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This presentation contains statements that constitute forward-looking statements
within the meaning of the U.S. Private Securities Litigation Reform Act of 1995. The
statements relate to, among other things, expectations, estimates and projections.
We have used the words "anticipate,” "believe,” "could,” "estimate,” "expect,”
"intend,” "may,” "plan,” “outlook,” "predict,” "project,” “should,” “strategy,” “target,”
"will,” “would,” “potential” and similar terms and phrases to identify forward-looking
statements in this release. Factors that could cause actual results to differ include, but
are not limited to: the expected timing and likelihood of completion of the proposed
combination of SCANA with Dominion Energy, including the ability to obtain the
requisite approval of SCANA’s shareholders; the risk that Dominion Energy or SCANA
may be unable to obtain necessary regulatory approvals for the transaction or
required regulatory approvals may delay the transaction or cause the parties to
abandon the transaction; the risk that conditions to the closing of the transaction may
not be satisfied; or the risk that an unsolicited offer for the assets or capital stock of
SCANA may interfere with the transaction. Other risk factors for Dominion Energy’s
and SCANA’s businesses are detailed from time to time in Dominion Energy’s and
SCANA’s quarterly reports on Form 10-Q or most recent annual report on Form 10-K
filed with the Securities and Exchange Commission (SEC).
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In connection with the proposed transaction, Dominion Energy will file a registration statement on Form S-4, which
will include a document that serves as a prospectus of Dominion Energy and a proxy statement of SCANA (the “proxy
statement/prospectus”), and each party will file other documents regarding the proposed transaction with the SEC.
INVESTORS AND SECURITY HOLDERS ARE URGED TO READ THE PROXY STATEMENT/PROSPECTUS AND OTHER
RELEVANT DOCUMENTS FILED WITH THE SEC, WHEN THEY BECOME AVAILABLE, BECAUSE THEY WILL CONTAIN
IMPORTANT INFORMATION. A definitive proxy statement/prospectus will be sent to SCANA’s shareholders. Investors
and security holders will be able to obtain the registration statement and the proxy statement/prospectus free of
charge from the SEC’s website (http://www.sec.gov) or from Dominion Energy or SCANA. The documents filed by
Dominion Energy with the SEC may be obtained free of charge by directing a request to Dominion Energy, Inc., 120
Tredegar Street, Richmond, Virginia 23219, Attention: Corporate Secretary,
Corporate.Secretary@dominionenergy.com, and the documents filed by SCANA with the SEC may be obtained free of
charge to SCANA Corporation, 220 Operation Way, Mail Code D133, Cayce, South Carolina 29033, Attention: Office of
the Corporate Secretary, BoardInformation@scana.com.

Participants in the Solicitation

Dominion Energy and SCANA and their respective directors and executive officers and other members of
management and employees may be deemed to be participants in the solicitation of proxies in respect of the
proposed transaction. Information about Dominion Energy’s directors and executive officers is available in Dominion
Energy’s Annual Report on Form 10-K for the fiscal year ended December 31, 2016, in its proxy statement dated
March 20, 2017, for its 2017 Annual Meeting of Shareholders, and certain of its Current Reports on Form 8-K.
Information about SCANA’s directors and executive officers is available in SCANA’s Annual Report on Form 10-K for
the fiscal year ended December 31, 2016, in its proxy statement dated March 24, 2017, for its 2017 Annual Meeting
of Shareholders and certain of its Current Reports on Form 8-K. Other information regarding the participants in the
proxy solicitation and a description of their direct and indirect interests, by security holdings or otherwise, will be
contained in the proxy statement/prospectus and other relevant materials to be filed with the SEC regarding the
transaction when they become available. Investors should read the proxy statement/prospectus carefully when it
becomes available before making any voting or investment decisions. You may obtain free copies of these documents
from Dominion Energy or SCANA as indicated above.

= e Cscann.

Poweas For Living


http://www.sec.gov/
mailto:Corporate.Secretary@dominionenergy.com
mailto:BoardInformation@scana.com

DE Response 3-1 Attachment A
Page 4 of 18

Dominion Energy & SCANA

Dominion’s proposal provides the best outcome for SCANA customers

Cscann.
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QDommlon s proposal Gjudiciary upholds BLRA! GJudiciary affirms repeal
$1.3B cash to customers at % Would permit full amount v NND portion removed from
close ($5.0B) of prudently spent customer bills
— $1,000/residential capital recovered in rates % SCE&G credit downgraded to

customer on average — Bills increase by ~3.0%?2 junk

v" 5% immediate reduction in from current levels % Will require public/private
bills? % No upfront cash to ratepayers equity at high cost or

v~ NND removed from billsin20 | * NND allowed in rates for 60 bankruptcy filing
years years % Increased cost of capital

v $1.7B assets funded by % Cost of replacement gas fired incre_ases revenue
shareholders never put in power plant recovered in rates requirement
rates % Total 12.2B more paid by — Bills could increase from

v Replacement gas fired power customers compared to curren.t levels (.even after
plant with no capital cost to Option @Y adjusting for disallowed
customers (5180M) NND revenue)

== Domini (_\ ! Parties agree that BLRA is constitutional

? E:gli'g‘;?n sc,‘a"vﬂ® 2 Based on 1,000 kWh usage. Inclusive of preliminary tax reform estimate 4



Dominion Energy & SCANA

Repeal of BLRA will negatively impact South Carolina citizens
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Financially challenged

Detrimental impact to

Bill reduces by NND portion,
$25/average monthly bill

Disproportionate impact to
SCE&G investors versus state
owned Santee Cooper

Undermines investor
confidence for future
investment in the state

Results in years of
uncertainty for South
Carolina, SCANA and its
customers

utility

Credit downgrade of utility
to junk?:

— 20%+ increase in cost of
debt?

— Immediate loss of access
to short term borrowing

Requires high cost
public/private equity
funding to fix balance sheet,
increasing cost of equity
substantially

Could result in auction of
company to a private/non-
strategic buyer

citizens and community

Higher cost of capital could
impact reliability due to
reduced investments in
electric and gas systems

— Long-term increase in bills
from current levels given
higher cost of capital

Significant reduction in
employment, community
benefits and charitable
contributions

Substantial loss in value for
retirees and employees

Dominion’s proposal removes uncertainty for South Carolina, SCANA and its customers
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1 SCE&G currently under negative outlook from Moody’s and S&P
2 Spread between BBB and BB 10-year US Corporate Bond yields 5
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Dominion Energy & SCANA

Dominion’s proposal benefits all stakeholders

$1.3B cash to customers within 90 days of close

Cash Spread among all customer classes according to

. Offset amounts paid by
Up-front 2016 revised peak allocator

customers for NND to
date

$1,000/average residential customer

Reduction in typical monthly bill by at least 5% (or
$7/month) within 90 days of close?

Write-off $1.7B of capital that would have

otherwise increased rates Reduces ongoing

customer electric bills

Replacement power to customers free of any
capital cost (S180M)

$12.2B total benefit vs. 100% capital recovery
with 60 year amortization

Protects employees until 2020
Increased community

benefits and charitable
contributions

Increases charitable contributions by $1M a

Community
year for at least 5 years

Benefits

Dominion’s offer price provides investor
reassurance on health of utility

Dominion (_\ 11,000 kWh/month usage. Includes tax reform savings estimate of 1.5%.
Energy" SC.IN/;. Actual savings may be higher and will be provided to reduce bills further 6
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Dominion Energy & SCANA :
Immediate cash payments by customer class

Dy v" Total: 5628 M

Residential
v 51,000 per average residential customer
v Total: $299Mm
v" As much as $22.2M for certain customers
v .
State agencies? Total: $36.6M
v" As much as $9.8M for certain agencies
r N
Municipalities! | v Total: ¥$22.6M
. y,
r ™
el v Total: $2.6M
urches
v" As much as $197,000 for certain churches
\ y,
gggg:g‘;on (spowc;:ww@ Preliminary estimates
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Dominion Energy & SCANA
Benefits to customers immediately and over time

Customer benefits from Dominion Energy proposal total $12.2B

$8.4B

Not included on chart:
Further reduction by passing on full
benefits of lower tax rates to customers

Additional
savings vs.
100% capital
recovery over
60 years!

|
$178 |
$1,000/avg.
residential customer
Cash payment Write offs Ongoing rate Combined cycle Direct benefits Additional Total value
refund gas plant benefits provided
’ Dominion (_\ ! Difference in cumulative revenue requirements net of 1.7B write off
= Energy < SCANA. :
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Dominion Energy & SCANA
Reduction in customer bills ($/month)

lllustrative NND rates decline under Dominion Energy proposal

Cash payment Bill reduction
A A

Immediate:
5% reduction in total bill

Total bill: $148
$1.3B upfront
cash payment Total bill: $141
Non NND
portion:
$1,000/avg. $123 Non NND
residential portion:
customer 5123
[ Over 20 years: ]
~ 100% reduction in NND portion

Equates to ~7 NND portion:

months o

. . f 2= NND portion:
typical bills
$18 NND portion:
$0
2017 typical monthly At close with 20 years Year 20
electric bill Dominion proposal
[ — ini - Note: bill estimates based on $1,000kWh monthly usage. Includes estimated tax reform benefits
= ke Cseann.
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Dominion Energy
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Dominion Energy
Qur core values

Ethics

Excellence

Dominion
Energy

11
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Dominion Energy
Our history of safety

Number of OSHA recordable incidents per 100 employees each work year

1.87

1.40
1.24 1.25

1.08
0.95

0.92
0.83
0.74 0.74
0.66
I I I I I ]

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Dominion (_\ 1As of November 2017
Energy SC.iN/i.
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Dominion Energy
Who we are

Dominion Energy (NYSE:D), headquartered
in Richmond, VA, is one of the nation’s

largest producers and transporters of pominion Energy-
energy.

Our company is built on a proud legacy of
public service, innovation and community
involvement. In addition to our core
energy production, transportation and
storage businesses, we invest in the
communities where we live and work and
by practicing responsible environmental
stewardship wherever we operate.

= Serve our customers safely, efficiently & reliably
o = Strengthen our communities
Our mission = Minimize environmental impacts
= Reward our shareholders
= Live our values

e Cscann. 1
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Dominion Energy
Who we are

Environmental Highlights

v" $3.7 Billion - Environmental spending to safeguard public health and reduce
emissions since 2000

v' 43% - Reductions in carbon emission intensities for Dominion Energy generating
stations since 2000

v" 4.4 Billion Cubic Feet - Methane saved through voluntary reduction programs

v Doubled production of electricity from renewable energy from 2010-2016, with
2,700MW of solar currently in operation or under development nationally

v’ 262- projects in 10 states which employees participated to clean up riverfronts,
improve trails, and fix parks in 2016

Social Highlights

#1 - "Best for Vets" Award, Energy Sector, MILITARY TIMES Magazine
#2 — “Most Admired Companies”, Utilities Sector, FORTUNE Magazine
“Just 100” list - America’s Best Corporate Citizens in 2016, FORBES Magazine

$27 million in charitable giving in 2016

$13 million - Low-income fuel assistance in 2016 20% of new hires are
military veterans'

AN NN

101,000 hours - Employee volunteer community service in 2016

Dominion (-\ ' Based on data from 2010-2016
Energy SC.iN/i. 14
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Dominion Energy
Power and Natural Gas Infrastructure

One of the nation’s largest producers
/?' and transporters of energy

26,200 MW of electric generation Atlantic Coast Pipeline (subject to regulatory approval)

15,000 miles of natural gas transmission, gathering and

(includes ~765 MW of solar generation in-service) e
storage pipeline

6,600 miles of electric transmission lines - _
1 trillion cubic feet of natural gas storage operated

B 2.6 million electric customers in VA and NC o ) N
O Dominion Energy Cove Point LNG Facility

2.3 million natural gas customers in 5 states
1.4 million non-regulated retail customers in 17 states (not shown)

Dominion (_\ Note: Data as of May 2017
Energy: SC.iN/i. 15
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Dominion Energy
Existing South Carolina operations

Dominion Energy Carolina Gas Transmission (DECGT) @ Solar footprint in South Carolina

1500

MILES OF

pipeline with facilities in

in Jasper County in Ridgeland

Solvay purchased renewable SCE&G contracted for power
energy credits (RECs) & retained RECs

\
\
% Y Sobthern
| o Dorcllister)v

Elba Island

DECGT invests in significant growth projects to improve

i [ i h : . . . .
regionas service eacn year Dominion has invested S750M+ in South

2014 2016 2017 Carolina through DECGT and renewable projects
o

e —

e Cseann.
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Dominion Energy & SCANA
Access to greater resources through larger combined company

Combined southeastern territory Key statistics

I Dominion Energy utility service territories
SCAI\.IA. utility servic'e tgrritpries 2 Eggg‘yi‘.’“ € S(:-‘i")i@ Pro-
mmmm Dominion Energy pipeline infrastructure Powes For Livine Forma
mmmm Atlantic Coast Pipeline
O Cove Point LNG facility pOR O, [ e
2.6 0.7 33

customers (M)
Regulated gas customers 23 0.9 3
(M)
Generation
capacity (GW)?! 26 6 32
Market cap (SB)2 S52 S8 S60
Enterprise value (SB)? S91 S15 S105

Combination will leverage Dominion’s financial
strength for the benefit of South Carolina customers

LInclusive of announced acquisition of 540 MW CCGT supplementing NND abandonment
ZInclusive of offer premium, as of last close prior to announcement (1/2/2018) 17



Dominion Energy & SCANA
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Key approvals and estimated filing dates

SCANA shareholder vote: May 2018

Does not require Dominion shareholder vote

North Carolina Utilities Commission (PSNC): Jan 24, 2018
Georgia Public Service Commission (SCANA Energy): Jan 17, 2018
Federal Energy Regulatory Commission: Feb 23, 2018

Nuclear Regulatory Commission: Jan 29, 2018

Hart-Scott-Rodino anti-trust clearance: Jan 17, 2018

Public Service Commission of South Carolina (SCE&G): Jan 12, 2018

— Approval of petition and merger or determination that merger is in public interest
or causes no harm

\\

ey Cseann.
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V.C. Summer Nuclear Project Ratepayer
Litigation

SCANA Corporation and South Carolina
Electric & Gas Company



e History of V.C. Summer Nuclear Project Units 2 & 3
— History and success of V.C. Summer Unit 1

— SCE&G’s need as of 2005 for new “base load” generating
plants

— SCE&G selects Westinghouse’s AP1000 Nuclear Reactor for
base load needs.

— The EPC Contract

— Construction begins on the Project
— SCE&G actively manages the project
— The EPC Amendment

— The decision to abandon the project



 The Constitutional, Statutory, and Regulatory Regime
for Utilities in South Carolina



e Takings Clause

* “No person shall be ... deprived of . . . property,
without due process of law, nor shall private

property be taken for public use, without just
compensation.”

e U.S. Const. amend. V (emphasis added).



* Fed. Power Comm'n v. Hope Nat. Gas Co., 320 U.S.
591, 603 (1944) (emphasis added).

— “The rate-making process under the [Natural Gas Act of
1938], i.e., the fixing of ‘just and reasonable’ rates,
involves a balancing of the investor and the consumer

interests.

— From the investor or company point of view

* There must be enough revenue not only for operating expenses
but also for the capital costs of the business. These include service
on the debt and dividends on the stock.

* The return to the equity owner should be commensurate with
returns on investments in other enterprises having corresponding
risks [and] sufficient to assure confidence in the financial integrity
of the enterprise, so as to maintain its credit and to attract

capital.”



* Bluefield Waterworks & Imp. Co. v. Pub. Serv.
Comm’n of W. Va., 262 U.S. 679, 692-93 (1923)
(citations omitted)

— “The return [to the utility from rates] should be reasonably
sufficient to assure confidence in the financial soundness
of the utility and should be adequate, under efficient and
economical management, to maintain and support its
credit and enable it to raise the money necessary for the
proper discharge of its public duties.”



* Together, the Hope and Bluefield cases provide “the

basic principles of utility rate regulation” in South
Carolina.

e S.Bell Tel. & Tel. Co. v. Pub. Serv. Comm’n, 270 S.C.
590, 595, 244 S.E.2d 278, 281 (1978), holding
modified by Parker v. S.C. Pub. Serv. Comm’n, 280 S.C.
310, 313 S.E.2d 290 (1984); Patton v. S.C. Pub. Serv.
Comm’n, 280 S.C. 288, 291, 312 S.E.2d 257, 259
(1984).



“IT]he reasonableness of rates should be determined by an
evaluation of the utility’s holdings and obligations and the
return which the utility realizes from the rates. The focus is
upon the financial condition of the utility, particularly
whether the return realized from the rates is so low as to be
confiscatory to the utility or so high as to be unduly
burdensome to the utility’s customers.”

Mims v. Edgefield Cnty. Water & Sewer Authority, 278 S.C.
554, 555-56, 299 S.E.2d 484, 485-86 (1983) (emphasis added).



e “[R]atefixing power operates exclusively within a
range of reasonableness, bounded on the one hand
by the utility’s constitutional right to a fair and
reasonable return, and on the other hand by its
customers’ statutory right to rates that are not
unreasonable or exorbitant.”

e Gulf States Util. Co. v. Pub. Util Comm’n, 784 S.W.2d
519, 520 n.2 (Tex. App. 1990) aff’d 809 S.W.2d 201
(Tex. 1991) (emphasis added).




 The “Used and Useful” principle is no longer a
constitutional mandate.

— For almost seventy years, courts have repeatedly recognized
that “the constitutional basis for ‘used and useful’” has been
swept away.” Wash. Gas Light Co. v. Baker, 188 F.2d 11, 19 (D.C.
Cir. 1950) (allowing recovery of prudent expenditures for an
abandoned plant that was not used and useful).

— “[U]sed and useful’ has ceased to have any constitutional
significance.” Jersey Cent. Power & Light Co. v. FERC, 810 F.2d
1168, 1175 (D.C. Cir. 1987) (en banc).

— S. Bell Tel. & Tel. Co. v. PSC, 270 S.C. 590, 601, 244 S.E.2d 278,
283—-84 (1978) (holding that the property a utility holds for
future use can be included in the rate base, though it is not used
and useful in serving current ratepayers).



Rate Setting Process

SS invested in plant, equipment,
and other assets, and working

/ capital to provide utility service,
less accumulated depreciation.

SS to pay interest on debt, to support

a reasonable share price, and provide
/ a fair return to equity investors.

Required
Operating
Income

Revenue
Requirement

|

Interest on existing debt and

preferred stock and a fair

return on common equity, all \ Salaries for employees; state, federal, and
combined into a weighed local taxes; supplies and fuel; other

average cost of capital. operatl.ng_and mamtena_nce. expenses;
depreciation and amortization expenses.

After the revenue required by the utility is identified, the next step is determining
how that revenue will be collected from the utility’s various types of customers,
that is, developing customer rates.



Revenue Allocation Process

Revenue
Requirement

Customer Categories Approved Rates

Fixed costs of service are allocated by among
customer classes according to each class’s
contribution to peak demand. Variable costs
are recovered through an energy (kWh)
charge.

Customer charge

Residential

Usage charge

Small / Customer charge
Medium
General
Service Usage charge

Demand charge

Large Customer charge

General Demand charge
Service

Usage charge



“Revised rates” means a revised schedule of electric
rates and charges reflecting a change to the utility’s
then current nonfuel rates and charges to add
incremental revenue requirements related to a base
load plant.

— For a nuclear plant under construction, until it enters
commercial operation the rate adjustments related to the
plant shall include recovery of the [utility’s] weighted
average cost of capital applied to the outstanding balance
of capital costs of that plant only

— and shall not include depreciation or other items
constituting a return of capital to the utility.

S.C. Code Ann. § 58-33-220(17) (emphasis added).



e S.C. Code § 58-33-280(K) — Abandonment

— Where a plant is abandoned after a base load review order
approving rate recovery has been issued,

* The utility must prove by a preponderance of the evidence that
the decision to abandon construction of the plant was prudent,
and

* Recovery of capital costs [for the abandoned plant] and the
utility’s cost of capital associated with them may be disallowed
only to the extent that the failure by the utility to anticipate or
avoid the allegedly imprudent costs, or to minimize the magnitude
of the costs, was imprudent considering the information available
at the time that the utility could have acted to avoid or minimize
the costs.
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The high and baseline nuclear price forecasts are almost indistinguishable in the graph because
of the scale required to include the higher gas prices even though the high nuclear price is almost
10% greater than the baseline price.



SCE&G's Reguested Rate Increases Approved Rate Increases

[R5 Rexeie o [ nreas e Bilt Inctease : lm“ I mq_‘_m car Lutreard
2008-196-E 2009-104(A) $8.986.000 0.49% $0.54 {$1.183,509) $7.802491 043% $£0.48
2009-211-E 2009-696 $22.533,000 1.10% $1.31 30 $22,533,000 1.10% $1.31
2010-157-E 2010-625 $54,561,000 2.73% $3.33 ($7,260,600) $£47.301,000 2.31% $2.87
2011-207-E 2011-738 $58537,000 2.70% $£358 {$5,753,658) $52,783,342 243% $3.23
2012-186-E 2012-761 $56.747.000 2.53% £3.57 {34,598,(187] $52,148913 2.33% $3.28
2013-150-E 2013-680(A) $69,671,000 297% $4.32 {$2,430,768) $67,220,232 287% $4.18
2014-187-E 2014-785 $70,038.000 2.99% $4.34 {33,800,000) $66,238,000 2.82% $4.11
2015-160-E 2015-712 $569,648,000 2.78% $4.01 ($5,122,000) $64,526,000 257% $3.71
eyt e ol e IR (I — — e
TOTAL $484,8682,000 $29.44 (339,831,022) $445 000,978 $27.03
4o




SCE&G's Requested Rate Increases

Approved Rate Increases

Approved Approved
. Requested . Approved . . .
Docket No. Order No. | Order Date | Effective Date |Incremental CWIP ORS Reduction Retail Residential
Revenue Increase Increase
Increase Increase
2008-196-E |2009-104(A) 03/02/09 04/01/09 $65,960,797 $8,986,000 (51,183,509) $7,802,491 0.43% $0.48
2009-211-E [2009-696 09/30/09 10/30/09 $207,140,000 $22,533,000 S0 $22,533,000 1.10% $1.31
2010-157-E [2010-625 09/30/10 10/30/10 $399,146,000 $54,561,000 ($7,260,000)| $47,301,000 2.31% $2.87
2011-207-E |[2011-738 09/30/11 10/30/11 $436,725,000 $58,537,000 ($5,753,658)| $52,783,342 2.43% $3.23
2012-186-E [2012-761 09/28/12 10/30/12 $436,229,000 $56,747,000 (54,598,087)| $52,148,913 2.33% $3.28
2013-150-E |2013-680(A) 10/02/13 10/30/13 $569,356,000 $69,671,000 (52,430,768)| $67,240,232 2.87% $4.18
2014-187-E |[2014-785 09/30/14 10/30/14 $561,062,000 $70,038,000 (53,800,000)| $66,238,000 2.82% $4.11
2015-160-E [2015-712 09/30/15 10/30/15 $547,224,000 $69,648,000 ($5,122,000)| $64,526,000 2.57% $3.71
2016-224-E |2016-758 10/26/16 11/27/16 $574,150,000 $74,161,000 ($9,733,000)| $64,428,000 2.66% $3.86
Total $3,796,992,797 $484,882,000 (539,881,022)| $445,000,978 $27.03




* [N]o court of this State shall have jurisdiction to hear or
determine any issue, case, or controversy concerning
any matter which was or could have been determined
in a proceeding before the [South Carolina Public
Service Commission] under this chapter or to stop or
delay the construction, operation, or maintenance of a
major utility facility, except to enforce compliance with
this chapter or the provisions of a certificate issued
hereunder, and any such action shall be brought only by
the Office of Regulatory Staff. Provided, however,
nothing herein contained shall be construed to abrogate
or suspend the right of any individual or corporation not
a party to maintain any action which he might otherwise
have been entitled.

S.C. Code Ann. § 58-33-320 (emphasis added).



 Where a plant is abandoned after a base load
review order approving rate recovery has been
issued, the capital costs and [allowance for funds
used during construction] related to the plant shall
nonetheless be recoverable under this article . ..
[under stated conditions]. The commission shall
order the amortization and recovery through rates of
the investment in the abandoned plant as part of an
order adjusting rates under this article.

* S.C. Code Ann. § 58-33-280 (emphasis added).



* The Real Estate Commission is responsible for the
enforcement and implementation of this chapter and
the Department of Labor, Licensing and Regulation,
at the request of the Real Estate Commission, shall
prosecute a violation under this chapter. The
commission shall promulgate regulations for the
implementation of this chapter, subject to the State
Administrative Procedures Act. The provisions of this
section do not limit the right of a purchaser or
lessee or a vacation time sharing association to
bring a private action to enforce the provisions of
this chapter.

* S.C. Code Ann. § 27-32-130



* [N]o court of this State shall have jurisdiction to hear or
determine any issue, case, or controversy concerning any
matter which was or could have been determined in a
proceeding before the [South Carolina Public Service
Commission] under this chapter or to stop or delay the
construction, operation, or maintenance of a major
utility facility, except to enforce compliance with this
chapter or the provisions of a certificate issued
hereunder, and any such action shall be brought only by
the Office of Regulatory Staff. Provided, however,
nothing herein contained shall be construed to abrogate
or suspend the right of any individual or corporation
not a party to maintain any action which he might
otherwise have been entitled.

* S.C. Code Ann. § 58-33-320 (emphasis added).




Edge v. State Farm Mutual Insurance Co., 366 S.C.
511, 623 S.E.2d 387 (2005), prohibits judicial
challenges to filed rates:

— The filed rate doctrine was originally a federal preemption
rule which provided that rates duly adopted by a
regulatory agency are not subject to collateral attack in
court. The filed rate doctrine stands for the proposition
that because an administrative agency is vested with the
authority to determine what rate is just and reasonable,
courts should not adjudicate what a reasonable rate
might be in a collateral lawsuit.

— |d. at 511, 517, 623 S.E.2d at 391 (2005) (citations &
guotations omitted) (emphasis added).



* The reasons for the doctrine are:

— to preserve “the agency’s authority to determine the
reasonableness of rates;”

— to recognize “the agency’s expertise with regard to that
industry;”

— “allowing an action would undermine the regulatory
scheme because the statute allows for enforcement by the
appropriate state officers;” and

— “allowing an action may result in different prices being
paid by victorious plaintiffs than non-suing ratepayers,
which violates the statutory scheme of uniform rates.”

* FEdge, 366 S.C. at 518, 623 S.E.2d at 391-92
(emphasis added).



* Application of the filed rate doctrine in any particular
case is not determined by the culpability of the
defendant’s conduct or the possibility of inequitable
results. Nor does the doctrine’s application depend
on the nature of the cause of action the plaintiff
seeks to bring. Rather, the doctrine is applied
strictly to prevent a plaintiff from bringing a cause
of action even in the face of apparent inequities
whenever [the principles] underlying the doctrine
[are] implicated by the cause of action the plaintiff
seeks to pursue.

 Marcus v. AT&T Corp., 138 F.3d 46, 58-59 (2d Cir.
1998) (emphasis added).



* The plaintiffs respond [to defendant’s invocation of the
filed rate doctrine] that courts would not be required to
determine a ‘reasonable’ rate, but rather would only
have to decide what damages arose from the fraud, a
task courts routinely undertake. However, the two are
hopelessly intertwined: “The fact that the remedy
sought can be characterized as damages for fraud does
not negate the fact that the court would be determining
the reasonableness of rates,” and that any “attempt to
determine what part of the rate previously deemed
reasonable was a result of the fraudulent acts would
require determining what rate would have been deemed
reasonable absent the fraudulent acts, and then finding
the difference between the two.”

 Wegoland Ltd. v. NYNEX Corp., 27 F.3d 17, 21 (2d Cir.
1994) (quoting Wegoland Ltd. v. NYNEX Corp., 806 F.
Supp. 1112, 1119 (S.D.N.Y. 1992)) (emphasis added)



* Plaintiff’s argument [that the Court can determine
damages], however, incorrectly assumes that the Court
does not need rate-making expertise to determine
whether or not (1) defendants’ fraud was so pervasive
that it was the sole basis for the rate increases and (2)
absent defendants’ fraud, the rates pre-existing the
approved increases were reasonable . ... These
assumptions are nonsensical because the Court cannot
ascertain either the pervasiveness of the fraud or the
reasonableness of the rates existing prior to the
increases without a thorough understanding of the
factors involved in ascertaining a reasonable rate.

* Fersco v. Empire Blue Cross/Blue Shield of N.Y., 1994 WL
445730, *3 (S.D.N.Y. Aug. 17, 1994) (emphasis added)




 When a petition has been filed with the [PSC] concerning
any rate or charge for any electric current furnished or
service performed by any electrical utility and the [PSC]
has found after hearing that the electrical utility has
charged an unreasonable, excessive, or discriminatory
amount for electric current or service, the [PSC] may
order the electrical utility to make due reparation to the
petitioner, with interest from the date of collection;
however, no unreasonable discrimination must result
from the reparation. But no order for the payment of
reparation upon the ground of unreasonableness must
be made by the commission in any instance wherein the
rate or charge in question has been authorized by law.

e S.C. Code Ann. § 58-27-960 (entitled “Reparation orders;
suits to enforce”).



* “Primary jurisdiction,” on the other hand, applies
where a claim is originally cognizable in the courts,
and comes into play whenever enforcement of the
claim requires the resolution of issues which, under
a regulatory scheme, have been placed within the
special competence of an administrative body; in
such a case the judicial process is suspended pending
referral of such issues to the administrative body for
Its views.

e United States v. W. Pac. R. Co., 352 U.S. 59, 63-64
(1956)



* Intended v. incidental beneficiary of a contract

— “[I]f a contract is made for the benefit of a third person,
that person may enforce the contract if the contracting
parties intended to create a direct, rather than an
incidental or consequential, benefit to such third person’

* Windsor Green Owners Ass’n v. Allied Signal, Inc., 362 S.C. 12, 17,
605 S.E.2d 750, 752 (Ct. App. 2004) (emphasis added).

— Third party beneficiaries potentially eligible to bring a
breach of contract claim are a “narrow class,” and are
often confined to beneficiaries of wills or other estate
planning documents or other specific entities or
individuals identified as such by name or category in the
contract.

* See Fabian v. Lindsay, 410 S.C. 475, 491, 765 S.E.2d 132, 141
(2014).
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e General customers of public utilities are not part of
this narrow class, and are, at most, incidental
beneficiaries of a utility’s contracts.

— “When [the utility] entered its numerous supply and
construction contracts, its primary intent was to benefit its
shareholders, and any advantages ultimately realized by
[utility’s] customers were incidental. For this Court to hold
otherwise would not only expose contracting parties to
countless unforeseeable lawsuits, but would also impair
the notion of privity of contract.” Suffolk County, 728 F.2d
at 63see also Bodine v. Osage County Rural Water Dist. No.
7,949 P.2d 1104, 1114 (Kan. 1997) (“We do not believe a
patron of a utility is a third-party beneficiary of a contract
that helps provide a service to the patron.”).



* “ltis a general principle of corporate law deeply
‘ingrained in our economic and legal systems’ that a
parent corporation (so-called because of control
through ownership of another corporation's stock) is
not liable for the acts of its subsidiaries.”

e United States. v. Bestfoods, 524 U.S. 51, 61 (1998)
(internal quotation omitted).



— “[Courts have] a very limited scope of review in cases involving
a constitutional challenge to a statute. All statutes are
presumed constitutional and will, if possible, be construed so
as to render them valid. Davis v. County of Greenville, 322 S.C.
73,470 S.E.2d 94 (1996).

— A legislative act will not be declared unconstitutional unless its
repugnance to the constitution is clear and beyond a
reasonable doubt. Westvaco Corp. v. South Carolina Dep’t of
Revenue, 321 S.C. 59, 467 S.E.2d 739 (1995).

— A legislative enactment will be declared unconstitutional only
when its invalidity appears so clearly as to leave no room for
reasonable doubt that it violates a provision of the
constitution. Id.”

e Joytime Distributors & Amusement Co., Inc. v. State, 338
S.C. 634, 640, 528 S.E.2d 647, 650 (1999) (emphasis
added).



* The U.S. Supreme Court has repeatedly held that a
ratepayer has no constitutionally protected property

right in paying any particular rate or the funds paid
for service

— “[T]o have the service, the customers must pay for it,” and
“[t]he revenue paid by the customers for service belongs

to the [utility].” Bd. of Pub. Util. Comm’rs v. N.Y. Tel. Co.,
271 U.S. 23,31 (1926).

— “No one has a legal right to the maintenance of an existing

rate or duty.” Norwegian Nitrogen Prods. Co. v. United
States, 288 U.S. 294, 318 (1933);

— Wright v. Cent. Ky. Natural Gas Co., 297 U.S. 537, 542
(1936) (per curiam) (holding that ratepayers had no vested

property right in impounded funds they had paid to the
utility).



* The takings clause of the South Carolina Constitution
is implicated “where private property is taken for
public use by the State or by any of its agencies. ..
or by a municipal corporation.” Smith v. City of
Greenville, 229 S.C. 252, 260, 93 S.E.2d 639, 643
(1956) (emphasis added) (internal citations or
guotations omitted).



 What the [ratepayers] seek would require that this
court analogize an increase in utility rates without a
prior hearing to a termination of utility services
without a prior hearing and, thus, hold that such
increase constitutes a deprivation of property within
the concept of the . .. [due process clause]. To so
hold would necessitate that this court extend [prior
cases regarding due process] to an uncharted point
not supported by any cited authority. We refuse to
sanction such an extension.

* Holtv. Yonce, 370 F. Supp. 374, 377 (D.S.C. 1973)
(three-judge court) (per curiam), summarily aff’d,
415 U.S. 969 (1974).



 Update proceedings are likely to be a routine part of
administering BLRA projects going forward (including
future projects proposed by other electric utilities), such
that under the Sierra Club’s argument, the prudence of
the decision to build the plant will be open to repeated
relitigation during the construction period if a utility
seeks to preserve the benefits of the BLRA for its project.
Reopening the initial prudency determinations each
time a utility is required to make an update filing would
create an outcome that the BLRA was intended to
prevent and would defeat the principal legislative
purpose in adopting the statute.

e S.C. Energy Users Comm’n v. S.C. Elec. & Gas, 410 S.C.
348, 360, 764 S.E.2d 913, 919 (2014) (quoting PSC Order
No. 2012 884 at 17-18) (emphasis added).



 When a statute is found unconstitutional, we have
recognized the general rule that an adjudication of [the]
unconstitutionality of a statute ordinarily reaches back to
the date of the act itself.... However, we also have
recognized the necessity of upholding the validity of
transactions or events that occurred before a statute was
declared unconstitutional.... A close reading of the few
South Carolina cases discussing the general rule indicates
it is followed except in special or unusual circumstances,
such as when doing so would create widespread havoc
involving a great number of people or transactions,
spawn unnecessary litigation, or result in flagrant
Injustice.

* Bergstrom v. Palmetto Health Alliance, 358 S.C. 388, 400,
596 S.E.2d 42, 48 (2004) (emphasis added); see also
White v. J.M. Brown Amusement Co., 360 S.C. 366, 374,
601 S.E.2d 342, 346 (2004) (applying the exception).



* “Approximately 100 state regulatory agencies in some 33
jurisdictions have faced the question of how to allocate
the burden of costs associated with abandonment of
power plant projects. . .. A substantial majority of the
public utility regulatory agencies that have considered
the question have permitted a utility to recover all or
some portion of the prudently incurred costs of a nuclear
power plant reasonably abandoned before completion.”

e People’s Org. for Wash. Energy Res. v. Wash. Util. &
Transp. Comm’n, 711 P.2d 319, 331 (Wash. 1985) quoting
Attorney Gen. v. Department of Pub. Util., 390 Mass. 208,
455 N.E.2d 414, 422 (1983); accord, State ex rel. Util.
Comm’n v. Thornburg, 385 S.E.2d 451, 458 (N.C. 1989).
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Daniel A. Weekley
Vice President and General Manager — Southern Pipeline Operations
Gas Infrastructure Group

Dominion
Energy-

\\

121 Moore Hopkins Lane, Columbia, SC 29210
DominionEnergy.com

February 26, 2018

Honorable Shane Massey, Co-Chairman

Honorable Nikki Setzler, Co-Chairman

Senate V.C. Summer Nuclear Project Review Committee
Post Office Box 142 '
Columbia, SC 29202

Re: Hearing 2/14/18 Follow-up
Mr. Chairmen,

During the February 14, 2018 Senate V.C. Summer Nuclear Project Review Committee meeting,
Dominion Energy’s CEO and Chairman, Mr. Tom Farrell, committed to providing detailed follow-up
responses on the following topics:

e A comparison of Dominion Energy’s rates in Virginia and SCE&G'’s current rates

e Marketing and advertising spend in South Carolina by Dominion Energy since the merger
announcement

o V.C.Summer 2 & 3 equipment summary, plan and estimated salvage value

o Status and timeline of the “mechanics liens”

Please find responses to the committee’s questions in the attached document. At your convenience,
I am happy to discuss this further or answer any additional questions.

Q?P.Za%

Daniel A. Weekley

CC: Senator Luke Rankin Senator Thomas Alexander
Senator C. Bradley Hutto Senator Paul Campbell
Senator John L. Scott, Jr. Senator Greg Gregory
Senator Sean Bennett Senator Ronnie A. Sabb
Senator Mike Fanning Senator Stephen Goldfinch
Heather Anderson, Staff Attorney Sara Parrish, Counsel to the Clerk

Kate Wink, Finance Committee
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Follow-up to South Carolina Senate VC Summer Hearing - February 14, 2018

QUESTIONS FOR DOMINION ENERGY

1. Please provide a comparison of Dominion Energy’s rates in Virginia and SCE&G’s current rates.

The typical weighted average bill for 2017 for a SCE&G residential electric customer in South Carolina was
~$148/month for 1,000 kWh/month usage. The typical weighted average bill for 2017 for a Dominion Energy
Virginia residential electric customer in Virginia was ~$115/month for 1,000 kWh/month usage. Please note that
the customer rates and bills are dependent on a number of factors including (but not limited to) fuel mix, access
to fuel supply, fuel transportation costs, shape of load, and customer mix. Given these various factors, direct bill
comparisons may not be applicable.

2. Please provide amount of marketing and advertising spend in South Carolina by Dominion Energy
since the merger was announced.

Dominion Energy believes it is important for SCE&G customers and other stakeholders to be fully
informed about the proposed combination between SCANA and Dominion Energy. As such, we believe a robust
outreach program designed to raise public awareness and engagement is warranted. However, no such outreach
costs would be pushed down or otherwise allocated or charged to SCE&G from affiliated companies and
therefore would not be sought for recovery from SCE&G customers. As of February 14, 2018, Dominion Energy
purchased approximately $3.4 million of media in South Carolina related to the proposed combination of
SCANA and Dominion Energy in the months of January and February. All advertising was cancelled on
February 14, 2018 and stopped running as soon as existing logs expired. Minus penalties, Dominion Energy will
receive a refund for the remainder of February media purchased. In addition, as of February 14, 2018, Dominion
Energy spent approximately $276 thousand on production of advertising related to the proposed combination of
SCANA and Dominion Energy in the months of January and February.

QUESTIONS FOR SCE&G

3. Please provide a summary of equipment at VC Summer 2&3 site. What is your view/plan on salvage
value of the equipment how does it impact the abandonment analysis.

We have been informed by SCANA that the best estimate they and SCE&G have is that Westinghouse
spent around ~$1.3 billion, including delivery charges, for the heavy equipment currently at the site. SCANA
reports that it has been difficult to determine the exact value of the heavy equipment because the equipment was
purchased by Westinghouse per the fixed price contract in the EPC Agreement. Typically EPC contractors
provide information on full inventory at the end of the project, but given Westinghouse’s bankruptcy and
SCANA’s subsequent abandonment of the project, obtaining this information has been challenging. Finally,
Westinghouse has not yet provided purchase orders for all of the equipment at the site to SCE&G. Given the
structure of the EPC contract, Westinghouse claims that it would also have a small ownership of the equipment
at the site; however SCE&G has disputed that claim. SCE&G has analyzed several avenues to estimate the
salvage value of the equipment at the site which are summarized below:
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Potential value

Considerations

Challenges

Preservation value

e Assumes resumption of construction will
become economically feasible in the
future

e Market value will be net of preservation
costs

e Preservation costs are estimated to be
~$12 million a year, with no certainty
over when, if ever, economic
circumstances will change

Salvage for other
AP1000 use

e Market value of heavy equipment will be
net of de-installation, transportation, and
other ancillary costs

e Only one other company building
AP1000s in the U.S. and the equipment
for that has largely been procured

e SCE&G is negotiating to sell a small
portion of equipment — between about $2
million and about $35 million - to
Southern Company for its AP1000

e Future AP1000 plants in Asia and Europe
will require significant transportation
charges

Salvage for non-
AP1000 use

e Safety related material could be salvaged

e Market value of non-AP1000 materials
will be net of de-installation,
transportation, and other ancillary costs

e Current market for nuclear equipment is
small

e Significant decline in value when
equipment is applied to non-nuclear use

Scrap / donation
value

e Recycle or rebuild value

e De minimis value

Based on the above analysis, SCE&G estimates the easily salvageable value to be minor and is currently in
negotiation with Southern Company to salvage it. SCE&G and Dominion Energy intend to discuss with the
Internal Revenue Service whether incurring future preservation costs would have an adverse impact on the

abandonment tax deduction.

4. Please provide a summary of the status and timeline of paying the “Mechanics Liens”.

We understand that SCE&G and Santee Cooper contracted with a consortium that included Westinghouse
Electric Company, LL.C and Stone & Webster, Inc. (later known as “WECTEC Global Project Services, Inc.”, a
wholly owned subsidiary of Westinghouse Electric Company, LLC) to construct the V.C. Summer 2&3 (the

“Project.”). The consortium is hereafter collectively called “WEC.”

On March 29, 2017, WEC filed bankruptcy. WEC failed to pay many of its subcontractors on the Project. Some
of these subcontractors also did not pay their lower level sub-subcontractors (collectively, “WEC
Subcontractors.”) Many of the WEC Subcontractors have filed mechanics liens on the real property on which
the Project was located.

Since the WEC bankruptcy, SCE&G filed a lien consolidation lawsuit and WEC Subcontractors have filed
nearly 50 other lawsuits against SCE&G and Santee Cooper asserting mechanics liens, statutory and common
law claims against both entities arising out of the alleged non-payment by WEC. All such lawsuits have been
filed in the Fairfield County, South Carolina Court of Common Pleas.




DE Response 3-1 Attachment C
Page 4 of 4

On September 29, 2017, SCE&G obtained a court order consolidating all current and future lawsuits among
SCE&G, Santee Cooper, and the WEC Subcontractors arising out of allegations of non-payment of the WEC
Subcontractors by WEC. A second court order designated all such lawsuits as complex and assigned them to
one judge. The consolidated case is captioned “In re: V.C. Summer Units 2 & 3 Payment Claims,” Civil Action
No. 2017-CP-20-378 and is pending in the Fairfield County, South Carolina Court of Common Pleas. SCE&G,
Santee Cooper and the WEC Subcontractors agreed to another court order that has stayed any party's otherwise
required response to any lawsuit, claim, cross-claim, counterclaim, or third party claim in the WEC
Subcontractor’s lawsuits and the consolidated lawsuit. Thus, all parties’ responses are stayed until the parties
can work out case management issues and present a plan for case management to the assigned judge. The court
has also entered orders regarding discovery, which is in the very early stages.

Currently, there are approximately $283 million in pending liens filed by WEC Subcontractors alleged to be for
labor or materials provided on the Project. The mechanics liens and claims filed by WEC Subcontractors are for
materials and labor alleged to have been provided to WEC on the Project for periods of time that can be divided
into two groups: (1) pre-petition claims (prior to the WEC March 29, 2017 bankruptcy) and (2) post-petition
claims, which include the time period after March 29, 2017 and SCE&G’s abandonment of the Project
announced July 31, 2017. SCE&G cannot provide an accurate breakdown between pre-petition liens and post-
petition liens as the WEC Subcontractors do not make such a distinction in their liens.

The WEC Subcontractors who have filed pre-petition liens are believed to have all made claims against WEC in
the WEC bankruptcy seeking payment in full from WEC for pre-petition claim amounts that include the same
amounts they have claimed against SCE&G and Santee Cooper. The amounts claimed by the WEC
Subcontractors against SCE&G and Santee Cooper would be reduced to the extent the WEC Subcontractor
claims are paid in the WEC bankruptcy. However, SCE&G cannot predict what may occur in the WEC
bankruptcy with respect to payment of WEC Subcontractor claims.

The vast majority of the post-petition WEC Subcontractor claims are being paid by WEC directly to the WEC
Subcontractors through a process set up through the WEC bankruptcy court. SCE&G cannot at this time
identify which post-petition WEC Subcontractor lien claims have already been paid directly by WEC, as that
process is ongoing. When all such post-petition WEC Subcontractor claims have been paid by WEC, SCE&G
anticipates that the current total stated lien amount will be reduced to the extent such liens are paid off by WEC
directly.

SCE&G has denied and continues to deny liability for the claims of the WEC Subcontractors arising from
materials or labor supplied by those WEC Subcontractors to WEC on the Project. In any event, SCE&G’s
portion of the settlement amount is limited under the Citibank agreement to $35 million ($60M total including
Santee Cooper’s portion) for claims paid from the WEC bankruptcy estate. In order to provide up to $35 million
reimbursement for claims paid from the WEC estate and any additional claims outside of the WEC bankruptcy,
SCE&G may need to issue to debt using the credit capacity created by debt pay down from the Toshiba
guarantee monetization payment.



K. Chad Burgess
Director & Deputy General Counsel

chad.burgess@scana.com

February 15, 2018

VIA ELECTRONIC FILING

The Honorable Jocelyn G. Boyd

Chief Clerk/Administrator

Public Service Commission of South Carolina
101 Executive Center Drive

Columbia, South Carolina 29211

RE:  Friends of the Earth and Sierra Club v. South Carolina Electric & Gas Company
Docket No. 2017-207-E

Request of the Office of Regulatory Staff for Rate Relief to South Carolina
Electric & Gas Company's Rates Pursuant to S.C. Code Ann. § 58-27-920
Docket No. 2017-305-E

Joint Application and Petition of South Carolina Electric & Gas Company and
Dominion Energy, Incorporated for Review and Approval of a Proposed Business
Combination between SCANA Corporation and Dominion Energy, Incorporated,
as May Be Required, and for a Prudency Determination Regarding the
Abandonment of the V.C. Summer Units 2 & 3 Project and Associated Customer
Benefits and Cost Recovery Plans

Docket No. 2017-370-E

Dear Ms. Boyd:

On February 7, 2018, South Carolina Electric & Gas Company (“SCE&G”) and
Dominion Energy, Inc (“Dominion Energy”) (together, the “Joint Petitioners™) filed a Petition
for Review, Reconsideration, and Rehearing of Order No. 2018-80 issued in the above-
referenced dockets (‘“Petition for Rehearing™). Since that time, S.954, which has a direct impact
upon the timing of the consummation of the merger between SCANA Corporation and Dominion
Energy, was amended on February 14, 2018, in such a manner to establish December 21, 2018,
as the deadline for the Public Service Commission of South Carolina (“Commission’) to issue a
final order in the above-referenced dockets. Joint Petitioners are encouraged by the recent
amendment to S.954, and assuming it passes the House and is signed by the Governor, it will
allow the Commission to establish a procedural schedule ensuring that a final order will issued in
the above-referenced dockets in December 2018.

Under South Carolina law, Joint Petitioners “[m]ay withdraw its petition . . . one time as
a matter of right, and without prejudice . . ..” See S.C. Code Ann. 58-3-225(E)(2015). In light
of the current status of S.954, and pursuant to S.C. Code Ann. § 58-3-225(E), the Joint
Petitioners hereby voluntarily withdraw their Petition for Rehearing.

(Continued . . .)


mailto:chad.burgess@scana.com

By copy of this letter, we are informing the other parties of record, including those who
have filed a Petition to Intervene which has not yet been ruled upon, of the Joint Petitioners’
decision to withdraw their Petition for Rehearing.

If you have any questions, please do not hesitate to contact us.

KCB/kms

cc: Shannon Bowyer Hudson, Esquire
Jeffrey M. Nelson, Esquire
Robert Guild, Esquire
Frank R. Ellerbe, III, Esquire
John H. Tiencken, Jr., Esquire
W. Andrew Gowder, Jr., Esquire
Michael N. Couick, Esquire
Christopher R. Koon, Esquire
Robert E. Tyson, Jr., Esquire
Scott Elliott, Esquire
J. Blanding Holman, IV, Esquire
Frank Knapp, Jr.
Lynn Teague
Robert D. Cook, Esquire
Michael T. Rose, Esquire
Lara B. Brandfass, Esquire

Very truly yours,

K. Chad Burgess
On behalf of SCE&G

J. David Black
On behalf of Dominion Energy

Timothy R. Rogers, Esquire
Susan B. Berkowitz, Esquire
Stephanie U. Eaton, Esquire
Jenny R. Pittman, Esquire
Alexander G. Shissias, Esquire
William T. Dowdey
Christopher S. McDonald, Esquire
Damon E. Xenopoulos, Esquire
Derrick P. Williamson Esquire
Dino Teppara, Esquire
Elizabeth Jones, Esquire
J. Emory Smith, Jr.
Richard L. Whitt, Esquire
James R. Davis, Esquire
John B. Coffman, Esquire

(all via electronic mail and U.S. First Class Mail)
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NEXSEN|PRUET

Charleston
Charlotte
Columbia

Greensboro
Greenville
Hilton Head
Myrtle Beach

Raleigh

55 East Camperdown Way
Suite 400 (29601)

PO BOX 10648

Greenville, SC 29603-0648
www.nexsenpruet.com

William W. Wilkins
Member
Admitted in SC

January 25, 2018

Mr. Mark O. Webb

Senior V.P. and Chief Legal Officer
Dominion Energy, Inc.

120 Tredegar Street

Richmond, Virginia 23219

Opinion Letter re: Constitutionality of BLRA and Proposed Legislation
Dear Mr. Webb:

As you know, I have recently been asked by representatives of Dominion
Energy, Inc. (“Dominion™) to address several legal issues that have great bearing on
Dominion’s proposed merger with SCANA Corporation (“SCANA”). On July 31,
2017, the South Carolina Electric & Gas Company (“SCE&G”) — a wholly owned
subsidiary of SCANA — announced its intention to abandon construction of two nuclear
power generating units in Fairfield County (the “V.C. Summer Project” or “Project”).
[ understand that the South Carolina General Assembly, in reaction to SCE&G’s
abandonment of the V.C. Summer Project, is considering legislation that would repeal
or significantly amend the Base Load Review Act (“BLRA”). I understand that passage
of such laws could materially affect Dominion’s decision whether to merge with
SCANA pursuant to the terms of the parties’ current arrangement.

In light of these circumstances, Dominion seeks my opinion as to the answers
to the following four questions:!

QUESTION #1: Is the BLRA, including its abandonment
provision,? constitutional?

'T want to acknowledge that two of my law partners, Kirsten Small and Andrew Mathias,
provided valuable assistance to me in researching the pertinent case and statutory law.

2 The BLRA provides, “[w]here a plant is abandoned after a base load review order approving
rate recovery has been issued, the [costs] related to the plant shall nonetheless be recoverable
under this article provided that the utility shall bear the burden of proving by a preponderance

T 864.282.1199

F 864.477.2699

E BWilkins@nexsenpruet.com

Nexsen Pruet, LLC

Attorneys and Counselors at Law
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QUESTION #2: Would a repeal of the BLRA, in which SCE&G
is required to refund past revenues collected for the V.C. Summer
Project and/or prohibited from future recovery of its $5 billion
investment in the Project, survive constitutional challenge?

QUESTION #3: Could the General Assembly constitutionally
amend the BLRA in a prospective manner, iLe., not affecting the
previously approved V.C. Summer Project and associated rates, but
doing away with the BLRA’s funding mechanism going forward?

QUESTION #4: If the BLRA is retroactively amended or
repealed, who would have standing to bring a legal challenge, and
against whom would a claim be brought? Would such a suit be filed in
state or federal court? Approximately how long would the litigation
last? How would the litigation affect SCANA and SCE&G’s customers?

EXECUTIVE SUMMARY

I have reached these conclusions, which are explained in detail in the following
pages of this Opinion Letter:

ANSWER TO QUESTION #1: Yes. The BLRA, including its
abandonment provision, is constitutional.

ANSWER TO QUESTION #2: No. A repeal of the BLRA in which
SCE&G is required to refund past revenues collected for the V.C.
Summer Project and/or prohibited from future recovery of its $5 billion
investment in the Project would not survive legal challenges.

ANSWER TO QUESTION #3: Yes. The General Assembly could
constitutionally amend the BLRA in a prospective manner, i.e., not
affecting the previously approved V.C. Summer Project and associated
rates, but doing away with the BLRA’s funding mechanism going
forward.

ANSWER TO QUESTION #4: If the BLRA is amended or repealed
in a retroactive manner SCE&G would have standing to bring a legal
claim in state court. This litigation would be hard-fought and expensive,

of the evidence that the decision to abandon construction of the plant was prudent.” S.C. Code
Ann. § 58-33-280(K).
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and would have a negative impact on economic development in South
Carolina.’

RELEVANT BACKGROUND

The South Carolina Constitution establishes that “[t]he General Assembly shall
provide for appropriate regulation of common carriers, publicly owned utilities, and
privately owned utilities serving the public as and to the extent required by the public
interest.” Article IX, § 1 (emphasis added). The Committee to Make a Study of the
South Carolina Constitution of 1895 (the “West Committee”), which proposed
revisions to the South Carolina Constitution in the 1960s, completely rewrote Atrticle
IX and proposed the aforementioned language which was later duly ratified. See Memo
No. 11, Tr. of the West Committee, Feb. 1, 1968. With respect to Article IX, the West
Committee explained that it had “fully discussed the need for regulation of corporations
and utilities in the Constitution,” and that it “believe[d] that the regulation of common
carriers, public utilities and corporations is @ matter for statute not the Constitution.”
(Final Report of the Comm. to Make a Study of the S.C. Const. of 1895 at 106-07
(1969) (emphasis added)).

Prior to 2007, statutes in South Carolina established that utility rate-making
was governed by the “used and useful” standard, which restricts rate-making to “‘the
total investment in, or the fair value of, the used and useful property which it necessarily
devotes to rendering the regulated services.”” Parker v. S.C. Pub. Serv. Comm’n, 280
S.C.310,311n.1,313 S.E.2d 290,291 n.1 (1984) (quoting Southern Bell v. Pub. Serv.
Comm’n, 270 S.C. 590, 600, 244 S.E.2d 278, 283 (1978)). That is, under the “used and
useful” standard, an electric utility could not include in its rates money for construction
of new electricity generation plants until those plants were actually in service and
providing electricity.

The General Assembly Passes the BLRA

In 2007, in light of growing demand for increased generation of nuclear
electricity, the South Carolina General Assembly passed the BLRA and Governor Mark
Sanford allowed it to become law without his signature. As noted in the September 26,
2017 Attorney General’s Advisory Opinion, “Enactment of the [BLRA] in South
Carolina was part of a much larger effort throughout the nation to incentivize
construction of new nuclear power plants by utilities as a means of establishing energy
independence.” Att’y Gen. Adv. Op. at 2. As you are undoubtedly aware, passage of

3 While I have not made an independent economic impact study, I am informed and believe
that retroactive repeal or amendment of the BLRA would have a very significant negative
impact on SCE&G’s solvency. Further, such an action would send a signal to any company
that is considering investment in South Carolina that the General Assembly is willing to disrupt
settled economic expectations if — as is apt to occur in business — circumstances change.
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the BLRA was driven by real and practical concerns, and as the Attorney General
noted:

The legacy of the last significant build-out of baseload generation is
billions of dollars of cost disallowances when plants were cancelled
before going into service (i.e., before becoming “used and useful”) or
when [state utility] commissions otherwise found imprudence. After
this experience, utilities were understandably reticent to undertake the
types of capital-intensive projects that are necessary to provide new,
cleaner, and more efficient baseload power. Consequently, a number of
states passed statutes and implemented accompanying regulations to
mitigate the risks utilities assume for such projects.

Id. (quoting Galloway and Cousineau, Cost Recovery for Pre-Approved Projects, 151
No. 6 PUBL. UTIL. FORT. 54, 55 (June 1, 2013)). South Carolina joined the ranks of
other states seeking to encourage development of new nuclear power generation by
enacting the BLRA, which coupled a fully litigated pre-construction prudency review
with statutory safeguards against the results of that pre-construction review being
second-guessed. It was well within the General Assembly’s constitutional authority to
establish a method of ratemaking in South Carolina that differed from the “used and
useful” standard.

The South Carolina General Assembly apparently believed (as did the
legislatures of many other states) that the BLRA’s funding mechanism was necessary
to encourage construction of nuclear baseload plants. South Carolina’s electrical
utilities are duty-bound to “furnish adequate, efficient and reasonable service” to their
customers, S.C. Code Ann. § 58-27-1510 (2015), and must keep pace with growing
energy demand. But despite the many advantages of nuclear power generation, the
construction of such plants is risky due to their cost and the amount of time it takes to
build them. In passing the BLRA, the General Assembly determined—in accordance
with Article IX, Section 1 of the South Carolina Constitution—that it was in the public
interest for utilities to build nuclear plants and that investors and ratepayers should
share the risks in funding these projects. See S.C. Bill History, 2007 Reg. Sess. S.B.
431 (“An act to protect South Carolina ratepayers by enhancing the certainty of
investments in the infrastructure of electric utilities serving consumers in this State.”).

As the Public Service Commission (“PSC”) remarked years after the General
Assembly passed the BLRA:

[T]he principal benefit of nuclear construction, in addition to lower
forecasted costs, is the fact that it helps insulate customers from the price
volatility and supply risk that are increasingly associated with fossil fuel
fired generation. Nuclear generation also insulates customers from
future CO2 and other environmental compliance costs associated with
fossil fuels, which are likely to be significant.
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PSC Order No. 2009-104(A) (Mar. 9, 2009), at 56. In passing the BLRA, the General
Assembly promoted the availability of nuclear power and in so doing, exercised what
the Attorney General’s Advisory Opinion recognizes as its “considerable latitude to
determine what the ‘public interest’ is in a given instance.” Br. of Att’y Gen. in Opp.
To Mot. to Dismiss at 26, In re: Request of S.C. Office of Regulatory Staff for Rate
Relief to SCE&G Rates Pursuant to S.C. Code Ann. § 58-27-920, PSC Docket No.
2017-305-E (filed Nov. 21, 2017).

As noted by the South Carolina Supreme Court, the unreviewability of the
PSC’s initial prudence determination is a critical aspect of the BLRA:

[T]he BLRA was intended to cure a specific problem under the prior
statutory and regulatory structure. Before adoption of the BLRA, a
utility’s decision to build a base load generating plant was subject to
relitigation if parties brought prudency challenges after the utility had
committed to major construction work on the plant. The possibility of
prudency challenges while construction was underway increased the
risks of these projects as well as costs and difficulty financing them. In
response, the General Assembly sought to mitigate such uncertainty by
providing for a comprehensive, fully litigated and binding prudency
review before major construction of a base load generating facility
begins.

S.C. Energy Users Comm. v. SCE&G, 410 S.C. 348,359, 764 S.E.2d 913, 918 (2014)
(emphasis added).

SCE&G Applies for and Receives a Base Load Review Order

After the passage of the BLRA, on May 30, 2008, SCE&G submitted a
Combined Application (“the Application”) for a Base Load Review Order (“‘BLRO”)
related to the construction and operation of V.C. Summer Units 2 and 3 (“the Units”).
SCE&G was a 55% partner in the endeavor, with the South Carolina Public Service
Authority (“Santee Cooper™) having a 45% stake. Notice of the proceedings was
published in papers of general circulation in SCE&G’s service area, and SCE&G
customers received written notice via an insert in their bills. Before issuing the BLRO
ten months later, the PSC considered, infer alia, written comments from some 87
members of the public, briefs from 12 individuals or groups who formally intervened
in the proceedings. Additionally, the Office of Regulatory Staff (*ORS”) “conducted
an extensive audit and examination of SCE&G’s decision to construct the Units and
the contracts, designs, and permits under which they will be constructed,” aided by
“outside consultants with extensive experience in power plant construction,
construction contracting, resource planning, transmission planning, load modeling,
economics, and environmental and nuclear permitting.” BLRO at 9. Eight of these
experts testified during a multi-day hearing the PSC conducted in December 2008,
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which also included the testimony SCE&G’s senior leadership and 26 public witnesses.
BLRO at 5-6, 9. The transcript of the hearing was more than 2,500 pages long.

On March 2, 2009, the PSC issued the BLRO. PSC Order No. 2009-104(A). In
the 126-page order, the PSC analyzed multiple aspects of the prudence and reason-
ableness of the proposed Project, including:

e The accuracy of SCE&G’s forecasts of future demand,;
e The potential impact of the Project on the environment;
e The selection of the location and the reactor design;

e The selection of Westinghouse and Stone & Webster as the principal
contractors for the construction;

o The terms of the engineering, procurement, and construction
contract (“EPC Contract”) for the construction;

e The reasonableness and practicality of SCE&G’s financing plan;
e Internal and external oversight of the Project; and

e Schedule and cost forecasts.

As required by the BLRA, see S.C. Code Ann. § 58-33-250(8) (2015), the PSC also
considered various risks posed by the Project, including risks that might result in cost
overruns or construction delays and “the risks of constructing these units compared to
the risks of meeting the energy needs of SCE&G’s customers by other means.” BLRO
at 90-91.

Ultimately, the PSC concluded,

There is no risk-free means to meet the future energy needs of SCE&G’s
customers or of the state of South Carolina. Based on the evidence of
record, the [PSC] finds that it is reasonable and prudent to proceed
with the construction of Units 2 and 3 in light of the information
available at this time and the risks of the alternatives.

[Our] approval of the reasonableness and prudency of [SCE&G’s]
decision to proceed with construction of the Units rests on a thorough
record and detailed investigation of the information known to the
[SCANA] and the parties at this time. Once an order is issued . . . the
statute does not allow the [PSC] to shift risks back to [SCE&G]....In
addition, risk shifting could jeopardize investors’ willingness to
provide capital for the project on reasonable terms which, in turn, could
result in higher costs to customers.
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PSC Order No. 2009-104(A), p. 92 (emphasis added). The South Carolina Supreme
Court affirmed the BLRO, describing it as “very thorough and reasoned” and noted that
“the [PSC] addressed each and every concern” presented to it. Friends of the Earth v.
Pub. Serv. Comm’n of S.C., 387 S.C. 360, 372, 692 S.E.2d 910, 916 (2010).

Base Load Review Order and SCE&G’s Oversight
Reviewed on Multiple Occasions

Even after issuance of the BLRO, the V.C. Summer Project continued to be the
subject of intense scrutiny by the PSC, the ORS, and members of the public. In addition
to scrutiny by the courts, the PSC has examined SCE&G’s prudence in management of
the Project on a regular basis since issuance of the BLRO on March 2, 2009:

e July 21, 2010: PSC issues order updating construction schedules;

e May 16, 2011: PSC issues order removing $438 million in
contingency and adding $174 million;

o November 15, 2012: PSC issues order revising construction
schedule and approving $283 million in additional capital costs;

e September 10,2015: PSC issues order further revising construction
schedule and approving $698 million in additional capital costs;

e November 28, 2016: PSC issues order further revising construction
schedule.

The PSC issued these orders only after examining all the evidence presented at a public
hearing and finding that the requested changes were nof the result of imprudence on
the part of SCE&G. This process is required by S.C. Code Ann. § 58-33-270(E), a
critical provision of the BLRA intended to protect the ratepayer.*

4 That provision reads:

(E) As circumstances warrant, the utility may petition the [PSC], with notice
to the Office of Regulatory Staff, for an order modifying any of the schedules,
estimates, findings, class allocation factors, rate designs, or conditions that
form part of any base load review order issued under this section. The
commission shall grant the relief requested if; after a hearing, the commission
finds:

(1) as to the changes in the schedules, estimates, findings, or conditions,

that the evidence of record justifies a finding that the changes are not the

result of imprudence on the part of the utility; and

(2) as to the changes in the class allocation factors or rate designs, that the
evidence of record indicates the proposed class allocation factors or rate
designs are just and reasonable.
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Significant Change in Circumstances

On March 29, 2017, the project’s prime contractor, Westinghouse, and certain
of its affiliates petitioned for Chapter 11 bankruptcy protection and informed SCE&G
and Santee Cooper that it was rejecting its obligations under the parties’ contract
pursuant to provisions of the Bankruptcy Code. See Pet’n of SCE&G at 4, Inre: Pet'n
of SCE&G for Prudency Determination Regarding Abandonment, PSC Docket No.
2017-244-E (filed Aug. 1, 2017) (“Abandonment Petition™). On July 27, 2017,
Westinghouse’s parent company, Toshiba Corporation (“Toshiba”), agreed to pay
SCE&G approximately $1.2 billion to satisfy all claims for damages arising out of
Westinghouse’s bankruptcy and rejection of the parties’ contract. /d. at 5. In light of
the significant change in circumstances, SCE&G and Santee Cooper began to create
amended cost and completion schedules. But, on July 31, 2017, Santee Cooper
announced that it was abandoning the project. Id. at 9.

SCANA Abandons V.C. Summer Project

Soon after Santee Cooper abandoned the Project, SCANA announced that
SCE&G “will cease construction of the [V.C. Summer Project] and will promptly file
a petition with the [PSC] seeking approval of its abandonment plan.” Press Release,
SCANA Corp., South Carolina Electric & Gas Company to Cease Construction and
Will File Plan of Abandonment of the New Nuclear Project (July 31, 2017), available
at hitp:/bitly/2uTpF2h (last visited Jan. 24, 2018). SCE&G made the decision to
abandon the Project after “conclud[ing] that it would not be in the best interest of its
customers and other stakeholders to continue construction,” specifically citing:

_ additional costs to complete the Units, the uncertainty regarding the
availability of production tax credits for the [P]roject, the amount of
anticipated guaranty settlement payments from Toshiba . . . and other
matters associated with continuing construction, including the decision
of the co-owner of the project, [Santee Cooper], to suspend construction
of the project.

Id. Kevin Marsh, then the Chairman and CEO of SCANA (“Chairman Marsh™),> went
on to say:

We arrived at this very difficult but necessary decision following
months of evaluating the project from all perspectives to determine the

S.C. Code Ann. § 58-33-270(E) (emphasis added).

5 On October 31, 2017, SCANA announced leadership changes, including the retirement of
Chairman Marsh and the appointment of Maybank Haygood to Non-Executive Chairman of
the Board of Directors and Jimmy Addison to CEO. See Press Release, SCANA Corp., SCANA
Corporation and South Carolina Electric & Gas Company Announce Leadership Changes
(Oct. 31, 2017), available at http:/bit.ly/2Dw70Cg (last visited Jan. 24, 2018).
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most prudent path forward. Many factors outside our control have
changed since inception of this project. Chief among them, the
bankruptcy of our primary construction contractor, Westinghouse,
eliminated the benefits of the fixed-price contract to our customers,
investors, and other stakeholders. Ultimately, our project co-owner
Santee Cooper’s decision to suspend construction made clear that
proceeding on our own would not be economically feasible. Ceasing
work on the project was our least desired option, but this is the right
thing to do at this time.

Id.

Given the risky nature of nuclear construction projects, the General Assembly
anticipated the possibility of abandonment in 2007, and included in the BLRA a
provision expressly permitting a utility to abandon a project and still recover some of
its costs:

Where a plant is abandoned after a base load review order approving
rate recovery has been issued, the capital costs and AFUDC? related to
the plant shall nonetheless be recoverable . . . provided that the utility
shall bear the burden of providing by a preponderance of the evidence
that the decision to abandon construction of the plant was prudent. . . .
The [PSC] shall order the amortization and recovery through rates of
the investment in the abandoned plant as part of an order adjusting rates
under this article.

S.C. Code Ann. § 58-33-280(K) (emphasis added). This type of recovery was necessary
to induce utility companies to undertake such risky projects and undoubtedly contained
in the BLRA to protect utilities from the inherent risks associated with such
construction. Notwithstanding that these projects are financially precarious, the
General Assembly determined that they were in the public interest, and that in the event
of prudent abandonment a utility should recover its investment.

On August 1, 2017, SCE&G filed the Abandonment Petition with the PSC. On
August 15, 2017, however, SCE&G voluntarily withdrew its Abandonment Petition in
order to “accommodate the legislative review process.” Press Release, SCANA Corp.,
South Carolina Electric & Gas Company to Voluntarily Withdraw its New Nuclear
Abandonment Petition to Accommodate the Legislative Review Process (Aug. 15,
2017), available at hitp://bit.ly/2vZFKAI (last visited Jan. 24,2018). In announcing the
withdrawal, SCANA noted that “SCE&G management has met with various
stakeholders and members of the South Carolina General Assembly, including
legislative leaders, to discuss the abandonment of the new nuclear project and to hear

6« AFUDC’ means the allowance for funds used during construction of a plant calculated
according to regulatory accounting principles.” S.C. Code Ann. §58-33-220(1).
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their concerns. SCE&G’s withdrawal decision was in response to those concerns, and
to allow for adequate time for governmental officials to conduct their reviews.” Id.
Chairman Marsh, at an August 16, 2017 press conference, indicated that the
Abandonment Petition would be refiled at “an appropriate time.” SCE&G withdraws
petition to scrap Summer project, World Nuclear News (Aug. 16, 2017), available at
http://bit.ly/2E1 TUsA (last visited Jan. 24, 2018).

Attorney General’s Advisory Opinion
Regarding Constitutionality of the BLRA

On September 26, 2017, the Attorney General published an advisory opinion
addressing the constitutionality of the BLRA “in light of the recent problems that have
occurred with [the] V.C. Summer Nuclear Plant.” Att’y Gen. Adv. Op. at L.
Notwithstanding his acknowledgment that legislation is presumed constitutional, the
Attorney General opined that “as applied, portions of the [BLRA] are constitutionally
suspect” because “[the BLRA] fails to strike the constitutionally required balance
between investors and ratepayers.” Id. At its core, the basis for this opinion is that the
Attorney General reads Article IX, Section 1 of the South Carolina Constitution to
require the “used and useful” standard in utility rate-making, and “[t]hus, [the Attorney
General] believe[s] that Art. IX, §1 renders the abandonment provision . .
constitutionally suspect.”” Att’y Gen. Adv. Op. at 57.

Proposed Legislation

Prior to the 2018 Legislative Session, several members of the General Assembly
pre-filed legislation proposing significant revisions to the BLRA, including its
abandonment procedures:

» H. 4375: Proposing a de facto repeal of the BLRA by requiring that
rates be set using the “used and useful” standard and expressly
prohibiting a utility from charging as part of its rate an amount
associated with construction costs until the PSC determines that the
generation facilities are then “used and useful.”

= H. 4380: Establishing procedures for the PSC to “order a refund to
ratepayers of all amounts collected for costs attributed to a project
construction under the provisions of the [BLRA].”

7 The Attorney General does not opine that the BLRA is unconstitutional, only that it is
“constitutionally suspect.”
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Proposed Merger of Dominion and SCANA and Request for a Prudency
Determination Regarding Abandonment of the V.C. Summer Project

As you are well aware, on January 3, 2018, Dominion and SCANA issued a
joint press release in which they announced:

... an agreement for the companies to combine in a stock-for-stock
merger in which SCANA shareholders would receive 0.6690 shares of
Dominion . . . common stock for each share of SCANA common stock,
the equivalent of $55.35 per share, or about $7.9 billion based on
Dominion[’s] . . . volume-weighted average stock price of the last 30
trading days ended Jan. 2, 2018. Including assumption of debt, the value
of the transaction is approximately $14.6 billion.

Press Release, SCANA Corp. and Dominion, Dominion Energy, SCANA Announce All-
Stock Merger With 81,000 Immediate Cash Payment To Average South Carolina
Electric & Gas Residential Electric Customer After Closing (Jan. 3, 2018), available
at http:/bit.ly/2E4abx6 (last visited Jan. 24, 2018).

On January 12, 2018 SCANA and Dominion filed a “Joint Application and
Petition . . . for review and approval of a proposed business combination between
SCANA Corporation and Dominion Energy, Inc., as may be required, and for a
prudency determination regarding the abandonment of the V.C. Summer Units 2 & 3
Project and associated merger benefits and cost recovery plans.” Docket No. 2017-370-
E. This petition describes critical terms of the merger, namely: (1) a one-time credit to
SCE&G’s customers totaling $1.3 billion, (2) post-merget, SCE&G would write-off
$1.4 billion in project costs and approximately $320 million in regulatory assets,
removing any future customer obligation for these costs, (3) Dominion would
“ynderwrite a $575 million refund pool for refunding amounts previously collected
that, along with the benefit of recent federal income tax reform, will allow SCE&G to
provide an immediate reduction in customer bills of at least 5% on a customer class
basis, and will keep the portion of the bill reduction that is not attributable to federal
tax reform in place for approximately eight years” (Petition at 4-5), and (4) other
material benefits to ratepayers and South Carolina. These proposed benefits would be
material to SCE&G’s ratepayers and are only available to them if the previously
described transaction — worth $14.6 billion — is effectuated.

SCANA and Dominion state that without the PSC’s approval of the proposed
merger and its terms, “the Merger will not occur” (Petition at 3). In that event, SCANA
requests approval of one of two proposed alternatives: (1) “the [PSC] adopt a rate
mitigation plan that can be funded by SCE&G alone, but as a matter of financial
necessity cannot provide customers with all the benefits associated with the Merger
(the “No Merger Benefits Plan’), or (2) the [PSC] issue an order providing for the
recovery of all costs and investments associated with the . . . project allowable by law
without any present rate increase (the ‘Base Request’)” (Petition at 6). If the merger is



DE Response 3-1 Attachment D
Page 12 of 24

Opinion Letter
Page 12

not approved and neither of the alternative proposals is implemented, but rather the
PSC implements the course of action proposed by the Office of Regulatory Staff, “it
would be unlikely that SCANA could recapitalize SCE&G to restore its
creditworthiness and SCE&G’s ability to continue to finance its utility operations
outside of bankruptcy.” Petition, at 50. Additionally, SCANA has repeatedly and
publicly stated that if the proposed legislation currently before the General Assembly
is passed it will be impossible for SCE&G’s ratepayers to receive any relief.

It is with this background in mind that I analyze the following issues that are of
such importance to South Carolina.

ANALYSIS

QuESTION #1: Is the BLRA, including its abandonment provision,
constitutional?

ANSWER: Yes.

Historically, in South Carolina as elsewhere in the nation, utility rates have been
based only on property that is “used and useful” in the production of electricity. Under
the “used and useful” standard, a public utility cannot begin to recover the cost of
constructing a new power plant until it is fully built and operational. This creates an
economic barrier to the construction of new nuclear power plants, which are expensive®
and require long construction periods. Few (if any) public utilities have the financial
ability to carry the cost of a new nuclear plant during the years it takes to build one.

In the mid-2000s, numerous states responded to this dilemma, and sought to
encourage new nuclear construction, by enacting laws allowing utilities to begin
recovering costs associated with construction of nuclear power plants that are not “used
and useful” (and, in the case of abandoned projects, will never become used and useful).
The BLRA is South Carolina’s answer to the question of how to encourage the
construction of new nuclear power plants.

Under the BLRA, utilities may include in their rates the prudently incurred costs
of new nuclear power plants, even if the utility eventually abandons construction. See
S.C. Code Ann. § 58-33-280(K). The BLRA also provides that the PSC’s initial
prudency determination is “final,” preventing reevaluation of a project’s prudence in
any subsequent proceeding. 1d. § 58-33-275(A)-(B). During construction, however, the
PSC may increase rates to account for higher-than-expected costs, so long as those

8 “Capital costs (construction and financing) account for 71.4% of overall nuclear generation
costs[.]” Robert C. Volpe, The Role of Advanced Cost Recovery in Nuclear Energy Policy, 15
Sustainable Dev. L. & Pol’y 28, 29 (Winter 2015).
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costs did not result from the utility’s imprudence and the new rates are “Just and
reasonable.” Id. § 58-33-270(E).

In the wake of SCE&G’s decision to abandon the V.C. Summer Project,
significant attention has been paid to the BLRA, both as to the wisdom of the General
Assembly’s enactment of it in 2007, and as to its constitutionality. The latter category
includes the Attorney General’s Advisory Opinion from September 2017, which stated
that the BLRA’s prudency review process and its abandonment provisions raise
“constitutional concerns.” Att’y Gen. Adv. Op. at 12-13.

The Takings Clause

The United States Constitution’s primary restriction on government regulation
of utility rates is the Fifth Amendment’s Takings Clause, which provides that “private
property [shall not] be taken for public use, without just compensation.” The Fourteenth
Amendment makes this restriction applicable to the States. See Chicago, B. & O.R. Co.
v. City of Chicago, 166 U.S. 226, 239 (1 897). The South Carolina Constitution likewise
provides that “private property shall not be taken for private use without the consent of
the owner, nor for public use without just compensation being first made for the
property.” S.C. Const. Art. I, § 13.

Under the Federal Takings Clause, “[a] public utility is entitled to such rates as
will permit it to earn a return on the value of the property which it employs for the
convenience of the public equal to that generally being made at the same time and in
the same general part of the country on investments in other business undertakings
which are attended by corresponding, risks and uncertainties; but it has no
constitutional right to profits such as are realized or anticipated in highly profitable
enterprises or speculative ventures.” Bluefield Waterworks & Improvement Co. v. Pub.
Serv. Comm’nof W. Va.,262U.S. 679, 692-93 (1923). In other words, the United States
Constitution requires “just and reasonable” utility rates that strike a balance between
the interests of investors and the interests of ratepayers. Permian Basin Area Rate
Cases, 390 U.S. 747, 770 (1968); see also FPC v. Hope Natural Gas Co., 320 U.S.
591, 603 (1944). Rates set too low or too high are equally unconstitutional. “If the rate
does not afford sufficient compensation, the State has taken the use of utility property
without paying just compensation and so violated the Fifth and Fourteenth
Amendments.” Duguesne Light Co. v. Barasch, 488 U.S. 299, 308 (1989). “In addition
to prohibiting rates so low as to be confiscatory,” the Supreme Court’s cases also
“make[] clear that exploitative rates are illegal as well.” Jersey Cent. Power & Light
Co. v. FERC, 810 F.2d 1168, 1177-1180 (D.C. Cir. 1987) (en banc). When it comes to
utility regulation, South Carolina’s legal requirements appear t0 overlap with the Fifth
Amendment. Rates cannot be set “so low as to be confiscatory to the utility or so high
as to be unduly burdensome to the utility’s customers.” Mims v. Edgefield Cty. Water
& Sewer Auth., 278 S.C. 554, 556,299 S.E.2d 484, 486 (1983).
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“In reviewing a rate order courts must determine whether or not the end result
of that order constitutes a reasonable balancing . . . of the investor interest in
maintaining financial integrity and access to capital markets and the consumer interest
in being charged non-exploitative rates.” Jersey Central, 810 F.2d at 1177-78. So long
as the “total effect” of a rate is reasonable, the method employed to set the rate largely
does not matter. Duquesne, 488 U.S. at 310. Challengers face a “heavy burden” to
establish that a rate is constitutionally unreasonable. Hope Natural Gas, 320 U.S. at
602. Any rate falling with the “broad zone of reasonableness . . . cannot properly be
attacked as confiscatory.” Permian Basin, 390 U.S. at 770.

Importantly, the United States Supreme Court has made clear that the “used and
useful” test is nof the only measure of what is “just and reasonable.” The “used and
useful” test was first articulated in Smyth v. Ames, 169 U.S. 466, 546 (1898), where the
United States Supreme Court held that “the basis of all calculations as to the
reasonableness of rates . . . must be the fair value of the property being used by it for
the convenience of the public.” Subsequently, however, that Court held “that the ‘fair
value’ rule is not the only constitutionally acceptable method of fixing utility rates.”
Duquesne, 488 U.S. at 310 (citing Hope Natural Gas, 320 U.S. at 602).

After Hope Natural Gas, the “used and useful” test “ceased to have any
constitutional significance[.] . . . It is now simply one of several permissible tools of
ratemaking, one that need not be, and is not, employed in every instance.” Jersey
Central, 810 F.2d at 1175. Consequently, “the inclusion of property not currently used
and useful in the rate base” does not “automatically constitute[] exploitation of
consumers[.]” Id. at 1180. “[I]ncluding prudent investments in the rate base is not in
and of itself exploitative[.] . . . Indeed, when the regulated company is permitted to earn
a return not on the market value of the property used by the public, . .. but rather on
the original cost of the investment, placing prudent investments in the rate base would
seem a more sensible policy than a strict application of ‘used and useful,” for under this
approach it is the investment, and not the property used, which is viewed as having
been taken by the public.” Id. at 1181. The United States Constitution thus permits the
BLRA’s reasonable choice of a “prudent investment” rule over a “used and useful”
standard.

Furthermore, although South Carolina courts have traditionally applied the
«used and useful” test in ratemaking outside the context of the BLRA, state judicial
opinions do not appear to treat that standard as a constitutional requirement. To be sure,
the South Carolina Supreme Court cited Smyth approvingly in Mims, but only for the
general proposition that a utility’s rates must be reasonable, neither too high nor too
low. See 278 S.C. at 556, 299 S.E.2d at 486. Mims does not once mention the “used
and useful” standard.

In view of the fact that the Constitution mandates only the end result—a rate
that reasonably balances the interests of investors and the interests of customers—and
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not the method used to reach that result, I conclude that the choice of ratemaking
principles is the prerogative of the General Assembly as the state’s legislative body. It
was well within the General Assembly’s purview to decide, as it did in enacting the
BLRA, that encouraging investment in new power plants would benefit the public over
the long term, and therefore it was well within its authority “to include prudent but
cancelled investments” in utility rates. Jersey Central, 810 F.2d at 1177; see also State
ex rel. Union Elec. Co. v. Pub. Serv. Comm’n, 687 S.W.2d 162, 166 (Mo. 1985)
(“Electric utilities will be reluctant to embark on new construction projects, or with
long-range plans, if the prospect of forfeiture looms. Investors will hesitate to stake
their money in [a] venture with a controlled return and substantial risk of loss.”). The
BLRA thus appears to achieve a constitutionally reasonable balance between investor
and consumer interests. This is also the view of a “substantial majority” of courts and
utility regulators that have addressed this question. People’s Org. for Wash. Energy
Res. v. Wash. Utilities & Transp. Comm’n, 711 P.2d 319, 332 (Wash. 1985); see also
Att’y Gen. v. Dep’t of Pub. Utils., 455 N.E.2d 414, 422 (Mass. 1983).

Substantive Due Process and Equal Protection

Two other potential challenges to the BLRA are based on the view that the
BLRA unfairly favors investors at the expense of customers. One theory posits that the
imbalance is a substantive due process violation, while another posits that the
imbalance is a denial of equal protection See Att’y Gen. Adv. Op. at 36.

In my view, both challenges are without merit. Legislatures have “considerable
leeway to fashion economic legislation, including the power to affect contractual
commitments between private parties.” Eastern Enters. v. Apfel, 524 U.S. 498, 528
(1998) (plurality). Laws “adjusting the burdens and benefits of economic life” carry a
strong “presumption of constitutionality,” and only offend substantive due process if
they are “arbitrary and irrational.” Usery v. Turner Elkhorn Mining Co., 428U.S. 1,15
(1976); see also Permian Basin, 390 U.S. at 769-70 (explaining that price regulation is
unconstitutional “if arbitrary, discriminatory, or demonstrably irrelevant to the policy
the legislature is free to adopt”). Likewise, to satisfy equal protection, the PSC’s
ratemaking need only have a rational basis; the PSC’s rates do not receive heightened
judicial scrutiny. See Friends of the Earth, 387 S.C. at 365-60, 692 S.E.2d at 913. The
BLRA is rationally related to the State’s legitimate interest in encouraging investment
in new power plants.

Procedural Due Process

Another potential challenge to the BLRA would be an assertion that the BLRA
violates utility customers’ procedural due process rights because (1) § 58-33-275
allegedly denies customers subsequent hearings on prudency by establishing “an
irrefutable presumption” of prudence and preventing relitigation of the issue after the
PSC’s initial determination, and (2) § 58-33-270(E) allegedly “shifts the burden from
the utility being required to prove prudency to one of a challenger required to
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demonstrate imprudence.” Att’y Gen. Adv. Op. at 31. Neither of these arguments has
merit.

While utility customers undoubtedly have a procedural due process right to
notice and an opportunity to be heard at rate-adjustment hearings, see Porter v. PSC,
338 S.C. 164, 170, 525 S.E.2d 866, 869 (2000), the BLRA does not deny that right—
and thus creates no “irrefutable presumption” of prudence—because the Act only
deems the PSC’s prudency determination final after notice and a hearing. Indeed, the
BLRO approving the V.C. Summer nuclear plant came after “weeks of hearings”
featuring testimony from “over 20 witnesses” creating “a transcript that is more than a
thousand pages long.” Energy Users II, 410 S.C. at 359, 764 S.E.2d at 918. The PSC
carefully “addressed each and every concern” raised during the hearings and issued its
decision “in a very thorough and reasoned order” upheld by the South Carolina
Supreme Court. Friends of the Earth, 387 S.C. at 372, 692 S.E.2d at 916. This
comprehensive process satisfies due process, in part, because it gave everyone a full
opportunity to testify and offer evidence.

In light of the thoroughness of the initial proceedings that resulted in the PSC’s
prudency determination, due process does not entitle customers to relitigate that
question. Due process “does not require an endless number of opportunities for one to
assert or reassert his or her rights.” 16B Am. Jur. 2d Constitutional Law § 1023. “At
some point the benefit of an additional safeguard to the individual affected by the
administrative action and to society in terms of increased assurance that the action is
just, may be outweighed by the cost.” Mathews v. Eldridge, 424 U.S. 319, 348 (1976).
Once a party “has had its day in court,” further review “is not a requirement of due
process.” Nat’l Union of Marine Cooks & Stewards v. Arnold, 348 U.S. 37, 42-43
(1954). The BLRA thus hardly denies customers a hearing—indeed, numerous
members of the public appeared at the prudency hearings or submitted written

comments—nor does it create an irrebuttable presumption of prudence. It simply does
not allow the PSC’s prudence determination to be reopened once made.

Moreover, statutes creating irrebuttable presumptions do not automatically
violate due process so long as “the legislation in question bears a rational relation to a
legitimate legislative objective,” and the presumption is “based upon ‘an objective
criterion’ which bears ‘a sufficiently close nexus with underlying policy objectives.’”
Lazerson v. Hilton Head Hosp., Inc., 312 S.C. 211, 213, 439 S.E.2d 836, 838 (1994)
(quoting Weinberger v. Salfi, 422 U.S. 749, 771 (1975)). A presumption of prudence
after the PSC’s initial determination meets that test because it is reasonably based upon
the findings and reliability of the initial process. The presumption is also rationally
related to the BLRA’s goal of encouraging investment in new power plants. ‘‘Before
adoption of the BLRA, a utility’s decision to build a base load generating plant was
subject to relitigation if parties brought prudency challenges after the utility had
committed to major construction work on the plant. The possibility of prudency
challenges while construction was underway increased the risks of these projects as
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well as the costs and difficulty of financing them. In response, the General Assembly
sought to mitigate such uncertainty by providing for a comprehensive, fully litigated
and binding prudency review before major construction of a base load generating
facility begins.” Energy Users II, 410 S.C. at 359, 764 S.E.2d at 918.

The second possible procedural due process challenge — that the BLRA shifts
the burden to the challenger to demonstrate imprudence — is also without merit. This
argument rests on a misreading of the statutory text because the BLRA provides for no
such shift. Aside from that, “it is normally within the power of the State to regulate
procedures under which its laws are carried out, including the burden of producing
evidence and the burden of persuasion, and its decision in this regard is not subject to
proscription under the Due Process Clause unless it offends some principle of justice
so rooted in the traditions and conscience of our people as to be ranked as fundamental.”
Patterson v. New York, 432 U.S. 197, 201-02 (1977) (internal citations and quotations
omitted). No such deeply rooted principle of justice says that utilities must shoulder the
burden of proving the prudence of new costs before regulators may approve a rate
increase.

In conclusion, by enacting the BLRA in 2007, the General Assembly joined a
host of other states in seeking to encourage the construction of new nuclear power
plants by mitigating the enormous carrying costs of construction. Further, the General
Assembly recognized, and provided for, the risk that such projects might not come to
fruition. The BLRA as a whole, and each of its individual provisions, stand on solid
constitutional ground. Accordingly, I am of the opinion that any constitutional
challenge to the BLRA would fail.

QUESTION #2: Would a repeal of the BLRA, in which SCE&G is required to
refund past revenues collected for the V.C. Summer Project and/or prohibited from
future recovery of its $5 billion investment in the Project, survive constitutional
challenge?

ANSWER: No.

Prior to the opening of the 2018 Legislative Session, various bills were pre-filed
‘1 the House and Senate that would repeal the BLRA, in whole or in part. One of the
bills (H. 4375) would prohibit future collections under the 2008 BLRO, while another
(H. 4380) would require the PSC to “order a refund to ratepayers of all amounts
collected” pursuant to the 2008 BLRO. It is my opinion that these two provisions, if
enacted, would not survive a legal challenge for at least two reasons.

First, a statutorily mandated rate that excludes project-related costs, if its effect
would be to jeopardize SCE&G’s financial integrity, could be deemed confiscatory and
in violation of the Takings Clause. Given that project-related costs amount to 18% of
SCE&G’s rates, a court could very well find that the loss of this revenue would
jeopardize SCE&G’s financial integrity.
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Second, under the Due Process Clause, SCE&G has a right to avoid “arbitrary
and irrational” laws. This is a high standard, and it means that in most cases, even those
involving statutes that are explicitly retroactive in application, the Constitution is not
violated even if settled economic expectations are destroyed. But this is not “most”
cases. The BLRA explicitly anticipates and provides for the possibility of a project
being abandoned prior to completion, and in doing so gave SCE&G the assurances it
needed to undertake the project. For the General Assembly to retroactively deprive
SCE&G of the BLRA’s protections at the very moment they are needed could very
well be viewed by a court as grossly unfair and arbitrary.

Substantive Due Process

“Congress may, consistent with the Due Process Clause, alter rights and
responsibilities retroactively so long as it has a rational basis for doing so.” Mondragon
v. Holder, 706 F.3d 535, 541 (4th Cir. 2013). However, there are limits to this principle.

The foundational case for due process and retroactivity is Usery v. Turner
Elkhorn, 428 U.S. 1 (1976). In that case, the United States Supreme Court upheld new
federal laws that required coal mine operators to pay benefits to disabled former
employees, even though the employees had stopped mining before the law existed.
Thus, the operators presumably did not envision such liability when they employed the
miners. Regardless, the Court held that “our cases are clear that legislation readjusting
rights and burdens is not unlawful solely because it upsets otherwise settled
expectations.” Usery, 428 U.S. at 16. The Court upheld the laws on the basis that it was
rational to reallocate the burdens of paying for miners’ disabilities to the coal
companies and consumers who had profited from their labor.

Eastern Enterprises, however, establishes that a retroactive law may violate due
process rights. See generally Eastern Enters., 524 U.S. 498. In that case, a 1992 law
required a company—which had left the coal industry in 1965, long before any labor
agreements began to call for lifetime health benefits for miners—to pay at least $50
million into a miners’ benefits fund. Five members of the United States Supreme Court
concluded that the law was unconstitutional, but did not agree as to why this was so.
Four justices believed the law effected a taking of the company’s property. Justice
Kennedy, apparently alone, believed that the law violated due process.

Several factors lead me to believe that a court faithfully applying the foregoing
principles would invalidate H. 4375 and H. 4380 as violating SCE&G’s substantive
due process rights. First, the clear purpose of the BLRA was to encourage SCE&G to
expand its nuclear power-generating capacity. SCE&G embarked on the Project with
the General Assembly’s assurance that it would be able to recoup its costs over time,
even if the Project was abandoned before completion. In Duguesne, the United States
Supreme Court specifically addressed the possibility of a legislative “bait and switch™:
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[A] State’s decision to arbitrarily switch back and forth between
methodologies in a way which require[s] investors to bear the risk of
bad investments at some times while denying them the benefit of good
investments at other times would raise serious constitutional questions.

Dugquesne, 488 U.S. at 315 (emphasis added). This warning reflects the broader
principle that due process prohibits a state from “reconfigur[ing] its scheme, unfairly,

in midcourse” by holding out a remedy and then yanking it away just when it is needed.
Reich v. Collins, 513 U.S. 106, 111 (1994) (emphasis in original).

In Reich, a veteran sought a refund of taxes paid on federal retirement benefits,
after taxation of such benefits was held unconstitutional by the United States Supreme
Court. The refund claim was based on a Georgia law that entitled taxpayers to refunds
of all taxes “erroneously or illegally assessed and collected.” Id. at 109 (internal
quotations omitted). Ultimately, the Georgia Supreme Court ruled that the veteran was
not entitled to a refund (a postdeprivation remedy) because Georgia provided “ample”
predeprivation remedies. Id. at 110 (emphasis added). The United States Supreme
Court reversed, holding that Georgia had improperly “held out what plainly appeared
to be a ‘clear and certain’ postdeprivation remedy, its refund statute, and then declared,
only after Reich and others had paid the disputed taxes, that no such remedy exists.”
Id at 111.

H. 4375, if enacted, would result in the same constitutional violation
condemned by the Reich Court. SCE&G embarked on the Project under the auspices
of the BLRA, which explicitly assured SCE&G that it would be able to recoup its
prudently incurred costs even if construction were abandoned. See S.C. Code Ann.
§ 58-33-225(G); see also S.C. Code Ann. §58-33-280(K) (“Where a plant is
abandoned after a base load review order approving rate recovery has been issued, the
capital costs and AFUDC related to the plant shall nonetheless be recoverable under
this article provided that the utility shall bear the burden of proving by a preponderance
of the evidence that the decision to abandon construction of the plant was prudent.”)
Now that the Project has been abandoned and SCE&G seeks to recoup its prudently
incurred costs, the General Assembly is considering declaring “that no such remedy
exists.” Thus, I believe a court would be constrained to hold that due process forbids
retroactive application of H. 4375.

Second, the United States Supreme Court’s decision in United States v. Carlton,
512 U.S. 26 (1994), and a South Carolina Supreme Court decision construing Carlton,
demonstrate that the Due Process Clause imposes limits on retroactive application of
economic legislation. In Carlton, the executor of an estate took advantage of a recently
enacted tax deduction for the proceeds of sales of stock to employee stock-ownership
plans (ESOPs) by using estate funds to purchase stock and reselling it to an ESOP.
After the transaction was complete and the executor had filed a tax return that reflected
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the deduction, Congress retroactively amended the law to permit the deduction only for
sales of stock owned by the decedent immediately prior to death.

The United States Supreme Court held there was no due process violation,
pointing to three factors in support of its conclusion. First, Congress’s purpose in
adopting the amendment was to correct a flaw in the original legislation, which was
never intended to permit transactions like the executor’s. See id. at 32. Second and
third, “Congress acted promptly” to correct the error “and established only a modest
period of retroactivity.” /d. In a concurring opinion, Justice O’Connor wrote that “Ia]
period of retroactivity longer than the year preceding the legislative session in which
the law was enacted would raise, in my view, serious constitutional questions.” Id. at
38.

The South Carolina Supreme Court quoted Justice O’Connor’s concurrence
when it ruled, in Rivers v. State, 327 S.C. 271, 490 S.E.2d 261 (S.C. 1997), that a
retroactivity period of “at least two years and possibly as long as three years” violated
both the federal and state constitutions. Id. at 279, 490 S.E.2d at 265. In Rivers, a 1988
law retroactively decreased capital gains taxes for capital gains realized from January
1987 through January 1988. An amendment, passed in 1989, shortened the eligibility
period and provided that refunds would be made in two equal installments for the 1990
and 1991 tax years. In 1991, after the first installment of the refund had been paid, the
General Assembly amended the act again, this time to reduce by half the amount of
each taxpayer’s refund.

The South Carolina Supreme Court held that the 1991 amendment did not
violate the Takings Clause because the taxpayers did not have a vested property right
in the second half of their refunds. See id. at 275-76, 490 S.E.2d at 263. Nevertheless,
after a lengthy discussion of Cariton, the Court held that the 1991 amendment violated
taxpayers’ rights under the federal and state constitutions. The Court reasoned that
taxpayers “had an expectation of the full tax refund” that arose no later than the
adoption of the 1989 amendment. Id at 278 n.3, 490 S.E.2d at 265 n.3 (emphasis
added). Consequently, the 1991 amendment had the effect of eliminating taxpayers’
expectations at least two years after the fact (or three years, if the expectation arose
when the act was initially adopted in 1988). The Court held that such an extended
retroactivity period was not supported by the state’s legitimate interest in achieving its
revenue goals. Consequently, the Court ruled that the 1991 amendment violated
taxpayers’ substantive due process rights.

In my opinion, Carlton and Rivers make clear that retroactive repeal of the
BLRA would violate SCE&G’s due process rights. In this case, unlike in Carlton, the
General Assembly would not be acting to correct an unintended omission from the text
of the BLRA. To the contrary, the BLRA plainly provides that once a utility carries its
burden of proving that the decision to abandon construction was prudent, it is entitled
to recover prudently incurred costs through revised rates under the BLRA. See S.C.
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Code Ann. §§ 58-33-225(G), -280(K). Indeed, the ability to recover costs of abandoned
nuclear construction projects is a critical aspect of laws like the BLRA, because it
encourages investment by mitigating the potential financial impact of a failed project.
Additionally, the period of retroactivity here is more than ten years, five times the
length of the period the South Carolina Supreme Court in Rivers found to be a clear
violation of the federal and state constitutions.

Substantive due process challenges to retroactive legislation face high hurdles
and are rarely successful. Nevertheless, I believe that the enactment of H. 4375, H.
4380, or any other legislation that retroactively reduces or eliminates SCE&G’s ability
to recover its prudently incurred costs for the Project would give rise to a substantial
claim for violation of SCE&G’s substantive due process rights.

The Takings Clause

As discussed in my analysis of Question 1, a utility rate is confiscatory—and
constitutionally prohibited—if it is “not sufficient to yield a reasonable rate of return
on the value of the property used . . . to render the service.” Bluefield Waterworks, 262
U.S. at 690; see also Duquesne, 488 U.S. at 307 (“[TThe Constitution protects utilities
from being limited to a charge for their property serving the public interest which is so
‘unjust’ as to be confiscatory.”).

In Duguesne, the United States Supreme Court applied this rule in the context
of an abandoned nuclear construction project. Pennsylvania utilities began a venture in
1967 to build nuclear power plants. Id. at 302. In 1980, they cancelled those plans,
having spent roughly $40 million (roughly $125 million in 2017 dollars). Both the
decisions to begin and to cancel were found to be prudent. See id. at 303. In 1980 and
1981, the utilities were permitted to amortize their expenditures and recover fractions
of them in rates. In 1982, however, Pennsylvania passed a law prohibiting recovery of
costs until a plant is “used and useful in service to the public.” Id. at 304. Applying this
statute, the Pennsylvania Supreme Court declined to permit further cost recovery.

Before the United States Supreme Court, the Pennsylvania utilities argued that
this violated the Takings Clause. The Court disagreed, reaffirming the rule that a taking
occurs only when rates are set so low as to be “confiscatory.” Id. at 307-08. Put
differently, ““[i]f the total effect of the rate order . . . [is reasonable], judicial inquiry .
isat an end.”” Id at 310 (quoting Hope Natural Gas, 320 U.S. at 602). The Court
had little difficulty concluding that the post-1982 rates were not confiscatory, given
that the loss amounted to roughly 0.5% of the utilities’ annual revenues. Id. at 312 (*No
argument has been made that these slightly reduced rates jeopardize the financial
integrity of the companies, either by leaving them insufficient operating capital or by
impeding their ability to raise future capital.”).

Dugquesne leaves open the real possibility that a significant rate reduction, under
similar circumstances, would result in a rate so low as to be confiscatory. Several other
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courts have mentioned or applied the same “confiscatory” standard in addressing
takings issues based on abandoned nuclear projects. For example, in Dayton Power &
Light Co. v. Pub. Utils. Comm'n of Ohio, 447 N.E.2d 733, 741 (Ohio 1983), the Ohio
Supreme Court upheld a statute that effectively barred recovery of costs for an
abandoned nuclear project. Dayton Power & Light argued that denying recovery would
violate the takings clause. The court ruled, however, that to prevail on its takings claim,
the utility “must prove not only the unreasonableness of the . . . exclusion but also the
confiscatory effect this exclusion had on the rates established by the commission,
viewing the rate order ‘in its entirety.”” Id. at 745 (quoting Hope Natural Gas, 320 U.S.
at 602). The court found that Dayton Power & Light had not made this showing.

Like all public utilities, SCE&G is constitutionally entitled to a rate that is
“sufficient to assure confidence in the financial integrity of the enterprise, so as to
maintain its credit and to attract capital.” Hope Natural Gas, 320 U.S. at 603. My
understanding is that Project-related costs represent 18% of SCE&G’s rates. At the
very least, SCE&G would have a claim that a rate that does not include these amounts
is confiscatory.

QUESTION #3: Could the General Assembly constitutionally amend the BLRA
in a prospective manner, i.e., not affecting the previously approved V.C. Summer
Project and associated rates, but doing away with the BLRA’s funding mechanism
going forward?

ANSWER: Yes.

As discussed previously, Article IX, Section 1 of the South Carolina
Constitution provides that “[t]he General Assembly shall provide for appropriate
regulation of common carriers, publicly owned utilities, and privately owned utilities
serving the public as and to the extent required by the public interest.” With respect
to Article IX, the West Committee explained that it had “fully discussed the need for
regulation of corporations and utilities in the Constitution,” and that it “believe[d] that
the regulation of common carriers, public utilities and corporations is a matter for
statute not the Constitution.” Final Report of the Comm. to Make a Study of the S.C.
Const. of 1895 at 106-07 (1969) (emphasis added). Thus, just as it did in 2007 when it
passed the BLRA, the General Assembly has great constitutional latitude to change —
once again — the manner in which utility rates will be made in South Carolina. Tt can
certainly repeal the BLRA and establish a different rate-making structure that the PSC
will apply going forward if it determines doing so is “required by the public interest.”

QUESTION #4: If the BLRA is retroactively amended or repealed, who would
have standing to bring a legal challenge, and against whom would a claim be brought?
Would such a suit be filed in state or federal court? Approximately how long would the
litigation last? How would the litigation affect SCANA and SCE&G’s customers?

ANSWER: A legal challenge would be brought by SCE&G against the PSC, and
could be brought either in a declaratory judgment action filed in the original jurisdiction
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of the South Carolina Supreme Court, or in the context of ratemaking proceedings
before the PSC. In either case, SCANA, as well as SCE&G’s customers, would suffer
the expense and uncertainty of such litigation.

Parties and Nature of Action

Any challenge to a retroactive amendment or repeal of the BLRA would be
brought by SCE&G, the entity most directly impacted by such legislation, against the
PSC, the agency responsible for implementing the legislation. SCE&G would have two
possible avenues by which to bring a constitutional challenge to legislation
retroactively amending or repealing the BLRA. First, SCE&G could file an action in
the original jurisdiction of the South Carolina Supreme Court, seeking to enjoin
implementation of the legislation. Second, SCE&G could wait until the PSC issued a
rate order under the new legislation, and then appeal that order to the South Carolina
Supreme Court. In either event, the losing party could seek certiorari review from the
United States Supreme Court.

In my opinion, it would not be possible for SCE&G to pursue relief in federal
court. Ordinarily, federal courts have subject matter jurisdiction over cases involving
federal questions, such as whether a state legislative act violates the U.S. Constitution.
See 28 U.S.C. § 1331. Congress, however, has restricted federal jurisdiction over
challenges to public utility rates through the Johnson Act, which prohibits federal
district courts from enjoining, suspending, or restraining “the operation of, or
compliance with, any order affecting rates chargeable by a public utility” when all of
the following conditions exist:

(1) Jurisdiction is based solely on diversity of citizenship or repugnance
of the order to the Federal Constitution; and,

(2) The order does not interfere with interstate commerce; and,
(3) The order has been made after reasonable notice and hearing; and,

(4) A plain, speedy and efficient remedy may be had in the courts of
such State.

28 U.S.C. § 1342. Here, SCE&G’s claim would be that the retroactive amendment or
repeal of the BLRA violated the Due Process or Takings Clauses of the United States
Constitution. In similar circumstances, federal courts have ruled that the Johnson Act
requires such claims to be brought in state court. See, e.g., Hill v. Kansas Gas Serv.
Co., 323 F.3d 858, 167 (10th Cir. 2003); Pub. Serv. Co. of N.H. v. Patch, 167 F.3d 15,
25 (1st Cir. 1998).
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Impact of Action

As discussed in the previous sections of this letter, I believe that there are strong
constitutional challenges to a retroactive repeal or amendment of the BLRA and that a
court adhering to precedent would rule in favor of SCE&G. But regardless of whether
SCE&G wins or loses, any final decision will be preceded by hard-fought, expensive
litigation.” The cost of SCE&G’s pursuit of the litigation—including attorneys’ fees,
discovery, expert witnesses, trial expenses, and the like—could, ultimately, be reflected
in SCE&G’s rates, and thus would be borne by SCE&G’s customers.

In conclusion, my view is that the answers to your questions rest on long-settled
principles of constitutional law and that a court faithfully applying those rules would
reach the same conclusions. The abandonment of the V.C. Summer Project is,
unquestionably, a hard blow to SCE&G’s ratepayers. But the Constitution forbids the
General Assembly from enacting legislation that would require SCE&G either to
refund or cease collecting the revised rates authorized pursuant to the General
Assembly’s enactment of the BLRA.

Very truly yours,

/e

William W. Wilkins

9 In the case of an action filed in its original jurisdiction, the South Carolina Supreme Court
would have the authority to refer issues of fact to a master or referee. See S.C. Code Ann. § 14-

3-340 (2017).
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Director & Deputy General Counsel

chad.burgess@scana.com

February 15, 2018

VIA ELECTRONIC FILING

The Honorable Jocelyn G. Boyd

Chief Clerk/Administrator

Public Service Commission of South Carolina
101 Executive Center Drive

Columbia, South Carolina 29211

RE:  Friends of the Earth and Sierra Club v. South Carolina Electric & Gas Company
Docket No. 2017-207-E

Request of the Office of Regulatory Staff for Rate Relief to South Carolina
Electric & Gas Company's Rates Pursuant to S.C. Code Ann. § 58-27-920
Docket No. 2017-305-E

Joint Application and Petition of South Carolina Electric & Gas Company and
Dominion Energy, Incorporated for Review and Approval of a Proposed Business
Combination between SCANA Corporation and Dominion Energy, Incorporated,
as May Be Required, and for a Prudency Determination Regarding the
Abandonment of the V.C. Summer Units 2 & 3 Project and Associated Customer
Benefits and Cost Recovery Plans

Docket No. 2017-370-E

Dear Ms. Boyd:

On February 7, 2018, South Carolina Electric & Gas Company (“SCE&G”) and
Dominion Energy, Inc (“Dominion Energy”) (together, the “Joint Petitioners™) filed a Petition
for Review, Reconsideration, and Rehearing of Order No. 2018-80 issued in the above-
referenced dockets (‘“Petition for Rehearing™). Since that time, S.954, which has a direct impact
upon the timing of the consummation of the merger between SCANA Corporation and Dominion
Energy, was amended on February 14, 2018, in such a manner to establish December 21, 2018,
as the deadline for the Public Service Commission of South Carolina (“Commission’) to issue a
final order in the above-referenced dockets. Joint Petitioners are encouraged by the recent
amendment to S.954, and assuming it passes the House and is signed by the Governor, it will
allow the Commission to establish a procedural schedule ensuring that a final order will issued in
the above-referenced dockets in December 2018.

Under South Carolina law, Joint Petitioners “[m]ay withdraw its petition . . . one time as
a matter of right, and without prejudice . . ..” See S.C. Code Ann. 58-3-225(E)(2015). In light
of the current status of S.954, and pursuant to S.C. Code Ann. § 58-3-225(E), the Joint
Petitioners hereby voluntarily withdraw their Petition for Rehearing.

(Continued . . .)
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By copy of this letter, we are informing the other parties of record, including those who
have filed a Petition to Intervene which has not yet been ruled upon, of the Joint Petitioners’
decision to withdraw their Petition for Rehearing.

If you have any questions, please do not hesitate to contact us.

KCB/kms

cc: Shannon Bowyer Hudson, Esquire
Jeffrey M. Nelson, Esquire
Robert Guild, Esquire
Frank R. Ellerbe, III, Esquire
John H. Tiencken, Jr., Esquire
W. Andrew Gowder, Jr., Esquire
Michael N. Couick, Esquire
Christopher R. Koon, Esquire
Robert E. Tyson, Jr., Esquire
Scott Elliott, Esquire
J. Blanding Holman, IV, Esquire
Frank Knapp, Jr.
Lynn Teague
Robert D. Cook, Esquire
Michael T. Rose, Esquire
Lara B. Brandfass, Esquire

Very truly yours,

K. Chad Burgess
On behalf of SCE&G

J. David Black
On behalf of Dominion Energy

Timothy R. Rogers, Esquire
Susan B. Berkowitz, Esquire
Stephanie U. Eaton, Esquire
Jenny R. Pittman, Esquire
Alexander G. Shissias, Esquire
William T. Dowdey
Christopher S. McDonald, Esquire
Damon E. Xenopoulos, Esquire
Derrick P. Williamson Esquire
Dino Teppara, Esquire
Elizabeth Jones, Esquire
J. Emory Smith, Jr.
Richard L. Whitt, Esquire
James R. Davis, Esquire
John B. Coffman, Esquire

(all via electronic mail and U.S. First Class Mail)
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Dominion Energy, SCANA Announce All-Stock Merger With $1,000 Immediate Cash Payment
To Average South Carolina Electric & Gas Residential Electric Customer After Closing

e Dominion Energy to fund 51.3 billion of cash payments to all SCE&G electric customers within 90 days after
closing

e Estimated additional 5 percent rate reduction from current levels for SCE&G electric customers

e More than 51.7 billion of nuclear capital and regulatory assets never to be collected from customers

e SCANA shareholders to receive 0.6690 shares of Dominion Energy common stock for each SCANA share

e Transaction immediately earnings accretive, enhances EPS growth

e Transaction contingent upon South Carolina approval of proposed nuclear solution

e Combined company to serve 6.5 million electric and natural gas distribution customers in eight states

RICHMOND, Va., and CAYCE, S.C. - Dominion Energy, Inc. (NYSE: D) and SCANA Corporation (NYSE: SCG)
today announced an agreement for the companies to combine in a stock-for-stock merger in which SCANA
shareholders would receive 0.6690 shares of Dominion Energy common stock for each share of SCANA
common stock, the equivalent of $55.35 per share, or about $7.9 billion based on Dominion Energy’s
volume-weighted average stock price of the last 30 trading days ended Jan. 2, 2018. Including assumption
of debt, the value of the transaction is approximately $14.6 billion.

The agreement also calls for significant benefits to SCANA’s South Carolina Electric & Gas Company
subsidiary (SCE&G) electric customers to offset previous and future costs related to the withdrawn V.C.
Summer Units 2 and 3 project. After the closing of the merger and subject to regulatory approvals, this
includes:

e A $1.3 billion cash payment within 90 days upon completion of the merger to all customers,
worth $1,000 for the average residential electric customer. Payments would vary based on the
amount of electricity used in the 12 months prior to the merger closing.

e An estimated additional 5 percent rate reduction from current levels, equal to more than $7 a
month for a typical SCE&G residential customer, resulting from a $575 million refund of amounts
previously collected from customers and savings of lower federal corporate taxes under recently
enacted federal tax reform.

e A more than $1.7 billion write-off of existing V.C. Summer 2 and 3 capital and regulatory assets,
which would never be collected from customers. This allows for the elimination of all related
customer costs over 20 years instead of over the previously proposed 50-60 years.

e Completion of the $180 million purchase of natural-gas fired power station (Columbia Energy
Center) at no cost to customers to fulfill generation needs.

In addition, Dominion Energy would provide funding for $1 million a year in increased charitable
contributions in SCANA’s communities for at least five years, and SCANA employees would have
employment protections until 2020.

SCANA would operate as a wholly owned subsidiary of Dominion Energy. It would maintain its significant
community presence, local management structure and the headquarters of its SCE&G utility in South
Carolina.
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The transaction would be accretive to Dominion Energy’s earnings upon closing, which is expected in
2018 upon receipt of regulatory and shareholder approvals. The merger also would increase Dominion
Energy’s compounded annual earnings-per-share target growth rate through 2020 to 8 percent or higher.

Thomas F. Farrell, II, chairman, president and chief executive officer of Dominion Energy, said: “We
believe this merger will provide significant benefits to SCE&G’s customers, SCANA’s shareholders and the
communities SCANA serves. It would lock in significant and immediate savings for SCE&G customers -
including what we believe is the largest utility customer cash refund in history - and guarantee a rapidly
declining impact from the V.C. Summer project. There also are potential benefits to natural gas customers
in South Carolina, North Carolina and Georgia and to their communities. And, this agreement protects
employees and treats fairly SCANA shareholders, many of whom are working families and retirees in
SCANA’s communities. The combined resources of our two companies make all this possible.”

“Dominion Energy is a strong, well-regarded company in the utility industry and its commitment to
customers and communities aligns well with our values,” said Jimmy Addison, chief executive officer of
SCANA. “Joining with Dominion Energy strengthens our company and provides resources that will enable
us to once again focus on our core operations and best serve our customers.”

Strategic combination
The combination with SCANA would solidify Dominion Energy’s position among the nation’s largest and

fastest-growing energy utility companies by adding significantly to its presence in the expanding
Southeast markets. SCANA’s operations include service to approximately 1.6 million electric and natural
gas residential and business accounts in South Carolina and North Carolina and 5,800 megawatts of
electric generation capacity. SCANA continues to experience strong growth in both customer count (more
than 2 percent on average annually at SCE&G and PSNC Energy) and weather-normalized energy sales.

“SCANA is a natural fit for Dominion Energy,” Farrell said. “Our current operations in the Carolinas - the
Dominion Energy Carolina Gas Transmission, Dominion Energy North Carolina and the Atlantic Coast
Pipeline - complement SCANA’s, SCE&G’s and PSNC Energy’s operations. This combination can open new
expansion opportunities as we seek to meet the energy needs of people and industry in the Southeast.”

Once the merger is completed, the combined company would operate in 18 states from Connecticut to
California. The company would deliver energy to approximately 6.5 million regulated customer accounts
in eight states and have an electric generating portfolio of 31,400 megawatts and 93,600 miles of electric
transmission and distribution lines. It also would have a natural gas pipeline network totaling 106,400
miles and operate one of the nation’s largest natural gas storage systems with 1 trillion cubic feet of
capacity.

Regulatory, shareholder approvals and conditions
The merger is contingent upon approval of SCANA’s shareholders, clearance from the U.S. Federal Trade

Commission (FTC)/the U.S. Department of Justice (DOJ) under the Hart-Scott-Rodino Act, and
authorization of the Nuclear Regulatory Commission (NRC) and Federal Energy Regulatory Commission
(FERQ).

SCANA and Dominion Energy also will file for review and approval from the public service commissions
of South Carolina, North Carolina, and Georgia.

“We will seek the approval of the Public Service Commission of South Carolina for the immediate
customer payments, rate refunds over time and other conditions related to resolution of the V.C. Summer
Units 2 and 3 situation,” said Dominion Energy’s Farrell. “We believe it is in the best interests of all parties
to reach an agreement on this critical issue. Having certainty on this issue can act as a catalyst for
economic development and it is essential for the Dominion Energy-SCANA merger to move forward. The
availability, reliability and cost of energy are often the deciding factors when businesses consider
investing — and we want businesses to have every reason to continue investing in SCANA’s communities.”
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For SCANA shareholders

Under the terms of the merger agreement, SCANA common shareholders are to receive 0.6690 shares of
Dominion Energy common stock for each share of SCANA common stock held. Based on Dominion
Energy’s volume-weighted average stock price of the last 30 trading days ended Jan. 2, 2018, this equates
to a value of approximately $55.35 per SCANA share. This represents an approximate 30.6 percent
premium to the volume-weighted average stock price of SCANA’s last 30 trading days ended Jan. 2, 2018.
Upon closing of the merger, SCANA shareholders would own an estimated 13 percent of the combined
company.

The transaction structure contemplates that the receipt of Dominion Energy shares will be tax-deferred
for SCANA shareholders.

Customer refunds and other benefits

Cash payments proposed to SCE&G electric customers are to be paid via check or equivalent payment
mechanism within 90 days after the closing of the merger, subject to approval of the Public Service
Commission of South Carolina. Further details of the program will be announced later.

It is anticipated that the rate reductions - including refunds of $575 million over time - would also be
effective within 90 days of the merger closing, again subject to approval of the Public Service Commission
of South Carolina.

A special website has been established for SCANA customers and communities at
brighterenergyfuture.com. Information also is available on Facebook at Dominion Energy South and
Twitter at @DominionEnergy.

Legal and financial advisers
McGuireWoods LLP served as legal counsel and Morgan, Lewis & Bockius LLP as tax counsel to Dominion

Energy. Credit Suisse Securities (USA) LLC acted as the company’s financial adviser for the transaction.

Mayer Brown LLP acted as legal counsel to SCANA. Morgan Stanley & Co. LLC acted as lead financial
adviser and RBC Capital Markets, LLC acted as financial adviser to SCANA.

Conference call today
Dominion Energy leadership will discuss the announced combination during a conference call for

investors at 9:00 a.m. ET today. Domestic callers should dial (877) 410-5657. The passcode for the call is
“Dominion.” International callers should dial (334) 323-9872. Participants should dial in 10 to 15 minutes
prior to the scheduled start time.

A live webcast of the conference call also will be available on the company's investor information page at
investors.dominionenergy.com.

A replay of the conference call will be available beginning about 12 p.m. ET Jan. 3 and lasting until 11 p.m.
ET Jan. 10. Domestic callers may access the recording by dialing (877) 919-4059. International callers
should dial (334) 323-0140. The PIN for the replay is 69688467. Additionally, a replay of the webcast will
be available on the investor information pages by the end of the day Jan. 3.

About Dominion Energy
Dominion Energy is one of the largest energy utility companies in the United States, with 16,200

employees and operations in 18 states. It delivers electricity and natural gas to nearly 5 million homes
and businesses, and its operations include 25,600 megawatts of electric generating capacity, 66,300 miles
of natural gas gathering, transmission, distribution and storage pipelines, 64,200 miles of electric
transmission and distribution lines, and one of the nation’s largest natural gas storage systems. It is the
only company to be included on the Fortune magazine list of most-admired gas and electric utilities for 12
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consecutive years, including being ranked among the top two for the past six years. The company is a
national leader in reducing carbon emissions and has been recognized regularly for its support of military
veterans and others in need. More information is available at www.dominionenergy.com.

About SCANA

SCANA Corporation, headquartered in Cayce, S.C., is an energy-based holding company principally
engaged, through subsidiaries, in electric and natural gas utility operations and other energy-related
businesses. Information about SCANA and its businesses is available on the company’s website at
www.scana.com.

Forward-looking statements
This release contains statements that constitute forward-looking statements within the meaning of the U.S.
Private Securities Litigation Reform Act of 1995. The statements relate to, among other things, expectations,

»on

estimates and projections. We have used the words "anticipate,” "believe,” "could,” "estimate,” "expect,”
"intend,” "may,” "plan,” “outlook,” "predict,” "project,” “should,” “strategy,” “target,” "will,” “would,”
“potential” and similar terms and phrases to identify forward-looking statements in this presentation.
Factors that could cause actual results to differ include, but are not limited to: the expected timing and
likelihood of completion of the proposed acquisition of SCANA, including the ability to obtain the requisite
approval of SCANA’s shareholders; the risk that Dominion Energy or SCANA may be unable to obtain
necessary regulatory approvals for the transaction or required regulatory approvals may delay the
transaction or cause the parties to abandon the transaction; the risk that conditions to the closing of the
transaction may not be satisfied; or the risk that an unsolicited offer for the assets or capital stock of SCANA
may interfere with the transaction. Other risk factors for Dominion Energy’s and SCANA'’s businesses are
detailed from time to time in Dominion Energy’s and SCANA’s quarterly reports on Form 10-Q or most recent
annual report on Form 10-K filed with the Securities and Exchange Commission (SEC).

Important additional information
In connection with the proposed transaction between Dominion Energy, Inc., and SCANA Corporation,

Dominion Energy will file with the SEC a Registration Statement on Form S-4 that will include a combined
Proxy Statement of SCANA and Prospectus of Dominion Energy, as well as other relevant documents
concerning the proposed transaction. The proposed transaction involving Dominion Energy and SCANA
will be submitted to SCANA’s shareholders for their consideration. This communication shall not
constitute an offer to sell or the solicitation of an offer to buy any securities nor shall there be any sale of
securities in any jurisdiction in which such offer, solicitation or sale would be unlawful prior to
registration or qualification under the securities laws of such jurisdiction. Shareholders of SCANA are
urged to read the registration statement and the proxy statement/prospectus regarding the
transaction when they become available and any other relevant documents filed with the SEC, as
well as any amendments or supplements to those documents, because they will contain important
information.

Shareholders will be able to obtain a free copy of the definitive proxy statement/prospectus, as well as
other filings containing information about Dominion Energy and SCANA, without charge, at the SEC’s
website (http://www.sec.gov). Copies of the proxy statement/prospectus and the filings with the SEC that
will be incorporated by reference in the proxy statement/prospectus can also be obtained, without
charge, by directing a request to Dominion Energy, Inc., 120 Tredegar Street, Richmond, Virginia 23219,
Attention: Corporate Secretary, Corporate.Secretary@dominionenergy.com, or to SCANA Corporation,
220 Operation Way, Mail Code D133, Cayce, South Carolina 29033, Attention: Office of the Corporate
Secretary, BoardInformation@scana.com.

Participants in the solicitation
Dominion Energy, SCANA and certain of their respective directors, executive officers and employees may

be deemed to be participants in the solicitation of proxies in respect of the proposed transaction.
Information regarding Dominion Energy’s directors and executive officers is available in its definitive
proxy statement, which was filed with the SEC on March 20, 2017, Dominion Energy’s Annual Report on
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Form 10-K, which was filed with the SEC on February 28, 2017 and certain of its Current Reports on
Form 8-K. Information regarding SCANA’s directors and executive officers is available in its definitive
proxy statement, which was filed with the SEC on March 24, 2017, SCANA’s Annual Report on Form 10-K,
which was filed with the SEC on February 24, 2017 and certain of its Current Reports on Form 8-K. Other
information regarding the participants in the proxy solicitation and a description of their direct and
indirect interests, by security holdings or otherwise, will be contained in the proxy statement/prospectus
and other relevant materials filed with the SEC. Free copies of these documents may be obtained as
described in the preceding paragraph.

HH#HH#H

DOMINION ENERGY CONTACTS:

Media: Ryan Frazier, (804) 819-2521 or C.Ryan.Frazier@dominionenergy.com
Grant Neely, (804) 771-4370 or Grant.Neely@dominionenergy.com

Financial analysts: Tom Hamlin, (804) 819-2154 or Thomas.E.Hamlin@dominionenergy.com
Steven Ridge, (804) 929-6865 or Steven.D.Ridge@dominionenergy.com

SCANA CONTACTS:
Media: Public Affairs, (800) 562-9308
Financial analysts: Bryant Potter, (803) 217-6916
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Daniel A. Weekley
Vice President and General Manager — Southern Pipeline Operations
Gas Infrastructure Group

Dominion
Energy-

\\

121 Moore Hopkins Lane, Columbia, SC 29210
DominionEnergy.com

February 26, 2018

Honorable Shane Massey, Co-Chairman

Honorable Nikki Setzler, Co-Chairman

Senate V.C. Summer Nuclear Project Review Committee
Post Office Box 142 '
Columbia, SC 29202

Re: Hearing 2/14/18 Follow-up
Mr. Chairmen,

During the February 14, 2018 Senate V.C. Summer Nuclear Project Review Committee meeting,
Dominion Energy’s CEO and Chairman, Mr. Tom Farrell, committed to providing detailed follow-up
responses on the following topics:

e A comparison of Dominion Energy’s rates in Virginia and SCE&G'’s current rates

e Marketing and advertising spend in South Carolina by Dominion Energy since the merger
announcement

o V.C.Summer 2 & 3 equipment summary, plan and estimated salvage value

o Status and timeline of the “mechanics liens”

Please find responses to the committee’s questions in the attached document. At your convenience,
I am happy to discuss this further or answer any additional questions.

Q?P.Za%

Daniel A. Weekley

CC: Senator Luke Rankin Senator Thomas Alexander
Senator C. Bradley Hutto Senator Paul Campbell
Senator John L. Scott, Jr. Senator Greg Gregory
Senator Sean Bennett Senator Ronnie A. Sabb
Senator Mike Fanning Senator Stephen Goldfinch
Heather Anderson, Staff Attorney Sara Parrish, Counsel to the Clerk

Kate Wink, Finance Committee
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Follow-up to South Carolina Senate VC Summer Hearing - February 14, 2018

QUESTIONS FOR DOMINION ENERGY

1. Please provide a comparison of Dominion Energy’s rates in Virginia and SCE&G’s current rates.

The typical weighted average bill for 2017 for a SCE&G residential electric customer in South Carolina was
~$148/month for 1,000 kWh/month usage. The typical weighted average bill for 2017 for a Dominion Energy
Virginia residential electric customer in Virginia was ~$115/month for 1,000 kWh/month usage. Please note that
the customer rates and bills are dependent on a number of factors including (but not limited to) fuel mix, access
to fuel supply, fuel transportation costs, shape of load, and customer mix. Given these various factors, direct bill
comparisons may not be applicable.

2. Please provide amount of marketing and advertising spend in South Carolina by Dominion Energy
since the merger was announced.

Dominion Energy believes it is important for SCE&G customers and other stakeholders to be fully
informed about the proposed combination between SCANA and Dominion Energy. As such, we believe a robust
outreach program designed to raise public awareness and engagement is warranted. However, no such outreach
costs would be pushed down or otherwise allocated or charged to SCE&G from affiliated companies and
therefore would not be sought for recovery from SCE&G customers. As of February 14, 2018, Dominion Energy
purchased approximately $3.4 million of media in South Carolina related to the proposed combination of
SCANA and Dominion Energy in the months of January and February. All advertising was cancelled on
February 14, 2018 and stopped running as soon as existing logs expired. Minus penalties, Dominion Energy will
receive a refund for the remainder of February media purchased. In addition, as of February 14, 2018, Dominion
Energy spent approximately $276 thousand on production of advertising related to the proposed combination of
SCANA and Dominion Energy in the months of January and February.

QUESTIONS FOR SCE&G

3. Please provide a summary of equipment at VC Summer 2&3 site. What is your view/plan on salvage
value of the equipment how does it impact the abandonment analysis.

We have been informed by SCANA that the best estimate they and SCE&G have is that Westinghouse
spent around ~$1.3 billion, including delivery charges, for the heavy equipment currently at the site. SCANA
reports that it has been difficult to determine the exact value of the heavy equipment because the equipment was
purchased by Westinghouse per the fixed price contract in the EPC Agreement. Typically EPC contractors
provide information on full inventory at the end of the project, but given Westinghouse’s bankruptcy and
SCANA’s subsequent abandonment of the project, obtaining this information has been challenging. Finally,
Westinghouse has not yet provided purchase orders for all of the equipment at the site to SCE&G. Given the
structure of the EPC contract, Westinghouse claims that it would also have a small ownership of the equipment
at the site; however SCE&G has disputed that claim. SCE&G has analyzed several avenues to estimate the
salvage value of the equipment at the site which are summarized below:
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Potential value

Considerations

Challenges

Preservation value

e Assumes resumption of construction will
become economically feasible in the
future

e Market value will be net of preservation
costs

e Preservation costs are estimated to be
~$12 million a year, with no certainty
over when, if ever, economic
circumstances will change

Salvage for other
AP1000 use

e Market value of heavy equipment will be
net of de-installation, transportation, and
other ancillary costs

e Only one other company building
AP1000s in the U.S. and the equipment
for that has largely been procured

e SCE&G is negotiating to sell a small
portion of equipment — between about $2
million and about $35 million - to
Southern Company for its AP1000

e Future AP1000 plants in Asia and Europe
will require significant transportation
charges

Salvage for non-
AP1000 use

e Safety related material could be salvaged

e Market value of non-AP1000 materials
will be net of de-installation,
transportation, and other ancillary costs

e Current market for nuclear equipment is
small

e Significant decline in value when
equipment is applied to non-nuclear use

Scrap / donation
value

e Recycle or rebuild value

e De minimis value

Based on the above analysis, SCE&G estimates the easily salvageable value to be minor and is currently in
negotiation with Southern Company to salvage it. SCE&G and Dominion Energy intend to discuss with the
Internal Revenue Service whether incurring future preservation costs would have an adverse impact on the

abandonment tax deduction.

4. Please provide a summary of the status and timeline of paying the “Mechanics Liens”.

We understand that SCE&G and Santee Cooper contracted with a consortium that included Westinghouse
Electric Company, LL.C and Stone & Webster, Inc. (later known as “WECTEC Global Project Services, Inc.”, a
wholly owned subsidiary of Westinghouse Electric Company, LLC) to construct the V.C. Summer 2&3 (the

“Project.”). The consortium is hereafter collectively called “WEC.”

On March 29, 2017, WEC filed bankruptcy. WEC failed to pay many of its subcontractors on the Project. Some
of these subcontractors also did not pay their lower level sub-subcontractors (collectively, “WEC
Subcontractors.”) Many of the WEC Subcontractors have filed mechanics liens on the real property on which
the Project was located.

Since the WEC bankruptcy, SCE&G filed a lien consolidation lawsuit and WEC Subcontractors have filed
nearly 50 other lawsuits against SCE&G and Santee Cooper asserting mechanics liens, statutory and common
law claims against both entities arising out of the alleged non-payment by WEC. All such lawsuits have been
filed in the Fairfield County, South Carolina Court of Common Pleas.
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On September 29, 2017, SCE&G obtained a court order consolidating all current and future lawsuits among
SCE&G, Santee Cooper, and the WEC Subcontractors arising out of allegations of non-payment of the WEC
Subcontractors by WEC. A second court order designated all such lawsuits as complex and assigned them to
one judge. The consolidated case is captioned “In re: V.C. Summer Units 2 & 3 Payment Claims,” Civil Action
No. 2017-CP-20-378 and is pending in the Fairfield County, South Carolina Court of Common Pleas. SCE&G,
Santee Cooper and the WEC Subcontractors agreed to another court order that has stayed any party's otherwise
required response to any lawsuit, claim, cross-claim, counterclaim, or third party claim in the WEC
Subcontractor’s lawsuits and the consolidated lawsuit. Thus, all parties’ responses are stayed until the parties
can work out case management issues and present a plan for case management to the assigned judge. The court
has also entered orders regarding discovery, which is in the very early stages.

Currently, there are approximately $283 million in pending liens filed by WEC Subcontractors alleged to be for
labor or materials provided on the Project. The mechanics liens and claims filed by WEC Subcontractors are for
materials and labor alleged to have been provided to WEC on the Project for periods of time that can be divided
into two groups: (1) pre-petition claims (prior to the WEC March 29, 2017 bankruptcy) and (2) post-petition
claims, which include the time period after March 29, 2017 and SCE&G’s abandonment of the Project
announced July 31, 2017. SCE&G cannot provide an accurate breakdown between pre-petition liens and post-
petition liens as the WEC Subcontractors do not make such a distinction in their liens.

The WEC Subcontractors who have filed pre-petition liens are believed to have all made claims against WEC in
the WEC bankruptcy seeking payment in full from WEC for pre-petition claim amounts that include the same
amounts they have claimed against SCE&G and Santee Cooper. The amounts claimed by the WEC
Subcontractors against SCE&G and Santee Cooper would be reduced to the extent the WEC Subcontractor
claims are paid in the WEC bankruptcy. However, SCE&G cannot predict what may occur in the WEC
bankruptcy with respect to payment of WEC Subcontractor claims.

The vast majority of the post-petition WEC Subcontractor claims are being paid by WEC directly to the WEC
Subcontractors through a process set up through the WEC bankruptcy court. SCE&G cannot at this time
identify which post-petition WEC Subcontractor lien claims have already been paid directly by WEC, as that
process is ongoing. When all such post-petition WEC Subcontractor claims have been paid by WEC, SCE&G
anticipates that the current total stated lien amount will be reduced to the extent such liens are paid off by WEC
directly.

SCE&G has denied and continues to deny liability for the claims of the WEC Subcontractors arising from
materials or labor supplied by those WEC Subcontractors to WEC on the Project. In any event, SCE&G’s
portion of the settlement amount is limited under the Citibank agreement to $35 million ($60M total including
Santee Cooper’s portion) for claims paid from the WEC bankruptcy estate. In order to provide up to $35 million
reimbursement for claims paid from the WEC estate and any additional claims outside of the WEC bankruptcy,
SCE&G may need to issue to debt using the credit capacity created by debt pay down from the Toshiba
guarantee monetization payment.
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January 12,2018

McGuireWoods Consulting L1.C
1301 Gervais Street, Ste. 1050
Columbia, SC 29201 °
JHodges@McGuireWoods.com

s

RE: Memorandum re: Potential Consequences of a SCANA/SCE&G Bankruptcy Filing if
Future Collections under the Base Load Review Act Are Suspended or if the Base Load
Review Act is Repealed or Deemed Unconstitutional

I have been a bankruptcy and restructuring attorney in South Carolina for over 33 years. My
qualifications and credentials are attached hereto as Exhibit A.

DISCLAIMER: This memorandum is intended to explain some of the potential consequences
for SCANA Corp. and its subsidiaries in the event they are forced to file bankruptcy because the
request for rate relief to SCE&G’s rates pursuant to S.C. Code Ann. § 58-27-920 (the “Request”)
by the South Carolina Office of Regulatory Staff (“ORS”) is granted or because the Base Load
Review Act is repealed or deemed unconstitutional. SCANA and its representatives have stated
publicly on numerous occasions that a material change to the Base l.oad Review Act could force
it into bankruptcy. The drafter makes no representations or warranties that any of the events
described in this memorandum will actually occur; this memorandum discusses potential issues
which could arise if SCANA is forced to file bankruptcy because of the issues related to the Base
Load Review Act. The drafter of this memorandum has not reviewed or relied upon any of
SCANA’s financial records, operating documents, loan documents, retirement or pension plans,
tax returns or any other documents in preparing this memorandum. The drafter did review and
rely upon the Affidavit of Ellen Lapson, submitted to the Public Service Commission of South
Carolina in December 2017. This memorandum is based entirely on public information and my
own experience, and it is intended for public disclosure.

X LLC

PO BOX 11277 | COLUMEIA, 5C 29211 803.728.0803 BEALLLC.COM
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1. What would be the effect on SCANA’s financial condition if the Request by ORS
is granted?

The financial effect on SCANA! if the Request is granted could be devastating. Ellen Lapson, an
expert on capital markets and financing matters for utility companies, previously submitted an
affidavit with the Public Service Commission of South Carolina on behalf of SCE&G describing
the likely effects of the Request (the “Lapson Affidavit”). A copy of the Lapson Affidavit is
attached to this memorandum as Exhibit B. Based on my experience as a bankruptcy and
restructuring attorney, [ believe the conclusions reached in the Lapson Affidavit regarding the
likely adverse consequences if the Request is granted are reasonable and justified.

According to the Lapson Affidavit, if the Request is granted, the following will occur: (1)
SCE&G’s Annual Funds from Operations will be reduced by 35-40%; (2) SCE&G will be required
to write off assets of $4.8 billion without reducing any of SCE&G’s long term debt; (3) SCE&G’s
credit rating will be downgraded below investment grade; and (4) SCE&G’s ability to draw upon
its existing revolving credit line, to issue or refinance new long-term debt, or to attract new
common equity will be severely inhibited. See Lapson Affidavit, pp. 3-5.

As noted in the Lapson Affidavit, the Request could immediately create cascading defaults
throughout SCE&G’s capital structure, including the termination and acceleration of SCE&G’s
revolving loan facilities. Absent waiver by all of SCE&G’s lenders (which might not be granted)
or an emergency injection of capital {from another source, SCE&G could be deprived of the
liquidity it needs to continue day-to-day operations, pay employees and vendors, and service
outstanding debt, which could ultimately result in a Chapter 11 bankruptey filing by SCANA and
its subsidiaries.?

Lapson’s conclusions are premised upon the suspension of future Base Load Review Act
collections by SCANA in the amount of $445 million per year. She further concludes that, if
SCANA is forced to rebate the $1.8 billion in previously collected revenue, the financial
consequences to SCANA would be “materially worsened.”

2. If SCANA filed Chapter 11, who would control SCANA after it filed bankrupicy,
and what role would other parties have in the bankruptcy case?

Upon the commencement of Chapter 11 bankruptcy proceedings, the company’s management
remains in confrol as “debtor in possession.” Although the debtor in possession generally retains
the right to make all of the business and legal decisions regarding the company’s operations and

!'The terms SCANA and SCE&G are used interchangeably throughout this memorandum,

2 This memorandum assumes that SCANA Corp. and its affected subsidiaries would all commence Chapter 11
bankruptcy proceedings due to material changes to the Base Load Review Act, based on an assumption that SCANA’s
relevant financing documents include cross-default provisions and covenant provisions, which are standard in
commercial loan documents. However, it is possible that the relevant financing documents do not include such
provisions and only SCE&G or some other subset of SCANA-related entities would nitimately be forced to file.
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restructuring, all material actions of the debtor in possession must be approved by the bankruptcy
court after notice is given to other parties in interest.

Because of the multi-party nature of bankruptey cases and the differing financial incentives of the
parties involved, large Chapter 11 bankruptey practice can be enormously complex and litigious.
At the outset of the case, an Unsecured Creditors Committee will be appointed to represent the
interests of unsecured creditors, but other parties in interest—including lenders, indenture trustees,
bondholders, and governmental entities, among others—are entitled to object and participate in
the proceedings. Given the involvement of numerous well-funded, self-interested stakeholders
and the scarcity of resources to satisfy all parties, reaching consensus on a restructuring strategy
can be very challenging.

Upon filing a bankruptcy case, SCANA would be unable to access its pre-bankruptcy revolving
credit facility. To provide liquidity for ongoing expenses, SCANA would likely be required to
obtain debtor-in-possession financing (DIP financing). DIP financing is typically available only
on a senior secured basis and often at a cost greater than traditional credit to reflect the additional
risks associated with bankruptcy. DIP lenders typically have significant controls in connection
with the bankruptey case, including over the plan and any sale process, which brings yet another
interested party to most negotiations (which may have different economic incentives from other
stakeholders). Thus, while DIP financing provides critical liquidity and favorable optics regarding
the viability of the company in bankruptcy, it further increases the expense and complexity of
Chapter 11 bankruptcy.

The debtor in possession must generally operate in accordance with state law and thus remains
subject to oversight by state regulators, even while in bankruptcy. However, utility company
bankruptcy cases raise complex issues involving the conflict between federal bankruptey policies
and the state regulatory framework. For that reason, significant lifigation in the bankruptcy court
between the debtor in possession (or other stakeholders in the case) and state regulators is a
common occurrence in utility bankruptey cases.

3. Could the changes to the Base Load Review Act be challenged if SCANA
commences bankruptey proceedings?

If SCANA were to file Chapter 11, it would have a fiduciary obligation (and a strong financial
incentive) to pursue potential sources of value that could be used to satisfy claims of creditors. All
of SCANA’s assets, including any potential cause of action relating to the Base Load Review Act,
would be vested in SCANA’s bankruptcy estate, and the debtor in possession (and possibly other
stakeholders such as the Unsecured Creditors’ Committee) would likely vigorously pursue the
cause of action. Accordingly, a bankruptcy filing by SCANA would not eliminate or reduce the
prospect of litigation regarding the Base Load Review Act; in fact, it would give SCANA the
necessary time to pursue the litigation.

Subject to inevitable procedural wrangling given the broad jurisdiction of federal courts on
bankruptey-related questions, the propriety of any repeal or material change to the Base Load
Review Act would likely be decided by the South Carolina Supreme Court (or possibly another
court with jurisdiction), with a potential appeal ultimately to the U.S. Supreme Couut for a final

3
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resolution of the issue. Final resolution of this question could thus take a number of years, Given
the importance of this issue to the valuation of SCANA, a sale or reorganization of SCANA may
be impractical prior to resolution of the litigation. As such, the resolution of the Base Load Review
Act litigation could materially increase the duration and expense of a SCANA bankruptcy case.

4. How would the bankruptcy filing affect SCANA’s suppliers, employees,
bondholders, and shareholders in South Carolina?

As a threshold matter, it should be noted that this memorandum does not explore the impact that a
SCANA bankruptey filing could have on Santee Cooper or on the balancing of obligations and
liabilities between SCANA and Santee Cooper.

Immediately upon commencement of a bankruptey case, the debtor in possession is prohibited
from paying any debis that arose prior to the bankruptcy filing, except for certain narrow
exceptions approved by the court. Creditors are entitled to submit proofs of claim prior to a
deadline established by the court, and those claims—if valid—would be entitled to receive a
distribution upon confirmation of a Chapter 11 plan in an amount established by the plan.

The Bankruptcy Code establishes the priority of payment under a plan, which is critical if the
debtor lacks sufficient funds to pay all creditors in full. In general, the DIP lender and any other
secured lenders are typically first in line for repayment, with legal fees and other professional
expenses paid next (together with any other post-petition costs incurred in operating the debtor).
After payment of professional fees, priority creditors including taxing authorities and employees
are entitled to payment in full before any dollars make their way down to general unsecured
creditors, such as trade suppliers.

Thus, most vendors that supplied goods and services to SCANA on credit could be left waiting
years for a distribution from the bankruptcy estate; and that distribution could prove to be only
pennies on the dollar after SCANA pays its lenders, professional fees, and priority creditors in full.
For many local businesses that are dependent upon SCANA, that delay, or discounted payment
could be ruinous. While employees of the debtor continue to receive wages while employed,
bankruptcy filings often involve significant headcount reductions and can create substantial
uncertainties for employees given questions about the long-term viability of a company operating
in bankruptey. The best and most experienced employees are often cherry-picked by competitors
as a result of the uncertainty. Thus, employees and independent contractors that work with
SCANA, and SCANA itself, would be adversely affected.

Many retirees and public funds invest in bonds as they are viewed, generally, as a safe long-term
investment. I assume that many South Carolina residents hold SCANA bonds. These bonds, to
the extent that they are not secured by collateral, also fall into this category and these bondholders
could lose some of their investment as a result of a SCANA bankruptcy. Finally, unless creditors
are paid in full under the plan, shareholder value is usually wiped out. Extinguishing SCANA’s
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common stock (or substantially diluting it) will cause hardship to shareholders, many of whom are
South Carolinians,

Finally, SCANA’s retirement and pension obligations could be affected by a bankruptey filing. A
bankruptey could reduce the amounts to which current payees under these programs are entitled.
Further, it could eliminate or substantially reduce future contributions on behalf of current
employees.

5. How long would a SCANA bankruptcy case take? How much would it cost and
where would it proceed?

Although many aspects of the bankruptcy process move faster than traditional litigation,
complex Chapter 11 bankruptey cases can be lengthy. Generally, absent a restructuring agreement
among lenders and other stakeholders reached prior to the commencement of a case, larger
companies take substantial time to reorganize because of the complexity of the issues, amounts in
question, and number of creditors and other parties in interest. Given SCANA’s capital structure
and the complex regulatory framework governing its operating subsidiaries, if SCANA
commenced bankruptcy without a restructuring agreement in place®, I expect SCANA’s
bankruptcy case would likely take two to three years to fully resolve. As noted above, however,
the bankruptcy case could take longer if the Base Load Review Act litigation remains unresolved.

As for the expense of the bankruptcy process, SCANA’s bankruptcy estate will be
responsible for paying fees of law firms, financial advisors, accounting firms, investment bankers,
and other professionals retained by SCANA and the Unsecured Creditors” Committee (which will
have its own team of advisors). SCANA would also be responsible for the professional fees of
the DIP lender and potentially certain other parties. In large, complex Chapter 11 bankruptcy cases,
lawyers with national practices are often involved and charge $500 to $1,500 per hour, and fees
often total millions of dollars each month. Given the multiple stakeholders and the likely
complexity of a SCANA bankruptcy case, based on cases of similar size and scope, I would
estimate that the professional fees would be at least $10 million per month, and, in some months,
will substantially exceed $10 million. Ifthe case is pending for two to three years, the professional
fees could easily exceed $250 million.

While SCANA’s bankruptcy proceeding could be filed in the U.S. Bankruptcy Court for
the District of South Carolina, other venues may also be available given the flexible venue statutes
that apply for bankruptey cases. Under the federal venue statute, a corporation may file bankruptcy
in any jurisdiction in which it, or in which any of its affiliated debtors, is incorporated or has its
principal place of business or principal assets. Many large corporate groups, including SCANA,
have affiliates organized under Delaware law or that maintain cash or investment assets in New
York financial institutions. Large corporate organizations often use these relationships to
commence bankruptcy proceedings in Delaware or the Southern District of New York, which are
established jurisdictions for overseeing large, complex Chapter 11 bankruptcy cases. If the

3 Tt is unlikely that SCANA would file such a “pre-packaged” bankruptcy case because that would require resolution
of the Base Load Review Act litigation.
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bankruptcy case is filed in a foreign jurisdiction, any decision on a motion to transfer venue to
South Carolina would be decided by the bankruptcy judge in the foreign jurisdiction.

6. How does a bankruptey affect a possible sale process?

If SCANA seeks to sell itself or its assets through a Chapter 11 bankruptey process, it will need to
prove to the Court that it obtained the highest and best price and did so by exposing the company
to the market for an appropriate amount of time. SCANA will market itself for sale to competitors
and industry participants (i.e., “strategic buyers™) and to private equity funds and other investment
vehicles (i.e., “financial buyers”). Because the court must approve the transaction, the court
approved purchaser may end up being someone other than the purchaser supported by the debtor
or other stakeholders (e.g., a private equity financial buyer rather than a strategic buyer).

Private equity buyers are usually not long-term operators; they often purchase distressed
companies with the intent to hold them for several years, maximize their profit margins, and then
sell them for a substantial profit. This investment strategy may present greater potential for conflict
with a public utility’s obligations toward ratepayers. For example, a financial buyer may not invest
in the business and infrastructure like a strategic buyer would, as the strategic buyer likely would
have a longer-term investment strategy.

Finally, if SCANA prevails in the litigation regarding the Base Load Review Act and the Act
remains intact, SCANA would probably have sufficient cash flow to pay its creditors and could
emerge from bankruptcy as a standalone entity with existing management.*

7. 1Is there a history of utility companies filing in other jurisdictions? How did those
cases turn out?

Utility company bankruptcy filings are rare, but one example is the 2001 filing in California by
Pacific Gas and Electric Co. (PG&E). PG&E filed Chapter 11 bankruptcy after regulators and
legislators refused to approve rate increases to allow PG&E to address $9+ billion in liabilities
incurred in connection with wholesale energy purchases in the California energy crisis. During
three years in bankruptcy, PG&E paid out more than $400 million in professional fees, including
through litigation in the bankruptcy court with state regulators regarding how to resolve conflicts
between state law and the bankruptcy code, Ultimately, PG&E reached a settlement with
regulators that involved approval of above-market rates for nearly a decade to recover up to $8
billion to enable PG&E to satisfy its obligations under its bankruptcy plan. A news article
describing the proceedings is attached hereto as Exhibit C. The ultimate result of the PG&E
bankruptcy is that PG&E was forced to spend three years in a Chapter 11 and spend $400 million
in professional fees only to obtain rate relief similar to what it originally requested from regulators
three years earlier.

* There is approximately $1.3 billion in expenditures for which SCANA has not yet sought reimbursement under the
Act. If the Base Load Review Act remains in place, SCANA will have the right to apply to the PSC for reimbursement
of this amount, which could further increase the rates currently being charged.

6
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Other utility company bankruptcy cases (e.g., Public Service Company of New Hampshire) reflect
similar outcomes, typically requiring state regulators to approve previously rejected rate increases
in connection with settflements that enabled the utility company to emerge from bankruptcy.

With best regards,

(M 1

Mithael M. Beal
mbeal@beal LLC.com
MMB/ajf

Enclosure(s)
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BEAL, LLC
Michael M. Beal

803-728-0803 Office
803-422-4006 Mobile
§03-764-3431 Facsimile
mbeal@BEALIlc.com

1301 Gervais Street
Suite 1040
Columbia, SC 29201

Mailing:
P. 0. Box 11277
Columbia, SC 29211

Paralegal:
Carol Cooper
ceooper@BFALllc.com

PRACTICES

Commercial Litigation
Bankruptey

Loan Workouts
Restructuring
Mediation

® & ¢ & @

EDUCATION
» University of South Carolina, J.D., 1984
e College of Charleston, B.S., 1981

Overview

Michael works primarily with distressed companies, committees and creditors in out-of-court
restructurings, Chapter 11 bankruptcy cases, and related litigation and transactional matters.
Michael is certified by the South Carolina Supreme Court as a specialist in bankruptcy and debtor-
creditor law. He also enjoys mediating complex commercial and bankruptcy matters and is a
certified circuit court mediator.

Representative Experience
Debtor Engagements
¢ Debtor’s counsel in the South Carolina Chapter 11 case of a 325 empioyee, $200 million
national paint sundries distributor
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» Debtor’s counsel in the South Carolina Chapter 11 case of a 500 employee, $225 million
steel mill

e Debtor’s counsel in the Georgia Chapter 11 case of a 900 employee, $150 million paper
mill

s Debtor’s counsel in the Delaware Chapter 11 case of a regional textile manufacturer with
approximately 5,000 employees

s  Co-counsel for the debtor in the Chapter 11 case of a restaurant holding company in which
over $1 billion in debt was restructured

o Co-counsel for the debtors in the Chapter 11 case of a golf course resort community
developer with liabilities of approximately $1 billion and communities in multiple states

Official Committee and Trustee Engagements
¢ Trustee’s Counsel in a Chapter 11 case of a 115 employee freight payment and audit
company
» Counsel to the unsecured creditors’® committee in the Chapter 11 case of a 500 employee
government contractor
¢ Co-counsel to the unsecured creditors’ committee in the Chapter 11 case of an international
manufaciurer of non-woven fabric which restructured over $600 million in debt

Creditor Engagements

¢ Co-counsel to the indenture trustee in the Chapter 9 bankruptcy case and restructuring of a
toll road

¢ Co-counsel to the ad hoc committee of term lenders in the Chapter 11 case of a regional
grocery chain .

e Co-counsel to the major creditor in the Chapter 11 case of a resort hotel in which many
significant reported decisions were issued regarding Chapter 11 confirmation requirements
and lease rejection issues

¢ Lead counsel of a syndicate of lenders ($60 million) in the South Carolina Chapter 11
restructuring case of a PET recycling company

Professional and Community Involvement

» Member-at-Large, Global Board of Trustees (Executive Board), Turnaround Management
Association (2015-2016)
President, Carolinas Chapter, Turnaround Management Association (2014-2015)
Chairman, Columbia Advisory Board, Salvation Army (2007-2009)
Past President and Chairman, The Palmetto Club (2004-2005)
President, South Carolina Bankruptey Law Asseciation (2000)

* & & &

Awards and Recognition
» Recipient, Mega Company Turnaround of the Year Award, Turnaround Management
Association, Atlanta Chapter (2013/2014)
s Named, Benchmark Litigation® (2011-2015)
o “Local Litigation Star” (2013-2015)

o Named, The Best Lawyers in America®© (2003-2017)
o Bankruptey and Creditor Debtor Rights/Insolvency and Reorganization Law
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Bet-the-Company Litigation
Litigation -~ Bankruptcy
“Lawyer of the Year,” Litigation: Bankruptey — Columbia (2012)
o “Lawyer of the Year,” Bankruptcy and Creditor-Debtor Rights — Columbia (2010)
Named, Legal Elite of the Midlands, Columbia Business Monthly (2015)
Awarded, Martindale-Iubbell AV Preeminent® Peer Review Rating™*
Listed, South Carolina Super Lawyers®, Bankruptcy-Business (2008-2017)
o “Top 25”7 (2008)
Recipient, William E. S. Robinson Award for Meritorious Advancement for the Practice
of Bankruptey Law, South Carolina Bankruptey Law Association (1997)

o O 0

Reperted Cases

& # & 8 & @

Inre Judd, 471 B.R. 830 (D.S.C. 2012)

Inre Tubular Technologies, LLC, 362 B.R. 243 (Bankr. D.S.C. 2006)

In re Georgetown Steel Co., 318 B.R. 336 (Bankr. D.S.C. 2004)

Inre S. Textile Knitters, 65 Fed. Appx. 426 (4th Cir. 2003)

In re Mayfair Mills, Inc., 295 B.R. 827 (Bankr. D.S.C. 2002)

Gilchrist v. General Elec. Capital Corp., 262 F.3d 295 (4th Cir. 2001)
Inre Landmark Land Co., of Oklahoma, Inc., 134 B.R. 557 (D.5.C. 1991)

Court Admissions

South Carolina State Courts

U.8. Court of Appeals, Fourth Circuit

U.8. District Court, District of South Carolina
U.S. Bankruptey Court, District of South Carolina
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Fer Immediate Release
September 6, 2016

Beal, LL.C {o Serve Companies in Financial Distress

Columbia, SC (September 6, 2016) ~ Michael M. Beal has founded houtique law firm Beal,
LLC to represent middle market businesses in financial distress through restructuring, litigation
and mediation. In addition to corporate clients, Beal, LLC represents creditors’ commitfees,
bankruptoy trustees, secured lenders, landlords, and asset purchasers in bankruptcy cases, as

well as federal and state court receivers.

After 30 years at one of South Carolina’s most respected regional firms, Beal saw a need in the
market for a specialty firm solely dedicated to serving businesses with financial problems. In
buiiding his own firm, he is able to serve clients without the conflicts that come with large firms

and multiple practices areas.

Beal has led debtor restructuring engagements in manufacturing, distribution, and
commercial real estate; creditor engagements or creditors’ committee engagements in
hospitality, commercial real estate, heaith care and manufacturing. He also has served as
ccunsel to state and federal court receivers and bankruptcy trustees in numerous matters,

including fraud cases.

He is approved to serve as a Circuit Court Mediator by the South Carolina Board of Arbitration
and Mediator Cettification and has completed the American Bankruptey Institute and St. John's
University School of Law 40-hour Bankruptey Mediation Training. His court admissions include
the South Carolina State Courts; U.S. Court of Appeals, Fourth Circuit; U.S. District Court,
District of South Carolina; and U.S. Bankruptcy Court, District of South Carolina.

Prior to founding Beal, LLC, Michael led the bankruptey practice at McNair Law Firm, and
served as a law clerk to the Honorable J. Bratton Davis, Chief United States Bankruptey Judge,
District of South Carolina.

He has served as the president of the Carolinas Chapter of the Turnaround Management
Association; a member-at-large of the Global Board of Trustees of the Turnaround Management
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Association; and president of the South Carolina Bankruptcy Law Association. Beal has been
listed in South Carofina Super Lawyers ® and The Best Lawyers in America ®, and he has
received a Martindale-Hubbell AV Preeminent® Peer Review Rating.

Beal, LLC is located in downtown Columbia and serves clients throughout the region. For more

information, visit www.BeallLLC.com.

HH#H-
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Exhibit 3
Affidavit of Ellen Lapson
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BEFORE
THE PUBLIC SERVICE COMMISSION OF
SOUTH CAROLINA

DOCKET NO, 2017-305-E

IN RE:
Request of South Carolina Office of

: AFFIDAVIT OF
Regulatory Staff for Rate Relief to ELLEN LAPSON

SCE&G Rates Pursuant to 5.C. Code
Ann. § 58-27-920

“wia” g et gt el S e

Personally appeared before me Ellen Lapson who, having first been duly
sworn, deposes and states as follows:

1. My name is Ellen Lapson and 1 am over eighteen years of age. I am
gualified and competent to make this affidavit.

2. 1 make this affidavit based upon my personal knowledge, except as to
those matters stated upon information belief, and, as to those mattei's, I believe
them to be true.

3. I am a Principal with Lapson Advisory. In this position, T provide
financial consulting services to utilities and developers of infrastructure projects.

4. South Carolina Electric & Gas Company engaged me to assist 1n its
evaluation of the request filed by the South Carolina Office of Regulatory Staff in

the above-captioned matter.

26 0 7 obed - 3-G0g-/10T #19¥%000 - DSOS - Wd 1£:9 L J8quwedeq 2102 - 314 ATTIVOINOYLOT T3




DE Response 3-1 Attchment H
Page 17 of 68

5. In this regard, 1 have prepared Attachment A, my sworn statement,
which I incorporate into this affidavit by this specific reference as if repeated
verbatim herein.

G. For my sworn statement, I use the question and answer format that is
customarily used in proceedings before the Public Service Commission of South
Carolina.

7. The answers set forth in Atiachment A are based upon my personal
knowledge, except as to those matters stated ui)on information belief, and, as to
those matters, I believe them to be true. Each opinion stated in Attachment A is

accurate, true, and correct.

FURTHER AFFIANT SAYETH NOT.

Ellen Lapson 7

Sworn and subscribed to before me
this 7/t day of December, 2017

>
/72’/5’// 4 - *‘gg‘%ﬁ?‘ RS

Notary Public for New York ?@ﬂﬁ‘m"ﬂ?—h S G
S8R 0. 08 G
! %«ﬁﬁﬂ‘:‘g_c 7
N . Fa yah-
My commission expires: ,W:‘;}\E@kﬂr‘
AR

|
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ATTACHMENT A

to
Affidavit of Ellen Lapson

(which consists of the sworn statement of Ellen Lapson
consisting of 23 pages and Exhibit No. EL-1 through
Exhibit No.  EL-6)
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SWORN STATEMENT OF
ELLEN LAPSON
ON BEHALF OF
SOUTH CAROLINA ELECTRIC & GAS COMPANY

DOCKET NO. 2017-305-E

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Ellen Lapson and my business address is 370 Riverside Drive, New

York, New York 10025,
BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am the founder and Principal with Lapson Advisory.

PLEASE DESCRIBE YOUR EDUCATIONAL AND PROFESSIONAL
QUALIFICATIONS.

After graduating from Barmard College of Columbia University in 1969 with a
Bachelor of Arts degree in English, T earned a Masters degree in Business Administration
from New York University’s Stern School of Business with a concentration in Accounting
and minor concentration in Finance. In 1978, I qualified as a Chartered Financial Analyst
(“CFA”), and | am a member of the CFA Institute.

I began my career in the financial markets as an equity analyst for five years at
Argus Research Corporation analyzing utility company equity securities. For the next 20
years, I held several posts at Chemical Bank and Chemical Securities (now J.P. Morgan)
as a corporate banker and an investment banker structuring and executing financial

transactions for utility and infrastructure companies. Thereafter, I spent 17 years first as a
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senior director and then as a managing director at Fitch Ratings, a major credit rating
agency. At Fitch Ratings, I managed analysts who rated credits in the sectors of electricity
and natural gas and project finance, and 1 maintained liaison with bankers and investors in
utility securities. During my 37 years as a utility banker and at Fitch Ratings, | gained a
depth of experience in dealing with utilities in various degtees of financial distress and |
had to confront serious issues involving utilities’ solvency, bankruptcy, and restructuring,

Six years ago, I left Fitch and founded Lapson Advisory where I provide services
on matters that involve utility finance including: credit rating advisory to utilities and
infrastructure projects; providing advanced training to mid-career professionals in utility
finance; and expert testimony.

HAVE YOU PREVIOUSLY TESTIFIED AS AN EXPERT WITNESS BEFORE A
REGULATORY COMMISSION?

Yes. A list of the proceedings in which I have testified is included in Exhibit No.
____(BL-1), along with information about my professional credentials and experience in
the investment communities.

WHAT IS THE PURPOSE OF YOUR SWORN STATEMENT IN THIS
PROCEEDING?

The purpose of my sworn statement is to provide expert opinions on the urgency of
safeguarding the financial strength of South Carolina Electric & Gas Company (“SCE&G”
or the “Company”) at this time and on how the financial markets are likely to react if the
Request for Rate Relief to SCE&G’s Rates Pursuant to S.C. Code Ann. § 58-27-920 (the
“Request”) by the South Carolina Office of Regulatory Staff (FORS”) is granted.

PLEASE SUMMARIZE THE KEY POINTS OF YOUR SWORN STATEMENT.
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The Request, if granted, will undermine the financial stability and viability of
SCE&G. Before reaching a decision on the Request, it therefore is critical that the
Commission be fully aware of the potential consequences of its decisions in this matter.

The ORS Request seeks the immediate suspension of the collection of revised rates
amounting to $445 million per annum’ that SCE&G collects pursuant to the 2007 Base
Load Review Act (“BLRA”). Those revenues represent the financing cost relating to $3.8
billion of investment by SCE&G in the new nuclear project and related transmission, or
$3.4 billion excluding transmission investment. SCE&G has invested an additional $1.3
billion in the project that has not yet been approved for revised rates, for a total asset
exposure of approximately $4.8 billion, excluding transmission.

If the Commission grants ORS’s Request, this action would most assuredly have
immediate and cascading effects on SCE&G’s financial liquidity and viability, Among the
unfavorable consequences that can be expected are:

Cash flow effect: 1) Annual Funds from Operations for SCE&G will be reduced

by 35-40%; 2) Along with reduced operating cash flow, the Company will have
greater dependence on funds from external financial markets, and it is unlikely
these funds will be available on reasonable terms.

Balance sheet effects: 1) A determination that the full amount invested of at least

$4.8 billion is not an earning asset and, thus, must be written off; 2) While the asset
will be written off, the amount of SCE&G’s long-term debt will not be diminished;
therefore, the ratio of long-term debt to total capital as measured for regulatory

reporting would automatically increase from approximately 48% at September 30

! That number would be $413 million per annum if the collection of a portion relating to the cost of new

transmission assets continues. See Second Affidavit Jimmy B. Addison, October 31, 2017.
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20172 to 61.6% of capital post-impairment net of the proceeds of the monetization
of the Toshiba Corporation payment to SCE&G (the “Toshiba Guarantee™). If the
Company also is required to segregate or rebate to customers the Toshiba Guarantee
proceeds, the ratio of debt to total capital would rise to 67.5%. However, debt
leverage will be even greater as calculated by credit analysts, bond invéstors, and
bankers in that they will include short-term debt and current maturities of long-term
debt in their calculation of total debt. Using the method commonly used in the
financial markets, the actual September 30, 2017 total debt ratio is 53.2% and the
pro forma debt ratio post-impairment with offset of the Toshiba Guarantee is
62.7%. If the Company also must segregate or refund to customers the Toshiba
Guarantee amount, total debt would be 72% of capital. (For the pro forma
adjustments, see Exhibit No. _ (EL-6).} Either scenario will be viewed negatively
by financial market participants, as signals of a company in dire financial stress
and, fherefore, unlikely to repay investors for capital lent to the Company.

Credit Agreement impact: 1) The reduction in revenues indicated above and the
impairment of the asset and increase in debt leverage would undoubtedly be events
with “Material Adverse Effect” (a defined term in the bank credit agreements).
Thus the banks in the two revolving credit agreements that provide $900 million of
credit to SCE&G would no longer be committed to lend; 2) SCE&G could no
longer draw under the agreements and could not issue short-term notes (commercial
paper) for short-term borrowings; 3) If the ratio of total debt to total capital as

defined in the two credit agreements exceeds 70%, as may occur under certain

2 SCE&G’s Quarterly Report of Earnings to the Commission as of September 30, 2017, For pro forma
adjustments, see Exhibit No.  (EL-6).
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scenarios, that would constitute an Event of Default, and any credit outstanding
under those agreements would become immediately due and payable and no further
credit would be available under the agreements.

Credit rating effect: Due to all the factors mentioned above, rating agencies would

further reduce the long-term credit ratings of SCE&G, and most likely all of the
three ratings will be below investment grade.

Common equity effect: New common equity, which would be needed to

recapitalize SCE&G and bring its ratio of debt to total capital back into line with
industry norms, would be more difficult to secure because the price of SCANA’s
common shares would most likely fall further. With a diminished ability to issue
new common shares and rebalance its capital structure, SCANA’s ability to issue
new bonds would be constrained and access to borrow under SCANA’s revolving

credit agreement would be eliminated altogether.

Finally, the adverse financial consequences listed above would be materially
worsened if the Company is also required to rebate to customers over a short time frame
the approximately $1.8 billion in revenues previously collected pursuant to the BLRA (or
to segregate or rebate to customers the Toshiba Guarantee). This cash flow stress,
combined with the maturing $721 million of bonds in 2018 could well exceed the
Company’s access to funding in 2018.

Such a cascade of financial problems would financially devastate the Company. It
should also be noted that this financial devastation would not just impact the Company and

its investors. These adverse financial consequences may also be detrimental for SCE&G’s
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electric customers, because the utility would not have the financial strength and resilience
that it needs to meet customers’ demands for safe and reliable electric service. The
Company’s ability to deal with the rapid restoration of service after events such as major
hurricanes, tornadoes, floods, or fires, or to maintain and upgrade its system also would be
compromised. While the Commission and government leaders may be motivated by strong
public sentiment to exact immediate retribution against SCE&G and its management, the
more radical and punitive those exactions are, the smaller will be the Company’s capacity
to fund mandated reimbursements and maintain solvency. Furthermore, a financially
distressed SCE&G will be at a severe disadvantage when it comes to serving customers
with reliable and resilient service. In sum, the situation is severe, and efforts designed to
punish the Company that cripple it financially are likely to have an adverse impact on
service quality and reliability.

WHY SHOULD THE COMMISSION BE URGENTLY CONCERNED ABOUT
THE ONGOING FINANCIAL STRENGTH OF SCE&G AT THIS TIN_[E?‘

As 1 sumimarized above, the Request has the potential to undermine the financial
strength and viability of SCE&G. Financial strength is a critical resource that underlies
SCE&G’s ability to fulfill its obligation to meet the needs of electricity consumers, and it
should always be a matter of utmost importance to the Commission. Sound financial
condition enables a company to cover its operating expenses, to deal with catastrophic
events that affect customer service, and to attract capital on favorable terms during all
phases of the capital market cycle, in good times and bad. If the ongoing financial strength
of SCE&G is compromised, the Company’ls ability to provide safe and reliable electric

service to its customers will be compromised.
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ARE ELECTRIC UTILITIES CONFRONTED WITH SPECIFIC CONCERNS

THAT MAKE FINANCIAL STRENGTH ESPECIALLY IMPORTANT?

Yes. The electricity delivery and transmission business is capital intensive. The
Company is obligated to invest continuously in long-lived fixed assets to serve growth in
connections, comply with changing governmental mandates and safety regulations, replace
infrastructure at the end of its useful life, and enhance the resilience and reliability of its
systems. Catastrophic events and emergencies such as floods, tornadoes, and hurricanes
can disrupt customer service and demand that the utility dedicate financial resources for
immediate disaster recovery. In addition, during normal times, the Company is investing
approximately $500 million each year to upgrade, extend, and replace its facilities, all for
the purpose of providing safe and reliable clectric service. In order to meet these ongoing
financial needs, SCE&G requires continuous access to bank credit facilities and the bond
market for funding at reasonable rates.

DOLES SCE&G NEED TO MAINTAIN ACCESS TO CAPITAL MARKETS TO
CARRY OUT ITS OBLIGATION TO SERVE ITS CUSTOMERS?

Yes. SCE&G depends upon short-term and long-term external debt issuance in the
capital market. Issuance of long-term debt from time to time enables the Company to
refund maturities of long-term debt and to pay down its short-term borrowings. The
Company relies on access to bank credit facilities in the form of multi-year revolving
credits either as a direct source of funding or as a back-up support for borrowing through
short-term notes (commercial paper). Like many utilities, the Company borrows using
commercial paper to fund seasonal working capital shortfalls and other funding needs on

an interim basis until the outstanding debt balance reaches a level that justifies the issuance
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of a new long-term bond series. Access to short-term borrowing of this sort is a basic tool
of day-to-day working capital funding that reduces a utility’s interest costs and revenue
requirements. The ability to issue long-term bonds, such as SCE&G’s first mortgage
bonds, provides an efficient source of funding to support the long-term fixed assets of the
utility at relatively low costs to customers.

WHAT OBJECTIVE MEASURES OF CORPORATE FINANCIAL STRENGTH

ARE RECOGNIZED BY BANKERS, CREDIT COUNTERPARTIES, AND

. INVESTORS?

Long-term credit ratings by recognized credit rating agencies evaluate the business
and financial characteristics and risks of companies against transparent criteria, taking into
consideration key factors such as the adequacy and predictability of operating cash flow
relative to the amount of debt and other financial commitments. Long-term credit ratings
are a measure of the estimated risk of default on payments, and are widely accepted as
indicators of a company’s financial soundness and liquidity.

WHAT ARE SCE&G’S LONG-TERM CREDIT RATINGS ACCORDING TO
STANDARD & POOR’S (*S&P”), MOODY’S, AND FITCH AND HOW HAS THE
FILING OF THE REQUEST BY ORS AFFECTED THOSE RATINGS?

The current issuer credit ratings for the Company are listed in Table 1 below,
S&P’s BBB and Moody’s Baa2 rating are effectively the same rating, indicating the next
to lowest investment grade rating of those agencies. Fitch’s rating of BBB- is one notch
lower than the ratings by S&P and Moody’s and is the lowest rating within the investment
grade category. Exhibit No. _ (EL-2) compatres the long-term credit rating designations

of the three agencies and shows their equivalences. Both S&P and Fitch downgraded
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SCE&G’s long-term ratings on the dates indicated at the bottom of the table. Moody’s
maintained its rating of the Company’s credit on the indicated date, but it changed its credit
outlook status from a Negative Outlook to “On Review for Possible Downgrade” (the

equivalent to Watch Negative).

Table 1

Long-Term Issuer Credit Ratings of SCE&G

S&P Moody’s Fitch
Long-term Issuer BBB Baa2 BBB-,
Credit Rating™
Outlook or Watch | Watch Negative On review for Watch Negative
Downgrade
Date of action Sept. 29, 2017 Nov. 1, 2017 Sept. 27, 2017

In their published explanations of the rationale for their rating actions, included
as Exhibit Nos. _ (EL-3),  (EL-4),and __ (EL-5), all three of the agencies cited the
Request by ORS and commented that further downgrades are likely if major customer
refunds are ordered by the Commission, if the BLRA is determined to be unconstitutional,
or if revenues previously collected pursuant to the BLRA must be returned to customers
over a short period of time.
HOW DOES CREDIT QUALITY AFFECT INVESTORS’ INVESTMENT
DECISIONS?

Instruments with higher credit ratings can appeal to a broader market of investors,
because they are eligible investments under the regulations or the internal investment
policies and guidelines of the greatest number of institutional investors. When bonds carry

low credit ratings, some investment accounts are forbidden to hold them, and many other
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accounts have internal investment guidelines that restrict the percentage of the portfolio
that may be comprised of investments of lower credit ratings. Even when investment
managers are not constrained by law or policy to investments of specific credit ratings, they
use ratings from credit rating agencies and their own evaluations of credit quality to shape
their investment decisions. In particular, when credit ratings are below investment grade or
at the borderline between investment grade and sub-investment grade ratings, the access to
short-term credit and to issuing long-term bonds becomes more difficult and more costly.
WHAT 1S THE BOUNDARY BETWEEN INVESTMENT GRADE AND SUB-
INVESTMENT GRADE RATINGS?

As shown in Exhibit No.  (EL-2), for S&P and Fitch, BBB- is the lowest rating
within the investment grade, and BB+ is the upper boundary of the sub-investment grade
category (also called “speculative grade”). In the case of Moody’s, Baa3 is the lowest
investment grade rating and Bal is the upper boundary of the speculative category. Risk
of default is relatively low within the mid- and high-investment grade categories, but
default risk widens out materially at the boundary of investment grade and at successively
lower ratings.

WHAT IS THE RELATIONSHIP BETWEEN CREDIT RATINGS AND THE
COST OF DEBT FINANCING?

In general, investors expect to be paid more to hold investments of lower credit
quality. During periods of uncertainty or financial market distress, the pricing disparity
between credit rating categories widens materially relative to more normal periods. But it
is not just a matter of the cost; lower credit ratings also reduce access to funding. At sub-

investment grade ratings, companies are no longer eligible for funding in the commercial

10
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paper market, so they lose access to a low-cost source of funding. Also, sub-investment
grade credits may not be able to issue any material amount of fixed rate debt for periods
longer than five to ten years at the longest—quite a difference from the access that
investment grade companies have to longer term bond issuance out to maturities of 50
years.

WHEN CONSIDERING WHETHER A COMPANY IS OF INVESTMENT GRADE
OR SUB-INVESTMENT GRADE STATUS, WHICH RATINGS ARE RELEVANT?

The long-term unsecured issuer credit rating or the unsecured debt rating is the
relevant rating for that purpose.

ARE SCE&G’S UNSECURED LONG-TERM CREDIT RATINGS IN THE
INVESTMENT GRADE CATEGORY?

Currently, yes. However, as | have already mentioned, all three of the credit rating
agencies that rate the Company have indicated that their ratings are on a Watch status for
a possible downgrade. Fitch’s rating of BBB- is already at the very bottom rung of the
investment grade category, and any downgrade would place the rating in the BB category,
which is below investment grade. S&P has already indicated that its next possible near-
term downgrade may be a two-notch downgrade (that is, to BB+). Moody’s has not given
any indication of the potential magnitude of a downgrade, but, if the company loses access
to its revolving credit facilities, Moody’s criteria would require lowering the rating into the
sub-investment grade category, probably to no higher than Ba2, a three-notch downgrade.
Investors assume that any punitive legislative or regulatory outcome would bring all three

rating agencies’ ratings into the sub-investment grade realm.
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DOES SCE&G CURRENTLY HAVE ADEQUATE ACCESS TO THE LONG-
TERM AND SHORT-TERM CREDIT MARKETS?

Yes, However, the Company’s current issuer credit ratings are at or near the bottom
of the investment grade category. In addition, they are among the lowest 10% of ratings
in the universe of regulated U.S. utility operating companies. As such, the ratings currently
are minimally adequate to give the Company access to long-term and short-term credit and
trade credit from its counterparties.

WOULD GRANTING THE RELIEF REQUESTED BY ORS RESULT IN
FURTHER CREDIT DPOWNGRADES FROM THE CURRENT LEVELS AT THE
THREE AGENCIES?

Yes. This outcome is clearly indicated in the explanations given by the three
agencies at the time of their most recent rating actions. For example, Moody’s stated on
November 1, 2017 when it placed SCE&G’s Baa?2 rating on review for downgrade:

Specifically, if the ORS recommendations were to be adopted, there would be a

significant reduction in cash flow and a meaningful impact on credit metrics. For

example, we estimate the companies' ratios of cash flow from operations excluding
changes in working capital (CFO pre-WC) to debt, which are currently in the
high-teens to twenty percent range, could move to the mid-to-low feens range. In
addition, implementation of the ORS recommendation could lead to a substantial
asset impairment, which in some downside scenarios, could result in a covenant
violation under the companies' credit facilities, restricting their access to liquidity.

In light of the increased regulatory and political uncertainty, the resulting metrics
would likely no longer be appropriate for the companies' current ratings.®

The reduction in operating cash flow operations to debt that Moody’s cites would indicate
a potential rating for SCE&G either one notch lower at Baa3—the lowest investment grade

rating—or two notches lower at Bal—a speculative rating. Importantly, however, the debt

3 Moody’s Investors Service, “Rating Action: Moody’s Places SCANA and SCE&G on Review for

Downgrade”, November 1, 2017 (Exhibit No.  (EL-3)}at1).

12
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to capital ratio resulting from the related asset impajrment would rise to 62.7% if SCE&G
retains the offset of the Toshiba Guarantee, or to 72% if there is no offset from the Toshiba
Guarantee. These capital ratios are indicative of a Moody’s rating in the Ba or low Ba
category. Assuming that at the same time SCE&G lost access to borrowing under its
revolving credit agreement, the resultant loss of liquidity would predict a change in
Moaody’s rating to Ba2 or lower—a three-notch downgrade.*

S&P’s most recent commentary on its September 29, 2017 rating action (which
lowered SCE&G’s rating and placed the rating on a Negative Watch) stated:

We could lower the ratings on SCANA and its subsidiaries if Summer-

related rates are rescinded. We could further lower ratings if legal

challenges to a rate decrease are unsuccessful, if the SCPSC orders cash
refunds or rate credits for Summer-related costs, if the BLRA is repealed or
changed by the legislature, or if the BLRA is deemed unconstitutional.’
In short, SCE&G’s issuer credit rating will be downgraded by at least one notch or more,
and below investment grade, if the $445 million of revenue collection is interrupted.
Ratings would be further downgraded if the Commission also orders rate credits or rate
refunds for prior revenue collections.

When Fitch lowered the rating of SCE&G and placed the new rating on Watch
Negative on September 27, 2017, Fitch provided an explanation of what circumstances
would lead to a further reduction of the rating to below investment grade:

Negative Rating Action: Future developments that may, individually or

collectively, lead to a negative rating action include:

--Availability under commiited liquidity facilities and anticipated internally

generated cash flows falling short of expected obligations due in the next 12-138
months.

4 The putcome would be ai least a three-notch downgrade if Moody’s rating committee decides at its review
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rather than the Low Volatility benchmarks used for most rate-regulated utilities in supportive regulatory environments.
% Standard & Poor’s, “Research Update; SCANA Corp. And Subsidiaries Downgraded To 'BBB' On Adverse

Regulatory Developments And Placed On Waich Negative,” September 29, 2017 (Exhibit No. __ (HL-4) at 4).
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--Unfavorable terms for the recovery of stranded costs, and/or material

unrecoverable costs;

--Continued deterioration in the regulatory and legislative environment in South

Carolina;

--Adjusted debt/EBITDAR consistently and materially exceeding 5.0x.°
The reduction in operating cash flow resulting from the removal of revenues as sought in
the Request would cause the ratio of Debt to Earnings before Interest, Taxes, Depreciation,
Amortization, and Restructuring (“EBITDAR?”) to rise to 6 times or greater, fulfilling one
of Fitch’s conditions for downgrade. A second condition for downgrade would be triggered
if SCE&G lost access to drawings under the revolving credit agreements.

In summary, it is my opinion that granting ORS’s initial Request to suspend all
revised rates collection from customers, even without refunds, would trigger downgrades
by all three rating agencies in the magnitude of one or more notches. This would result in
a downgrade to sub-investment grade by one or more agencies.

WHAT IMPACT WOULD DOWNGRADING SCE&G’S UNSECURED LONG-
TERM AND SHORT-TERM CREDIT RATINGS HAVE ON THE COMPANY?

Having investment grade ratings in the BBB range (S&P and Fitch) or Bad range
(Moody’s) is a minimum requirement for sustainable management of a public utility. If
SCE&G’s credit ratings are downgraded further, the Company would face higher costs of
long-term debt, and funding or refunding large amounts of long-term debt would become
difficult. It would no longer be advantageous for SCE&G to sell long-term bonds, and the

Company probably could issue only intermediate term bonds (such as three to seven years),

sctting up a greater dependence on external debt issuance in the succeeding years. With

¢ Pitch Ratings, “Press Release: Fitch Downgrades SCANA to ‘BB+’ / SCE&G to ‘BBB-’; Negative Watch

Maintained,” September 27, 2017 (Exhibit No. ___(EL-5) at 2-3),

14
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sub-investment grade long-term credit ratings, SCE&(G’s short-term ratings would also be
in the sub-investment grade category, and that would eliminate the possibility of accessing
the commercial paper market. Access to the commercial paper market is also dependent on
having access to full back-up for the commercial paper issued in the form of an undrawn
committed credit facility, and that condition would no longer be present if ORS’s Request
is granted.

IN ADDITION TO ITS CREDIT RATINGS, WHAT ELSE IS NECESSARY FOR
THE COMPANY’S CONTINUING LIQUIDITY AND FINANCIAL STABILITY?

A vital factor affecting SCE&G’s liquidity and access to short-term capital is the
ability to draw under its Revolving Credit Facilities. Currently, SCE&( has access to two
revolving credit agreements, a $200 million facility that extends until December 2018 and
another $700 million facility that extends until December 2020. These two facilities
totaling $900 million provide the Company with the essential liquidity and flexibility to
operate and carry out its business. However, continued access to bank credit and short-
term funding is significantly threatened by ORS’s Request and by various punitive
measures under discussion in the Legislature.

WHAT IMPACTS WOULD THE RELIEF SOUGHT BY ORS HAVE UPON THE
COMPANY’S ACCESS TO ITS BANK CREDIT AGREEMENTS?

The two credit agreements share similar conditions to borrowing, covenants, and
events of default. The agreements both require SCE&G as borrower to disclose to the
lenders any occurrences having Material Adverse Effect (“MAE”) relative to the base
conditions that prevailed at the initiation of the credit agreement. For example, whenever

a loan is drawn under the facility, an officer of the borrower must warrant that there has

15
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been no event having MAE, or disclose such MAE to the lenders.” An occurrence having
MAE would eliminate the lenders’ commitments to fund drawings under the agreement.
If SCE&G had outstanding commercial paper at the time of an occurrence having MAE,
the Company would not be able to issue new commercial paper at the maturity of the
outstanding notes, and would not be able to draw any loans under the revolving credit.
Furthermore, if the full amount of the nuclear project asset is impaired and must be
written off and the Company is not able to retain the offset of the Toshiba Guarantee as a
reduction in debt, SCE&G would likely violate one of the financial covenants of the two
revolving credit agreements because the amount of the Company’s debt as defined would
likely exceed 70% of total capital as defined. When this covenant is breached, ne further
drawing would be permitted under the revolving credit agreements and any amounts due
under the revolving credit would become immediately due and payable. Consequently,
other agreements and credit arrangements with vendors may also experience defaults and
require immediate repayment as a result of an Event of Default under the bank credit
agreements.
Q. IS A COMPANY’S CAPITAL STRUCTURE A MAJOR DETERMINANT OF THE

COMPANY'S FINANCIAL RISK AND ITS FINANCIAL STRENGTH?

7 “Material Adverse Effect” is defined in the $200,000,000 Amended and Restated Three-Year Credit Agreement
dated as of December 17, 2015 and in the $700,000,000 Second Amended and Restated Five-Year Credit Agreement
dated as of December 17, 2015 to mean “a material adverse effect on {a) the properties, business, assets. Habilities
(actual or contingent), operations, condition (financial or otherwise) of the Borrower on a consolidated basis
and its Subsidiaries, taken as a whole, (b) the ability of the Borrower to perform its obligations under this Agreement
or any of the other Loan Documents to which the Borrower is a party or (c) the validity or enforceability against the
Borrower of this Agreement, any of the other Loan Documents to which the Borrower is a party, or the rights and
remedies of the Agent, the Issuing Banks and the Lenders hereunder or thereunder.” (Emphasis added.) A regulatory
order removing revenues that previously made up more than a third of the Company’s Funds from Operations, or the
invalidation of the BLRA, or the write-off of several billions of dollars of assets, or the resulting change in the balance
of debt and equity on the balance sheet would each individually or all taken together match the conditions described
in part (a) of the definition.

16
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It most certainly is. Regarding the concept of financial risk, Roger Morin explains:

Financial risk stems from the method used by the company to finance its

investments and is reflected in its capital structure. It refers to the additional

volatility imparted to income available to common shareholders by the
employment of fixed cost financing, that is, debt and preferred cost capital.

Although the use of fixed-cost capital can offer financial advantages

through the possibility of leverage of earnings (financial leverage), it creates

additional risk due to the fixed contractual obligations associated with such
capital. Debt and preferred stock carry fixed charge burdens that must be
supported by the company's earnings before any return can be made
available to the common shareholder. The greater the proportion of fixed
charges to the total income of the company, the greater the financial risk.®
To state this in another way, the greater the proportion of equity capital in the capital
structure, the gréater the company's financial strength.
DOES THE FINANCIAL RISK STEMMING FROM A GREATER PROPORTION
OF DEBT FINANCING IN THE CAPITAL STRUCTURE AFFECT ONLY THE
RISKS BORNE BY SHAREHOLDERS?

No. A greater proportion of debt (and correspondingly lower proportion of equity)
in the capital structure increases not only shareholders’ financial risk due to the increased
volatility of earnings, but it also raises the financial risk of all debt holders and trade
creditors through the increased risk of default. Morin expresses the situation as follows:
“More generally, a financial risk premium is required by both bondholders and common
shareholders.”® Moreover, in the case of a public utility, increased {inancial leverage and
rising default risk typically weaken the utility’s ability to fund investments in its network
and lead to lower levels of reliability and customer service. In summary, funding the utility

with a greater proportion of debt capital and a lower proportion of equity capital increases

financial risk for shareholders, bondholders, lenders, trade creditors, and utility consumers.

S Id.

8 Morin, Roger A., Ph. D., New Regulatory Finance, Public Utility Reports, Inc., 2006, 45-46.
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WHAT EFFECT WILL THE REQUEST HAVE ON THE CAPITAL STRUCTURE
OF SCE&G?

Eliminating the collection from customers of the debt and equity carrying costs of
the assets SCE&G invested in the new nuclear project likely will result in the impairment
of the associated assets and their removal from the balance sheet. The likely effect of this
impairment on the capital structure is shown by means of pro forma adjustments to the
Company’s September 30, 2017 capital in Exhibit No. __ (EL-6). The impairment would
increase SCE&G’s ratio of debt to total capitalization as measured by bond analysts and
credit rating agencies from approximately 53% at September 30, 2017 fo 62.7% post-
impairment assuming that the proceeds of the Toshiba Guarantee are an offset. This debt
leverage ratio would further rise to around 72% post-impairment if the Commission orders
the Company to turn over the proceeds of the Toshiba Guarantee, either for customer bill
credits or into some form of segregated or escrow account.

IS THE DEGREE OF DEBT LEVERAGE UNDER THE RESULTING POST-
IMPAIRMENT CAPITAL STRUCTURE NORMAIL OR DESIRABLE FOR AN
ELECTRIC UTILITY?

No. In my professional experience over the past several decades, regulatory capital
structures for U.S. investor-owned utilities are typically closer to 50% equity and 50% debt.
In fact, in regulatory decisions for investor-owned electric utilities over the past two to
three years, a debt component in excess of 60% of total capital is an outlier, and I am not
aware of cases in which a 70% ratio was authorized.

HOW OR WHEN DO UTILITIES AND CONSUMERS BENEFIT FROM THE

UTILITY’S STRONGER FINANCIAL CAPABILITY?

18
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Financial strength, access to liquidity, and investment grade ratings are essential
for a utility to have the financial flexibility to respond to emergencies and extreme events
such as hurricanes, tornadoes, and floods. During those types of events, SCE&G needs
strong access to the commercial paper and capital markets and the confidence of the
investment community in order to fund its recovery efforts immediately. If the Company
is of sub-investment grade or lacks access to bank credit and short-term borrowings, this
purpose is frustrated. When I think of past climate events that have affected South
C;cu'olina, it should be quite obvious that a utility cannot mount.a rapid and effective storm
restoration plan without the confidence of its counterparties, suppliers, vendors, and the
ability to immediately borrow the funds nceded to mobilize work crews, order new
equipment, and pay for other restoration costs prior to rate recovery of those cash outflows.
Recent problems at the financially distressed Puerto Rican Electric Power Authority
(“PREPA”™) in restoring power to its customers in the wake of hurricanes Irma and Maria
illustrate this point.

ARE THERE OTHER BENEFITS OF SOUND CREDIT QUALITY TO SCE&G
AND ITS CUSTOMERS?

Yes. Trade creditors and energy market counterparties impose limits on the amount
of unsecured credit they will provide based on the credit quality of their counterparty. By
maintaining sound credit ratings, SCE&G is able to maximize the amount of unsecured
credit available from vendors and energy providers and pass the resulting cost benefits on
to its customers. Credit ratings also affect the cost and availability of bank credit facilities.
Banks are required by their regulators to maintain capital against their loan assets and

undrawn commitments based on the riskiness of the borrower. Consequently, banks

19
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provide larger amounts of credit more readily and on more favorable terms to borrowers of
stronger credit quality. Banks charge progressively higher fees on undrawn credit and
higher interest spreads on notes or letters of credit outstanding for progressively lower rated
borrowers.

CAN YOU PROVIDE ANY OTHER EXAMPLES OF BENEFITS TO SCE&G’S
CUSTOMERS FROM STRONG CREDIT QUALITY AND MARKET ACCESS?

Utilities’ access to long-term and short-term debt funding varies depending upon
capital market cycles. During normal or robust periods in the financial markets, such as is
currently the case, rate-regulated utilities with investment grade credit ratings typically are
able to issue new debt instruments in large amounts at any level of ratings, while sub-
investment grade credits have less assured access to new funding. But times are not always
as favorable in the capital market as the present market phase. During periods of financial
market distress, access to the long-term and short-term debt markets becomes constrained
not only for sub-investment grade credits but also for those in the lower tier of the
investment grade category, i.e., those with ratings of BBB (from S&P or Fitch, or the
equivalent Moody's rating of Baa) and BBB- (or Baa3).

At past times of market transition or distress, issuers with unsecured credit ratings
in the range of low A (A- or A3) to high A (A+ or Al) were able to sell bonds in the long-
term market when companies with lesser credit ratings were not able to fund in the quantity
needed to refund maturing debt or carry out their capital expenditures as planned. Those
companies that are forced to draw heavily on bank lines during the period of market stress
are exposed to higher costs of funding and the scarcity of new bank credit commitments

and face a greater risk of illiquidity. Typically, bank capital is constrained at the very time

20
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of financial market stress. If SCE&G has no access to its revolving credit facilities, it would
be solely dependent on long-term bond issuance for needed operational funding. Capital
markets may be constrained for sub-investment grade or BBB- and Baa3 credits at the very
time when SCE&G faces a large financing need. At such times, having a more sound equity
position and lower financial leverage becomes particularly important. In summary, sound
financial condition and access to credit lines provides greater financial flexibility and
access to funds at all times in the market cycle, even in distressed markets.

ARE YOU FAMILIAR WITH BANKRUPTCIES AND RESTRUCTURINGS OF
REGULATED U.S. UTILITIES?

Yes. My financial career specializing in the utility sector as a banker and then as a
credit analyst and leader in rating utility credits has exposed me to a depth of practical
experience of utility bankruptcies.

IF ORS’S REQUEST IS GRANTED, COULD SCE&G BE PUT AT RISK OF
HAVING TO FILE FOR BANKRUPTCY PROTECTION?

Yes. Granting ORS’s Request could be the first step in a quick cascade that would
result in SCE&G’s illiquidity and financial distress and could lead to a bankruptey petition.
While a petition for bankruptcy protection is a possible outcome, it is not an inevitable
outcome at this point. Paths are available for resolution that would spare the extreme waste
and burden of a bankruptcy proceeding, and they are largely in the hands of this
Commission and other public officials and legislators. By granting the ORS Request, the
Commission would take a first step in hastening that cascade of financial calamity. In

summary, granting the relief requested by the ORS could set off forces that would sweep

21
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the situation beyond the Commission’s control and into the jurisdiction of the federal
bankruptey court.

WHAT IMPACT WOULD A BANKRUPTCY PROCEEDING HAVE ON
SCE&G’S CUSTOMERS AND ON THE COMMISSION?

Inmy experience, a utility bankruptcy proceeding is a time-consuming and wasteful
process. Thousands of hours of the utility’s management and of the time of the
Commissioners and ORS would be consumed, and this is a distraction from the necessary
work of normal operations, planning, and oversight. The median length of a utility
bankruptcy proceeding in the modern era is approximately three years, and some cases
have gone on for more than four years.'® During such proceedings, hundreds of millions
of dollars are spent on bankruptcy counsel, specialized accounting services, and other
bankruptcy professionals, and these are dollars that would otherwise be available to satisfy
the utility’s customers, but instead are consumed in a process that is outside of the control
of the Commission. The best interest of customers would be served by a resolution that
keeps SCE&G personnel, ORS, and the Commission focused on SCE&G continuing to
deliver safe and reliable electric service, and not on serving the bankruptcy court process.

Customers have a pressing need to have a reliable and financially sound utility, and
the bankruptcy procedure can delay reaching that objective and drain resources from
SCE&G that could otherwise be used to reduce customer rates or provide other types of
restoration.

PLEASE SUMMARIZE YOUR CONCLUSIONS,

19 This is longer than the median duration of corporate bankrupteies outside the utility sector, often because
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Granting ORS’s Request could place SCE&G on a path to extreme financial
distress, due to a cascade of factors. AsIhave already explained, these may result in taking
a substantial impairment of the assets on SCE&G’s balance sheet, substantially higher
financial debt leverage, downgrades of SCE&G’s credit ratings below investment grade,
and the loss of access to borrowing under committed revolving credits. Even more severe
liquidity stress would result if SCE&G is also ordered to refund to customers or scgregate
the proceeds of the Toshiba Guarantee or the approximately $1.8 billion in revenues
previously collected pursuant to the BLRA. If the combined financial stress of these events
along with the impending maturities of long—term debt in 2018 exceed SCE&G’s ability to
meet all pending claims, that chain of events would likely be the trigger for default or
bankruptcy actions,

It is of vital interest to utility customers and to the Commission to assure that the
utility that provides electric service to consumers is financially sound and stable. The
Commission can and should avoid setting off a cascade of financial crisis by rejecting the
relief sought by the ORS and issuing a decision that adheres to the legal principles that the
Commission, ORS, other parties, and most assuredly investors relied upon when investing
millions of dollars into the V.C. Summer project. While certainly the abandonment of the
project is disappointing and frustrating to all involved, disappointment and frustration
should not be used as a reason to now jeopardize the financial integrity of the Company
and force its bankruptcy, resulting in great harm to everyone, including customers, and the
state of South Carolina.

DOES THIS CONCLUDE YOUR SWORN STATEMENT?

Yes, it does.

23
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EXPERIENCE AND QUALIFICATIONS
ELLEN LAPSON, CFA
LAPSON ADVISORY 370 Riverside Dr., 9D
Financial Consulting New York, NY 10025
Expert Testimony +1-212-866-1040
Financial Training www.lapsonadvisory.com

SUMMARY OF QUALIFICATIONS

Industry expert on financing utilities and similar types of infrastructure. Over 40 years of
professional experience in commercial and investment banking, securities analysis, and
credit ratings. Focus on utilities, power generation and alternative energy sources, natural
gas and fuels, corporate and project finance.

Provide executive training in utility financial analysis and credit analysis.

Consult and provide expert witness testimony in matters involving capital access for
infrastructure, energy and utilities. (See pages 3-5.)

MBA in accounting and finance; Chartered Financial Analyst (CFA).

EMPLOYMENT
Lapson Advisory Financial consulting services to utilities and
Principal developers of infrastructure projects. Financial
Dec. 2011 - present strategy and credit advisory for power, energy,
infrastructure  companies, and utilities. Expert
witness testimony on financial and regulatory topics
relating to utilities and infrastructure finance. Design
and conduct financial and credit training.
Fitch Ratings Chair of Fitch’s global Corporate Finance Criteria
Utilities, Power & Gas Committee  overseeing  criteria  for  rating
Managing Director corporations, financial institutions, insurers, REITs,
1999-2011 and project finance transactions (2010-2011).
Senior Director Manager or primary analyst on credit ratings of over
1994-1999 200 utility, pipeline, power generation companies.

Utility tariff monetization. Senior member of rating
committees for utilities and energy and power-
related projects.

Liaison with utility sector fixed income investors,
focusing on 50 largest institutional investors holding
utility and power bonds, buy-side and sell-side
analysts, and utility bankers.
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JP Morgan Chase Managed financial advisory transactions, structured debt
(formerly Chemical NY private placements, syndicated credit facilities for
Corp.) utilities, mining and metals, project finance. Structured
Vice President financing for utility regulatory assets (first of its kind

1975-94 “stranded cost” securitization transaction) for Puget
Asst. Vice President Energy, 1992-94.

1974-1975 Led financing for bankrupt wutility as debtor-in-

possession; prepared financing plans for distressed
utilities; structured exit financing for reorganization of
two utilities emerging from Chapter 11.

Divisional Controller - 1981-1986

Argus Research Corp. Equity analysis of U.S. electric and gas utilities, natural
Equity Security Analyst — gas pipelines, and telecommunications companies.
Utilities Modeling and projecting corporate financial statements.
1969-1974 Research coverage and reports.

EDUCATION & CHARTER

Stern School of Business, New York University, MBA, 1975

Major concentration: Accounting

Master’s Thesis: Cash Flow vs. Accrual Accounting Data in Utility Equity Valuation
Chartered Financial Analyst (CEA) since 1978
Barnard College, Columbia University, BA, 1969

PROFESSIONAL ASSOCIATIONS

Institute of Chartered Financial Analysts, 1978 - present

Wall Street Utility Group, 1996 - present

ADVISORY COUNCILS AND BOARD SERVICE

Rocky Mountain Institute Sustainable Finance Advisory Board member. 2016 to present.

Represented U.S. investment community in advisory panel on International Accounting
Standard Board proposals for financial reporting for rate-regulated activities, sponsored by
Edison Electric Institute and American Gas Association, Dec, 2014

National Academy of Sciences/ National Research Council, Resilient America Forum, July
2014,

MIT Energy Institute, External Advisory Council, The Future of Solar Energy, 2012-2014,
Electric Power Research Institute, Advisory Council, 2004-2011; Chair, 2009 and 2010.
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EXPERT WITNESS TESTIMONY

Jurisdiction

DC Public Service
Commission

Public Service
Commission of
Maryland

Public Utilities
Commission Texas

Public Utilities
Commission Texas

U.S. Federal Energy
Regulatory
Commission

Hawaii Public Utilities
Commission

U.S. Federal Energy
Regulatory
Commission

Arkansas Public
Service Commission

1).S. Federal Energy
Regulatory
Commission

U.S. Federal Energy
Regulatory
Commission

U.S. Federal Energy
Regulatory
Commission

1.S. Federal Energy
Regulatory
Commission

Proceeding

Formal Case No. 1142, Merger Application
of AltaGas Ltd. and Washington Gas Light,
Inc. 2017)

Docket No. 9449, In the Matter of the
Merger of AltaGas Ltd. and Washington
Gas Light, Inc. (2017)

Docket No. 46957, Application of Oncor
Electric Delivery LLC to Change Rates, on
behalf of Oncor. {2017)

Docket No. 46416, Application of Entergy
Texas, Inc. for a Certificate of Convenience
and Necessity, Montgomery County, on
behalf of Entergy Texas (2016-2017)
Dockets No. EL16-29 and ELL16-30,
NCEMC, et al. vs Duke Energy Carolinas
and Duke Energy Progress, on behalf of the
Respondents (2016)

Docket No. 2015-0022, Merger
Application on behalf of NextEra Energy
and Hawaiian Electric Inc. (2015)

Dockets EL13-48 and EL15-27, Delaware
Div. of the Public Advocate vs, Baltimore
Gas and Electric Company and PEPCO
Holdings et al., for Respondents (2015)
Docket No. 15-015-U, Entergy Arkansas,
Inc. Application for Change of Rates, on
behalf of Entergy Arkansas, Inc, (2015)
Dockets No. EL14-12 and EL15-45,
ABATE, et al. vs MISO, Inc. et al., on
behalf of the MISO Transmission Owners
(2015)

Dockets No. EL12-59 and 13-78, Golden
Spread Electric Coop., on behalf of South-
western Public Service Co. (2015)

Dockets No. EL13-33 and EL14-86, ENE
et al. vs. Bangor Hydro-Electric Co. et al,,
on behalf of New England Transmission
Owners. (2015)

Dockets No. ER13-1508 et alia, Entergy
Arkansas, Inc. and other Entergy utility
subsidiaries, on behalf of Entergy Services
Inc. (2014)

Page 3 of 7

Topic

Ring-fencing for utility
merger; financial strength

Ring-fencing for utility
merger; financial strength

Appropriate capital
structure.

Debt equivalence and
capital cost associated
with capacity purchase
obligations (PPA)

Capital market
environment affecting the
determination of the cost
of equity capital
Ring-fencing and
financial strength

Capital market
environment affecting the
determination of the cost
of equity capital

Effect of ROE and other
rate matters on cash flow
and credit ratings.

Capital market
environment; capital
spending and risk

Capital market
environment; capital
spending and risk

Capital market
environment affecting the
measurement of the cost
of equity capital

Capital market
environment affecting the
measurement of the cost
of equity capital
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Jurisdiction
Delaware Public
Service Commission

Maryland Public
Service Commission

New Jersey Board of
Public Utilities

U.S. Federal Energy
Regulatory
Commission

U.S. Federal Energy
Regulatory
Commission

DC Public Service
Commission

U.S. Federal Energy
Regulatory
Commission

Arkansas Public
Service Commission

Illinois Commerce
Cormmission

U.S. Federal Energy
Regulatory
Commission

U.S. Federal Energy
Regulatory
Commission
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Proceeding

DE Case 14-193, Merger of Exelon Corp.
and Pepco Holdings, Inc. on behalf of the
Joint Applicants (2015)

Case No. 9361, Merger of Exelon Corp.
and Pepco Holdings, Inc. on behalf of the
Joint Applicants (2015)

BPU Docket No. EM 14060581, Merger of
Exelon Corp. and Pepco Holdings, Inc., on
behalf of the Joint Applicants (2015)

Docket ER15-572 Application of New
York Transco, LLC, on behalf of NY
Transco, LLC. (2015)

Docket EL 14-90-000 Seminole Electric
Cooperative, Inc. and Florida Municipal
Power Agency vs. Duke Energy FL on
behalf of Duke Energy (2014)

Formal Case No. 1119  Merger of Exelon
Corp. and Pepco Holdings Inc., on behalf
of the Joint Applicants (2014-2015)

Docket EL14-86-000 Attorney General of
Massachusetts et. al. vs. Bangor Hydro-
Electric Company, et. al on behalf of New
England Transmission Owners (2014)
Docket No. 13-028-U. Rehearing direct
testimony on behalf of Entergy Arkansas.
(2014)

Docket No. 12-0560 Rock Island Clean
Line LLC, on behalf of Commonwealth
Edison Company, an intervenor (2013)

Docket EL13-48-000 Delaware Division
of the Public Advocate, et. al. vs. Baltimore
Gas and Electric Company and PEPCO
Holdings et al., on behalf of (i)Baltimore
Gas and Electric and (ii) PEPCO and
subsidiaries (2013)

Docket ELL11-66-000 Martha Coakley et.
al. vs. Bangor Hydro-Electric Company, et.
al on behalf of a group of New England
Transmission Owners (2012-13)

Page 4 of 7

Topic

Ring-fencing for utility
merger; avoidance of
financial harm
Ring-fencing for utility
merger; avoidance of
financial harm
Ring-fencing for utility
merger; avoidance of
financial harm

Incentive compensation
for electric transmission;
capital market and
financial strength
Capital market
environment affecting the
determination of the cost
of equity capital
Ring-fencing for utility
merger; avoidance of
financial harm

Return on Equity; capital
market environment

Investor and rating
agency reactions to ROE
set by Order.

Access to capital for a
merchant electric
transmission line;
financial capability
Return on Equity; capital
market view of
transmission investment

Return on Equity; capital
market view of
transmission investment
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Jurisdiction

New York Public
Service Commission

Public Service
Commission of
Maryland

Proceeding

Cases 13-E-0030; 13-G-0031; and 13-S-
0032 on behalf of Consolidated Edison
Company of New York. (2013)

Case. 9214 “In The Matter Of Whether
New Generating Facilities Are Needed To
Meet Long-Term Demand For Standard
Offer Service”, on behalf of Baltimore Gas
and Electric Co., Potomac Electric Power
Co., and Delmarva Power & Light (2012)
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Topic

Cash flow and financial
strength; regulatory
mechanisms

Effect of certain power

financial strength of MD
utility counterparties

CONSULTING & ADVISORY ASSIGNMENTS

Utility (Undisclosed)
2017

Entergy Texas, Inc.
2016

Utility (Undisclosed)
2014

Bank (Undisclosed)
2014

GenOn Energy Inc.
2012

Transmission
Utility
(Undisclosed)
2012

Toll Highway
(Undisclosed)
2011

District Thermal Cooling
Company
(Undisclosed)

Credit advisory on ratings under a specific scenario.

Objective: Compare strategic alternatives

Research study on debt equivalence and capital cost associated
with capacity purchase obligations. Impact of new GAAP lease
accounting standard on PTAs.

Objective: Economic comparison of resource options.

Evaluated debt equivalence of power purchase obligations.
Objective: Clarify credit impact of various contract obligations.
Research study and recommendations on Loss Given Default and
historical experience of default and recovery in the regulated
utility sector.

Objective: Efficient capital allocation for loan portfolio.

White Paper on appropriate industry peers for a competitive
power generation and energy company.

Objective: Improve peer comparisons in shareholder
communications and for compensation studies.

Recommended the appropriate capital structure and debt leverage
during a period of high capital spending,.

Objective: Make efficient use of equity during multi-year capex
project; preserve existing credit ratings.

Advised on adding debt while minimizing risk of downgrade.
Recommended strategy for added leverage and rating agency
communications.

Objectives: Increase leverage and free up equity for alternate
growth investments, while preserving credit ratings,

Recommended a project loan structure to deal with seasonal cash
flow. Optimized payment schedule, form and timing of financial
covenants.

Objectivés: Reduce default risk; efficient borrowing structure.

contracts on the credit and
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PROFESSIONAL AND EXECUTIVE TRAINING
In-house Training, Designed and delivered in-house training program on evaluating
Southern California Edison  the credit of energy market counterparties, Nov. 2016

Co., Rosemead CA

In-house Training, Develop corporate credit case for internal credit training program

Undisclosed Financial and coordinate use in training exercise, 2016

Institution, NYC

CoBank, Denver CO Designed and delivered “Midstream Gas and MLPs: Advanced
Credit Training”, 2014

Empire District Electric Designed and delivered in-house executive training session

Co., Joppa MO Utility Sector Financial Evaluation, 2014

PPI. Energy Corp, Designed and delivered in-house Financial Training, 2014

Allentown PA

SNL Knowledge Center “Credit Analysis for the Power & Gas Sector”, 2011-2014

Courses “Analyst Training in the Power & Gas Sectors: Financial Statement

Analysis”, 2013-2014

EEI Transmission and “Financing and Access to Capital”, 2012
Wholesale Markets School

National Rural Utilities “Credit Analysis for the Power Sector”, 2012
Coop Finance Corp.

Judicial Institute of “Utility Regulation and the Courts: Impact of Court Decistions on
Maryland (Private seminar Financial Markets and Credit”, Annapolis MD, 2007
for MD judges)

Edison Electric Institute “New Analyst Training Institute: Fixed Income Analysis and Credit
Ratings”, 2008 and 2004

PUBLICATIONS

BOOK CHAPTERS

“Managing Credit Risk in the Electricity Market”, Ellen Lapson and Denise Furey, chapter 21
in Managing Energy Price Risk, 4™ Edition, Vincent Kaminski ed., Risk Publications, London,
2016.

“Standard Market Design: Credit of Some Sectors Will Be Affected by SMI”, Ellen Lapson.
Chapter in: Electric & Natural Gas Business: Understanding It, 2003 and Beyond, Robert E. Willett
ed., Financial Communications Company, Houston, TX, 2003.
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Energy Modeling and the Management of Uncertainty, Robert Jameson ed., Risk Publications,
London, 1999. “Managing Risks Through Contract Technology: Know Your Counterparty”,
Ellen Lapson, pp 154-155.

“Managing Credit Risk in the Electricity Market”, Ellen Lapson (pp 281-291). Chapter in: The
US Power Matket: Restructuring and Risk Management, Robert Jameson ed., Risk Publications,
London, 1997.

Deregulation of the Electric Utility Industry — Proceedings of the AIMR Seminar; ed. AIMR
(CFA Institute), Charlottesville, VA, 1997. Speaker 3: E. Lapson.
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Credit Rating Correspondences
Long-Term Ratings

Moody's Fitch and S&P

Investment Grade

Aaa AAA
Aal AA+
Aa2 AA
Aa3 AA-
Al A+
A2 A
A3 A-
Baal BBB+
BaaZ2 BBB
Baa3 BBB-
Not Investment Grade
Bal BB+
Ba2 BB
Ba3 BB-
B1 B+
B2 B
B3 B-
Caal CCC+
Caa2 CCC
Caa3 CCC-
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11/28/2017 Moody’s places SCANA and SCE&G on review for downgrade

Page 1 of 3

Aboul Moody's  { Carsers | Regutalory Affairs I Terms of Use | ConteciUs
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Rafing Action: Moody's places SCANA and SCE8G on review for downgrade

Global Credit Research - 04 Nov 2047

Approximately $8.5 billien of debt and credit facilities affected

New York, November 01, 2017 — Moady's Investors Sesvice {(Moody's) placed the ratings of South Caralina Eleciric & Gas Company
{SCE&G, Baa2) and its parent company SCANA Corporation (SCANA, Baa3) on reviaw for downgrade, The review is prompled by the
escalaling political and regulatory contentiousness thal has developed following the organizatien's decision ta cease canstruction of the V.C.

Summer new nuciear units 2 and 2. The review will primarily focus on the impact of ongoing proceedings hefore the Public Service
Commisslon of South Carolina (SGPSC).

RATINGS RATICNALE
The intensity of the political and regulatory backlash: following SCE&G's and SCANA’s declsion to abanden construchion of the V.C. Summer
units and fo evantually seek recovery under the state's credit supportive Base Load Review Act (BLRA) has been much greater than our

Initial expectations. The review for dovngrade recognizes the pelential deferioration in credit quality that could occur If some of the more
puritive positions that have been put ferlh by law makers, and the South Carolina Cffice of Regulatory Siaff {ORS), were ta ba implemented.

\We still believa it is possible 1o achieve a balanced regulatory ouicoma that could allew SCE&G to move farward and focus on ongoing utility
operatians, while providing some rate relief fo cuslomers, which wouid be supporiive of the company's curent credit quality and ratings.
However, in the current polifically charged environment, where some law makers appaar to be locking fer a means {o ansure rate payers
hear none of tha costs of the abandoned nuclear construction, this scanario ssems more difficult to attain.

The review will focus on the impact of ongeing proceedings before the SCFSC regarding the ORS request for rate refisf. We will also
moniter pending legislative proceedings which appear to be focused on enacling new laws or amendments thal would essenlially undo the
credit supportive elements of the BLRA and refum te a mora traditional rate making framework which would result in lass assured cost
recovery.

In Saptember, ORS requested thal the SCPSC issue an ordar immediately suspending all rates SCE&G is collecting in conjunction with the
V.. Summer construction project under the BLRA; and if the BLRA is found te be uncenstitutional or is amended or revoked, to require the
ulility to provide credils or make refunds to cuslomers, In October, ORS amended ils request fo add that the SCPSC also consider the most
prudent manner for SCE&G o enable its customers to realize the vajue of the monelized Toshiba Corperation guarantee payment. SCE&G
has filed a motion to dismiss the ORS request. A procedural schedule has been established and a hearing dale sel for December 12, 2017,
From a credit perspective, when considering that SCE&G is ne lenger expesed to ihe construction, exacution and concenlration risks of
bullding a large complex nuclear project, and given previous credit supportive regulatory decisions, the companies'’ ratings are currently
relativeiy well positioned. However, the political and regulalory environmant has bacome less prediclable and seme of these proposals, i
adopted, could meaningfully waaken fulurs financial performanca.

Specifically, if the ORS recommendations ware to be adopled, lhere weuld be a significant reduction in eash fiow and a meaningful impact
on credit metrics, For example, we astimate the companies’ ratios of cash flew from operations excluding changes in working capital (GFO
Jpre-WC) to debt, which are cumently in the high-teens fo twenty percent rangs, could mave to the mid-to-low teens range. |n addition,
implementation of the ORS recommendation could lead lo a substanlial asset impairment, which in some dawnside scenarios, could resultin
a covenant violation under the companies credit facilifies, restricling Their access to iquidity. In light of the increased regulatery and political
uncertainty, the rasulting matrics would likely no longer be appropriate for the companies’ current ratings.
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..kssuer: SCANA Corperalian

...0utlook, Changed To Rating Under Review From Negaiiva
.Issuer: South Carclina Electric & Cas Company
....0utlook, Changed To Rating Linder Review From Megalive

The principal snethodology usad In these ratings was Regulated Electric and Gas Utilities published in June 2017. Please see the Raling
Methodologies page on www.maodys.com for a copy of this methodotogy.

The naw V.C. Summer Units 2 and 3 are two Weslinghouse AP$080 nuclear units (approximately 1,100 MWs each) that had bsen under
conslruction al SCE&G's existing VC Summer plant site. SCE&G owns 55% cof the naw units, with the remaining 45% owned by Santee
Cooper,

REGULATCRY DISCLOSURES

For ralings issued on a program, series or category/class of debl, {his announcement provides certain regulatory disclosures In refation to
each rating of a subsaquently lssued bond or note of the same series or catsgery/class of debt or pursuant te a pragram for which tha
ralings are derived exclusively from existing ratings in accordance with Moody's rating practices. For ratings issued on a support provider,
s announcement provides cerlain reguiatory disclosures in ralation fo the oredit rating aciion on the support providar and in refation to
each parficular credit rating action for securities that derive their credil ratings from the support providar's credif rating, For provisional
ratings, this annauncemant provides cerlain regulatory disclosures in relation to the provisional rating assigned, and in relation to a definitive
rating that may be assigned subsequent to the final issuance of the debt, in each cass where the transaction siricture and terms have not
changed prior to the assignment of the definitive rating in a manner that would have affected the rating. For further informatien please see
the ratings tab on the Issuerfentity page for the respective Issuer on wavw.moodys.com.

For any affected securities or rated enlities receiving direct credit support from the primary entity(ies) of this credil rating action, and whese
ratings may change as a result of {his credit rating action, the assodsiad regulatory disclosures will be those of the guarantor enlily.
Excaplions to this approach exist for the following disclosures, if applicabla to jurisdiction: Ansillary Services, Disclosure fo rated entity,
Disclosure from rated enlity.

Regulatory dischosuras contalned in this press ralease apply to the credit rafing and, if applicable, the related rating oullook er raling review.

Please see www.moodys.com fer any updates on changes to the lead rating analyst and to the Moody's legal entity that has issued lhe
raling.

Pleasa see the ratings lab on tha issuerfentity page on www.moodys.com for addiional regulatory disclasures far each credit rating.
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GREDIT RATINGS ISSUED BY MOODY'S INVESTORS BERVICE, ING. AND IT5 RATINGS AFFILIATES {“MIS") ARE MOODY'S CURRENT
OPINIKONS OF THE RELATIVE FUTURE GREDLT RiSK OF ENTITIES, CREDMT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURIFES, AND
MOODY'S PUBLICATIONS MAY INCLUDE MOOIFY'S CURRENT CPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEST OR DEBT-LIKE SECURITIES, MOODY'S PDEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS
CONTRAGTUAL, FINANGIAL OBLIGATIONS AS THEY COME DUE ANR ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT.
CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO; LIQUIDITY RISK, MARKET VALUE RISK, OR
PRICE VOLATILITY. CREDIT RATINGS AND MOGDY'S OPNIONS INCLUDED IN MCODY'S PUBLICATIONS ARE NOT STATEMENTS OF
CURRENT OR HISTORICAL FACT. MGODY’S PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MCDEL-BASED ESTIMATES OF CREDIT
RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY'S ANALYTICS, INC. CREDIT RATINGS AND MOODY'S
PUBLICATIONS DO NOT GONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND MOODY™S
PUELICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SFEiL, OR HOLD PARTICULAR SEGURITIES.
ANEITHER CREDIT RATINGS NOR MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR
INVESTOR, MOODY'S §$SUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S PUBLICATIONS WITH THE EXPECTATION AND
UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE GARE, MAKE 1T5 OWN STUDY AND EVALUATION CF EACH SECURITY THAT IS
UNDER CONSIZERATION FOR PURCHASE, HOLDING, CR SALE,

MOODY'S CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAK. INVESTORS AND |T WOULD BE
RECKLESS AND INAPEROPRIATE FOR RETAIL INVESTORS T4 USE MOODY'S GREDIT RATINGS OR #Q0DY'S PUBLICATIONS WHEN MAKING
AN INVESTMENT DECISION. IF IN DOUBT ¥OU SHOULD CONTAGT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INGLUBING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH
INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REFACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
RECISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUGH PURPOSE, IN WHOLE OR I PART, IN ANY FORM OR
MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSGN WITHOUT MCODY'S PRIOR WRITTEN COMSENT.

Alt information contained herein {s abiained by MOODY'S from sources belfisved by It io be accurate and rellable. Bacause of ihe possibilily of human or
mechanical arror as wel as other faclars, hawaver, all informalion contained herein is provided “AS |S™ wilhout warranty of any Xind. MCODY'S adopts all
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r v &0 1hal the inf {ion it uses in assigning a credi rating is of sufficiant quality and from sourcas MOODY'S considers to be refliable
including, when appropriste, independent third-party sources, However, MOODY'S I3 nol an auditor and cannel in every Instance independently verify or
validale information raceived in tha rating process of in praparing the Moody's publications,

To the exient permiited by law, MOODY'S and Iis direclors, afficers, empleyess, agents, rep tati lcensers and suppliers disclaim Iakility to any
parson ar enlity for any idirect, spacial, consequential, or incidentdl lossas or damages wheiseavar arising from or in conneclion with the informalion
contained herel or Ihe use of or Inabllity Lo use any such informalien, even if MOCLN'S or any of Its direclors, officers, employees, agents,
represeniativas, licensors or suppilers is advised In advance of the possibilily of such Insses or damages, Insluding but not iimited to: {) any loss of
prasent or prospactiva profits or (b) any loss 6r damage arising whare [he relavanl financinl instrumant is not the subjedt of a parficular eradi rafing
assigned by MOODY'S,

Ta the extent permitted by law, MOCDY'S and Us dirsclors, officers, employees, agents, raprasenialives, ficensars and suppliers disclaim Habiftty for any
direct o compensalory fasses or damages caused to any person of entily, ncluding bul niot mited fo by any neglgense (bul excluding fraud, wilfid
miscondugl or any olhiar fype of liabllity thal, for the avaidancs of doubl, by law cannot ba excluded) on the parl of, or any tantingancy within or bayond
the controf of, MOODY'S or any of its directors, officars, employess, agenls, Tef Hatives, ficensors or suppliers, arising from or In connaction wilk the
Infarmation contained hereln of lhe use of or inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE AGCCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY
BARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINJON R INFORMATION {S GIVEN OR MADE BY MOODY'S IN ANY FORM OR
MANNER WHATSOEVER.

Moody's Investors Service, Inc., a whelly-cwned cradit rating agency subsidiary of Moody’s Corporation (MGO"), heraby disclosas thal moslissuers of
debt securities {including terporals and municipal bends, debentures, notes and commerclal paper) and praferred steck rated by Moady's Investors
Senviee, inc, have, prior lo asslunment of any raling, agreed lo pay lo Moody's Inveslors Serviee, liic. for appralsal and rating services rendered by il fees
ranging from §1,500 to approximately $2,600,000. MCO and MIS alse mainlain policies and protedures fo address the indapendance of MIS's raiings
and rating a7 Information r certaln affilistions thal may exisl betwsen directors of MCO and rated eniflles, end between entitles whe held
ralings from MIS and have alse publicly reporiad lo lha SEG an ownarship inlersst in MCO of mare than 6%, is posled annually at vanw.moadys,com
under the heading “Investor Relations — Coiporale Govemnance — Director and Sharehotder Afiliation Poliey.”
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Additional lerms fer Australia anly: Any publication into Australia ¢f this dacument is pursuanl le lhe Austzafian Financizl Services License of MOODY'S
afilliate, Mocdy's Investars Service Pty imited ABN 61 C03 399 557AFSL 336969 and/or Moody's Analylics Austrafia Ply Ltd ABN 84 105 136 972 AFSL
383584 (as appiicabla), This document is intended te be provided only o *wholesals clients” within the meaning of seclion 781G of the Corporaliens Acl
2001. By conlinuing tc access this t fram within Ausiralia, you rep ta MOODY'S that you are, of ars accesing the document as 5
represenialive of, a "wholesale client” and that nefther you nor the eniily you represent wil direcily or Indirectly yate this d b or fts

10 “ratai] clisats® wilhin tha meaping of saclion 761G of the Corporations Act 2001, MOODY'S credii rating is an opinion as to lhe creditworthiness of a
debi obligation of the Issuer, not on the aquity securities of the issuer or any form of security that |s availabla to retall investors. H would ba rackless anc
inappropiiate for retall | ta uss MODDY'S credil ratings or publications when making an investment decisfon. If in doubt you should cenlact your
financial or ather profassional adviser,

Additionat terms for Japan only: Moody's Japan K.I( CMJKK? I3 a wholly-owned credil rating agency subsidiary of Moody's Group Japan G.K,, which is
viholly-owned by Maody's Ovérseas Holdings Ine., awhelly-owned subsidiacy of MCO. Meody's SF Japan iCK. (‘MSFJ) is a whally-ovned eredil rating
agency subsldiary of MJKK. MSFJ is nol a Nationally f ized | Raling O lion ("NRSROY). Therefors, credi ralings assigned by MSFJ
ara Mon-NRERO Credit Ratings. Non-NRSRC Credd Ratings aré assigned by an enlity thal is not a NRSRO and, consaquenily, he rated ebligation wil
net qualify for certaln lypes of ireaiment under LS. laws. MK and MSFJ ane eredit raling agencies registered with the Japan Financial Services
Agency and fheir regisiralion numbers are FSA Commissioner {Raings) No. 2 and 3 raspactively,

MJKK or MSFJ {as applicable) nereby disclose that most Jssuers of debt securilles (including corporale and municipal bonds, <lebentures, roles and
commarcial paper) and preferred slock raled by MJKK or MSFJ {as applicable} have, prior t assignment of any sallng, agreed lo pay 1o MJKK or MSFJ
{as applicabis) for appraisal and raling servicss randerad by it fees ranging from JPY200,000 to approximately JPY350,000,000.
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SCANA Corp. And Subsidiaries Downgraded To
'BBB' On Adverse Regulatory Developments And
Placed On Watch Negative

QOverview

* The current level of the customer rates of Scuth Carolina Electric & Gas
Co., SCANA Corp.'s largest operating subsidiary, are in jeopardy because
of the company's abandonment of two nuclear units it was building.

* We are lowering our ratings one notch on SCANA and subsidiaries South
Carolina Electric & Gas Co. (SCE&G) and Public Service Co. of North
Carolina Inc. (PSNC), including the issuer credit ratings to 'BBB' from
'BBB+', due to adverse regulatory developments in South Carolina that
have weakened the consolidated business risk profile.

* We are placing the ratings on CreditWatch with negative implications.

* We also revised our stand-alone credit profile (SACP) on SCE&G downward
to "bbb’ from ‘'bbb+’.

* The negative CreditWatch listing indicates potentially lower ratings
depending on the regulatory and legislative responses to the company’'s
efforts to recover the abandoned investment,

* If rates are lowered by the South Carolina Public Service Commission
{(8CPSC), an additional one- or two-notch downgrade is possible in the
near term.

* We could downgrade the ratings further if the SCPSC orders large rate
refunds or credits, or if the Scouth Carolina legislature retroactively
changes the law that underpins our expectation of substantial recovery of
the nuclear plant investment.

Rating Action

On Sept. 29, 2017, S&P Global Ratings lowered its ratings one notch on SCANA
Corp. and subsidiaries South Carolina Electric & Gas Co. (SCE&G) and Public
Service Co. of North Carolina Inc. (PSNC), including the issuver credit ratings
(ECR) to 'BBR' from 'BBB+', and placed them on CreditWatch with negative
implications.

G 10 O 9bed - 3-G0E-L10Z #19M00Q - 0SdDS - Wd 1€:9 £ 1squiedeq 102 - T4 ATIVIINOYLDT 1T

We also revised our assessment of the consclidated business risk profile to
strong from excellent. At the same time, we revised our stand-alone credit
profile (8ACP) on SCE&G downward to 'bbb' from 'bbb+' based on a revised
business risk assessment.
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Rationale

The South Carolina Office of Regulatory Staff (ORS), an independent state
agency that represents the public interest before the South Carcolina Public
Service Commission (SCPSC), the courts, and the legislature, has petitioned
the commission to roll back rates authorized for SCE&G related to the
construction of the now-abandoned Summer nuclear Units 3 and 4. Tf adopted by
the SCPSC, which has already appointed a hearing officer and asked for an
expedited schedule for the docket, the petition could result in a $445 million
rate decrease, A rate decrease of that magnitude would weaken credit metrics
to a degree that would likely lead to a further ratings downgrade of up to two
notches.

The ORS, the executive director of which is appointed by the legislature, is
also asking the PSC to consider ordering refunds or rate credits for all
previously collected Summer-related monies if the legislature repeals or
amends the Base Load Review Act (BLRA) or if a court finds it to be
unconstitutional. The BLRA is the state law that provided for the collection
of the financing costs during Summer construction and other important
provisions that reduced the regulatory risk of the project. The total of all
rates collected for Summer to date is about $1.76 billion.

The ORS cites a recent South Carolina Attorney General (AG) opinion that the
BLRA is "constitutionally suspect" to support its filing. According to the
ORS, the AG's opinion is likely to lead the legislature to change or revoke
the law or that a court will be asked to rule on its constitutionality. The
ORS is also pointing to allegations that SCE&G failed to discliose necessary
information to the PSC that "would have appeared to provide a basis for
challenging prior requests".

Any attempt to retroactively change the BLRA or a SCPSC refund ox rate credit
order could lead to further downgrades depending on the size and pace of the
amounts forwarded to customers.

SCE&G and Santee Cooper have agreements with Westinghouse Electric Co. LLC's
parent company, Toshiba Corp., under which Toshiba will pay the companies $2.3
billion to satisfy all claims for damages assceciated with Westinghouse's
rejection of the Summer engineering, procurement, and construction (EPC)
contract. SCE&G's portion is about $1.2 billion {55% of total). The company
has monetized most of that amount through a third-party bank, which gives the
company over $1 billion of liiquidity as it confronts the possibility of rate
decreases and refunds or credits.

SCANA abandoned construction of the two new nuclear units amid the withdrawal
from the project of its partner, the South Carclina Public Service Authority
{Santee Cooper), and estimates of greater construction costs and delays. The
poor public and political reaction to the decision by the partners has not
reflected well on SCANA management's ability to manage and contain its
regulatory risk, and we have revised our assessment of management and
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governance in our analysis accordingly. As permitted under the BLRA, the legal
framework through which SCANA undertook construction of the new nuclear units,
the company filed last month with the SCPSC to recover $4.9 billion over 60
years at its cost of capital. The BLRA framework contemplates recovery of the
abandoned investment with a return, without specifying the level of the
return. In late 2016, the SCPSC deemed prudent capital costs for the project
up to $7.6 billion.

Liguidity

We assess SCANA's liguidity as adequate to cover its needs over the next 12
months. We expect the company's liquidity sources will exceed uses by 1.1x or
more, the minimum threshold for a designation of adegquate under our criteria,
and that the company will also meet our other requirements for such a
designation. SCANA's liguidity benefits from stable cash flow generation and
availability under its revolving credit facilities.

Other support for our ligquidity assessment includes the company's ability to
absorb high-impact, low-probability events with limited need for refinancing;
its flexibility to lower capital spending; sound bank relationships; solid
standing in credit markets; and generally prudent risk management.

SCANA has a total of about $2 billion under its revolving credit facilities,
the bulk of which matures in 2020, and the $1 billion of proceeds from the
monetization of its Toshiba agreement, although the use of these proceeds is
yet to be determined and is not factored into our assessment of liquidity
below.

Principal liquidity sources:
*» cash funds from operations (FFO) of about $1.5 billion; and
+ $2.0 billion in cash and available credit facilities.

Principal liguidity uses:

* Capital spending of up to $1.4 billion;

s pividends of $365 millicn; and

* pebt maturities of about $885 mililion including amounts outstanding under
the commercial paper program.

CreditWatch

The CreditWatch with negative implications on SCANR and its subsidiaries
reflects our view that the political atmosphere in Scuth Carclina following
the company's decision to abandon Summer construction has worsened and could
result in regulatory and legislative decisions that harm both the business and
financial risk of SCANA. We could lower the ratings on SCANA and its
subsidiaries if Summer-related rates are rescinded. We could further lower
ratings if legal challenges to a rate decrease are unsuccessful, if the SCPSC
orders cash refunds or rate credits for Summer-related costs, if the BLRA is
repealed or changed by the legislature, or if the BLRA is deemed
unconstitutional.
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Ratings Score Snapshot

Corporate Credit Rating: BBB/Watch Neg/R-2

Business risk: Strong

* Country risk: Very low

+ Industry risk: Very low

* Competitive position: Satisfactory

Financial risk: Significant
= Ccash flow/Leverage: Significant

Anchor: bbb

Modifiers

* Diversification/Portfolio effect: Neutral (no impact)
* Capital structure: Neutral (no impact)

¢ Financial policy: Neutral (no impact)

* Liquidity: Adeqguate (no impact)

+ Management and governance: Fair (ro impact)

* Comparable rating analysis: Neutral (no impact)

Stand-alone credit profile: bbb
* Group credit profile: bbb

Issue Ratings

Capital structure

SCANA's capital structure consists of about $2 billion of unsecured debt
issued by SCANA and $5.8 billion of debt issuved by its subsidiaries.

Analytical conclusions

* The unsecured debt at SCANA is rated one notch below the issuer credit
rating because it ranks behind a significant amount of debt issued by

subsidiaries in the capital structure.

+ Secured debt at SCE&G benefits from a first-priority lien on
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And Placed On Watch Negative
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substantially all of the utility’s real property owned or subsequently
acquired. Collateral provides coverage of more than 1.5x, supporting a
recovery rating of ’'1+' and an issue rating two notches above the issuer

credit rating.

* Unsecurad debt at the utility subsidiaries is rated the same as the

issuer credit rating in accordance with criteria.

Related Criteria

« Criteria - Corporates - General: Reflecting Subordination Risk In

WWW.STANDARDANDFOORS.COM/RATINGSDIRECT
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Research Update: SCANA Corp. And Subsidiaries Downgraded To 'BBB' On Adverse Regulatory Developments

Corporate Issue Ratings, Sept. 21, 2017
+ General Criteria: Methodology For Linking Long-Term And Short-Term Ratings

, April 7, 2017

And Placed On Watch Negative

* Criteria -~ Corporates - General: Methodology And Assumptions: Liquidity
Descriptors For Global Corporate Issuers, Dec. 16, 2014
* Criteria - Corporates - General: Corporate Methodology: Ratios And

Adjustments, Nov. 19, 2013

* Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013
* Criteria - Corporates — Utilities: Key Credit Factors For The Regulated

Utilities Industry, Nov. 19, 2013

* General Criteria: Methodology: Industry Risk, Nov. 19, 2013
* General Criteria: Group Rating Methodology, Nov. 19, 2013
* General Criteria: Country Risk Assessment Methodology And Assumptions,

Nov. 19, 2013

* Criteria - Corporates - Utilities: Collateral Coverage And Issue Notching
Rules For ‘1+' And 'l' Recovery Ratings On Senior Bonds Secured By
Utility Real Property, Feb. 14, 2013

* General Criteria: Methodology: Management And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

* General Criteria: Use Of CreditWatch And Outlooks,
* Criteria - Insurance - General: Hybrid Capital Handbook:

Bdition, Sept. 15, 2008

Ratings List

Downgraded; CreditWatch/Outlook Action;

SCANA Corp.
South Carolina Electric & Gas Co.

To

Public Service Co. of North Carolina Inc.

Corporate Credit Rating

Ratings Affirmed; CreditWatch Action

South Carolina Fuel Co.
Corporate Credit Rating
Commercial Paper

SCBNA Corp.
Commercial Paper

Public Service Co. of North carolina
Commercial Paper

South Carolina Electric & Gas Co.
Commercial Paper

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT

BBB/Watch Neg/A-2

T0

——/Watch Neg/A-2

A-2/Watch Neg

A~2/Watch Neg
Inc.

A-2/Watch Neg

A-2/Watch Ney

Sept.

14, 2009
September 2008

From

BRBB+/Developing/
A-2

From
A-2

A-2

A-2
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Researeh Update: SCANA Corp. And Subsidiaries Downgraded To 'BBB' On Adverse Regulatory Developments
And Placed On Watch Negative

Downgraded; CreditWatch Action

To From
SCANA Corp.
Senior Unsecured BBB-/Watch Neg BBB
Junior Subordinated BB+/Watch Neg BBB-

Publie Service Co. of North Carolina Inc.
Senior Unsecured BBB/Watch Neg BBB+

Downgraded; CreditWatch Action; Recovery Unchanged

To From
South Carolina Electric & Gas Co.
Senior Secured A-/Watch Neg A
Recovery Rating i+ 1+
Preferred Stock BB+/Watch Neg BBB-

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subsecribers of
RatingsDirect at www.globalcreditportal.com and at www.spcapitalig.com. AlL
ratings affected by this rating action can be found on the 5&P Global Ratings'
public website at www.standardandpoors.com. Use the Ratings search box located
in the left columa. ‘

WWW.STANDARDANDPOORS, COM/RATINGSDIRECT SEPTEMBER 29, 2017 7
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Copyright © 2017 by Standard & Poor’s Financial Services LLC. All rights reserved.

No conitent {including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part
thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval
system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates {collectively, 5&P}. The Content shall not be
used for any unlawful or unauthorized purposes. S&F and any third-party providers, as well as their directors, officers, sharehoiders, employees or
agents {collectively S&P Parties} do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not
responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for
the security or maintenance of any data input by the user. The Content is provided on an "as is" basis, S&P PARTIES DISCLAIM ANY AND ALL
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR
A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no
event shail S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential
damages, costs, expenses, legal fees, or losses (inciuding, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are staternents of opinion as of the date they are expressed and
not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions {described below) are not recommendations to purchase,
hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security, S&P assumes ro obligation to
update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skili, judgment
and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&F does
not act as a iduciary or an investment advisor except where registered as such. While S&F has obtained information from scurces it believes to be
relizble, S&P does not perforrn ar: audit and undertakes no duty of due diligence or independent verification of any information it receives.

To the extent that regulatory anthorities allow a rating agency to acknowledge in one jurisdiction a rafing issued in ancther jurisdiction for certain
regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P
Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any
damage alleged tc have been suffered or: account thereof,

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective
activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established
policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process,

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P
reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,

www standardandpoors.com (free of charge}, and www.ratingsdirect.com and www.globaloreditportal.com (subscription) and www.spcapitaliq.com
{subseription) and may be distributed through other means, inctuding via S&P publications and third-party redistributors. Additional information
about cur ratings fees is available at www.standardandpoors.com/usratingsfees.

STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor's Financial Services LLC.

WWW.STANDARDANDPOORS,COM/RATINGSDIRECT SEPTEMBER 29, 2017 8
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912912017 [ Press Release } Fitch Downgrades SCANA fo 'BB+ / SCE&G to 'BBB-'; Negative Waich Maintained

FitchRatings

Fitch Downgrades SCANA to 'BB+'/ SCE&G to 'BBB-" Negative Watch Maintained

Filch Ratings-New York-29 September 2017: Fitch Ratings has downgraded the Long-Term Issuer Default Ratings (IDRs) of South
Carolina Electric and Gas Co {SCE&G) and its parent SCANA Corp. {SCANA) by one nofch to 'BBB-' and 'BB+', respectively. Fitch
also downgraded the ratings of Public Service Company of North Carolina (PSNC) by one notch, to 'BBBE-, given the rating linkage
with its parent, SCANA. Concurrently, the Short-Term IDRs of SCE&G, PSNC and South Carolina Fuel Company were
downgraded to 'F3' from 'F2' while the Shori-Term IDR of SCANA was downgraded {o 'B' from 'F3". The downgrade reflecis the
intense legislative and regulatory scruliny of the abandoned units 2 and 3 of the V.C. Summer nuclear plant and recent comments
by the South Carolina Attorney General that question the constitutionality of the Baseload Review Act (BLRA). A full fist of ratings
actions is listed at the end of this release.

Fitch is concermned with the sharp delerioration in the legislative and regulatory envirenment in South Carolina. There is a
significant risk that SCE&G may have o cease coltection of revenues related to the new nuclear units, as pelitioned by the Office
of the Regulatory Staff {ORS) ta the SC Public Service Commission (PSC) until the legal issues regarding the BLRA are resolved.
Fitch could consider additional negative rating actions if the BLRA were to be found unconstitutional and material refunds required.
The Raling Watch Negative primarily reflects the risk that adverse regulatory orders could lead fo restricted liquidity, constrained
capital access and incremental debf issuance that alters the structural priority of debt levels, Fitch expects to resolve the Rating
Watch once better visibility is obtained regarding the PSC order on the ORS petition as well as the liquidity and financing strategy
at both SCANA and SCE&G.

KEY RATING DRIVERS

Deterioration of the Regulatory and Legislative Environment: The rating downgrade primarily reflects the severe deterioration in
the legislative and regulatory construct in 8C in recent days. The filing by the ORS seeking immediate suspension of revenues
related to the new nuclear units as approved under the BLRA and possible refund of all revenues collected to date exempiifies the
challenging envircnment. The Housa and Senate-ted committees are critically reviewing the path of the failed project. In addition,
criminal investigation into SCANA's management of the project and SC Attorney General's adverse evaluation of the
constitutionality of the BLRA renders negotiation of a setflement for the recovery of the stranded costs impossible, in Fitch's view.
Legal battles are expected to establish constitutionality of the BLRA, which will lead to a protracted period of uncertainfy.

Potential Suspension of BLRA-Related Revenues: The BLRA-related revenues have heen crucial to SCE&G maintaining credit
meirics consistent with an investment-grade rating during the nuclear construction period. They represent roughly one third of
SCE&G's estimated EBITDA for 2017 and the primary source of funds te start repayment of the construction-related debt incurred
in recent years. Suspension of $445 million of BLRA-related revenues would lead to approximately 200bps deterioration in
adjusted debt / EBITDAR metrics, which were at 4.5x as of June 30, 2017. While not part of Fitch's base case scenario, any
permanent loss of BLRA-related revenues and associated write-offs would materially impair SCE&G's financial health, leading to
multi-notch rating downgrades for SCE&G and SCANA depending on the repayment mechanisms and financing opticns available
to them. In absolutely the worst-case scenario, if SCE&G is asked to refund to customers the $1.8 billion collected to date under
the BLRA and all stranded assels are disallowed, the financial viability of the companies could be threatened.

Tax Offsets and Toshiba Guarantee: Tax deductions and the guarantee payments by Toshiba Corp are the most significant source
of financial relief available to SCE&G and ratepayers. Management estimates that tax deductions for stranded coslts and research
and development at about $2 billion while payments due under the Toshiba guarantee were set at $1.192 billion. Recent
announcement of the monelization of the settlement payments from Toshiba alleviates the collection risks stemming from its weak
financial condition and the extended payment terms. Allocation of $1.1 billion of proceeds to reduce short-term borrowings can
improve SCE&G's liquidity position and reduce financial leverage by about 0.5x.

Financial Pelicy and Capital Structure: Management's financial policy, including targeted leverage and allocation of capital, will also
be key rating drivers going forward. The parameters set for SCE&G's and SCANA's IDRs incorporated significant latitude for
[everage metrics to exceed levels commensurate with the rafings during the peak construction period. The loss of BLRA-related
revenues would significanily curtail SCE&G's and SCANA's ability to generate FCF over the medium term. A more adverse
outcome, including the permanert loss of any future BLRA-related revenues and write-off of all stranded assets, could
permanently impair the balance sheet and FCF generation, constrain access to capital markets and materially impact the credit
profile.

DERIVATION SUMMARY

hitps:iwww.fitchratings.com/site/pr/ 1029988 115
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SCE&G is a vertically integrated regulated utility company operating exclusively in South Carolina. SCE&G's credit profile is
censtrained by the heightened regulatory and legislative risk related to the abandonment of its nuclear expansion project. SCE&G
has a smaller scale and balance sheet than Georgia Power Company (A/Negative Watch), whe undertook similar new nuclear
coensfruction risk. SCE&G and Dayton Power & Light Company (DP&L) (BB+/Negative} both operate regulaied assets with
evolving regulatory constructs. SCE&G's IDR is one notch above that of DP&L, despite slightly weaker credit metrics, as DP&L's
ratings are consfrained by those of its parent DPL, Inc {B+/Negative).

SCANA is weakly positioned compared to IPALCO Enterprises, Inc.'s {(BB-+/Stable), given the more constructive and predictable
regulatory environment of IPALCO's subsidiary, Indiana Power and Light Company (BBB-/Stable). [PALCO's greater earnings and
cash flow visibility more than offset its higher proportion of parent-level debt. SCANA has a favorable business profile as compared
to DPL, Inc (B+/Negative) given ifs predominant regulated operations. DPL is currently in the process of transifiening DP&L's
generation assets to a non-regulated subsidiary and is exposed to commodity risk on those generation assets. However, Ohio's
regulatory construct, while still in transition, is more constructive than what is playing out in South Carclina, In addition, Ohio
regulators continue to demonstrate a willingness to take actions to protect the financial integrity of its utilities,

Fitch focuses on operational ties between SCANA, SCE&G and PSNC in assessing the rafing linkage between them, in
accordance with its criteria for subsidiaries with stronger credit profiles than their parents. Fitch assesses the operational ties as
strong given the shared management and cenfralized freasury operations. In addition, SCE&G generates the majority of SCANA's
earnings while PSNC relies on equity infusions from SCANA to implement its expansion program. As a result, Fitch currently rates
SCE&G and PSNC one-notch above SCANA.

KEY ASSUMPTIONS

Fitch's key assumptions within cur rafing case for the issuer include:

-- Abandonment of V.C. Summer units 2 and 3 with net stranded costs of about $2.2 billion. No write-down of regulatory assets
over the forecast peried;

— Cessation of collection of all BLRA-related revenues until the legal challenges {o the BLRA are resalved (through 2019 on a
conservative basis);

— Monetization of Toshiba guaranly setilement payments for $1.016 billicn in Sept. 2017 and receipt of $82.5 million in Oct, 2017;
— A wide range of regulatory outcomes to the petition to abandon the nuclear project were considered, including significant write-
downs of stranded assets and rebate of the Toshiba guaranty settlement to ratepayers in 2018-2019;

— No base rate case filings and no material change to the 10.25% base authorized ROE.

RATING SENSITIVITIES

RATING SENSITIVITIES FOR SCANA

Positive Rating Action; The ratings could he stabilized if rate recovery mechanism authorized by the PSC for the stranded V.C.
Sumimer expansion project and management's financial policy result in SCANA's adjusted debt/EBITDAR stabilizing at/or below
5.5x. Positive rating actions could be considered if risks related to the new nuclear construction project are resolved and adjusted
debt/EBITDAR can be maintained at/or below 4.6x.

Negative Rating Action: Future developments that may, individually or colfectively, lead to a negative rating action include:
—Availability under committed liquidity facililies and anticipated intemally generated cash flows falling short of expected obligations
due in the next 12-18 months;

~Unfavorable terms for the recovery of siranded costs andfor material unreccoverable costs;

—Adjusted debt/EBITDAR consistently and materially exceeding 5.5x;

--Shareholder-frigndly initiatives, especially when combined with adverse regulatory outcome to the abandonment filing;
-Ring-fencing provisions that restrict cash inflows from SCE&G to SCANA.

RATING SENSITIVITIES FOR SCE&G

Positive Rating Action; The ratings could be affirmed if rate recovery mechanism authorized by the PSC for the stranded V.C.
Summer expansion project and management's financial policy result in SCE&G's adjusted debt/EBITDAR stahilizing at or below
5.0x. Positive rating actions could be considered if risks related to the new nuclear construction project are resolved and adjusted
debt/EBITDAR can be maintained at or below 4.0x. Fitch could widen the rating differential between the 1DRs of SCERG and
SCANA if strong ring-fencing provisicns were enacted.

Negative Rating Action: Future developments that may, individually or collectively, lead to a negative rating action include:
--Availability under commitied iguidity facilities and anticipated internally generated cash flows falling short of expected obligations
due in the next 12-18 months.

--Unfavorable terms for the recovery of stranded costs, and/or material unrecoverable costs;

hitps:/Awww.fitchratings.com/sitefpr/ 1029988 245
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—Continued deterioration in the regulatory and legislative environment in South Caroling;
—-Adjusted debt/EBITDAR consistently and materially exceeding 5.0x.

RATING SENSITIVITIES FOR PSNC

Positive Rating Action; PSNC's ratings could be affirmed if SCANA's IDR is stabilized at 'BB+', Positive rating action is predicated
upon a rating upgrade of SCANA given PSNC's rating linkage with its parent. Fitch could widen the rating differential hetween the
IDRs of PSNC and SCANA if strong ring-fencing provisions were enacled.

Negative Rating Action; Given the strength of the credit metrics for the current ratings, a downgrade of parent SCANA below the
current 'BB+' represents the greatest likelihood of a PSNC downgrade. While less likely given the headroom, a downgrade could
also oceur if adjusted debtV/EBITDAR exceeds 5.5x on a sustained basis.

LIQUIDITY

SCANA has adequate financial flexibility, under Fitch’s base case scenario, to meet its obligations ovar the next 12 months without
accessing the capital markets. As of June 30, 2017, SCANA had about $350 million available under its $400 million five-year credit
agreement (expiry in December 2020) while SCE&G had $320 million available under credit agreements totalling $1.4 billion
{mostly expiring in December 2020) and PSNC has full availability under its $200 million line of credit, Consolidated cash balances
were minimal, a frequent cccurrence in the electric utility sector.

Availability under SCANA's and SCE&G's credit facilities at June 30, 2017, is roughly equal o its debt maturities through 2018.
Fitch estimates that SCANA incurred a very modest cash burn since the second quarier and anficipates that SCANA will be
roughly FCF neutral in the next 12 to 18 months, including the less of BLRA-related revenues but excluding any Teshiba-related
rebates. Curtailment of dividend payments could provide up te $30C million of incremental liquidity, if needed. Monetization of the
Toshiba guarantee payments, anrd the scheduled payment on Oct. 1, 2017, will bolster liquidity by $1.1 billicn provided that
mandated customer rebates related to this offset, if any, are spread over a long period of time. As a conservative assumption,
Fitch's base case scenario assumes that Toshiba-related payments are inifially allocated to reduce short-term berrowings but
customer rebates to ratepayers are mandated by the PSC over 2018-2019,

Materially adverse scenarios such as permanent suspensien of BLRA revenues or, in an extreme scenario, requirement for
SCE&G to refund to customers the $1.8 billion coltected to date under the BLRA, could create significant liquidity concerns and
constrain access to capital. The credit agreements require each entity (SCANA, SCE&G and PSNCY) to maintain a debt rafio of no
more than 70%. Fitch estimates that SCANA had a 57% debt ratio and SCE&G had a 53% debt ratio at Juns 30, 2017,

FULL LIST OF RATING ACTIONS
Fitch has downgraded the following ratings and maintained them en Rating Waich Negative.

SCANA Corporation

--Long-term IDR 1o 'BB+ from '8BB-
--Senior Unsecured debt to 'BB+' from 'BBB-;
--Short-term IDR to 'B' from 'F3'.
--Commercial Paper to 'B' from 'F3.

South Carolina Electric & Gas Co.
--L.ong-term IDR to 'BBB-' from 'BBB";

--First Mortgage bonds to 'BBB+' from ‘A
--Senior Unsecured debt to 'BBB' from 'BBB+;
--Short-term IDR {o 'F3' from 'F2';
--Commercial paper to 'F3' from 'F2\

Public Service Company of North Carolina, Inc.
~Long-term |IDR to "BBB-' from 'BBB’;

--Senior Unsecured debt to "BBB' from 'BBB+;
~Short-term DR to 'F3' from 'F2',
--Commercial paper to 'F3' from 'FZ",

South Carolina Fuel Company
--Commercial paper fo 'F3' from 'F2".

Fitch is also assigning a senior unsecured rating to several existing senior unsecured nofes at PSNC that were not included in the
hitps:/iwww.fitchratings.com/site/pr/ 1029988 315
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past.

Contact:

Primary Analyst
Maude Tremblay, CFA
Director
+312-368-3203

70 W Madisson Ave,
Chicago, IL, 66602

Secondary Analyst
Shalini Mahajan, CFA
Managing Director
+212-908-0351

Commitiee Chairperson
Phil Smyth

Senior Director

+212 908-0531

Summary of Financial Statement Adjustments - No financial statement adjustments were made that were material to the rating
rationale outlined above.

Media Relations: Alyssa Castelli, New York, Tel: +1 (212) 808 0540, Email: alyssa.castelli@fitchratings.com,

Additional information is available at www.fitchratings.com. For regulatery purposes in various jurisdictions, the supervisory analyst
named above is deemed to be the primary analyst for this issuer; the principal analyst is deemed to be the sacondary.

Applicable Criteria
Corporate Rating Criteria {pub. 07 Aug 2017} (https:/'www.fitchratings.com/site/re/501296)
Parent and Subsidiary Rating Linkage {pub. 31 Aug 20186) (https:/fwww.fitchratings.com/site/re/886557)

Additional Disclosures

Dedd-Frank Rating Information Disclosure Form (hitps:ffwww.fitchralings .com/site/dodd-frank-disclosure/1029988)
Solicitation Status {(hitps:/iwww fitchratings.com/site/pr/1029988#solicitation)

Endorsement Policy (https:/fiwww.fitchratings.comfregulatory)

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS, PLEASE READ THESE
LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:

HTTPS:/MWWW. FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS
(https:ffwww.fitchratings.com/understandingereditratings). IN ADDITION, RATING DEFINITIONS AND THE TERMS OF USE OF
SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT WWW.FITCHRATINGS.COM
(hitps:/hwwwfitchratings.com). PUBLISHED RATINGS, CRITERIA, AND METHODROLOGIES ARE AVAILABLE FROM THIS SITE
AT ALL TIMES. FITCH'S COBGE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL,
COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF
CONDUCT SECTION OF THIS SITE. DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS ARE AVAILABLE AT
HTTPS!IMWW.FITCHRATINGS.COM/SITE/REGULATORY (https:/iwww. fitchratings.com/site/reguiatary). FITCH MAY HAVE
PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATEDR THIRD PARTIES. DETAILS OF
THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST 1S BASED IN AN EU-REGISTERED ENTITY CAN BE
FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

Copyright © 2017 by Fitch Ratings, Inc., Fitch Ratings Lid. and its subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone: 1-
800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole orin part is prohibited except by
permission. All rights reserved. In issuing and maintaining its ratings and in making other reports {including forecast information),
Fitch relies on factual infformation: it receives from issuers and underwriters and from other scurces Fitch believes to be credible.
Fitch conducts a reasonable investigation of the factual infermation relied upon by it in accerdance with its ratings methodology,
and obtains reascnable verification of that information from independent sources, to the extent such sources are available for a

https:tAwvweafitchratings.com/site/prf 1029988 415
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given security or in a given jurisdiction. The manner of Fitch’s factual investigation and the scope of the third-party verification it
obtains will vary depending on the nalure of the rated security and its issuer, the requirements and practices in the jurisdiction in
which the rated security is offered and sold andfor the issuer is located, the availability and nature of relevant public informaticon,
access to the management of the issuer and its advisers, the availability of pre-existing third-party verifications such as audit
reports, agreed-upon procedures leffers, appraisals, actuarial reports, engineering reports, legal opinions and other reporis
provided by third parties, the avallability of independent and competent third- party verification sources with respect to the
particular security or In the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch’s rafings and reports
should understand that neither an enhanced factual investigation nor any third-party verification can ensure that all of the
infermation Fitch relies on in connection with a rating or a report will be accurate and complete. Ultimately, the issuer and its
advisers are responsible for the accuracy of the information they provide to Fitch and to the market in offering documents and
other reports. In issuing its ratings and its reports, Fitch must rely on the work of experts, including independent auditors with
respect to financial statements and attorneys with respect o legal and tax matters. Further, rafings and forecasts of financial and
other information are inherently forward-looking and embedy assumptions and predictions about future events that by their nature
cannot be verified as facts. As a result, despite any verification of current facts, ratings and forecasts can be affected by future
events or conditions that were not anticipaied at the time a rating or forecast was issued or affirmed.

The information in this report is provided "as is” without any representation or warranty of any kind, and Fitch does not represent or
warrant that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an
opinion as to the creditworthiness of a security. This opinion and reporis made by Fitch are based on established criteria and
methodologies that Fitch is confinuously evaluating and updating. Therefore, ratings and reports are the collective work product of
Fiich and no individual, or group of individuals, is solely responsible for a rating or a report, The rating does nof address the risk of
loss due o risks other than credit risk, unless such risk is spacifically mentioned. Fitch is nof engaged in the offer or sale of any
security. All Fitch repoerts have shared authorship. Individuals identified in a Fitch report wera involved in, but are not solely
responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report providing a Fitch rating
is neither a prospectus nor a substiiute for the information assembled, verified and presented to investors by the issuer and its
agentis in connection with the sale of the securities. Ratings may be changed or withdrawn at any time for any reason in the sole
discrefion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hald
any security. Ratings do not comment on ihe adequacy of market price, the suitability of any security for a particular investor, or
the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers, insurers,
guarantors, other obligors, and underwriters for rating securifies. Such fees generally vary from US$1,000 to US$750,000 {or the
applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or
insured or guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000
to US$1,500,000 {or the applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fiich shall
nat constitule a consent by Fitch to use its name as an expert in connection with any registration statement filed under the United
States secuiities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the securities laws of any
particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fiich research may be available to
electronic subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license
(AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings infermation published
by Fitch is not intended to be used by persons who are retail clients within the meaning of the Corporations Act 2001

Solicitation Status

Fitch Ratings was paid to determine each credit rating announced in this Rating Action Gommentary {RAC) by the obligatory being
rated or the issuer, underwriter, depositor, or sponsor of the security or money market insirument being rated, except for the
following:

Unsolicited Issuers:

2G5 101G obed - 3-G0g-L10Z # }9¥00Q - DSdIS - Wd L£:9 /2 Jequeoeq /10Z - AT 74 ATIVOINOYLOTI 13

Entity/Security ISINICUSIPICOUPON RATE Rating Type Sdlicilation Status

South Carolina Fuel Company USCP 4(2) 144A D - Short Term Rating Unsalicited

Endorsement Policy - Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by
regulated enfities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to credit rating
agencies, can be found on the EU Regulatory Disclosures (htlps:/fiwww.fitchratings.com/regulatory) page. The endorsement status
of all International ratings is provided within the entity summary page for each rated entity and in the transaction detail pages for all
structured finance fransactions on the Fitch website. These disclosures are updated on a daily basis.

httpsiiwww.Nitchratings.com/site/pr/1029988 5/5
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1/8/2018 PG&E Ends 3 Years Under Chapter 11 - [atimes
fLos Allgﬁltﬁ GANLS | srrce corzecmons

+ Back to Original Article

California

PG&E Ends 3 Years Under Chapter 11

The settlement with Bankruptey Court will cost the average customer of the utility $1,300 to §1,700,

April 13, 2004 | From Associated Press

SAN FRANCISCO — Pacific Gas & Electric Co. ended three years under U.S. Bankruptey Court protection Monday, closing an abystnal chapter in California’s
power crisis.

The 99-year-old utility, a unit of PG&FE Corp., disteibuted $10.2 biltion to hundreds of creditors owed since it filed for Chapter 11 on April 6, 2001, near the
height of an electricity debacle marked by rolling blackouts and reeurring market manipulation.

The fallout will add to power bills for years to come.

The rehabilitation is expected to cost PG&F's 4.8 million electrieity eustomers $6.2 billion to $8.2 billion in above-market prices through 2012, That works cut
to about $1,300 to $1,700 per customer.

Although the utility's bankruptey filing is over, the threat of future power problems still looms over California,
Energy experts worry that the state has neither lined up adequate electricity supplies nor adopted the proper market controls to meet rising power demands.
"I think we are more vulnerable than ever," said California Public UGtilities Commissioner Loretta M. Lynch.

PG&E, based in San Francisco, began its bankruptey odyssey with more than $12 billion in debt that piled up as the cost of wholesale electricity soared beyond
the retail prices established urder a state power deregulation plan introduced in 1998,

Bankruptey triggered even more bills, PG&E's legal and professional expenses in the case totaled $412 million through December, the most recent accounting
available. The utility also is responsible for $23.2 million in hills run up by the state PUC during the case.

PGE&E simply was looking out for its best interests, said company spokesman Dan Richard, who added: "I don't think we had any other choice. Our company
was being melted down" as its daily losses surpassed $10 million.

That frend began to reverse shortly after PG&E filed for bankruptey protection as wholesale power prices began to plummet. Through February, the utility had
eatned $4.8 billion on revenue of $30.7 billion since the bankruptey filing,

PGE&E Corp. shareholders saw their stock dive from more than $33 a share in 1999 to less than $7 shortly after the bankruptey filing. But the shares have since
recovered most of their losses: The stock closed at $25.43 on the New York Stock Exchange on Monday, down 45 cents for the day.

PG&E Corp.'s stock rebound assured that the bankruptcy would benefit management. PG&E last year distributed $84 million in bonuses to 17 current and
former executives for sticking through the tough times.

Chairman Robert D. Glynn Jr. was awarded $17 million, and Gordon Smith, who runs the utility unit, received $10 million,

Sharehalders, meanwhile, still aren't receiving cash dividends. The Bankruptcy Court required PG&E Corp. to suspend its quarterly dividend in the first
quarter of 2001. Payments won't be restored until the second half of next year,

By then, the company estimates, its shareholders will have relinquished about $1.7 billion in dividends.

Eﬂﬁ Aﬁgﬂ% Ei—meﬁ Copyright 2018 Los Angeles Times TIndex by Keyword | Index by Date | Privacy Policy | Terms of Service

http:/farticles latimes.com/print’2004/apr/1 3/business/fi-pge13 1M
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Our energy future: bright, reliable, strong

SCANA to join Dominion Energy under
$7.9 billion common stock merger. Including
assumption of debt, total value of $14.6 billion*

Significant benefits for electric customers

« A $1.3 billion cash payment within 90 days of
closing to all customers, worth $1,000 for an average
residential customer.

« A5 percent rate reduction from current levels, equal
to more than $7 a month for a typical residential
customer.

+ More than $1.7 billion write-off of existing new
nuclear project capital and regulatory assets that will
never be collected from customers. This allows for the
elimination of all related customer costs over 20 years
instead of the previously proposed 50-60 years.

« Completion of the $180 million purchase of

natural-gas fired power station at no cost to customers
to fulfill generation needs.

For more information visit
BrighterEnergyFuture.com

*Subject to regulatory and other approvals

Benefits to communities,
employees, shareholders

« Maintain SCE&G headquarters in South
Carolina.

« Funding for $1 million increase in
charitable giving for five years.

« Employment protections for all employees
until 2020.

* Fair treatment for shareholders, including
many local retirees and working families.

Benefits to South Carolina,
North Carolina

« Supportive of economic development.

« Financial strength to back energy
infrastructure growth.

« Ending new nuclear project uncertainty.
« Known partner in Dominion Energy.

« Community and environmental steward.
» Track record of business success.

* Maintenance of “competitive”
energy environment.



Dominion Energy, SCANA Corporation to combine in strategic merger
JANUARY 3, 2018

Dominion Energy, Inc. and SCANA Corporation today announced an agreement
for the companies to combine in a stock-for-stock merger in which SCANA
shareholders would receive 0.6690 shares of Dominion Energy common stock
for each share of SCANA common stock, the equivalent of $55.35 per share, or
about $7.9 billion based on Dominion Energy’s share price at close of trading
Jan. 2, 2018. Including assumption of debt, the value transaction is
approximately $14.6 billion.

It is important to note that this strategic combination is very different than other
deals because the focus is on both immediate and longer term customer benefits
versus a focus on shareholders.

This merger would provide significant benefits to SCANA’s customers and the
communities it serves. It would lock in significant and immediate savings —
including what we believe is the largest utility customer cash payment in history.
Customer benefits

o A $1.3 billion cash payment within 90 days upon completion of the merger
to all customers, worth $1,000 for the average residential electric
customer. Payments would vary based on the amount of electricity used in
the 12 months prior to the merger closing.

o An estimated additional 5 percent rate reduction from current levels, equal
to more than $7 a month for a typical residential customer, resulting from a
$575 million refund of amounts previously collected from customers and
the full savings of lower federal corporate taxes under recently enacted
federal tax reform.

o A more than $1.7 billion write-off of existing V.C. Summer 2 and 3 capital
and regulatory assets, which would never be collected from customers.
This allows for the elimination of all related customer costs over 20 years
instead of over the previously proposed 50-60 years.

o Completion of the $180 million purchase of natural-gas fired power station
(Columbia Energy Center) at no cost to customers to fulfill generation
needs.

Benefits to natural gas customers

o Dominion Energy’s current operations in the Carolinas — the Dominion
Energy Carolina Gas Transmission, Dominion Energy North Carolina and
the Atlantic Coast Pipeline — complement the SCANA’s SCE&G and
PSNC Energy operations.

o Potential for new pipeline expansion to increase access to lower-cost
natural gas supplies.

o Joining one of the nation’s largest and most-efficient natural gas

transmission, distribution and storage operators.




¢ Benefits to communities, employees
o Maintain community presence, local management and SCE&G
headquarters in South Carolina.
$1 million increase in charitable giving for five years.
All employees would have employment protections until 2020.
Fair treatment for shareholders, including many local retirees and working
families.
¢ Benefits to South Carolina and North Carolina
o Supportive of economic development opportunities
» Financial strength to back energy infrastructure growth.
= End of uncertainty over nuclear issues that could impact economic
development.
o Known partner in Dominion Energy
=  Community and environmental steward.
» Track record of business success.
= Strategic combination will allow SCANA to move forward to serve
customers and communities with greater resources.

e BrighterEnergyFuture.com

= Microsite with information about the merger developed for SCANA
customers and communities.
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Rating Action: Moody's changes Dominion Energy's rating outlook to negative
from stable; continues review for downgrade of SCE&G and SCANA

Global Credit Research - 03 Jan 2018

New York, January 03, 2018 -- Moody's Investors Service, ("Moody's") changed Dominion Energy Inc.'s
(Dominion) rating outlook to negative from stable and affirmed its Baa2 senior unsecured rating and P-2 short-
term commercial paper rating. Moody's also continued the review for downgrade of the ratings for both South
Carolina Electric & Gas Company (SCE&G, Baa2 long-term issuer rating) and its parent company SCANA
Corporation (SCANA, Baa3 senior unsecured). For a complete list of all rating changes, see the debt list
below. These actions follow the companies' announced plans to merge in an all-stock transaction.

"Dominion's financial credit ratios will be lower for longer." said Ryan Wobbrock, Vice President -- Senior
Analyst. "The cash flow drag from tax reform, in concert with higher regulatory risks in South Carolina, will
exacerbate Dominion's weak position in the Baa2 rating category."

Dominion announced plans to acquire SCANA in an all-stock transaction which values SCANA at almost $15
billion, comprised of approximately $7.9 billion in equity value and the assumption of around $7 billion of total
consolidated SCANA debt.

In Moody's view, Dominion is attempting to address South Carolina political concerns through various
concessions, including a write-off, as uncollectable, of around $1.7 billion in new nuclear development costs,
$1.3 billion in customer cash payments at closing, and by reducing the average electric customer bill by 5%
(including a $575 million refund). Dominion plans to fund these concessions with mostly equity. Moody's
assumes some debt will also be issued within the SCANA family to partly finance the customer benefits.

The ratings for both SCE&G and SCANA remain on review for possible downgrade. The review will focus on
the reaction of regulators and elected officials in South Carolina, given the escalated contentiousness in the
state. Although it is possible today's merger announcement may ease political and regulatory tension by
enabling rate relief to customers, Moody's believes it will take some time to prove the environment has
permanently returned to a more normal state of long-term credit supportiveness.

Outlook Actions:

..Issuer: Dominion Energy, Inc.

....0utlook, Changed To Negative From Stable

Affirmations:

..Issuer: Dominion Energy, Inc.

.... Commercial Paper, Affirmed P-2

....Junior Subordinated Regular Bond/Debenture, Affirmed Baa3
....Senior Unsecured Regular Bond/Debenture, Affirmed Baa2
....Senior Unsecured Shelf, Affirmed (P)Baa2

..Issuer: Massachusetts Development Finance Agency
....Senior Unsecured Revenue Bonds, Affirmed Baa2

..Issuer: Peninsula Ports Authority of Virginia

....Senior Unsecured Revenue Bonds, Affirmed Baa2

RATINGS RATIONALE
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Dominion's Baa2 senior unsecured rating reflects its sizeable regulated business across the corporate family,
geographic footprint in the Greater Mid-Atlantic / Marcellus & Utica shale formations and the diversity of
regulated revenues between multiple states and the FERC.

The rating also reflects Dominion's high level of parent holding company debt, which was approximately 50%
of total consolidated debt (over $18 billion as of September 2017). For the twelve months ended September
2017, Dominion generated a ratio of cash flow to debt around 12%, which is considered weak for its rating
category.

Moody's estimates that tax reform will negatively impact Dominion's ratio of cash flow to debt by up to 150
basis points over the next two to three years, based on preliminary analysis. Dominion's merger with SCANA,
even with a 100% equity financing scenario, is dilutive to cash flow to debt ratios due to tax reform impacts on
cash flow, the upfront cash payments to SCE&G customers, and the lower cash flow expectations at SCE&G.
For Dominion, Moody's estimates pro-forma consolidated cash flow to debt metrics of around 14% over the
next two years, which is lower than Moody's prior stand-alone expectations.

The review for downgrade of SCE&G and SCANA will focus on the impact of the ongoing proceeding before
the SCPSC regarding the ORS request for rate relief, as well as the proceeding SCE&G will initiate next week
which will include a request for rates to be established in conjunction with the proposed merger. The review will
also consider any proposed modifications to SCE&G and SCANA's capitalization structures or financing plans
that may result as part of the proposed merger and related rate plan. We will also continue to monitor
legislative reactions, and not return to a more traditional rate making framework which would result in less
assured cost recovery.

Outlook

The negative outlook for Dominion reflects the company's consolidated financial profile, which has been weak
since 2012. Moody's expects Dominion to generate a ratio of cash flow to debt below 15% for the next two
years, primarily reflecting a decline in cash flow triggered by tax reform, but also cash payments to South
Carolina customers. In addition, the negative outlook reflects heightened regulatory risk inherent in the South
Carolina political environment until a relationship track record of predictable support can be established.

Factors that Could Lead to an Upgrade

Dominion could be upgraded to Baa1 if cash flow to debt metrics consistently stay over 18% and lower
regulatory risk exists across is utility business. A material improvement in the cash flow generation at SCE&G
could also help Dominion to an upgrade; and reduced capital structure complexity associated with recycling
capital through majority owned financing vehicles.

For SCANA, full resolution of regulatory uncertainty in South Carolina, that supports robust utility cost
recovery, and cash flow to debt metrics in the high-teens percent range could result in an upgrade.

Factors that Could Lead to a Downgrade

Dominion could be downgraded if cash flow to debt remains below 15% on a standalone basis. With the
merger of SCANA, Moody's sees heightened political and regulatory risks, which would also require a higher
financial metric threshold in order to maintain its Baa2 rating. Therefore, Dominion could be downgraded if
there is not a material improvement to its financial position in concert with its ownership of SCANA. In addition,
Dominion's ratings could be pressured downward if the contentious political and regulatory environment in SC
were to escalate or reduce Dominion's financial metrics beyond current expectations.

SCANA could be downgraded if there were to be an increase in the level of regulatory, political, or public
contentiousness relating to the abandonment or other regulatory proceedings. Also, SCANA could be
downgraded if cash flow to debt remains below 15% with ongoing regulatory uncertainty.

The principal methodology used in these ratings was Regulated Electric and Gas Utilities published in June
2017. Please see the Rating Methodologies page on www.moodys.com for a copy of this methodology.

Dominion is a large and diversified energy holding company. Its largest and most important subsidiary is the
regulated electric utility, Virginia Electric and Power Company (A2 stable), but it also owns a myriad of natural
gas pipeline and distribution companies throughout the Midwest and Mid-Atlantic region. Dominion also has
unregulated operations consisting of midstream gas gathering, processing and marketing assets, merchant
nuclear generation and a master limited partnership that is poised to grow significantly through 2020 via
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acquisition of the Dominion-held Cove Point liquefied natural gas terminal ownership interests.

SCANA is a holding company for SCE&G, a vertically integrated electric utility with local gas distribution
operations regulated by the SCPSC; Public Service Company of North Carolina (A3 stable), a local gas
distribution company regulated by the North Carolina Utilities Commission; and SCANA Energy Marketing, Inc.
(SEMI, not rated), a non-regulated gas marketing business in Georgia.

REGULATORY DISCLOSURES

For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the credit rating action on the support
provider and in relation to each particular credit rating action for securities that derive their credit ratings from
the support provider's credit rating. For provisional ratings, this announcement provides certain regulatory
disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that may be
assigned subsequent to the final issuance of the debt, in each case where the transaction structure and terms
have not changed prior to the assignment of the definitive rating in a manner that would have affected the
rating. For further information please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.

For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this
credit rating action, and whose ratings may change as a result of this credit rating action, the associated
regulatory disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following
disclosures, if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated
entity.

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review. The below contact information is provided for information purposes only. Please
see the ratings tab of the issuer page at www.moodys.com, for each of the ratings covered, Moody's
disclosures on the lead rating analyst and the Moody's legal entity that has issued the ratings.

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures
for each credit rating.

Ryan Wobbrock

Vice President - Senior Analyst
Corporate Finance Group
Moody's Investors Service, Inc.
250 Greenwich Street

New York, NY 10007

U.S.A.

JOURNALISTS: 1212 553 0376
Client Service: 1 212 553 1653

Jim Hempstead

MD - Utilities

Corporate Finance Group
JOURNALISTS: 1212 553 0376
Client Service: 1 212 553 1653

Releasing Office:

Moody's Investors Service, Inc.
250 Greenwich Street

New York, NY 10007

US.A.

JOURNALISTS: 1212 553 0376
Client Service: 1 212 553 1653
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© 2018 Moody’s Corporation, Moody’s Investors Service, Inc., Moody’s Analytics, Inc. and/or their licensors and
affiliates (collectively, “MOODY’S”). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS
AFFILIATES (“MIS”) ARE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND
MOODY’S PUBLICATIONS MAY INCLUDE MOODY’S CURRENT OPINIONS OF THE RELATIVE
FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MOODY’S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET
ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED
FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY
OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR
PRICE VOLATILITY. CREDIT RATINGS AND MOODY’S OPINIONS INCLUDED IN MOODY’S
PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY’S
PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT
RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC.
CREDIT RATINGS AND MOODY’S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND MOODY’S PUBLICATIONS
ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD
PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR MOODY’S PUBLICATIONS
COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR.
MOODY’S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY’S PUBLICATIONS WITH THE
EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE
ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.

MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE
MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION.
IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
WITHOUT MOODY’S PRIOR WRITTEN CONSENT.

All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and
reliable. Because of the possibility of human or mechanical error as well as other factors, however, all
information contained herein is provided “AS I1S” without warranty of any kind. MOODY'S adopts all necessary
measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources
MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY’S is not an auditor and cannot in every instance independently verify or validate information received
in the rating process or in preparing the Moody’s publications.

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or
incidental losses or damages whatsoever arising from or in connection with the information contained herein or
the use of or inability to use any such information, even if MOODY’S or any of its directors, officers, employees,
agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage
arising where the relevant financial instrument is not the subject of a particular credit rating assigned by
MOODY’S.

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
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licensors and suppliers disclaim liability for any direct or compensatory losses or damages caused to any
person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any
other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any
contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the
use of or inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER
WHATSOEVER.

Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation
(“MCQ”), hereby discloses that most issuers of debt securities (including corporate and municipal bonds,
debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc. have,
prior to assignment of any rating, agreed to pay to Moody’s Investors Service, Inc. for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS’s ratings and rating processes. Information
regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities
who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more
than 5%, is posted annually at www.moodys.com under the heading “Investor Relations — Corporate
Governance — Director and Shareholder Affiliation Policy.”

Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian
Financial Services License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399
657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as
applicable). This document is intended to be provided only to “wholesale clients” within the meaning of section
761G of the Corporations Act 2001. By continuing to access this document from within Australia, you represent
to MOODY'’S that you are, or are accessing the document as a representative of, a “wholesale client” and that
neither you nor the entity you represent will directly or indirectly disseminate this document or its contents to
“retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an
opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or
any form of security that is available to retail investors. It would be reckless and inappropriate for retail investors
to use MOODY’S credit ratings or publications when making an investment decision. If in doubt you should
contact your financial or other professional adviser.

Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary
of Moody's Group Japan G.K., which is wholly-owned by Moody’s Overseas Holdings Inc., a wholly-owned
subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of
MJKK. MSFJ is not a Nationally Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit
ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment
under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan Financial Services
Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.

MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and
municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or MSFJ (as
applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for
appraisal and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000.

MJKK and MSFJ also maintain policies and procedures to address Japanese requlatory requirements.
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FitchRatings

Fitch Affirms Dominion Energy's IDR at 'BBB+' Following
Proposed SCANA Merger

Fitch Ratings-New York-03 January 2018: Fitch Ratings has affirmed
Dominion Energy, Inc.'s (DEI) Long-Term Issuer Default Rating at 'BBB+' with
a Stable Rating Outlook, following the company's announcement it will merge
with SCANA Corp (SCG) in an all-stock transaction. The ratings and Outlook
of DEI's current subsidiaries are not affected by these rating actions. A
complete list of affected ratings follows at the end of this release.

As proposed, DEI's merger with SCG is expected to be funded with $7.9
billion in equity, implying an enterprise value of $14.6 billion inclusive of SCG
debt. While modestly growing regulated EBITDA, the merger will expand
DEI's southeastern footprint, increase DEI's ratebase by 33%, and regulated
electric and gas customers by 27% and 40%, respectively. SCG subsidiaries,
South Carolina Electric & Gas (SCE&G) and Public Service Company of
North Carolina (PSNC), will add to DEI's current portfolio of regulated entities
which includes electric utility subsidiary, Virginia Electric and Power Co.
(VEPCo) as well as several local gas distribution companies, including Utah-
based Questar Gas Co. In addition to its regulated utilities, DEI has
investments in natural gas pipelines, gathering and processing facilities, a
liquefied natural gas (LNG) export terminal and a moderately sized merchant
portfolio.

DEI's merger with SCG is contingent on various regulatory commitments. The
merger is expected to close in third quarter 2018 after SCG shareholder vote
and requisite regulatory approvals. While the transaction is structured to
resolve SCG's regulatory and legal uncertainty in the aftermath of SCE&G's
cancellation of its V.C. Summer Units 2&3, Fitch acknowledges that complete
remediation of all risks may not be possible. As such, we expect that during
the merger process, DEI will remain disciplined in its willingness to accept
residual risk. Fitch's affirmation of DEI's ratings is based upon the expectation
that DEI will close the transaction under the terms as proposed, including

https://www.fitchratings.com/site/pr/1034683 1/3/2018
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100% equity funding. The merger with SCG is not expected to alter DEI's
commitment to reduce parent level debt to 30%-40% over the next several
years. In addition, DEI is expected to stay within Fitch's previously outlined
FFO-adjusted leverage threshold of 5.0x on a sustained basis, inclusive of
any negative effects from the recently enacted tax reform legislation.

KEY RATING DRIVERS

SCG Expands Regulated Portfolio: DEI's merger with SCG will add two utility
subsidiaries with attractive growth profiles to the company's regulated
footprint. SCG's two gas utility businesses benefit from favorable regulatory
constructs, including weather normalization. The proposed package of
regulatory modifications is expected to eventually return SCE&G to a strong
utility with favorable demographics and regulation.

Diversified Asset Base: DEI| owns a large portfolio of utility, power, midstream
and other energy assets that provides a diversified and stable source of
earnings and cash flow. DEI's financial strength is currently anchored by
VEPCo, a large integrated electric utility. However, VEPCo's percentage of
DEI's earnings and cash flow will decrease over time due to DEl's
significantly expanding gas infrastructure business.

Large Capex Plan: Fitch expects DEI's business risk profile to be elevated for
the next few years, reflecting the construction risks associated with various
large-scale projects, including the Cove Point LNG export facility, which is
currently in the start-up phase. Timely execution of major projects is an
important driver for the expected parent-level debt reduction, given expected
cash flow and in some cases, asset sale proceeds from drops to its affiliated
master limited partnership (MLP), Dominion Energy Midstream Partners
(DM).

Parent-Level Debt: The percentage of DEI parent-level debt is high, reflecting
the prior centralized funding strategy for all subsidiaries and operations
except VEPCo, Dominion Energy Gas Holdings (DEGH) and Questar. DEI-
level debt currently accounts for approximately 50% of consolidated
indebtedness. While there are significant cash flows generated by the DEI
directly held assets, large capital projects have resulted in elevated leverage

https://www.fitchratings.com/site/pr/1034683 1/3/2018
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on both a consolidated and deconsolidated basis. Fitch expects management
to adhere to its stated goal of reducing DEI level debt to 30%-40% of total
indebtedness by 2020.

Financial Profile: Consolidated leverage is high for the rating level but should
gradually improve over the next several years as DEI realizes anticipated
earnings contributions from projects currently under construction and
expected sizeable asset drops to its MLP. As such, FFO lease-adjusted
leverage is expected to improve to at or below 5.0x by 2020 from the recent
6.4x.

DERIVATION SUMMARY

DEIl is weakly positioned in the 'BBB+' rating category, principally as a result
of its high leverage and significant parent-level debt. DEI's financial strength
is currently anchored by VEPCo; however, the utility subsidiary's percentage
of DEI's earnings and cash flow will decrease over time due to DEI's
significant expenditures in various gas infrastructure businesses. Pro forma
for Cove Point, Fitch expects 60%-65% of DEI's EBITDA to come from utility
businesses. This compares less favorably with Southern Company's (SO)
utility EBITDA of 85% and Sempra Energy's (SRE) 80% (pro forma for
recently announced utility acquisition and expected startup of Cameron LNG),
and similar to NextEra Energy Inc.'s (NEE) 65%. In addition to a less
favorable business mix, DEI's forecast FFO-adjusted leverage of
approximately 5.0x is higher than the projected metrics for SO (4.75x-5.0x),
SRE (4.1x-4.6x) and NEE (3.5x-3.75x). DEI-level debt accounts for
approximately 50% of consolidated indebtedness, which is high compared
with the 20%-30% of most of its peers.

KEY ASSUMPTIONS

Fitch's Key Assumptions Within Our Rating Case for the Issuer:
--Completion of the SCG merger on the proposed terms;
--Growth capex will remain elevated through 2019;

--VEPCo's base rates remain frozen through 2019;

--VEPCo annual sales growth of 1%;

https://www.fitchratings.com/site/pr/1034683 1/3/2018
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--Maintenance of VEPCo, DEGH, and Questar's capital structures in line with
regulatory capital structures (approximately 50%);

--Cove Point will enter commercial operations by the end of 2017, or shortly
thereafter;

--Cove Point will be fully dropped into DM by 2020, with significant amount of
proceeds used to reduce DEIl-level debt to 30%-40% of consolidated debt.

RATING SENSITIVITIES

Developments that May, Individually or Collectively, Lead to Positive Rating
Action

--Positive rating action is not expected at this time given the large capital
investment plan and high consolidated leverage. However, ratings could be
upgraded if adjusted debt to EBITDAR falls below 3.5x and FFO lease-
adjusted leverage below 4.25x on a sustainable basis.

Developments that May, Individually or Collectively, Lead to Negative Rating
Action

--Ratings could be downgraded if there are substantial cost overruns or
delays in completing the Cove Point LNG export project. Additionally, ratings
could be downgraded if significant proceeds from asset drops to DM are not
used to reduce parent-level debt. Weaker earnings, lower dividends from
VEPCo, or FFO-adjusted leverage above 5.0x on a sustained basis could
also lead to negative rating action.

LIQUIDITY

Fitch considers DEI to have adequate liquidity. On Nov. 10, 2016, DEI, along
with VEPCo, DEGH, and Questar, entered into a $5 billion amended and
restated revolving credit agreement (core facility) and a $500 million letter of
credit facility. In addition to direct borrowing, the two credit facilities support
the issuance of CP, and both mature in April 2020. As of Sept. 30, 2017, DEI
had $2.4 billion of unused capacity under its credit facilities.

FULL LIST OF RATING ACTIONS

Fitch has affirmed the following ratings:

https://www.fitchratings.com/site/pr/1034683 1/3/2018
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Dominion Energy, Inc.

--Long-Term IDR at 'BBB+/;

--Senior unsecured at 'BBB+';

--Junior subordinated at 'BBB';
--Enhanced junior subordinated at 'BBB-';
--Trust preferred at 'BBB-';

--Short-Term IDR at 'F2';

--Commercial paper at 'F2".

The Rating Outlook is Stable.
Contact:

Primary Analyst
Barbara Chapman, CFA
Senior Director
+1-646-582-4886

Fitch Ratings, Inc.

33 Whitehall Street
New York, NY 10004

Secondary Analyst
Shalini Mahajan, CFA
Managing Director
+1-212-908-0351

Committee Chairperson
Peter Molica

Senior Director
+1-212-908-0288

Summary of Financial Statement Adjustments - DEI adjusted debt: the debt is
adjusted by assigning 50% equity credit to DEI's enhanced junior
subordinated debentures.

https://www.fitchratings.com/site/pr/1034683 1/3/2018
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Media Relations: Alyssa Castelli, New York, Tel: +1 (212) 908 0540, Email:
alyssa.castelli@fitchratings.com; Benjamin Rippey, New York, Tel: +1 646
582 4588, Email: benjamin.rippey@fitchratings.com.

Additional information is available on www.fitchratings.com

Applicable Criteria
Corporate Rating Criteria (pub. 07 Aug 2017)
(https://www . fitchratings.com/site/re/901296)

Additional Disclosures

Dodd-Frank Rating Information Disclosure Form

(https://www fitchratings.com/site/dodd-frank-disclosure/1034683)
Solicitation Status (https://www.fitchratings.com/site/pr/1034683#solicitation)
Endorsement Policy (https://www.fitchratings.com/regulatory)

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS
AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND
DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS
(https://www . fitchratings.com/understandingcreditratings). IN ADDITION,
RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS
ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT
WWW.FITCHRATINGS.COM (https://www.fitchratings.com). PUBLISHED
RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM
THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT,
CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL,
COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES
ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF
THIS SITE. DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS
ARE AVAILABLE AT
HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY
(https://www . fitchratings.com/site/regulatory). FITCH MAY HAVE PROVIDED
ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS
RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS
FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED

https://www.fitchratings.com/site/pr/1034683 1/3/2018
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ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS
ISSUER ON THE FITCH WEBSITE.

Copyright © 2018 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its
subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone: 1-800-753-
4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission
in whole or in part is prohibited except by permission. All rights reserved. In
issuing and maintaining its ratings and in making other reports (including
forecast information), Fitch relies on factual information it receives from
issuers and underwriters and from other sources Fitch believes to be
credible. Fitch conducts a reasonable investigation of the factual information
relied upon by it in accordance with its ratings methodology, and obtains
reasonable verification of that information from independent sources, to the
extent such sources are available for a given security or in a given
jurisdiction. The manner of Fitch’s factual investigation and the scope of the
third-party verification it obtains will vary depending on the nature of the rated
security and its issuer, the requirements and practices in the jurisdiction in
which the rated security is offered and sold and/or the issuer is located, the
availability and nature of relevant public information, access to the
management of the issuer and its advisers, the availability of pre-existing
third-party verifications such as audit reports, agreed-upon procedures
letters, appraisals, actuarial reports, engineering reports, legal opinions and
other reports provided by third parties, the availability of independent and
competent third- party verification sources with respect to the particular
security or in the particular jurisdiction of the issuer, and a variety of other
factors. Users of Fitch’s ratings and reports should understand that neither an
enhanced factual investigation nor any third-party verification can ensure that
all of the information Fitch relies on in connection with a rating or a report will
be accurate and complete. Ultimately, the issuer and its advisers are
responsible for the accuracy of the information they provide to Fitch and to
the market in offering documents and other reports. In issuing its ratings and
its reports, Fitch must rely on the work of experts, including independent
auditors with respect to financial statements and attorneys with respect to
legal and tax matters. Further, ratings and forecasts of financial and other
information are inherently forward-looking and embody assumptions and
predictions about future events that by their nature cannot be verified as
facts. As a result, despite any verification of current facts, ratings and
forecasts can be affected by future events or conditions that were not

https://www.fitchratings.com/site/pr/1034683 1/3/2018
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anticipated at the time a rating or forecast was issued or affirmed.

The information in this report is provided “as is” without any representation or
warranty of any kind, and Fitch does not represent or warrant that the report
or any of its contents will meet any of the requirements of a recipient of the
report. A Fitch rating is an opinion as to the creditworthiness of a security.
This opinion and reports made by Fitch are based on established criteria and
methodologies that Fitch is continuously evaluating and updating. Therefore,
ratings and reports are the collective work product of Fitch and no individual,
or group of individuals, is solely responsible for a rating or a report. The rating
does not address the risk of loss due to risks other than credit risk, unless
such risk is specifically mentioned. Fitch is not engaged in the offer or sale of
any security. All Fitch reports have shared authorship. Individuals identified in
a Fitch report were involved in, but are not solely responsible for, the opinions
stated therein. The individuals are named for contact purposes only. A report
providing a Fitch rating is neither a prospectus nor a substitute for the
information assembled, verified and presented to investors by the issuer and
its agents in connection with the sale of the securities. Ratings may be
changed or withdrawn at any time for any reason in the sole discretion of
Fitch. Fitch does not provide investment advice of any sort. Ratings are not a
recommendation to buy, sell, or hold any security. Ratings do not comment
on the adequacy of market price, the suitability of any security for a particular
investor, or the tax-exempt nature or taxability of payments made in respect
to any security. Fitch receives fees from issuers, insurers, guarantors, other
obligors, and underwriters for rating securities. Such fees generally vary from
US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In
certain cases, Fitch will rate all or a number of issues issued by a particular
issuer, or insured or guaranteed by a particular insurer or guarantor, for a
single annual fee. Such fees are expected to vary from US$10,000 to
US$1,500,000 (or the applicable currency equivalent). The assignment,
publication, or dissemination of a rating by Fitch shall not constitute a consent
by Fitch to use its name as an expert in connection with any registration
statement filed under the United States securities laws, the Financial
Services and Markets Act of 2000 of the United Kingdom, or the securities
laws of any particular jurisdiction. Due to the relative efficiency of electronic
publishing and distribution, Fitch research may be available to electronic
subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia

https://www.fitchratings.com/site/pr/1034683 1/3/2018
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Pty Ltd holds an Australian financial services license (AFS license no.
337123) which authorizes it to provide credit ratings to wholesale clients only.
Credit ratings information published by Fitch is not intended to be used by
persons who are retail clients within the meaning of the Corporations Act
2001

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange
Commission as a Nationally Recognized Statistical Rating Organization (the
"NRSRO"). While certain of the NRSRO'’s credit rating subsidiaries are listed
on Item 3 of Form NRSRO and as such are authorized to issue credit ratings
on behalf of the NRSRO (see

HTTPS:// WWW.FITCHRATINGS.COM/SITE/REGULATORY
(https://www . fitchratings.com/site/regulatory). other credit rating subsidiaries
are not listed on Form NRSRO (the "non-NRSROs") and therefore credit
ratings issued by those subsidiaries are not issued on behalf of the NRSRO.
However, non-NRSRO personnel may participate in determining credit
ratings issued by or on behalf of the NRSRO.

Solicitation Status

Fitch Ratings was paid to determine each credit rating announced in this
Rating Action Commentary (RAC) by the obligatory being rated or the issuer,
underwriter, depositor, or sponsor of the security or money market instrument
being rated, except for the following:

Endorsement Policy - Fitch's approach to ratings endorsement so that
ratings produced outside the EU may be used by regulated entities within the
EU for regulatory purposes, pursuant to the terms of the EU Regulation with
respect to credit rating agencies, can be found on the EU Regulatory
Disclosures (https://www.fitchratings.com/regulatory) page. The endorsement
status of all International ratings is provided within the entity summary page
for each rated entity and in the transaction detail pages for all structured
finance transactions on the Fitch website. These disclosures are updated on
a daily basis.

https://www.fitchratings.com/site/pr/1034683 1/3/2018
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Research Update:

Dominion Energy Inc. And Subsidiaries Outlook
Revised To Negative On Planned Merger With
SCANA Corp.

Overview

e Dom nion Energy Inc. (DElI) announced an all-stock merger with SCANA Corp
(BBB/ Wt ch Neg/ A-2) for about $14.6 billion, including assumed debt.

e Under the proposed nerger, DElI will refund about $1,000 to the average
South Carolina Electric & Gas (SCE&G residential electric custoner
Furt hernore, the nerger agreenent is contingent upon approval of a
conprehensive regul atory solution to the issues surroundi ng the abandoned
nucl ear devel opnent project.

« W are affirning the ratings on DEl and all of its subsidiaries,
i ncluding our 'BBB+' issuer credit rating on DEI. W are revising the
outl ook to negative from stable.

» The negative outlook reflects the conpany's weak financial neasures for
the current rating and our expectation that the financial neasures wll
remai n at or bel ow the downgrade threshold over the forecast period.

Rating Action

On Jan. 3, 2018, S&P G obal Ratings revised its rating outl ooks on Dormi ni on
Energy Inc. (DEl) and subsidiaries Virginia Electric & Power Co. (VEPCO,
Dom ni on Energy Gas Hol di ngs LLC, Questar Gas Co., and Dom ni on Energy Questar
Pi peline LLC to negative fromstable. At the sane tine, we affirmed our
ratings, including the 'BBB+ issuer credit ratings, on DEl

Rationale

The negative outl ooks reflect DElI's weak financial neasures for the current
rating level and the material delay of our prior expectations for nearer term
i nprovenent as a result of this transaction. W previously expected that

begi nning in 2018 DEl's consolidated funds from operations (FFO to debt would
consi stently exceed 15% the downgrade threshold for the rating.

DEl's proposed acquisition of SCANA has nmaterial credit-supportive el enents.
These include SCANA's lowrisk regulated utility assets in generally
supportive regulatory jurisdictions. Furthernore, DElI is conservatively
funding the transaction as an all-stock nerger and the acquisition is
contingent upon the approval of a conprehensive regulatory solution to the

i ssues surroundi ng the abandoned nucl ear devel opnent project. However, under
our revised base-case forecast that includes material custoner credits for

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JANUARY 3, 2018 2
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Research Update: Dominion Energy Inc. And Subsidiaries Outlook Revised To Negative On PlanPeaizhdrodr With
SCANA Corp.

SCE&G s residential electric custoners, tax reform and the funding of a 5%
rate reduction fromcurrent levels for SCE&G residential electric custoners,
we expect financial measures to be consistently at or bel ow our downgrade
threshold for the current rating. Absent a revised conprehensive plan from
management that consistently denonstrates financial neasures at or above the
downgr ade threshold (FFO to debt of 15%, we would expect to |lower the rating
on DEI and its subsidiaries by one notch

W& assess our issuer credit rating (ICR) on DElI based on its excellent
busi ness risk profile and significant financial risk profile.

DElI's business risk profile is based on the conpany's high proportion of
lower-risk, rate-regulated utility assets. The conpany's regul ated assets
consist of electric transm ssion, distribution, and generation assets that are
mainly in Virginia, gas distribution assets in Chio and West Virginia, and gas
pi peline assets that are regul ated by the Federal Energy Regul atory Conmnm ssion
(FERC). Supporting the business risk profile is the conpany's effective
managenent of regulatory risk that we view as generally above average. Through
the successful inplenmentation of nultiple regulatory nechani sns, the regul ated
utilities have generally reduced regulatory lag, and have earned close to
their allowed return on equity, which has resulted in generally
credit-supportive outcomes.

Based on our forward-Iooking view of the conpany's revenue, cash flow, and
assets, we view DEl as consisting of about 70% regul at ed busi nesses and 30%
nonr egul at ed busi nesses. W expect that the proposed SCANA acquisition wll

i ncrease the percentage of regul ated busi nesses toward about 75% The

hi gher-ri sk nonregul ated busi nesses consi st of nerchant power generation

gat hering and processing, farmouts, retail gas, investnments in the Cove Point
LNG term nal, and Blue Racer Mdstream LLC. Wile sone of the nonregul ated
busi ness with long-termcontracted assets, such as Cove Point, have
significantly reduced risks, other nonregul ated busi nesses, particularly

nmer chant generation and Blue Racer M dstream pressure the conmpany's business
risk profile and increase the conpany's exposure to volunetric, weather,
commodity, re-contracting, and counterparty credit risks.

The conpany's organi zational structure is nore conplex than nost peers because
it has a master linited partnership, Dominion Energy Mdstream Partners L.P.
which will gradually purchase many of DElI's nonregul ated busi nesses. The
enhanced conpl exity and sophistication requires increased managenent

oversight, time, and expertise. Overall, because of the conpany's higher-risk,
nonr egul at ed busi nesses and the conpany's nore conpl ex organi zationa
structure, we view DElI's business risk profile at the lower half of its
category, conpared to peers.

We assess DEl's financial neasures agai nst noderate benchmarks conpared wth
t hose used for the average corporate issuer, reflecting the conpany's high
percentage of lower-risk and effectively managed regulated utilities.

Under our revised base-case scenario that includes Cove Point asset drops to

WWW .STANDARDANDPOORS.COM/RATINGSDIRECT JANUARY 3,2018 3

THIS WAS PREPARED EXCLUSIVELY FOR USER AARON LOWERY.
NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.



DE Response 3-1 Attachment N

Research Update: Dominion Energy Inc. And Subsidiaries Outlook Revised To Negative On Planitealobldrodr With
SCANA Corp.

Dom ni on Energy M dstream continued high capital spending at about $6 billion
annual 'y, rising dividends that will exceed $2 billion, SCEQG s residentia

el ectric custoner credits, tax reform and the funding of a 5% rate reduction
fromcurrent levels for SCE&G residential electric custoners, we expect that

t he conpany's financial neasures will generally remain at the | ower end of the
range for its financial risk profile category. Specifically we expect FFO to
debt to be at or below 15% for 2017 through 2020.

Liquidity

We assess DEl's liquidity as adequate because we believe its liquidity sources
are likely to cover its uses by nmore than 1.1x over the next 12 nonths and to
neet cash outflows even with a 10% decline in EBI TDA. Under our stress
scenario, we do not expect that DEl would require access to capital markets
during that period to neet its liquidity needs. In addition, DEl has sound

rel ati onships with its banks, satisfactory standing in the credit markets,
general |y prudent risk nanagenent, and coul d absorb a hi gh-i npact,

| owprobability events with limted need for refinancing.

Principal liquidity sources:

e Credit facility availability of about $2.4 billion
* FFO of about $5.5 billion; and

* Mniml cash of about $250 nillion

Principal liquidity uses:

* Mai ntenance capital spending of less than $2.5 billion
* Rising dividends at about $2 billion; and
 Long-termdebt maturities of about $3 billion in 2018.

Other Credit Considerations

We assess the financial policy nodifier as negative, reflecting our
expectation that the conpany will continue to grow through acquisitions at a
faster pace than peers. This reflects the conpany's master limted
partnershi p, Dom nion Energy Mdstream Partners L.P., which adds a degree of
sophi stication and conplexity to the conmpany's organi zational structure, and
provi des increnmental opportunities and incentive for the conpany to conplete
acqui sitions.

Group Influence

We view DEI as the parent of a group that includes VEPCO Dom nion Energy Gas
Hol di ngs LLC, Questar Gas Co., and Domi nion Energy Mdstream Partners L.P
DEI's group credit profile is 'bbb+, leading to an I CR of 'BBB+'.
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Research Update: Dominion Energy Inc. And Subsidiaries Outlook Revised To Negative On Planitealeblérodr With
SCANA Corp.

Outlook

The negative outl ook reflects the conmpany's weak financial neasures for the
current rating and our expectation that the financial neasures will continue
to remain at or below the downgrade threshold over the forecast period.

Downside scenario

We could |l ower the ratings on DElI and its subsidiaries over the next 9 to 18
nonths if the conpany acquires SCANA and the financial neasures do not
consistently reflect the middle of the range for its financial risk profile
category (FFO to debt of 15%21% . Specifically, we would lower the ratings if
FFO to debt is consistently at or bel ow 15%

Upside scenario

We could affirmthe ratings and revise the outl ooks to stable over the next 9
to 18 nonths, if the conmpany denonstrates a sound strategy that reasonably and
consistently will reflect financial neasures that are consistent with the

m ddl e of the range for its financial risk profile category (FFO to debt of
15% 219%) .

Ratings Score Snapshot

Corporate Credit Rating: BBB+/ Negative/A-2

Busi ness risk: Excellent

e Country risk: Very |ow

* Industry risk: Very | ow

e Conpetitive position: Strong

Financial risk: Significant
* Cash flow Leverage: Significant

Anchor: a-

Modi fiers

» Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

 Financial policy: Negative (-1 notch)

 Liquidity: Adequate (no inpact)

« Managenent and governance: Satisfactory (no inpact)
 Conparable rating analysis: Neutral (no inpact)

Stand-al one credit profile: bbb+
e GGoup credit profile: bbb+
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Issue Ratings

» The short-termrating on DEl is 'A-2' based on our long-termICR on the
conpany.

* The unsecured debt issued at DEl is rated 'BBB', one notch |ower than the
ICR This is due to the significant proportion of priority debt at the
conpany's subsidiaries and the conpany's publicly stated strategy of
decreasi ng the percentage of hol ding conmpany debt in its capita
structure to bel ow 50% of all outstanding debt.

e DEI's junior subordinated notes are subordi nated and not deferrable and
we therefore rate themin line with the senior unsecured debt at 'BBB',
one notch bel ow our |ICR

« DElI's enhanced juni or subordinated notes are rated 'BBB-', two notches
below the ICR W classify the enhanced juni or subordi nated notes as
hybrid securities prem sed on their pernmanence, deferability, and
subor di nati on features.

« DEI's equity units are hybrid securities that incorporate equity risk and
are therefore also rated 'BBB-', two notches below the ICR

 The unsecured debt issues at Domi nion Energy Gas Hol dings LLC are rated
"BBB+', the sane as the ICR, because there is no secured or priority debt
that ranks ahead of these issues in its capital structure.

 The unsecured debt issues at Dom nion Energy Questar Pipeline LLC are
rated 'BBB', the sane as the I CR because there is no secured or priority
debt that ranks ahead of these issues in its capital structure.

e The unsecured debt issues at VEPCO and Questar Gas Co. are rated ' BBB+',
the sane as the ICR as these are unsecured debt issues of a qualifying
i nvestment-grade regul ated utility.

Capital structure

Domi ni on Energy Inc.'s capital structure consists of approximately $37 billion
of unsecured debt, of which about $17 billion is outstanding at its
subsi di ari es.

Related Criteria

e Criteria - Corporates - Ceneral: Reflecting Subordination Risk In
Corporate |ssue Ratings, Sept. 21, 2017

e General Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e Criteria - Corporates - Ceneral: Mthodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |ssuers, Dec. 16, 2014

e Criteria - Corporates - Industrials: Key Credit Factors For The M dstream
Energy | ndustry, Dec. 19, 2013

e Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And
Adj ust nents, Nov. 19, 2013

e Criteria - Corporates - General: Corporate Methodol ogy, Nov. 19, 2013

e Criteria - Corporates - Utilities: Key Credit Factors For The Regul at ed
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Uilities Industry, Nov. 19, 2013
* General Criteria: Methodol ogy: Industry Risk, Nov. 19, 2013

SCANA Corp.

* Ceneral Criteria: Country Ri sk Assessnment Met hodol ogy And Assunpti ons,

Nov. 19, 2013
e CGeneral Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

e CGeneral Criteria: Methodol ogy: Managenent And Governance Credit Factors

For Corporate Entities And Insurers, Nov. 13, 2012

e General Criteria: Use O CreditWatch And Qutl ooks, Sept. 14, 2009

e Criteria - Insurance - General: Hybrid Capital Handbook: Septenber 2008

Edition, Sept. 15, 2008

Ratings List

Ratings Affirmed; Qutl ook Action

To From

Dom ni on Energy, Inc.
Virginia Electric & Power Co.
Questar Gas Co.
Dom ni on Energy Gas Hol di ngs, LLC

Corporate Credit Rating BBB+/ Negati ve/ A-2 BBB+/ St abl e/ A-2
Dom ni on Energy Questar Pipeline, LLC

Corporate Credit Rating BBB/ Negat i ve/ - - BBB/ St abl e/ - -
Ratings Affirned
Dom ni on Energy, Inc.

Seni or Unsecured BBB

Juni or Subordi nat ed BBB

Juni or Subor di nat ed BBB-

Conmrer ci al Paper A-2
Dom ni on Energy Gas Hol di ngs, LLC

Seni or Unsecured BBB+

Conmrer ci al Paper A-2
Dom ni on Energy Questar Pipeline, LLC

Seni or Unsecured BBB
Questar Gas Co.

Seni or Unsecured BBB+

Conmrer ci al Paper A-2
Virginia Electric & Power Co.

Seni or Unsecured BBB+

Conmrer ci al Paper A-2

Certain terms used in this report, particularly certain adjectives
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Research Update: Dominion Energy Inc. And Subsidiaries Outlook Revised To Negative On Planiealob! & odr With
SCANA Corp.

express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is avail able to subscribers of

Rati ngsDi rect at www. capitalig.com Al ratings affected by this rating action
can be found on the S& d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.
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Copyright © 2017 by Standard & Poor’s Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be
modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of
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S&P’s opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any
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S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,

certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate
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and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional
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STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.
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Dominion Energy, Inc.
SCG Merger: Rate Impacts of Proposal

January 5%, 2017
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Dominion Energy & SCANA Page 2 of 5
Long-term benefits to customers ($/month)

lllustrative NND rates decline under Dominion Energy proposal

NND portion of 2017 (In addition to $1,000/avg. residential customer, NND rates decrease by:\
monthly electric bill:’ = Providing ongoing S575M rate refund funded by Dominion
= Passing on abandonment tax benefits to customers (est. ~S500M)
S"f’ = Passing on tax reform benefits of lower tax rates to customers
\" Shortening amortization period to 20 years )

AD AD AD AD AD AD AD AD 1
R N ® NND portion
N X goes to $0 in
9 s»\": 5‘&3 ) 20 years
D> AN
5 X S‘Q ©
5 59
O

A similar plan with 50 year
amortization would cost
customers twice as much

v
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’ Dominion T Excludes NND transmission
g Energy: 2
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Dominion Energy & SCANA Page 3 of 5
Long-term benefits to customers (% of total bill)

lllustrative NND rates decline under Dominion Energy proposal

NND as percent of 2017 (In addition to $1,000/avg. residential customer, NND rates decrease by:\
monthly electric bill:’ = Providing ongoing S575M rate refund funded by Dominion
= Passing on abandonment tax benefits to customers (est. ~S500M)
\:‘olo = Passing on tax reform benefits of lower tax rates to customers
\" Shortening amortization period to 20 years )

«33"’«:f'°~,'f’°~,’f’°«33’°«:f'°«,’f'°@,°«:t‘lo

P b NND portion
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A similar plan with 50 year
amortization would cost
customers twice as much

v
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Dominion Energy & SCANA Corp Page 4 of 5
Benefits to customers immediately and over time

Benefits from Dominion Energy proposal result in minimal return of capital from customers

Immediate benefits Benefits over time

A
M|

1.2B Write-off $1.4B of capital
spent and an additional
$300M in regulatory
assets not included below

iZOOM

5$1,000/avyg.

residential Not included:
customer further reduction by
S575M passing on benefits

Estimated of lower tax rates to
~S500M customers

B suaom
I

Total capital Dominion Current NND Dominion Upfront  Ongoing rate Tax benefit of CCGT at no Net NND
spent write-off rate base write-off payment to refunds abandonment cost capital
customers
- -
== Dominion
g Energy" 4
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Dominion Energy & SCANA Corp Page 5 of 5
FAQs

=  Why is there a sudden step down in customer bills from year 20 to 21?

v Our proposal amortizes the rate base in 20 years over a straight line. This means the
amortization is a constant number each year and then drops to zero in the 21st year.

=  Why is NND only 17% of typical 2017 monthly bill or $25? The media is quoting $27 or 18%.

v There is $2 from transmission that is included in the $27 being quoted by the media. We are not
abandoning the transmission as it is a used and useful part of the electric grid in SC. The NND
portion is only $25 per month.

=  Why is the tax benefit of abandonment only ~$500M? The company quoted much higher numbers
earlier.

v We estimate the remaining tax benefit of abandonment at closing will be ~S500M. This lower
number is a result of various factors including tax reform, prior deductions and timing
differences. If the amount at closing is higher we will pass the full benefit on to customers.

=  Why is the passing of tax reform benefits to rate payers only 1.5%?

v We estimate that benefit will be at least 1.5%. However, as the final rule making and its impacts
are analyzed we will have much better estimate. It is our commitment to pass through 100% of
the benefits of tax reform to rate payers and we hope it will be more than 1.5%.

Dominion
Energy* 5
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Energy Conservation Programs

Dominion Energy is committed to helping customers meet their energy goals - that's why we're offering
energy conservation programs to help them conserve energy and maximize savings. These programs
provide environmental benefits which translate into very real financial savings.

Residential Programs

»=  Smart Cooling Rewards: Homeowner receives a $40 bill credit annually for cycling A/C on high
use days

= |ncome and Age Qualifying Home Improvement: Energy audit and improvements for income and
age qualifying homeowners

Small Business Programs

= Small Business Improvement: On-site energy assessment of your facility

Non-Residential Programs

= Lighting Systems & Controls: Promotes the installation of energy efficient lighting and controls

= Heating & Cooling Efficiency: Promotes the installation of high efficiency HVAC equipment

=  Window Film: Incentives for installing solar reduction window film

=  Small Business Improvement: Provides an energy assessment and recommendations for
customers with monthly demand of less than 100kW

= Non-Residential Prescriptive: Provides rebates for energy efficiency improvements made in your
facility. Some of the available measures include duct testing and sealing, HVAC system tune-up,
and upgrades to refrigeration systems and commercial kitchen appliances.

= Distributed Generation: Provides qualifying customers with an incentive to curtail load by
operating customer-owned backup generation when called upon to do so (limited to set amount
of hours).

Dominion
Energy-
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SOUTH CAROLINA

CHAMBER OF COMMERCE
THE CHAMPION FOR BUSINESS

January 25, 2018

South Carolina House of Representatives
Solomon Blatt Building

1105 Pendleton Street

Columbia, South Carolina 29201

Members of the South Carolina House of Representatives,

The South Carolina Chamber of Commerce is made up of the largest users of energy in the Palmetto state. We
applaud the work being done by the General Assembly on behalf of the state’s ratepayers and the efforts to
bring meaningful reform to the system.

The failure with the V.C. Summer nuclear project has cost state businesses billions of dollars collectively.
Businesses are upset, but they recognize that we must focus on fixing the problem in a way that prevents this
failure from happening again in the future. The Chamber also recognizes that there is no single silver bullet
solution to this issue. We are approaching the dilemma with two main goals: do what is best for South
Carolina’s ratepayers long-term, and to protect the state’s good economic environment which depends heavily
on regulatory stability.

We recognize that there is a great deal of information being spread by interested parties with varying agendas,
and we do not propose that the Chamber has all the answers. This issue is unlike any other and must be treated
as such. Therefore, the business community asks that you engage outside, independent, subject matter experts to
help you gather information and to provide objective advice as you make important decisions that will impact
the economic climate of the state, every business, and every South Carolinian.

Attached you will find the Chamber’s positions on the House bills that make up the “Ratepayer Protection
Package™ as well as copies of rating agency communications that we all need to be aware of as you work to deal
with this difficult issue. These ratings downgrades do not draw lines of distinction between utilities or service
territories, meaning that all South Carolina ratepayers could be negatively impacted if certain provisions in the
bills referenced by these rating agencies are passed.

Please do not hesitate to let me know if you have any questions. Thank you for all you do for South Carolina.

Sincerely,

ol e

Ted Pitts
President & CEO
South Carolina Chamber of Commerce
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Ratepayer Protection Package — SC Chamber Positions

H.4377: Support: We support the General Assembly’s efforts to strengthen the Public Service Commission.
The General Assembly should consider the removal current commissioners over intervals.

H.4378: Support: We support the creation of the new Utility Oversight Committee with powers to screen and
nominate candidates for the PSC, nominate candidates for the Governor to consider in appointing the Executive
Director of ORS, and to review candidates for appointment to Santee Cooper board as submitted by the
Governor.

H.4379: Support: We support the creation of a Utilities Consumer Advocate (“UCA”) but believe the UCA
should be independent and not housed in the office of a constitutional officer. This would provide long-term
stability and keep the UCA truly independent from potential “politics”. We also feel that granting the office
subpoena powers is not necessary. If a utility doesn’t not provide timely, applicable and accurate information
then any rate increase could be opposed.

H.4375 and H.4380: Concerns: If passed into law in their current form, both would contribute to an already
unstable state regulatory environment and could ultimately increase costs for all the state’s ratepayers putting
consumers at an even greater disadvantage to energy consumers in other states. The perception of South
Carolina’s regulatory environment as a risky place in which to invest is a threat to jobs and continued growth.
Financing costs associated with investments made to our state’s energy infrastructure could rise and would be
passed along to consumers. In fact, a ripple effect is already being felt from these bills being introduced. From
the November report of S&P Global RRA Regulatory Focus:

"Especially negative are House Bills 4380 and 4375, which, if enacted and not subsequently stayed or
overturned by the state courts, would cause Regulatory Research Associates, an offering of S&P Global
Market Intelligence, to again lower its rating of the South Carolina regulatory environment."

H.4376: Concerns: The Chamber supports protecting Santee Cooper ratepayers from the costs of the failed VC
Summer project but we share concerns that if some provisions remain in the bill both ratepayers and taxpayers
are at risk of losing more money in the end. As expressed at the House Judiciary Constitutional Laws
Subcommittee hearing, the bill contains measures that violate covenants in existing bonds, which will result in
costly litigation and an uncertain outcome, at best.
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Power FOR LIVING

Our energy future: bright, reliable, strong

Dominion Energy and SCANA propose
combination to bring stability, strength
and customer benefits

Significant Benefits for Electric Customers

$1.3 billion cash payments within 90 days of closing to all
customers, worth $1,000 for an average residential customer
whose monthly electric bill is about $150 a month. Commercial
customers would get payments, too. Payments would vary based
on the amount of electricity used over a 12-month period.

Dominion Energy believes this is the largest utility customer
cash payment in history.

At least a 5 percent rate reduction from current levels, equal to
an initial $7 a month reduction for a typical residential customer.
After year 8, rates for the new nuclear project would continue
to decline. This is funded in part by $575 million from the
combined company.

More than $1.7 billion of existing V.C. Summer 2&3 debt would
be assumed by Dominion Energy and never be collected from
customers. This allows for the elimination of all related customer
costs over 20 years instead of over the previously proposed 50-
60 years.

No rate increases for three years.

Communities, Employees and Shareholders
Maintain SCE&G headquarters in Cayce, South Carolina.

$1 million increase in annual charitable giving for five years.
Employment protections for all employees until 2020.

Fair treatment for shareholders, including many local retirees and
working families.

Benefits to South Carolina, North Carolina

Strong energy partner bringing stability and resources for
investments.

Supportive of future economic development and stable energy
rates.

Maintenance of “competitive” energy environment.

Helpful Links

Dominion Energy 8-K filing with the SEC:
https://dominionenergy.gcs-web.com/static-files/c6eddcad-3fbf-
47h9-837d-cc8ec36fc2dc

Joint SC PSC Filing:
https://dms.psc.sc.gov/Attachments/Matter/68e29c2c-81fb-48fe-
91a7-70c60600ebfa

LEGISLATIVE CONCERNS

+ Passage of H. 4375 and H. 4380 would
upset the economics of the proposed
merger and would prevent immediate relief
to SCE&G customers.

» Constitutional issues with the legislation
could prevent the laws from ever going
into effect. Results would lead to higher
rates than the Dominion Energy proposal.

e The Dominion Energy proposal would
lower rates and immediately returns
money to SCE&G electric customers.

www.BrighterEnergyFuture.com



https://dominionenergy.gcs-web.com/static-files/c6eddca9-3fbf-47b9-837d-cc8ec36fc2dc
https://dominionenergy.gcs-web.com/static-files/c6eddca9-3fbf-47b9-837d-cc8ec36fc2dc
https://dominionenergy.gcs-web.com/static-files/c6eddca9-3fbf-47b9-837d-cc8ec36fc2dc
https://dominionenergy.gcs-web.com/static-files/c6eddca9-3fbf-47b9-837d-cc8ec36fc2dc
https://dominionenergy.gcs-web.com/static-files/c6eddca9-3fbf-47b9-837d-cc8ec36fc2dc
https://dominionenergy.gcs-web.com/static-files/c6eddca9-3fbf-47b9-837d-cc8ec36fc2dc
https://dominionenergy.gcs-web.com/static-files/c6eddca9-3fbf-47b9-837d-cc8ec36fc2dc
https://dominionenergy.gcs-web.com/static-files/c6eddca9-3fbf-47b9-837d-cc8ec36fc2dc
https://dominionenergy.gcs-web.com/static-files/c6eddca9-3fbf-47b9-837d-cc8ec36fc2dc
https://dominionenergy.gcs-web.com/static-files/c6eddca9-3fbf-47b9-837d-cc8ec36fc2dc
https://dominionenergy.gcs-web.com/static-files/c6eddca9-3fbf-47b9-837d-cc8ec36fc2dc
https://dominionenergy.gcs-web.com/static-files/c6eddca9-3fbf-47b9-837d-cc8ec36fc2dc
https://dominionenergy.gcs-web.com/static-files/c6eddca9-3fbf-47b9-837d-cc8ec36fc2dc
https://dominionenergy.gcs-web.com/static-files/c6eddca9-3fbf-47b9-837d-cc8ec36fc2dc
https://dms.psc.sc.gov/Attachments/Matter/68e29c2c-81fb-48fe-91a7-70c60600ebfa
https://dms.psc.sc.gov/Attachments/Matter/68e29c2c-81fb-48fe-91a7-70c60600ebfa
https://dms.psc.sc.gov/Attachments/Matter/68e29c2c-81fb-48fe-91a7-70c60600ebfa
https://dms.psc.sc.gov/Attachments/Matter/68e29c2c-81fb-48fe-91a7-70c60600ebfa
https://dms.psc.sc.gov/Attachments/Matter/68e29c2c-81fb-48fe-91a7-70c60600ebfa
https://dms.psc.sc.gov/Attachments/Matter/68e29c2c-81fb-48fe-91a7-70c60600ebfa
https://dms.psc.sc.gov/Attachments/Matter/68e29c2c-81fb-48fe-91a7-70c60600ebfa
https://dms.psc.sc.gov/Attachments/Matter/68e29c2c-81fb-48fe-91a7-70c60600ebfa
https://dms.psc.sc.gov/Attachments/Matter/68e29c2c-81fb-48fe-91a7-70c60600ebfa
https://dms.psc.sc.gov/Attachments/Matter/68e29c2c-81fb-48fe-91a7-70c60600ebfa
https://dms.psc.sc.gov/Attachments/Matter/68e29c2c-81fb-48fe-91a7-70c60600ebfa

DE Response Attachment S

. Page1of2
Action Item 15

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA
COMMISSION DIRECTIVE

ADMINISTRATIVE MATTER O DATE February 21, 2018
MOTOR CARRIER MATTER O DOCKET NO. 2017-370-E
UTILITIES MATTER ORDER NO. 2018-131

THIS DIRECTIVE SHALL SERVE AS THE COMMISSION'S ORDER ON THIS ISSUE.

SUBJECT:

DOCKET NO. 2017-370-E - Joint Application and Petition of South Carolina Electric & Gas
Company and Dominion Energy, Incorporated for Review and Approval of a Proposed Business
Combination between SCANA Corporation and Dominion Energy, Incorporated, as May Be
Required, and for a Prudency Determination Regarding the Abandonment of the V.C. Summer
Units 2 & 3 Project and Associated Customer Benefits and Cost Recovery Plans - Staff Presents
for Commission Consideration South Carolina Electric & Gas Company and Dominion Energy,
Incorporated's Request for Review, Reconsideration, and Rehearing Regarding Order No. 2018-
80.

COMMISSION ACTION:

By letter dated February 20, 2018, SCE&G and Dominion Energy, Inc., the Joint Petitioners,
voluntarily withdrew their Petition for Review, Reconsideration, and Rehearing of the
Commission's Order No. 2018-80, which had denied the Joint Petitioners' Motion for Expedited
Hearing. Under South Carolina Code Annotated Section 58-3-225(E), a party may withdraw a
petition one time as a matter of right, without prejudice.

As grounds for their voluntary withdrawal, the Joint Petitioners referred to the recent
amendment of Senate Bill 954, which they state has, quote, "a direct impact on the timing of
the consummation of the merger between SCANA Corporation and Dominion Energy...in such
a manner as to establish December 21, 2018, as the deadline for the...Commission to issue a
final order" in these consolidated dockets.

The effect of the Joint Petitioners' withdrawal is to leave Order No. 2018-80 in full force and
effect. In that order, we directed the Commission Staff to develop a procedural schedule
generally consistent with the schedule proposed by counsel for Friends of the Earth and the
Sierra Club. By taking notice of Senate Bill 954, which provides that the Commission's
hearing in these dockets not begin before November 1, 2018, and that the Commission issue
its final order by December 21, 2018, assuming Senate Bill 954 becomes law, I would move
that we amend our Order No. 2018-80 to direct the Staff to develop a procedural schedule
which will enable the Commission to conduct this proceeding consistent with the provisions of
Senate Bill 954; that is, to set a date for the hearing in this matter to be on or after November
1, 2018, and to set a date for issuance of its final order on or before December 21, 2018.
Should Senate Bill 954 not become law, the Staff may set the procedural schedule similar to
our directive in Order No. 2018-80.

PRESIDING: Whitfield SESSION: Regular TIME: 2:00 p.m.
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(SEAL) RECORDED BY: J. Schmieding
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