasonable
resolution of each disputed issue and eliminate any potential harm
to consumers and ensure net benefits to the Elkton Gas customers as
a result of the Acquisition and Merger. I therefore find the
Settlement Agreement is reasonable and that the acceptance and
approval of the Settlement Agreement without modification is in the
public interest.

Subject to the conditions set forth in the Settlement
Agreement and agreed to by the Joint Applicants, I find that the
Joint Applicants have demonstrated that the approval of the acqui-
sition has satisfied each of the factors listed in § 6-105(g) (3).
I find that, subject to the conditions set forth in the Settlement
Agreement, the Merger will result in direct benefits to the Elkton

cugtomers with no harm to the customers. Several of the commit-

121 gee Re Delmarva Power & Light Company, 102 Md. P.S.C. 236, 240 (2011);
Re Potomac Electric Power Company, 90 Md. P.S.C. 323, 339 (1993},
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ments also provide benefit to the public at large in the Elkton Gas
service territory, and therefore the Merger will be in the public
interest as well, Accordingly, I find that the acquisition is
consistent with the public interest, convenience and necessity,
including benefits and no harm to the consumers, Accordingly, I
hereby grant the Application subject to the conditions in the
Settlement Agreement and authorize Southern Company's acquisition
of the potential power to substantially influence the policies and
actions of Elkton Gas that will zresult upon the closing of the
Merger.

Under the initial procedural schedule adopted in this
matter,® the target date for the Proposed Order was May 2, 2016.
In light of the settlement agreed upon by the parties and the
elimination of a briefing schedule, the record in the procee@ing
closed earlier than initlally expected and resulted in the Proposed
Order zready to be issued approximately 30 days earlier than the
original target. Also, in the initial procedural schedule, to
allow the Commission adeguate time to consider any appeals, the
appeal period and process was compressed. As I have accepted the
Settlement Agreement without mwmodification and authorized the
Acquisition, I do not expect an appeal to be taken of the Proposed
Order. ©Nevertheless, I wish to afford the Commission adequate time
to review the record I1n this matter, the terms and conditions of

the Settlement Agreement, and my decisions 1in this Proposed Order.

1 gee Public Utility Law Judge's Notice of Procedural Bchedule issued on
December 4, 2015 in this proceeding.
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Accordingly, I will not shorten the appeal period inasmuch as the
Proposed Order, 1f no appeal is taken or the Commission does not
initiate further proceedings on its on motion, will become a final
Order of the Commission on May 3, 2016, one business day after the
initial Proposed Order target issuance date.

IT IS THEREFORE, this 31st day of March in the year,
Two Thousand Sixteen,

CRDERED: (1) That the Joint Petition for Approval of
stipulation and Settlement Agreement 1s hereby granted and the
Stipulation and Settlement Agreement i1s hereby accepted and
approved without modification.

(2) That the application of The Southern
Company, AGL Resources Inc., and Pivotal Holdings, Inc. d/b/a
Elkton Gas for authority for The Scuthern Company to acguire the
power to substantially influence the policies and actions of Elkton
Gas as a result of a merger between The Southern Company and
AGL Resources Inc. 1s hereby granted, subject to the conditions
attached hereto as Attachment A and incorporated hereby into this
Proposed Crder.

{3} That all other wmotions or requests not
specifically granted herein are denied.

{¢) That this Proposed Order will become a
final order of the Commission on May 3, 2016, unless before that
date an appeal i1s noted with the Commission by any party te this

proceeding as provided in § 3-113(d) (2) of the Public Utilities
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Article, or the Commission modifies or reverses the Proposed Order
or initiates further proceedings in this matter as provided in

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

Clii$f Public Utlllty Law Judge
Public Service Commission of Maryland
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Attachment A
BEFORE THE
PUBLIC SERVICE COMMISSION
OF MARYLAND

IN THE MATTER OF THE *
MERGER OF THE ®

SOUTHERN COMPANY AND * Case No. 9404
AGL RESOURCES INC. *
%
w

STIPULATION. AND . SETTLEMENT AGREEMENT

On November 3, 2015, The Southern Company (“Southern Company"), AGL Resources
Inc. (“AGL Resources”), and Pivotal Utility Holdings, Inc. (“Pivotal”), d/b/a Elkton Ges
(“Blkton Gas™) (collectively, the “Joint Applicants”) filed an application (“Joint Application™)
with the Public Service Commission of Maryland (*“Commission”) requesting authorization for
Southern Company to acquire the power to exercise substantial influence over the policies and
actions of Elkton Gas, pursuant to § 6-105 of the Public Utilities Article (“PUA”). The Joint
Applicants sought this authority as a result of an agreement between Southern Company and
AGL Resources fo combine (the “Merger*), whereby Southern Company will become the
ultimate parent company of Elkton Gas, a public service company operating in Maryland and a
wholly-owned subsidiary of AGL Resources.

Follc-)wing the preliminary procedures in this case, which included extensive discovery
and the filing of testimony by the Joint Applicants, the Commission Staff (“Staff”), and the
Office of People’s Counsel (“OPC”) (collectively, the “Parties”), the Parties engaged in
extensive and comprehensive negotiations with respect to all aspects of the issues raised in Case
No. 9404. As a result of those negotiations, the Parties have reached unanimous agreement on a

settlement of the Joint Application, the terms and conditions of which are set forth in the

enumerated paragraphé below.
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(1)  The Parties conclude that Southern Company should be authorized to acquire the
power to exercise substantial influence over the policies and actions of Elkton Gas pursuant to
PUA § 6-105, subject to each of the terms and conditions below.

Direct Customer Credits®

(2)  The Joint Applicants will provide direct customer rate credits, :ftmdcd from a
$100,000 increase in the amount paid through Elkton Gas’s asset management agreement, to
Elkton Gas customers, payable over a two-year period ($50,000 of which will be credited to
customers within 120 days of the closing of the Merger, and $50,000 of which will be credited to
cus;comers within one year thereafter).2

Repgulatory Cost Avdidance Benefits

(3)  The Joint Applicants will provide an additional direct customer rate credit to
Elkton Gas customers within 120 days of the closing of the Merger, provided from funds
available as a result of savings associated with the avoidance of further regulatory litigation
costs, in the amount of $100,000.

Direct Customer Benefits

(4)  The Joint Applicants will pérform an accelerated assessment of all Aldyl-A pipe

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

' Direct Customer Credits and the Regulatory Cost Avoidance Benefits are subject to a most favored nations
(“MFN™) provision set forth below, ‘ . .

% The Joint Applicants will amernid Elkton Gds® cifrent asset nanagement ‘agreemeitt with Sequent Energy:
Management L.P. (*AMA™) to provide a $100,000 increase in the amount paid to Elkton Gas, and’ flowed
through to-customiers: This increased payment shall be flowed through to customers witbout regard to existing
revenue sharing provigions of the AMA.

! The Elkton"Gas distzibution system consists of.102 miles of:pipe,. 73 -miles-of which is plastic pipe, of which
48,7 miles is comprised of a material known es Aldyl-A. This type of pipe is surveyed régularly along with all
other types of pipe in the Elkton Gas distribution system, and to date, there has been no -evidence: of
deterioration of this-type- of pipe. ‘At a projected cost of $50,000, the assessment will entail:-(1) a thorough
review of leak/break data on Aldyl-A pipe throughout the Elkton Gas distribution system, (2) a comparison of
the period of installation against industry reports for similarly aged Aldyl-A pipe, and (3) a physical inspection

2
EAST\121702053.1
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Rate Making Matters
(5)  Within 90 days of closing of the Merger, Elkton Gas will file an annual financial

report for the previous 12 month period, which shall include Elkton Gas’s revenues and costs.
The report will set forth a calculation of the earned return on rate base and return on equity for
Elkton Gas. Elkton Gas will thereafter file a financial report for the next 12 month period within
60 days of that 12 month period end.

(6)  The Joint Applicants will file a base rate case within two years of the closing of
the Merger.

(7)  In the event that transition costs (defined as costs incurred fo achieve synergy
savings related to the Merger) exceed synergy savings during the test year in Elkton Gas’s next
base tate case, the Joint Applicants will forgo cost recovery of the transition costs that exceed
synergy savings.

(8)  Elkton Gas will not seek recovery in its rates of: (i) any acquisition premium
associated with the Merger, (ii) any cost associated with goodwill arising from the Merger, or
(iif) any transaction cost incurred in connection with the Merger. For purposes of this
commitment, transaction costs are defined as: (1) consultant, investment banker, legal, and
regulatory support fees; (2)change-in-control payments; (3) costs associated with the
shareholder meetings and a proxy statement related to the Merger approval by AGL Resources’
shareholders, and (4) costs associated with the imposition of conditions or approval of settlement
terms in Merger proceedings in other state jurisdictions,

(9)  AGL Resources and Elkton Gas will not issue debt or equity in connection with,

or to fund, the Merger.

of Aldyl-A pipe by eppropriate sampling throughout the service area, Elkton Gas will not seck deferral or
recovery of these asgessment costs from ciistomers.

BAST\121702053.1
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(10) For a period of two years following the closing of the Merger, the amount of costs
assessed to Elkton Gas for services provided by an affiliate will be no greater than it would have
been had the Merger not occurred, regardless of whether such services are provided directly or
indirectly by Southern Company Services, Inc., AGL Services Company, or any other Southern

Company affiliate,

Supplier Diversity Enliancements

(11) The Joint Applicants will increase the supplier diversity performance of Elkton
Gas by increasing its Diverse Spend Ratio (“DSR”), as that term is defined in the May 29, 2009
Elkton Gas Supplier Diversity Memorandum of Understanding, by & factor of 4 during the period
2015 through 2017, as measured against Elkton Gas’s 2014 DSR. The increase to be
implemented by the end of 2017 will be at least 4 times Elkton Gas’s 2014 DSR. The Joint
Applicants will maintain the DSR at post-merger levels going forward, and continue to aim to
increase Elkton Gas' DSR over time to 25 percent.

Conimunity Liivestment Enhancements

(12) Joint Applicants will sustain Elkton Gas’s current levels of community investment
for at least ten (10) years following the closing of the Merger. Community investment activities
will continue to target charitable, workforce development, and economic development efforts in
the Elkton Gas service area benefitting Elkton Gas customers. Elkton Gas will not seek recovery
in its rates of costs related to these community investment activities.

Infrastructure Enhancements

(13) Within 60 days of completion, Elkton Gas will provide to the Commission a copy
of the completed accelerated assessment study of the Aldyl-A piping (described in paragraph (4)
of this Stipulation and Settlement Agreement) within Elkton Gas’s distribution system. This

study will also include any other deficiencies identified in the course of performing that
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assessment that relate fo the other piping materials within Elkton Gas’s distribution system that
could lead to unsafe conditions.

(14) Within 60 d‘ays of completing the accelerated assessment, Elkton Gas will
provide to the Commission a plan for remediating any of the deficiencies found with the Aldyl-A
and/or any other piping materials discovered as a result of the assessment.

(15) Elkton Gas will continue to systematically remcdiate system knowledge
deficiencies in accordance with established programs and procedures.

) Tinancial Integrity. and Ring Fencing Enhiinceincniy

(16) Elkton Gas will maintain a rolling 12-month average annual equity ratio of at
least 48 percent.

(17) Within 90 days of closing of the Merger and annuallg; thereafter, Elkton Gas will
resume filing a ring fencing report pursuant to the Code of Maryland Regulations (“COMAR”™)
20.40.02.08. In addition, within 90 days of closing of the Merger, Elkton Gas will file a cost
allocation manual pursuant to COMAR 20.40.02.07.

(18) The Joint Applicants will conduct an analysis of their operationel and financial
risk to determine the adequacy of their existing ring fencing measures, using the ring fencing
conditions set forth in the Table LM-20 matrix, excluding the first thiee (3) ring fencing
conditions contained in that matrix. A copy of Table LM-20 matrix is attached hereto. .

(19) Elkton Gas and its affiliates, including but not limited to the Pivotal Utility
Holdings, Inc. family, will comply with the statutes and regulations epplicable to Elkton Gas
regarding affiliate transactions.

(20) Southern Company will promptly report to the Commission any change by at least

two of the three major credit rating agencies of the rating of the senior unsecured long-term
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public debt securities issued by Southern Company, AGL Resources, or Pivotal by providing the

rating letter and related explanatory note.

Sceure Marvland Eniployment

(21) For at least the first three years following the closing of the Merger, the Joint
Applicants will maintain current employment levels within the Maryland workforce supporting

Elkton Gas’s operations.

Maintain Local Corpuoruté Preseince

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

(23) Elkton Gas will retain its corporate name and form, and will continue to ﬁe a
division of Pivotal Utility Holdings, Inc,

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

Most Favored Nation Provision

(25) 'Within sixty (60} days after the Merger closes, the Joint Applicants will file with
the Commission a copy of the fmal Orders and/or Settlement Stipulations from the other
Jjurisdictions from which it is seeking Merger approval (the California Public Utilities
Commission, Georgia Public Service Commission, llinois Commerce Commission, the New
Jersey Board of Public Utilities, and the Virginia State Corporation Commission) following
approval in each of those jurisdictions, along with an analysis indicating the total dollar arnount
of any direct customer credit approved in each jurisdiction (including a calculation of that
am;)unt on a per distribution custorner basis) and explaining the valuation of the direct customer

credits awarded in that jurisdiction a§ compared to the value of the benefits provided for in
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paragraphs (2) and (3) of this Stipulation and Settlement Agreement (calculated in each case on a
per-distribution custom‘er basis).

If, on a per-distribution customer basis, the direct customer credits provided to customers
in other jurisdictions are materially more beneficial in the aggregate than the terms of the
Maryland Settlement, including the direct customer credits specified in Paragraphs (2) and (3)
above, then the joint Applicants will be obligated to provide additional direct customer credits to
Elkton Gas’s customers equivalent to such shortfall calculated on a pet-distribution customer
basis.

Further Conditions, Assertions and Reservations

(26) The Parties further stipulate and agree that:

A. the Joint Application, along with all testimony of étaff, OPC, and the Joint
Applicants filed in this proceeding, including any testimony proffered in support of this
Stipulation and Settlement Agreement, shall be made a part of the record, except as set forth in
paragraph G, below;

B. this Stipulation and Seftlement Agreement is expressly conditioned upon
the Commission’s acceptance of all of its terms, without change or condition;

C. this Stipulation and Settlement Agreement constitutes a full settlement of
the Joint Application and resolves all issues and adjustments raised by the Joint Application,
contested and uncontested. This Stipulation and Settlement Agreement may only be modified by
.a further written agreement executed by all the parties to this Agreement; -

D. this Stipulation and Settlement Agreement represents a compromise of
divergent positions in order to end litigation, and shall not be regarded as precedent with respect

to any future casé. The Parties agree that the terms and conditions resulting from this
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compromise and contained in this Stipulation and Settlement Agreement will result in Southern
Company’s acquisition of su;tastantial influence over the poli;:i&b and actions of Elkton Gas being
consistent with the public interest, convenience, and necessity, including benefits and no harm to
consumers, in accordance with PUA § 6-105(g)(3)(i). The. Parties further agree that the
resolution of the issues herein, taken as a whole, i‘s in the public interest, convenience and
necessity;

E. acceptance by the Commission of this Stipulation and Settlement
Agreement shall not be decmed nor shall it constitute in any respect a determination by the
Commission as to the merits of any of the contentions or allegations that might be made by any
of the Parties to the Stipulation and Settlement Agreement in the absence of settlement;

F. the discussions and negotiations which produced this Stipulation and
Settlement Agreement have been conducted on the explicit understanding that all offers of
settlement gnd discussions relating thereto are and shall be privileged and confidential, shall be
without prejudice to the position of any party or participant presenting any such offer or
participating in any such discussions, and are not to be used.in any manner in connection with
this proceeding or otherwise;

G. since this Stipulation and Seitlement Agreement is conditioned upon
Commission acceptance of its terms in their entirety, as aforesaid, the Stipulation and Settlement
Agreement shall be submitted to the Commission on the condition that, in the event the
Commission does not acgept and approve it in its entirety, the Stipulation and Settlement
Agreement shall be dgaemed withdrawn end void, and neither this Stipulation and Settlement
Agieement, nor any matters associated with its consideration'by the Commission, shall be

considered or argued to be a waiver of the rights that any Party has for a decision in this matter,
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If the Commission does not unconditionally approve this Stipulation and Settlement Agreement
without modification, the Parties shail retain all procedural and due process rights as fully as
though this Stipulation and Settlement Agreement had not been presented for approval, and any
memoranda, testimony, or exhibits that have been offered or received in support of this
Agreement shall become privileged a‘s reflecting the substantive content of settlement discussion
and shall be stricken from and not be considered as part of the administrative or evidentiary
record before the Commission for any further purpose whatsbever; and

H. if the Commission unconditionally accepts the specific terms of this
Stipulation and Settlement Agreement without modification, the Parties waive their respective
rights to: (1) appeal a proposed order of the Public Utility Law Judge to the Commission; (2)
seek rehearing of @ Commission order; and (3) seek judicial review of a Commission order. The
Parties shall not take any action before the Commission or a Court in derogation of this
Stipulation and Settlement Agreement,

I The terms and conditions set forth in this Stipulation and Settlement
Agreement shall only be binding on the Parties upon approval by the Commission and upon
consummation of the Merger, which are express conditions precedent.

J. the Parties may execute this Stipulation and Settlement Agreement in
separate counterparts, each of which, when so executed and delivered, shall constitute an
original, but all of which together shall constitute one and the same instrument. In the event that
any signature is delivered by facsimile transmission or by e-mail delivery of a “.pdf” or other

formatted data file, such signature shall be treated as an original and create a valid and binding

obligation of the executing party.
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Respectfully submitted,

Y mﬂ

Annette B. Garofalo

Peter A, Woolson

Assistant Staff Counsel

Staff of the Public Service Commission

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

J. Joseph Curran, 10T
Venabie LLP
Counsel for The Southern Company

Carville B. Collins

DLA Piper LLP (US)

Counsel for AGL Resources Ino, and Pivotat
Utility Holdings, Inc., d/b/a Elkton Gas

February 24, 2016
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Respectfully submitted,

Annette B, Garofalo
Peter A, Woolson _
Agsiatant Staff Counsel

Assistant-Péople’s Couiisel
Meryland Office of Pegple’s Counsel

1. Joseph Currad, ITT
Venable LLP
Counsel for The Southern Company

Carville B, Collins

DLA Piper LLP (US)

Counse] for AGL Resources Ing: and Pivotal
Utility Holdings, Inc., d/b/a Elkton Gas

February 24, 2016 .
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Respectfully submitted,

Annette B, Garofalo

Peter A. Woolson

Aggistant Staff Counsel

Staff of the Public Service Commission

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

J. Joseph Curran, IIT
Venable LLP
Counsel for The Southern Company

, e XN
Carville B. Collins
DLA Piper LLP (US)
Counsel for AGL Resources Inc. and Pivotal

Utility Holdings, Inc., d/b/a Elkton Gas

February 24, 2016
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