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STATE OF NORTH CAROLINA
UTILITIES COMMISSION
RALEIGH

DOCKET NO. E-22, SUB 551
DOCKET NO. G-5, SUB 585

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of ) JOINT PROPOSED ORDER OF
Joint Application of Dominion ) DOMINION ENERGY, INC., SCANA
Energy, Inc. and SCANA Corporation ) CORPORATION, THE PUBLIC STAFF
to Engage in a Business Combination ) —NORTH CAROLINA UTILITIES
Transaction ) COMMISSION, APPROVING
) MERGER SUBJECT TO
) REGULATORY CONDITIONS AND
) CODE OF CONDUCT
HEARD IN: Commission Hearing Room 2115, Dobbs Building, 430 North Salisbury
Street, Raleigh, North Carolina, on October 10, 2018
BEFORE: Chairman Edward S. Finley, Jr., Presiding; Commissioners ToNola D.
Brown-Bland, Jerry C. Dockham, James G. Patterson, Daniel G.
Clodfelter, and Charlotte A. Mitchell
APPEARANCES:

For Dominion Energy, Inc.:

Joseph K. Reid, II, McGuireWoods, LLP, Gateway Plaza, 800 East Canal
Street, Richmond, Virginia 23219

Mary Lynne Grigg, McGuireWoods, LLP, 434 Fayetteville Street, Suite
2600, Raleigh, Charlotte, North Carolina 27601

Andrea R. Kells, McGuireWoods, LLP, 434 Fayetteville Street, Suite
2600, Raleigh, Charlotte, North Carolina 27601

Lisa Booth, Dominion Energy Services, Inc., 120 Tredegar Street,
Richmond, Virginia 23261

For SCANA Corporation:

Joseph K. Reid, II, McGuireWoods, LLP, Gateway Plaza, 800 East Canal
Street, Richmond, Virginia 23219
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Mary Lynne Grigg, McGuireWoods, LLP, 434 Fayetteville Street, Suite
2600, Raleigh, North Carolina 27601

Andrea R. Kells, McGuireWoods, LLP, 434 Fayetteville Street, Suite
2600, Raleigh, North Carolina 27601

Craig Collins, SCANA Services, Inc., 220 Operation Way, Cayce, South
Carolina 29033

For the Carolina Industrial Group for Fair Utility Rates I:

Warren K. Hicks, Bailey & Dixon, LLP, Post Office Box 1351, Raleigh,
North Carolina 27602

For Transcontinental Gas Pipe Line Company, LLC:

Dwight Allen, The Allen Law Offices, 1514 Glenwood Avenue, Suite
200, Raleigh, North Carolina 27608

Brady Allen, The Allen Law Offices, 1514 Glenwood Avenue, Suite 200,
Raleigh, North Carolina 27608

For the Using and Consuming Public:

Gina C. Holt, Staff, Attorney, Public Staff — North Carolina Utilities
Commission, 4326 Mail Service Center, Raleigh, North Carolina 27699

Robert Josey, Staff Attorney, Public Staff — North Carolina Utilities
Commission, 4326 Mail Service Center, Raleigh, North Carolina 27699

BY THE COMMISSION: On January 24, 2018, pursuant to N.C. Gen. Stat. § 62-
111(a) and Commission Rule R1-5, Dominion Energy, Inc. (“Dominion Energy”) and
SCANA Corporation (“SCANA”) (collectively referred to hereinafter as the “Applicants”),
filed an application (“Application”) for authorization to engage in a business combination
transaction (“Merger”’). The Application included a copy of the Agreement and Plan of
Merger between Dominion Energy and SCANA (“Merger Agreement”) as well as a cost-
benefit analysis (“Cost-Benefit Analysis”) and a market power analysis (“Market Power
Analysis”) as required by the Commission’s Order Requiring Filing of Analyses, issued

November 2, 2000, in Docket No. M-100, Sub 129 (“M-100, Sub 129 Order”). On June
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22,2018, the Applicants filed the testimony of Thomas F. Farrell, II, Jimmy E. Addison,
D. Russell Harris, Craig C. Wagstaff, James R. Chapman, and David Hunger. An updated
exhibit JRC-1 to the testimony of James R. Chapman was subsequently filed on July 20,
2018.

On June 19, 2018, the Commission issued its Order Scheduling Hearing,
Establishing Procedural Deadlines, and Requiring Public Notice (“Scheduling Order”).
This order, among other things, established a hearing date of October 10, 2018, set prefiled
testimony dates, and required the Applicants to give notice to their customers of the hearing
on this matter. In addition, the Scheduling Order found and concluded that the Application
satisfied the requirements of the M-100, Sub 129 Order.

Petitions to intervene were filed by Carolina Industrial Group for Fair Utility
Rates I (“CIGFUR I”), North Carolina Sustainable Energy Association (“NCSEA”), and
Transcontinental Gas Pipe Line Company, LLC (“Transco™). By various orders, the
Commission granted these petitions to intervene. The intervention of the Public Staff —
North Carolina Utilities Commission (“Public Staff”) is recognized pursuant to N.C. Gen.
Stat. § 62-15(d) and Commission Rule R1-19(e).

Limited admission to practice before the Commission was granted to out-of-state
attorneys for Dominion Energy and SCANA.

On August 23, 2018, Applicants filed affidavits of publication of notice to
customers of the hearing.

On September 27, 2018, the Public Staff filed the public testimony and exhibits of
Michael C. Maness, Jan A. Larsen, James S. McLawhorn, and John R. Hinton (“Public

Staff Panel”).
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On September 27, 2018, Transco filed the testimony and exhibits of Camilo
Amezquita.

On October 4, 2018, the Applicants filed an Agreement and Stipulation of
Settlement (“Stipulation”) between the Applicants, Transco, and the Public Staff
(“Stipulating Parties”), which included stipulated Regulatory Conditions and a Code of
Conduct.

On October 5, 2018, the Applicants filed black-line versions of the Proposed
Regulatory Conditions and Code of Conduct filed by the Public Staff with its testimony on
September 27, 2018, compared to the Proposed Regulatory Conditions and Code of
Conduct filed by the Stipulating Parties on October 4, 2018.

On October 5, 2018, the Applicants filed supplemental testimony of Thomas P.
Wohlfarth and D. Russell Harris in support of the Stipulation.

On October 5, 2018, Dominion Energy, SCANA, Transco, and the Public Staff
filed a Joint Motion to Excuse Witnesses, which was granted in part by order of the
Commission issued October 8, 2018.

On October 5, 2018, pursuant to the Scheduling Order, the Applicants filed the Joint
List and Order of Witnesses.

On October 8, 2018, the Public Staff filed revised testimony of the Public Staff
Panel.

On October 10, 2018, the Public Staff filed revised versions of the Regulatory
Conditions and Code of Conduct attached as Attachment A to the Stipulation filed on

October 4, 2018.
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The matter came for hearing on October 10, 2018, as scheduled. No public
witnesses appeared to offer testimony. The pre-filed testimony and exhibits of the
following party witnesses were received into evidence or admitted into the record:

For the Applicants: Thomas F. Farrell, II, Chairman, President and Chief Executive
Officer of Dominion Energy; Jimmy E. Addison, Chief Executive Officer of
SCANA; D. Russell Harris, President and Chief Operating Officer of PSNC,
President of Gas Operations for SCE&G, and President of SCANA Energy
Marketing, Inc.; Craig C. Wagstaff, President of Gas Distribution of Dominion
Energy; James R. Chapman, Senior Vice President, Mergers and Acquisitions and
Treasurer of Dominion Energy; David Hunger, Vice President of Charles River
Associates.

For the Public Staff: Michael C. Maness, Director, Accounting Division; Jan A.
Larsen, Director, Natural Gas Division; James S. McLawhorn, Director, Electric
Division; John R. Hinton, Director, Economic Research Division.

For Transco: Camilo Amezquita.

At the hearing, the Application and exhibits thereto, as well as the Stipulation and
the revised proposed Regulatory Conditions and Code of Conduct as filed on October 4,
2018, and October 10, 2018, were entered into the record without objection.

On October 31, 2018, the Applicants filed responses to Commission questions
which were included in the October 8, 2018 Order Granting in Part Motion to Excuse
Several Witnesses and Requiring Late-Filed Exhibit. Based on the foregoing, the
testimony and exhibits presented at the hearing of this matter, and the record as a whole,
the Commission makes the following:

FINDINGS OF FACT
Jurisdiction

1. Dominion Energy is a corporation duly organized and existing under the

laws of Virginia and is headquartered in Richmond, Virginia. Virginia Electric and Power
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Company is a wholly-owned subsidiary of Dominion Energy that does business in North
Carolina as Dominion Energy North Carolina (“DENC”).

2. DENC is headquartered in Richmond, Virginia and is engaged in the
business of generating, transmitting, and distributing electricity in its service territories in
Virginia and North Carolina. It serves approximately 120,000 customers in northeastern
North Carolina. DENC also provides power and/or transmission services to the North
Carolina Electric Membership Corporation, the North Carolina Eastern Municipal Power
Agency, and the Town of Windsor, which in turn provide service to approximately 100,000
customers.

3. DENC is a public utility under the laws of North Carolina and its respective
public utility operations are subject to the jurisdiction of this Commission.

4. Dominion Energy also owns gas utility subsidiaries in Ohio, West Virginia,
Utah, Wyoming, and Idaho — Dominion Energy Ohio, Dominion Energy West Virginia,
Dominion Energy Utah, Dominion Energy Wyoming, and Dominion Energy Idaho —
which collectively provide service to 2.3 million distribution customers in those states.

5. Dominion Energy is also the sole owner of Sedona Corp. (“Sedona”™), a
South Carolina corporation and wholly-owned subsidiary of Dominion Energy formed for
the purpose of effectuating the business combination transaction with SCANA. Sedona is
not a public utility in North Carolina or elsewhere.

6. SCANA is a South Carolina corporation and a publicly-held holding
company, whose principal subsidiaries are Public Service Company of North Carolina,
Incorporated (“PSNC”), South Carolina Electric & Gas Company (“SCE&G”), and

SCANA Energy Marketing, Inc.
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7. PSNC is a corporation duly organized, existing, and operating under the
laws of South Carolina. PSNC is engaged in the business of purchasing, transporting,
distributing, and selling natural gas in North Carolina to approximately 550,000 residential,
commercial, or industrial customers in its service territory. PSNC’s service territory
reaches all or parts of 28 franchised counties, including the Raleigh / Durham / Chapel Hill,
Gastonia / Concord / Statesville, and Asheville / Hendersonville areas.

8. PSNC is a public utility under the laws of North Carolina and its public
utility operations are subject to the jurisdiction of this Commission.

Procedural Status

9. The Applicants are lawfully and properly before this Commission pursuant
to N.C. Gen. Stat. § 62-111(a) with respect to the relief sought in the Application and are
in compliance with the requirements of the M-100, Sub 129 Order with respect to the filing
of a market power analysis and a cost-benefit analysis related to the proposed transaction.

10. The Application, testimony, exhibits, affidavits of publication, and public
notices submitted by the Applicants are in compliance with the procedural requirements of
the North Carolina General Statutes and the Rules and Regulations of the Commission.

The Proposed Transaction

11. The Merger Agreement provides that, at closing, SCANA will merge with
Sedona and SCANA will be the surviving corporation. Upon consummation of the Merger,
each issued and outstanding share of common stock of SCANA (other than the cancelled
shares as defined in Section 2.01(b) of the Merger Agreement) will be converted into the
right to receive 0.6690 validly issued, fully paid and non-assessable shares of common
stock of Dominion Energy. Upon consummation of the Merger, each issued and

outstanding share of Sedona will be converted into and become one validly issued, fully
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paid, and non-assessable share of common stock of SCANA as the surviving corporation.
Thus, as a result of the Merger, Dominion Energy will own all the stock of SCANA.

12. Following the closing of the Merger, Dominion Energy intends to add one
member from SCANA’s Board of Directors or SCANA’s executive management team to
the Dominion Energy Board of Directors.

13. Following the closing of the Merger, PSNC will remain a direct, wholly-
owned subsidiary of SCANA and will continue to exist as a separate legal entity. Dominion
Energy intends to manage PSNC from an operations standpoint as a separate regional
business.

14. Following the closing of the Merger, Dominion Energy intends to maintain
PSNC’s headquarters in Gastonia, North Carolina and to maintain compensation levels for
PSNC employees until January 1, 2020.

The Stipulation

15.  In summary, the Stipulation between the Applicants, the Public Staff, and
Transco includes commitments by the Applicants to forego recovery of Merger-related
expenses and hold DENC and PSNC customers' harmless from the impacts of debt
downgrade; to create a regulatory liability of $3.75 million representing a refund to PSNC’s
customers of 2017 revenues over the course of three years; to increase PSNC’s charitable
contributions over its 2017 contributions by $150,000; to not file an application for a PSNC
general rate case before April 1, 2021; to maintain current levels of PSNC’s customer

service and professional cooperation; to pursue cost savings opportunities between DENC

! The Regulatory Conditions and Code of Conduct approved in this Order define the “customers”
of DENC and PSNC as “retail electric customer of DENC in North Carolina and any Commission-regulated
natural gas sales or natural gas transportation customer of PSNC located in North Carolina.” In this Order,
these customers are referred to as either “customers” or “retail customers.”
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and SCE&G:; to provide for future filing and operation under new or amended affiliate
agreements; and to comply with the joint Regulatory Conditions and Code of Conduct.

16. After carefully reviewing the Stipulation, the Commission finds that the
Stipulation is the product of give-and-take settlement negotiations among the parties and
is material evidence entitled to be given appropriate weight by the Commission.

Benefits of the Merger

17. The Merger, as affected by the Stipulation, will result in some quantifiable
economic benefits for the customers of DENC and PSNC. The quantifiable benefits
provided in the Stipulation are described in Findings of Fact Nos. 18 and 19 below.

18. The Stipulation requires PSNC to provide its North Carolina customers a
total credit of $3.75 million through three direct bill credits of $1.25 million on January 1,
2019 (or as soon thereafter as practicable), January 1, 2020, and January 1, 2021.

19. The Stipulation requires that PSNC increase its charitable contributions
over its 2017 contributions by $150,000, which shall be used to provide energy assistance
for low-income customers in PSNC’s service territory and shall be treated as below-the-
line expenses for regulatory accounting, reporting, and ratemaking purposes.

20. The Merger will also result in non-quantifiable economic and non-
economic benefits for the customers of DENC and PSNC. The non-quantifiable benefits
are identified in the Cost-Benefit Analysis and testimony, as described in Findings of Fact
Nos. 21-26 below.

21. The Cost-Benefit Analysis and testimony conclude that the Merger will

increase PSNC’s financial strength and reduce its market risk.
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22. The Cost-Benefit Analysis and testimony conclude that PSNC will benefit
from the shared services that will be available due to the Merger.

23. The Cost-Benefit Analysis and testimony conclude that PSNC will receive
safety, reliability, environmental, and customer service benefits from the Merger.

24. The Cost-Benefit Analysis and testimony conclude that the proposed
Merger will result in a more stable financial position for SCANA and PSNC.

25. The Cost-Benefit Analysis and testimony conclude that PSNC will benefit
from lower corporate governance costs due to the Merger.

26. The Cost-Benefit Analysis and testimony conclude that PSNC will benefit
from the maintenance of its employee compensation until January 1, 2020, headquarters,
and operations following the Merger.

Potential Costs

27. The Merger will result in known and potential costs. However, the known
and potential costs of the Merger to North Carolina customers of DENC and PSNC are
sufficiently mitigated by the Stipulation and the continued full regulatory authority of the
Commission.

28. The Cost-Benefit Analysis identified transaction fees, integration costs, and
an acquisition premium as transaction-related costs to be borne by Dominion Energy.

29. The Stipulation requires the Applicants to exclude from recovery from
customers of DENC and PSNC the Merger-related expenses, which include acquisition
premiums, change in control payments made to terminated executives, regulatory process

costs, transactions costs, integration costs, and other transition costs.

10
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30. The Stipulation also provides that PSNC will not file an application for a
general rate case before April 1, 2021, and will not, except in certain circumstances, adjust
its rates and charges or file for any cost deferral during or covering any period from the
date of an order approving the Merger until after October 31, 2021.

Potential Risks

31. The Merger will result in potential risks. However, the potential risks of
the Merger to North Carolina customers of DENC and PSNC are sufficiently mitigated by
the Stipulation, the Regulatory Conditions, the Code of Conduct, and the continued full
regulatory authority of the Commission.

A. Potential Risks Addressed by the Stipulation

32. The Stipulation provides reasonable and adequate regulatory scrutiny over
transactions involving DENC or PSNC with each other or with non-utility affiliates of
Dominion Energy.

33. The Stipulation provides reasonable and adequate protections against the
potential for discriminatory behavior in intra-company transactions by DENC and PSNC
compared to their similar transactions with third parties.

34, The Stipulation precludes adverse impacts from the Merger on rates and
services provided by DENC and PSNC.

B. Potential Risks Addressed by the Regulatory Conditions

35. The Regulatory Conditions included in the Stipulation are another benefit
of the Merger to North Carolina retail customers in that they update, clarify, strengthen,

and expand DENC’s and PSNC'’s previous regulatory conditions.

11
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36. The Regulatory Conditions effectively address potential risks and concerns
related to financing issues arising from the Merger by ensuring that (a) DENC’s and
PSNC’s capital structures and cost of capital are not adversely affected because of their
affiliation with Dominion Energy, each other, and other affiliates, and (b) DENC and
PSNC have sufficient access to equity and debt capital at reasonable costs to adequately
fund and maintain their current and future capital needs and otherwise meet their service
obligations to their retail customers.

37. The Regulatory Conditions effectively address potential risks and concerns
related to corporate governance and ring-fencing issues arising from the Merger by
ensuring the continued viability of DENC and PSNC and insulating and protecting DENC
and PSNC and their retail customers from the business and financial risks of Dominion
Energy and the affiliates within the Dominion Energy holding company system, including
the protection of utility assets from the liabilities of affiliates.

38. The Regulatory Conditions effectively enable the Commission to exercise its
jurisdiction over certain future business combinations involving Dominion Energy or other
members of the Dominion Energy holding company family following the Merger by
ensuring that the Commission receives sufficient notice and opportunity to exercise its lawful
authority.

39. The Regulatory Conditions effectively address potential risks and concerns
related to structure and organization arising from the Merger by ensuring that the
Commission will receive adequate notice of, and opportunity to review and take such lawful

action as is necessary and appropriate with respect to, changes to the structure and

12
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organization of Dominion Energy, DENC, PSNC, and other affiliates, and non-public utility
operations as they may affect North Carolina retail ratepayers.

40. The Regulatory Conditions provide appropriate and effective procedures
requiring advance notices and other filings arising from the Merger, and ensure monitoring
of and compliance with their provisions, including the Code of Conduct, by requiring
Dominion Energy, DENC, PSNC, and other affiliates to establish and maintain the structures
and processes necessary to fulfill the commitments expressed in the Regulatory Conditions
and the Code of Conduct in a timely, consistent, and effective manner.

41. The Regulatory Conditions effectively ensure that DENC and PSNC
maintain a strong commitment to customer service following the Merger.

42. The Regulatory Conditions effectively ensure that DENC’s and PSNC’s
North Carolina retail customers are protected from any adverse effects of any tax sharing
agreement and receive an appropriate portion of any income tax benefits associated with
services taken by DENC and PSNC from an affiliated service company.

43. The Regulatory Conditions effectively protect the Commission’s jurisdiction
as a result of the Merger, including risks related to agreements and transactions between and
among DENC, PSNC, and their affiliates; financing transactions involving Dominion
Energy, DENC, PSNC, and any other affiliate; the ownership, use, and disposition of assets
by DENC or PSNC; and filings with federal regulatory agencies. In addition, they insulate
DENC’s and PSNC’s retail ratepayers from any adverse consequences potentially resulting

from the Merger.

13
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44. The Regulatory Conditions effectively address potential risks and concerns
related to the possible adverse impact on the cost of capital of DENC and PSNC from
Merger-related credit downgrades.

45. The Regulatory Conditions effectively ensure that DENC will continue to
comply with the reporting requirements with regard to Dominion Energy’s integration into
PJM Interconnection, L.L.C. (“PIM”).

46. The Regulatory Conditions effectively protect DENC and PSNC customers
by establishing a refund to customers by PSNC, establishing a rate moratorium for PSNC,
requiring DENC and SCE&G to seek cost savings opportunities, and establishing a most
favored nation obligation.

C. Potential Risks Addressed by the Code of Conduct

47. The Code of Conduct, as well as existing regulatory requirements, provides
reasonable and adequate regulatory oversight of affiliate contracts and cost allocations.

48. The Code of Conduct provides reasonable and adequate regulatory
oversight to ensure that the costs of common goods and services are fairly allocated among
affiliates, to protect customers from overcharges by non-regulated affiliates, and to prevent
cross-subsidization of non-regulated affiliates by DENC’s and PSNC’s customers.

49. The Code of Conduct provides reasonable and adequate regulatory
oversight to ensure that costs incurred by DENC and PSNC are properly incurred,
accounted for, and directly charged, assigned, or allocated to their respective North

Carolina retail operations.

14
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50. The Code of Conduct provides reasonable and adequate regulatory
oversight by providing for appropriate and effective auditing and reporting requirements
with respect to affiliate transactions and cost of service for retail ratemaking purposes.

51. The Code of Conduct provides reasonable and adequate regulatory
oversight to ensure that DENC and PSNC continue to independently acquire and own their
own upstream pipeline capacity and supply contracts based upon the needs of their
respective customers.

Market Power Study

52. The proposed Merger will not lead to competitive concerns or an increased
ability to exercise additional market power by Dominion Energy, DENC, or PSNC, will
not result in an anti-competitive impact on markets subject to the Commission’s
jurisdiction, and will not create the potential for self-dealing between DENC and PSNC.

Approval of Stipulation

53. The Commission finds and concludes in light of the evidence presented that
the Stipulation is just and reasonable to the customers of DENC and PSNC and to all parties
to this proceeding, and that it serves the public interest. Therefore, the Stipulation should
be approved in its entirety. In addition, it is entitled to substantial weight and consideration
in the Commission’s decision in this matter.

Public Convenience and Necessity

54. The proposed Merger, as modified, limited, and restricted by the
Stipulation, including the Regulatory Conditions and Code of Conduct, is justified by the
public convenience and necessity, serves the public interest, and should be approved

pursuant to N.C. Gen. Stat. § 62-111.

15

OFFICIAL COPY

Oct 31 2018



EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 1-10
(Jurisdiction and Procedural Status)

The evidence supporting these findings of fact is set forth in the Application, the
Merger Agreement, the Market Power Analysis, the Cost-Benefit Analysis, the testimony
of Applicants’ witnesses Addison and Chapman, and the Commission’s records in this and
other proceedings. These findings are essentially informational, procedural, and
jurisdictional in nature and are not contested by any party.

According to the Application and Merger Agreement, as well as the testimony of
witnesses Farrell, Addison, and Chapman, Dominion Energy and SCANA intend to engage
in a transaction pursuant to which SCANA will become a wholly-owned subsidiary of
Dominion Energy. Upon consummation of the Merger, each issued and outstanding share
of common stock of SCANA will be converted into the right to receive 0.6690 validly issued,
fully paid and non-assessable shares of common stock of Dominion Energy. Application at
para. 8(c); Merger Agreement at Section II(a); Tr. pp. 29:16-30:2; 56:14-20. There is no
dispute that such a transaction requires the approval of this Commission under N.C. Gen.
Stat. § 62-111(a), and the Application seeks such approval.

In addition, the M-100, Sub 129 Order requires the Applicants to file both a market
power analysis and a cost-benefit analysis in conjunction with an application for
Commission approval of the proposed Merger. The market power analysis must include a
Herfindahl-Hirschman Index (“HHI”) evaluation of the proposed Merger and the cost-
benefit analysis must set forth a “comprehensive list of all material areas of expected
benefit, detriment, cost, and savings over a specified period (e.g., three to five years)

following consummation of the merger. ...” See M-100, Sub 129 Order, p. 7. The purpose

16

OFFICIAL COPY

Oct 31 2018



of these required filings is to assist the Commission in making the public convenience and
necessity determination required under N.C. Gen. Stat. § 62-111(a).

Consistent with the requirements of the M-100, Sub 129 Order, the Application
included both a Cost-Benefit Analysis and a Market Power Analysis as Exhibits 4 and 5,
respectively. The Market Power Analysis was prepared by Charles River Associates and
contains, among other things, an HHI analysis of the relative market power of Dominion
Energy both before and after the proposed Merger as required by the M-100, Sub 129
Order. The Cost-Benefit Analysis enumerates identified costs and benefits associated with
the proposed Merger transaction. In its Scheduling Order, the Commission found and
concluded that “the application satisfies the requirements of the November 2, 2000, Order
in Docket No. M-100, Sub 129.” Scheduling Order, p. 2. No party challenged Applicants’
satisfaction of the M-100, Sub 129 Order requirements.

Finally, a review of the record in this proceeding indicates that the Applicants have
complied with all procedural and notice requirements established by the Commission in
the Scheduling Order.

The Commission, therefore, finds and concludes that Dominion Energy and
SCANA are lawfully before the Commission with respect to the relief sought in the
Application and are in compliance with the Merger filing requirements established in
Docket No. M-100, Sub 129, with respect to the Market Power Study and Cost-Benefit

Analysis submitted with the Application.
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 11-14
(The Proposed Transaction)

The evidence supporting these findings of fact is set forth in the Application, the
Merger Agreement, and the testimony of Applicants witnesses Farrell, Addison, Chapman,
and Wohlfarth, and is uncontested.

Through the Application and supporting testimony, the Applicants described the
process for accomplishing the Merger and the holding company structure that will exist
upon closing.

The Application describes the proposed Merger transaction as follows:

(1) Sedona and SCANA will merge, with SCANA being the surviving
entity;

(11) Immediately following the time the Merger is effective, the officers
of SCANA will be those persons that were the officers of SCANA
immediately prior to the effective time of the Merger. Subsequent
to the effective time of the Merger, changes to the officers of
SCANA may be made based upon integration efforts and Dominion
Energy’s entity management conventions; and

(i11)  SCANA will be a direct, wholly-owned subsidiary of Dominion
Energy.

Application at para. 8.
The Application further indicates that
upon consummation of the Merger, each issued and outstanding share of
common stock of SCANA (other than the cancelled shares as defined in
Section 2.01(b) of the Merger Agreement) will be converted into the right
to receive 0.6690 validly issued, fully paid and non-assessable shares of
common stock of Dominion Energy.
Application at para. 8(c). Finally, the Application indicates that “[f]urther, upon
consummation of the Merger, each issued and outstanding share of common stock of

Sedona will be converted into and become one validly issued, fully paid, and non-

assessable share of common stock of SCANA as the surviving corporation. Thus, as a
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result of the Merger, Dominion Energy (which currently owns all of the stock of Sedona)
will own all the stock of SCANA.” Application at para. 8(d).

This structure is confirmed by the provisions of the Merger Agreement itself, which
is attached to the Application as Exhibit 1. This structure is also described in the testimony
of Applicants’ witnesses Farrell, Addison, and Chapman, and those descriptions are
consistent with the Application and Merger Agreement.

The Application provides, in paragraph 30(i), that “[t]he Transaction will not have
anet adverse impact on the rates and services of Dominion Energy North Carolina or PSNC
Energy.”

The Merger Agreement provides, in Section 5.16(c), that Dominion Energy “will
take all necessary action so as soon as practicable after the Effective Time to appoint a
mutually agreeable current member of the Company [SCANA] Board or the Company’s
executive management as a director to serve on Parent’s board of directors.” The
Application provides that “Dominion Energy intends that its board of directors will take
all necessary action, as soon as practical after the Effective Time, to appoint a mutually
agreeable current member of the SCANA Board or SCANA’s executive management
team.” Application at para 29.1.b.

The Application provides, in paragraph 24, that “[f]ollowing the Merger, Dominion
Energy and SCANA plan to operate PSNC Energy in substantially the same manner as it
is operated today .... Dominion Energy intends to maintain PSNC Energy’s headquarters
in Gastonia, North Carolina.” Similarly, in paragraph 29.1.a., the Application states that
“Dominion Energy intends to maintain PSNC Energy’s headquarters in Gastonia, North

Carolina” In paragraph 29.ii., the Application provides that “Dominion Energy will
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maintain compensation levels for employees of SCANA and its subsidiaries following the
Effective Time of the Merger until January 1, 2020. ... Dominion Energy will give
employees of SCANA and its subsidiaries due and fair consideration for other employment
and promotion opportunities within the larger Dominion Energy organization to the extent
any such employment positions are re-aligned, reduced, or eliminated in the future as a
result of the Merger.”

The Merger Agreement provides additional evidence on these matters. In Section
5.06(a), the Merger Agreement provides that from the Effective Time and until December
31, 2019, “Parent shall provide, or shall cause the Surviving Corporation to provide, the
individuals who are employed by the Company or any of its Subsidiaries immediately
before the Effective Time ... (i) annual base compensation no less than the annual base
compensation provided to such Company Non-Union Employees immediately prior to the
Effective Time.”

Applicants’ witness Farrell testified that “Dominion Energy will maintain PSNC’s
corporate headquarters in Gastonia, North Carolina” and that “PSNC’s generous historical
charitable giving levels—all funded by shareholders—also will be increased.” Tr. p.
24:14-15. Witness Farrell also explained that “[f]ollowing the combination, Dominion
Energy plans to operate PSNC in substantially the same manner as it is operated today,
enhanced by Dominion Energy’s broad and deep experience in the successful management
of natural gas systems.” Tr. p. 21:7-10. Applicants’ witness Wagstaff testified that
“Dominion Energy has no current plans to change the organizational structure of PSNC
operations as a result of the combination.” Tr. p. 4619-20. Mr. Wagstaff also testified that

“Dominion Energy will manage PSNC from an operations standpoint as a separate regional
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business under Dominion Energy.” Tr. p. 47:18-19. Applicants’ witness Wohlfarth also
explained that PSNC will be managed “from an operations standpoint as a separate regional
business with responsibility for making decisions that achieve” the Applicants’ objectives.
Tr. p. 99:4-10.

At the hearing, witness Wohlfarth clarified in response to Commissioners’
questions that the management of PSNC as an independent regional entity would continue
both during and subsequent to the initial post-Merger transition period. Tr. 106:23-107:21.

Based on the foregoing evidence, the Commission finds and concludes that the rates
and service of DENC and PSNC will remain subject to the same degree of regulatory
oversight and control by the Commission as they were before the Merger. Additionally,
PSNC will continue to be operated in substantially the same manner that it is operated
today.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 15 AND 16
(The Stipulation)

The evidence for these findings of fact is set forth in the Stipulation and the
testimony of Applicants’ witnesses Wohlfarth and Harris.

The Stipulation includes agreements, revised Regulatory Conditions, and a revised
Code of Conduct. The main provisions included in the Stipulation are: (i) creation of a
regulatory liability of $3.75 million representing a refund to PSNC’s North Carolina
customers through three $1.25 million in bill credits in 2019, 2020, and 2021; (ii) in 2019,
a commitment to increase PSNC’s annual community support and charitable contribution
initiatives by $150,000 more than its 2017 contributions; (iii) exclusion of Merger-related
direct expenses, including acquisition premiums, integration costs, and severance

payments, from recovery through customer rates; (iv) to not file an application for a PSNC
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general rate case before April 1, 2021; (v) customer protection from debt downgrade;
(vi) maintenance of PSNC’s current level of customer service; and (vii) a requirement to
file any new or amended affiliate contracts for approval by the Commission.

Additionally, the Stipulating Parties agreed to a set of Regulatory Conditions and
Code of Conduct, appended as Attachment A to the Stipulation, which were revised by the
Public Staff’s filing on October 10, 2018. The Stipulating Parties used as a starting point
the Regulatory Conditions and Code of Conduct that were approved by the Commission in
the Order Approving Merger Subject to Regulatory Conditions and Code of Conduct issued
September 29, 2016, in Docket Nos. E-2, Sub 1095; E-7, Sub 1100; and G-9, Sub 682
(“Duke-Piedmont Merger Order”), and the Order Granting Motion to Amend Regulatory
Conditions issued August 24, 2018, in Docket Nos. E-2, Sub 1095A; E-7, Sub 1100A; and
G-9, Sub 682A (“Duke-Piedmont Amended Conditions Order”). The Stipulating Parties
stated that the Regulatory Conditions and Code of Conduct represent commitments by the
Applicants as a precondition of approval of the Application and that the Regulatory
Conditions would be incorporated into any order of the Commission approving the Merger.
(Stip at PP 1-2)

Paragraph 14 of the Stipulation states, in pertinent part, that the agreement “is the
product of give-and-take negotiations.”

In addition, the Stipulation is supported by the supplemental testimony of
Applicants’ witnesses Wohlfarth and Harris. Witness Wohlfarth’s supplemental testimony
described the discovery process with the Public Staff and the subsequent settlement
negotiations among the Stipulating Parties that “involved substantial compromise by all

parties on numerous issues.” Tr. p. 91:3-20. Witness Wohlfarth explained that the
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Stipulation benefits customers in a number of ways, including rate stability associated with
PSNC’s commitment not to file a general rate case prior to April 1, 2021, and incorporation
of the revised Code of Conduct and Regulatory Conditions that “put safeguards in place to
ensure that customers will not be harmed by the Merger.” Tr. p. 97:4-98:2. Witness
Wohlfarth also confirmed that the “Merger will have no adverse impact on the rates
charged and the services provided by DENC and PSNC to North Carolina customers” and
that “the benefits of the Merger to DENC’s and PSNC’s customers are sufficient to offset
any potential costs and risks.” Tr. p. 99:21-100:3.

Witness Harris also testified to the benefits to customers as a result of the Merger,
including a refund to PSNC customers as a bill credit of $1.25 million in January 2019-
2021. Tr. p. 83:3-8. Witness Harris also testified to the benefits of PSNC’s rate
moratorium as well as PSNC’s increase in charitable contributions over its 2017
contribution level by $150,000. Tr. p. 83:9-17. Finally, Witness Harris stated that the
Stipulation will “ensure that the Merger will have no adverse impact on the rates and the
service provided by PSNC to North Carolina customers and that the benefits of the Merger
to PSNC’s customers are sufficient to offset any potential costs and risks.” Tr. p. 84:9-13.

At the hearing, in response to questioning by the Chairman, Witness Wohlfarth
testified to the back and forth nature of the negotiations that resulted in the Stipulation. He
stated that even though the Stipulation may include provisions that, on an individual basis,
the Applicants would prefer not be included, the Applicants are satisfied with the overall
comprehensive settlement, including the puts and takes of the Stipulation’s various

provisions. Tr. 118:24-119:19.
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Based on the evidence, the Commission concludes that the Stipulation is the result
of back and forth negotiations between the Applicants, the Public Staff, and Transco, and
is entitled to substantial weight in this proceeding.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 17-26
(Benefits of the Merger)

The evidence for these findings of fact is set forth in the Application, the Cost-
Benefit Analysis, the testimony of Applicants’ witnesses, the testimony of the Public Staff
Panel, and the Stipulation.

The Application recites several asserted benefits from the proposed Merger. These
include: (i) financial benefits resulting from a larger more diversified company; (i) direct
and immediate operational benefits to customers; (iii) enhanced ability of Dominion
Energy and SCANA to participate in the growing natural gas sector of the US economy;
(iv) future integration benefits; (v) maintenance of a strong corporate presence in North
Carolina; and (vi) maintenance of effective regulation by the Commission.

In the Cost-Benefit Analysis, Dominion Energy and SCANA also identified the
benefits attendant to the proposed Merger, including: (i) increased financial strength and
reduced market risk; (i1) shared services benefits; (iii) safety, reliability, environmental,
and customer service benefits; (iv) removal of the current financial uncertainty of SCANA
and a more stable financial position for SCANA and PSNC; (v) lowered corporate
governance costs; (vi) increased corporate contributions; and (vii) maintenance of PSNC’s
Energy’s corporate presence in North Carolina.

In addition, Applicants’ witness Farrell testified to a number of benefits from the

Merger. These ranged from growth of safe, reliable, and cost-effective service to continued
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Commission regulatory authority over both PSNC and DENC to ensure protection of North
Carolina customers. Tr. p. 21:7-23:18.

Applicants’ witnesses Addison and Harris testified regarding benefits to PSNC and
its customers arising from the proposed Merger. These include access to greater financial
resources along with more geographic and business diversity. Tr. p. 34:1-15; 78:3-12.
According to Mr. Addison, the Merger will also offer greater economies of scale in
providing or acquiring services to support the SCANA companies, such as PSNC, and their
customers. Tr. p. 34:15-17.

Witness Harris testified that the Merger will enhance PSNC’s ability to continue
providing safe, reliable, and cost-effective operations across a growing customer base due
to greater access to equity capital. Witness Harris also noted that the Merger should
positively affect PSNC’s credit rating. Harris Direct Testimony at page 5 lines 18-21. Tr.
p. 78:14-79:2. Witness Harris testified to his belief that the Merger will be seamless to
customers as a result of Dominion Energy’s express intent to operate PSNC in substantially
the same way as it is operated today. Tr. p. 79:3-8. He stated that the integration of the
companies should result in operational cost savings going forward and enhanced service
quality through the sharing of best practices between DENC and PSNC. Tr. p. 78:9-12.
Mr. Harris also co-sponsored the Cost-Benefit Analysis attached to the Application, which
described the benefits that will be realized by the companies and their respective customers.
Tr. p. 75:15-16.

Applicants’ witness Chapman testified to his belief that the proposed Merger would
benefit the companies and their customers. Witness Chapman specifically identified the

following discrete benefits from the transaction: (i) PSNC will benefit from being part of
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a large corporate organization with enhanced geographic, business, and regulatory
diversity and a greater financial and operational scale; (i1) Dominion Energy will provide
equity, as needed, to PSNC to maintain PSNC’s current capital structure and improve credit
ratings; (iil) access to an array of services, support, and economies of scale; and
(iv) stabilization of the companies’ long-term growth objectives. Tr. p. 61:6-22.

Applicants’ witness Wagstaff also testified to his belief that the proposed Merger
would have operational and financial benefits that would ultimately benefit DENC and
PSNC customers. Specifically, witness Wagstaft testified that Dominion Energy will:
(1) maintain PSNC’s current customer service levels; (ii) not diminish PSNC’s focus on
installing, upgrading, and maintaining facilities for safe and reliable operations;
(ii1) maintain the pipeline integrity program at or above PSNC’s current levels; and
(iv) increase SCANA’s historical level of corporate contributions. Tr. p. 47:14-50:6.
Witness Wagstaff also indicated that PSNC will benefit from being part of a corporate
organization with enhanced geographic, business, and regulatory diversity, as well as
greater financial and operational scale. Tr. p. 49:5-9.

The Public Staff Panel also testified to the benefits and protections of the Merger
for North Carolina customers. These benefits and protections include: (i) preventing
Merger-related direct expenses from being passed on to customers; (i1) Merger-related cost
savings guaranteed through the Stipulation; (ii1) provisions regarding the replacement cost
rate for debt; and (iv) creating a financially stronger company allowing PSNC greater
access to capital markets. The Public Staff Panel expressed concern that Dominion Energy
and SCANA had not quantified economic benefits to customers, noting the Applicants’

explanation that quantification was not possible at this time. The Public Staff
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recommended several conditions be imposed on approval of the Merger due to the lack of
quantified benefits, including (1) a bill credit to PSNC customers totaling $3.75 million
over 3 years; (2) to not file an application for a PSNC general rate case before April 1,
2021, and will not increase its non-gas cost margin in its rates until November 1, 2021;
(3) holding DENC and PSNC customers harmless from the impacts of debt downgrades
for a period of five years; (4) requiring PSNC to maintain current levels of customer service
and behavior towards customers and professional cooperation with regulators, consumer
advocates, and intervenors; (5) post-merger opportunities for the electric utility operations
of DENC and SCE&G; and (6) other benefits to customers such as the most favored nation
clause that is intended to ensure that North Carolina retail customers receive the benefit of
a “Most favored Nation” status with regard to the provision of Merger benefits and
protections among the states involved in this proceeding. Ultimately, however, the Public
Staff Panel recommended that the Merger be approved. Tr. p. 148:16-167:17.

As discussed above, in the Stipulation, the Stipulating Parties agreed to a number
of benefits to be provided to customers of DENC and PSNC upon closing of the Merger.
Paragraph 10 of the Stipulation concludes that these terms will assure that the proposed
Merger is justified by the public convenience and necessity and meets the standard for
approval by the Commission under N.C. Gen. Stat. § 62-111(a).

This conclusion is echoed in the supplemental testimony of Applicants’ witnesses
Wohlfarth and Harris. As noted above, Applicants’ witnesses Wohlfarth and Harris
testified that the Stipulation was the result of “substantial compromise by all parties” and

provided numerous benefits to customers.
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The Commission has carefully reviewed and considered all of the evidence set forth
above describing the known and potential benefits of the proposed Merger and finds it to
be credible. Many of these benefits have been enhanced and guaranteed as a result of the
Stipulation filed in this proceeding. Based upon that evidence, and the lack of any
significant countervailing evidence, the Commission finds and concludes that there are
substantial quantifiable and non-quantifiable benefits to be derived by the customers of
DENC and PSNC.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 27-29
(Potential Costs)

The evidence supporting these findings of fact is set forth in the Application, the
Cost-Benefit Analysis, the testimony of Applicants’ witnesses, the testimony of the Public
Staff Panel, the Stipulation, and the Commission’s statutory and inherent supervisory
authority.

In the Application, the Applicants stated that the Merger will not have a net adverse
impact on the rates and services of DENC or PSNC and that, although the Applicants had
not yet determined the transaction fees, integration costs, and any acquisition premium that
will result from the Merger, none of those costs will be passed on to DENC or PSNC
customers. (App. P 17(1))

The Cost-Benefit Analysis identified transaction fees, integration costs, and
acquisition premium over book value as potential costs of the Merger, but concluded that
while Applicants had not yet determined the amount of such costs, none of these costs will
be passed on to DENC or PSNC customers. Cost-Benefit Analysis at 6. The Cost-Benefit
Analysis concluded that the Merger provides only benefits, and no detriment to the state of

North Carolina and to PSNC, and that all transaction fees and integration costs and any
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acquisition premium that will result from the Merger would not be passed on to PSNC’s or
DENC’s customers. Cost-Benefit Analysis at 1.

Applicants’ witness Farrell testified that the Merger of SCANA and Dominion
Energy will not have a net adverse impact on DENC’s or PSNC’s rates or services. He
explained that no transaction fees, integration costs, or any acquisition premium resulting
from the Merger would be passed on to DENC or PSNC customers. Tr. p. 22:3-7.
Similarly, Applicants’ witness Chapman testified that PSNC and DENC will not seek
recovery of any acquisition premium costs, transition costs, or transaction costs associated
with the Merger from their customers. Tr. p. 61:1-3.

The Public Staff Panel recognized the Applicants’ commitment that no change in
control payments or severance payments, transaction fees, integration costs, or acquisition
premium will be passed on to customers. The panel testified that based on its review of
SCANA'’s Proxy Statement dated June 15, 2018, SCANA’s estimated transaction costs of
$59.0 million, and testified to Applicants’ estimate of the incremental change in control
payments to SCANA executives provided through discovery. It also testified that, based
on SCANA’s book value as of December 31, 2017, the Merger would result in an estimated
$839 million acquisition premium, which would be recorded at the Dominion Energy
holding company level and would not impact DENC’s or PSNC’s financial statements.
The Public Staff recommended that DENC and PSNC file a summary report of their final
accounting for Merger-related direct expenses and the acquisition premium within 60 days
of the Merger as well as supplemental reports as necessary. Tr. pp. 146:3-5; 149:4-19.

As noted above, the Stipulation provides that the Applicants will forego recovery

of Merger-related direct expenses.
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The evidence demonstrates that customers will not pay for Merger-related direct
expenses associated with the Merger. First, the Application and the Cost-Benefit Analysis
commits the Applicants not to seek recovery of several categories of Merger-related costs
of which they would otherwise be entitled to seek recovery. Specifically, the Applicants
have expressly waived, in both the Application and the Cost-Benefit Analysis, any right to
seek recovery of any acquisition premium associated with the Merger as well as any
transaction fees or integration costs (including severance payments) associated with the
Merger. Given the estimated transaction costs of $59 million, the estimated integration
costs, and the acquisition premium, the latter of which was estimated at $839 million, this
waiver is a significant commitment, and serves to insulate customers from the costs of the
Merger transaction itself as well as other Merger-related expenses. In addition, based on
the Stipulation, Applicants have precluded the possibility that they may seek recovery of
any Merger-related costs from customers for Commission financial reporting and
ratemaking purposes. As defined in Paragraph 4 of the Stipulation, these Merger-related
expenses include acquisition premiums, change in control payments, regulatory process
costs, and transaction costs, such as investment banking, legal, accounting, securities
issuances, and advisory fees. Paragraph 4 defines integration costs to include the
integration of financial, IT, human resources, billing, accounting, and telecommunications
systems. This provision further states that “other transition costs” include severance
payments, changes to signage, the cost of transitioning employees to post-Merger
employee benefits plans, and costs to terminate any duplicative leases, contracts and
operations, etc. This provision provides significant additional protection for DENC and

PSNC customers from the costs and quantifiable risks associated with the Merger.
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The Commission has carefully reviewed and considered all of the evidence set forth
above describing the potential costs and the known and potential benefits of the proposed
Merger and finds it to be credible. The Commission finds and concludes that the
commitments in the Stipulation are significant and effectively mitigate the potential direct
costs of the Merger to customers.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 30-34
(Potential Risks & Risks Addressed by Stipulation)

The evidence supporting these findings of fact is set forth in the Public Staff Panel
testimony, the Transco testimony, the Stipulation, Applicants’ supplemental testimony,
and the Commission’s statutory and inherent supervisory authority.

The Public Staff Panel testified in support of a number of conditions to the Merger
that it believed were necessary to address risks that the Public Staff identified in association
with the Merger. With regard to its recommendation for a rate moratorium until November
1,2021, the Public Staff clarified that, because the Commission found in its order in Docket
No. G-5, Sub 565, that the proposed integrity management tracker (“IMT”) expressly
provides for Commission review of the mechanism at the earlier of PSNC’s next general
rate case proceeding or four years from the implementation of the mechanism, the Public
Staff believes that the IMT can still continue without PSNC having to file a general rate
case. Tr. p. 156:1-6. With respect to the effect of the Merger on the PIM regulatory
conditions imposed by the Commission on DENC in Docket No. E-22, Sub 532, the Public
Staff testified that based on Section VI of the revised Regulatory Conditions, it believes
that all of the PJM conditions imposed by the Commission in the Sub 532 case will remain
in effect. Tr. p. 164:2-8. Finally, the Public Staff testified in support of a most favored

nation clause. Tr. pp. 166:1-167:8.
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Transco witness Amezquita testified to concerns about the impact of the proposed
Merger, including that Transco’s natural gas capacity may not be utilized as much as a
result of the Merger, which could cause price increases for North Carolina customers. Tr.
p. 131:5-12. Witness Amezquita provided several recommendations to the Commission to
avoid these potential impacts, including a requirement for PSNC to engage in good faith
negotiations with third party natural gas capacity suppliers, with Commission oversight.
Tr. pp. 134:10-135:5. Transco is a Stipulating Party to the Stipulation, which was agreed
to subsequent to witness Amezquita’s testimony.

As discussed above, the provisions of the Stipulation protect customers from
adverse impacts to rates and services, prohibit unfair dealing through affiliate agreement
provisions, and commit DENC and PSNC to the Regulatory Conditions and Code of
Conduct. Additionally, Applicants’ witnesses Wohlfarth and Harris testified in support of
these provisions of the Stipulation in their supplemental testimonies and identified the
benefits and financial protections that PSNC customers will receive as a result of the
Stipulation.

At the hearing, Applicants’ witness Harris and Public Staff witness Larsen
confirmed in response to questions by the Commission that the IMT could continue without
PSNC filing a general rate case before April 1, 2021, as provided in the Stipulation. Tr.
pp. 111:4-20; 183:5-15.

Under N.C. Gen. Stat. § 62-30, the Commission has general power and authority to
supervise and control public utilities. N.C. Gen. Stat. § 62-32 grants the Commission
supervisory power over public utility rates and service, including the power to compel

reasonable service and set reasonable rates. As noted above, Paragraph 29 of the
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Application provides that, after the Merger, the “Commission will continue to exercise its
regulatory authority over [PSNC] and [DENC] in the same way it does today, thereby
ensuring continued protection of the interests of North Carolina customers.” This
continuing and undiminished regulatory oversight will serve to protect customers from any
adverse consequences of the Merger.

Separate and apart from the Commission’s inherent and continuing supervisory
function, there is substantial evidence in this proceeding that customers are and will be
protected from potential costs and risks of the Merger.

First, in addition to the protections against the costs of the Merger discussed above,
the Stipulation also provides that PSNC and DENC customers will be held harmless from
the impacts of a debt downgrade, requires that PSNC maintain current levels of customer
service and behavior toward customers and current levels of professional cooperation,
imposes additional obligations on the Applicants with respect to affiliate agreements, and
commits the Applicants to abide by the Regulatory Conditions and Code of Conduct.
Based on the evidence presented, the Commission concludes that the Stipulation provides
reasonable and adequate regulatory scrutiny over transactions involving DENC or PSNC
with each other or with non-utility affiliates of Dominion Energy, and provides reasonable
and adequate protections against the potential for discriminatory behavior in intra-company
transactions by DENC and PSNC compared to their similar transactions with third parties,
through the Applicants’ commitment to the Regulatory Conditions and Code of Conduct,
and through the requirements in Paragraph 9 of the Stipulation pertaining to affiliate
agreements. In addition, the Stipulation resolves Transco’s concerns regarding the Merger

and states that the Stipulation “including the Regulatory Conditions and Code of Conduct,
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will ensure that the proposed Merger will have no adverse impact on the rates charged and
the service provided by DENC and PSNC to North Carolina jurisdictional ratepayers.”
Stipulation paragraph 10.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 35-46
(Potential Risks Addressed by the Regulatory Conditions)

The evidence supporting these findings of fact is set forth in the Stipulation,
including the proposed Regulatory Conditions and Code of Conduct, the testimony of the
Public Staff Panel, the testimony of Applicants’ witnesses Wohlfarth and Harris, and the
Commission’s statutory and inherent supervisory authority.

In addition to the protection against risks of the Merger provided by the Stipulation
itself, the proposed Regulatory Conditions and Code of Conduct also safeguard customers
from potential adverse impacts on rates and services as a result of the Merger. As noted
above, the proposed Regulatory Conditions and Code of Conduct would update the
regulatory conditions and codes of conduct currently in effect for DENC and PSNC and
are largely based on the Regulatory Conditions and Code of Conduct that were approved
by the Commission in the Duke-Piedmont Amended Conditions Order.

The Regulatory Conditions provide numerous protections and restrictions
governing the ongoing operations of DENC and PSNC. These safeguards include a
number of provisions designed to (i) preserve the Commission’s jurisdiction over the
regulated utilities (Regulatory Conditions, Section III); (ii) establish intra-company
financing requirements and separate accounting for each utility (Regulatory Conditions,
Sections VII and VIII); (iii) ensure ongoing review of the operations of DENC and PSNC
under a holding company structure (Regulatory Conditions, Section VIII); (iv) provide the

Commission with advance notice of proposed business combinations and mergers, and
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advance notice of changes in the structure and organization of Dominion Energy, DENC,
and PSNC (Regulatory Conditions, Section IX and X); (v) ensure continuing levels of
service quality for the respective customers of DENC and PSNC (Regulatory Conditions,
Section XI); (vi) ensure that DENC’s and PSNC’s North Carolina retail customers do not
bear any additional tax costs as a result of the Merger and that they receive an appropriate
share of any tax benefits associated with the service company affiliates (Regulatory
Conditions, Section XII); and (vii) ensure that Dominion Energy, DENC, PSNC, and all
other affiliates establish and maintain the structures and processes necessary to fulfill the
commitments expressed in the Regulatory Conditions and the Code of Conduct in a timely,
consistent, and effective manner (Regulatory Conditions, Section XIV); (viii) preserve the
integrity of utility-specific acquisitions of upstream supply and capacity (Regulatory
Conditions, Section XV); and (ix) ensure through rate and other protections for PSNC’s
North Carolina retail customers that the benefits of the Merger are equal to or surpass the
costs of the Merger to those customers (Regulatory Conditions, Section XVI).

The purpose of Section III of the Regulatory Conditions is to protect the
Commission’s jurisdiction as a result of the Merger, including risks related to agreements
and transactions between and among DENC, PSNC, and any of their affiliates, financing
transactions involving Dominion Energy, DENC or PSNC, and any other affiliate, and the
ownership, use, and disposition of assets by DENC or PSNC. This section includes
Regulatory Condition No. 3.1, which requires DENC and PSNC to submit proposed
affiliate agreements to the Public Staff for informal review at least 15 days before filing
with the Commission so that a determination can be made as to whether the agreements

require Commission action. This condition also requires that, for any contract that must
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be filed with FERC, DENC and PSNC file for informational purposes a copy of a proposed
affiliate agreement with the Commission at least 15 days prior to filing the agreement with
FERC.

Regulatory Condition No. 3.2 states that contracts memorializing financing
transactions between DENC and PSNC and their affiliates, or between affiliates that are
reasonably likely to affect DENC’s or PSNC’s rates or service, must provide that DENC
or PSNC shall not include the effects of any capital structure or debt or equity costs
associated with the transactions in its North Carolina retail cost of service or rates except
as allowed by the Commission.

Regulatory Condition No. 3.3 stipulates that DENC and PSNC will own and control
the assets used to serve their respective retail customers. Further, if DENC or PSNC
intends to transfer an asset having a net book value in excess of $10 million, they are
required to provide the Commission with at least 30 days advance notice of the proposed
transfer and cannot include the value of the transfer in rates without Commission approval.

Regulatory Condition No. 3.8 also includes provisions intended to protect the
Commission’s jurisdiction. Regulatory Condition No. 3.8(f) as proposed in the October
10, 2018, filing by the Public Staff, provides that DENC, PSNC, Dominion Energy, other
affiliates and the nonpublic utility operations shall (a) acknowledge the risk of any possible
preemptive effects of federal law with respect to any contract, transaction, or commitment
entered into or proposed by DENC or PSNC or that could affect DENC’s or PSNC’s
operations, service, or rates and (b) take all actions as may be reasonably necessary and
appropriate to hold North Carolina ratepayers harmless from rate increases, foregone

opportunities for rate decreases, or other adverse effects of the preemption. At the hearing,
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the Chairman questioned how the Applicants interpreted this condition, and whether it
could be interpreted to mean that, in circumstances where the Commission did not agree
that costs incurred pursuant to federally approved rates should be passed to North Carolina
customers, the utility’s shareholders should bear that cost. Applicants’ witness Wohlfarth
testified that, while this condition could in the future be subject to interpretation, the
Applicants remain obligated to act prudently regardless of any approved federal rate, and
the Commission maintains its authority to make such prudence determinations. Tr. pp.
114:20-120:16. Public Staff witness Maness testified in response to similar questions by
the Chairman that the key language in this condition is the requirement to take all actions
as may be reasonably necessary and appropriate to hold North Carolina customers
harmless. Witness Maness testified that the Public Staff determined that inclusion of this
condition was reasonable because it was included in the regulatory conditions approved in
the Duke-Piedmont Amended Conditions Order. Tr. pp. 179:6-181:12.

On October 31, 2018, the Public Staff and Applicants filed their Joint Proposed
Order, which revised Regulatory Condition No. 3.8(f) to address the Chairman’s concerns.
The revised condition modifies subsection (b) of Regulatory Condition No. 3.8(f) to
provide that DENC, PSNC, Dominion Energy, and any other Affiliates and the Nonpublic
Utility Operations “shall take all actions as may be reasonably and lawfully necessary and
appropriate to advance the interests of North Carolina ratepayers to avoid rate increases,
foregone opportunities for rate decreases or any other adverse effects of such preemption
including but not limited to intervention in FERC proceedings on behalf of the interests of

North Carolina ratepayers.” (Revisions in italics.)
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Based on this evidence, the Commission finds and concludes that the Regulatory
Conditions, including revised Regulatory Condition No. 3.8(f) as revised in the Joint
Proposed Order filed on October 31, 2018, effectively address the concerns related to
potential loss of or reduction in the Commission’s jurisdiction arising from the Merger.

Section IV of the Regulatory Conditions is intended to ensure that the costs incurred
by DENC and PSNC are properly incurred, accounted for, and directly charged, assigned,
or allocated to their respective North Carolina retail operations and that only costs that
produce benefits to DENC’s and PSNC'’s retail customers are included in their North
Carolina cost of service for ratemaking purposes. The Commission finds and concludes
that the Regulatory Conditions effectively address concerns related to the incurrence of,
accounting for, and charging of costs to DENC’s and PSNC’s respective retail operations.

Section VI of the Regulatory Conditions incorporates the remaining conditions of
Dominion Energy’s integration into PJM, which are primarily reporting requirements. The
Commission finds that these conditions will continue to apply to DENC under these
Regulatory Conditions.

The purposes of Section VII of the Regulatory Conditions are to ensure that
(a) DENC’s and PSNC’s capital structures and cost of capital are not adversely affected
through their affiliation with Dominion Energy, each other, and other affiliates, and (b) that
DENC and PSNC have sufficient access to equity and debt capital at reasonable costs so
as to adequately fund and maintain their current and future capital needs and otherwise
meet their service obligations to their customers.

The Commission finds and concludes that the Regulatory Conditions effectively

address the concerns related to potential financing issues arising from the Merger. In
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particular, the Commission finds and concludes that the Regulatory Conditions effectively
ensure that (a) DENC’s and PSNC’s capital structures and cost of capital are not adversely
affected because of their affiliation with Dominion Energy, each other, and other affiliates,
and (b) that DENC and PSNC have sufficient access to equity and debt capital at a
reasonable cost to adequately fund and maintain their current and future capital needs and
otherwise meet their service obligations to their customers.

Section VIII of the Regulatory Conditions addresses the risks and concerns related
to corporate governance and ring-fencing issues arising from the Merger. These
Regulatory Conditions are intended to ensure the continued viability of DENC and PSNC
and to insulate and protect DENC and PSNC and their North Carolina retail customers
from the business and financial risks of Dominion Energy and the affiliates within the
Dominion Energy holding company system, including the protection of utility assets from
liabilities of affiliates.

For example, Regulatory Condition No. 8.1 requires DENC and PSNC to manage
their respective businesses so as to maintain an investment grade debt rating on all of their
rated debt issuances with all of the debt rating agencies. If the debt rating of either DENC
or PSNC falls to within one notch of an investment grade rating by S&P and Moody’s, a
written notice by DENC or PSNC must be filed with the Commission and provided to the
Public Staff within five days, along with an explanation as to why the downgrade occurred.
Furthermore, within 45 days of such notice, DENC or PSNC are required to provide the
Commission and the Public Staff with a specific plan for maintaining and improving its
debt rating. The Commission, after notice and hearing, may then take whatever action it

deems necessary, consistent with North Carolina law, to protect the interests of DENC’s
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or PSNC’s North Carolina retail customers in the continuation of adequate and reliable
service at just and reasonable rates. In addition, Regulatory Condition No. 8.2 holds
DENC’s and PSNC’s customers harmless against any potential increase in costs associated
with a debt downgrade attributable to the Merger. The condition provides that if a
downgrade occurs and is continuing, a replacement cost calculation will be determined, as
part of DENC’s and PSNC'’s future general rate cases, and the procedure shall be effective
for five years following the Merger. Another example is Regulatory Condition No. 8.3,
which limits DENC’s and PSNC’s cumulative distributions paid to Dominion Energy
subsequent to the Merger to (a) the amount of retained earnings on the day prior to the
closure of the Merger, plus (b) any future earnings recorded by DENC and PSNC
subsequent to the Merger.

The Commission finds and concludes that the Regulatory Conditions effectively
address potential risks and concerns related to corporate governance and ring-fencing
issues arising from the Merger by ensuring the continued viability of DENC and PSNC,
and insulating and protecting DENC and PSNC and their retail customers, from the
business and financial risks of Dominion Energy and the affiliates within the Dominion
Energy holding company system, including the protection of utility assets from the
liabilities of affiliates.

The purpose of Section IX of the Regulatory Conditions is to ensure that the
Commission receives sufficient notice to exercise its lawful authority over proposed
mergers, acquisitions, and other business combinations involving Dominion Energy,
DENC, PSNC, other affiliates, or non-public utility operations. Regulatory Condition No.

9.1 requires that advance notification be filed with the Commission at least 180 days prior
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to the proposed closing date for a proposed merger, acquisition, or other business
combination that would affect DENC’s or PSNC’s rates or service. Regulatory Condition
No. 9.2 requires that advance notification be filed with the Commission at least 90 days
prior to the proposed closing date for the proposed merger, acquisition, or other business
combination that is believed not to have an effect on DENC’s or PSNC'’s rates or service,
but that involves Dominion Energy, other affiliates, or non-public utility operations and
that has a transaction value exceeding $1.5 billion. Any interested party may file
comments within 45 days of the filing of the advance notification, and, if timely comments
are filed, the Public Staff is required to place the matter on a Commission Staff Conference
agenda and recommend how the Commission should proceed. This condition further
provides that, if the Commission determines that the merger, acquisition, or other business
combination requires approval, an order shall be issued requiring the filing of an
application, and no closing can occur until and unless the Commission approves the
proposed merger, acquisition, or business combination.

The Commission finds and concludes that the Regulatory Conditions will
effectively enable the Commission to exercise its jurisdiction over business combinations
involving Dominion Energy or other members of the Dominion Energy holding company
structure following the Merger by ensuring that the Commission receives sufficient
notice to exercise its lawful authority over proposed mergers, acquisitions, and other
business combinations involving Dominion Energy, DENC, PSNC, other affiliates, or
the nonpublic utility operations of DENC and PSNC.

The Regulatory Conditions in Section X are intended to ensure that the

Commission receives adequate notice of, and opportunity to review and take such
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lawful action as is necessary and appropriate with respect to, changes to the structure
and organization of Dominion Energy, DENC, PSNC, and other affiliates, and
nonpublic utility operations of DENC and PSNC as they may affect North Carolina retail
customers.

Regulatory Condition No. 10.1 provides that DENC and PSNC are required to file
notice with the Commission 30 days prior to the initial transfer or any subsequent transfer of
any services, functions, departments, employees, rights, obligations, assets, or liabilities from
DENC or PSNC to the service company that (a) involves services, functions, departments,
employees, rights, obligations, assets; or liabilities other than those of a governance or
corporate nature that traditionally have been provided by a service company, or
(b) potentially would have a significant effect on DENC’s or PSNC’s public utility
operations.

Regulatory Condition No. 10.2 provides that, upon request, DENC and PSNC
shall meet and consult with, and provide requested relevant data to, the Public Staff
regarding plans for significant changes in DENC’s, PSNC’s, or Dominion Energy’s
organization, structure (including RTO developments), and activities; the expected or
potential impact of such changes on DENC’s or PSNC’s retail rates, operations, and
service; and proposals for assuring that such plans do not adversely affect DENC’s or
PSNC'’s retail customers. To the extent that proposed significant changes are planned
for the organization, structure, or activities of an affiliate or nonpublic utility operation
and such proposed changes are likely to have an adverse impact on DENC’s or PSNC’s
retail customers, then DENC’s and PSNC’s plans and proposals for assuring that those

plans do not adversely affect those customers must be included in these meetings.
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DENC and PSNC shall inform the Public Staff promptly of any such events and
changes.

The Commission finds and concludes that the Regulatory Conditions effectively
address risks and concerns related to structure and organization arising from the Merger by
ensuring that the Commission will receive adequate notice of, and an opportunity to
review and take such lawful action as is necessary and appropriate with respect to,
changes to the structure and organization of Dominion Energy, DENC, PSNC, and other
affiliates, and nonpublic utility operations of DENC and PSNC as they may affect North
Carolina retail customers.

The Applicants state in the application that the proposed Merger in no way
diminishes the Commission’s authority to regulate the service quality of PSNC. (App. P
33). Section XI of the Regulatory Conditions contains twelve separate provisions that are
intended to ensure that DENC and PSNC continue to implement and further their
commitment to providing superior utility service by meeting recognized service quality
indices and implementing the best practices of each other and their utility affiliates to the
extent reasonably practicable. These provisions include overall service quality, best
practices, right-of-way maintenance expenditures and clearance practices, customer access
to service representatives and other services, call center operations, customer surveys, and
regular meetings with the Public Staff on matters related to service quality. With respect
to DENC, Regulatory Condition No. 11.2 also requires that DENC continue to take all
reasonable and prudent actions necessary to continue to provide its North Carolina retail

customers with superior bundled retail electric service.

43

OFFICIAL COPY

Oct 31 2018



In addition, Applicants’ witness Farrell testified that Dominion Energy’s “proven
leadership team is unfailingly committed to the safe, reliable, cost-effective, and
environmentally responsible provision of utility services to its customers” and “[t]hat
commitment will apply equally to its operation of PSNC.” Tr. p. 22:18-22.

The Commission finds and concludes that the Commission’s continuing regulatory
authority and procedures and the Regulatory Conditions will effectively ensure that DENC
and PSNC maintain a strong commitment to customer service after the Merger.

Section XII of the Regulatory Conditions is intended to ensure that DENC’s and
PSNC’s North Carolina retail customers do not bear any additional tax costs as a result of
the Merger and that they receive an appropriate share of any tax benefits associated with
the service company affiliates.

Regulatory Condition No. 12.1 provides that under any tax sharing agreement
DENC and PSNC will not seek to recover from their North Carolina retail customers any
tax cost that exceeds DENC’s or PSNC’s tax liability calculated as if DENC and PSNC
were stand-alone taxable entities for tax purposes.

Regulatory Condition No. 12.2 provides that the appropriate portion of any income
tax benefits associated with the Service Company will accrue to the North Carolina retail
operations of DENC and PSNC for regulatory accounting, reporting, and ratemaking
purposes.

The Commission finds and concludes that Regulatory Condition Nos. 12.1 and 12.2
will effectively ensure that DENC’s and PSNC’s North Carolina retail customers (a) are
protected from any adverse effects of a tax sharing agreement, and (b) will receive an

appropriate portion of income tax benefits associated with the Service Company.
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Section XIII of the Regulatory Conditions provides procedures for the
implementation of conditions requiring advance notices and other filings arising from the
Merger. The Commission finds and concludes that Section XIII of the Regulatory
Conditions provides appropriate and effective procedures for the implementation of
conditions requiring advance notices and other filings arising from the Merger.

Sections V and XIV of the Regulatory Conditions address compliance with the
Code of Conduct. Section V obligates DENC, PSNC, Dominion Energy, and other
affiliates to comply with the terms of the Code of Conduct. The purpose of Section XIV
of the Regulatory Conditions is to ensure that Dominion Energy, DENC, PSNC, and all
other affiliates establish and maintain the structures and processes necessary to fulfill the
commitments expressed in the Regulatory Conditions and the Code of Conduct in a timely,
consistent, and effective manner.

Regulatory Condition No. 14.1 requires Dominion Energy, DENC, PSNC, and all
other affiliates to devote sufficient resources to the creation, monitoring, and ongoing
improvement of effective internal compliance programs to ensure compliance with the
Regulatory Conditions and the Code of Conduct. It further requires them to take a proactive
approach toward correcting any violations and reporting them to the Commission, including
the implementation of systems and protocols for monitoring, identifying, and correcting
possible violations, a management culture that encourages compliance among all personnel,
and the tools and training sufficient to enable employees to comply with Commission
requirements.

Regulatory Condition No. 14.2 requires DENC and PSNC to designate a chief

compliance officer who will be responsible for compliance with the Regulatory Conditions
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and Code of Conduct. This person’s name and contact information must be posted on
DENC’s and PSNC’s Internet Websites. Regulatory Condition No. 14.3 requires that
annual training be provided by DENC and PSNC on the requirements and standards
contained within the Regulatory Conditions and Code of Conduct to all of their employees,
including service company employees, whose duties in any way may be affected by such
requirements and standards.

Regulatory Condition No. 14.4 states that if DENC or PSNC discover that a
violation of the requirements or standards contained within the Regulatory Conditions and
Code of Conduct has occurred, then they are required to file a statement with the
Commission describing the circumstances leading to that violation and the mitigating and
other steps taken to address the current or any future potential violation.

The Commission finds and concludes that the Regulatory Conditions will effectively
ensure monitoring and compliance with the Regulatory Conditions and the Code of Conduct
by requiring Dominion Energy, DENC, PSNC, and all other affiliates to establish and
maintain the structures and processes necessary to fulfill the commitments expressed in the
Regulatory Conditions and the Code of Conduct in a timely, consistent, and effective manner.
With regard to Findings of Fact Nos. 35-46, the Regulatory Conditions provide the
protections noted in each such finding of fact. No party has offered evidence contesting these
provisions of the Regulatory Conditions or the testimony of the witnesses in support thereof.
As a result, the Commission determines that the evidence is sufficient to support these
findings of fact and need not be repeated here.

The purpose of Regulatory Condition XV is to preserve the integrity of utility specific

acquisitions of upstream supply and capacity. Regulatory Condition No. 15.1 requires
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DENC and PSNC to determine the appropriate sources for their interstate pipeline capacity
and supply on the basis of the benefits and costs to their respective customers. It also
prohibits PSNC from contracting with an affiliate interstate pipeline for additional capacity
with a contractual term of ten years or more without issuing a request for proposals, requires
PSNC to consider the proposals in good faith, and prohibits PSNC from contracting with an
affiliate unless the affiliate is the least cost provider or unless otherwise approved by the
Commission. This regulatory condition addresses the concerns expressed by Transco
witness Amezquita. Regulatory Condition No. 15.2 specifies that, except as provided in
Code of Conduct Section III.D.5 (Joint purchases), PSNC shall retain title, ownership, and
management of all gas contracts necessary to ensure the provision of reliable service to
PSNC’s customers consistent with its best cost gas and capacity procurement methodology.

The Commission finds and concludes that these Regulatory Conditions will
effectively ensure the continuation of DENC’s and PSNC’s current practices for determining
their long-term sources of interstate pipeline capacity and supply.

Finally, the purpose of Regulatory Condition X V1 is to ensure, through rate and other
protections for DENC’s and PSNC’s North Carolina retail customers that the benefits of the
Merger are equal to or surpass the costs of the Merger to those customers. Regulatory
Condition No. 16.1 echoes the commitment contained in the Stipulation that PSNC will
create a regulatory liability of $3.75 million representing a refund to customers of 2017
revenues to be provided as bill credits of $1.25 million on January 1 of 2019 (or as soon
thereafter those dates as practicable), January 1, 2020, and January 1, 2021. In addition,
Regulatory Condition No. 16.2 states that PSNC will not file an application for a general rate

case proceeding to adjust its rates and charges before April 20, 2021, and that, except in
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certain specified circumstances, PSNC will not file for any cost deferral during or covering
any period from the date of an order approving the Merger until after October 31, 2021.
Regulatory Condition No. 16.3 states PSNC’s agreement to maintain current levels of
customer service and behavior towards customers, and of professional cooperation.
Regulatory Condition No. 16.4 provides that the electric utility operations of DENC and
SCE&G, along with their affiliates and subsidiaries, will look for post-Merger opportunities
to engage in joint planning, purchasing, and services that will result in cost savings to
DENC’s customers while not compromising reliability or service quality. Finally,
Regulatory Condition 16.5 is intended to ensure that DENC’s and PSNC’s North Carolina
retail customers receive the benefit of a “most-favored-nation” status with regard to the
provision of Merger benefits and protections among Georgia, South Carolina, and any other
jurisdiction where approval of the Merger is required, by increasing the benefits and
protections to DENC’s or PSNC’s retail North Carolina customers to match the greatest level
of benefits and protections provided to DENC’s or PSNC’s retail customers in other
jurisdictions, if applicable. The most favored nation clause protects North Carolina retail
ratepayers of DENC and PSNC by ensuring that they receive at least equal customer benefits
if the settlement stipulations and orders entered in other jurisdictions contain materially better
benefits for DENC’s and PSNC’s ratepayers. Regulatory Condition 16.5 therefore provides
that following the approval of the Merger in other jurisdictions, any mechanisms adopted
pursuant to which benefits and ratepayer protections are provided to DENC and PSNC
ratepayers will be reviewed to identify the states in which each of DENC’s and/or PSNC’s
retail customers will receive the largest financial (including, but not limited to, rate

reductions, rebates, refunds, other payments, bill credits, rate moratoriums, etc.) and non-
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financial benefits, and other ratepayer protections, on a per customer or pro rata basis. If
the application of those benefits to DENC’s and/or PSNC’s North Carolina retail ratepayers
would result in a greater level of benefits and/or protections than that which has otherwise
been provided for their North Carolina retail customers in these Regulatory Conditions,
then the benefits and protections to North Carolina retail ratepayers will be increased to
match the greatest level of benefits and protections provided to the DENC and/or PSNC
retail ratepayers in any of the other jurisdictions. The condition, however, provides that in
no event will the application of the methodology cause North Carolina retail customers’
benefits to be reduced.

The Commission finds and concludes that these Regulatory Conditions will
effectively ensure that the benefits of the Merger are equal to or surpass the costs of the
Merger to DENC’s and PSNC’s customers.

With regard to all of the Regulatory Conditions approved herein, with the exception
of Section VI (PJM Conditions) and XVI, the Regulatory Conditions are substantially
similar to those approved by the Commission in the Duke-Piedmont Amended Conditions
Order. In turn, those Regulatory Conditions are, with certain exceptions as approved in that
order, identical to those approved in the 2006 merger of Duke Energy and Cinergy
Corporation and the 2012 merger of Duke Energy and Progress Energy, Inc. Thus, the
Commission and the Public Staff have more than a decade of experience with the
application and enforcement of the majority of these Regulatory Conditions. The
Commission has found them to be effective in protecting customers from the real and
potential risks of those mergers. Additionally, the Commission has concluded that the

Stipulation, including the Regulatory Conditions, was the product of give-and-take
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settlement negotiations among the parties. The Commission is, therefore, confident in the
ongoing strength of the Regulatory Conditions as modified for this proceeding and their
ability to protect DENC’s and PSNC’s North Carolina retail customers from the real and
potential risks of SCANA’s Merger with Dominion Energy.

Based on the testimony provided by the Public Staff Panel and for the reasons
discussed above, the Commission concludes that the Regulatory Conditions safeguard
customers from potential adverse impacts of the Merger on rates, services, and other
aspects of the public utility operations of DENC and PSNC.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 47-51
(Potential Risks Addressed by the Code of Conduct)

The evidence supporting these findings of fact is set forth in the testimony of the
Public Staff Panel, the testimony of Applicants’ witnesses, and the Stipulation, including
the Code of Conduct.

Potential risks to customers of the Merger are also addressed by the Code of
Conduct. As with the proposed Regulatory Conditions, the proposed Code of Conduct
would update the codes of conduct currently in effect and applicable to DENC and PSNC
and is largely based on the Code of Conduct that was approved by the Commission in the
Duke-Piedmont Merger Order.

The Public Staff Panel testified that its proposed Code of Conduct, together with the
Regulatory Conditions, were developed in order to provide cost allocation and pricing
standards, natural gas marketing standards, requirements regarding the sharing of potentially
competitive sensitive information, and requirements to file cost allocation manuals and
annual reports on affiliate transactions, all of which would work to minimize any market

power of the proposed Merger. Tr. p. 165:6-12.
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Applicants’ witness Wohlfarth testified that the Code of Conduct governs the
relationship, activities, and transactions among the public utility operations and their
affiliates. Tr. p. 97:18-20. Applicants’ witness Harris testified that, together with the
Regulatory Conditions, the Code of Conduct provides additional benefits and protections for
PSNC’s customers, ensures that the Merger will not adversely impact the rates charged and
service provided by PSNC to its North Carolina customers, and ensures that the benefits of
the Merger to PSNC’s customers are sufficient to offset any potential costs and risks. Tr. pp.
2:5-7; 4:9-13.

Section III.A of the Code discusses Independence and Information Sharing. This
section requires Dominion Energy, DENC, PSNC, and other affiliates to operate
independently of each other, and sets guidelines and restrictions on the exchange of
customer information and confidential systems operation information.

Section III.B of the Code addresses Nondiscrimination. It prohibits the Applicants
from giving any preference in pricing or service priority to an affiliate or from requiring
the purchase of any goods or services in return for receiving electric or gas service.

Section III.C of the Code addresses Marketing. It allows joint sales and joint
advertising by DENC and PSNC with their affiliates and nonpublic utility operations
subject to restrictions imposed by the Commission, but requires DENC and PSNC to make
any such joint marketing opportunities available to third parties. This section of the Code
also prohibits the use by an affiliate, including Dominion Energy, of DENC’s or PSNC’s
names and logos unless disclaimers accompany such use. The disclaimers clarify that the
utilities/affiliates are separate companies and that the Commission does not regulate

Dominion Energy or the affiliate.
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Section III.D of the Code address Transfers of Goods and Services, Transfer
Pricing, and Cost Allocation. This section sets guidelines for the pricing of goods and
services exchanged between affiliates.

Provisions D.4 and D.6 provide that charges for shared services and all permitted
transactions among the affiliates shall be allocated to the affiliated utilities in accordance
with the service company cost allocation manual filed with the Commission.

Provision D.5 provides that DENC, PSNC, and their utility affiliates may “capture
economies-of-scale in joint purchases of goods and services” (excluding the purchase of
electricity or ancillary services purchased for resale unless purchased pursuant to a
Commission-approved contract or service agreement) if the joint purchases result in cost
savings for customers.

Provision D.8 provides that trade secrets shall not be transferred from DENC or
PSNC to Dominion Energy or other affiliates without just compensation and filing of 60-
day prior notice to the Commission.

Provision D.9 provides that DENC and PSNC shall receive compensation from
Dominion Energy or other affiliates for intangible benefits, if appropriate.

Section IIL.E, “Regulatory Oversight,” reiterates that N.C. Gen. Stat. § 62-153 will
continue to apply to all transactions between DENC, PSNC, Duke Energy, and other
affiliates. This statute requires all public utilities to file with the Commission any contract
with any affiliate, and the Commission may disapprove such a contract if it is found to be
unjust or unreasonable. Further, the books and records of the Applicants and their affiliates
will be open for examination by the Commission or the Public Staff. Finally, DENC shall

file a report with its annual fuel cost recovery rider demonstrating that any gas services
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purchased from PSNC (except those provided under Commission-approved contracts)
were prudent and reasonably priced.

Section IILF is entitled “Utility Billing Format” and provides that if customers
receive bills for a variety of services such bills shall clearly separate the electric service
charges and gas service charges from the charges for any other services. In addition, the
bill shall clearly state that a customer’s utility service will not be terminated for failure to
pay for any other services billed.

Section III.G of the Code provides a “Complaint Procedure” for resolving
complaints that arise due to the relationship of DENC and PSNC with Dominion Energy
and other affiliates.

Section III.H is entitled “Natural Gas/Electricity Competition” and provides that
DENC and PSNC shall continue to compete against all energy providers to serve those
retail customer energy needs that can be legally and profitably served by both electricity
and natural gas. The competition between DENC and PSNC shall be at a level that is no
less than that which existed prior to the Merger. Without limitation as to the full range of
potential competitive activity, DENC and PSNC shall maintain certain minimum
standards.

The Commission has reviewed the Code of Conduct and finds and concludes that
it represents significant commitments by the Applicants to provide ongoing protection to
customers from possible costs and risks of the proposed Merger.

Also applicable is N.C. Gen. Stat. § 62-138, the requirement to obtain Commission
approval over service contracts; N.C. Gen. Stat. § 62-140, the prohibition against

discrimination; and, as discussed previously, N.C. Gen. Stat. § 62-153, which requires the
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Applicants to file affiliated contracts and to obtain approval for affiliated service contracts.
Each of these statutory provisions either prohibits or mandates utility conduct for the
purpose of assuring that rates charged to customers for utility services are just and
reasonable.

The Commission has carefully reviewed and considered all of the evidence set forth
above and finds it to be credible.

Further, the Code of Conduct is essentially identical to the Code of Conduct
approved by the Commission in the Duke-Piedmont Merger Order, which, in turn, was
essentially identical to the code of conduct approved in the 2006 merger of Duke Energy and
Cinergy Corporation and the 2012 merger of Duke Energy and Progress Energy, Inc. Thus,
the Commission and the Public Staff have more than a decade of experience with the
application and enforcement of the Code of Conduct. The Commission has found the Code
of Conduct to be effective in protecting ratepayers from the real and potential risks of those
mergers. The Commission is, therefore, confident in the ongoing strength of the Code of
Conduct and its ability to protect PSNC’s customers from the real and potential risks of
SCANA’s Merger with Dominion Energy.

Based on the foregoing, the Commission finds and concludes that potential risks of
the Merger to customers have been effectively mitigated by the commitments of the
Applicants in the Application, as well as the testimony of Applicants’ witnesses, the
testimony of the Public Staff panel, and the Stipulation, including the Regulatory

Conditions and Code of Conduct.
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 52
(Market Power Study)

The evidence supporting this finding of fact is contained in the Market Power
Analysis, the testimony of Applicants’ witness Hunger, the testimony of the Public Staff
Panel, the testimony of Transco witness Amezquita, and the Stipulation, including the
stipulated Regulatory Conditions and Code of Conduct.

In the M-100, Sub 129 Order, the Commission required natural gas and electric
utilities proposing to engage in a merger to file a market power analysis with their merger
approval petitions. The purpose of this requirement was to allow the Commission to
evaluate the impact of the proposed merger on competitive and regulated markets and to
assess whether any potential anticompetitive effects might flow from the proposed merger
transaction.

The Commission has carefully reviewed the record in this proceeding related to
these issues and finds no substantial evidence that would support the conclusion that the
proposed Merger will result in materially increased market or monopoly power,
particularly when viewed in the light of the restrictions and requirements set forth in the
stipulated Regulatory Conditions and Code of Conduct.

In this regard, the Commission has reviewed the HHI study performed by Charles
River Associates, which concludes that the proposed Merger does not raise competitive
concerns in any of the studied markets. Market Power Analysis, Application Exhibit 5 at
24. Further, the Market Power Analysis found that the wholesale gas market is
“moderately concentrated, and the proposed transaction will increase market
concentration, but it will remain moderately concentrated” and that planned pipeline

development in the region “would not raise competitive concerns, and would improve
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market supply and competitive alternatives.” Market Power Analysis at 24. Regarding
wholesale electricity, “[w]ithin North Carolina, there will be no change in ownership of
generation, and therefore no concentration of the market that would raise concerns over the
exercise of market power.” Market Power Analysis at 24. The analysis also found that
“there is no overlap in service territories between retail gas service provided by PSNC
Energy (retail gas) and Dominion Energy North Carolina (retail electricity) so there is no
concern about reduced competition for utility customers who have the ability to switch
between electricity and gas for certain needs ... [t]hus, the proposed transaction should not
raise concerns that, following the merger, there will be incentives to invest in one type of
infrastructure over another to the disservice of its ratepayers.” Market Power Analysis at 5.

Applicants’ witness Hunger testified in support of the Market Power Analysis and
concluded that the Merger does not raise competitive concerns in any studied markets and
will not create an increased ability to exercise market power. Witness Hunger stated that
in the market power analysis he addressed the full range of competitive concerns in gas
and electricity markets associated with the Merger as it relates to North Carolina. With
regard to the wholesale gas market, he stated that the Merger would increase the market
concentration, but that the market would remain moderately concentrated. With regard to
the wholesale electricity market, he testified that within North Carolina there likely will be
a slight increase in market concentration, but no harm to competition as a result. With
regard to the retail gas and retail electricity markets, as there is no competitive retail regime
for gas service or electricity service in North Carolina, he concluded that the Merger will
not impact retail gas competition or retail electricity competition. With regard to cross-

fuel competition, witness Hunger noted that there is no overlap in service territories
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between retail service provided by PSNC and DENC, so there is no concern about reduced
competition for utility customers who have the ability to switch between electricity and
natural gas for certain needs. He also concluded that the Merger should not raise concerns
that following the Merger there will be incentives to invest in one type of infrastructure
over another to the disservice of customers. Tr. pp. 69:10-70:32.

The Public Staff Panel testified that its review of Applicants’ witness Hunger’s
testimony, Applicants’ joint application under Section 203 of the Federal Power Act, and
the July 12, 2018 FERC order approving the Merger support a conclusion that the Merger
is in the public interest. The Public Staff Panel noted FERC’s recognition that there is no
geographic overlap of the DENC and PSNC service areas. The Public Staff Panel testified
further that its recommended Regulatory Conditions and Code of Conduct provide cost
allocation and pricing standards, natural gas marketing standards, requirements regarding
the sharing of potentially competitive sensitive information, and requirements to file cost
allocation manuals and annual reports on affiliate transactions that should work to
minimize any market power of the merged company. Tr. pp. 164:12-165:12.

Transco witness Amezquita testified that the Merger would create a vertically
integrated business structure that could have significant control over essential facilities in
the sale, distribution, and transmission of natural gas and electricity in North Carolina,
which could lead to decisions by the merged company that could result in North Carolina
customers paying higher prices. (3-4) As noted above, Transco advocated for conditions
on any approval of the Merger including requiring PSNC to issue a request for proposals

for additional pipeline capacity, the filing of confidential reports of any resulting
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negotiations, and requiring PSNC to use a “least cost” standard when contracting for
natural gas supply and services. Tr. pp. 3:21-4:15; 134:1-7.

The Commission finds the analysis contained in the Market Power Analysis and
supported by witness Hunger to be credible and convincing. The Commission also finds
the testimony of the Public Staff Panel on this matter to be entitled to substantial weight
and finds the testimony of Transco on this matter to be fully addressed by this evidence
and by the Stipulation.

With respect to the possibility of self-dealing or anti-competitive conduct by and
among DENC and PSNC after the Merger, that risk is effectively mitigated by the
stipulated Regulatory Conditions and Code of Conduct attached to the Stipulation and by
the ongoing authority of this Commission over the rates, terms, and conditions of service
offered by DENC and PSNC.

The Regulatory Conditions and Code of Conduct, as set forth in the Stipulation and
supported by the testimony of Applicants’ witnesses Wohlfarth and Harris, address several
areas in which self-dealing or anticompetitive behavior by DENC and PSNC could arise.
First, the affiliated transaction rules set forth in the stipulated Regulatory Conditions are
intended to address risks related to agreements and transactions between and among
DENC, PSNC, and their affiliates; financing transactions involving Dominion Energy,
DENC or PSNC, and any affiliate (both RC Section III); and the proper incurrence of,
accounting for, and direct charging, assignment, or allocation of costs incurred by DENC
and PSNC (RC Sec. IV). The affiliate related provisions of the stipulated Code of Conduct
are designed to ensure independence of DENC and PSNC and their affiliates, prohibit

discrimination by DENC or PSNC against non-aftiliates, and regulate joint marketing and
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transfer pricing. According to its panel testimony, the Public Staff believes that these
provisions appropriately address concerns raised by the proposed Merger.

Based on the foregoing evidence, the Commission concludes that the proposed
Merger will not result in materially increased market or monopoly power to the detriment
of customers. The Commission’s conclusion is further supported by the restrictions and
requirements set forth in the stipulated Regulatory Conditions and Code of Conduct
designed to deter and prohibit self-dealing and anti-competitive behavior as well as the
Commission’s continuing regulatory jurisdiction over PSNC and DENC.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 53
(Approval of Stipulation)

The evidence supporting this finding of fact is contained in the Stipulation, the
testimony of Applicants’ witnesses Wohlfarth and Harris, and the testimony of the Public
Staff Panel.

As fully discussed in the Evidence and Conclusions for Findings of Fact Nos. 15 and
16, the provisions of the Stipulation are the product of the give and take of settlement
negotiations between the Applicants, the Public Staff, and Transco. As a result, the
Stipulation reflects the fact that the Applicants agreed to certain provisions that advanced the
Public Staff’s interests and the Public Staff agreed to other provisions that advanced the
Applicants’ interests. It also reflects the Applicants’ agreement to provisions that addressed
Transco’s concerns and Transco’s agreement to provisions that advanced Applicants’
interests. The end result is that the Stipulation strikes a fair balance between the interests of
the Applicants and their customers.

In his supplemental testimony, Applicants’ witness Wohlfarth testified that,

following the Public Staff’s extensive audit and discovery process investigating the public
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convenience and necessity of the proposed Merger, the Applicants and the Public Staff began
discussions regarding a possible settlement. He also stated that, after intervenor testimony
was filed, the Applicants engaged in discussions with Transco regarding the Regulatory
Conditions. He testified that the negotiations involved substantial compromise by all parties
on numerous issues. Witness Wohlfarth testified further that the terms of the Stipulation,
including the Regulatory Conditions and Code of Conduct, will ensure that the Merger will
have no adverse impact on the rates charged and the services provided by DENC and PSNC
to North Carolina customers and that the benefits of the Merger to those customers are
sufficient to offset any potential costs and risks. He stated that PSNC will continue to provide
efficient, reliable, and safe service at a reasonable cost through the many commitments made
by Dominion Energy and SCANA and testified to his belief that approval of the Merger and
the Stipulation will benefit PSNC and its customers. Tr. pp. 91:3-20; 99:20-100:8. In his
supplemental testimony, Applicants’ witness Harris testified to the number of ways that
PSNC will benefit from the Merger and that the terms of the Stipulation, Regulatory
Conditions, and Code of Conduct will ensure the Merger will not result in adverse impacts
to PSNC’s rates and service. Tr. pp. 82:10-84:13.

The Commission finds and concludes that the Stipulation is a reasoned and balanced
resolution of the matters that might otherwise be in dispute between the Stipulating Parties
in this docket. Further, the Stipulation is just and reasonable to all parties in light of the
evidence presented and serves the public interest. Therefore, the Commission approves the

Stipulation in its entirety.
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 54
(Public Convenience and Necessity)

The evidence supporting this finding of fact is contained in the Application, the
Applicants’ testimony, Public Staff Panel testimony, the Stipulation, including the
Regulatory Conditions and Code of Conduct, and the Commission’s supervisory authority
under Chapter 62 of the General Statutes over the rates, terms, and conditions of service
provided to the public by DENC and PSNC.

The legal standard applicable to this proceeding is set forth in N.C. Gen. Stat. § 62-
111(a) and requires the Commission to determine whether the proposed merger is “justified

2

by the public convenience and necessity.” Upon such finding, the statute instructs that
approval of the proposed merger “shall be given.”

In prior merger proceedings the Commission has established a three-part test for
determining whether a proposed utility merger is justified by the public convenience and
necessity. That test is (1) whether the merger would have an adverse impact on the rates and
services provided by the merging utilities; (2) whether ratepayers would be protected as
much as possible from potential costs and risks of the merger; and (3) whether the merger
would result in sufficient benefits to offset potential costs and risks. See Order Approving
Merger Subject to Regulatory Conditions and Code of Conduct (Duke/Progress Merger

Order), issued June 29, 2012, in Docket Nos. E-2, Sub 998 and E-7, Sub 986, aff’d, In re

Duke Energy Corp., 232 N.C. App. 573, 755 S.E.2d 382 (2014); see also Duke-Piedmont

Merger Order. These questions are related to one another and together establish a reasoned
framework upon which utility mergers may be evaluated. In making these assessments, the
Commission has also examined factors such as whether service quality will be maintained

or improved, the extent to which costs can be lowered and rates can be maintained or reduced,
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and whether effective regulation of the merging utilities will be maintained. See Order
Approving Merger and Issuance of Securities, issued April 22, 1997, in Docket No. E-7,
Sub 596.

The Commission has made findings of fact regarding the substantial economic and
non-economic benefits to be received by customers as a result of the Merger. In addition,
the Commission notes the absence of any proposal to change rates, terms, or conditions of
service for any customer of DENC or PSNC in conjunction with or as a direct result of the
proposed Merger. This is confirmed in the testimony of Applicants’ witness Farrell that
“no transaction fees, integration cost, or any acquisition premium that will result from the
combination will be passed on to the customers of PSNC or Dominion Energy North
Carolina.” Tr. p. 24:20-22. 1t is also confirmed by paragraph 30.1. of the Application,
which provides that the Merger will “not have a net adverse impact on the rates and services
of Dominion Energy North Carolina or PSNC Energy.” Additionally, the Cost-Benefit
Analysis filed with the Application indicates that customers will not be charged for Merger
costs such as the acquisition premium and transaction fees, which, instead, will be absorbed
by Dominion Energy. Finally, the Stipulation provides that direct expenses associated with
the Merger will be excluded from the regulated expenses of PSNC and DENC for
Commission financial reporting and ratemaking purposes.

Further, the Commission concludes that the potential risks or costs attendant to the
proposed Merger are adequately mitigated by the Applicants’ commitments concerning
absorption of Merger-related expenses and by the restrictions imposed on the Applicants’
conduct by the Stipulation, the Regulatory Conditions and Code of Conduct, and by this

Commission’s continuing jurisdiction and authority over the rates, terms, and conditions
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of service provided by DENC and PSNC. Finally, the Commission has given appropriate
weight to the Applicants’ testimony that the Merger will also result in non-quantifiable
economic and non-economic benefits for the customers of DENC and PSNC. On balance,
the Commission concludes that the Merger will have no adverse impact on the rates and
services provided by DENC and PSNC to their North Carolina customers and that the
known and potential benefits of the Merger are sufficient to offset the potential costs and
risks.

In addition, the Commission has made findings of fact that the Regulatory
Conditions, Code of Conduct, and other provisions of the Stipulation, as approved herein,
will protect DENC’s and PSNC’s North Carolina retail customers from known and
potential costs and risks of the Merger.

Therefore, the Commission concludes that the proposed Merger of Dominion
Energy and SCANA is justified by the public convenience and necessity, serves the public
interest, and should be approved pursuant to N.C. Gen. Stat. § 62-111.

IT IS, THEREFORE, ORDERED as follows:

1. That the application of Dominion Energy and SCANA pursuant to N.C.
Gen. Stat. § 62-111(a) to engage in a business combination transaction shall be, and is
hereby, approved subject to the provisions of the Stipulation and of the revised Regulatory
Conditions and Code of Conduct, attached hereto and incorporated herein.

2. That, subject to the Merger being consummated and the Regulatory
Conditions and Code of Conduct approved herein becoming effective, the Regulatory
Conditions and Codes of Conduct approved by the Commission in the Dominion Energy-

CNG merger order and the SCANA-PSNC merger order shall be nullified.

63

OFFICIAL COPY

Oct 31 2018



3. That upon closing of the Merger PSNC shall create a regulatory liability of
$3.75 million and shall refund that amount to its North Carolina customers through bill
credits of $1.25 million each provided on January 1, 2019 (or as soon thereafter as
possible), January 1, 2020, and January 1, 2021.

4, That, in 2019, PSNC shall increase its charitable contributions over its 2017
contributions by $150,000. Such charitable contributions shall be used to provide energy
assistance to low-income customers in PSNC’s service territory and shall be treated as
below-the-line expenses for regulatory accounting, reporting, and ratemaking purposes.

5. That DENC and PSNC shall exclude direct expenses associated with the
Merger from their regulated expenses for Commission financial reporting and ratemaking
purposes. Such expenses to be excluded include: acquisition premiums; change-in-control
payments made to terminated executives; regulatory process costs; transaction costs such
as investment banking, legal, accounting, securities issuances, and advisory fees;
integration costs such as costs related to the integration of financial, IT, human resources,
billing, accounting, and telecommunications systems; and other transition costs such as
severance payments, changes to signage, transitioning employees to post-Merger employee
benefit plans, and costs to terminate any duplicative leases, contracts and operations.
PSNC and DENC shall file a report of their accounting for Merger-related direct expenses
within 60 days after the close of the Merger, and supplemental reports within 60 days after
each calendar year, as necessary.

6. That PSNC will not file an application for a general rate case proceeding to
adjust its rates and charges before April 1, 2021. PSNC will not increase its non-gas cost

margin in its rates until November 1, 2021, except for the following reasons:
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(1) adjustments or changes pursuant to Rider C (Customer Usage Tracker), Rider D
(Purchased Gas Adjustment Procedures), and Rider E (Integrity Management Tracker)
pursuant to N.C. Gen. Stat. § 62-133.4, N.C. Gen. Stat. § 62-133.7, and N.C. Gen. Stat. §
62-133.7A; (2) to reflect the financial impact of governmental action (legislative,
executive, or regulatory) having a substantial specific impact on the gas industry generally
or on a segment thereof that includes PSNC, including but not limited to major
expenditures for environmental compliance; (3) to implement natural gas expansion
surcharges imposed pursuant to N.C. Gen. Stat. § 62-158; or (4) to reflect the financial
impact of major expenditures associated with force majeure. In addition, PSNC shall not
file for any cost deferral during or covering any period from the date of an order approving
the Merger until after October 31, 2021, except: (1) to reflect the financial impact of
governmental action (legislative, executive, or regulatory) having a substantial specific
impact on the gas industry generally or on a segment thereof that includes PSNC, including
but not limited to major expenditures for environmental compliance; or (2) to reflect the
financial impact of major expenditures associated with force majeure.

7. That no later than March 1, 2019, and in accordance with and as provided
by N.C. Gen. Stat. § 62-153 and the related Regulatory Conditions, DENC and PSNC shall
file any new or amended affiliate agreements for use by DENC and PSNC. DENC and
PSNC may operate, as of the date of the Merger’s closing, under the new or amended
affiliate agreements until the Commission issues an order approving or accepting the new
or amended affiliate agreements under N.C. Gen. Stat. § 62-153. DENC’s and PSNC’s
interim operations under the new or amended affiliate agreements shall be subject to any

fully adjudicated Commission order on the matter.
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8. That the other provisions of the Stipulation are hereby approved.

0. That the Applicants are authorized to take such other and further actions as
are reasonable and necessary to consummate the Merger transaction set forth in the Merger
Agreement subject to the terms hereof.

10. That Applicants shall file a written notice in this docket within ten (10) days
of the consummation of the Merger approved herein.

11. That these dockets shall remain open pending the filing of such notice.

ISSUED BY ORDER OF THE COMMISSION.

Thisthe  day of , 2018.

NORTH CAROLINA UTILITIES COMMISSION

, Chief Clerk
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DOCKET NO. E-22, SUB 551
DOCKET NO. G-5, SUB 585

REGULATORY CONDITIONS

These Regulatory Conditions set forth commitments made by Dominion
Energy and SCANA, and their public utility subsidiaries, DENC and PSNC,
respectively, as a precondition of approval of the application by Dominion Energy
and SCANA pursuant to G.S. 62-111(a) for authority to engage in their proposed
business combination transaction. These Regulatory Conditions, which become
effective only upon closing of the Merger, shall apply jointly and severally to
Dominion Energy and SCANA, as well as DENC and PSNC and shall be
interpreted in the manner that most effectively fulfills the Commission’s purposes
as set forth in the preamble to Section Il of these Regulatory Conditions.

SECTION |
DEFINITIONS

For the purposes of these Regulatory Conditions, capitalized terms shall
have the meanings set forth below. If a capitalized term is not defined below, it
shall have the meaning provided elsewhere in this document or as commonly
used in the electric or natural gas utility industry.

Affiliate: Dominion Energy, and any business entity of which ten percent (10%)
or more is owned or controlled, directly or indirectly, by Dominion Energy. For
purposes of these Regulatory Conditions, Dominion Energy and each business
entity so controlled by it are considered to be Affiliates of DENC and PSNC, and
DENC and PSNC are considered to be Affiliates of each other.

Affiliate Contract: (a) Any contract or agreement between DENC and PSNC or
between DENC or PSNC and any other Affiliate or proposed Affiliate, and (b) any
contract or agreement between such other Affiliate or proposed Affiliate and
another Affiliate that is related to the same subject matter and is reasonably likely
to have an Effect on DENC’s or PSNC’s Rates or Service. Such contracts and
agreements include, but are not limited to, service, operating, interchange,
pooling, and wholesale power sales agreements and agreements involving
financings and asset transfers and sales.

Code of Conduct: The minimum guidelines and rules approved by the
Commission that govern the relationships, activities, and transactions between
and among the public utility operations of DENC and PSNC, Dominion Energy
and SCANA, the other Affiliates of DENC and PSNC, and the Nonpublic Utility
Operations of DENC and PSNC, as those guidelines and rules may be amended
by the Commission from time to time.

Commission: The North Carolina Utilities Commission.
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CNG: Consolidated Natural Gas Company, which merged with Dominion
Resources, Inc. (now Dominion Energy) in 1999 as approved by the Commission
in Docket No. E-22, Sub 380.

Customer: Any retail electric customer of DENC in North Carolina and any
Commission-regulated natural gas sales or natural gas transportation customer
of PSNC located in North Carolina.

DENC: Virginia Electric and Power Company, d/b/a Dominion Energy North
Carolina, the business entity, wholly owned by Dominion Energy, that holds the
franchises granted by the Commission to provide Electric Services within its
North Carolina service territory and that engages in public utility operations, as
defined in G.S. 62-3(23), within the State of North Carolina. DENC refers to the
system business and operation of Virginia Electric and Power Company, and not
simply the North Carolina retail assigned or allocated portions of that business
and operation.

Dominion Energy: Dominion Energy, Inc., which is the current holding
company parent of DENC and PSNC, and any successor company.

Effect on DENC’s or PSNC’s Rates or Service: When used with reference to
the consequences to DENC or PSNC of actions or transactions involving an
Affiliate or Nonpublic Utility Operation, this phrase has the same meaning that it
has when the Commission interprets G.S. 62-3(23)(c) with respect to the
affiliation covered therein.

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

Federal Law: Any federal statute or legislation, or any regulation, order,
decision, rule or requirement promulgated or issued by an agency or department
of the federal government.

FERC: The Federal Energy Regulatory Commission.

Fully Distributed Cost: All direct and indirect costs, including overheads and an
appropriate cost of capital, incurred in providing the goods and services in
question.

Joint Owners: OIld Dominion Electric Cooperative (ODEC), with respect to its
ownership interests in the North Anna Nuclear Station and the Clover Power
Station, and First Energy and LS Power (and/or their subsidiaries and
affiliates), with regard to their ownership interests in the Bath County Pumped
Storage Station. For purposes of these Regulatory Conditions, DENC is not
included in the definition of Joint Owners. Also, for purposes of these
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Regulatory Conditions, Joint Owners include any successors and assigns to
ODEC and First Energy.

Market Value: The price at which property, goods, or services would change
hands in an arm’s-length transaction between a buyer and a seller without any
compulsion to engage in a transaction, and both having reasonable knowledge of
the relevant facts.

Merger: All transactions contemplated by the Agreement and Plan of Merger
between Dominion Energy and SCANA.

Merger-Related Expenses: Merger—Related Expenses include acquisition
premiums, change-in-control payments made to terminated executives,
regulatory process costs, and transaction costs, such as investment banking,
legal, accounting, securities issuances and advisory fees. Integration costs
include the integration of financial, IT, human resources, billing, accounting, and
telecommunications systems. Other transition costs include severance payments
to employees, changes to signage, the cost of transitioning employees to post-
merger employee benefit plans, and costs to terminate any duplicative leases,
contracts and operations, etc.

Native Load Priority: Power supply service being provided or electricity
otherwise being sold with a priority of service equivalent to that planned for
and provided by DENC to its respective Retail Native Load Customers.

Natural Gas Services: Commission-regulated natural gas sales and natural gas
transportation, and other related services, including, but not limited to,
administration of Customer accounts and rate schedules, metering and billing,
and standby service.

Nonpublic Utility Operations: All business operations engaged in by DENC or
PSNC involving activities (including the sales of goods or services) that are not
regulated by the Commission or otherwise subject to public utility regulation at
the state or federal level.

Non-Utility Affiliate: Any Affiliate, including Service Company, other than a
Utility Affiliate, DENC, or PSNC.

PSNC: Public Service Company of North Carolina, Inc., the business entity,
wholly owned by Dominion Energy and SCANA, that holds the franchise granted
by the Commission to provide Natural Gas Services within its North Carolina
service territory and that engages in public utility operations, as defined in G.S.
62-3(23), within the State of North Carolina.

Public Staff: The Public Staff of the North Carolina Utilities Commission.

Purchased Power Resources: Purchases of energy by DENC at wholesale,
the contract terms for which are one year or longer.
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Retail Native Load Customers: The captive retail Customers of DENC in
North Carolina for which DENC has the obligation under North Carolina law to
engage in long-term planning and to supply all Electric Services, including
installing or contracting for capacity, if needed, to reliably meet their electricity
needs.

Retained Earnings: The retained earnings currently required to be listed on
page 112, line 11, of the pre-Merger DENC FERC Form 1 and page 112, line 11
of the pre-Merger PSNC FERC Form 2.

SCANA: SCANA Corporation, which is the former and current direct holding
company parent of PSNC and is a subsidiary of Dominion Energy, and any
SUCCESSOrs.

Service Company: A centralized service company Affiliate that provides Shared
Services to DENC, PSNC, other Affiliates, and/or the Nonpublic Utility Operations
of DENC or PSNC, singly or in any combination.

Shared Services: The services that meet the requirements of these Regulatory
Conditions and that the Commission has explicitly authorized DENC and PSNC
to take from the Service Company pursuant to a service agreement (a) filed with
the Commission pursuant to G.S. 62-153(b), thus requiring acceptance and
authorization by the Commission, and (b) subject to all other applicable
provisions of North Carolina law, the rules and orders of the Commission, and
these Regulatory Conditions.

Utility Affiliates: The regulated public utility operations of the East Ohio Gas
Company (Dominion Energy Ohio), Hope Gas, Inc. (Dominion Energy West
Virginia), Questar Gas Company (Dominion Energy Utah, Dominion Energy
Wyoming, and Dominion Energy Idaho), and South Carolina Electric & Gas
Company (SCE&G).

SECTION I
AUTHORITY, SCOPE, AND EFFECT

These Regulatory Conditions are based on the general power and
authority granted to the Commission in Chapter 62 of the North Carolina General
Statutes to control and supervise the public utilities of the State. The Regulatory
Conditions address specific exercises of the Commission’s authority and provide
mechanisms that enable the Commission to determine the extent of its authority
and jurisdiction over proposed activities of, and transactions involving, DENC,
PSNC, Dominion Energy, and other Affiliates or Nonpublic Utility Operations.
The purpose of these Regulatory Conditions is to ensure that DENC’s Retail
Native Load Customers and PSNC’s Customers (a) are protected from any
known adverse effects from the Merger, (b) are protected as much as possible
from potential costs and risks resulting from the Merger, and (c) receive sufficient
known and expected benefits to offset any potential costs and risks resulting from

OFFICIAL COPY

Oct 31 2018



the Merger. These Regulatory Conditions are not intended to impose legal
obligations on entities in which Dominion Energy does not directly or indirectly
have a controlling voting interest, or to affect any rights of any party to participate
in subsequent proceedings.

2.1 Commission Authority Over Certain Transactions. DENC, PSNC,
Dominion Energy, and other Affiliates acknowledge that the Commission

has authority over intra-company transactions as provided for in Chapter
62.

2.2 Limited Right to Challenge Commission Orders. Other than as provided
for, or explicitly prohibited, in these conditions, Dominion Energy, DENC,
PSNC, and other Affiliates retain the right to challenge the lawfulness of
any Commission order issued pursuant to or relating to these Regulatory
Conditions on the basis that such order exceeds the Commission’s
statutory authority under North Carolina or Federal Law or the other
grounds listed in G.S. 62-94(b).

2.3 Waiver Requests. DENC, PSNC, Dominion Energy, and other Affiliates
may seek a waiver of any aspect of these Regulatory Conditions in a
particular case or circumstance for good cause shown by filing such a
request with the Commission.

SECTION Il
PROTECTION OF RIGHTS

The following Regulatory Conditions are intended to protect the jurisdiction
of the Commission as a result of the Merger, including risks related to
agreements and transactions between and among DENC, PSNC, and any of
their Affiliates; financing transactions involving Dominion Energy, DENC or
PSNC, and any other Affiliate; and the ownership, use, and disposition of assets
by DENC or PSNC.

3.1 Transactions between DENC, PSNC, and Other Affiliates; Notice of
Affiliate Contracts to be Filed with the FERC.

(a) DENC and PSNC shall not engage in any transactions with
Affiliates or proposed Affiliates without first filing the proposed
contracts or agreements memorializing such transactions pursuant
to G.S. 62-153 and taking such actions and obtaining from the
Commission such determinations and authorizations as may be
required under North Carolina law. DENC or PSNC, as applicable,
shall submit each proposed Affiliate Contract or substantive
amendment to an existing Affiliate Contract to the Public Staff for
informal review at least 15 days before filing it with the
Commission. If DENC or PSNC and the Public Staff agree within
the 15-day period that the proposed Affiliate Contract or
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3.2

3.3

(b)

substantive amendment to an existing Affiliate Contract does not
require any action by the Commission, DENC or PSNC may
proceed to execute the agreement subject to later disapproval
and voidance by the Commission pursuant to G.S. 62-153(a).
Otherwise, the proposed Affiliate Contract or substantive
amendment to an existing Affiliate Contract shall not be executed
until the agreement has been filed and payment of compensation
has been approved by the Commission pursuant to G.S. 62-153(b).

In addition to the requirements of Regulatory Condition 3.1(a), for any
contract requiring filing with FERC, DENC or PSNC shall file, for
informational purposes, a copy of a proposed Affiliate Contract, a
contract with a proposed Affiliate, or an amendment to an existing
Affiliate Contract with the Commission at least 15 days prior to filing
with FERC.

Financing Transactions Involving DENC, PSNC, Dominion Energy, or

Other Affiliates.

(@)

With respect to any financing transaction between or among DENC
or PSNC and Dominion Energy or any one or more other Affiliates,
any contract memorializing such transaction shall expressly provide
that DENC or PSNC shall not enter into any such financing
transaction except in accordance with North Carolina law and the
rules, regulations, and orders of the Commission promulgated
thereunder; and

With respect to any financing transaction (i) between or among any
of the Affiliates if such contracts are reasonably likely to have an
Effect on DENC’s or PSNC’s Rates or Service, or (ii) between
DENC and PSNC or between DENC or PSNC and any other
Affiliate, any contract memorializing such transaction shall
expressly provide that DENC or PSNC shall not include the effects
of any capital structure or debt or equity costs associated with such
financing transaction in its North Carolina retail cost of service or
rates except as allowed by the Commission.

Ownership and Control of Assets Used by DENC and PSNC to Supply

Electric Power or Natural Gas Services to North Carolina Customers;

Transfer of Ownership or Control.

(@)

DENC and PSNC shall own and control all assets or portions of
assets used for the generation, transmission, and distribution of
electric power or the transmission, storage, or distribution of natural
gas to their respective Customers (with the exception of assets
both (1) not otherwise owned or controlled by DENC or PSNC and
(2) used to provide power purchased by DENC at wholesale or
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3.4

3.5

natural gas transportation to PSNC). This paragraph 3.3(a) shall
also not apply to the ordinary course of the operation of DENC’s
transmission assets in accordance with its membership in PJM, Inc.

(b)  With respect to the voluntary transfer by DENC or PSNC to
Nonpublic Utility Operations, an Affiliate, and/or a non-Affiliate, of
the control of, operational responsibility for, or ownership of any
asset or portion thereof used for the transmission, distribution,
generation, or other provision of electric power and/or service, or
natural gas service, to customers in North Carolina:

(i) DENC or PSNC shall provide written notice to the
Commission at least 30 days in advance of any proposed
transfer falling under Section 3.3(b) with a net book value
in excess of ten million dollars ($10 million). The
provisions of Regulatory Condition 13.2 shall apply to an
advance notice filed pursuant to this Regulatory Condition.
DENC or PSNC shall not commit to or carry out such a
transfer except in accordance with North Carolina law and
the rules, regulations, and orders of the Commission
promulgated thereunder; and

(i) DENC or PSNC may not include in rates the value of any
such transfer, except as allowed by the Commission in
accordance with North Carolina law.

Purchases and Sales of Electricity and Natural Gas between DENC,
PSNC, SCANA, Dominion Energy, Other Affiliates, or Nonpublic Utility
Operations. Subject to additional restrictions set forth in the Code of
Conduct, neither DENC or PSNC shall purchase electricity (or related
ancillary services) or natural gas from Dominion Energy, another Affiliate,
or a Nonpublic Utility Operation under circumstances where the total all-in
costs, including generation, transmission, ancillary costs, distribution,
taxes and fees, and delivery point costs, incurred (whether directly or
through allocation), based on information know