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AGREEMENT AND PLAN OF MERGER

This AGREEMENT AND PLAN OF MERGER, dated as of October 24, 2015 (this
“Agreement”), is entered into by and among Duke Energy Corporation, a Delaware corporation
(“Parent™), Forest Subsidiary, Inc., a North Carolina corporation and a wholly owned Subsidiary
of Parent (“Merger Sub”), and Piedmont Natura Gas Company, Inc., a North Carolina
corporation (the “Company”). Defined terms used herein have the respective meanings set forth
in Section 8.13.

WHEREAS, the parties intend that, at the Effective Time, Merger Sub will, in
accordance with the North Carolina Business Corporation Act (the “NCBCA”), merge with and
into the Company, with the Company continuing as the surviving corporation (the “Merger”) on
the terms and subject to the conditions set forth in this Agreement;

WHEREAS, the board of directors of the Company (the “Company Board’) has (a)
determined that it is in the best interests of the Company and its shareholders for the Company to
enter into this Agreement, (b) adopted this Agreement and approved the Company’s execution,
delivery and performance of this Agreement and the consummation of the transactions
contemplated by this Agreement (including the consummation of the Merger upon the terms and
subject to the conditions set forth in this Agreement and in accordance with the relevant
provisions of the NCBCA) and (c) resolved to submit this Agreement to the Company’s
shareholders and recommend that the Company’ s shareholders approve this Agreement;

WHEREAS, the board of directors of Parent has (a) determined that it is in the best
interests of Parent and its stockholders for Parent to enter into this Agreement and (b) adopted
this Agreement and approved Parent’s execution, delivery and performance of this Agreement
and the consummation of the transactions contemplated by this Agreement (including the
consummation of the Merger upon the terms and subject to the conditions set forth in this
Agreement and in accordance with the relevant provisions of the NCBCA);

WHEREAS, the board of directors of Merger Sub has (a) determined that it isin the best
interests of Merger Sub and its sole shareholder for Merger Sub to enter into this Agreement, (b)
adopted this Agreement and approved Merger Sub’s execution, delivery and performance of this
Agreement and the consummation of the transactions contemplated by this Agreement (including
the consummation of the Merger upon the terms and subject to the conditions set forth in this
Agreement and in accordance with the relevant provisions of the NCBCA) and (c) resolved to
submit this Agreement to Parent and recommend that Parent, in its capacity as Merger Sub’s sole
shareholder, approve this Agreement;

WHEREAS, Parent, in its capacity as the sole shareholder of Merger Sub, has approved
this Agreement by written consent; and

WHEREAS, Parent, Merger Sub and the Company desire to make certain
representations, warranties, covenants and agreements specified herein in connection with this
Aqgreement.



NOW, THEREFORE, in consideration of the representations, warranties, covenants and
agreements contained in this Agreement and other good and valuable consideration, the receipt
and sufficiency of which are hereby acknowledged, and intending to be legally bound hereby,
Parent, Merger Sub and the Company hereby agree as follows:

ARTICLE |

THE MERGER

Section 1.1 The Merger. Upon the terms and subject to the conditions set forth in
this Agreement, and in accordance with the NCBCA, at the Effective Time, Merger Sub shall be
merged with and into the Company, and the separate existence of Merger Sub shall thereupon
cease, and the Company shall be the surviving corporation in the Merger (the “Surviving
Corporation”) and shall become, as aresult of the Merger, a direct, wholly-owned subsidiary of
Parent. At the Effective Time, as aresult of the Merger, the name of the Surviving Corporation
shall be Piedmont Natural Gas Company, Inc.

Section 1.2 Closing. The consummation of the Merger (the “Closing”) shall take
place at the offices of Kirkland & Ellis LLP, 655 Fifteenth Street, N.W., Washington, D.C.
20005 at 10:00 am. (loca time) on the date that is two (2) Business Days following the
satisfaction or waiver (to the extent permitted by applicable Law) of the conditions set forth in
Article V1 (other than those conditions that by their nature are to be satisfied at the Closing, but
subject to the satisfaction or waiver of those conditions at such time), or on such other date and
at such other time or place asis agreed to in writing by the parties hereto. The date on which the
Closing occursisreferred to herein asthe “Closing Date.”

Section 1.3  Effective Time. Subject to the provisions of this Agreement, on the
Closing Date the parties hereto shall file with the Secretary of State of the State of North
Carolina articles of merger (the “Articles of Merger”) executed in accordance with, and
containing such information as is required by, Section 55-11-05 of the NCBCA and on or after
the Closing Date shall make al other filings or recordings required under the NCBCA to
effectuate the Merger. The Merger shall become effective at such time as the Articles of Merger
are duly filed with the Secretary of State of the State of North Carolina or at such later time asis
permissible under the NCBCA and is specified in the Articles of Merger (the time the Merger
becomes effective being hereinafter referred to as the “ Effective Time”).

Section 1.4  Effects of the Merger. The Merger shall have the effects set forth in this
Agreement, the Articles of Merger and the applicable provisions of the NCBCA.

Section 1.5  Articles of Incorporation and Bylaws of the Surviving Corporation.
At the Effective Time, the articles of incorporation and bylaws of the Company, in each case as
amended to date and as in effect immediately prior to the Effective Time (the “ Company Charter
Documents’), shall be amended as of the Effective Timeto be in the form of (except with respect
to the name of the Company (which shall be “Piedmont Natural Gas Company, Inc.”) the articles
of incorporation and bylaws of Merger Sub as of the date hereof and as so amended shall be the
articles of incorporation and bylaws of Surviving Corporation until thereafter amended as
provided therein or by applicable Law.




Section 1.6  Directors and Officers of the Surviving Cor por ation.

@ The directors of Merger Sub immediately prior to the Effective Time shall
be the directors of the Surviving Corporation immediately following the Effective Time, to serve
until their respective successors are duly elected or appointed and qualified or until their earlier
death, resignation or removal in accordance with the articles of incorporation and bylaws of the
Surviving Corporation.

(b) The officers of the Company immediately prior to the Effective Time shall
be the officers of the Surviving Corporation immediately following the Effective Time, to serve
until their respective successors are duly appointed and qualified or until their earlier death,
resignation or remova in accordance with the articles of incorporation and bylaws of the
Surviving Corporation.

Section 1.7 Post-Merger Commitments. Parent hereby confirms that, subject to the
occurrence of the Effective Time, it:

@ intends to cause the Surviving Corporation to maintain its headquartersin
4720 Piedmont Row Drive, Charlotte, North Carolina 28210 and to maintain a significant
presence in the immediate location of such headquarters,

(b) intends to cause each of its Subsidiaries that is regulated as a public utility
or gas utility under applicable Law of the State of North Carolina, the State of South Carolina or
the State of Tennessee or is subject to such regulation by any other state to maintain its
headquarters in the location of its headquarters as of immediately prior to the Closing and to
maintain a significant presence in the immediate location of such headquarters;

(© will take all necessary action so that, as soon as practicable after the
Effective Time, Parent will expand the size of its board of directors by one seat and appoint a
mutually agreeable current member of the Company Board as a director to serve on Parent’s
board of directors,

(d) intends to offer to retain the existing executive operating management
team of the Company to manage Parent’s and the Company’s combined natural gas operations
and to offer other senior Company executives the opportunity to join Parent’s executive
leadership team, and expects the head of such combined operations to report directly to the Chief
Executive Officer of Parent and serve on Parent’s Senior Management Committee;

(e intends to establish a newly formed advisory board for its operations (the
“Advisory Board”), which would meet several times a year to receive information and provide
feedback on financial and operating results, customer service performance, community and
government relations and economic development and investment opportunities that affect
Parent’ s and the Company’ s local stakeholders;

) intends to nominate a minimum of six (6) current members of the
Company Board for election to the Advisory Board;



(9 intends to cause the Surviving Corporation and its Subsidiaries to maintain
the Company brand and continue to operate their business thereunder.

(h) intends to cause the Surviving Corporation and its Subsidiaries to maintain
historic levels of community involvement, charitable contributions, low income funding,
economic development and support efforts in the existing service territories of the Company and
its Subsidiaries; and

(1) intends to maintain historic levels of community involvement, charitable
contributions, low income funding, economic development and support efforts in the existing
service territories of the Parent and its Subsidiaries.

Section 1.8 Plan of Merger. This Article | and Article |l and, solely to the extent
necessary under the NCBCA, the other provisions of this Agreement shall constitute a “plan of
merger” for the purposes of the NCBCA, including Section 55-11-01 thereof.

ARTICLE I

EFFECT OF THE MERGER ON CAPITAL STOCK

Section 2.1  Effect on Capital Stock. At the Effective Time, by virtue of the Merger
and without any action on the part of the Company, Parent or Merger Sub or any holder of any
shares of common stock, no par value per share, of the Company (“Company Common Stock™)
or any shares of capital stock of Merger Sub:

@ Capital Stock of Merger Sub. Each issued and outstanding share of capital
stock of Merger Sub shall be converted into and become one validly issued, fully paid and non-
assessabl e share of common stock, no par value per share, of the Surviving Corporation.

(b) Cancellation of Parent-Owned Stock. Any shares of Company Common
Stock that are owned by Parent or Merger Sub or any of their respective wholly-owned
Subsidiaries, in each case immediately prior to the Effective Time, shall be automatically
canceled and shall cease to exist and no consideration shall be delivered in exchange therefor.

(© Conversion of Company Common Stock. Each issued and outstanding
share of Company Common Stock (other than shares to be canceled in accordance with Section
2.1(b)) shall thereupon be converted automatically into and shall thereafter represent solely the
right to receive an amount in cash equal to $60.00 without interest (the “Merger Consideration”).
As of the Effective Time, al such shares of Company Common Stock shall no longer be
outstanding and shall automatically be canceled and shall cease to exist, and the holders
immediately prior to the Effective Time of shares of Company Common Stock not represented
by certificates (“Book-Entry Shares’) and the holders of certificates that immediately prior to the
Effective Time represented any such shares of Company Common Stock (each, a “ Certificate”)
shall cease to have any rights with respect thereto, except the right to receive the Merger
Consideration to be paid in consideration therefor upon surrender of such Book-Entry Share or
Certificate in accordance with Section 2.2(b) without interest (subject to any applicable
withholding Tax).




Section 2.2  Exchange of Certificates.

@ Paying Agent; Investment by Paying Agent of Funds. Prior to the
Effective Time, Parent shall designate a bank or trust company reasonably acceptable to the
Company (the “Paying Agent”) for the purpose of exchanging shares of Company Common
Stock for the Merger Consideration and enter into an agreement reasonably acceptable to the
Company with the Paying Agent relating to the services to be performed by the Paying Agent.
Parent shall deposit, or cause to be deposited, the aggregate Merger Consideration with respect
to al shares of Company Common Stock (other than shares to be cancelled in accordance with
Section 2.1(b)) with the Paying Agent at or prior to the Effective Time. The aggregate Merger
Consideration deposited with the Paying Agent shall, pending its disbursement to such holders,
be invested by the Paying Agent in (i) short-term commercial paper obligations of issuers
organized under the Laws of a state of the United States of America, rated A-1 or P-1 or better
by Moody’s Investors Service, Inc. or Standard & Poor’s Ratings Service, respectively, or in
certificates of deposit, bank repurchase agreements or bankers' acceptances of commercial banks
with capital exceeding $10,000,000,000, or in mutual funds investing in such assets, or (ii) short-
term obligations for which the full faith and credit of the United States of Americais pledged to
provide for the payment of principal and interest, or in mutual funds investing in such assets.
Any interest and other income from such investments shall become part of the funds held by the
Paying Agent for purposes of paying the Merger Consideration. No investment or investment
losses resulting from such investment by the Paying Agent of the aggregate Merger
Consideration shall relieve Parent, the Surviving Corporation or the Paying Agent from making
the payments required by this Article 11 and Parent shall promptly replace any funds deposited
with the Paying Agent lost through any investment made pursuant to this Section 2.2(a). No
investment by the Paying Agent of the aggregate Merger Consideration shall have maturities that
could prevent or delay payments to be made pursuant to this Agreement. Following the
Effective Time, Parent agrees to make available to the Paying Agent, from time to time as
needed, additional cash to pay the Merger Consideration as contemplated by this Article 1I
without interest.

(b) Payment Procedures. As promptly as practicable after the Effective Time
(but in no event more than three (3) Business Days thereafter), the Surviving Corporation shall
cause the Paying Agent to mail to each holder of record of Company Common Stock (i) a letter
of transmittal (which, in the case of shares of Company Common Stock represented by
Certificates, shall specify that delivery shall be effected, and risk of loss and title to the
Certificates shall pass, only upon delivery of the Certificates to the Paying Agent, and shall bein
such form and have such other provisions as Parent and the Company may reasonably agree and
shall be prepared prior to Closing) and (ii) instructions for use in effecting the surrender of the
Certificates or Book-Entry Shares in exchange for payment of the Merger Consideration. Upon
surrender of Certificates for cancellation to the Paying Agent or, in the case of Book-Entry
Shares, receipt of an “agent’s message” by the Paying Agent (or such other evidence, if any, of
transfer as the Paying Agent may reasonably request), together with such letter of transmittal,
duly completed and validly executed in accordance with the instructions (and such other
customary documents as may reasonably be required by the Paying Agent), the holder of such
Certificates or Book-Entry Shares shall be entitled to receive in exchange therefor, subject to any
required withholding Taxes, the Merger Consideration, without interest, for each share of
Company Common Stock surrendered, and any Certificates surrendered shall forthwith be
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canceled. If payment of the Merger Consideration is to be made to a Person other than the
Person in whose name the surrendered Certificate or Book-Entry Share in exchange therefor is
registered, it shall be a condition of payment that (A) the Person requesting such exchange
present proper evidence of transfer or shall otherwise be in proper form for transfer and (B) the
Person requesting such payment shall have paid any transfer and other Taxes required by reason
of the payment of the Merger Consideration to a Person other than the registered holder of such
Certificate or Book-Entry Share surrendered or shall have established to the reasonable
satisfaction of the Surviving Corporation and the Paying Agent that such Tax either has been
paid or is not applicable. Until surrendered as contemplated by this Section 2.2, each Certificate
and Book-Entry Share shall be deemed at any time after the Effective Time to represent only the
right to receive the Merger Consideration as contemplated by this Article 11, without interest.

(© Transfer Books; No Further Ownership Rights in Company Stock. The
Merger Consideration paid in respect of shares of Company Common Stock upon the surrender
for exchange in accordance with the terms of this Article |1 shall be deemed to have been paid in
full satisfaction of all rights pertaining to the shares of Company Common Stock, and at the
Effective Time, the stock transfer books of the Company shall be closed and thereafter there
shall be no further registration of transfers on the stock transfer books of the Surviving
Corporation of the shares of Company Common Stock that were outstanding immediately prior
to the Effective Time. From and after the Effective Time, the holders of Certificates or Book-
Entry Shares that evidenced ownership of shares of Company Common Stock outstanding
immediately prior to the Effective Time shall cease to have any rights with respect to such shares
of Company Common Stock other than the right to receive the Merger Consideration, except as
otherwise provided for herein or by applicable Law. If, at any time after the Effective Time,
Certificates are presented to the Surviving Corporation for any reason, they shall be canceled and
exchanged as provided in this Article 1.

(d) Lost, Stolen or Destroyed Certificates. If any Certificate shall have been
lost, stolen or destroyed, upon the making of an affidavit of that fact by the Person claiming such
Certificate to be lost, stolen or destroyed and, if required by the Surviving Corporation or the
Paying Agent, the posting by such Person of a bond, in such reasonable amount as Parent may
direct, as indemnity against any claim with respect to such Certificate, the Paying Agent will
pay, in exchange for such lost, stolen or destroyed Certificate, the applicable Merger
Consideration to be paid in respect of the shares of Company Common Stock formerly
represented by such Certificate, as contemplated by this Article 1.

(e Termination of Fund. At any time following the first (1st) anniversary of
the Closing Date, the Surviving Corporation shall be entitled to require the Paying Agent to
deliver to it any funds (including any interest received with respect thereto) that had been made
available to the Paying Agent and which have not been disbursed in accordance with this Article
11, and thereafter Persons entitled to receive payment pursuant to this Article 11 shall be entitled
to look only to the Surviving Corporation (subject to abandoned property, escheat or other
similar Laws) as general creditors thereof with respect to the payment of any Merger
Consideration that may be payable upon surrender of any Company Common Stock held by such
holders, as determined pursuant to this Agreement, without any interest thereon. Any amounts
remaining unclaimed by such holders at such time at which such amounts would otherwise
escheat to or become property of any Governmental Authority shall become, to the extent
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permitted by applicable Law, the property of the Surviving Corporation, free and clear of all
claims or interest of any Person previously entitled thereto.

()] No Liability. Notwithstanding any other provision of this Agreement,
none of Parent, the Merger Sub, the Surviving Corporation, the Company or the Paying Agent
shall be liable to any Person for Merger Consideration delivered to a public official pursuant to
any applicable abandoned property, escheat or similar Law.

(9 Withholding Taxes. Parent, the Company, the Surviving Corporation and
the Paying Agent shall be entitled to deduct and withhold from the consideration otherwise
payable to a holder of shares of Company Common Stock, Company RSUs or Company
Performance Share Awards pursuant to this Agreement such amounts as may be required to be
deducted and withheld with respect to the making of such payment under the Interna Revenue
Code of 1986 (the “Code’), or under any applicable provision of state, local or foreign Law
related to Taxes. To the extent amounts are so withheld and timely paid over to the appropriate
Taxing authority, the withheld amounts shall be treated for all purposes of this Agreement as
having been paid to the Person in respect of which such deduction and withholding was made.
Parent, the Company, the Surviving Corporation, and the Paying Agent shall reasonably
cooperate with such holdersin all reasonable respects, and in compliance with applicable Law, at
their request and expense to minimize the amount of any applicable withholding.

Section 2.3 Treatment of Equity Awar ds.

@ Company RSUs. Immediately prior to the Effective Time, each (X)
Company RSU that was granted prior to the date of this Agreement and is outstanding
immediately prior to the Effective Time and (y) each Company RSU that would result, pursuant
to the terms of the applicable Company RSU award agreement, from crediting to an award
recipient’s account the amount of cash dividends accrued, but not yet credited, in respect of each
share of Company Common Stock subject to such Company RSU, shall be converted into a
vested right to receive cash in an amount equal to the Merger Consideration.

(b) Currently Outstanding Company Performance Share Awards. Immediately
prior to the Effective Time, each Company Performance Share Award that was granted prior to
the date of this Agreement and is outstanding and subject to an incomplete performance period
immediately prior to the Effective Time shall be converted into a vested right to receive cash in
an amount equal to the target number of shares of Company Common Stock subject to such
Company Performance Share Award, multiplied by the Merger Consideration, subject to
proration consistent with past practice with respect to Applicable Retired Company Employees.
In addition, to the extent that the Effective Time occurs within 2% months following the end of
the applicable performance period with respect to a Company Performance Share Award but
prior to settlement of such Company Performance Share Award, such Company Performance
Share Award shall be converted into a vested right to receive cash in an amount equal to the
greater of (x) the target number of shares of Company Common Stock subject to such Company
Performance Share Award, multiplied by the Merger Consideration and (y) the actual number of
shares of Company Common Stock to which the holder of such Company Performance Share
Award would be entitled based on actual performance with respect to the applicable performance




period, multiplied by the Merger Consideration, subject to proration consistent with past practice
with respect to Applicable Retired Company Employees.

(c) Future Company Performance Share Awards. Each Company Performance
Share Award that is granted after the date of this Agreement and is outstanding immediately
prior to the Effective Time shall cease to represent an award that can be settled in shares of
Company Common Stock, shall be assumed by Parent and shall be converted into a Parent
restricted stock unit award (a*Parent RSU Award”), with the number of Parent Shares subject to
such Parent RSU Award being equal to the product (rounded down to the nearest whole number)
of (x) one hundred twenty-five percent (125%) of the target number of shares of Company
Common Stock subject to such Company Performance Share Award immediately prior to the
Effective Time multiplied by (y) the Equity Award Conversion Ratio. Any performance-related
vesting conditions applicable to each such Company Performance Share Award shall cease to
apply upon the conversion to Parent RSU Awards and the Parent RSU Awards shall be subject to
time-based vesting only and shall fully vest at the time the incomplete performance period
applicable to such Company Performance Share Awards would otherwise have ended (the
“Parent RSU Award Vesting Date”), subject to the holder of the Parent RSU Award (the “ Parent
RSU Award Recipient”) remaining continuously employed by the Surviving Corporation or its
affiliates through the applicable Parent RSU Award Vesting Date; provided that in the event, at
any time prior to the Parent RSU Award Vesting Date, a Parent RSU Award Recipient is
terminated by the Surviving Corporation without “Cause” or resigns for “Good Reason,” each as
defined in the Company Stock Plan, any Parent RSU Awards held by the Parent RSU Award
Recipient that would have vested on such Parent RSU Award Vesting Date shall fully and
immediately vest as of the termination date. Except as provided herein, including with respect to
vesting conditions, each such Company Performance Share Award that is assumed by Parent
hereunder shall continue to be subject to the same terms and conditions that apply to such
Company Performance Share Award immediately prior to the Effective Time; provided,
however, that the compensation committee of Parent’s board of directors shall succeed to the
authority and responsibility of the Company Board or any committee thereof with respect to such
Company Performance Share Award and such Company Performance Share Award shall be
subject to administrative procedures consistent with those in effect under Parent’s equity
compensation plan. Parent shall register on a Form S-8 (or other appropriate form) all Parent
Shares subject to the Parent RSU Awards.

(d) The Surviving Corporation shall be entitled to deduct and withhold from
the amounts otherwise payable pursuant to this Section 2.3 to any holder of Company RSUs or
Company Performance Share Awards such amounts as the Surviving Corporation is required to
deduct and withhold with respect to the making of such payment under the Code, or any
applicable provision of state, or local Law related to Tax, and the Surviving Corporation shall
timely make any required filings and payments to Tax authorities relating to any such deduction
or withholding. To the extent that amounts are so deducted and withheld by the Surviving
Corporation, such withheld amounts shall be treated for the purposes of this Agreement as
having been paid to the holder of Company RSUs or Company Performance Share Awards in
respect of which such deduction and withholding was made by the Surviving Corporation.

(e No later than the Effective Time, Parent shall provide, or shall cause to be
provided, to the Surviving Corporation all funds necessary to fulfill the obligations under this
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Section 2.3. All payments required under this Section 2.3 shall be made through the Company’s
payroll not later than the first payroll date following the Effective Time.

Section 2.4 Treatment of Employee Stock Purchase Plan. Except as otherwise
provided in this Section 2.4, each current “Payroll Deduction Period” (as defined in the
Company ESPP) (a “Payroll Deduction Period”) in progress as of the date of this Agreement
under the Company ESPP will continue, and the shares of Company Common Stock will be
issued to participants thereunder on the next currently scheduled purchase dates thereunder
occurring after the date of this Agreement as provided under, and subject to the terms and
conditions of, the Company ESPP. New Payroll Deduction Periods under the Company ESPP
will be permitted to commence following the date of this Agreement in the ordinary course of
business. Any Payroll Deduction Period in progress as of the Effective Time will be shortened,
and the last day of each such Payroll Deduction Period will be a date specified by Parent that is
not more than thirty (30) days preceding the Effective Time or such other time as the parties
otherwise agree, at which time each participant in the Company ESPP shall have purchased for
his or her account as many shares of Company Common Stock as his or her payroll deductions
that have accumulated during the relevant Payroll Deduction Period can purchase under the
terms of the Company ESPP. Notwithstanding any restrictions on transfer of stock in the
Company ESPP, the treatment in the Merger of any shares of Company Common Stock under
this provision will be in accordance with Section 2.1. The Company will terminate the Company
ESPP as of or prior to the Effective Time. The Company will, promptly after the date of this
Agreement, take al actions (including, if appropriate, amending the terms of the Company
ESPP) that are necessary to give effect to the transactions contemplated by this Section 2.4.

Section 25 Adjustments. If at any time during the period between the date of this
Agreement and the Effective Time, any change in the outstanding shares of capital stock of the
Company (or any other securities convertible or exchangeable therefor) shall occur as a result of
any reclassification, stock split (including a reverse stock split) or combination, exchange or
readjustment of shares, or any stock dividend or stock distribution with a record date during such
period, or any similar event, the Merger Consideration shall be equitably adjusted; provided,
however, that nothing in this Section 2.5 shall be deemed to permit or authorize any party hereto
to effect any such change that it is not otherwise authorized or permitted to undertake pursuant to
this Agreement.

ARTICLE Il

REPRESENTATIONSAND WARRANTIESOF THE COMPANY

Except (a) as set forth in the disclosure schedule delivered by the Company to Parent
simultaneously with the execution of this Agreement (the “Company Disclosure Schedule”)
(which schedule sets forth, among other things, items the disclosure of which is necessary or
appropriate either in response to an express disclosure requirement contained in a provision
hereof or as an exception to one or more representations or warranties contained in this Article
111, or to one or more of the Company’s covenants contained in Article V, except that any
information set forth in one section of the Company Disclosure Schedule will be deemed to
apply to all other sections or subsections thereof to the extent that such information is reasonably
applicable) or (b) as set forth in any of the Company SEC Documents filed prior to the date of
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this Agreement, but excluding in the case of this clause (b) any risk factor disclosure under the
headings “Risk Factors” or “Forward Looking Statements’, the Company represents and
warrants to Parent and Merger Sub as follows:

Section 3.1 Organization, Standing and Cor por ate Power .

@ The Company is a corporation duly organized, validly existing and in
good standing under the Laws of the State of North Carolina and has al requisite corporate
power and authority necessary to own or lease all of its properties and assets and to carry on its
business as it is now being conducted. The Company is duly qualified to do business and isin
good standing in each jurisdiction in which the nature of the business conducted by it or the
character or location of the properties and assets owned or leased by it makes such qualification
necessary, except where the failure to be so qualified or in good standing would not reasonably
be expected to have, a Company Material Adverse Effect. The Company has made available to
Parent true and complete copies of the Company Charter Documents as in effect on the date of
this Agreement.

(b) Each of the Company’s subsidiaries that constitutes a “significant
subsidiary” of the Company within the meaning of Rule 1-02 of Regulation S-X under the
Exchange Act (each, a “Significant Subsidiary”) is duly organized, validly existing and in good
standing under the laws of the jurisdiction of its organization, except in each case as would not
reasonably be expected to have a Company Material Adverse Effect. Each of the Significant
Subsidiaries is duly qualified to do business and isin good standing in each jurisdiction in which
the nature of the business conducted by it or the character or location of the properties and assets
owned or leased by it makes such qualification necessary, except where the failure to be so
qgualified or in good standing would not reasonably be expected to have a Company Material
Adverse Effect. All the outstanding shares of capital stock of, or other equity interests in, each
Subsidiary of the Company have been validly issued and are fully paid and non-assessable and
are owned directly or indirectly by the Company free and clear of al liens, pledges, security
interests and transfer restrictions, except for such transfer restrictions as are contained in the
articles of incorporation or bylaws (or any equivalent constituent documents) of such Subsidiary
of the Company or for such transfer restrictions of general applicability as may be provided
under the Securities Act of 1933 (the “Securities Act”) and other applicable Laws. The
Company has made available to Parent true and complete copies of the articles of incorporation
and bylaws (or equivalent constituent documents) of each Significant Subsidiary as in effect on
the date of this Agreement.

(© Each of the Company and the Significant Subsidiaries has all requisite
entity power and authority to enable it to own, operate, lease or otherwise hold its properties and
assets and to conduct its businesses as presently conducted, except where the failure to have such
power or authority would not reasonably be expected to have a Company Material Adverse
Effect.

(d) Section 3.1(d) of the Company Disclosure Schedule sets forth a list of the
Company Joint Ventures, including the name of each such entity and the Company’ s percentage
ownership interest thereof. The Company has made available to Parent true and complete copies
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of the articles of formation and limited liability company agreement (or equivalent constituent
documents) of each Company Joint Venture.

Section 3.2 Capitalization.

@ The authorized capital stock of the Company consists of 200,000,000
shares of Company Common Stock and 175,000 shares of preferred stock (the “Company
Preferred Stock”). At the close of business on October 22, 2015, (a) 79,354,828 shares of
Company Common Stock were issued and outstanding, (b) no shares of Company Preferred
Stock were issued and outstanding, (c) Company RSUs with respect to an aggregate of 59,769
shares of Company Common Stock were issued and outstanding (including shares of Company
Common Stock issuable in respect of dividends declared through such date), and (d) Company
Performance Share Awards with respect to an aggregate of 500,478 shares of Company Common
Stock based on achievement of applicable performance criteria at target level were issued and
outstanding. From October 22, 2015 through the date of this Agreement, the Company has not
issued any shares of Company Common Stock, shares of Company Preferred Stock, Company
RSUs, Company Performance Share Awards or any other Equity Securities.

(b) All outstanding shares of Company Common Stock are, and all shares of
Company Common Stock that may be issued upon the settlement of Company RSUs and
Company Performance Share Awards will be, when issued, duly authorized, validly issued, fully
paid and nonassessable and not subject to, or issued in violation of, any preemptive right. Except
as set forth in (x) Section 3.2(b) of the Company Disclosure Schedule, (y) in Section 3.2(a), or
(2) pursuant to the terms of this Agreement, as of the date hereof, there are not issued, reserved
for issuance or outstanding, and there are not any outstanding obligations of the Company or any
Subsidiary of the Company to issue, deliver or sell, or cause to be issued, delivered or sold,
(i) any capital stock of the Company or any Subsidiary of the Company or any securities of the
Company or any Subsidiary of the Company convertible into or exchangeable or exercisable for
shares of capital stock or voting securities of, or other equity interests in, the Company or any
Subsidiary of the Company or (ii) any warrants, calls, options or other rights to acquire from the
Company or any Subsidiary of the Company, or any other obligation of the Company or any
Subsidiary of the Company to issue, deliver or sell, or cause to be issued, delivered or sold, any
capital stock or voting securities of, or other equity interests in, the Company or any Subsidiary
of the Company (the foregoing clauses (i) and (ii), collectively, “Equity Securities’). Except
pursuant to the Company Stock Plan, there are not any outstanding obligations of the Company
or any Subsidiary of the Company to repurchase, redeem or otherwise acquire any Equity
Securities. There is no outstanding Indebtedness of the Company having the right to vote (or
convertible into, or exchangeable for, securities having the right to vote) on any matters on
which shareholders of the Company may vote.

(© Section 3.2(c) of the Company Disclosure Schedule sets forth a complete
and accurate list of the following information with respect to each Company RSU and each
Company Performance Share Award outstanding as of the date of this Agreement: (i) the name
of the holder of each Company RSU or Company Performance Share Award; (ii) the number of
shares of Company Common Stock subject to each such Company RSU or Company
Performance Share Award, with the number of such shares subject to Company Performance
Share Awards listed at both target and maximum levels; (iii) the grant date of each such
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Company RSU or Company Performance Share Award and (iv) the Company Stock Plan
pursuant to which each such Company RSU or Company Performance Share Award was
granted.

Section 3.3  Authority; Non-contravention.

@ The Company has all necessary corporate power and authority to execute
and deliver this Agreement and, subject to obtaining the Company Shareholder Approval, to
perform its obligations hereunder and to consummeate the Transactions. The Company Board, at
a meeting duly called and held, unanimously adopted resolutions (i) determining that it isin the
best interests of the Company and its shareholders for the Company to enter into this Agreement,
(i) adopting this Agreement and approving the Company’ s execution, delivery and performance
of this Agreement and the consummation of the Transactions, and (iii) resolving to recommend
that the shareholders of the Company approve this Agreement and directing that this Agreement
be submitted to the shareholders of the Company for approval at a duly held meeting of such
shareholders for such purpose (the “Company Board Recommendation”). As of the date of this
Agreement, such resolutions have not been amended or withdrawn. Except for obtaining the
Company Shareholder Approval, no other corporate action on the part of the Company is
necessary to authorize the execution and delivery of and performance by the Company under this
Agreement and the consummation by it of the Transactions. This Agreement has been duly
executed and delivered by the Company and, assuming due authorization, execution and delivery
hereof by the other parties hereto, constitutes a legal, valid and binding obligation of the
Company, enforceable against the Company in accordance with its terms, except that such
enforceability (i) may be limited by bankruptcy, insolvency, fraudulent transfer, reorganization,
moratorium and other similar laws of general application affecting or relating to the enforcement
of creditors rights generally and (ii) is subject to genera principles of equity, whether
considered in aproceeding at law or in equity (the “Bankruptcy and Equity Exception™).

(b) The execution and delivery of this Agreement by the Company does not,
and neither the consummation by the Company of the Transactions nor compliance by the
Company with any of the terms or provisions hereof will, (i) assuming the Company Shareholder
Approval is obtained, conflict with or violate any provision of the Company Charter Documents
or the organizational documents of any Subsidiary of the Company, (ii) assuming that each of the
consents, authorizations and approvals referred to in Section 3.4 and the Company Sharehol der
Approval are obtained (and any condition precedent to any such consent, authorization or
approval has been satisfied) and each of the filings referred to in Section 3.4 are made and any
applicable waiting periods referred to therein have expired, violate any Law applicable to the
Company or any of its Subsidiaries or (iii) assuming that each of the consents and notices
specified in Section 3.3(b)(iii) of the Company Disclosure Schedule is obtained or given, as
applicable, result in any breach of, or constitute a default (with or without notice or lapse of time,
or both) under, or give rise to any right of termination, amendment, acceleration or cancellation
of or payment under, any Company Material Contract to which the Company or any of its
Subsidiariesis a party or any Company Permit, or result in the creation of a Lien (other than any
Permitted Lien) upon any of the properties or assets of the Company or any of its Subsidiaries,
other than, in the case of clauses (ii) and (iii), as would not reasonably be expected to have a
Company Material Adverse Effect.
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Section 3.4  Governmental Approvals. Except for (a) the filing with the SEC of a
proxy statement, in preliminary and definitive form, relating to the Company Shareholders
Meeting (as amended or supplemented from time to time, the “Proxy Statement”), and other
filings required under, and compliance with other applicable requirements of, the Securities
Exchange Act of 1934 (the “Exchange Act”) and the rules of the NY SE in connection with this
Agreement and the Merger, (b) the filing of the Articles of Merger with the Secretary of State of
the State of North Carolina pursuant to the NCBCA, (c) approvals or filings required under, and
compliance with other applicable requirements of, the NCUC (such approvals and filings
described in this clause (c), the “Required Statutory Approvals’), (d) the approvals or filings set
forth on Section 3.4(d) of the Company Disclosure Schedule, and (e) filings required under, and
compliance with other applicable requirements of, the HSR Act, no consents or approvals of, or
filings, declarations or registrations with, any Governmental Authority are necessary for the
execution and delivery of this Agreement by the Company and the consummation by the
Company of the Transactions, other than as would not reasonably be expected to have a
Company Material Adverse Effect.

Section 3.5 Company SEC Documents; Undisclosed Liabilities.

@ The Company has filed with or furnished to the SEC, on atimely basis, al
registration statements, reports, proxy statements and other documents with the SEC required to
be filed or furnished since October 31, 2013 (collectively, and in each case including all exhibits
and schedules thereto and documents incorporated by reference therein, as such statements,
reports and documents may have been amended since the date of their filing, the * Company SEC
Documents’). As of their respective effective dates (in the case of Company SEC Documents
that are registration statements filed pursuant to the requirements of the Securities Act) and as of
their respective filing dates (in the case of all other Company SEC Documents), or in the case of
amendments thereto, as of the date of the last such amendment (but only amendments prior to the
date of this Agreement in the case of any Company SEC Document with afiling or effective date
prior to the date of this Agreement), the Company SEC Documents complied in all materia
respects with the requirements of the Exchange Act, the Securities Act or the Sarbanes-Oxley
Act of 2002 (the “ Sarbanes-Oxley Act”), as the case may be, and the rules and regulations of the
SEC promulgated thereunder, applicable to such Company SEC Documents, and none of the
Company SEC Documents as of such respective dates (or, if amended, the date of the filing of
such amendment, with respect to the disclosures that are amended) contained any untrue
statement of a material fact or omitted to state a materia fact required to be stated therein or
necessary to make the statements therein, in light of the circumstances under which they were
made, not misleading.

(b) Except to the extent updated, amended, restated or corrected by a
subsequent Company SEC Document (but only amendments, restatements or corrections prior to
the date of this Agreement in the case of any Company SEC Document with a filing or effective
date prior to the date of this Agreement), as of their respective dates of filing with the SEC, the
consolidated financial statements of the Company included in the Company SEC Documents (i)
complied asto formin all material respects with all applicable accounting requirements and with
the published rules and regulations of the SEC with respect thereto (except, in the case of
unaudited statements, as permitted by Form 10-Q of the SEC), (ii) have been prepared in
accordance with GAAP applied on a consistent basis during the periods involved (except (A) as
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may be indicated in the notes thereto or (B) as permitted by Regulation S-X) and (iii) present
fairly, in al material respects, the consolidated financial position of the Company and its
Subsidiaries, and the consolidated results of their operations and cash flows, as of each of the
dates and for the periods shown, as applicable, in conformity with GAAP.

(c) The Company has established and maintains disclosure controls and
procedures and internal control over financial reporting (as such terms are defined in paragraphs
(e) and (f), respectively, of Rule 13a-15 under the Exchange Act) as required by Rule 13a-15
under the Exchange Act. The Company’s disclosure controls and procedures are reasonably
designed to ensure that all material information required to be disclosed by the Company in the
reports that it files or furnishes under the Exchange Act is recorded, processed, summarized and
reported within the time periods specified in the rules and forms of the SEC, and that all such
material information is accumulated and communicated to the Company’s management as
appropriate to allow timely decisions regarding required disclosure and to make the certifications
required pursuant to Sections 302 and 906 of the Sarbanes-Oxley Act.

(d) Neither the Company nor any of its Subsidiaries has any liabilities which
would be required to be reflected or reserved against on a consolidated balance sheet of the
Company prepared in accordance with GAAP or the notes thereto, except for liabilities (i)
reflected or reserved against on the balance sheet of the Company and its Subsidiaries as of July
31, 2015 (the “Balance Sheet Date’) (including the notes thereto) included in the Company SEC
Documents, (ii) incurred after the Balance Sheet Date in the ordinary course of business, (iii) as
contemplated by this Agreement or otherwise arising in connection with the Transactions or (iv)
as would not reasonably be expected to have a Company Material Adverse Effect.

(e All filings (other than immaterial filings) required to be made by the
Company or any of its Subsidiaries since January 1, 2014 under applicable state Laws
specifically governing the regulation of public utilities have, to the Knowledge of the Company,
been filed with the applicable state public utility commissions (including, to the extent required,
the North Carolina Utilities Commission (“NCUC"), the South Carolina Public Service
Commission and the Tennessee Regulatory Authority as the case may be, including all forms,
statements, reports, agreements (oral or written) and all documents, exhibits, amendments and
supplements appertaining thereto (collectively, “Regulatory Filings’)), and all such Regulatory
Filings complied, in all material respects, as of their respective dates, with al applicable
requirements of the applicable statute and the rules and regulations thereunder, except for
Regulatory Filings the failure of which to make or the failure of which to make in compliance
with all applicable requirements of the applicable statute and the rules and regul ations thereunder
have not had and would not reasonably be expected to have a Company Material Adverse Effect.

Section 3.6  Absence of Certain Changes. From November 1, 2014 to the date of this
Agreement, (a) except in connection with the Transactions, the business of the Company and its
Subsidiaries has been conducted in all material respects in the ordinary course of business
consistent with past practice and (b) there has not been any fact, circumstance, change, event,
development, occurrence or effect that has had or would reasonably be expected to have a
Company Material Adverse Effect.
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Section 3.7 Legal Proceedings. There is no pending or, to the Knowledge of the
Company, threatened, Claim against the Company or any of its Subsidiaries, nor is there any
injunction, order, judgment, ruling or decree imposed upon the Company or any of its
Subsidiaries, in each case, by or before any Governmental Authority, that would reasonably be
expected to have a Company Material Adverse Effect.

Section 3.8 Compliance With L aws; Permits. The Company and its Subsidiaries are
in compliance with all laws, statutes, ordinances, codes, rules, regulations, rulings, decrees,
judgments, injunctions and orders of Governmental Authorities (collectively, “Laws’) applicable
to the Company or any of its Subsidiaries, except for instances of non-compliance as would not
reasonably be expected to have a Company Material Adverse Effect. The Company and each of
its Subsidiaries hold, and are in compliance with, all licenses, franchises, permits, certificates,
approvals and authorizations from Governmental Authorities required by Law for the conduct of
their respective businesses as they are now being conducted (collectively, “Company Permits’),
except as would not reasonably be expected to have a Company Material Adverse Effect.

Section 3.9 Tax Matters.

@ Each of the Company and its Subsidiaries has timely filed, or has caused
to be timely filed on its behalf (taking into account any extension of time within which to file),
all Tax Returns required to befiled by it, and all such filed Tax Returns are correct and complete,
except as would not reasonably be expected to have a Company Material Adverse Effect. Each
of the Company and its Subsidiaries has paid all Taxes that are required to be paid by it (whether
or not shown or required to be shown as due on any Tax Returns), except as would not
reasonably be expected to have a Company Material Adverse Effect. Each of the Company and
its Subsidiaries has withheld and timely remitted to the appropriate Governmental Authority all
material Taxes required to be withheld from amounts owing to any employee, creditor or third
party. No material deficiency with respect to Taxes has been proposed, asserted or assessed
against the Company or any of its Subsidiaries which has not been fully paid or otherwise finally
resolved or adequately reserved for in the Company’s financial statements included in the
Company SEC Documents. No material audit or other administrative or court proceedings are
pending with any Governmental Authority with respect to Taxes of the Company or any of its
Subsidiaries, and no written notice thereof has been received. With respect to any Tax years
open for audit, neither the Company nor any of its Subsidiaries has granted in writing any
material waiver of any statute of limitations with respect to, or any extension of a period for the
assessment of, any Tax, except, with respect to the federal income tax return for the 2011 tax
year, for the extension of the statute of limitations to June 30, 2016. Neither the Company nor
any of its Subsidiaries has incurred any liability for Taxes since the Balance Sheet Date except in
the ordinary course of business.

(b) Neither the Company nor any of its Subsidiaries has any materia liability
for Taxes of any Person (except for the Company or any of its Subsidiaries) arising from the
application of Treasury Regulation Section 1.1502-6 or any analogous provision of state, local or
foreign Law, or as atransferee or successor, by contract or otherwise.

(© Neither the Company nor any of its Subsidiaries is a party to or is
otherwise bound by any material Tax sharing, alocation or indemnification agreement or
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arrangement, except for such an agreement or arrangement (1) exclusively between or among the
Company and its Subsidiaries, or (2) with customers, vendors, lessors or other third parties
entered into in the ordinary course of business and not primarily related to Taxes.

(d) No closing agreements, private letter rulings, technical advice memoranda,
advance Tax rulings, advance pricing agreements, or similar written agreements or rulings have
been entered into or issued by any Governmental Authority with respect to Taxes of the
Company or any of its Subsidiaries in each case that could reasonably be expected to have a
material effect on the Tax liability of the Company or any of its Subsidiaries after the Closing
Date.

(e There are no material Liens on any of the assets of the Company or any of
its Subsidiaries that arose in connection with any failure (or aleged failure) to pay any Tax.

()] In any Taxable period ending after the Closing Date, neither the Company
nor any of its Subsidiaries will be required to include or accelerate the recognition of any
material item of income, or exclude or defer any material item of deduction or other Tax benefit,
in either case as a result of any change in method of Tax accounting made prior to the Closing
Date, any installment sale prior to the Closing Date, any closing agreement entered into prior to
the Closing Date, or any prepaid amount received prior to the Closing Date.

(9) Within the past three (3) years, neither the Company nor any of its
Subsidiaries has been a “distributing corporation” or a “controlled corporation” in a distribution
intended to qualify for tax-free treatment under Section 355 of the Code.

(h) Neither the Company nor any of its Subsidiaries has engaged in any
“listed transaction” as defined in Treasury Regulations Section 1.6011-4(b)(2) or Treasury
Regulations Section 301.6111-2(b) in any Tax year for which the statute of limitations has not
expired.

(1) This Section 3.9 and Section 3.10 constitute the sole and exclusive
representations and warranties of the Company regarding Tax matters.

() For purposes of this Agreement: (i) “Taxes’ shall mean all federal, state,
local or foreign taxes, customs, tariffs, duties, charges, fees, imposts, levies or other assessments
imposed by a Governmental Authority, including all income, gross receipts, franchise, estimated,
alternative minimum, add on minimum, sales, use, transfer, value added, excise, severance,
stamp, customs, duties, escheat, unclaimed property, real property, personal property, capital
stock, social security, unemployment, payroll, employee, withholding, or other tax imposed by a
Governmental Authority, including any interest, penalties or additions to tax imposed by any
Governmental Authority in connection with any of the foregoing and (ii) “Tax Returns’ shall
mean any return, report, claim for refund, estimate, information return or statement or other
similar document relating to or required to be filed with any Governmental Authority with
respect to Taxes, including any schedule or attachment thereto, and including any amendment
thereof.

Section 3.10 Employee Benefits Matters. Section 3.10(a) of the Company Disclosure
Schedule sets forth a complete and accurate list, as of the date of this Agreement, of each
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material Company Plan. The Company has made available to Parent correct and complete copies
of (a) the current plan document for each material Company Plan (or, if such Company Plan is
not in writing, a written description of the material terms thereof), (b) the most recent annual
reports on Form 5500 required to be filed with the Department of Labor with respect to each
Company Plan (if any such report was required), (¢) the most recent summary plan description
for each material Company Plan for which such summary plan description is required, (d) each
trust agreement relating to any Company Plan, (e) the most recent audited financial statement
and the actuarial or other valuation report prepared for the most recently completed plan year
with respect thereto and (f) any material and non-routine correspondence with a Governmental
Authority regarding any pending audit, investigation, claim or dispute under any Company Plan.
Each Company Plan isin compliance with its terms and the applicable provisions of ERISA, the
Code and al other applicable laws, except where such noncompliance would not reasonably be
expected to have a Company Material Adverse Effect. There are no pending or, to the
Knowledge of the Company, threatened claims (other than claims for benefits in the ordinary
course) with respect to any Company Plans, nor is any Company Plan under (and the Company
has received no notice that there is any threatened) audit or administrative proceeding by the
IRS, the Department of Labor, or any other Governmental Authority with respect to any
Company Plan that, in each case, would reasonably be expected to have a Company Material
Adverse Effect. All Company Plans that are “employee pension plans’ (as defined in Section
3(3) of ERISA) that are intended to be tax qualified under Section 401(a) of the Code (each, a
“Company Pension Plan”) have received a favorable determination letter from the IRS or has
filed a timely application therefor and, to the Knowledge of the Company, such Company
Pension Plan qualifies in all material respects under Section 401(a) of the Code in operation.
The Company has made available to Parent a correct and complete copy of the most recent
determination letter received with respect to each Company Pension Plan, as well as a correct
and complete copy of each pending application for a determination letter, if any. Except as set
forth on Section 3.10(b) of the Company Disclosure Schedule, neither the Company nor any
ERISA Affiliate sponsors, maintains or contributes to, nor has any liability with respect to, a
multiemployer plan (as defined in Section 3(37) of ERISA) or a plan subject to section 302 or
Title 1V of ERISA or section 412 of the Code. With respect to each Company Pension Plan set
forth on Section 3.10(b) of the Company Disclosure Schedule, (i) no proceeding has been
initiated to terminate such plan under Sections 4041 or 4042 of ERISA; (ii) there has been no
“reportable event” (as such term is defined in Section 4043(b) of ERISA) for which a reporting
waiver does not apply that would reasonably be expected to have a Company Material Adverse
Effect; (iii) no such plan has been required to file information pursuant to Section 4010 of
ERISA for the current or most recently completed year; (iv) each required installment or any
other payment required under Section 412 of the Code or Section 303 of ERISA has been made
before the applicable due date except as would not reasonably be expected to have a Company
Material Adverse Effect; (v) no such plan has applied for or received a waiver of the minimum
funding standards or an extension of any amortization period within the meaning of Section 412
of the Code or Sections 302 or 303 of ERISA that is currently in effect; and (vi) there are no
funding-based benefit limitations (within the meaning of Section 436 of the Code) currently in
effect. Other than as would not reasonably be expected to have a Company Material Adverse
Effect, the Company and its Subsidiaries have reserved the right and power to terminate,
suspend, discontinue and amend all Company Plans that provide for post-termination health,
medical or other welfare benefits. Except as set forth on Section 3.10(c) of the Company
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Disclosure Schedule, the consummation of the Transactions will not, either alone or in
combination with another event, except as expressly provided in this Agreement, (i) entitle any
employee of the Company to severance pay, unemployment compensation or any other payment,
or (ii) accelerate the time of payment or vesting, or increase the amount of compensation due any
such employee or officer. Except as set forth on Section 3.10(d) of the Company Disclosure
Schedule, no amounts payable under the Company Plans will fail to be deductible for federal
income tax purposes by virtue of section 280G of the Code. This Section 3.10 constitutes the
sole and exclusive representation and warranty of the Company regarding pension and employee
benefit liabilities, obligations, or compliance with Laws.

Section 3.11 Environmental Matters. Except for those matters that would not
reasonably be expected to have a Company Material Adverse Effect, (@) each of the Company
and its Subsidiaries is and for the last five (5) years has been in compliance with all applicable
Environmental Laws, which compliance includes obtaining, maintaining or complying with all
Company Permits required under Environmental Laws for the operation of their respective
businesses, and all such Company Permits are valid and in full force and effect, (b) (i) thereisno
Claim relating to or arising under Environmental Laws (including, without limitation, relating to
or arising from the Release, threatened Release or exposure to any Hazardous Materia or
alleging violation of or chalenging the validity of any environmental Company Permit) that is
pending or, to the Knowledge of the Company, threatened against the Company or any of its
Subsidiaries, or any rea property currently owned or operated by the Company or any of its
Subsidiaries, and (ii) to the Knowledge of the Company, there is no Claim relating to or arising
under Environmental Laws (including, without limitation, relating to or arising from the Release,
threatened Release or exposure to any Hazardous Material) that is pending or threatened against
any real property currently leased by the Company or any of its Subsidiaries or formerly owned,
operated or leased by the Company or any of its Subsidiaries, (¢) neither the Company nor any of
its Subsidiaries has received any written notice of, or entered into any order, settlement,
judgment, injunction or decree involving uncompleted, outstanding or unresolved liabilities or
corrective or remedial obligations relating to or arising under Environmental Laws (including,
without limitation, relating to or arising from the Release, threatened Release or exposure to any
Hazardous Material) and to the Knowledge of the Company, there are no facts or conditions
relating to the Company’s or any of its Subsidiaries properties or operations that would
reasonably be expected to give rise to any such liability or corrective or remedial obligation, (d)
there have been no ruptures or explosions in the Company’s or any Company Subsidiary’s
natural gas, liquefied natural gas, natural gas liquid and other pipelines, lateral lines, pumps,
pump stations, storage facilities, terminals and other related operations, assets, machinery and
equipment (collectively, “Systems’) that have resulted in Claims, including Claims for personal
injury, loss of life or property damage, except to the extent any such Claims have been resolved,
and (e) there are no defects, corrosion or other damage to any of the Company’s or any Company
Subsidiary’s Systems that would reasonably be expected to result in a pipeline integrity failure,
and the Company is in compliance in all material respects with al appropriate inspection and
recordkeeping requirements relating thereto. Section 3.4, Section 3.5, Section 3.6 and this
Section 3.11 constitute the exclusive representations and warranties of the Company regarding
environmental matters, including without limitation al matters arising under Environmental
Laws.
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Section 3.12 Intellectual Property. Except as would not reasonably be expected to
have a Company Material Adverse Effect, (a) (i) the conduct of the Company’s business as
currently conducted does not infringe or otherwise violate any Person’s Intellectual Property and
(i) thereis no Claim of such infringement or other violation pending, or to the Knowledge of the
Company, threatened in writing, against the Company, and (b) (i) to the Knowledge of the
Company, no Person is infringing or otherwise violating any Intellectual Property owned by the
Company and (ii) no Claims of such infringement or other violation are pending or, to the
Knowledge of the Company, threatened in writing against any Person by the Company. This
Section 3.12 constitutes the sole and exclusive representation and warranty of the Company with
respect to any actual or alleged infringement or other violation of any Intellectual Property of
any other Person.

Section 3.13 Articles 9 and 9A of the NCBCA Not Applicable; Other Takeover
Statutes; Appraisal Rights. The Company is not subject to the prohibitions on certain business
combinations set forth in Article 9 or Article 9A of the NCBCA. Assuming that the
representations and warranties of Parent and Merger Sub contained in Section 4.7 are true and
correct, the Company has taken all necessary actions, if any, so that the Transactions are not
subject to any “fair price,” “moratorium,” control share acquisition,” interested shareholder,”
“affiliated transaction” or similar anti-takeover Law (each, a “ Takeover Statute”) or any similar
provision (including any supermgjority shareholder approval requirement) in the Company
Charter Documents. No holder of Company Common Stock is entitled to appraisal or dissenters
rights under the NCBCA in connection with the Transactions.

Section 3.14 Real Property. Except as would not reasonably be expected to have a
Company Material Adverse Effect, the Company or a Subsidiary of the Company owns and has
either good and valid title, in fee, or valid leasehold, easement or other rights, to the land,
buildings, structures and other improvements thereon and fixtures thereto necessary to permit it
to conduct its business as currently conducted, in each case free and clear of al Liens (except in
all cases for Permitted Liens). Except as would not reasonably be expected to have a Company
Material Adverse Effect and except as may be limited by the Bankruptcy and Equity Exception,
all leases, easements or other agreements under which the Company or any of its Subsidiaries
lease, access or use real property are valid, binding and in full force and effect against the
Company or any of its Subsidiaries and, to the Knowledge of the Company, the counterparties
thereto, in accordance with their respective terms, and neither the Company nor any of its
Subsidiaries are in default under any of such leases, easements or other agreements.

Section 3.15 Contracts.

@ For purposes of this Agreement, “ Company Material Contract” means any
Contract which is required to be filed by the Company as a “material contract” pursuant to Item
601(b)(10) of Regulation S-K under the Securities Act.

(b) Each Company Material Contract is valid and binding on the Company
and any of its Subsidiaries to the extent the Company or such Subsidiary is a party thereto, as
applicable, and to the Knowledge of the Company, each other party thereto, and is in full force
and effect and enforceable in accordance with its terms (subject to the Bankruptcy and Equity
Exception), except where the failure to be valid, binding, enforceable and in full force and effect,
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would not reasonably be expected to have a Company Material Adverse Effect. The Company
and each of its Subsidiaries, and, to the Knowledge of the Company, any other party thereto, has
performed all obligations required to be performed by it under each Company Material Contract,
except where such noncompliance would not reasonably be expected to have a Company
Material Adverse Effect.

Section 3.16 Labor. Except as set forth in Section 3.16 of the Company Disclosure
Schedule, neither the Company nor any of its Subsidiaries is party to any collective bargaining
agreement. Since September 30, 2013, there has been no labor strike, lockout, work stoppage, or
picketing, or, to the Knowledge of the Company, threat thereof, by or with respect to any
employee of the Company or any of its Subsidiaries, except where such strike, lockout, work
stoppage, or picketing has not had or would not reasonably be expected to have a Company
Material Adverse Effect. Except as set forth in Section 3.16 of the Company Disclosure
Schedule or as has not had and would not reasonably be expected to have a Company Material
Adverse Effect, since September 30, 2013, the Company and each of its Subsidiaries (a) has
complied and is in compliance with all applicable legal, administrative and regulatory
requirements relating to wages, hours, employee and independent contractor classification,
immigration, discrimination in employment, collective bargaining, as well as the Workers
Adjustment and Retraining Notification Act and comparable local, state, and federal Laws
(*"WARN”), and all other local, state, and federal Laws pertaining to employment and labor, and
(b) are not liable for any arrears of wages or any taxes or penalties for failure to comply with any
of the foregoing. Furthermore, except as set forth in Section 3.16 of the Company Disclosure
Schedule or as has not had and would not reasonably be expected to have a Company Material
Adverse Effect, there are no actions, charges, arbitrations, complaints, or investigations pending
or, to the Knowledge of the Company, threatened by or on behalf of any employee or group of
employees of the Company or any of its Subsidiaries alleging violations of local, state, or federal
Laws pertaining to employment and labor or WARN.

Section 3.17 Opinion of Financial Advisor. The Company Board has received the
opinion of Goldman, Sachs & Co., dated as of the date of this Agreement, to the effect that, as of
such date, and subject to the various assumptions and qualifications set forth therein, the Merger
Consideration to be received in the Merger by holders of the Company Common Stock is fair
from afinancial point of view to the holders of the Company Common Stock.

Section 3.18 Brokers and Other Advisors. Except for Goldman, Sachs & Co. (the
“Company Financial Advisor”), no broker, investment banker, financial advisor or other Person
is entitled to any broker’s, finder’s, financial advisor’'s or other similar fee, in connection with
the Transactions based upon arrangements made by or on behalf of the Company or any of its
Subsidiaries.

Section 3.19 Company Shareholder Approval. Assuming the accuracy of the
representations and warranties of Parent and Merger Sub set forth in Section 4.7, approval of this
Agreement by the affirmative vote (in person or by proxy) of the holders of a majority of the
outstanding shares of Company Common Stock entitled to vote at the Company Shareholders
Meeting (the “Company Shareholder Approva™) is the only vote or approval of the holders of
any class or series of capital stock of the Company necessary to adopt or approve this Agreement
and the Transactions.
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ARTICLE IV

REPRESENTATIONS AND WARRANTIES OF PARENT AND MERGER SUB

Parent and Merger Sub jointly and severally represent and warrant to the Company as
follows:

Section 4.1 Organization, Standing and Corporate Power. Parent is a corporation
duly organized, validly existing and in good standing under the Laws of Delaware and Merger
Sub is a corporation duly organized, validly existing and in good standing under the Laws of
North Carolina. Each of Parent and Merger Sub has all requisite corporate power and authority
necessary to own or lease all of its properties and assets and to carry on its business as it is now
being conducted. Parent is duly qualified to do business and is in good standing in each
jurisdiction in which the nature of the business conducted by it or the character or location of the
properties and assets owned or leased by it makes such qualification necessary, except where the
failure to be so qualified or in good standing would not reasonably be expected to have a Parent
Material Adverse Effect.

Section 4.2  Authority; Noncontravention.

@ Each of Parent and Merger Sub has all necessary corporate power and
authority to execute and deliver this Agreement, to perform their respective obligations
hereunder and to consummate the Transactions. The execution and delivery of and performance
by Parent and Merger Sub under this Agreement, and the consummation by Parent and Merger
Sub of the Transactions, have been duly authorized and approved by all necessary corporate
action by Parent and Merger Sub (including by the Parent Board and the board of directors of
Merger Sub) and, promptly after the execution and delivery hereof, approved by Parent as the
sole shareholder of Merger Sub, and no other corporate action on the part of Parent and Merger
Sub is necessary to authorize the execution and delivery of and performance by Parent and
Merger Sub under this Agreement and the consummation by them of the Transactions. This
Agreement has been duly executed and delivered by Parent and Merger Sub and, assuming due
authorization, execution and delivery hereof by the Company, constitutes a legal, valid and
binding obligation of each of Parent and Merger Sub, enforceable against each of them in
accordance with its terms, subject to the Bankruptcy and Equity Exception. No vote or approval
of the holders of any class or series of capital stock of Parent is necessary to adopt or approve
this Agreement and the Transactions.

(b) The execution and delivery of this Agreement by Parent and Merger Sub
do not and neither the consummation by Parent or Merger Sub of the Transactions, nor
compliance by Parent or Merger Sub with any of the terms or provisions hereof, will (i) conflict
with or violate any provision of the certificate of incorporation and bylaws of Parent, in each
case as amended to the date of this Agreement or (ii) assuming that each of the consents,
authorizations and approvals referred to in Section 4.3 (and any condition precedent to any such
consent, authorization or approval has been satisfied) is obtained or given, as applicable, and
each of the filings referred to in Section 4.3 are made and any applicable waiting periods referred
to therein have expired, violate any Law applicable to Parent, Merger Sub or any of their
respective Subsidiaries or (iii) result in any breach of, or constitute a default (with or without
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notice or lapse of time or both) under, or give rise to any right of termination, amendment,
acceleration or cancellation of, any permit or Contract to which Parent, Merger Sub or any of
their respective Subsidiaries is a party, except, in the case of clauses (ii) and (iii), as would not
reasonably be expected to have a Parent Material Adverse Effect.

Section 4.3  Governmental Approvals. Except for (a) the filing with the SEC of the
Proxy Statement, in preliminary and definitive form, and other filings required under, and
compliance with other applicable requirements of, the Exchange Act and the rules of the NY SE
in connection with this Agreement and the Merger, (b) the filing of the Articles of Merger with
the Secretary of State of the State of North Carolina pursuant to the NCBCA, (c¢) the Required
Statutory Approvals, (d) the approvals or filings set forth on Section 3.4(d) of the Company
Disclosure Schedule and (e) filings required under, and compliance with other applicable
requirements of, the HSR Act, no consents or approvals of, or filings, declarations or
registrations with, any Governmental Authority are necessary for the execution and delivery of
this Agreement by Parent and Merger Sub and the consummation by Parent and Merger Sub of
the Transactions, other than as would not reasonably be expected to have a Parent Material
Adverse Effect.

Section 4.4 Brokers and Other Advisors. Except for Barclays Capital Inc., the fees
of which will be paid by Parent, no broker, investment banker, financial advisor or other Person
is entitled to any broker’s, finder’'s, financial advisor’s or other similar fee, in connection with
the Transactions based upon arrangements made by or on behalf of Parent or any of its
Subsidiaries.

Section 45 Ownership and Operations of Merger Sub. Parent owns beneficially
and of record all of the outstanding capital stock of Merger Sub, al of which is duly authorized,
validly issued, fully paid and non-assessable. Merger Sub was formed solely for the purpose of
engaging in the Transactions. Merger Sub has no assets, liabilities or obligations and, since the
date of its formation has not engaged in any business activities or conducted any operations
except, in each case as arising from the execution of this Agreement and the performance of its
covenants and agreements hereunder.

Section 4.6  Sufficient Funds. Parent and Merger Sub shall have available at or before
the Effective Time, sufficient cash and cash equivalents and other sources of immediately
available funds to deliver the aggregate Merger Consideration and make the payments required
under Section 2.3, and any other amounts incurred or otherwise payable by Parent, Merger Sub
or the Surviving Corporation in connection with the Transactions, and there is no restriction on
the use of such cash for such purposes. Parent has, or shall have, the financial resources and
capabilities to fully perform its obligations under this Agreement. Parent and Merger Sub
acknowledge and agree that their obligations hereunder are not subject to any conditions
regarding Parent’s, Merger Sub’s or any other Person’s ability to obtain financing for the
consummeation of the Transactions.

Section 4.7 Share Ownership. Neither Parent nor Merger Sub “beneficially owns’
(as such term is defined for purposes of Article 7 of the articles of incorporation of the
Company) a number of shares of Company Common Stock equal to or greater than five percent
(5%) of the number of issued and outstanding shares of Company Common Stock.
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Section 4.8 Legal Proceedings. There is no pending or, to the Knowledge of Parent,
threatened, Claim against Parent, Merger Sub or any of their respective Subsidiaries, nor is there
any injunction, order, judgment, ruling or decree imposed upon Parent, Merger Sub or any of
their respective Subsidiaries, in each case, by or before any Governmental Authority, that would
reasonably be expected to have a Parent Material Adverse Effect.

Section 49 Non-Reliance _on _Company Estimates, Projections, Forecasts,
Forward-L ooking Statements and Business Plans. In connection with the due diligence
investigation of the Company by Parent and Merger Sub, Parent and Merger Sub have received
and may continue to receive from the Company certain estimates, projections, forecasts and
other forward-looking information, as well as certain business plans and cost-related plan
information, regarding the Company, its Subsidiaries and their respective businesses and
operations. Parent and Merger Sub hereby acknowledge that there are uncertainties inherent in
attempting to make such estimates, projections, forecasts and other forward-looking information,
with which Parent and Merger Sub are familiar, that Parent and Merger Sub are taking full
responsibility for making their own evaluation of the adequacy and accuracy of all estimates,
projections, forecasts and other forward-looking information, as well as such business plans and
cost-related plans, furnished to them (including the reasonabl eness of the assumptions underlying
such estimates, projections, forecasts, forward-looking information, business plans or cost-
related plans based on current state and federal rules and regulations), and that neither Parent nor
Merger Sub has relied upon or will have any claim against the Company or any of its
Subsidiaries, or any of their respective shareholders, directors, officers, employees, Affiliates,
advisors, agents or representatives, or any other Person, with respect thereto. Accordingly, each
of Parent and Merger Sub hereby acknowledge that neither the Company nor any of its
Subsidiaries, nor any of their respective shareholders, directors, officers, employees, Affiliates,
advisors, agents or representatives, nor any other Person, has made or is making any
representation or warranty or has or shall have any liability (whether pursuant to this Agreement,
in tort or otherwise) with respect to such estimates, projections, forecasts, forward-looking
information, business plans or cost-related plans (including the reasonableness of the
assumptions underlying such estimates, projections, forecasts, forward-looking information,
business plans or cost-related plans based on current state and federal rules and regulations).

ARTICLEV

COVENANTS

Section 5.1 Conduct of Business.

@ Except as contemplated or permitted by this Agreement, as required by
applicable Laws, as contemplated by any of the matters set forth in Section 5.1(a) of the
Company Disclosure Schedule, or with the prior written consent of Parent (which consent shall
not be unreasonably withheld, delayed or conditioned), during the period from the date of this
Agreement until the earlier of the Effective Time and the termination of this Agreement in
accordance with Article V11, (x) the Company shall, and shall cause each of its Subsidiaries to,
use reasonable best efforts to conduct its business in all material respects in the ordinary course
and to preserve intact its present lines of business, maintain its rights and franchises and preserve
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satisfactory relationships with Governmental Authorities, employees, customers and suppliers,
and (y) the Company shall not, and shall not permit any of its Subsidiaries to:

(1) issue, sell, or grant any shares of its capital stock, or any securities
or rights convertible into, exchangeable or exercisable for, or evidencing the right to
subscribe for any shares of its capital stock, or any rights, warrants or options to purchase
any shares of its capital stock, or any securities or rights convertible into, exchangeable or
exercisable for, or evidencing the right to subscribe for, any shares of its capital stock,
except as set forth on Section 5.1(a)(i) of the Company Disclosure Schedule;

(i) redeem, purchase or otherwise acquire any of its outstanding
shares of capital stock, or any rights, warrants or options to acquire any shares of its
capital stock, except (A) pursuant to Company Material Contracts set forth on Section
5.1(a)(ii) of the Company Disclosure Schedule as in effect as of the date hereof or (B) in
connection with withholding to satisfy Tax obligations with respect to Company RSUs or
Company Performance Share Awards, acquisitions in connection with the forfeiture of
equity awards, or acquisitions in connection with the settlement of Company RSUs or
Company Performance Share Awards,

(@iii)  (A) declare, authorize, set aside for payment or pay any dividend
on, or make any other distribution in respect of, any shares of its capital stock, other than
(1) dividends paid by any Subsidiary of the Company to the Company or to any wholly-
owned Subsidiary of the Company, (2) quarterly cash dividends with respect to the
Company Common Stock not to exceed the current annual per share dividend rate by
more than $0.04 per fiscal year, with record dates and payment dates consistent with the
Company’s current dividend practice, or (3) a“stub period” dividend to holders of record
of Company Common Stock as of immediately prior to the Effective Time equal to the
product of (x) the number of days from the record date for payment of the last quarterly
dividend paid by the Company prior to the Effective Time, multiplied by (y) a daily
dividend rate determined by dividing the amount of the last quarterly dividend prior to
the Effective Time by ninety-one (91) or (B) adjust, split, combine, subdivide or
reclassify any shares of its capital stock;

(iv)  incur any Indebtedness (or amend any Contract relating to
Indebtedness) except for Indebtedness (1) incurred to replace, renew, extend, refinance or
refund any existing Indebtedness, in the same principa amount of such existing
Indebtedness and upon the maturity of such existing Indebtedness in accordance with its
terms (2) incurred in accordance with Section 5.1(a)(iv) of the Company Disclosure
Schedule, or (3) among the Company and any of its wholly-owned Subsidiaries or among
any of such wholly-owned Subsidiaries; provided that, in no event shall any Indebtedness
incurred pursuant hereto (or any Contract relating to such Indebtedness) include any term
or provision pursuant to which the consummation of the Merger or the other transactions
contemplated by this Agreement would reasonably be expected to result in a breach,
default or event of default with respect to such Indebtedness (or any Contract relating to
such Indebtedness) or permit the holders of any Indebtedness of the Company or any of
its Subsidiaries to accelerate the payment of any Indebtedness or require the Company or
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any of its Subsidiaries to, voluntarily or involuntarily, redeem, repurchase or repay any
Indebtedness prior to its scheduled maturity;

(V) sell, pledge, dispose of, transfer, lease, license or encumber any of
its properties, assets or business (including by merger, consolidation or disposition of
stock or assets), other than (A) immaterial assets in the ordinary course of business
consistent with past practice, (B) pursuant to Company Material Contracts set forth on
Section 5.1(a)(v) of the Company Disclosure Schedule as in effect on the date of this
Agreement, or (C) transfers among the Company and its wholly owned Subsidiaries;

(vi)  make capital expenditures except as budgeted in the Company’s
current long term plan (plus a 20% variance) that was made available to Parent;

(vii)  make any acquisition (including by merger or share exchange) of
the capital stock, equity securities, membership interests or a material portion of the
assets of any other Person, or make any loans, advances or capital contributions to, or
investments in, any other person (other than any wholly owned Subsidiary of the
Company), except (A) acquisitions not in excess of $25,000,000 individually or
$50,000,000 in the aggregate or (B) pursuant to Company Material Contracts set forth on
Section 5.1(a)(vii) of the Company Disclosure Schedule as in effect on the date of this
Aqgreement;

(viii) increase in any respect the compensation of any of its directors or
employees (provided that payments of bonuses and other grants and awards made in the
ordinary course consistent with past practice shall not constitute an increase in
compensation), except (A) as required pursuant to applicable Law or the terms of
Company Plans or other employee benefit plans or arrangements in effect on the date of
this Agreement and (B) increases in salaries, wages and benefits of employees and
director fees made in the ordinary course of business;

(ixX)  adopt or amend any Company Plan except as required by Law or
for immaterial or ministerial amendments;

(x) make any material change to its methods of accounting, except as
required by GAAP (or any interpretation thereof), Regulation S-X of the Exchange Act,
asrequired by a Governmental Authority or quasi-Governmental Authority (including the
Financial Accounting Standards Board or any similar organization) or as required by
applicable Law;

(xi)  amend the Company Charter Documents, amend the organi zational
documents of any Subsidiary, or exercise any approval or consent right within its
discretion to amend any organizational documents of any Company Joint Venture;

(xii) adopt a plan or agreement of complete or partial liquidation or
dissolution;

(xiii) enter into, modify or amend in any material respect, or terminate or
waive any materia right under, any Company Material Contract, except for any new
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agreement, modification, amendment, termination or waiver in the ordinary course of
business consistent with past practice;

(xiv) waive, release, assign, settle or compromise any material Claim
against the Company or any of its Subsidiaries, other than waivers, releases, assignments,
settlements or compromises that (A) with respect to the payment of monetary damages,
involve only the payment of monetary damages (i) equal to or less than the amounts
specifically reserved with respect thereto on the consolidated financial statements of the
Company included in the Company SEC Documents (including the notes thereto) or (ii)
do not exceed $5,000,000 in the aggregate during any consecutive twelve-month period,
and (B) except as contemplated by Section 5.9, with respect to any non-monetary terms
and conditions therein, impose or require actions that would not reasonably be expected
to be material and adverse to the Company and its Subsidiaries, taken as awhole;

(xv) make or change any material Tax election, change any material
method of Tax accounting (except as required by applicable Law including the adoption
of the tangible property regulations and disposition rules), settle or compromise any
material Tax liability or refund, amend any material Tax Return (except that the
Company and its Subsidiaries may amend any Tax Return in order to effectuate the
carryback of specified liability losses, net operating losses, capital losses or tax credits),
enter into any written agreement with a Governmental Authority with respect to Taxes,
consent to the extension or waiver of the limitation period applicable to any Tax matter,
or materially amend or change any of its methods for reporting income, deductions or
accounting for Tax purposes, except, in each case, as required in relation to the items
referenced in Section 3.9 of the Company Disclosure Schedule,

(xvi) effectuate a “plant closing” or “mass layoff,” as those terms are
defined in WARN,;

(xvii) enter into anew line of business;

(xviii) materially change any of its energy price risk management and
marketing of energy parameters, limits and guidelines (the “Company Risk Management
Guidelines’) or enter into any physical commodity transactions, exchange-traded futures
and options transactions, over-the-counter transactions and derivatives thereof or similar
transactions other than as permitted by the Company Risk Management Guidelines;

(xix) take any action that would reasonably be expected to prevent or
materialy impede, interfere with, hinder or delay the consummation by Parent or any of
its Subsidiaries of the Transactions; or

(xx)  agree or commit to take any of the foregoing actions.

(b) During the period from the date of this Agreement until the Effective
Time, Parent and Merger Sub shall not, and Parent shall cause its Subsidiaries not to, take any
action that would reasonably be expected to prevent or materially impede, interfere with, or
delay the consummation by Parent or Merger Sub of the Transactions.
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(© Notwithstanding anything to the contrary herein, the Company may, and
may cause any of its Subsidiaries to, take reasonable actions in compliance with applicable Law
with respect to any operational emergencies (including any restoration measures in response to
any hurricane, tornado, tsunami, flood, earthquake or other natural disaster or weather-related
event, circumstance or development), equipment failures, outages or an immediate and material
threat to the health or safety of natural Persons.

(d) Notwithstanding anything to the contrary contained herein, between the
date of this Agreement and the Effective Time, the Company and its Subsidiaries may (i)
continue to make Regulatory Filings in the ordinary course of business, including without
limitation those filings described on Section 5.1(d) of the Company Disclosure Schedule, and (i)
take any other action contemplated by or described in any such state or federal filings or other
submissions filed or submitted in connection with such Regulatory Filings prior to the date of
this Agreement in the ordinary course of business.

Section 5.2  Preparation of the Proxy Statement; Shareholder s M eeting.

€)) As promptly as reasonably practicable following the date of this
Agreement, the Company shall prepare and file with the SEC the Proxy Statement, and Parent
shall cooperate with the Company with the preparation of the foregoing. The Company, with
Parent’s cooperation, shall use commercialy reasonable efforts to respond as promptly as
reasonably practicable to and resolve all comments received from the SEC or its staff concerning
the Proxy Statement. The Company agrees that (i) except with respect to any information
supplied in writing to the Company by Parent or Merger Sub for inclusion or incorporation by
reference in the Proxy Statement, the Proxy Statement will comply in all material respects with
the applicable provisions of the Exchange Act and the rules and regulations thereunder and (ii)
none of the information supplied or to be supplied by the Company for inclusion or incorporation
by reference in the Proxy Statement will, on the date it is first mailed to shareholders of the
Company or at the time of the Company Shareholders Meeting, contain any untrue statement of a
material fact or omit to state any material fact required to be stated therein or necessary in order
to make the statements therein, in light of the circumstances under which they were made, not
misleading. The Company will cause the Proxy Statement to be mailed to the Company’s
shareholders, as promptly as reasonably practicable after the SEC confirms that it has no further
comments on the Proxy Statement. No filing of, or amendment or supplement to, or
correspondence with the SEC with respect to, the Proxy Statement will be made by the Company
without providing Parent a reasonable opportunity to review and comment thereon and with the
Company considering in good faith such comments; provided, however, that the foregoing shall
not apply with respect to a Takeover Proposal, a Superior Proposal, a Company Adverse
Recommendation Change or any matters relating thereto. Each of Parent and Merger Sub shall
cooperate with the Company in connection with the preparation and filing of the Proxy
Statement, including promptly furnishing to the Company in writing upon request any and all
information relating to it as may be required to be set forth in the Proxy Statement under
applicable Law. Each of the Parent and Merger Sub agrees that such information supplied by it
in writing for inclusion (or incorporation by reference) in the Proxy Statement will not, on the
date it is first mailed to shareholders of the Company and at the time of the Company
Shareholders Meeting, contain any untrue statement of a material fact or omit to state any
material fact required to be stated therein or necessary in order to make the statements therein, in
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light of the circumstances under which they were made, not misleading. If, at any time prior to
the Effective Time, any information relating to Parent or Merger Sub or any of their respective
Affiliates, officers or directors, should be discovered by Parent or Merger Sub which should be
set forth in an amendment or supplement to the Proxy Statement so that the Proxy Statement
would not include any misstatement of a material fact or omit to state any material fact necessary
to make the statements therein, in light of the circumstances under which they were made, not
misleading, Parent (or Merger Sub, as the case may be) shall promptly notify the Company so
that it may file with the SEC an appropriate amendment or supplement describing such
information and, to the extent required by Law, disseminate such amendment or supplement to
the shareholders of the Company. If, at any time prior to the Effective Time, any information
relating to the Company or any of its respective Affiliates, officers or directors, should be
discovered by the Company which should be set forth in an amendment or supplement to the
Proxy Statement so that the Proxy Statement would not include any misstatement of a material
fact or omit to state any material fact necessary to make the statements therein, in light of the
circumstances under which they were made, not misleading, the Company shall promptly notify
Parent and the Company shall file with the SEC an appropriate amendment or supplement
describing such information and, to the extent required by Law, disseminate such amendment or
supplement to the shareholders of the Company.

(b) The Company shall, as promptly as reasonably practicable after the date
of the mailing of the definitive Proxy Statement to the Company’s shareholders, in accordance
with applicable Law, the Company Charter Documents and the NY SE rules, duly give notice of,
convene and hold a meeting of its shareholders to consider the approval of this Agreement and
such other matters as may be then reasonably required (including any adjournment or
postponement thereof, the “Company Shareholders Meeting”); provided, however, that the
Company shall be permitted to delay or postpone convening the Company Shareholders Meeting
(i) with the consent of Parent, (ii) for the absence of a quorum, (iii) to allow reasonable
additional time for any supplemental or amended disclosure which the Company has determined
in good faith (after consultation with outside legal counsel) is necessary under applicable Law
and for such supplemental or amended disclosure to be disseminated and reviewed by the
Company’s shareholders prior to the Company Shareholders Meeting as necessary under
applicable Law or (iv) to allow additional solicitation of votes in order to obtain the Company
Shareholder Approval. Except if there has been a Company Adverse Recommendation Change
in accordance with Section 5.3(d), the Company shall use its reasonable best efforts to solicit and
secure the Company Shareholder Approval as promptly as practicable.

(© Subject to Section 5.3 and the right of the Company Board to make a
Company Adverse Recommendation Change pursuant thereto, unless and until there has been a
Company Adverse Recommendation Change in accordance with Section 5.3, the Company shall
include the Company Board Recommendation in the preliminary and definitive Proxy Statement.
The Company agrees that, unless this Agreement has been terminated pursuant to Section 7.1, a
Company Adverse Recommendation Change shall not relieve the Company of its obligation
hereunder to submit this Agreement to the Company’s shareholders at the Company
Shareholders Meeting.

Section 5.3 No Solicitation; Change in Recommendation.
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@ The Company agrees that it shall, and shall cause its Subsidiaries and its
and its Subsidiaries’ directors, officers and employees to, and shall use its reasonable best efforts
to cause its other Representatives to, immediately cease all existing discussions or negotiations
with any Person conducted heretofore with respect to any Takeover Proposal, immediately
request the prompt return or destruction of al confidential information previously furnished and
immediately terminate all physical and electronic data room access previously granted to any
such Person or its Representatives. Except as otherwise provided in this Agreement, from the
date of this Agreement until the earlier of the Effective Time or the date, if any, on which this
Agreement is terminated pursuant to Section 7.1, the Company shall not, and shall cause its
Subsidiaries and its and its Subsidiaries’ directors, officers and employees not to, and shall use
its reasonable best efforts to cause its other Representatives not to, directly or indirectly, (i)
solicit, initiate, knowingly encourage or knowingly facilitate any Takeover Proposal or the
making or consummation thereof or (ii) enter into, or otherwise participate in any discussions
(except to notify such Person of the existence of the provisions of this Section 5.3) or
negotiations regarding, or furnish to any Person any information in connection with, any
Takeover Proposal.

(b) Notwithstanding anything to the contrary contained in this Agreement, if
the Company or any of its Subsidiaries, or any of its or their respective Representatives receives
an unsolicited bona fide written Takeover Proposal made after the date of this Agreement, the
Company, the Company Board (or a duly authorized committee thereof) and the Company’s
Representatives may engage in negotiations and discussions with, or furnish any information and
other access to, any Person making such Takeover Proposal and any of its Representatives or
potential sources of financing if the Company Board determines in good faith, after consultation
with the Company’ s outside legal and financial advisors, that such Takeover Proposal is or could
reasonably be expected to lead to a Superior Proposal; provided that prior to engaging in any
negotiations or discussions with, or furnishing any information to, any such Person or its
Representatives, the Company and the Person making such Takeover Proposal shall have entered
into an Acceptable Confidentiality Agreement. The Company will promptly (and in any event
within the later of twenty-four (24) hours or 5:00 p.m. New Y ork City time on the next Business
Day) notify Parent in writing of the receipt of such Takeover Proposal, the material terms and
conditions of any such Takeover Proposal and the identity of the Person making such Takeover
Proposal. The Company will keep Parent informed in all material respects on a prompt basis
(and in any event within the later of twenty-four (24) hours or 5:00 p.m. New Y ork City time on
the next Business Day) of the material terms and status of such Takeover Proposal (including
any change in the price or any other material terms thereof). The Company shall not terminate,
amend, modify, waive or fail to enforce any provision of any “standstill” or similar obligation of
any Person unless the Company Board (or a duly authorized committee thereof) determines in
good faith, after consultation with its outside legal counsel, that the failure to take such action
would reasonably be expected to be inconsistent with its fiduciary duties under applicable Law.

(© Except as otherwise provided in this Agreement, neither the Company
Board nor any committee thereof shall (i)(A) withdraw, change, qualify, withhold or modify, or
publicly propose to withdraw, change, qualify, withhold or modify, in a manner adverse to
Parent, the Company Board Recommendation, (B) adopt, approve or recommend, or publicly
propose to adopt, approve or recommend, any Takeover Proposal, (C) fail to include in the Proxy
Statement the Company Board Recommendation, (D) fail to recommend against any Takeover
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Proposal subject to Regulation 14D under the Exchange Act in any solicitation or
recommendation statement made on Schedule 14D-9 within ten (10) Business Days after Parent
SO requests reaffirmation in writing (provided, that Parent shall be entitled to make such awritten
request for reaffirmation only once for each Takeover Proposal and once for each material
amendment to such Takeover Proposal), or (E) resolve or publicly propose to do any of the
foregoing (any action described in this clause (i) being referred to herein as a“ Company Adverse
Recommendation Change”) or (ii) cause or permit the Company or any of its Affiliates to
execute or enter into, any letter of intent, memorandum of understanding, agreement in principle,
agreement or commitment (other than an Acceptable Confidentiality Agreement) constituting, or
that would reasonably be expected to lead to, any Takeover Proposa (a “Company Acquisition

Agreement”).

(d) Notwithstanding anything to the contrary in this Agreement, at any time
prior to obtaining the Company Shareholder Approval, the Company Board (or a duly authorized
committee thereof) may make a Company Adverse Recommendation Change (and, solely with
respect to a Superior Proposal, terminate this Agreement pursuant to Section 7.1(d)(ii)), if (i) (A)
a Company Intervening Event has occurred or (B) the Company has received a Superior Proposal
other than as aresult of a breach of this Section 5.3 (other than immaterial breach), in each case,
if the Company Board (or a duly authorized committee thereof) determines in good faith, after
consultation with its outside legal counsel, that the failure to make a Company Adverse
Recommendation Change as a result of the occurrence of such Company Intervening Event or in
response to the receipt of such Superior Proposal, as the case may be, would reasonably be
expected to be inconsistent with its fiduciary duties under applicable Law and (ii) (A) the
Company provides Parent prior written notice of its intent to make any Company Adverse
Recommendation Change or terminate this Agreement pursuant to Section 7.1(d)(ii) at least four
(4) Business Days prior to taking such action to the effect that, absent any modification to the
terms and conditions of this Agreement, the Company Board has resolved to effect a Company
Adverse Recommendation Change or to terminate this Agreement pursuant to Section 7.1(d)(ii),
which notice shall specify the basis for such Company Adverse Recommendation Change or
termination and attaching the most current draft of any Company Acquisition Agreement with
respect to, the Superior Proposal (or, if no such draft exists, a summary of the material terms and
conditions of such Superior Proposal), if applicable (a*Notice of Recommendation Change”) (it
being understood that such Notice of Recommendation Change shall not in itself be deemed a
Company Adverse Recommendation Change and that any change in price or material revision or
amendment to the terms of a Superior Proposal, if applicable, shall require a new notice to which
the provisions of clauses (ii)(A), (B) and (C) of this Section 5.3(d) shall apply mutatis mutandis
except that, in the case of such a new notice, al references to four (4) Business Days in this
Section 5.3(d) shall be deemed to be two (2) Business Days); (B) during such four (4) Business
Day period, if requested by Parent, the Company shall make its Representatives available to
negotiate in good faith with Parent and its Representatives regarding any modifications to the
terms and conditions of this Agreement that Parent proposes to make; and (C) at the end of such
four (4) Business Day period and taking into account any modifications to the terms of this
Agreement proposed by Parent, if any, in awritten, binding and irrevocable offer, the Company
Board determines in good faith (after consultation with outside legal counsel) that the failure to
make such a Company Adverse Recommendation Change would reasonably be expected to be
inconsistent with its fiduciary duties under applicable Law, and that, in the case of a Company
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Adverse Recommendation Change with respect to a Takeover Proposal, such Takeover Proposal
still constitutes a Superior Proposal.

(e Nothing contained in this Agreement shall prohibit the Company or the
Company Board (or a duly authorized committee thereof) from (i) taking and disclosing to the
shareholders of the Company a position contemplated by Rule 14e-2(a) under the Exchange Act
or making a statement contemplated by Item 1012(a) of Regulation M-A or Rule 14d-9 under the
Exchange Act, (ii) making any disclosure to the shareholders of the Company if the Company
Board (or a duly authorized committee thereof) determines in good faith, after consultation with
its outside legal counsel, that the failure to make such disclosure would be reasonably likely to
be inconsistent with applicable Law, (iii) informing any Person of the existence of the provisions
contained in this Section 5.3 or (iv) making any “stop, look and listen” communication to the
shareholders of the Company pursuant to Rule 14d-9(f) under the Exchange Act.

() As used in this Agreement, “ Takeover Proposal” shall mean any inquiry,
proposal or offer (whether or not in writing) from any Person (other than Parent, Merger Sub and
any of its Affiliates thereof) to purchase or otherwise acquire, directly or indirectly, in a single
transaction or series of related transactions, (a) assets of the Company and its Subsidiaries
(including securities of Subsidiaries) that account for 15% or more of the Company’s
consolidated assets or from which 15% or more of the Company’s revenues or earnings on a
consolidated basis are derived or (b) 15% or more of the outstanding Company Common Stock
pursuant to a merger, consolidation or other business combination, sale or issuance of shares of
capital stock, tender offer, share exchange, other business combination, recapitalization,
liquidation, dissolution or similar transaction involving the Company, in each case other than the
Merger.

(9) As used in this Agreement, “Superior Proposal” shall mean any
unsolicited bona fide written Takeover Proposal on terms which the Company Board (or a duly
authorized committee thereof) determines in good faith, after consultation with the Company’s
outside legal counsel and independent financial advisors, to be more favorable to the holders of
Company Common Stock than the Transaction (after taking into account any revisions to the
terms of this Agreement that are proposed by Parent pursuant to Section 5.3(d)), taking into
account, to the extent applicable, the legal, financial, regulatory and other aspects of such
proposal and this Agreement that the Company Board considers relevant; provided that for
purposes of the definition of Superior Proposal, the references to “15%" in the definition of
Takeover Proposal shall be deemed to be references to “50%.”

(n)  Asused in this Agreement, “Company Intervening Event” means any fact,
circumstance, effect, change, event, occurrence or development that (1) is unknown to or by the
Company Board as of the date hereof (or if known, the magnitude or material consequences of
which were not known by the Company Board as of the date of this Agreement) and (2) becomes
known to or by the Company Board prior to obtaining the Company Shareholder Approval.

Section 5.4 Reasonable Best Efforts.

@ Subject to the terms and conditions of this Agreement, each of the
Company, Parent and Merger Sub shall use its respective reasonable best efforts to (i) cause the
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Transactions to be consummated as soon as practicable, (ii)) make promptly any required
submissions and filings under applicable Antitrust Laws or to Governmental Authorities with
respect to the Transactions, (iii) cooperate with the other parties and promptly furnish
information required in connection with such submissions and filing to such Governmental
Authorities or under such Antitrust Laws, (iv) keep the other parties reasonably informed with
respect to the status of any such submissions and filings to such Governmental Authorities or
under Antitrust Laws, including with respect to: (A) the receipt of any non-action, action,
clearance, consent, approval or waiver, (B) the expiration of any waiting period, (C) the
commencement or proposed or threatened commencement of any investigation, litigation or
administrative or judicial action or proceeding under Antitrust Laws or other applicable Laws,
and (D) the nature and status of any objections raised or proposed or threatened to be raised
under Antitrust Laws or other applicable Laws with respect to the Transactions and (v) obtain all
actions or non-actions, approvals, consents, waivers, registrations, permits, authorizations and
other confirmations from any third party and/or Governmental Authority necessary to
consummate the Transactions as soon as practicable. For purposes hereof, “Antitrust Laws’
means the Sherman Act, the Clayton Act, the HSR Act, the Federal Trade Commission Act, and
al applicable foreign Antitrust Laws and all other applicable Laws issued by a Governmental
Authority that are designed or intended to prohibit, restrict or regulate actions having the purpose
or effect of monopolization or restraint of trade or lessening of competition through merger or
acquisition.

(b) In furtherance and not in limitation of the foregoing: (i) each party hereto
agrees to (A) make an appropriate filing of a Notification and Report Form pursuant to the HSR
Act with respect to the Transactions as soon as reasonably practicable after the date hereof (and
in any event within twenty-one (21) days after the date hereof, unless the parties otherwise agree
to a different date), (B) supply as soon as practicable any additional information and
documentary material that may be requested pursuant to the HSR Act and (C) use its reasonable
best efforts to take, or cause to be taken, al other actions consistent with this Section 5.4
necessary to cause the expiration or termination of the applicable waiting periods under the HSR
Act (including any extensions thereof) as soon as practicable, and (ii) each party agrees to (A)
make or cause to be made the appropriate filings as soon as practicable with the NCUC relating
to the Merger, (B) supply as soon as practical any additional information and documentary
material that may be required or requested by the NCUC and (C) use its reasonable best efforts
to take or cause to be taken all other actions consistent with this Section 5.4 as necessary to
obtain any necessary approvals, consents, waivers, permits, authorizations or other actions or
non-actions from the NCUC as soon as practicable.

(© The Company, Parent and Merger Sub shall, subject to applicable Law
relating to the exchange of information: (i) promptly notify the other parties hereto of (and if in
writing, furnish the other parties with copies of) any communication to such Person from a
Governmental Authority regarding the filings and submissions described in Section 5.4(a) and
permit the others to review and discuss in advance (and to consider in good faith any comments
made by the others in relation to) any proposed written response to any communication from a
Governmental Authority regarding the filings and submissions described in Section 5.4(a), (ii)
keep the others reasonably informed of any developments, meetings or discussions with any
Governmental Authority in respect of any filings, investigation, or inquiry concerning the
Transactions and (iii) not independently participate in any meeting or discussions with a
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Governmental Authority in respect of any filings, investigation or inquiry concerning the
Transactions without giving the other party prior notice of such meeting or discussions and,
unless prohibited by such Governmental Authority, the opportunity to attend or participate;
provided, that the parties shall be permitted to redact any correspondence, filing, submission or
communication to the extent such correspondence, filing, submission or communication contains
competitively or commercially sensitive information, including information relating to the
valuation of the Transactions.

(d) In furtherance and not in limitation of the foregoing, but subject to the
other terms and conditions of this Section 5.4, Parent and Merger Sub agree to take promptly any
and all steps necessary to avoid, eliminate or resolve each and every impediment and obtain all
clearances, consents, approvals and waivers under Antitrust Laws or other applicable Laws that
may be required by any Governmental Authority, so as to enable the parties to close the
Transactions as soon as practicable (and in any event no later than three (3) Business Days prior
to the End Date), including committing to and effecting, by consent decree, hold separate orders,
trust, or otherwise, (i) the sale, license, holding separate or other disposition of assets or
businesses of Parent or Company or any of their respective Subsidiaries, (ii) terminating,
relinquishing, modifying, or waiving existing relationships, ventures, contractual rights,
obligations or other arrangements of Parent or Company or their respective Subsidiaries and (iii)
creating any relationships, ventures, contractual rights, obligations or other arrangements of
Parent or Company or their respective Subsidiaries (each a “Remedial Action”); provided,
however, that any Remedial Action may, at the discretion of the Company or Parent, be
conditioned upon consummation of the Transactions.

(e In furtherance and not in limitation of the foregoing, but subject to the
other terms and conditions of this Section 5.4, in the event that any litigation or other
administrative or judicial action or proceeding is commenced, threatened or is reasonably
foreseeable challenging any of the Transactions and such litigation, action or proceeding seeks,
or would reasonably be expected to seek, to prevent, materially impede or materialy delay the
consummation of the Transactions, Parent shall use reasonable best efforts to take any and all
action, including a Remedial Action, to avoid or resolve any such litigation, action or proceeding
as promptly as practicable and in any event no later than three (3) Business Days prior to the End
Date. In addition, each of the Company, Parent and Merger Sub shall cooperate with each other
and use its respective reasonable best efforts to contest, defend and resist any litigation, action or
proceeding and to have vacated, lifted, reversed or overturned any ruling, decree, judgment,
injunction or other order, whether temporary, preliminary or permanent, that isin effect and that
prohibits, prevents, delays, interferes with or restricts consummation of the Transactions as
promptly as practicable and in any event no later than three (3) Business Days prior to the End
Date.

) From the date hereof until the earlier of the Effective Time and the date
this Agreement is terminated pursuant to Article VI, neither Parent nor Merger Sub shall, nor
shall they permit their respective Subsidiaries to, acquire or agree to acquire any rights, assets,
business, Person or division thereof (through acquisition, license, joint venture, collaboration or
otherwise), if such acquisition, would reasonably be expected to materially increase the risk of
not obtaining any applicable clearance, consent, approval or waiver under Antitrust Laws or
other applicable Laws with respect to the Transactions, or would reasonably be expected to
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materially prevent or prohibit or impede, interfere with or delay obtaining any applicable
clearance, consent, approval or waiver under Antitrust Laws or other applicable laws with
respect to the Transactions.

(9) Notwithstanding the obligations set forth in this Agreement, Parent and its
Affiliates shall not be required to, and, without the prior written consent of Parent (which
consent may be withheld at Parent’s sole discretion) the Company shall not, and shall cause its
Subsidiaries not to, in connection with obtaining any consent or approva of any Governmental
Authority in connection with this Agreement or the transactions contemplated hereby, offer or
accept, or agree, commit to agree or consent to, any undertaking, term, condition, liability,
obligation, commitment, sanction or other measure (including any Remedial Action), that
constitutes a Burdensome Condition. For purposes of this Agreement, “Burdensome Condition”
shall mean any undertakings, terms, conditions, liabilities, obligations, commitments, sanctions
or other measures (including any Remedial Action) that, in the aggregate, would have or would
be reasonably likely to have, a material adverse effect on the financial condition, assets,
liabilities, businesses or results of operations of the Company and its Subsidiaries, taken as a
whole, or of Parent and its Subsidiaries, taken as a whole (and after giving effect to the Merger
such that Parent and its Subsidiaries for this purpose shall be deemed to be a consolidated group
of entities of the size and scale of a hypothetical company that is 100% of the size and scale of
the Company and its Subsidiaries, taken as a whole); provided, however, that any such
undertakings, terms, conditions, liabilities, obligations, commitments, sanctions or other
measures shall not constitute or be taken into account in determining whether there has been or is
such a material adverse effect to the extent such undertakings, terms, conditions, liabilities,
obligations, commitments, sanctions or other measures are described in Section 1.7.

(h) Parent shall promptly notify the Company and the Company shall notify
Parent of any notice or other communication from any Governmental Authority alleging that
such Governmental Authority’s consent is or may be required in connection with or as a
condition of the Merger.

Section 5.5 Public Announcements. The initial press release with respect to the
execution of this Agreement shall be ajoint press release to be reasonably agreed upon by Parent
and the Company. Following such initial press release, Parent and the Company shall consult
with each other before issuing, and give each other the opportunity to review and comment upon,
any press release or other public statements with respect to the Transactions and shall not issue
any such press release or make any such public statement prior to such consultation, except as
such party may reasonably conclude may be required by applicable Law, court process or by
obligations pursuant to any listing agreement with any national securities exchange or national
securities quotation system (and then only after as much advance notice and consultation as is
feasible); provided, however, that the restrictions set forth in this Section 5.5 shall not apply to
any release or public statement (a) made or proposed to be made by the Company in connection
with a Takeover Proposal, a Superior Proposal or a Company Adverse Recommendation Change
or any action taken pursuant thereto, (b) in connection with any dispute between the parties
regarding this Agreement or the Transactions or (C) not inconsistent in any material respects with
the prior public disclosures regarding the Transactions.

Section 5.6  Accessto I nformation; Confidentiality.
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@ From the date hereof until the earlier of the Effective Time or the date on
which this Agreement is terminated in accordance with its terms, the Company shall afford to the
Parent and its Representatives reasonable access (at Parent’s sole cost and expense) during
normal business hours and upon reasonable advance notice to the Company’s properties (but
excluding for the conduct of Phase | or Phase Il environmental assessments or testing), books,
Contracts and records and the Company shall furnish promptly to the other party such
information concerning its business and properties as such party may reasonably request (other
than any publicly available document filed by it pursuant to the requirements of federal or state
securities Laws); provided that the Parent and its Representatives shall conduct any such
activities in such amanner as not to interfere unreasonably with the business or operations of the
other party; provided, further, (x) that the Company shall not be obligated to provide such access
or information if the Company determines, in its reasonable judgment, that doing so would
violate applicable Law or a Contract or obligation of confidentiality owing to a third party,
jeopardize the protection of the attorney-client privilege, or expose such party to risk of liability
for disclosure of sensitive or persona information (provided that the Company shall use its
reasonable best efforts to provide such access or information (or as much of it as possible) in a
manner that does not result in the events set out in this clause (x)), and (y) the conduct of such
activities shall be subject to the rights and obligations of the Company referred to in the final
proviso of the final sentence of Section 5.4(c) hereof. Until the Effective Time, the information
provided will be subject to the terms of the confidentiality letter agreement, dated as of October
2, 2015, between Parent and the Company (as it may be amended from time to time, the
“Confidentiality Agreement”).

(b) If this Agreement is terminated pursuant to Section 7.1, the Confidentiality
Agreement shall automatically be deemed to be amended and restated such that (i) the
“Restricted Period” for all purposes of the Confidentiality Agreement shall be the period of
eighteen (18) months from the date of such termination, as if the Parties had never entered into
this Agreement, and (ii) the other provisions of the Confidentiality Agreement shall remain in
force and effect for a period of two (2) years after such termination, as if the parties hereto had
never entered into this Agreement.

Section 5.7 Takeover Laws. If any Takeover Statute or similar statute or regulation
becomes applicable to the Transactions, the Company and the Company Board will use
reasonable best efforts to ensure that such Transactions may be consummated as promptly as
practicable on the terms contemplated by this Agreement and otherwise to minimize the effect of
such statute or regulation on the Transactions.

Section 5.8 Indemnification and | nsurance.

€)) From and after the Effective Time, Parent shall, and shall cause the
Surviving Corporation to, (i) indemnify, defend and hold harmless each current and former
director, officer and employee of the Company and any of its Subsidiaries and each person who
served as a director, officer, member, trustee or fiduciary of another corporation, partnership,
joint venture, trust, pension or other employee benefit plan or enterprise if such service was at
the request or for the benefit of the Company or any of its Subsidiaries (each, an “Indemniteg”
and, collectively, the “Indemnitees’) against al claims, liabilities, losses, damages, judgments,
fines, penalties, costs (including amounts paid in settlement or compromise) and expenses
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(including fees and expenses of legal counsel) in connection with any actual or threatened claim,
suit, action, proceeding or investigation (whether civil, criminal, administrative or investigative)
(each, a“Claim”), whenever asserted, arising out of, relating to or in connection with any action
or omission relating to their position with the Company or its Subsidiaries occurring or alleged to
have occurred before or at the Effective Time (including any Claim relating in whole or in part to
this Agreement or the Transactions), to the fullest extent permitted under applicable Law and (ii)
assume al obligations of the Company and its Subsidiaries to the Indemnitees in respect of
limitation of liability, exculpation, indemnification and advancement of expenses as provided in
(A) the Company Charter Documents and the respective organizational documents of each of the
Company’s Subsidiaries as currently in effect and (B) any indemnification agreements with an
Indemnitee (but only to the extent such indemnification agreement was made available to Parent
prior to the date hereof), which shall in each case survive the Transactions and continue in full
force and effect to the extent permitted by applicable Law.

(b) From and after the Effective Time, Parent shall, and shall cause the
Surviving Corporation to, pay and advance to an Indemnitee any expenses (including fees and
expenses of legal counsel) in connection with any Claim relating to any acts or omissions
covered under this Section 5.8 or the enforcement of an Indemnitee’s rights under this Section
5.8 as and when incurred to the fullest extent permitted under applicable Law, provided that the
person to whom expenses are advanced provides an undertaking in accordance with applicable
Law to repay such expenses if it is ultimately determined by a court of competent jurisdiction
that such Indemnitee is not entitled to indemnification for such matter (but only to the extent
such repayment is required by applicable Law, the Company Charter Documents, applicable
organizational documents of Subsidiaries of the Company or applicable indemnification
agreements).

(c) For a period of six (6) years from the Effective Time, Parent shall cause to
be maintained in effect coverage not materially less favorable than the coverage provided by the
policies of directors and officers’ liability insurance and fiduciary liability insurance in effect as
of the date hereof maintained by the Company and its Subsidiaries with respect to matters
arising on or before the Effective Time either through the Company’ s existing insurance provider
or another provider reasonably selected by Parent; provided, however, that, after the Effective
Time, Parent shall not be required to pay annual premiums in excess of 300% of the annual
premium currently paid by the Company in respect of the coverages required to be obtained
pursuant hereto, but in such case shall purchase as much coverage as reasonably practicable for
such amount; provided, further, that in lieu of the foregoing insurance coverage, the Company
may purchase “tail” insurance coverage, at a cost no greater than the aggregate amount which
Parent would be required to spend during the six—year period provided for in this Section 5.8(c),
that provides coverage not materially less favorable than the coverage described above to the
insured persons than the directors and officers’ liability insurance and fiduciary liability
insurance coverage currently maintained by the Company and its Subsidiaries as of the date
hereof with respect to matters arising on or before the Effective Time.

(d) The provisions of this Section 5.8 are (i) intended to be for the benefit of,
and shall be enforceable by, each Indemnitee, his or her heirs and his or her representatives from
and after the Effective Time, and (ii) in addition to, and not in substitution for or limitation of,
any other rights to indemnification or contribution that any such Person may have by contract or
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otherwise. The obligations of Parent and the Surviving Corporation under this Section 5.8 shall
not be terminated or modified in such a manner as to adversely affect the rights of any
Indemnitee to whom this Section 5.8 applies unless (A) such termination or modification is
required by applicable Law or (B) the affected Indemnitee shall have consented in writing to
such termination or modification (it being expressly agreed that the Indemnitees to whom this
Section 5.8 applies shall be third party beneficiaries of this Section 5.8).

(e In the event that Parent, the Surviving Corporation or any of their
respective successors or assigns (i) consolidates with or merges into any other Person and is not
the continuing or surviving corporation or entity of such consolidation or merger or (ii) transfers
or conveys all or substantialy all of its properties and assets to any Person, then, and in each
such case, proper provision shall be made so that the successors and assigns of Parent and the
Surviving Corporation shall assume all of the obligations thereof set forth in this Section 5.8.

Section 5.9 Transaction Litigation. Each of Parent and the Company shall notify the
other promptly of the commencement of any shareholder litigation relating to this Agreement or
the Transactions of which it has received notice (“Transaction Litigation”). The Company shall
give Parent the opportunity to participate in, but not control, the defense or settlement of any
shareholder litigation against the Company or any of its directors or officers relating to this
Agreement or the Transactions, and no such settlement of any shareholder litigation shall be
agreed to by the Company or any of its Representatives without Parent’s prior written consent,
such consent not to be unreasonably withheld, conditioned or delayed.

Section 5.10 Section 16. Prior to the Effective Time, each of the Company, Parent and
Merger Sub shall take all such steps reasonably necessary to cause any dispositions of Company
Common Stock (including derivative securities with respect to Company Common Stock)
directly resulting from the Merger by each individual who will be subject to the reporting
requirements of Section 16(a) of the Exchange Act with respect to the Company immediately
prior to the Effective Time to be exempt under Rule 16b-3 promulgated under the Exchange Act.

Section 5.11 Employee M atters.

€) Until the later of twelve (12) months from the Closing Date or December
31, 2017 (the “Continuation Period”), Parent shall provide, or shall cause to be provided, to each
individual who is employed by the Company or any of its Subsidiaries (including the Surviving
Corporation and its Subsidiaries) immediately prior to the Effective Time (each, a “Company
Employee”), annual base salary and base wages, annua target bonus opportunities (based on
target amounts calculated as an applicable percentage of annual base salary for the bonus
opportunities established for the most recent Company fiscal year commencing before the
Effective Time), and the target value (based on target amounts calculated as an applicable
percentage of annual base salary) of the annua Company Performance Share Award granted
during the most recent Company fiscal year commencing before the Effective Time (without
taking into account any discount to the value of Company Stock for purposes of applying such
target value to a long-term incentive compensation opportunity granted by Parent) (the “LTIP
Target Amount”), provided that the LTIP Target Amount may be paid in cash rather than granted
in equity, and aggregate employee benefits, in each case, that are no less favorable than such
annual base salary and base wages, annual target bonus opportunities, LTIP Target Amounts and
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aggregate employee benefits provided to the Company Employees immediately prior to the
Effective Time. Notwithstanding any other provision of this Agreement to the contrary and
without limiting the generality of the foregoing, Parent shall or shall cause the Surviving
Corporation to provide any Company Employee whose employment terminates following the
Effective Time and during the applicable protected period, as described on Section 5.11(b) of the
Company Disclosure Schedule, either without “Cause” or for “Good Reason,” in each case as
defined on Section 5.11(a) of the Company Disclosure Schedule, with severance benefits no less
favorable than as set forth on Section 5.11(a) of the Company Disclosure Schedule.

(b) For al purposes (including purposes of vesting, eligibility to participate
and level of benefits, but not for purposes of defined benefit pension plan accrual or, for the
avoidance of doubt, with respect to the vesting or restoration of any otherwise forfeited benefits
accrued prior to the Effective Time under a defined benefit pension plan maintained by Parent or
its Subsidiaries (except as required by Law)) under the employee benefit plans of Parent and its
Subsidiaries providing benefits to any Company Employee after the Effective Time (including
the Company Plans) (the “New Plans’), each Company Employee shall be credited with his or
her years of service with the Company and its Subsidiaries and their respective predecessors
before the Effective Time, to the same extent as such Company Employee was entitled, before
the Effective Time, to credit for such service under any Company Plan in which such Company
Employee participated or was eligible to participate immediately prior to the Effective Time,
provided that the foregoing shall not apply to the extent that its application would result in a
duplication of benefits with respect to the same period of service. Furthermore, to the extent a
Company Employee or a “Company Retired Employee” (as defined below) becomes eligible to
participant in Parent’s retiree medical plan, for all purposes (including purposes of vesting,
eligibility to participate and level of benefits) under the retiree medical plan of Parent and its
Subsidiaries, each (x) Company Employee and (y) former employee of the Company or any of
its Subsidiaries whose employment with the Company or any of its Subsidiaries ended as a result
of such former employee' s retirement and who is digible to participate in the Company’s retiree
medical plan as of the Effective Time (the “Company Retired Employees’), shall be credited
with his or her years of service with the Company and its Subsidiaries and their respective
predecessors before the Effective Time, to the same extent as such Company Employee or
Company Retired Employee was entitled, immediately before the Effective Time, to credit for
such service under the Company’ s retiree medical plan as of the Effective Time. Parent shall, or
shall cause an Affiliate to, provide post-retirement medical benefits to Eligible Retirees (as
defined below) that are no less favorable than those provided (i) under the Company’s post-
retirement medical program in effect as of January 1, 2016 (the “Company’s Retiree Health
Plan™) or (ii) to smilarly situated, as applicable, employees and retirees who participate in the
post-retirement programs of Parent or its Subsidiaries (other than the Surviving Corporation).
“Eligible Retirees’ means Company Retired Employees and Company Employees who are or
become dligible to participant in the Company’s Retiree Health Plan as in effect on January 1,
2016. In addition, and without limiting the generality of the foregoing, (i) each Company
Employee shall be immediately eligible to participate, without any waiting time, in any and all
New Plans to the extent coverage under such New Plan is replacing comparable coverage under
a Company Plan in which such Company Employee participated immediately before the
Effective Time (such plans, collectively, the “Old Plans’), and (ii) for purposes of each New
Plan providing medical, dental, pharmaceutica and/or vision benefits to any Company
Employee, Parent shall cause all pre-existing condition exclusons and actively-at-work
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requirements of such New Plan to be waived for such Company Employee and his or her covered
dependents, to the extent such conditions were inapplicable or waived under the comparable Old
Plans of the Company or its Subsidiaries in which such Company Employee participated
immediately prior to the Effective Time. Parent shall cause any eligible expenses incurred by
any Company Employee and his or her covered dependents during the portion of the plan year of
the Old Plan ending on the date such Company Employee’s participation in the corresponding
New Plan begins to be taken into account under such New Plan for purposes of satisfying all
deductible, coinsurance and maximum out-of-pocket requirements applicable to such Company
Employee and his or her covered dependents for the applicable plan year as if such amounts had
been paid in accordance with such New Plan.

(c) Without limiting the generality of Section 5.11(a), from and after the
Effective Time, Parent shall cause the Surviving Corporation and its Subsidiaries to assume,
honor, and continue all obligations under the Company Plans and compensation and severance
arrangements and agreements in accordance with their terms as in effect immediately before the
Effective Time and the Transactions shall be deemed to constitute a “change in control,” *change

of control”, “corporate transaction” or similar words to such effect under such Company Plans,
arrangements or agreements.

(d) At the Effective Time, Parent shall cause the Surviving Corporation to pay
to each Company Employee and each Applicable Retired Company Employee a pro-rata portion
of any bonus that such Company Employee or Applicable Retired Company Employee would
have been entitled to receive under the Company’s Annual Incentive Plans and any other
applicable annua bonus plan for the performance period during which the Effective Time
occurs, consistent with past practice and based on achievement of applicable performance
criteria at target level. In addition, to the extent that the Effective Time occurs within 2.5 months
following the end of a performance period with respect to the Annual Incentive Plans or any
other applicable annual bonus plan, but prior to payment of the bonuses for such completed
performance, Parent shall cause the Surviving Corporation to pay to each Company Employee,
and to each Applicable Retired Company Employee on a prorated basis consistent with past
practice, the greater of (i) the Company Employee's or Applicable Retired Company
Employee's, as applicable, target bonus for such performance period and (ii) the bonus to which
the Company Employee or Applicable Retired Company Employee, as applicable, would be
entitled for such performance period based on actual performance.

(e Notwithstanding anything to the contrary herein, the provisions of this
Section 5.11 are solely for the benefit of the parties to this Agreement, and no provision of this
Section 5.11 isintended to, or shall, constitute the establishment or adoption of or an amendment
to any Company Plans for purposes of ERISA or otherwise and no Company Employee or any
other individual associated therewith shall be regarded for any purpose as a third-party
beneficiary of this Agreement or have the right to enforce the provisions hereof including in
respect of continued employment (or resumed employment). Nothing contained herein shall
alter the at-will employment relationship of any Company Employee.

()] Without limiting the generality of the foregoing provisions of this Section
5.11, the parties hereby agree to take the additional actions set forth in Section 5.11(f) of the
Company Disclosure Schedule.
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Section 5.12 Merger Sub and Surviving Corporation. Parent shall take all actions
necessary to (a) cause Merger Sub and the Surviving Corporation to perform promptly their
respective obligations under this Agreement and (b) cause Merger Sub to consummate the
Merger on the terms and conditions set forth in this Agreement. Prior to the Effective Time,
Merger Sub shall not engage in any activity of any nature except for activities related to or in
furtherance of the Transactions.

Section 5.13 No _Control of Other Party’s Business. Nothing contained in this
Agreement is intended to give Parent or Merger Sub, directly or indirectly, the right to control or
direct the Company’s or its Subsidiaries’ operations prior to the Effective Time. Prior to the
Effective Time, the Company shall exercise, consistent with the terms and conditions of this
Agreement, complete control and supervision over its and its Subsidiaries respective operations.

Section 5.14 Financing Cooper ation.

@ The Company shall, and shall cause the Subsidiaries of the Company to,
(i) provide commercialy reasonable assistance with the preparation of and any discussions
regarding the business, financial statements, projections, and management discussion and
analysis of the Company and the Subsidiaries of the Company, al for use in connection with any
debt financing to be obtained by Parent in connection with the Merger (the “Financing”), and (ii)
request that its independent accountants provide customary and reasonable assistance to Parent in
connection with providing customary comfort letters in connection with the Financing; provided,
further, that nothing in this Agreement shall require the Company to cause the delivery of (1)
legal opinions or reliance letters or any certificate as to solvency or any other certificate
necessary for the Financing, other than as alowed by the preceding clause (ii), (2) any audited
financia information or any financial information prepared in accordance with Regulation S-K
or Regulation S-X under the Securities Act of 1933, as amended, or any financial information in
aform not customarily prepared by the Company with respect to any period or (3) any financial
information with respect to a month or fiscal period that has not yet ended or has ended less than
forty-five (45) days prior to the date of such request.

(b) Notwithstanding anything to the contrary contained in this Agreement
(including this Section 5.14): (i) nothing in this Agreement (including this Section 5.14) shall
require any such cooperation to the extent that it would (1) require the Company to pay any
commitment or other fees, reimburse any expenses or otherwise incur any liabilities or give any
indemnities prior to the Closing, (2) unreasonably interfere with the ongoing business or
operations of the Company or any of the Subsidiaries of the Company, (3) require the Company
or any of the Subsidiaries of the Company to enter into or approve any agreement or other
documentation effective prior to the Closing or agree to any change or modification of any
existing agreement or other documentation that would be effective prior to the Closing, (4)
require the Company to provide pro forma financial statements or pro forma adjustments
reflecting the Financing or any description of al or any component of the Financing (it being
understood that the Company shall use reasonable best efforts to assist in preparation of pro
forma financial adjustments to the extent otherwise relating to the Company and required by the
Financing), (5) require the Company or the Subsidiaries of the Company to provide pro forma
financia statements or pro forma adjustments reflecting transactions contemplated or required
hereunder (it being understood that the Company shall use reasonable best efforts to assist in
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preparation of pro forma financial adjustments to the extent otherwise relating to the Company
and required by the Financing), or (6) require the Company, any of the Subsidiaries of the
Company or any of their respective boards of directors (or equivalent bodies) to approve or
authorize the Financing, and (ii) no action, liability or obligation (including any obligation to pay
any commitment or other fees or reimburse any expenses) of the Company, the Subsidiaries of
the Company, or any of their respective Representatives under any certificate, agreement,
arrangement, document or instrument relating to the Financing shall be effective until the
Closing.

(c) Parent shall (i) promptly reimburse the Company for al reasonable and
out-of-pocket costs or expenses (including reasonable and documented costs and expenses of
counsel and accountants) incurred by the Company the Subsidiaries of the Company and any of
its or their Representatives in connection with any cooperation provided for in this Section 5.14,
and (ii) indemnify and hold harmless the Company, the Subsidiaries of the Company and any of
its and their Representatives against any claim, loss, damage, injury, liability, judgment, award,
penalty, fine, Tax, cost (including cost of investigation), expense (including fees and expenses of
counsel and accountants) or settlement payment incurred as a result of, or in connection with,
any cooperation provided for in this Section 5.14 or the Financing and any information used in
connection therewith, unless the Company acted in bad faith or with gross negligence and other
than in the case of fraud.

(d) Without limiting the generality of the foregoing, promptly following
Parent’s request, the Company shall deliver to each of the lenders under the EXxisting
Indebtedness (the “Existing Loan Lenders’) a notice (an “Existing Loan Notice”) prepared by
Parent, in form and substance reasonably acceptable to the Company, notifying each of the
Existing Loan Lenders of this Agreement and the contemplated Merger. At Parent’s election, the
Existing Loan Notice with respect to one or more of the Existing Loan Documents may include a
request for a consent, in form and substance reasonably acceptable to the Company (an “Existing
Loan Consent”), to (1) the consummation of the Merger and the other transactions contemplated
by this Agreement, and (2) certain modifications of (or waivers under or other changes to) the
Existing Loan Documents; provided, that no such modifications, waivers or changes shall be
effective prior to the Effective Time.

Section 5.15 Fiscal Year. From the date of the receipt of the of the Company
Shareholder Approval until the Effective Time, promptly following Parent’'s request, the
Company shall cooperate with Parent to take al actions reasonably requested by Parent to
prepare to change the fiscal year of the Company and its Subsidiaries to end on December 31,
effective immediately following the Effective Time. Parent shall, promptly upon request by the
Company, reimburse the Company for all documented and reasonable out-of-pocket costs
incurred by the Company or any of its Subsidiaries in connection with such cooperation under
this Section 5.15.
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ARTICLE VI

CONDITIONS PRECEDENT

Section 6.1 Conditions to Each Party’s Obligation to Effect the Merger. The
respective obligations of each party hereto to effect the Closing shall be subject to the
satisfaction (or waiver, if permissible under applicable Law) on or prior to the Closing Date of
the following conditions:

@ Company Shareholder Approval. The Company Shareholder Approval
shall have been obtained.

(b) Regulatory Approvals. All waiting periods (and any extensions thereof)
applicable to the Merger under the HSR Act shall have been terminated or shall have expired and
the Required Statutory Approvals shall have been obtained at or prior to the Effective Time (the
termination or expiration of such waiting periods and extensions thereof, together with the
obtaining of the Required Statutory Approvals, the “ Regulatory Approvals’).

(c) No Injunctions. No Law enacted, promulgated, issued, entered, amended
or enforced by any Governmental Authority shall be in effect enjoining, restraining, preventing
or prohibiting consummation of the Merger or making the consummation of the Merger illegal.

Section 6.2  Conditions to Obligations of Parent and Merger Sub. The obligations
of Parent and Merger Sub to effect the Closing are further subject to the satisfaction (or waiver,
if permissible under applicable Law) on or prior to the Closing Date of the following conditions:

@ Representations and Warranties. (i) Each of the representations and
warranties of the Company set forth in this Agreement (other than the representations and
warranties of the Company set forth in Section 3.2(a), Section 3.2(b), Section 3.3(a), Section
3.6(b) and Section 3.19) shall be true and correct (without giving effect to any limitation as to
“materiality” or “Company Material Adverse Effect” set forth therein), except where the failure
to be true and correct has not had or would not reasonably be expected to have, individually or in
the aggregate, a Company Material Adverse Effect; (ii) each of the representations and
warranties of the Company set forth in Section 3.2(a), Section 3.2(b), Section 3.3(a) and Section
3.19 shall be true and correct in al material respects; and (iii) the representations and warranties
set forth in Section 3.6(b) shall be true and correct in all respects; in the case of each of clause
(1), (i) and (iii), as of the Effective Time as though made at and as of the Effective Time (except
to the extent that such representation and warranty is expressly made as of a specified date, in
which case such representation and warranty shall be true and correct as of such specific date).

(b) Performance of Covenants and Agreements of the Company. The
Company shall have performed in all material respects al covenants and agreements required to
be performed by it under this Agreement at or prior to the Closing Date.

(© Officer's Certificate. Parent shall have received a certificate signed on
behalf of the Company by an executive officer of the Company certifying the satisfaction by the
Company of the conditions set forth in Section 6.2(a) and Section 6.2(b).
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(d) Absence of Company Material Adverse Effect. Since the date of this
Agreement, no circumstance, change, event, development, occurrence or effect that, individually
or in the aggregate, has had or would reasonably be expected to have a Company Material
Adverse Effect, shall have occurred and be continuing.

(e Absence of Burdensome Effect. The Regulatory Approvals shall not
impose or require any undertakings, terms, conditions, liabilities, obligations, commitments or
sanctions, or any structural or remedial actions (including any Remedial Actions), that constitute
a Burdensome Condition.

Section 6.3 Conditions to Obligations of the Company. The obligation of the
Company to effect the Closing is further subject to the satisfaction (or waiver, if permissible
under applicable Law) on or prior to the Closing Date of the following conditions:

@ Representations and Warranties. The representations and warranties of
Parent and Merger Sub set forth in this Agreement shall be true and correct (without giving
effect to any limitation as to “materiality” or “Parent Material Adverse Effect” set forth therein)
as of the Effective Time with the same effect as though made on and as of the Effective Time
(except to the extent that such representation and warranty expressly speaks as of an earlier date,
in which case such representation and warranty shall be true and correct as of such earlier date) ,
except where the failure to be true and correct has not had and would not reasonably be expected
to have a Parent Material Adverse Effect.

(b) Performance of Covenants and Agreements of Parent and Merger Sub.
Parent and Merger Sub shall have performed in al material respects all covenants and
agreements required to be performed by them under this Agreement at or prior to the Closing
Date.

(© Officer's Certificate. The Company shall have received a certificate
signed on behalf of Parent by an executive officer of Parent certifying the satisfaction by Parent
and Merger Sub of the conditions set forth in Section 6.3(a) and Section 6.3(b).

Section 6.4  Frustration of Closing Conditions. None of the Company, Parent or
Merger Sub may rely on the failure of any condition set forth in Section 6.1, Section 6.2 or
Section 6.3, as the case may be, to be satisfied if such failure was caused by such party’s failure
to use its reasonable best efforts to consummate the Merger and the other Transactions or due to
the failure of such party to perform any of its other obligations under this Agreement.

ARTICLE VII
TERMINATION

Section 7.1  Termination. This Agreement may be terminated and the Transactions
abandoned at any time prior to the Effective Time:

@ by the mutual written consent of the Company and Parent; or

(b) by either of the Company or Parent:
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(1) if the Merger shall not have been consummated on or before
October 31, 2016 (the “End Date"); provided that if, prior to the End Date, all of the
conditions to the Closing set forth in Article VI have been satisfied or waived, as
applicable, or shall then be capable of being satisfied (except for any condition set forth
in Section 6.1(b), Section 6.1(c) or Section 6.2(€)), either the Company or Parent may,
prior to 5:00 p.m. Charlotte, North Carolina time on the End Date, extend the End Date to
a date that is not later than six (6) months after the End Date (and if so extended, such
later date shall then, for all purposes under this Agreement, be the “End Date”); provided,
further, that neither the Company nor Parent may terminate this Agreement or extend the
End Date pursuant to this Section 7.1(b)(i) if it (or, in the case of Parent, Merger Sub) is
in breach of any of its covenants or agreements and such breach has primarily caused or
resulted in either (1) the failure to satisfy the conditions to its obligations to consummate
the Closing set forth in Article VI prior to the End Date or (2) the failure of the Closing to
have occurred prior to the End Date;

(i) if any Law having the effect set forth in Section 6.1(c) shall not
have been reversed, stayed, enjoined, set aside, annulled or suspended and shall be in full
force and effect and, in the case of any ruling, decree, judgment, injunction or order of
any Governmental Authority (each, a “Restraint”), shall have become final and non-
appealable; provided, however, that the right to terminate this Agreement under this
Section 7.1(b)(ii) shall not be available to a party if the issuance of such final, non-
appealable Restraint was primarily due to the failure of such party to perform any of its
obligations under this Agreement, including under Section 5.4:

(@iii)  the Company Shareholder Approva is not obtained at the
Company Shareholders Meeting duly convened (unless such Company Shareholders
Meeting has been adjourned, in which case at the final adjournment thereof); or

(© by Parent:

() if the Company shall have breached or failed to perform any of its
representations, warranties, covenants or agreements set forth in this Agreement, which
breach or failure to perform (A) would give rise to the failure of a condition set forth in
Section 6.2(a) or Section 6.2(b), respectively, and (B) cannot be cured by the Company
by the End Date or, if capable of being cured, shall not have been cured within thirty (30)
calendar days following receipt of written notice from the Parent stating the Parent’s
intention to terminate this Agreement pursuant to this Section 7.1(c)(i) and the basis for
such termination; provided that Parent shall not have the right to terminate this
Agreement pursuant to this Section 7.1(c)(i) if it or Merger Sub is then in material breach
of any of its representations, warranties, covenants or other agreements hereunder; or

(i) if the Company Board (or a duly authorized committee thereof)
shall have effected a Company Adverse Recommendation Change; provided, however,
that Parent shall not have the right to terminate this Agreement under this Section
7.1(c)(ii) if the Company Shareholder Approval shall have been obtained; or

(d) by the Company:



(1) if Parent or Merger Sub shall have breached or failed to perform
any of its representations, warranties, covenants or agreements set forth in this
Agreement, which breach or failure to perform (A) would give rise to the failure of a
condition set forth in Section 6.3(a) or Section 6.3(b), respectively, and (B) cannot be
cured by Parent or Merger Sub by the End Date or, if capable of being cured, shall not
have been cured within thirty (30) calendar days following receipt of written notice from
the Company stating the Company’s intention to terminate this Agreement pursuant to
this Section 7.1(d)(i) and the basis for such termination; provided that, Company shall not
have the right to terminate this Agreement pursuant to this Section 7.1(d)(i) if it isthenin
material breach of any of its representations, warranties, covenants or other agreements
hereunder; or

(i) prior to the receipt of the Company Shareholder Approval, if the
Company Board shall have effected a Company Adverse Recommendation Change with
respect to a Superior Proposal in accordance with Section 5.3 and shall have approved,
and concurrently with the termination hereunder, the Company shall have entered into, a
Company Acquisition Agreement providing for the implementation of such Superior
Proposal; provided that such termination pursuant to this Section 7.1(d)(ii) shall not be
effective and the Company shall not enter into any such Company Acquisition
Agreement, unless the Company has paid the Company Termination Fee to Parent or
causes the Company Termination Fee to be paid to Parent substantially concurrently with
such termination in accordance with Section 7.3; (provided that Parent shall have
provided wiring instructions for such payment or, if not, then such payment shall be paid
promptly following delivery of such instructions).

Section 7.2  Effect of Termination. In the event of the termination of this Agreement
as provided in Section 7.1, written notice thereof shall be given to the other party or parties,
specifying the provision hereof pursuant to which such termination is made, and this Agreement
shall forthwith become null and void and have no further force or effect (other than Section
5.6(b), Section 7.2 and Section 7.3, and Article VIII, al of which shall survive termination of
this Agreement), and there shall be no liability on the part of Parent, Merger Sub or the Company
or their respective directors, officers, other Representatives or Affiliates, whether arising before
or after such termination, based on, arising out of or relating to this Agreement or the
negotiation, execution, performance or subject matter hereof (whether in contract or in tort or
otherwise, or whether at law (including at common law or by statute) or in equity); provided,
however, that, subject to Section 7.3 (including the limitations on liability contained therein), no
party shall be relieved or released from any liabilities or damages arising out of any willful and
material breach of this Agreement prior to such termination that gave rise to the failure of a
condition set forth in Article VI. The Confidentiality Agreement shall survive in accordance
with its terms following termination of this Agreement. Without limiting the meaning of awillful
and material breach, the parties acknowledge and agree that any failure by a party hereto to
consummate the Merger and the other transactions contemplated hereby after the applicable
conditions to the Closing set forth in Article VI have been satisfied or waived (except for those
conditions that by their nature are to be satisfied at the Closing, which conditions would be
capable of being satisfied at the time of such failure to consummate the Merger) shall constitute a
willful and material breach of this Agreement.
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Section 7.3 Company Termination Fee; Parent Ter mination Fee.

@ In the event that this Agreement is terminated by the Company pursuant to
Section 7.1(d)(ii), the Company shall pay or cause to be paid as directed by Parent the Company
Termination Fee substantially concurrently with the termination of this Agreement.

(b) In the event that this Agreement is terminated by Parent pursuant to
Section 7.1(c)(ii), the Company shall pay or cause to be paid as directed by Parent the Company
Termination Fee within two (2) Business Days of such termination.

(© In the event that (i) this Agreement is terminated (A) by Parent or the
Company pursuant to Section 7.1(b)(i) or Section 7.1(b)(iii) or (B) by Parent pursuant to Section
7.1(c)(i) (solely with respect to a breach or failure to perform a covenant), (ii) a Takeover
Proposal shall have been publicly disclosed or made to the Company after the date hereof (x) in
the case of termination pursuant to Section 7.1(b)(i) or Section 7.1(c)(i), prior to the date of such
termination, or (y) in the case of termination pursuant to Section 7.1(b)(iii), prior to the date of
the Company Shareholder Meeting, and (iii) within twelve (12) months of the date this
Agreement is terminated, the Company enters into a Company Acquisition Agreement which is
subsequently consummated or consummates a Takeover Proposal (provided that for purposes of
clause (iii) of this Section 7.3(c), the references to “15%” in the definition of Takeover Proposal
shall be deemed to be references to “50%"), then the Company shall pay or cause to be paid as
directed by Parent the Company Termination Fee on the date of consummation of such
transaction.

(d) For purposes of this Agreement, “Company Termination Fee” shall mean
an amount equal to $125,000,000 in cash.

(e) Parent shall pay to the Company a fee of $250,000,000 in cash (the
“Parent Termination Fee”) if each of the following clauses (i), (ii) and (iii) of this Section 7.3(€)
istrue:

(i) this Agreement is terminated by Parent or the Company:

(A)  pursuant to Section 7.1(b)(i) and, at the time of such
termination, any of the conditions set forth in Section 6.1(b) or Section
6.1(c) (in the case of Section 6.1(c), if and only if the applicable Restraint
giving rise to termination arises in connection with the Regulatory
Approvals), shall have not been satisfied; or

(B)  pursuant to Section 7.1(b)(ii), (if, and only if, the applicable
Restraint giving rise to such termination arises in connection with the
Regulatory Approvals); or

(i)  this Agreement is terminated by the Company pursuant to Section
7.1(d)(i) because of a failure by Parent or Merger Sub to comply with its obligations
under Section 5.4; and
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(iii)  at the time of such termination, the conditions to the Closing set
forth in Section 6.1(a) and Section 6.2 (other than Section 6.2(c) and Section 6.2(€)) shall
have been satisfied or waived (except for any such conditions that have not been satisfied
as a result of a breach by Parent or Merger Sub of its respective obligations under this
Agreement).

Parent shall pay the Parent Termination Fee to the Company (to an account designated in writing
by the Company) no later than three (3) Business Days after the date of the applicable
termination.

()] Notwithstanding the foregoing, in no event shall the Company be required
to pay the Company Termination Fee on more than one occasion. Notwithstanding anything to
the contrary in this Agreement, the parties agree that if this Agreement is terminated under
circumstances in which the Company is obligated to pay the Company Termination Fee under
this Section 7.3 and the Company Termination Fee is paid, the payment of the Company
Termination Fee shall be the sole and exclusive remedy available to Parent and Merger Sub with
respect to this Agreement and the Transactions, and, upon payment of the Company Termination
Fee pursuant to this Section 7.3, the Company (and the Company’s Affiliates and its and their
respective directors, officers, employees, shareholders and other Representatives) shall have no
further liability with respect to this Agreement or the Transactions to Parent, Merger Sub or any
of their respective Affiliates or Representatives; provided, that regardless of whether the
Company pays or is obligated to pay the Company Termination Fee, nothing in this Section
7.3(f) shall release the Company from liability for a willful and material breach of this
Agreement. In no event shall Parent be required to pay the Parent Termination Fee on more than
one occasion. Notwithstanding anything to the contrary in this Agreement, the parties agree that
if this Agreement is terminated under circumstances in which Parent is obligated to pay the
Parent Termination Fee under this Section 7.3 and the Parent Termination Fee is paid, the
payment of the Parent Termination Fee shall be the sole and exclusive remedy available to the
Company with respect to this Agreement and the Transactions, and, upon payment of the Parent
Termination Fee pursuant to this Section 7.3, Parent, Merger Sub and the Persons providing the
Financing (the “Financing Parties’) (and Parent’s, Merger Sub’s and the Financing Parties
Affiliates and their respective directors, officers, employees, shareholders and other
Representatives) shall have no further liability with respect to this Agreement or the Transactions
to the Company or any of their respective Affiliates or Representatives, provided, that regardless
of whether Parent pays or is obligated to pay the Parent Termination Fee, nothing in this Section
7.3(f) shall release Parent from liability for awillful and material breach of this Agreement.

(9) Any amount that becomes payable pursuant to Section 7.3 shall be paid by
wire transfer of immediately available funds to an account designated by Parent or the Company,
as applicable, and shall be reduced by any amounts required to be deducted or withheld
therefrom under applicable Law in respect of Taxes.

ARTICLE VIII
MISCELLANEOUS

Section 8.1 No_Survival of Representations and Warranties. None of the
representations and warranties in this Agreement or in any instrument delivered pursuant to this
Agreement shall survive the Effective Time and all rights, claims and causes of action (whether
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in contract or in tort or otherwise, or whether at Law (including at common law or by statute) or
in equity) with respect thereto shall terminate at, the Effective Time. This Section 8.1 shall not
l[imit any covenant or agreement of the parties that by its terms contemplates performance in
whole or in part after the Effective Time. The Confidentiality Agreement shall (a) survive
termination of this Agreement in accordance with its terms and (b) terminate as of the Effective
Time.

Section 8.2 Fees and Expenses. Except as otherwise provided in Section 5.8 and
Section 7.3, whether or not the Transactions are consummated, all fees and expenses incurred in
connection with the Transactions and this Agreement shall be paid by the party incurring or
required to incur such fees or expenses.

Section 8.3 Amendment or Supplement. At any time prior to the Effective Time,
this Agreement may be amended or supplemented in any and all respects, whether before or after
receipt of the Company Shareholder Approval, by written agreement of the parties hereto and
delivered by duly authorized officers of the respective parties;, provided, however, that (a)
following receipt of the Company Shareholder Approval, there shall be no amendment or change
to the provisions hereof which by Law would require further approval by the shareholders of the
Company without such approval and (b) after the Effective Time, this Agreement may not be
amended or supplemented in any respect.

Section 8.4 Waiver. At any time prior to the Effective Time, any party may, subject
to applicable Law, (a) waive any inaccuracies in the representations and warranties of any other
party hereto, (b) extend the time for the performance of any of the obligations or acts of any
other party hereto or (c) waive compliance by the other party with any of the agreements
contained herein or, except as otherwise provided herein, waive any of such party’s conditions.
Notwithstanding the foregoing, no failure or delay by the Company, Parent or Merger Sub in
exercising any right hereunder shall operate as a waiver thereof nor shall any single or partial
exercise thereof preclude any other or further exercise thereof or the exercise of any other right
hereunder. Any agreement on the part of a party hereto to any such extension or waiver shall be
valid only if set forth in an instrument in writing signed on behalf of such party.

Section 85 Assignment. Neither this Agreement nor any of the rights, interests or
obligations hereunder shall be assigned, in whole or in part, by operation of Law or otherwise, by
any of the parties without the prior written consent of the other parties. Subject to the preceding
sentence, this Agreement shall be binding upon, inure to the benefit of, and be enforceable by,
the parties hereto and their respective successors and permitted assigns. Any purported
assignment not permitted under this Section shall be null and void.

Section 8.6  Counterparts. This Agreement may be executed in counterparts (each of
which shall be deemed to be an original but all of which taken together shall constitute one and
the same agreement) and shall become effective when one or more counterparts have been
signed by each of the parties and delivered (by electronic communication, facsimile or
otherwise) to the other parties.

Section 8.7 Entire Agreement; Third-Party Beneficiaries.  This Agreement,
including the Company Disclosure Schedule, and the exhibits hereto, together with the other
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instruments referred to herein, including the Confidentiality Agreement (@) constitute the entire
agreement, and supersede all other prior agreements and understandings, both written and oral,
among the parties, or any of them, with respect to the subject matter hereof and thereof and (b)
except for (i) the rights of the Company’s shareholders and holders of Company RSUs and
Company Performance Share Awards to receive the Merger Consideration and payments
pursuant to Article 1, respectively, after the Effective Time, (ii) the right of the Company, on
behalf of its shareholders, to pursue damages in the event of Parent or Merger Sub’s willful and
material breach of this Agreement, in which event the damages recoverable by the Company for
itself and on behalf of its shareholders (without duplication) shall be determined by reference to
the total amount that would have been recoverable by the holders of the Company Common
Stock (including, “lost premium” and time value of money) if all such holders brought an action
against Parent and Merger Sub and were recognized as intended third party beneficiaries
hereunder, which right is hereby acknowledged and agreed by Parent and Merger Sub, and (iii)
the provisions of Section 5.8, is not intended to and shall not confer upon any Person other than
the parties hereto any rights or remedies hereunder. Each of Parent, Merger Sub, and the
Company hereby acknowledges and agrees that, except for the representations and warranties
contained in this Agreement (as modified by the Company Disclosure Schedule, in the case of
the representations and warranties of the Company), none of them, or any of their respective
Affiliates or Representatives, or any other Person acting on behalf of any of them, makes, and
none of them or any of their respective Representatives relies on or has been induced by any
other representations, warranties, information (including estimates, projections, forecasts and
other forward-looking information, business plans and cost-related plan information) or
inducements, and each of the parties to this Agreement, on behalf of itself, its Affiliates, and its
and their respective Representatives, hereby disclaims any other representations, warranties or
inducements, express or implied, as to the accuracy or completeness of any information, made
by, or made available by, itself, any of its Affiliates or any of its or their respective
Representatives, with respect to, or in connection with, the negotiation, execution or delivery of
this Agreement or the Transactions contemplated hereby, notwithstanding the delivery or
disclosure to the other or the other’s Representatives of any documentation or other information
with respect to any one or more of the foregoing.

Section 8.8 Governing Law; Jurisdiction.

@ This Agreement shall be governed by, and construed in accordance with,
the laws of the State of Delaware, without giving effect to any choice or conflict of laws
provision or rule (whether of the State of Delaware or any other jurisdiction) that would cause
the application of the Laws of any jurisdiction other than the State of Delaware, except that
matters related to the fiduciary obligations of the Company Board shall be governed by the laws
of the State of North Carolina.

(b) Each of the parties (i) irrevocably submits itself to the personal
jurisdiction of each state or federal court sitting in the State of Delaware, as well as to the
jurisdiction of all courts to which an appeal may be taken from such courts, in any suit, action or
proceeding arising out of or relating to this Agreement or any of the transactions contemplated
herein, (ii) agrees that every such suit, action or proceeding shall be brought, heard and
determined exclusively in the Court of Chancery of the State of Delaware (provided that, in the
event subject matter jurisdiction is unavailable in or declined by the Court of Chancery, then all
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such claims shall be brought, heard and determined exclusively in any other state or federal court
gitting in the State of Delaware), (iii) agrees that it shall not attempt to deny or defeat such
personal jurisdiction by motion or other request for leave from such court, (iv) agrees not to
bring any suit, action or proceeding arising out of or relating to this Agreement or any of the
transactions contemplated herein in any other court, and (v) waives any defense of inconvenient
forum to the maintenance of any suit, action or proceeding so brought.

(c) Each party irrevocably consents to the service of process outside the
territorial jurisdiction of the courts referred to in this Section 8.8 in any such action or
proceeding by mailing copies thereof by registered or certified United States mail, postage
prepaid, return receipt requested, to its address as specified in or pursuant to this Article VIII.
However, the foregoing shall not limit the right of a party to effect service of process on the
other party by any other legally available method.

Section 8.9  Specific Enfor cement.

@ The parties agree that immediate, extensive and irreparable damage would
occur for which monetary damages would not be an adequate remedy in the event that any of the
provisions of this Agreement are not performed in accordance with their specific terms or are
otherwise breached. Accordingly, the parties agree that, if for any reason Parent, Merger Sub or
the Company shall have failed to perform its obligations under this Agreement or otherwise
breached this Agreement, then the party seeking to enforce this Agreement against such
nonperforming party under this Agreement shall be entitled to specific performance and the
issuance of immediate injunctive and other equitable relief without the necessity of proving the
inadequacy of money damages as a remedy, and the parties further agree to waive any
requirement for the securing or posting of any bond in connection with the obtaining of any such
injunctive or other equitable relief, this being in addition to and not in limitation of any other
remedy to which they are entitled at Law or in equity. If any party hereto brings any Claim to
enforce specifically the performance of the terms and provisions of this Agreement when
expressly available to such party pursuant to the terms of this Agreement, then, notwithstanding
anything to the contrary herein, the End Date shall automatically be extended by the period of
time between the commencement of such Claim and ten (10) Business Days following the date
on which such Claim isfully and finally resolved.

Section 8.10 WAIVER OF JURY TRIAL. Each party hereto hereby waives, to the
fullest extent permitted by applicable Law, any right it may have to atria by jury in respect of
any suit, action or other proceeding arising out of this Agreement or the Transactions. Each
Party (@) certifies that no representative, agent or attorney of any other party has represented,
expressly or otherwise, that such party would not, in the event of any action, suit or proceeding,
seek to enforce the foregoing waiver and (b) acknowledges that it and the other Parties have been
induced to enter into this Agreement by, among other things, the mutual waiver and certifications
in this Section 8.10.

Section 8.11 Notices. All notices, requests and other communications to any party
hereunder shall be in writing and shall be deemed given if delivered personally, facsimiled
(which is confirmed) or sent by overnight courier (providing proof of delivery) to the parties at
the following addresses:
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If to Parent or Merger Sub, to:

Duke Energy Corporation

550 South Tryon Street, DEC-45A

Charlotte, North Carolina 28202

Attention: Greer Mendelow, Deputy General Counsel
Facsimile: (980) 373-9962

with acopy (which shall not constitute notice) to:

Sidley Austin LLP

One South Dearborn

Chicago, Illinois 60603

Attention: ThomasA. Cole
Imad |. Qasim

Facsimile: (312) 853-7036

If to the Company, to:

Piedmont Natural Gas Company, Inc.

4720 Piedmont Row Drive

Charlotte, North Carolina 28210

Attention: Thomas E. Skains, Jane R. Lewis-Raymond
Facsimile: (704) 731-4099

with acopy (which shall not constitute notice) to:

Kirkland & EllisLLP

655 Fifteenth Street, N.W., Suite 1200
Washington, D.C. 20005

Attention: George P. Stamas
Facsimile: (202) 879-5200

or such other address or facsimile number as such party may hereafter specify by like notice to
the other parties hereto. All such notices, requests and other communications shall be deemed
received on the date of receipt by the recipient thereof if received prior to 5 p.m. in the place of
receipt and such day is a Business Day in the place of receipt. Otherwise, any such notice,
request or communication shall be deemed not to have been received until the next succeeding
Business Day in the place of receipt.

Section 8.12 Severability. If any term or other provison of this Agreement is
determined by a court of competent jurisdiction to be invalid, illegal or incapable of being
enforced by any rule of law or public policy, al other terms, provisions and conditions of this
Agreement shall nevertheless remain in full force and effect. Upon such determination that any
term or other provision isinvalid, illegal or incapable of being enforced, the parties hereto shall
negotiate in good faith to modify this Agreement so as to effect the original intent of the parties
as closdly as possible to the fullest extent permitted by applicable law in an acceptable manner to
the end that the Transactions are fulfilled to the extent possible.
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Section 8.13 Definitions. As used in this Agreement, the following terms shall have
the meanings ascribed to them below:

“ Acceptable Confidentiality Agreement” shall mean a confidentiality agreement (which
need not prohibit the making of a Takeover Proposal) that contains provisions that are not
materially less favorable in the aggregate to the Company than those contained in the
Confidentiality Agreement.

“Advisory Board” shall have the meaning set forth in Section 1.7.

“Affiliate” shall mean, as to any Person, any other Person that, directly or indirectly,
controls, or is controlled by, or is under common control with, such Person. For this purpose,
“control” (including, with its correlative meanings, “controlled by” and “under common control
with”) shall mean the possession, directly or indirectly, of the power to direct or cause the
direction of management or policies of a Person, whether through the ownership of securities or
partnership or other ownership interests, by contract or otherwise.

Agreement” shall have the meaning set forth in the Preamble.

“Annua Incentive Plans’ shall mean the Company’s Short-Term Incentive Plan and the
Company’s Mission, Values and Performance Plan.

“Antitrust Laws’ shall have the meaning set forth in Section 5.4(a).

“Applicable Retired Company Employee” shal mean an individual who was employed
by the Company or any of its Subsidiaries (i) at any time during the performance period under
the Company Stock Plan, Annual Incentive Plans, and any other applicable bonus plan during
which the Effective Time occurs, or (ii) at any time during the performance period under the
Company Stock Plan, Annua Incentive Plans, and any other applicable bonus plan that was
completed prior to the Effective Time, but with respect to which Company Performance Share
Awards have not been settled or bonuses have not been paid, as applicable, as of the Effective
Time, but who in each case is no longer employed by the Company or any of its Subsidiaries as
of the Effective Time due to such individual’s retirement in accordance with Company policy.

“Articles of Merger” shall have the meaning set forth in Section 1.3.

“Balance Sheet Date” shall have the meaning set forth in Section 3.5(d).

“Bankruptcy and Equity Exception” shall have the meaning set forth in Section 3.3(a).

“Book-Entry Shares’ shall have the meaning set forth in Section 2.1(c).

“Burdensome Condition” shall have the meaning set forth in Section 5.4(q).

“Business Day” shall mean a day except a Saturday, a Sunday or other day on which the
SEC or banks in the cities of Charlotte, North Carolina or New Y ork, New Y ork are authorized
or required by Law to be closed.
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“Certificate” shall have the meaning set forth in Section 2.1(c).
“Claim” shall have the meaning set forth in Section 5.8(a).
“Clayton Act” shall mean the Clayton Act of 1914.

“Closing” shall have the meaning set forth in Section 1.2.
“Closing Date” shall have the meaning set forth in Section 1.2.
“Code” shall have the meaning set forth in Section 2.2(q).
“Company” shall have the meaning set forth in the Preamble.

“Company Adverse Recommendation Change” shall have the meaning set forth in

Section 5.3(c).
“Company Acquisition Agreement” shall have the meaning set forth in Section 5.3(c).

“Company Board” shall have the meaning set forth in the recitals.

“Company Board Recommendation” shall have the meaning set forth in Section 3.3(a).

“Company Charter Documents” shall have the meaning set forth in Section 1.5.

“Company Common Stock” shall have the meaning set forth in Section 2.1.

“Company Disclosure Schedule” shall have the meaning set forth in the Article 11l
Preamble.

“Company Employee” shall have the meaning set forth in Section 5.11(a).

“Company ESPP’ shall mean the Company Employee Stock Purchase Plan, amended and
restated as of April 1, 2009, as amended from time to time.

“Company Financial Advisor” shall have the meaning set forth in Section 3.18.

“Company Intervening Event” shall have the meaning set forth in Section 5.3(h).

“Company Joint Venture” shall mean any Joint Venture of the Company.

“Company Material Adverse Effect” shall mean any circumstance, change, event,
development, occurrence or effect that (a) has, individually or in the aggregate, a material
adverse effect on the business, properties, assets, results of operations or financial condition of
the Company and its Subsidiaries taken as a whole; provided that no circumstance, change,
event, development, occurrence or effect, directly or indirectly, arising out of, resulting from or
relating to the following, individualy or in the aggregate, shall constitute or be taken into
account in determining whether a Company Material Adverse Effect has occurred: (i) any
condition, change, event, occurrence or effect in any of the industries or markets in which the
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Company or its Subsidiaries operates, including natural gas distribution or transmission
industries (including, in each case, any changes in the operations thereof or with respect to
system-wide changes or developments in natural gas transmission or distribution systems); (ii)
any enactment of, change in, or change in interpretation of, any Law or GAAP or governmental
policy; (iii) general economic, regulatory or political conditions (or changes therein) or
conditions (or changes therein) in the financial, credit or securities markets (including changesin
interest or currency exchange rates) in any country or region in which the Company or any of its
Subsidiaries conducts business; (iv) any change in the price of natural gas or any other raw
material, mineral or commodity used or sold by the Company or any of its Subsidiaries or in the
cost of hedges relating to such prices, any change in the price of interstate natural gas
transportation services or any change in customer usage patterns or customer selection of third-
party suppliers for natural gas; (v) any acts of God, natural disasters, terrorism, armed hostilities,
sabotage, war or any escalation or worsening of acts of terrorism, armed hostilities or war; (vi)
the announcement, pendency of or performance of the Transactions, including by reason of the
identity of Parent or any communication by Parent regarding the plans or intentions of Parent
with respect to the conduct of the business of the Company or any of its Subsidiaries and
including the impact of any of the foregoing on any relationships, contractual or otherwise, with
customers, suppliers, distributors, collaboration partners, joint venture partners, employees or
regulators; (vii) any action taken by the Company or any of its Subsidiaries that is required or
expressly permitted by the terms of this Agreement or with the consent or at the direction of
Parent or Merger Sub; (viii) any change in the market price, or change in trading volume, of the
capital stock of the Company (it being understood that the facts or occurrences giving rise or
contributing to such change shall be taken into account in determining whether there has been a
Company Material Adverse Effect); (ix) any failure by the Company or its Subsidiaries to meet
internal, analysts' or other earnings estimates or financial projections or forecasts for any period,
or any changes in credit ratings and any changes in any analysts recommendations or ratings
with respect to the Company or any of its Subsidiaries (it being understood that the underlying
facts or occurrences giving rise to such failure shall be taken into account in determining whether
there has been a Company Material Adverse Effect if not otherwise falling within any of the
exceptions set forth in clauses (8)(i) through (a)(viii) or (8)(x) through (a)(xi) of this proviso); (x)
any fact, circumstance, effect, change, event or development that results from any shutdown or
suspension of operations at any third-party facilities from which the Company or any of its
Subsidiaries obtains natural gas (excluding the Company Joint Ventures); (xi) any pending,
initiated or threatened Transaction Litigation, in each case to the extent, in each of clauses (i)
through (v), that such change, event, occurrence or effect does not affect the Company and its
Subsidiaries, taken as awhole, in a materially disproportionate manner relative to other similarly
situated participants in the business and industries in which the Company and its Subsidiaries
operate; or (b) would, individually or in the aggregate, reasonably be expected to prevent or
materialy impede, interfere with or delay the consummation by the Company of the
Transactions.

“Company Material Contract” shall have the meaning set forth in Section 3.15(a).

“Company Pension Plan” shall have the meaning set forth in Section 3.10.




“Company Performance Share Awards’ means all performance share awards payable in
shares of Company Common Stock subject to performance-based vesting or delivery
requirements, whether granted under a Company Stock Plan or otherwise.

“Company Permits’ shall have the meaning set forth in Section 3.8.

“Company Plans’ shall mean (a) each “employee benefit plan” (as such term is defined in
Section 3(3) of ERISA) that the Company or any of its Subsidiaries sponsors, participatesin, isa
party or contributes to, or with respect to which the Company or any of its Subsidiaries could
reasonably be expected to have any material liability and (b) each other employee benefit plan,
program or arrangement, including without limitation, any stock option, stock purchase, stock
appreciation right or other stock or stock-based incentive plan, cash bonus or incentive
compensation arrangement, retirement or deferred compensation plan, profit sharing plan,
unemployment or severance compensation plan, that the Company or any of its Subsidiaries
sponsors, participates in, is a party or contributes to, or with respect to which the Company or
any of its Subsidiaries could reasonably be expected to have any material liability.

“Company Preferred Stock” shall have the meaning set forth in Section 3.2.

“Company Retired Employees’ shall have the meaning set forth in Section 5.11(b).

“Company Risk Management Guidelines’ shall have the meaning set forth in Section
5.1(a)(xviii).

“Company RSUS’ means any share unit payable in shares of Company Common Stock or
whose value is determined with reference to the value of shares of Company Common Stock,
whether granted under a Company Stock Plan or otherwise.

“Company SEC Documents’ shall have the meaning set forth in Section 3.5(a).

“Company Stock Plan” shall mean the Company’ s Incentive Compensation Plan.

“Company Shareholder Approval” shall have the meaning set forth in Section 3.19.

“Company Shareholders Meeting” shall have the meaning set forth in Section 5.2(b).

“Company Termination Fee”’ shall have the meaning set forth in Section 7.3(d).

“Company’ s Retiree Health Plan” shall have the meaning set forth in Section 5.11(b).

“Confidentiality Agreement” shall have the meaning set forth in Section 5.6(a).

“Continuation Period” shall have the meaning set forth in Section 5.11(a).

“Contract” means any loan or credit agreement, debenture, note, bond, mortgage,
indenture, deed of trust, lease, license, contract or other agreement.

“Effective Time” shall have the meaning set forth in Section 1.3.
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“Eligible Retirees’ shall have the meaning set forth in Section 5.11(b).

“Encumbrances’ shall mean any mortgage, deed of trust, lease, license, restriction,
hypothecation, option to purchase or lease or otherwise acquire any interest, right of first refusal
or offer, conditional sales or other title retention agreement, adverse claim of ownership or use,
easement, encroachment, right of way or other title defect, or encumbrance of any kind or nature.

“End Date” shall have the meaning set forth in Section 7.1(b)(i).

“Environmental Laws’ means all Laws relating to workplace safety or health, safety in
respect of the transportation, storage and delivery of hazardous liquids and natural gas, and
pollution or protection of the environment and natural resources, including without limitation,
Laws (including common law) relating to the exposure to, or Releases or threatened Releases of,
natural gas, asbestos and any hazardous or toxic materials, substances or wastes, as the foregoing
are enacted or in effect on or prior to Closing.

“Equity Award Conversion Ratio” means the quotient of (i) the Merger Consideration
divided by (ii) the average of the volume weighted averages of the trading prices of Parent
Shares on the NY SE, on each of the five (5) consecutive trading days ending on (and including)
the trading day that is two (2) trading days prior to the Closing Date.

“Equity Securities’ shall have the meaning set forth in Section 3.2.

“ERISA” means the Employee Retirement Income Security Act of 1974.

“ERISA Affiliate” means each corporation or trade or business that would be treated as a
single employer with the Company pursuant to Section 4001(b)(1) of ERISA.

“Exchange Act” shall have the meaning set forth in Section 3.4.

“Existing Indebtedness’ means the Indebtedness evidenced by the Existing Loan
Documents.

“Existing Loan Consent” shall have the meaning set forth in Section 5.14(d).

“Existing Loan Documents’ means the Contracts (and all amendments thereto) to which
the Company or any of its Subsidiariesis a party or by which it is bound or to which any of their
respective assets are subject (other than any of the foregoing solely between the Company and
any of its wholly owned Subsidiaries or solely between any of the Company’s wholly owned
Subsidiaries) that evidences Indebtedness for borrowed money in excess of $5,000,000 of the
Company or any of its Subsidiaries, whether unsecured or secured.

“Existing Loan Lenders’ shall have the meaning set forth in Section 5.14(d).

“Existing Loan Notice” shall have the meaning set forth in Section 5.14(d).

“Federal Trade Commission Act” shall mean the Federal Trade Commission Act of 1914.
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“Financing” shall have the meaning set forth in Section 5.14(a).

“Financing Parties’ shall have the meaning set forth in Section 7.3(f).

“GAAP’ shall mean generally accepted accounting principles in the United States.

“Governmental Authority” shall mean any federal, state or local, domestic, foreign or
multinational government, court, regulatory or administrative agency, commission, authority or
other governmental instrumentality.

“Hazardous Materials’ means any materials or substances or wastes which are limited,
controlled or otherwise regulated under, or as to which liability or standards of conduct may be
imposed under any Environmental Law.

“HSR Act” shall mean the Hart-Scott-Rodino Antitrust Improvements Act of 1976.

“Indebtedness’ shall mean, with respect to any Person, without duplication, (a) all
obligations of such Person for borrowed money (other than intercompany indebtedness), (b) all
obligations of such Person evidenced by bonds, debentures, notes or similar instruments, (c) all
obligations of such Person evidenced by letters of credit, bankers acceptances or similar
facilities to the extent drawn upon by the counterparty thereto, (d) all capitalized lease
obligations of such Person and (e) all guarantees or other assumptions of liability for any of the
foregoing.

“Indemnitee(s)” shall have the meaning set forth in Section 5.8(a).

“Intellectual Property” shall mean all intellectua property and industrial property rights
of any kind or nature to the extent recognized in any and al jurisdictions throughout the world,
including all (a) patents all related continuations, continuations-in-part, divisionals, reissues,
reexaminations, substitutions, and extensions thereof, and pending applications for any of the
foregoing, (b) registered and unregistered trademarks, trade names, service marks, logos,
corporate names, internet domain names, and any applications for registration of any of the
foregoing, together with all goodwill associated with each of the foregoing, (c) registered and
unregistered copyrights and works of authorship, including copyrights in computer software,
mask works and databases, and any applications for registration of any of the foregoing, and (d)
trade secrets and other proprietary rights in know-how, customer lists, databases, technical
information, invention disclosures, research and development, computer software, data,
formulas, algorithms, methods, systems, processes and technology.

“IRS” meansthe U.S. Internal Revenue Service.

“Joint Venture” of a Person shall mean any Person that is not a Subsidiary of such first
Person, in which such first Person owns directly or indirectly an equity interest.

“Knowledge” shall mean, (a) in the case of the Company, the actual knowledge, as of the
date of this Agreement, of the individuals listed on Section 8.13 of the Company Disclosure
Schedule and (b) in the case of Parent and Merger Sub, the actual knowledge, as of the date of
this Agreement, of Patricia C. Smith and Julia S. Janson.
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“Laws’ shall have the meaning set forth in Section 3.8.

“Liens’ shall mean any pledges, liens, charges, Encumbrances, options to purchase or
lease or otherwise acquire any interest, and security interests of any kind or nature whatsoever.

“LTIP Target Amount” shall have the meaning set forth in Section 5.11(a).

“Merger” shall have the meaning set forth in the recitals.

“Merger Consideration” shall have the meaning set forth in Section 2.1(c).

“Merger Sub” shall have the meaning set forth in the Preamble.
“NCBCA” shall have the meaning set forth in the recitals.
“NCUC” shall have the meaning set forth in Section 3.5(e).

“New Plans” shall have the meaning set forth in Section 5.11(b).

“Notice of Recommendation Change”’ shall have the meaning set forth in Section 5.3(d).

“NYSE” shall mean the New Y ork Stock Exchange.

“Old Plans’ shall have the meaning set forth in Section 5.11(b).

“Parent” shall have the meaning set forth in the Preamble.
“Parent Board” shall mean the board of directors of Parent.

“Parent Material Adverse Effect” shall mean any change, event, occurrence or effect that,
individually or in the aggregate, has had or would reasonably be expected to have a material and
adverse effect on the ability of Parent or Merger Sub to consummate, or that would reasonably
be expected to prevent or materialy impede, interfere with or delay the consummation by Parent
or Merger Sub of the Transactions.

“Parent RSU Award” shall have the meaning set forth in Section 2.3(c).

“Parent RSU Award Recipient” shall have the meaning set forth in Section 2.3(c).

“Parent RSU Award Vesting Date” shall have the meaning set forth in Section 2.3(c).

“Parent Shares’ means shares of Parent common stock, par value $0.001 per share.

“Parent Termination Fee” shall have the meaning set forth in Section 7.3(e).

“Paying Agent” shall have the meaning set forth in Section 2.2(a).

“Payroll Deduction Period” shall have the meaning set forth in Section 2.4.
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“Permitted Encumbrances’ shall mean (a) zoning, building codes and other state and
federal land use Laws regulating the use or occupancy of such real property or the activities
conducted thereon which are imposed by any Governmental Authority having jurisdiction over
such real property and (b) easements, rights-of-way, encroachments, restrictions, covenants,
conditions and other similar Encumbrances that (i) are disclosed in the public records, (ii) would
be set forth in atitle policy, title report or survey with respect to the applicable real property or
(iii) individually or in the aggregate, (A) are not substantial in character, amount or extent in
relation to the applicable real property and (B) do not materially and adversely impact the
Company’s current or contemplated use, utility or value of the applicable real property or
otherwise materialy and adversely impair the Company’s present or contemplated business
operations at such location.

“Permitted Liens’ shall mean (a) statutory Liens for Taxes, assessments or other charges
by Governmental Authorities not yet due and payable or the amount or validity of which isbeing
contested in good faith and by appropriate proceedings, (b) mechanics’, materialmen’s, carriers’,
workmen’s, warehouseman’s, repairmen’s, landlords' and similar Liens granted or which arisein
the ordinary course of business, (c) Liens reflected in the Company SEC Documents, (d)
Permitted Encumbrances, (e) Liens permitted under or pursuant to any Contracts relating to
Indebtedness and (f) such other Liens that would not have a Company Material Adverse Effect.

“Person” means an individual, corporation, limited liability company, partnership,
association, trust, unincorporated organization, other entity or group (as defined in the Exchange
Act), including a Governmental Authority.

“Proxy Statement” shall have the meaning set forth in Section 3.4.

“Regulatory Filings’ shall have the meaning set forth in Section 3.5(e).

“Release” means any release, spill, emission, discharge, leaking, pumping, injection,
deposit, disposal, dispersal, leaching or migration into the indoor or outdoor environment
(including, without limitation, ambient air, surface water, groundwater and surface or subsurface
strata) or into or out of any property, including the migration of released Hazardous Materials
through or in the soil, surface water or groundwater.

“Regulatory Approvals’ shall have the meaning set forth in Section 6.1(b).
“Remedial Action” shall have the meaning set forth in Section 5.4(d).

“Representatives’ means, with respect to any Person, the professional (including
financial) advisors, attorneys, accountants, consultants or other representatives (acting in such
capacity) retained by such Person or any of its controlled Affiliates, together with directors,
officers, employees, agents and representatives of such Person and its Subsidiaries.

“Required Statutory Approvals’ shall have the meaning set forth in Section 3.4.

“Restraint” shall have the meaning set forth in Section 7.1(b)(ii).

“ Sarbanes-Oxley Act” shall have the meaning set forth in Section 3.5(a).
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“SEC” meansthe U.S. Securities and Exchange Commission.
“Securities Act” shall have the meaning set forth in Section 3.1(b).
“Sherman Act” means the Sherman Antitrust Act of 1890.

“Significant Subsidiary” shall have the meaning set forth in Section 3.1(b).

“Subsidiary” when used with respect to any party, shall mean any corporation, limited
liability company, partnership, association, trust or other entity of which securities or other
ownership interests representing more than 50% of the equity and more than 50% of the ordinary
voting power (or, in the case of alimited partnership, more than 50% of the general partnership
interests) are, as of such date, owned by such party or one or more Subsidiaries of such party or
by such party and one or more Subsidiaries of such party. For the avoidance of doubt, the
Company Joint Ventures are not Subsidiaries of the Company.

“Superior Proposal” shall have the meaning set forth in Section 5.3(g).

“Surviving Corporation” shall have the meaning set forth in Section 1.1.

“Systems’ shall have the meaning set forth in Section 3.11.

“Takeover Statute” shall have the meaning set forth in Section 3.13.

“Takeover Proposal” shall have the meaning set forth in Section 5.3(f).

“Tax Returns’ shall have the meaning set forth in Section 3.9()).
“Taxes’ shall have the meaning set forth in Section 3.9()).

“Transaction Litigation” shall have the meaning set forth in Section 5.9.

“Transactions’ refers collectively to this Agreement and the transactions contemplated
hereby, including the Merger.

“WARN” shall have the meaning set forth in Section 3.16.

Section 8.14 Interpretation.

(@ Time Periods. When calculating the period of time before which,
within which or following which any act is to be done or step taken pursuant to this Agreement,
(i) the date that is the reference date in calculating such period shall be excluded and (ii) if the
last day of such period isanot aBusiness Day, the period in question shall end on the next
succeeding Business Day.

(b) Doallars. Unless otherwise specifically indicated, any reference
herein to $ means U.S. dollars.
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(c) Gender and Number. Any reference herein to gender shall include
all genders, and words imparting the singular number only shall include the plural and vice
versa.

(d) Articles, Sections and Headings. When areference is made herein
to an Article or a Section, such reference shall be to an Article or a Section of this Agreement
unless otherwise indicated. The table of contents and headings contained herein are for reference
purposes only and shall not affect in any way the meaning or interpretation of this Agreement.

(e) Include. Whenever the words “include”, “includes’ or “including”
are used herein, they shall be deemed to be followed by the words “without limitation.”

(f) Hereof; Defined Terms. The words “hereof,” “hereto,” *hereby,”
“herein” and “hereunder” and words of similar import when used herein shall refer to this
Agreement as awhole and not to any particular provision of this Agreement. All terms defined in
this Agreement shall have the defined meanings when used in any document made or delivered
pursuant hereto unless otherwise defined therein.

(9 Contracts, Laws. Any Contract or Law defined or referred to herein
means such Contract or Law as from time to time amended, modified or supplemented, unless
otherwise specifically indicated.

(h) Persons. Referencesto aPerson are also to its successors and
permitted assigns.

(i) Exhibits and Disclosure Schedules. The Exhibits to this Agreement
and the Company Disclosure Schedules are hereby incorporated and made a part hereof. The
Company may include in the Company Disclosure Schedule items that are not material in order
to avoid any misunderstanding, and such inclusion, or any references to dollar amounts herein or
in the Company Disclosure Schedule, shall not be deemed to be an acknowledgement or
representation that such items are material, to establish any standard of materiality or to define
further the meaning of such termsfor purposes of this Agreement or otherwise. Any capitalized
term used in any Exhibit or any Company Disclosure Schedule but not otherwise defined therein
shall have the meaning given to such term herein.

() Construction. Each of the parties hereto have participated jointly in
the negotiation and drafting of this Agreement and, in the event an ambiguity or question of
intent or interpretation arises, this Agreement shall be construed as jointly drafted by the parties
hereto and no presumption or burden of proof shall arise favoring or disfavoring any party by
virtue of the authorship of any provision of this Agreement.

[ Sgnature page follows]
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IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be duly
executed and delivered as of the date first above written.

PIEDMONT NATURAL GAS COMPANY,
INC.

b L & S

Name: Thomas E. Skains

Title: Chairman of the Board,
President and Chief Executive
Officer

FOREST SUBSIDIARY, INC.

By:

Name:
~ Title:

DUKE ENERGY CORPORATION

By:

Name:
Title:

[Signature Page to Agreement and Plan of Merger]



IN WITNESS WHEREOQF, the parties hereto have caused this Agreement to be duly
executed and delivered as of the date first above written.

PIEDMONT NATURAL GAS COMPANY,
INC.

By:

Name:
Title;

FOREST SUBSIDIARY, INC.

Name:_Jilja S. Janson
Title: President

By: C""L‘Q/ A

DUKE ENERGY CORPORATION
€; LynnJ Good

T1tle. President, CEO and Vice Chair

[Signature Page to Agreement and Plan of Merger]
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Duke Energy Acquisition of Piedmont Natural Gas Company
Cost-Benefit Analysis

Page 1

INTRODUCTION

The following cost-benefit analysis was developed in relation to Duke Energy’s pending merger with Piedmont Natural Gas Company. The
analysis documents the expected benefits, detriments, costs and savings associated with the purchase. The information and format of this analysis
is consistent with the requirements set forth in Docket No. M-100, Sub 129 dated November 2, 2000.

ASSUMPTIONS

The following assumptions were used when developing the cost-benefit analysis:

The analysis identifies future expected benefits, detriments, costs and savings associated with the merger and is subject to change as a

result of changes in economic conditions, regulatory orders, management decisions and/or operating conditions that were not
known at the time this analysis was developed.

Estimates reflected herein were developed as of December 2015.

The analysis captures incremental benefits and costs resulting from the merger and includes both qualitative and quantitative benefits.
The analysis does not include federal and state income tax ramifications of the transaction.

COST-BENEFIT ANALYSIS FILING REQUIREMENT

Docket No. M-100, Sub 129 Ordering Paragraph 2.(a) requires... “a comprehensive list of all material areas of expected benefits, detriment, cost,

and savings over a specified period (e.g. three to five years) following consummation of the merger and a clear description of each individual
item in each area.”

Duke Energy and Piedmont provide the following information in response to this requirement:

Docket Nos. E-2, Sub 1095, E-7, Sub 1100, G-9, Sub 682 January 15, 2016



Duke Energy Acquisition of Piedmont Natural Gas Company
Cost-Benefit Analysis
Page 2

SUMMARY OF PRESENTLY QUANTIFIABLE CUSTOMER COSTS AND BENEFITS

The following table provides a summary of the anticipated quantifiable costs and benefits applicable to customers with respect to the proposed
transaction which have been identified at this time. The integration process currently underway between Piedmont and Duke Energy is anticipated
to yield additional economic benefits to customers which have not yet been quantified. Additional on-going, but currently non-quantifiable,
customer benefits are discussed in the pages that follow. Customers will not bear any acquisition premium or transaction costs associated with this
merger, which shall be paid exclusively by shareholders.

Quantified Benefits

Piedmont Board Of Directors costs - $2.1 million annually

CEO compensation costs - $3.0 million annually

Outside counsel costs - $0.4 million annually

Outside auditor costs - $1.0 million annually Total Presently Quantifiable Benefits = $9.45 million annually
Transfer agent costs - $0.55 million annually

Insurance costs - $2.3 million annually

N oo g M 0w DR

Stock listing fee - $0.1 annually

Integration Costs

1. Integration consultant costs - $4.75 million, one-time® Total Presently Quantifiable Costs = $4.75 million, one-time?

! Estimated pre-closing fees. Does not reflect all costs to achieve future benefits

2 Applicants reserve the right to seek to recover integration costs from customers in future cost recovery proceedings to the extent that such costs result in net benefits.
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Duke Energy Acquisition of Piedmont Natural Gas Company

Cost-Benefit Analysis

Page 3

COMPREHENSIVE IDENTIFICATION OF ALL ANTICIPATED MERGER COSTS AND BENEFITS?®

ITEM

DESCRIPTION

(BENEFIT) / DETRIMENT

BENEFITS FROM THE MERGER - Merging Piedmont into the family of Duke Energy subsidiaries will create an organization with greater financial strength, greater diversity of resources, reduced
economic risks for customers and improved operational efficiencies.

Increased Financial Strength

The combination of the two companies will increase and strengthen
Piedmont’s ability to access, on reasonable terms, the capital needed to
expand service to new customers and to meet its obligations under federal
integrity management regulations.

On-going benefit

Quantification of Benefit

The amount of these benefits to accrue to Duke Energy
Carolinas (“DEC”), Duke Energy Progress (“DEP”) and
Piedmont customers will depend upon numerous factors,
including, but not limited to, conditions in the financial markets,
and cannot reasonably be quantified at this time.

Reduced Market Risk

The merger will produce a combined gas/electric customer mix that is
more tolerant of economic downturns than either individual company.
The combined customers from both companies will have greater rate
protection since both will become a part of a larger aggregate customer
population with shared costs.

On-going benefit

Quantification of Benefit

This benefit is not readily quantifiable but will accrue to DEC,
DEP and Piedmont customers.

System Reliability and
Efficiencies

Duke Energy is Piedmont’s largest customer and is reliant, to a significant
degree, on the reliability of natural gas to fuel its already substantial and
growing natural gas-fired turbine fleet. Consolidation of ownership and
control of both gas and electric infrastructure within a common service
territory will create the potential for more efficient and reliable operations
of both gas and electric utility facilities. The merger will provide
additional opportunities to enhance the combined Duke Energy’s
experience and skills in the increasingly important areas of natural gas
procurement, transportation and pipeline construction, with the
commensurate ability to potentially lower DEC and DEP’s fuel costs for
the benefit of their customers. It should also facilitate the seamless
provision of energy services (gas and electric) to the combined

On-going benefit
Quantification of Benefit

This benefit will accrue to the benefit of DEC, DEP and
Piedmont customers, but is not readily quantifiable at this time
and depends on effective implementation of measures designed
to realize the potential efficiencies and enhanced reliability
offered by the merger.

® Including quantifiable customer costs and benefits from the table above.

Docket Nos. E-2, Sub 1095, E-7, Sub 1100, G-9, Sub 682 January 15, 2016




Duke Energy Acquisition of Piedmont Natural Gas Company

Cost-Benefit Analysis

Page 4

ITEM

DESCRIPTION

(BENEFIT) / DETRIMENT

companies’ utility customers. Additionally, it will enhance customer
service, and the safety and reliability of service provided by both
companies. Finally, it will potentially enhance long-term planning and
coordination of construction of natural gas infrastructure serving all
customers (including power plants).

Impact on Access to
Upstream Gas Supply and
Capacity

The proposed merger will also create the potential to enhance the
procurement of additional upstream interstate pipeline capacity on a more
efficient basis in order to meet the combined needs of Duke Energy’s
electric and natural gas customers as well as Piedmont’s natural gas
customers.

On-going Benefit

Quantification of Benefit

This benefit is not quantifiable at this time but to the extent it is
realized, the customers of DEC, DEP and Piedmont will be the
primary beneficiaries through lower upstream demand/fuel
costs.
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Duke Energy Acquisition of Piedmont Natural Gas Company

Cost-Benefit Analysis

Page 5

ITEM

DESCRIPTION

(BENEFIT) / DETRIMENT

Utility Governance and
Operations

Duke Energy and Piedmont are in the early stages of examining the
potential benefits of the integration of Piedmont into the Duke Energy
family of companies. Both Duke Energy and Piedmont are experienced
utility providers in North Carolina and other states and have duplicative
systems and practices that have the potential to be synchronized and
optimized in a post-merger environment. Such synchronization and
optimization should result in both qualitative and quantitative benefits to
customers by improving the provision of services by both companies and
by reducing costs associated with more efficient operations. The merger
also presents the opportunity to consolidate systems and processes
between Piedmont and Duke Energy’s existing LDC operations in Ohio
and Kentucky which should also result in operational best practices and
economic efficiencies.

Duke Energy has in place the corporate and administrative functions
necessary to support many of the functions now performed by Piedmont.
These functions include, but are not limited to, strategic planning,
treasury, finance, tax, accounting, legal, investor relations, human
resources, information technology and public relations. Duke Energy
believes that the incremental costs of absorbing these redundant activities
will be significantly less than the cost of Piedmont providing these
services on a stand-alone basis.

In addition, the integration of certain programs will provide economies of
scale in areas such as shareholder services, fleet management, travel
programs, supply chain, facilities management, security, insurance,
advertising, professional services, payroll and benefits plan
administration, and credit facilities, among others. Also, future
operational expenditures in the area of information systems, which each
company would otherwise make on a standalone basis, should be
combined and more efficiently applied to a larger customer base.

On-going benefit

Quantification of Benefit

Anticipated Piedmont savings identified to date of ($9.45
million) include:

1. Board Of Directors costs - $2.1 million annually
. CEO compensation costs - $3.0 million annually

. Outside counsel costs - $0.4 million annually

. Transfer agent costs - $0.55 million annually

2
3
4. Outside auditor costs - $1.0 million annually
5
6. Insurance costs - $2.3 million annually

7

. Stock listing fee - $0.1 million annually

Maintenance of Piedmont
Corporate Presence in North
Carolina

The proposed merger will continue to maintain Piedmont’s corporate
headquarters and presence in Charlotte, North Carolina. This is a direct
benefit to the State and to the localities where Piedmont’s offices,
equipment and employees are located. These benefits include the positive
direct economic effect of rents, salaries, taxes, purchasing, and charitable
contributions but also include indirect benefits such as continued civic
engagement and the maintenance of Piedmont’s existing brand. This is a
benefit to the Commission and to the Company’s customers through

On-going benefit

Quantification of Benefit

Piedmont’s corporate headquarters rental payments are in the
range of $4 million annually and its annual charitable donations
to the communities and organizations in North Carolina are
approximately $1.5 million as of the most recent year.
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ITEM

DESCRIPTION

(BENEFIT) / DETRIMENT

enhanced responsiveness and sensitivity to local and state issues and
priorities, including economic development and the expansion of gas
infrastructure. In addition, the implementation of the Advisory Board
called for in the Merger Agreement will benefit the communities in which
Duke Energy and Piedmont operate by providing additional input for
corporate management.

Enhanced Ability to Facilitate
Infrastructure Expansion

In order to facilitate economic growth and the attraction of new
businesses to North Carolina, business development entities and local
governments must coordinate the availability of a full panoply of utility
and infrastructure services. Currently, Duke Energy and Piedmont have
distinct policies and practices regarding their ability to extend
infrastructure to under-developed areas of the State. Under a merged
company, the ability to coordinate the extension of gas and electric
infrastructure would be simpler and more coherent thereby increasing the
opportunity to achieve such expansions.

On-going benefit

Quantification of Benefit

This benefit is not presently quantifiable, but will accrue to the
benefit of DEC, DEP and Piedmont customers.

No Change in Rates, Charges
or Terms and Conditions of
Service

Although Duke Energy and Piedmont believe that the proposed merger
will provide most or all of the benefits identified above, it is important to
note that the merger will not result in any increase to rates or charges or
changes in terms or conditions of service pursuant to which Duke Energy
Carolinas, Duke Energy Progress and Piedmont currently provide service
to customers in the North Carolina. Any such changes proposed in the
future would, of course, be subject to the direct supervisory authority of
the NCUC. Based on this fact alone, it is clear that the proposed merger
will have no detrimental impact on customers in North Carolina,
irrespective of the various benefits listed above.

Present Benefit, no detriment to customers

Quantification of Benefit

There is no detriment to customers because Duke Energy and
Piedmont will not pass along to customers the acquisition
premium and transaction costs set forth below.
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ONE-TIME TRANSACTION RELATED COSTS TO BE BORNE BY APPLICANTS AND NOT CUSTOMERS

ITEM

DESCRIPTION

(BENEFIT) / DETRIMENT

Transaction Fees

There will be one-time costs associated with this transaction. Examples of
these costs include investment banker fees, transaction costs related to
security issuances, legal, accounting and advisory fees.

One-time cost absorbed by Duke Energy and Piedmont.

Quantification of (Benefit) / Detriment

These costs are currently estimated at $125 million.

Acquisition Premium over
Book Value

Excess of purchase price (market value) over book value of assets.

One-time cost absorbed by Duke Energy.
Quantification of (Benefit) / Detriment

Approximately $3.4 billion as of October 31, 2015.

This amount represents a total enterprise acquisition premium
spread across all of Piedmont’s businesses and jurisdictions
rather than a North Carolina only premium.
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. Introduction

A. PURPOSE

Duke Energy Corporation (“Duke”) and Piedmont Natural Gas Company (“Piedmont”), together
“Applicant” or “the Companies”, asked The Brattle Group (“Brattle”) to conduct an analysis of the
market power issues that are relevant to the request for approval of the business combination
filed with the North Carolina Utilities Commission (“Commission” or “NCUC”) by the
Companies. The request was made to comply with the Order Requiring Filing of Analysis issued
by the Commission on November 2, 2000, in Docket No. M-100, Sub 129. In that Order,
the Commission directed that parties seeking authority to engage in business combinations
within the electric or natural gas industries shall file a market power analysis on the same date
that the application is filed.!

More specifically, the analysis addresses whether the proposed merger of Duke and Piedmont
(hereafter, “Transaction”) has any potential adverse competitive impact on wholesale and retail
electricity and natural gas markets in North Carolina.

B. SUMMARY OF FINDINGS

The Transaction involves the purchase of a natural gas distribution company with a service
territory in North Carolina (Ze., Piedmont) by Duke, which operates two regulated electric
utilities (Duke Energy Carolinas and Duke Energy Progress) with service territories in North
Carolina.

Our analysis focuses on the limited areas of potential competitive concern created by the
combination, which are: (i) “inter-fuel” competition between gas and electricity as alternative
sources of energy; (ii) ownership of gas transmission rights by each of the merging parties and
any potential effect of the Transaction on the price of released gas transportation capacity and/or
delivered gas in North Carolina; and (iii) the potential effects of the Transaction on third-party
generation.

We find that Duke and Piedmont lack both the ability and the incentive to raise prices or restrict
output as a result of the Transaction, due to the economic and regulatory conditions in the
electric and gas markets in North Carolina. Consequently, we find that the Transaction raises no
basis for competitive concern in any of the above three areas. This is consistent with the fact
that the Federal Trade Commission issued an early termination after a preliminary antitrust
review of the Transaction.?

1 Order Requiring Filing of Analyses, Docket No. M-100, Sub 129, p. 6-7 (Nov. 2, 2000).

2 See:

Continued on next page
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CONFIDENTIAL

Current regulations sufficiently constrain retail electric and gas pricing, such that the
Transaction will not adversely affect electric-gas retail competition. Neither Duke nor Piedmont
offers any fuel switching discounts or rebates to residential or small commercial customers.
Limited discounts are made available by Piedmont to large commercial and industrial customers,
which require regulatory approval.

The Transaction also will not diminish Piedmont’s incentive to develop gas infrastructure, nor
will it reduce Duke’s incentive to develop electric infrastructure. Both companies have
comparable allowed returns on equity, which provides no incentive to favor development of
electric infrastructure over gas infrastructure (or vice versa). Furthermore, Duke’s North
Carolina electric system has been historically summer peaking due to cooling needs, and it is
projected in the future to have lower reserve margins in the summer, while Piedmont’s gas
system is winter peaking due to heating needs. Therefore, the increases in gas infrastructure
investment needed to support expanded gas heating in the winter are unlikely to affect the
electric infrastructure investment needed to support cooling requirements in the summer.

We also find that the economic conditions in the electric and gas markets, as well as regulatory
provisions currently in place, are such that the Transaction will not provide the incentive or the
ability for Duke or Piedmont to influence delivered gas prices, gas transmission capacity, or gas
transmission services in the secondary markets.

Duke potentially
could be harmed by an increase in delivered gas or gas transportation prices under these
circumstances. In any case, the combination of Duke with Piedmont does not increase net
concentration in the supply of delivered gas or gas transportation rights when Duke needs
additional gas.

and other suppliers will have substantial excess capacity.
Consequently, there is no Transaction-related incentive or ability to raise delivered gas prices or
gas transportation prices affecting North Carolina.

Continued from previous page
https.//www.ftc.gov/enforcement/premerger-notification-program/early-termination-
notices/20160426.

8 “Short-term” refers to a market with products or services with less than one-year of delivery duration.
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For the above reasons, there are also no “vertical” market power concerns that the Transaction
will directly disadvantage independent power producers (“IPPs”) who serve wholesale electric
customers in competition with Duke. Moreover, these power producers do not currently
contract with Piedmont for delivered gas, nor are they materially dependent on Piedmont’s gas
distribution system. There is also no concern that Piedmont will disadvantage gas-fired
generation owned by municipalities (“munis”) or electric co-operatives (“co-ops”) to make them
more reliant on Duke’s own generation.

Il. Overview of the Transaction

A. DUKE

Duke is an energy company composed largely of multiple regulated utilities, with operations in
North and South Carolina, Florida, Ohio, Kentucky, and Indiana. In North Carolina, Duke
operates two regulated electric utilities: Duke Energy Carolinas (“DEC”) and Duke Energy
Progress (“DEP”). DEC serves over 2.5 million customers in its North Carolina and South
Carolina territories and owns 20,185 MW of generation capacity.* DEP serves over 1.5 million
customers in North Carolina and South Carolina and owns 14,601 MW of generation capacity.

Within the DEC and DEP portfolios, the combined utilities own the natural gas-fired power
plants listed in Table 1, totaling approximately 11,000 MW of gas-fired capacity.> In addition to
these plants, Duke has tolling arrangements for approximately 1,700 MW of gas-fired generation
capacity and a power purchase agreement (“PPA”) for another 170 MW of gas-fired capacity.®

This includes operating, restarted, and standby capacity as well as the 38.5% DEC ownership of unit 1
at the Catawba Nuclear Station.

> In addition to natural gas-fueled generation, Duke owns approximately 9,000 MW capacity of nuclear
generation, 10,000 MW capacity of coal-fired generation, 3,000 MW of hydropower/pumped storage
capacity, and 800 MW of oil-fired capacity. These figures include 100% ownership by Duke of the
Brunswick Nuclear Units 1&2, Mayo, Roxboro Plant Unit 4, and Harris Nuclear Plant.

¢ Duke provided data and Velocity Suite, ABB Inc., “Generating Unit Capacity” dataset. The tolling
capacity number is based on nameplate ratings while the PPA number is based on summer capacity
ratings.
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Table 1: Duke-Owned Natural Gas Fired Generation Capacity in the Carolinas

Owner Plant Name Type(s) NG Nameplate Capacity (MW)
Duke Energy Carolinas ~ Buck Steam Station (NC) CcC 691
Duke Energy Carolinas  Dan River (NC) CcC 691
Duke Energy Carolinas  Lincoln Combustion CcT 1,754
Duke Energy Carolinas ~ Mill Creek (SC) CT 799
Duke Energy Carolinas  Rockingham Power LLC CT 978
Duke Energy Carolinas WS Lee ST&CT 283
Duke Energy Progress Asheville CT 424
Duke Energy Progress Darlington County CcT 583
Duke Energy Progress LV Sutton CC 625
Duke Energy Progress Lee CC 1,068
Sherwood H Smith Jr Energy
Duke Energy Progress CT&CC 2,298
Complex
Duke Energy Progress Wayne County CT 1,059

Source: Velocity Suite, ABB Inc., “Generating Unit Capacity” dataset.

Notes: Includes restarted and standby units, as well as the percent of the nuclear Catawba plant capacity
owned by DEC (38.49% of unit 1).

Duke currently does not own gas transmission in the Carolinas. It also does not own or have
rights to any liquefied natural gas (“LNG”) storage systems in the Carolinas.

However, Duke has firm rights to approximately 360,000 dekatherms per day (“Dth/d”) of
transmission capacity on the Transco pipeline for delivery in “Transco Zone 5,” the service
region on Transco’s pipeline covering South Carolina through Virginia. Duke also has purchased
an additional 75,000 Dth/d of firm transportation capacity to Zone 5 from Piedmont, which will
be effective beginning March 2016. Finally, Duke has a 40% ownership share in the ACP
project. Upon approval and completion,” Duke would have capacity rights for delivery of
725,000 Dth/d into North Carolina. The targeted in-service operation date for ACP is November
1,2018.

B. PIEDMONT

Piedmont is a regulated natural gas local distribution company (“LDC”) that serves over 1 million
customers in North Carolina, 4 counties of South Carolina, and the Nashville area of Tennessee.
Piedmont’s mnatural gas distribution network overlaps with DECs and DEP’s
wholesale/transmission territory. Figure 1 below provides a map of Piedmont’s service territory
in the Carolinas and its extent of overlap with Duke.

7 The ACP project is currently seeking FERC approval.

4 | brattle.com



Figure 1: Duke and Piedmont Service Territories in the Carolinas
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Sources: Velocity Suite, ABB Inc., 2014 EIA Form 861.

In addition to its distribution network, Piedmont has firm transportation rights to approximately
750,000 Dth/d of capacity on Transco deliverable into Zone 5.8 It also has capacity rights on two
LNG storage facilities with combined capacity of approximately 190,000 Dth/d (approximately
2 million Dth of storage capacity), plus an additional 263,400 Dth/d (approximately
2.6 million Dth of storage capacity) in the Pine Needle LNG storage facility, in which it also has a
45% ownership stake. Table 2 provides an overview of natural gas assets owned by Piedmont in
the Carolinas.’

8  This amount includes Piedmont’s interim firm transportation right to move 100,000 Dth/d from the
Leidy Southeast expansion to Transco Zone 5, as well as 20,000 Dth/d on Transco’s Virginia Southside
expansion.

9 Piedmont also jointly owns 50 percent of Hardy Storage and can withdraw gas up to 68,800
Dth/d,which can be delivered via Columbia and Transco. It also has storage rights on Columbia FSS

storage and Transco gas storage systems outside the Carolinas. See Piedmont’s 10-K for the fiscal year
ended October 31, 2015, p. 7, 104.
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Table 2: Piedmont Assets in the Carolinas* as of 2016

Piedmont
Facility Ownership Capacity Capacity Rights
Asset Description State Operator Share (Dth) (Dth/d)
[1] [2] [3] (41 (5] [6] (71

Cardinal Intrastate Pipeline NC Williams 21% N/A 252,500
Pine Needle LNG Storage NC Williams 45% 2,634,000 263,400
Piedmont LNG-[Bentonville] ~ Storage (Internal) NC Piedmont 100% 1,015,000 90,000
Piedmont LNG-[Huntersville] ~ Storage (Internal) NC Piedmont 100% 1,005,865 100,000
Transcontinental Pipeline Interstate Pipeline Zone 5 (NC, SC,and VA)  Williams 0% N/A 652,157
Transcontinental Pipeline Interstate Pipeline Leidy/Zone 6 - 4 Williams 0% N/A 100,000
Piedmont LDC System Laterals and LDC System  NC and SC Piedmont 100% N/A See Note 1

Notes:

Outside North Carolina and South Carolina, Piedmont also holds storage capacity rights on Columbia

(including Hardy Storage) and Transco. See infra n.9.

With the exception of the Wayne County plant, all of Duke's plants on Piedmont's system subscribe to firm

transportation.

[5]: Ownership shares of Cardinal and Pine Needle LNG obtained from Piedmont's 2014 10-K filing.

[6],[7]: Pine Needle LNG capacity rights data from Piedmont's 2014 10-K filing. Pine Needle LNG capacity
data from 10C data. Cardinal, Bentonville and Huntersville facilities data obtained directly from Piedmont.

[7] Piedmont's capacity rights on Transco are as of October 1, 2015 from Velocity Suite, ABB Inc., “Natural

Gas Pipelines Index of Customers” dataset.

lll. Market Power Analysis

A. AREAS ANALYZED FOR POTENTIAL COMPETITIVE CONCERN

The Transaction involves the purchase of a natural gas distribution company with a service
territory in North Carolina (Ze., Piedmont) by Duke, which operates two regulated electric
utilities (DEC and DEP) with service territories in North Carolina. Thus, the issues of potential
competitive concern focus on the following three areas: (i) “inter-fuel” competition between gas

and electricity as alternative sources of energy; (ii) ownership of gas transmission rights by each

of the merging parties and any potential effect of the Transaction on the price of released gas
transport capacity and/or delivered gas in North Carolina; and, (iii) the potential effects of the

Transaction on third-party generation.

Our analysis finds that there is no basis for competitive concerns with respect to these three
areas. This is partly due to regulatory constraints that are broadly described in Table 3, which

also describes the business lines of possible interest:
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Table 3: Possible Areas of Competitive Overlap

Market Level Gas Electricity

Retail Piedmont is regulated and granted DEC and DEP are regulated and granted
exclusive franchise within its service exclusive franchise within their service
territories. territories.

Wholesale Both Duke and Piedmont are Subject to Federal Energy Regulatory

buyers, and potentially sellers, of Commission (FERC) jurisdiction, Duke

delivered gas and gas transmission does not have authority to sell power at

capacity. market-based rates within the DEC and
DEP balancing authority areas (i.e., Duke
is limited to cost-based rates in these
areas).

It is significant that, at the retail level, the gas rates charged by Piedmont and the electric rates
charged by Duke are regulated. This, in itself, constrains any ability of the merged entity to raise
retail prices post-Transaction, if market power were theoretically created or enhanced through
the Transaction. Also, Duke is limited to cost-based rates in making wholesale power sales
(e.g., to munis and co-ops) within its balancing authority areas (“BAAs”).

The areas of competitive overlap are analyzed in further detail below.

B. RETAIL ELECTRIC/GAS COMPETITION
1. Residential and small commercial customers

One theory of potential harm in electric-gas mergers is that there are customers who are harmed
via reduced gas-electric competition. For example, customers could be negatively impacted who
choose between gas and electricity at the margin, or who have a choice in technology that can
operate either off of gas or electricity (e.g., hot water tanks, building heating).

In an unregulated environment, a merger between firms selling closely competing products can
raise competitive concerns. That prospect is diminished if the substitutability between the
products is relatively modest and marginal costs are reduced through the merger process.

In this case, regardless of any incentives created through the Transaction, regulation impedes the
ability of either Duke or Piedmont to raise prices post-Transaction to either retail electric or gas
customers in North Carolina who have the ability to switch between the two products.

Theoretically, price-based competition between gas and electric power can take the form of
discounts or rebates on fuel-specific equipment. NCUC Rules R8-68 (Incentive Programs for
Electric Public Utilities and Electric Membership Corporations, Including Energy Efficiency and
Demand-Side Management Programs) and R6-95 (Incentive Programs for Natural Gas Utilities)
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establish guidelines for electric and gas incentive programs and require utilities to identify
whether a proposed program will directly or indirectly affect the choice between electricity and
gas in the residential and commercial markets.!° Under these rules, programs that may affect fuel
switching are presumed to be promotional, and the costs of such programs are not recoverable
from ratepayers.!! This restriction diminishes the profitability for DEC/DEP and Piedmont of
offering promotional programs purely to encourage fuel-switching. As a practical matter, neither
Duke nor Piedmont offers any fuel-switching discounts or rebates.!?

Residential and commercial inter-fuel competition may also theoretically take the form of
discounted rates. NCUC Rules R8-68 and R6-95 do not cover customer tariffs; however, the rates
and rate designs are regulated and approved by the Commission.!® DEC offers a seasonally
discounted electric rate for homes with all-electric appliances and space conditioning'* and
Energy Star certified homes with electric space heating and hot-water heating.'> The all-electric
rates offered by DEC are historical in nature and have been approved since 1958.1¢ Neither DEP
nor Piedmont offer a discounted rate based on appliance or HVAC fuel-type. Any discount
programs that may be offered in the future will require Commission approval prior to
implementation.

10 See Chapter 8 Appendix of Commission Rules and Regulations, North Carolina Utilities Commission,
Docket No. E-100 Sub 113, February 29, 2008.

11" The NCUC must find good cause to allow recovery from ratepayers of a promotional program.
A utility also may rebut the presumption that a program is promotional in nature by demonstrating
that the program will incentivize the construction of dwellings and installation of appliances that are
more energy efficient than required by state/and or federal building codes.

12 Piedmont only allows rebates for natural gas equipment which replaces existing natural gas
equipment. “Piedmont Natural Gas North Carolina Rebate Program,” Piedmont Natural Gas website,
accessed January 5, 2016 at

htp./www.piedmontng.com/yourhome/savemoneyandenergy/efficiencyprograms/ncequiprebates.asp
x.

13 See Chapter 8 Appendix of Commission Rules and Regulations, North Carolina Utilities Commission,
Docket No. E-100 Sub 113, February 29, 2008.

14 To qualify for the discounted rate schedule (Residential Service, Electric Water Heating and Space
Conditioning, abbreviated RE) all energy supplied for water-heating, cooking, clothes drying, and
environmental space conditioning must be electric. Electricity under Schedule RE is discounted
0.9638 cents/kWh relative to the standard residential tariff of 9.3697 cents/kWh for all usage over
350 kWh/month during the November-June period.

15 The All-Electric Energy Star rate schedule (Residential Service, Energy Star) includes a discount of
1.0096 cents/kWh relative to the standard Energy Star tariff for all usage over 350 kWh/month,
during the November-June period.

16. DEC Schedule RA was approved effective September 30, 1958 in Docket No. E-7 Sub 30.

8 | brattle.com



2. Large commercial and industrial customers

The pricing of retail electric service for large commercial and industrial (“C&I”) customers in an
unregulated environment could conceivably be limited by the threat of customer loss from retail
electric service to retail gas service, and vice versa. However, retail pricing for Duke’s and
Piedmont’s large C&I customers is based on regulated tariff schedules that must be approved by
the Commission. This alone places a significant constraint on potential increases in prices
following the transaction. It also limits the amount of pricing competition available today.

The standard tariff schedules are available to all C&I customers following clear guidelines for
eligibility to each customer. For example, electric customers whose demand exceeds 1,000 kW

E N1

are eligible for Duke’s “Large General Service” (“LGS”) rate schedule.”

Some of Duke’s qualified C&I customers receive Economic Development and Renewable Energy
Riders. Any customer that meets the requirements for these riders can pay rates under one of
these special tariff schedules instead of, say, the LGS tariff.!® A small fraction of Piedmont C&I
customers receive a negotiated rate schedule, some of whom have bargaining leverage as a result
of proximity to the Transco interstate pipeline that would allow them potentially to bypass
Piedmont’s distribution system. Piedmont must obtain NCUC approval on all negotiated rates.

17" According to the tariff, “This Schedule is available for electric service used by a nonresidential

customer with either a Contract Demand that equals or exceeds 1,000 kW or whenever the registered
or computed demand equals or exceeds 1,000 kW in the preceding 12 months.

This Schedule is not available: (1) for breakdown, standby, or supplementary service unless used in
conjunction with the applicable standby or generation service rider for a continuous period of not less

than one year; (2) for resale service; or (3) for any new customer with a Contract Demand in excess of
100,000 kW.”

See https./www.duke-energy.com/pdts/G9-NC-Schedule-L GS-dep.pdf

18 With some restrictions, customers eligible for LGS service can receive the economic rider if they meet
one of the following conditions:

A. Customer employ an additional workforce in Company's service area of a minimum of seventy-five
(75) full time equivalent (FTE) employees. Employment additions must occur following Company's
approval for service under this Rider.

B. Customer's New Load must result in capital investment of four hundred thousand dollars
($400,000), provided that such investment is accompanied by a net increase in full time equivalent
employees employed by Customer in Company's service area. The capital investment must occur
following Company's approval for service under this Rider.

See https../www.duke-energy.com/pdfs/RR20-NC-Rider-ED-dep.pdf
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3. Transaction-related investment impacts

Gas/electric mergers also raise the potential issue that the growth rate of the gas LDC
infrastructure may be reduced following the merger in order to limit cannibalization of the
electric utility infrastructure. However, in reality, that is not likely to be a competitive concern
with respect to the proposed Transaction.

Regardless of ownership structure, both Piedmont and Duke as regulated utilities earn a
Commission-approved return on investments that increase their rate bases.! Any concern that
Piedmont may have less incentive to build out its infrastructure as a result of the Transaction
depends on the assumptions that: (i) the incremental shareholder profits earned on the gas
infrastructure investment are substantially less than those earned on the electricity investment;
and, (ii) investment in gas infrastructure displaces a nearly equivalent investment in electric
infrastructure.

There is no reason to believe that either condition holds in the proposed Transaction. It is
possible that less post-Transaction investment in infrastructure development might occur for
one of the merging utilities if its allowed return on equity is substantially less than the allowed
return on equity of the other utility (after adjusting for risk), and investment in the higher return
utility could be substituted for investment in the lower return utility. However, both Piedmont
and the Duke North Carolina utilities have similar allowed returns on equity (ie., 10% for
Piedmont and 10.2% for DEC/DEP), such that there is no post-Transaction incentive to favor
investment in electric over gas, or vice versa.

Moreover, the different seasonal peaks for Duke’s North Carolina utilities and Piedmont imply
that investment in expanded gas infrastructure is unlikely to displace a comparable amount of
investment in electric infrastructure. The peak demand for gas on Piedmont’s system is in the
winter, as it is used to meet heating needs. By contrast, peak residential electric demand on
Duke’s system, and the infrastructure needed to support it, has been historically driven by
cooling needs in the summer. This summer peak demand is largely unaffected by the residential
customer’s choice of fuel to meet its heating needs in the winter.

Furthermore, electric infrastructure investment is stimulated when projected reserve margins fall
to levels where increases in capacity are encouraged in order to ensure system reliability.

19 Following NCUC Rule R6-11, only the NPV-positive portion of investments made by Piedmont are
allowed to be added to rate base. See Chapter 6 of Commission Rules and Regulations, North Carolina
Utilities Commission. This rule dissuades uneconomic investments that could potentially increase the
dollar return to the gas utility but run the risk of raising the price of delivered gas to Piedmont
customers. Investments by Duke in expanding the electric distribution infrastructure are subject to
similar considerations, as the NCUC could disallow such investments or subject them to ex post
prudence reviews.
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Reserve margins for DEP are currently projected to be lower in the summer through 2030, while
reserve margins for DEC are projected to be lower in the summer until at least 2021.

So, there is no basis for a concern that a build-out of gas infrastructure that allows residential
customers to choose gas-fired heating (as opposed to electric heating) would displace investment
in electric infrastructure. Below, further detail is provided regarding the anticipated competitive
effects of the Transaction on infrastructure development in North Carolina.

a. Piedmont’s and Duke’s regulated rates of return are
comparable, such that the merging party does not have an
incentive to favor investment in gas over electric, or vice versa.

From the shareholder’s perspective, the profitability of investing in regulated energy
infrastructure depends on the difference between the regulator’s allowed rate of return on equity
and debt costs and the underlying cost of capital. Duke’s North Carolina utilities and Piedmont
each have comparable allowed rates of return on equity of approximately 10%.

Additionally, the NCUC has determined allowed debt costs and debt-to-equity ratios that result
in roughly comparable allowed costs of capital, especially for DEP and Piedmont. As shown in
Table 4 below, both DEP and Piedmont have allowed costs of capital of about 7.5%. Piedmont’s
after-tax cost of capital is approximately 6.6%, while DEP’s after-tax cost of capital is about 6.8%
and DEC’s is about 7.0%.
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Table 4: Regulatory Cost of Capital for Duke and Piedmont

Duke Energy Duke Carolinas Duke Progress Piedmont
Senior Unsecured Credit Rating
S&P [A] BBB+ A- A A
Moody's [B] A3 Al Aa2 A2
Fitch [C] BBB+ A+ A+ na
Allowed ROE [D] 10.20% 10.20% 10.00%
Allowed Cost of Debt
Long-term [E] 5.26% 4.57% 5.23%
Short-term [F] 0.53%
Equity % [G] 53.00% 53.00% 50.66%
Debt %
Long-Term % (1 47.00% 47.00% 46.52%
Short-Term % [ 2.82%
Regulatory WACC K] 7.88% 7.55% 7.51%
Tax Rate (NC) L] 37.60% 37.60% 37.60%
After Tax WACC M] 6.95% 6.75% 6.59%
Before Tax WACC [N] 11.14% 10.81% 10.57%

Sources and notes:

[A]-[C]: www.duke-energy.com/investors/fixed-income-investors/credit-ratings.asp. Accessed 1/8/2016.
Credit Ratings for Duke Progress are for Senior Secured Debt. Piedmont credit ratings from Form 10-K for
the fiscal year ended October 31, 2015.

[D]-[J]: Duke Carolinas: NCUC Order Granting General Rate Increase, Docket No. E-7, Sub 1026. Issued
9/24/2013.

[D]-[J]: Duke Progress: NCUC Order Granting General Rate Increase, Docket No. E-2, Sub 1023. Issued
5/30/2013.

[D]-[J]: Piedmont: NCUC Order Approving Partial Rate Increase, Docket No. G-9, Sub 631. Issued
12/17/2013.

[K]: [D] x [G] + [E] x [1]; [D] x [G] + [E] x [1] + [F] x [J] for Piedmont.

[L]: NC corporate tax rate: 4.0% + 35% x (1-4.0%). From
http://www.ncleg.net/Sessions/2015/Bills/House/PDF/H97v8.pdf and
https://home.kpmg.com/xx/en/home/services/tax/tax-tools-and-resources/tax-rates-online/corporate-tax-
rates-table.html. Accessed 1/13/2016.

[MI: [D] x [G] + [E] x [1] x (1 - [L]); [D] x [G] + ([E] x [1] + [F] x [4]) x (1 - [L]) for Piedmont.
[N]: [M]/ (1-[L])

Our analysis also included a review of each company’s actual debt costs as reported in their
associated 10-K filings.?® Piedmont’s long-term embedded debt issuance costs are approximately
4.9%, while DEC’s and DEP’s embedded long-term debt-issuance costs are each approximately
4.7%.2!

20 Piedmont Natural Gas, Annual Report and Form 10-K 2015, October 31, 2015 (Public) p. 78; Duke
Energy, 2014 Annual Report and Form 10-K, December 31, 2014 (Public) p. 137.

21 See Appendix A: Long-Term Debt-Issuance Costs for the calculation of Duke and Piedmont long-term
debt-issuance costs.
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In summary, the allowed return on equity is roughly comparable between Piedmont and
DEC/DEP, and Piedmont’s debt costs (whether measured by the allowed values under NCUC
review or its actual reported costs) are also similar to DEC/DEP debt costs. Thus, the Transaction
is unlikely to cause the merged entity to favor investment in electric infrastructure over
gas infrastructure, or vice versa.

b. Piedmont’'s gas system and Duke’s electric systems in North
Carolina have opposite seasonal peaks, so that building out
Piedmont’s gas system will not affect investment in Duke’s
electric system.

With gas demand largely driven by heating needs, the Piedmont system has been historically
winter-peaking. This is demonstrated in Figure 2 below, which shows Piedmont’s sales of
bundled gas to retail customers, gas delivered to power generation customers, and gas
transportation service (for the subset of commercial and industrial gas customers who procure gas
for transport to the Piedmont city-gate). Although gas needed for power generation is
dual-peaking (summer and winter), the demand of the remainder of Piedmont’s customers
clearly peaks in the winter period.

In addition, Piedmont plans its annual gas procurement requirements based on a winter forecast
“design day,” which relies on predictions of winter weather and heating degree days.?
Its pipeline infrastructure must accommodate projected peak winter demand.

2 “See, for example “Annual Review of Gas Costs Pursuant to G.S.62-133.4(c) and Commission Rule R1-
17(k)(6): Testimony and Exhibits of Michelle R. Mendoza On Behalf Of Piedmont Natural Gas
Company, Inc.” Before the North Carolina Utilities Commission Docket No. G-9, Sub 653.
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Figure 2: Piedmont’s Gas Sales Peak in Winter
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Notes: Vertical distance of each category is in millions of DTS. Stacked value represents
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Investment in the electric system is also driven by the need to have sufficient capacity available
to provide power during the highest demand hours of the year, where an additional planning
reserve margin is used to allow for unanticipated generating unit outages and demand surges.?
Historically, DEP and DEC have been considered summer-peaking systems from a demand
standpoint, and investment in generation capacity has been oriented toward meeting summer
planning reserve margins.?*

2 The planning reserve margin ensures that demand will be satisfied after accounting for planned and

unplanned generator outages and the potential for higher than expected demand. Both DEC and DEP
determine reserve margin quantities using a loss of load expectation (“LOLE”) of 1 day in 10 years
(Duke Energy Progress, North Carolina Integrated Resource Plan (Annual Report), September 1, 2015
(Public) p. 12; Duke Energy Carolinas, North Carolina 2015 IRP Update Report Integrated Resource
Plan, September 1, 2015 (Public) p. 12). While the planning reserve margin may determine the
quantity of generation capacity (MW) needed, the type of resource that is selected to meet the reserve
margin may be determined by the quantity of energy (MWh) produced by a given type of resource
and other operating characteristics, such as unit flexibility or environmental impact.

24 The reserve margin is the projected difference between available supply (generation capacity plus firm

contracted imports, minus firm contracted exports) and system peak demand, and it is expressed as a
Continued on next page
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As shown in Figure 3, both DEP and DEC are projected to remain summer-peaking through at
least 2026. However, the difference between projected seasonal peaks is less than 1,000 MW,
and both DEC and DEP have historically experienced winter-peaking years, most notably in
2014 due to extreme winter weather resulting from the “Polar Vortex.”

Figure 3 Summer Peak minus Winter Peak for Duke Progress and Duke Carolinas
Historic and Projected
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Sources: 2013 and 2015 Annual Report Regarding Long Range Needs for Expansion of
Electric Generation Facilities for Service in North Carolina: Required Pursuant to G.S5.62-
110.1(c), Duke Energy Carolinas, North Carolina 2015 IRP Update Report: Integrated
Resource Plan, Duke Energy Progress, North Carolina Integrated Resource Plan (Annual
Report).

Notes: Historical winter peak is that following the summer peak; projected winter peaks
are given by winter season.

New investment in electricity infrastructure will generally be driven by the need to make
additional capacity available during the season that has the lowest projected reserve margin.
The reserve margins for DEP are projected to be lower in the summer than winter through 2029,
as shown in Figure 4 below. The average difference between the projected DEP summer and

Continued from previous page
percentage of peak demand. This projection includes planned generation construction. A 17%
summer planning reserve margin was used in the 2015 DEC IRP and 2015 DEP IRP. Duke Energy
Progress, North Carolina Integrated Resource Plan (Annual Report), September 1, 2015 (Public) p. 12;
Duke Energy Carolinas, North Carolina 2015 IRP Update Report Integrated Resource Plan, September
1, 2015 (Public) p. 12.
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winter reserve margins is 6% between 2017 and 2029. DEC reserve margins also are projected to

be lower in the summer than winter through 2029, as shown in Figure 5 below.

Reserve Margin

Reserve Margin

Figure 4: Duke Progress Projected Seasonal Reserve Margin
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Source: Duke Energy Progress, North Carolina Integrated Resource Plan (Annual Report),
September 1, 2015.

Figure 5: Duke Carolinas Projected Seasonal Reserve Margin
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Consequently, the investment needed to accommodate additional Piedmont gas customers

depends on their winter gas demand, while investment in electricity infrastructure is affected by

summer electricity demand. Increased gas use in the winter to meet heating needs is therefore

unlikely to affect electricity investment needed to support summer cooling needs.
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CONFITENTIAL *

C. MARKET POWER ANALYSIS FOR DELIVERED GAS

Both Piedmont and Duke hold firm interstate gas transportation rights for delivered gas in the
Carolinas. Holders of firm interstate gas transportation rights can release and sell available
capacity in the capacity release market.

Firm transportation right holders and pipeline operators must comply with FERC capacity
release, bidding, and posting requirements. Interstate pipelines must operate an electronic
bulletin board that provides the relevant postings to facilitate the capacity release process.
Additionally, FERC requires that unused capacity be made available by the pipeline, at least on
an interruptible (Z.e., non-firm) basis. These release requirements for gas transportation capacity
undermine the ability of transportation rights holders, such as Piedmont or Duke, to influence
delivered gas prices. Holders of firm transportation capacity also can use their transportation
rights to make sales of delivered gas.

From the perspective of gas purchasers, obtaining firm gas at a competitive price is important.
These purchasers may use a combination of gas supply that is delivered to the city-gate via firm
transportation rights, delivered gas purchased at the city-gate, and/or local transportation for
delivering gas to the buyer’s location on the LDC system.

For example, an LDC like Piedmont may handle all the components to bring delivered gas to a
buyer’s location. Some customers may rely on this option, while others may be interested in

obtaining transportation rights and/or buying delivered gas to the city-gate to bring gas sourced
elsewhere.

Gas purchasers with firm sales obligations or needs that are critical to the operation of gas-fired
electric generation typically purchase firm transportation and firm delivered gas supply. While

interruptible service may be purchased, it cannot be relied upon to meet firm contractual
commitments.

Duke has transportation rights on the Transco pipeline to deliver to Zone 5, where its natural
gas-fired power plants that serve electric load in the Carolinas are located. It also has acquired
firm transportation service on the Piedmont LDC system. Duke uses its transportation rights to
purchase gas from a seller at a specified receipt point (eg., Station 85), and then deliver the
purchased gas to its power plants in the Carolinas.

Duke, among other gas purchasers, also buys delivered gas in Transco Zone 5. In those cases, the
gas seller is responsible for transporting the gas to the contractually obligated delivery point and
acquiring the transportation rights that permit such delivery if needed.

I i firm
transportation capacity is a result of the Companies’ long-term firm transportation agreements
with the Transco pipeline, capacity on the proposed ACP, and their varying needs for delivered
gas. ﬂ may be released and sold to other market participants following
FERC’s capacity release, bidding, and posting requirements.
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* CONFIDENTIAL

In view of the potential horizontal overlap in firm transportation rights held by Duke and
Piedmont, we analyzed the impact of the Transaction on the competitive conditions affecting the
sale of released gas transportation capacity and delivered gas into Transco Zone 5. This analysis
included an assessment of the Transaction’s impact on the concentration among sellers of these

products and the ability of purchasers to obtain these products without relying on Duke or
Piedmont for supply.

1. Brief summary of this section

We find that the Transaction does not raise competitive concerns, for the reasons described in
detail below.

2. Applicants’ gas transportation rights and wholesale gas sales

Duke and Piedmont both have contracted firm transportation and storage agreements allowing
them to make deliveries of gas into the Carolinas. Duke has firm transportation (“FT”) rights on
Transco’s pipeline, allowing Duke to receive gas in Transco’s production region or move it into
Zone 5. Piedmont uses its FT rights on Transco to receive gas either in Transco’s production
region or Zone 6 for delivery into Zone 5.

Piedmont also has substantial storage capacity. This capacity includes both its fully owned LNG
storage facilities and its bundled storage contracts with Transco. Piedmont’s bundled storage
contracts enable it to deliver gas withdrawn from storage without the need for additional
pipeline capacity.”

Additionally, both Piedmont and Duke are anchor shippers on the proposed ACP. If the ACP is
approved and comes into service as scheduled in late 2018, both entities will have additional
capacity to deliver into North Carolina.

% Note that Pine Needle LNG is an unbundled storage facility. As with other unbundled storage

facilities, we do not include it in our analysis to avoid double-counting firm gas deliverable in Zone 5.
For further detail, see the Technical Appendix B.
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CONFIDENTIAL

Table 5 summarizes the Duke and Piedmont firm transportation and storage rights that enable

delivery into Zone 5, both current (“Pre-ACP”) and following the expected entry into service of
the ACP (“Post-ACP”).

Table 5: Piedmont’s and Duke’s FT and Storage Rights Enabling Delivery into Zone 5 during

Winter (Dth/d)
Transco Z5 CaSt::; geon StBoU:-:dLe:n ACP Total Pre- Total Post-
FT pactty 8 Capacity ACP ACP
LDC System Transco
(1] (2] (3] (4] (5] (6]
Duke Energy 359,560 0 0 725,000 359,560 1,084,560
Piedmont Natural Gas 796,958 190,000 86,118 160,000 1,073,076 1,233,076

Sources and Notes:

[1]: For Piedmont, the amount includes 100,000 Dth/d on Transco’s Leidy Southeast Expansion from Zone 6
to Zone 4 capacity on, and 20,000 Dth/d on Transco’s Virginia Southside Expansion from Zone 6 to Zone 5.

[2]: Piedmont’s storage capacity includes 100,000 Dth/d of LNG-Huntersville and 90,000 Dth/d of LNG-
Bentonville. Both are located in the Carolinas.

[3]: Bundled storage on Transco includes rate schedules GSS, LSS, S-2, 55-2, LGA, and LNG. Piedmont has
contracts under GSS and LNG. Duke also has firm storage contracts with Saltville that coincide with
secondary firm transportation agreements on East Tennessee. These storage agreements have maximum

daily withdrawals of approximately 20,000 Dth/d in winter and 50,000 Dth/d in the non-winter months that
we do not include in the analysis.

See Infra n.27.

[4]: For the purposes of the market power analysis, the unsubscribed capacity rights of the ACP (60,000
Dth/d) are allocated to the ACP owners according to their ownership shares. The allocations are 24,000
Dth/d and 6,000 Dth/d for Duke and Piedmont, and thereby Duke’s and Piedmont’s assumed ACP capacity
rights increases to 749,000 Dth/d and 166,000 Dth/d, respectively.

(5): [1] + [2] + [3] = [5].

[6]: [1] + [2] + [3] + [4] = [6]. Does not reflect the 75,000 Dth/day transfer from Piedmont to Duke in spring
2016.

Note that Duke and Piedmont subscribe to additional storage capacity outside of Transco. For
example, Piedmont subscribes to the Hardy storage facility located on the Columbia pipeline, and
also subscribes to Columbia FSS storage.?® Duke has storage capacity off East Tennessee into
Saltville Storage with approximately 50,000 Dth/d of non-winter storage maximum withdrawal
rights and approximately 20,000 Dth/d of winter storage maximum withdrawal rights. Though
gas from these non-Transco storage facilities can be delivered to the interconnections of

%6 One of Piedmont’s contracts on Columbia delivering directly onto Piedmont’s distribution system is a

Storage Service Transportation (SST) contract with receipt point at Hardy. We include this contract
in our HHI analysis.
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Columbia and East Tennessee with Transco and into Zone 5, we do not include this capacity
because the transportation used by Duke is not firm point-to-point. ¥

While Duke and Piedmont are both net purchasers of gas, —

-. Based on discussions with Duke’s and Piedmont’s natural gas desks, the two entities sell
gas “off system” for somewhat different purposes. For most of the year, because

Piedmont engages in off-system sales in order to optimize and produce value for
its customers and shareholders from its excess FT capacity.

By contrast, historically Duke’s gas needs to meet its gas-fired power generation requirements
have . Duke primarily engages in gas sales as needed to
balance differences between its forward purchases to meet generation needs and actual real time
consumption. According to discussions with Duke,

Table 6 below summarizes the off-system sales made by Piedmont and Duke in 2013, 2014, and
the first part of 2015. Note that Duke’s off-system resale of gas is small as a percentage of its total
gas purchases, representing only 0.1% of its purchases in 2013, 1.2% of its purchases in 2014, and
0.4% of its purchases through August 2015.
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Table 6: Summary of Off-System Natural Gas Sales
Delivered to Zone 5

Total Off- Off-System Sales Percent of
System Sales Revenue Total Gas
(MMDth) (Millions $) Purchases
Company (1l (2] B3I
2013
Duke Energy 0.3 1.6 0.1%
Piedmont Natural Gas 20.3 132.7 24.4%
2014
Duke Energy 2.4 22.3 1.2%
Piedmont Natural Gas 10.4 150.1 11.5%
2015
Duke Energy 0.8 2.7 0.4%
Piedmont Natural Gas 11.9 108.5 18.3%

Source and Notes: Duke and Piedmont's internal data. Duke’s 2015 total gas purchases are
calculated through August 2015. All other 2015 off-system sales and total gas purchases are
calculated through October 2015.

Note that
although it does have the ability to do

s0.22 Piedmont releases substantial capacity when available; it released about 214.4 MMDth in
2014. However, the market prices for these releases were such that Piedmont earned only about

$17 million in revenue from its releases in 2014—substantially less than its revenues from off-
system gas sales.?

3. The merged firm has no increased incentive or ability to increase the
price of firm released gas transport capacity.

We have evaluated the likely impact of the Transaction on concentration in the supply of
available gas transport capacity that can be used to provide delivery into the Carolinas.

In our analysis, we analyzed six different scenarios. - We examined three seasonal market
conditions: Average Summer, Average Winter, and Winter Peak. We also analyzed two distinct
time periods: Pre-ACP (2014/2015) and Post ACP (2019).

28 Capacity release data from SNL from January 2012 — October 2015 show that the only capacity

releases made by Duke subsidiaries during this period are to other Duke subsidiaries.

SNL Financial LC, “Capacity Release by Releasing Shipper,” dataset.

29
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As of winter 2015, Duke had capacity rights of almost 360,000 Dth/d, and it will have
approximately 435,000 Dth/d beginning in March 20163 However, as shown in Table 7,

Hence,
Under these conditions,

. Consequently, when these conditions
hold, there is no incentive created by the Transaction to increase the price of delivered gas or gas
transportation rights.

— to hold until the ACP is completed. When the ACP begins

operation, Duke will obtain an additional 725,000 Dth of daily firm capacity into the Carolinas.
During the expected Winter Peak and Average Summer conditions after the ACP is operational,
Duke’s gas demand for meeting its generation needs will be higher than its current level—-

30 An agreement dated April 2014 between Piedmont and Duke provides for the non-recallable release

of 75,000 Dth/d of Firm Transportation, with delivery point at Piedmont’s city-gate, from Piedmont to
Duke, effective March 1, 2016.
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—

During these periods, Duke would benefit from lower delivered gas prices. Consequently, the
Transaction would not be expected to increase market concentration or create any

anticompetitive incentives to increase the price of delivered gas or released gas transportation
capacity under these conditions.

Following commencement of operations on the ACP, _

relative to its projected gas requirements for power generation during seasonal periods
when its gas generation needs are lower. We have described an example of such a period in our
Average Winter, Post-ACP scenario.

However, even in this period, the Transaction will not materially increase Applicant’s market
power. This is primarily because it is precisely in such periods when gas demand is relatively
low, not just for Duke but more generally. In our analysis of the Average Winter scenario, there
will likely be a large number of potential sellers of excess gas transport capacity (or delivered gas)
besides * We estimate that the amount of gas transport capacity that is
available from suppliers other than Duke and Piedmont is likely to be substantially larger than
the quantity demanded.

In particular, we examined the amount of “net” (i.e., “uncommitted”) gas delivery capacity into
Transco Zone 5 during Average Winter conditions. In performing this analysis, we analyzed the
gas delivery capacity of individual parties, including any owned LNG storage and bundled
storage on Transco. From this, we “netted” out the expected capacity needed by each party to

meet its own power generation requirements, gas LDC load requirements, or other
commitments.

Of this “uncommitted” gas transportation capacity available during Average Winter conditions
after the ACP becomes operational, Duke’s share is approximately 7% (approximately 204,000
Dth/day) and Piedmont’s share is approximately 15%. Together, the merging parties account for
approximately 22% of such capacity. Further details of this calculation are provided in the
technical appendix.®

31 In 2017, the WS Lee facility, located in northern South Carolina along the Transco pipeline, will add

650 MW of combined cycle gas capacity to Duke’s portfolio (and a further 100 MW will be owned by
North Carolina Electric Membership Corporation).

32 The excess FT rights would decline in 2020 as Duke expects more natural gas-fired power plants to be

on-line in 2020. See Duke’s 2014 IRP.

3 Technical Appendix B, Horizontal Competitive Effects Analysis of Delivered Gas Market in North
Carolina.
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Under this scenario, we also calculated seller concentration in the form of the Herfindahl-

Hirschman Index (“HHI”).3* In this post-ACP average winter scenario, the post-Transaction HHI
is 1,983, and the Transaction-related change in the HHI is 207.

Table 8: Concentration Measurement for
Average Winter Conditions, Post-ACP

Post-ACP
Market Share HHI Contribution

Piedmont 15% 231

Duke 7% 46

Rest of Industry 78% 1,498

Pre-Merger HHI Total 100% 1,776

Post-Merger Change in HHI 207

Post-Merger HHI Total 1,983
Notes:

The changes in HHI for all other scenarios is zero and therefore not shown
The market share figure for “Rest of Industry” is composed of multiple capacity rights
owners. For a breakdown of shares by firm, see the Technical Appendix.

We also considered a sensitivity analysis that examined the potential effects of Transco’s Atlantic
Sunrise expansion project. We assume in our analysis that, if approved by FERC, this project
would increase by approximately 850,000 Dth/d the amount of deliverable gas at various delivery
points along Transco’s Leidy Line (connection point in Zone 6) and Station 85 (Zone 4).* The
project is scheduled to be online by July 2017.3

34

35

36

The HHI is calculated by summing the squares of the individual firms’ market shares, and thus gives
proportionately greater weight to the larger market shares. For example, a market consisting of four
firms with market shares of thirty percent, thirty percent, twenty percent, and twenty percent has an
HHI of 2600 (30% + 30% + 202 + 202 = 2600). The HHI ranges from 10,000 (in the case of a pure
monopoly) to a number approaching zero (in the case of an atomistic market). The increase in the
HHI due to merger is equal to twice the product of the market shares of the merging firms
Although it is desirable to include all firms in the calculation, lack of information about firms with
small shares is not critical because such firms do not affect the HHI significantly. See the 2010 U.S.
Department of Justice and Federal Trade Commission, Horizontal Merger Guidelines (issued August
19, 2010), pp. 18-19 and footnotes 9 and 10.

Transcontinental Gas Pipe Line Company, LLC., Application for Certificate of Public Convenience
and Necessity (Atlantic Sunrise Project), Docket No. CP15-138, March 31, 2015, p. 10.

Id, p. 21.
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Unlike the ACP, which terminates in the market area, Atlantic Sunrise provides delivery points
in Transco’s Zone 4.3’ The subscribers to Atlantic Sunrise’s capacity are largely gas producers and
marketers. Consequently, the full amount of the project’s capacity is unlikely to be used to
deliver into Transco Zone 5. We therefore scale each shipper’s contract volume by the ratio of
historical deliveries into Zone 5 to the total amount of capacity with Zone 5 on the firm path. In
the Winter-Average scenario, this sensitivity case results in a Post-Merger HHI of 1,592 and a
Transaction-related change in HHI of 162. Further details on this sensitivity analysis are
provided in the technical appendix.

While the 2010 U.S. Department of Justice and Federal Trade Commission Horizontal Merger
Guidelines (“Guidelines’) indicate that HHI values in these ranges “potentially raise significant
competitive concerns and often warrant scrutiny,”® the Guidelines also emphasize “that the
measurement of market shares and market concentration is not an end in itself’ (emphasis
added). Instead, the Guidelinesindicate that HHI analysis should be used as part of an overall
analysis of various factors relating to the likely competitive effects of a merger.®

In fact, an analysis of other factors, which we shall discuss presently, shows that the Transaction
does not present competitive concerns under these seasonal conditions. The main reason for this
assessment is that there is substantial excess gas delivery capacity relative to the amount of gas
delivery needed during these seasonal conditions.

To demonstrate this point, we calculated a “Residual Supply Index” to assess the degree to which
the merged firm will be “pivotal” to the supply of delivered gas in the Average Winter scenario.
A firm is considered to be “pivotal” when demand for a particular product cannot be met without
relying upon supply provided by that particular firm. If demand for the given product can be
satisfied without relying upon that firm, then the firm is not pivotal.

As described in Table 9 below, “Competing Supply” (i.e., row [f], 2.33 million Dth/d) represents
the estimated uncommitted transportation capacity that can be delivered into Transco Zone 5
held by owners of transportation rights other than Piedmont and Duke. By contrast, “Unserved
Demand” (ie., row [e] in Table 9, 0.26 million Dth/d) represents the need for uncommitted
transportation capacity, which we estimate as the difference between expected seasonal gas
demand and the amount of gas delivery under contract. The “Residual Supply Index” is
approximately 8.9, which indicates that the amount of Competing Supply is 8.9 times the size of
Unserved Demand under these conditions.

37 It also includes delivery points in Pennsylvania and Northern Virginia. We exclude this portion of
the expansion project.

38 Horizontal Merger Guidelines at Section 5.3.

% Horizontal Merger Guidelines at Section 4.
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In other words, this result indicates that all Unserved Demand could be met by third parties
other than Piedmont or Duke with just 11% of their available delivery capacity. Moreover, these
gas delivery rights are held by a diverse group of market participants. Consequently, there is
little opportunity under these conditions for the Transaction to facilitate the exercise of market
power with respect to the sale of delivered gas or gas transportation rights.*’

Table 9: Pivotal Supplier Analysis for
Average Winter Conditions, Post-ACP

Post-ACP
Piedmont + Duke Uncommitted Supply [a] 658,570
Total Uncommitted Supply [b] 2,989,777
Total Demand [c] 3,758,725
Committed Demand [d] (3,495,548)
Unserved Demand [e] 263,177
Competing Supply [f] 2,331,207
Residual Supply Index [g] 8.86
Result Not Pivotal

Sources and Notes:

Pivotal if [g] is less than 1.

[a]: Uncommitted supply of Duke and Piedmont.

[b]: Uncommitted supply of all parties.

[c]: Winter Average market demand based on actual deliveries.

[d]: Demand served by LDCs and reg. electric generation.

[e] = [c] +[d]
(f] = [b] - [a]
(8] = [f]/ [e]

Based on this result, and | . Transaction

does not present competitive concerns with respect to the availability and pricing of delivered
gas or gas transportation rights affecting North Carolina.

4. Regulatory restrictions limit Duke’s and Piedmont’'s incentives and
ability to influence prices for firm released gas transport capacity

DEC is allowed to return up to 10% of any bulk power sales profits to shareholders.
The remaining 90% of such profits flow back to customers as a revenue requirement offset.
For example, in any wholesale power market where Duke has market-based rate authority, such

40 Sheffrin, A., “Predicting Market Power using the Residual Supply Index,” Presented to FERC Market
Monitoring Workshop, December 3-4, 2002. Also, Taylor, G., Ledgerwood, S., Broehm R., and
Fox-Penner P., “Market Power and Market Manipulation in Energy Markets from the California Crisis
to the Present,” pp. 38-40, 113-114, Public Utilities Reports, Inc., March 2015.
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as sales into PJM, any profits from such sales would return to Duke following the 90/10 profit
sharing rule.*! DEP does not retain profits from bulk market power sales.

Piedmont also has a profit-sharing rule. The split is 75% to Piedmont customers, 25% to
Piedmont shareholders.*

Moreover, FERC’s broad enforcement authority applies to manipulative, deceptive, or fraudulent
actions undertaken in connection with the purchase or sale of natural gas or purchase or sale of
transportation services (including released capacity) subject to FERC jurisdiction. That
regulatory oversight constitutes an additional effective check against any potential attempts to
artificially impact pricing in the capacity release markets examined herein.

D. THIRD-PARTY GENERATION IS NOT AT RISK OF HIGHER GAS DELIVERY COSTS AS A
RESULT OF THE TRANSACTION

Munis and co-ops own or contract for generation that competes with electric generation supplied
by Duke in meeting the needs of their customers. This “competing generation” includes power
plants owned by IPPs.

A theoretical competitive concern is that, after the Transaction, the combined firm would have
the ability to take pricing and operational actions that raise the cost of acquiring delivered gas for
owners of gas-fired generation. There would be an increased incentive to take such actions if
Duke would accrue additional profits in its electric business. Presumably, those additional profits
would derive from increased sales by Duke and possibly increased prices for electric power sold
to munis and co-ops.

However, Duke is constrained from benefiting from such behavior, because: (i) FERC regulation
prohibits Duke from increasing prices on those sales to a level higher than cost-based prices; and,
most importantly, (ii) market conditions and regulation regarding the supply of delivered gas and
the use of transportation rights to deliver the gas effectively preclude the merged firm from
harming generators that compete with Duke’s generation.

1. Municipalities and co-operatives in North Carolina have sufficient
regulatory protection to prevent rate increases regardless of the
degree of competition from rival generation.

Duke does not have market-based rate authority for wholesale power sales in its balancing
authority areas.®® Thus, for short-term (less than one year) power sales in its balancing authority

4 Order Approving Stipulation and Deciding Non-Settled Issues in Docket No. E-7, Sub 828 (December
20, 2007).

42 Piedmont Natural Gas Co. Form 10-K for the Fiscal year Ended October 31, 2015, p. 76.
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areas, Duke must sell at cost-based rates that the FERC has approved. Duke is similarly restricted
regarding contract terms for one year or longer because it is required to file with and obtain
FERC acceptance for each of its power sales contracts.*

There is little flexibility for Duke in determining how to set cost-based rates. Power supplied on
a long-term basis by DEC/DEP to munis and co-ops within their respective service territories is
priced at the utility’s system average cost, implying that Duke does not receive “excess” profits
beyond its regulated allowed return associated with the rate base allocated to serve those
customers’ loads. Nor are munis/coops receiving discounts, relative to the system average cost or
to other customers, that could be threatened if competition by IPPs or self-owned generation
were to diminish.

Power supplied outside of respective service territories is sold at no lower than “system lambda,”
reflecting the incremental cost to provide those energy sales and existing NCUC rule makings.*
This condition means that no potential or actual Duke customer in North Carolina can be offered
a rate that is less than Duke’s costs to serve that customer, a condition which will continue to
hold irrespective of the merger with Piedmont. Moreover, while Duke is permitted to sell
wholesale power outside its balancing authority areas at market-based rates, those balancing
authority areas make up the vast majority of the state of North Carolina. FERC has found Duke
not to have market power outside its balancing authority areas, indicating therefore that its
ability to raise wholesale power prices in the non-Duke BAAs of North Carolina is constrained
by competition.*

Continued from previous page

#  See DEC Wholesale Market-Based Rate Tariff Providing for Sales of Capacity, Energy, or Ancillary
Services, sec. 7, filed on June 20, 2014 in FERC Docket No. ER14-2323, and DEP Market-Based Rates
Tariff, sec. VII, filed August 31, 2015 in FERC Docket No. ER15-2568.

4 See Duke Power, a Div. of Duke Energy Corp., 111 FERC ¢ 61,506, at P 61-62 (2005) (limitation on
market-based rate sales within the DEC balancing authority area); Florida Power Corp., 113 FERC ¢
61,131 at P 17 (2005) (limitations on market-based rate sales within the DEP balancing authority
areas).

% In the Matter of Duke Energy Carolinas, LLC's Advance Notice of Purchase Power Agreement with
the City of Orangeburg, South Carolina and Joint Petition for Declaratory Order, Docket No. E-7, Sub
858 (March 30, 2009).

46 See FERC’s order issued July 15, 2015 in FERC Docket No. ER14-2323, in which FERC accepted
Duke’s triennial market power update for the southeast region.
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2. Market conditions and regulation regarding the supply of delivered
gas effectively preclude the Transaction from harming generation
that competes with Duke.

There are two mechanisms by which the merged firm would, theoretically, be able to raise the
cost of third party generation to supply power in North Carolina: (i) any actions which
Piedmont, in its capacity as the franchised LDC, might take to increase the delivered price of gas
to generating units connected to Piedmont’s distribution system or a Piedmont-owned lateral;
and (ii) any actions which the merged firm might take to increase delivered gas costs through an
exercise of the combined firm’s market power in secondary markets for gas transportation
capacity.

a. Third-party generation dependence on Piedmont distribution

The IPPs in the region include Southern Company’s Rowan and Cleveland facilities, the Broad
River peaking facility, and NTE’s future King’s Mountain facility. Of these, only the Rowan
plant is in Piedmont’s service territory. Southern Company has a contract with Piedmont for
this facility based on the construction cost of the lateral connection to Transco, and does not
otherwise have any dependence on Piedmont’s gas distribution network.

In addition to IPP-owned generation, munis and co-ops in North Carolina own four gas
generation plants that are each directly connected to Piedmont’s gas distribution network. Table
10 provides a summary of these power plants. Based on conversations with Duke and Piedmont,
we understand that each of the NCEMC plants receives firm transmission service from Piedmont
and that Fayetteville’s Butler Warner facility receives interruptible service. Additionally, Duke
has operational control of the Anson County and Butler-Warner plants, and it has a PPA for 3 of
the 6 units at Richmond/Hamlet. Finally, all of the muni/co-op plants in North Carolina are
peaking facilities with unfavorable heat rates, operating in fewer than 4% of hours, and
contributing little to their associated load obligations.
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Table 10: Muni/Co-op-Owned Gas-Fired Generation

NCEMPA NCEMC Fayetteville
Plant Name Monroe Anson County Richmond/Hamlet Butler Warner
Capacity & Type 24 MW GT 339 MW CT 339 MW CT 185 MW CC & 40 MW CT
Capacity Factor 0.22% 1% 2% 0.74% CC & 0.66% CT
Contracts ¢ FT Service from ¢ FT Service from e Interruptible Service
Piedmont Piedmont from Piedmont
¢ Tolled to Duke ¢ 3 of 6 units under ¢ Tolled to Duke (2019)
(2032) Duke PPA (2019)

Source and Notes: Velocity Suite, ABB Inc., “Monthly Plant Production Costs - Plant View” dataset. Capacity and Capacity
Factors are based on summer capacity.

In summary, no IPP is materially dependent on Piedmont for gas distribution, Duke already
controls (or owns the output from) most of the muni/co-op capacity, and muni and co-op
generation is comprised of peaking facilities with low capacity factors. Consequently, we have
concluded that third-party generation is not at risk of higher gas costs related to changes with
respect to Piedmont’s gas distribution network.

b. Third-party generation exposure to potential increased costs of
gas fransmission capacity

All else equal, IPPs with gas-fired generation are less likely to secure contracts to provide
wholesale power as they face increased procurement costs for obtaining delivered gas. To the
extent that the merged firm could influence the price of gas through its presence as an owner and
potential supplier of gas transmission capacity in the secondary markets, IPPs could be
disadvantaged.

However, as shown in Section III.C above, the potential supply of delivered gas (or
transportation rights into Zone 5 that are the key input into gas delivery) is sufficiently
competitive to make it implausible that the merged firm would be able to harm generators
competing with Duke’s generation. For most scenarios, there is no Transaction-related change in
concentration in the supply of delivered gas, since Duke is a net purchaser or delivered gas.
In the only scenario where there is a potential Transaction-related increase in market
concentration, there are many alternative sources of supply with more than ample capacity to
satisfy demand for gas delivery.

Consequently, there is no basis for a competitive concern that the merging company will cause
rival generators’ delivered gas costs to rise.
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IV. Conclusion

The analysis in this report reviewed and considered the degree of competitive overlap in
electricity and natural gas services between Duke and Piedmont and the potential scope for loss
of competition in North Carolina as a result of the Transaction. We find that the Transaction
raises no basis for competitive concern.

Current regulations sufficiently constrain retail electric and gas pricing such that the Transaction
will not adversely affect electric-gas retail competition. Moreover, the Transaction will not
diminish Piedmont’s incentive to develop gas infrastructure, nor will it reduce Duke’s incentive
to develop electric infrastructure.

In addition, our analysis shows that economic conditions in the electric and gas markets, as well
as regulatory provisions currently in place, are such that the Transaction will not provide the
incentive or the ability for Duke or Piedmont to raise delivered gas prices or withhold gas
transmission capacity or gas transport services affecting North Carolina.

Due to the above effects, there is no basis for “vertical” market power concerns that the
Transaction will directly disadvantage IPPs who serve wholesale electric customers in
competition with Duke. In addition, Piedmont will be unable to disadvantage gas-fired
generation owned by munis or co-ops to make them more reliant on Duke’s own generation.
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Technical Appendix A
Long-Term Debt-Issuance Costs

Table 1: Piedmont Long-Term Debt Interest Rate Calculation

(1]
(2]

As of October 31
Annual Interest
Payment on
Interest Rate Maturity Date 2015 2014 Debt as of 2015
[A] [B] (€] (D] (E]
Senior Notes:
2.92% June 6,2016 S 40,000 S 40,000 S 1,168.00
8.51% September 30, 2017 S 35,000 S 35,000 S 2,978.50
4.24% June 6,2021 $ 160,000 S 160,000 S 6,784.00
3.47% July 16,2027 S 100,000 S 100,000 S 3,470.00
3.57% July 16,2027 § 200,000 S 200,000 S 7,140.00
4.10% September 18,2034 $ 250,000 $ 250,000 S 10,250.00
4.65% August1,2043 $ 300,000 S 300,000 S 13,950.00
3.60% September1,2025 $ 150,000 S 5,400.00
Medium-Term Notes:
6.87% October6, 2023 $ 45,000 S 45,000 S 3,091.50
8.45% September 19, 2024 S 40,000 S 40,000 S 3,380.00
7.40% October 3, 2025 $ 55,000 S 55,000 S 4,070.00
7.50% October9, 2026 S 40,000 S 40,000 S 3,000.00
7.95% September 14, 2029 $ 60,000 S 60,000 S 4,770.00
6.00% December 19,2033 S 100,000 $ 100,000 S 6,000.00
Total Principal S 1,575,000 $ 1,425,000
Less current maturities S 40,000
Less Unamortized Debt Issuance
Expenses and Discounts S 11,323 S 10,516
Total S 1,523,677 S 1,414,484 S 75,452.00
Average Interest Rate (2015) 4.95%

Source: Piedmont Natural Gas Company, Form 10-K for the fiscal year ended October 31, 2015.

Notes:

[A]-[D]: From Form 10-K, p. 78.
(E]: [A] x [C].

[2]: [1][E] / [1][C].



Table 2: Duke Long-Term Debt Interest Rate Calculation

(1]
(2]
(3]
(4]
(5]
(6]
(7]
(8]
(9]

(10]

(11]
(12]
(13]

(14]

(15]
(16]
(17]
(18]
(19]

(20]

(21]
[22]
(23]

Weighted Duke
Average Duke Duke Progress  Energy
Interest Rate Energy Carolinas  Energy  Progress
[A] [B] [C] [D] [E]
Unsecured debt, maturing 2015-2073 4.92% S 12937 S 1,155 S 3,850 S 2,274
Secured debt, maturing 2016-2037 2.50% S 2806 S 400 S 525 S 300
First mortgage bonds, maturing 2015-2044 4.76% S 19,180 $ 6,161 $§ 9,800 $ 5,475
Capital leases, maturing 2015-2051 5.30% S 1,428 S 27 S 314 S 146
Tax-exempt bonds, maturing 2015-2041 2.13% S 1,296 $ 355 § 291 $§ 291
Notes Payable, Commercial Paper 0.70% S 298 S - S - S -
Money Poll / Intercompany borrowings S - S 300 S 835 S -
Fair value hedge carrying value adjustment S 8 § 8 § - S -
Unamortized debt discount and premium, net S 1,890 S (15) S (26) S (11)
Total 4.29% S 42,534 S 8,391 $ 15589 S 8,475
Short-term notes and commercial paper S (2,514) S - S - S -
Short-term money poll borrowings S - S - S (835) S -
Current maturities of long-term debt S (2,807) S (507) S (1,507) S (945)
Total Long-term debt 4.58% S 37213 S 7,884 S$ 13,247 S 7,530
Unsecured debt, maturing 2015-2073 S 63650 $ 56.83 $189.42 $ 111.86
Secured debt, maturing 2016-2037 S 7015 $ 1000 $ 13.13 $§ 7.50
First mortgage bonds, maturing 2015-2044 S 91297 $293.26 S 466.48 $ 260.61
Capital leases, maturing 2015-2051 S 7568 S 143 S 1664 S 7.74
Tax-exempt bonds, maturing 2015-2041 S 2760 $§ 756 S 620 S 6.20
Total Interest $1,722.91 S 369.08 S 691.87 S 393.90
Estimated LT interest rate 4.63% 4.68% 5.22% 5.23%
Interest rate, excl. tax exempt bonds 4.72% 4.80% 5.29% 5.36%
Estimated bond interest rate 4.64% 4.67% 4.72% 4.72%

Source: Duke Energy Corporation, Form 10-K for the fiscal period ended December 31, 2014

Notes: Debt in millions USD.
[1]-[14]: From Duke 2014 10-K.
[1][E]: Progress Energy unsecured debt apportioned to Duke Energy Progress using ratio of Duke Energy

Progress to Progress Energy total assets: $3,850 x 59.1%.

[15]: [1]{A] x ( [1][B] to [1][E] ).

(16]: [2][A] x ( [2][B] to [2][E] ).

[17]: [3][A] x ( [3][B] to [3][E] ).

[18]: [4][A] x ( [4][B] to [4][E] ).

(19]: [5][A] x ( [5][B] to [S][E] ).

[20]: Sum ( [15]-[19] ).

[21]: [20] / [14].

[22]: Sum ([15]-[18] ) / ( [14]-[5] ).
[23]: Sum ( [15]-[17]) / Sum ( [1]-[3] ).
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Technical Appendix B
Horizontal Competitive Effects Analysis
Delivered Gas Market in North Carolina

I. Overview

This technical appendix provides a more detailed description of how we perform the horizontal
market power analysis of delivered gas in North Carolina. The results of our analysis are
presented in Section III.C of Market Power Analysis of Proposed Transaction Between Duke
Energy Corporation and Piedmont Natural Gas Company (“Exhibit B”) on behalf of Duke Energy
Corporation (“Duke”) and Piedmont Natural Gas Company (“Piedmont”), together Applicants,
before the State of North Carolina Utilities Commission.!

The main method used in our horizontal market power analysis is to measure whether the
merger would significantly increase concentration of wholesale delivered gas capacity rights in
such a way that prices would be likely to increase. We rely on the framework set out in the
Antitrust Agencies’ 2010 Horizontal Merger Guidelines (2010 Guidelines)* as the basic
framework for evaluating the horizontal competitive effects of this proposed merger.> Our
analysis consists of four main components: (1) identification of the relevant product markets; (2)
identification of the relevant geographic markets; (3) identification of the potential suppliers that
can serve relevant products in relevant markets; and (4) analysis of the concentration of capacity
ownership and other relevant competitive factors following the 2010 Guidelines.*

The remainder of this appendix discusses each of these components. Section II of the appendix
discusses how we define the relevant product and geographic markets for the HHI analysis. It

1 Exhibit B, Docket Nos. E-2, Sub 1095, E-7, Sub 1100, and G-9, Sub-682, (2016).

2 2010 U.S. Department of Justice and Federal Trade Commission, Horizontal Merger Guidelines (issued
August 19, 2010).

3 Other sections of Exhibit B address potential vertical and horizontal market power analyses in retail
markets.

4+ The HHI is a widely accepted measure of market concentration, calculated by squaring the market
share of each firm competing in the market and summing the results. The HHI increases both as the
number of firms in the market decreases and as the disparity in size between those firms increases.
For example, a market consisting of four firms with market shares of thirty percent, thirty percent,
twenty percent, and twenty percent has an HHI of 2600 (30% + 302 + 20% + 20? = 2600). The HHI
ranges from 10,000 (in the case of a pure monopoly) to a number approaching zero (in the case of an
atomistic market). The increase in the HHI due to merger is equal to twice the product of the market
shares of the merging firms. See 2010 Guideline, pp. 18-19 and footnotes 9 and 10.



also explains how we identify potential suppliers. Section III describes the data and assumptions
used in our HHI calculation. Finally, Section IV presents the results of the HHI calculations.

Il. DEFINING RELEVANT MARKETS AND POTENTIAL SUPPLIERS

Defining the relevant product and geographic markets is necessary to perform a market power
analysis. The boundaries of the product and geographic markets are based upon substitution
between the products within the defined geographic area. From the proposed merger
perspective, we delineate the relevant markets according to Duke’s and Piedmont’s overlapping
natural gas assets and rights.

A. RELEVANT PRODUCT MARKET

Both Duke, through its subsidiaries DEC and DEP, and Piedmont currently hold firm
transportation and bundled storage rights on natural gas pipelines that deliver gas into North
Carolina.> Piedmont uses its rights to support its LDC and power generation supply obligations
in North Carolina. DEC and DEP, on the other hand, use their rights to supply gas to their
power plants, which generate electricity to serve their native load obligations.

For the purpose of Exhibit B’s horizontal market power analysis, the relevant product is
wholesale delivered natural gas in North Carolina,® measured in terms of firm transportation
capacity and long-term gas purchase contracts for delivery into the relevant geographic market,
which contains North Carolina. As Piedmont and other shippers also own bundled gas storage
rights on Transco and peak-shaving gas storage facilities in North Carolina, storage capacity is
included in the measurement of the relevant product. Furthermore, because both Duke and
Piedmont have obligations to use gas to serve load, the relevant product in our analysis is further
refined as available firm capacity rights, which are measured as firm transportation and storage
capacity rights after netting off associated load obligations.

The demand for natural gas is highly seasonal. Piedmont’s peak demand for gas is in the winter
while Duke’s demand, as an electric utility, peaks in the summer. Due to this seasonality and the
balance between supply and demand, the ability of Piedmont and Duke to affect competition in
the delivered gas market may vary across the year. We therefore define the relevant product
markets by seasonal periods, including Annual Peak, Winter Average, and Summer Average.

5 InfraSection III.B.1.

¢ In this appendix, we use the term delivered gas interchangeably with wholesale delivered gas.
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B. RELEVANT GEOGRAPHIC MARKET

Currently, the main interstate pipeline that can deliver gas into North Carolina is
Transcontinental Gas Pipe Line Company, LLC’s (“Transco’s”) natural gas transmission system.
Transco’s transmission system extends from Texas, Louisiana, Mississippi, Alabama, Georgia,
South Carolina, North Carolina, Virginia, Maryland, Pennsylvania, New Jersey and New York.”
As shown in Figure 1, Transco classifies the portion of its pipeline system that goes through
North Carolina as Zone 5 (“Transco Zone 5”). Transco Zone 5 contains delivery points in North

Carolina, as well as South Carolina and Virginia.

Figure 1: Transco System Map

Source: The Williams Companies, Transco Update Spring 2014

East Tennessee (“Tennessee”) and Columbia Gas Transmission Corp. (“Columbia”) can also
deliver gas into North Carolina. However, gas marketed by capacity right holders on Tennessee
and Columbia must pass through Transco (in its Zone 5) in order to reach the North Carolina

7 Transcontinental Gas Pipe line Company LLC, FERC Gas Tariff, Forth Revised Volume No. 1,
Effective Date 7/12/2009, Original Sheet No. 4.
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market with one exception.® The one exception is that Piedmont and Direct Energy can take
delivery directly from Columbia to its system near Pleasant Hill, North Carolina.’

8  The presence of the Station 165 pooling point supports the conception of Transco Zone 5 as a single
market. According to the FERC, pooling “creates a more liquid gas market as shippers and producers
can buy and sell gas at pooling points.” https://www.ferc.gov/whats-new/comm-meet/2010/021810/G-
1.pdf. Transco’s tariff supports this goal by providing pooling service at a number of points on its
system, including the Station 165 Zone 5 pooling point. The pooling service allows shippers to
aggregate gas to the virtual pooling point, sell it, and authorize the buyer to receive the gas at the
pooling point for onward transportation using the buyer’s transportation contracts.

®  Velocity Suite, ABB Inc., “Natural Gas Pipelines Index of Customers” dataset
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Figure 2: Geographic Area Map
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Sources: 2014 EIA Form 861; EIA Layer Information for Interactive State Maps, “Natural Gas Interstate and
Intrastate Pipelines” shapefile; client provided data.

By November 2018, the proposed Atlantic Coast Pipeline (“ACP”) project is expected to be in-
service.! The ACP is jointly owned by Dominion Resources (45%), Inc. (“Dominion”), Duke
(40%), Piedmont (10%), and AGL Resources, Inc. (5%). Figure 2 presents the location of
Transco, Tennessee, Columbia, and the ACP in relation to the DEC, DEP, and Piedmont service
areas.

10 The ACP project is currently seeking a Certificate of Public Convenience and Necessity (CCN) before

the FERC. See Atlantic Coast Pipeline, LLC, Docket Nos.CP15-554-000, September 18, 2015.
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Consequently, prior to the service date of the ACP (“Pre-ACP”), the relevant geographic market
for the market power analysis is Transco Zone 5 plus the portion of Columbia’s capacity with
delivery point at Pleasant Hill. After the ACP enters service (“Post-ACP”), the relevant market
boundary includes Transco Zone 5, Pleasant Hill, and the ACP.

Transco’s Zone 5 includes delivery points in South Carolina, North Carolina, and Virginia.
Although the Applicants’ operations overlap primarily in North Carolina, we do not limit the
geographic market to Transco’s Zone 5 delivery points in North Carolina. Transco’s rules
provide flexibility to its firm transportation (“FT”) right holders to choose their delivery points as
long as the delivery points are located between their contracted receipt and delivery zones.!! We
discuss more of these rules in the next section.

C. IDENTIFY POTENTIAL COMPETING SUPPLIERS
Potential suppliers in our analysis are defined as firms who hold the following firm rights:

1) Zone 5 FT Right Holders: These suppliers include shippers holding FT contracts with
Transco with delivery points in Zone 5 and receipt points outside Zone 5. Such shippers
can purchase gas in Transco’s production region (Zones 1 — 3), or in the Marcellus area
(Zone 6) and deliver it into Zone 5 on a firm basis.!?

2) Transco Bundled Storage Holders. Some bundled storage contracts on Transco are able to
make deliveries into Zone 5. Unlike unbundled storage, bundled storage contract holders
are able to make deliveries to points specified in their contracts without making separate
pipeline nominations. Of the bundled storage contract holders, we assume that those
who also have FT with delivery points in Zone 5 have bundled storage delivery points in
Zone 5.

3) Holders of FT Rights Crossing Zone 5 (“Zone 5 Firm Pass-through Path Capacity’):
Transco’s tariff allows the holder of a contract where Zone 5 lies between the contractual
receipt and delivery points to make deliveries into Zone 5 on a firm basis. For example,
the holder of a contract with receipt point in Zone 3 and delivery point in Zone 6 could
deliver into Zone 5 on a firm basis. However, the holder of a Zone 3 to Zone 6 contract
might have a load obligation in New York City. We therefore consider only a portion of
such Zone 5 Firm Path capacity in the market. We discuss the details of our calculation
of “deliverable” Zone 5 Firm Path capacity in section IIL.E below.

11 FERC Order on Rehearing Denying Piedmont’s Request for a Rehearing of Transco’s Clarification of
Firm Rate Schedule Language Related to Scheduling Priorities, filed October 27, 2015 in Docket No.
RP14-46-002.

12 We also include a single Transco FT contract with both delivery and receipt points in Zone 5. This
contract’s receipt point is at the interconnection with Tennessee and represents new gas entering the
region.
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4) LNG and Peak-shaving Storage Facilities: LDCs serving loads in Zone 5 may have LNG
storage facilities on their pipelines. These facilities can be used to make additional
deliveries to the distribution utility’s sales customers during times of high demand. As
seasonally appropriate (Ze., in winter but not in summer), we include such capacity if any
potential suppliers own or hold rights on those facilities. We only include facilities
located in North Carolina, South Carolina, and Virginia.

lll. Data, Assumptions, and Calculation of HHI
A. SCENARIOS

To proxy the market conditions after the merger, we examine two main scenarios: Pre-ACP and
Post-ACP. The Pre-ACP represents current market conditions and relies upon historical data,
while the Post-ACP represents the expected market conditions in 2019, immediately following
the entry into service of the ACP. While the FERC has not yet approved the pipeline, if
constructed, it will substantially increase the capacity to deliver gas into the Carolinas. Both
Piedmont and Duke are subscribers to the pipeline.

B. FIRM CAPACITY RIGHTS

1. PIEDMONT AND DUKE'’S FT AND STORAGE RIGHTS

We obtain Transco’s and Columbia’s (Pleasant Hill) winter and non-winter FT rights from the
Index of Customers (IOC).!* The Transco IOC includes both contracts on Transco’s pre-2015
system (Legacy system), and contracts on the Leidy Southeast and Virginia Southside expansions
(2015 expansions). Both projects entered service in 2015. In calculating Firm Capacity Rights
into Transco Zone 5, we include contracts with delivery points in Transco Zone 5 on both the
legacy system and 2015 expansions. Additionally, we include contracts on the 2015 expansions
subscribed to by LDCs with service areas in the relevant geographic market. For further details,
see section IIL.E.1 below.

13 The data were submitted to FERC by various pipelines and storage operators in FERC Form 549b. We
obtain it through Velocity Suite, ABB Inc., “Natural Gas Pipelines Index of Customers” database.
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2. Inthe Pre-ACP period, Piedmont holds a total of 1,073,076 Dth/d of FT
and storage rights. As shown in Table 1, these rights include 796,958
Dth/d of FT for delivery into Transco Zone 5, (comprised partly of
100,000 Dth/d of FT rights from Zone 6 to Zone 4 on the Leidy
Southeast expansion and 20,000 Dth/d of FT rights on the Virginia
Southside expansion), 86,118 Dth/d of bundled storage on Transco,
and 190,000 Dth/d of LNG and peak-shaving storage facilities, which
are located in North Carolina. Duke, on the other hand, holds a total
of 359,560 Dth/d of FT rights on Transco Zone 5.

Table 1: Piedmont’s and Duke’s FT and Bundled Storage Rights (Dth/d)

Transco Z5 CaSt::iatgeon s:i:dlee:n ACP Total Pre- Total Post-
FT pacity 8 Capacity ACP ACP
LDC System Transco
(1] (2] (31 (4] (5] (6]
Duke Energy 359,560 0 0 725,000 359,560 1,084,560
Piedmont Natural Gas 796,958 190,000 86,118 160,000 1,073,076 1,233,076

Sources and Notes:

[1]: For Piedmont, the amount includes 100,000 Dth/d on Transco’s Leidy Southeast Expansion from Zone 6
to Zone 4, and 20,000 Dth/d on Transco’s Virginia Southside Expansion from Zone 6 to Zone 5.

[2]: Piedmont’s storage capacity includes 100,000 Dth/d of LNG-Huntersville and 90,000 Dth/d of LNG-
Bentonville. Both are located in the Carolinas.

[3]: Bundled storage on Transco includes rate schedules GSS, LSS, S-2, SS-2, LGA, and LNG. Piedmont has
contracts under GSS and LNG. Duke also has firm storage contracts with Saltville that coincide with
secondary firm transportation agreements on East Tennessee. These storage agreements have maximum
daily withdrawals of approximately 20,000 Dth/d in winter and 50,000 Dth/d in the non-winter months that
we do not include in our analysis.

See Infra n.28.

[4]: For the purposes of the market power analysis, the unsubscribed capacity rights of the ACP (60,000
Dth/d) are allocated to the ACP owners according to their ownership shares. The allocations are 24,000
Dth/d and 6,000 Dth/d for Duke and Piedmont, and thereby Duke’s and Piedmont’s assumed ACP capacity
rights increases to 749,000 Dth/d and 166,000 Dth/d, respectively.

[5): (1) + [2] + [3] = [5].

[6): [1] + [2] + [3] + [4] = [6]. Does not reflect the 75,000 Dth/day transfer from Piedmont to Duke in spring
.2016.

After the ACP comes online, Duke’s and Piedmont’s abilities to deliver gas into North Carolina
will increase to 1,084,560 Dth/d and 1,233,076 Dth/d, respectively. Duke will hold ACP FT
rights of 725,000 Dth/d while Piedmont will hold 160,000 Dth/d. In addition to the FT and
storage rights reflected in the table, for the purposes of the market power analysis we also
allocate a portion of the ACP’s unsubscribed capacity to Duke and Piedmont based on their
ownership shares (24,000 Dth/d and 6,000 Dth/d respectively). This allocation is conservative
given that Dominion will operate the pipeline, and the ACP’s unsubscribed capacity will be
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released under the Federal Energy Regulatory Commission’s rules. Additionally, Table 1 does
not reflect Piedmont’s release of 75,000 Dth/d of Zone 5 FT to Duke. Prior to the merger
announcement, Piedmont agreed to release this capacity to Duke. The release is effective March
1, 2016 and lasts until February 1, 2023. Thus, in the Post-ACP scenario, we reduce Piedmont’s
capacity rights and increase Duke’s capacity rights by 75,000 Dth/day to reflect this agreement.

As discussed above, Piedmont has a 100,000 Dth/d contract on the Leidy Southeast expansion.
The Leidy Southeast expansion has receipt points in Zone 6 and delivery points in Zones 5 and 6.

As we discuss in Section IILE, we include Leidy Southeast contract capacity for shippers (such as
Piedmont) who have Zone 5 LDC load.

After the aforementioned adjustments, Piedmont and Duke’s FT Into Zone 5 in the Post-ACP
scenario (not including storage or ACP capacity) are as follows:

e Piedmont’s Rights: 696,958 Dth/d into Zone 5 + 100,000 Dth/d Leidy Southeast contract —
75,000 Dth/d released to Duke = 721,958 Dth/d

¢ Duke’s Rights: 359,560 Dth/d into Zone 5 + 75,000 Dth/d released by Piedmont = 434,560
Dth/d

C. TRANSCO ZONE 5 TO0 ZONE 5 CAPACITY TREATMENT

We treat Transco Zone 5 to Zone 5 FT separately from FT Into Zone 5 in order to avoid double
counting. As an example of how double counting could occur, consider a shipper that holds two
contracts. The first contract is an FT contract with receipt point outside of Zone 5 and delivery
point in Zone 5 (“FT Into Zone 5”). The second contract is an FT contract with both receipt and
delivery points in Zone 5 (“Zone 5 to Zone 5 FT”). The shipper can use the two contracts to first
bring gas into Zone 5 and then to move it within Zone 5 to its ultimate delivery point. Our
analysis would account for the first contract as FT Into Zone 5. However, the shipper can only
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bring gas into Zone 5 up to the quantity of the first contract. If we were to also include the Zone
5 to Zone 5 contract, we would be overstating the ability of the shipper to move gas into Zone 5.
In general, we only count Zone 5 to Zone 5 contracts if the gas arriving at the receipt point
would not already have been captured as FT Into Zone 5.

Table 2 shows all Transco FT contracts with both receipt and delivery points in Zone 5. As
shown in the table, all Zone 5 to Zone 5 FT originates at either the interconnection with the East
Tennessee pipeline at Cascade Creek or the Zone 5 pooling point at Station 165. The contracts
with Station 165 receipt points raise the double-counting concern discussed in the previous
paragraph. The gas received at Station 165 would have been transported into Zone 5 using FT
with receipt points outside of Zone 5, which we have already accounted for as FT Into Zone 5.
We therefore do not include these Zone 5 to Zone 5 contracts in our analysis.

Table 2: Transco FT with both Receipt and Delivery Points in Zone 5

Shipper Contract # Receipt Point Delivery Point Volume
[1] [2] (3] [4] [5]

Columbia Gas of Virginia Inc 9145192 Station 165 Emporia/Waldrop 7,800
Columbia Gas of Virginia Inc 9060991 Cascade Creek Lynchburg 40,000
Columbia Gas of Virginia Inc 9038923 Station 165 Emporia/Waldrop 15,000
Columbia Gas of Virginia Inc 1031806 Station 165 Emporia/Waldrop 15,000
Columbia Gas of Virginia Inc 1020774 Station 165 Emporia/Waldrop 19,245
Eservices Inc 9130363 Station 165 Emporia/Waldrop 755
International Paper Co 9145203 Station 165 Emporia/Waldrop 7,000
Reynolds Metals Co 1020819 Station 165 Emporia/Waldrop 575
Virginia Natural Gas 1031212 Station 165 Emporia/Waldrop 14,625

Source: Velocity Suite, ABB Inc., “Natural Gas Pipelines Index of Customers” dataset.

We treat the contract with receipt point at Cascade Creek, an interconnection point between
East Tennessee and Transco Zone 5, differently. This is because the gas could have been
transported to the Cascade Creek receipt point on the East Tennessee pipeline, which we have
not counted among the Into Zone 5 contracts. We therefore include this Zone 5 to Zone 5
contract with Cascade Creek receipt point in our analysis.

D. BUNDLED STORAGE CAPACITY

Transco operates several gas storage facilities, and shippers are able to contract for capacity on
these facilities. The pipeline has several rate schedules associated with these storage facilities.
The schedules fall into two categories: unbundled and bundled storage. In the first category,
shippers must make two separate nominations to withdraw gas: one to withdraw gas from the
facility and another to move the gas from the storage facility to its desired delivery point. With
bundled storage rate schedules, the shipper makes a single nomination to withdraw gas and
deliver to its desired points. Unlike unbundled storage capacity rights, bundled storage rights
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therefore represent additional capacity rights to deliver gas into Transco Zone 5 over and above
FT Into Zone 5.

Transco’s rate schedules GSS, LSS, S-2, SS-2, LGA, and LNG correspond to bundled storage
services.”> Most of the facilities associated with these schedules are located in Transco’s
production region, but they are subscribed to by shippers located throughout Transco’s system.
As many of the shippers subscribing to bundled storage contracts use these storage services to
make deliveries outside of Transco Zone 5, we exclude them from our analysis. We only include
bundled storage contracts with shippers who have FT Into Zone 5.

Additionally, bundled storage contracts are seasonal. For all contracts other than GSS,
withdrawals are only allowed during the winter months. We therefore include capacity from
these contracts during the “Peak” period and the “Winter-Average” period, but not the
“Summer-Average” period. We include capacity from GSS contracts during all periods.!¢

Note that we do not include Duke’s storage contracts on East Tennessee. While gas withdrawn
from these facilities can be delivered to the interconnection with Transco, Transco FT would
then be required to move the gas to delivery points in Zone 5 on a firm basis. Including this
capacity in the market would therefore be double counting.!”

E. ALLOCATED ZONE 5 FIRM PASS-THROUGH PATH CAPACITY

Transco allows holders of FT rights for which Transco Zone 5 lies between its receipt and
delivery points to make deliveries into Zone 5 on a firm basis. We refer to such rights as “Zone 5
Firm Pass-through Path.” Many of these right holders are LDCs or marketers serving loads
outside of Zone 5, thus much of their Zone 5 Firm Pass-through Path rights are used to serve
their non-Zone 5 load. However, these non-Zone 5 LDCs and gas marketers historically did not
necessarily use all of their capacity rights to deliver outside of Zone 5. In this section, we
describe the method used to determine the quantity of their unused Zone 5 Firm Pass-through
Path capacity that can be reasonably expected to participate in our market, and how this Zone 5
Firm Pass-Through Path capacity is allocated to potential suppliers for the purpose of our
analysis.

5 Williams  Transco, Storage Training Document, June 18, 2014, Available At

Data from Transco’s 2012 rate case confirms that shippers withdraw from GSS storage in the summer.

17 Rather than using an FT nomination, Duke might instead make a non-secondary reverse path
nomination on an unused segment of its FT. However, since non-secondary reverse path nominations
have lower precedence than primary path nominations, we do not include them in our analysis.
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1. Determination of Available Zone 5 Firm Pass-through Path Capacity

According to Transco’s 2014 Spring Update, the historical maximum capacity available to deliver
into Transco’s Zone 5 was approximately 4 million Dth/d.'”® This quantity is well in excess of the
total FT capacity Into Zone 5 in 2014. In 2015, Transco also completed several pipeline
expansion projects, which increased its system capacity to deliver into Zone 5. These include the
Virginia Southside and Leidy Southeast expansion projects. To derive the Pre-ACP maximum
delivery capacity, we increase the 2014 maximum Zone 5 delivery capacity by the total
subscriptions to the Virginia Southside (270,000 Dth/d) and Leidy Southeast expansion (425,000
Dth/d) projects made by Zone 5 LDCs, yielding a total of about 4.63 million Dth/d.”* We then
subtract the FT Into Zone 5, the Zone 5 to Zone 5 FT, and the bundled storage capacity. Figure 3
illustrates the calculation of Winter Zone 5 Firm Pass-through Path Capacity.

Figure 3: Magnitude of Winter Zone 5 Firm Path Capacity
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Source: Velocity Suite, ABB Inc.; 2011/2012 G-1 Part A and Part B; All LNG Facilities Data,
Natural Gas Intelligence (NGI), 2006; and client provided data.

18

Transco Update, Spring 2014, Available at:
http://www.1line.williams.com/Transco/files/presentations/2014SpringUpdate.pdf

We do not include the Zone 6 to Zone 4 Leidy Southeast contracts of Anadarko (50,000 Dth/d) and

MMGS Inc. (50 Dth/d), both gas marketers. This is likely a conservative assumption given the small
size of these shippers.

THE Brattle GROUP 1



2. Allocation of Zone 5 Firm Pass-through Path Capacity

We allocate available Zone 5 Firm Pass-through Path Capacity to shippers using reservation and
delivery data from Transco’s 2012 rate case.?’ This was the most recent publically available data
showing deliveries by shipper. We only allocate Zone 5 Firm Pass-through Path capacity to
shippers that have firm path contracts in the Transco 2012 rate case data. We use the data to
estimate, for each shipper, the volume of deliveries made into Transco Zone 5 in excess of that
shipper’s Zone 5 firm right (“FT Into Zone 5”). All reservation and usage quantities are based on
January data for the “Winter-Average” and “Peak” scenarios and July data for the “Summer-
Average” scenario.

We first calculate the FT Into Zone 5 using the Transco 2012 rate case data. We include in this
calculation all capacity with delivery points in Transco Zone 5, with the exception of those with
receipt points in Zone 5. The 2012 data also include suppliers who bought and sold FT capacity
releases. We thus calculate each FT Into Zone 5 holder based on its capacity net of capacity
releases. We also accordingly credit the released capacity to the purchaser.

We then calculate the volume of deliveries into Zone 5. This includes all deliveries with
delivery points in Transco Zone 5, except those with receipt points in Zone 5. Deliveries made
on released capacity are credited to the purchaser of the released capacity. We do not include
deliveries made on an interruptible basis.

Finally, we take the difference between deliveries into Zone 5 and FT Into Zone 5. This
represents the “excess” deliveries made by a shipper above their FT rights into Zone 5. For some
shippers, total deliveries are less than or equal to FT Into Zone 5. We do not allocate any Zone 5
Firm Pass-through Path Capacity to these shippers. Other shippers, however, deliver more into
Zone 5 than their FT Into Zone 5 rights. For this group of shippers, we calculate each shipper’s
2012 percentage share of excess deliveries to the total excess deliveries. We then use these shares
to allocate the total Zone 5 Firm Pass-through Path Capacity in the Pre- and Post-ACP scenarios.
Due to limitations in the Transco 2012 rate case data, however, we are unable to directly link
purchasers and sellers of released capacity. Therefore, we allocate it to releasers using each
shipper’s total Zone 5 Firm Pass-through Path Capacity prior to releases.

F. LDC AND PEAK-SHAVING STORAGE CAPACITY

A number of shippers have LDC systems in the Carolinas and Virginia. Many of these systems
have LNG storage capacity at the distribution level. Such storage facilities allow LDCs to store
gas during the low-demand period (non-winter months) in order to withdraw and serve load
during the high-demand period (winter). We reviewed 10-Ks from these LDCs to determine the

20 See Transcontinental Gas Pipe Line Company, LLC Fifth Revised Volume No. 1 of FERC Gas Tariff,
filed on August 31%, 2012 in FERC Docket No. RP12-993
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amount of available capacity from these shippers along with data from the NG Intelligence
database. For Piedmont’s capacity we used data provided by the company. We include this
capacity only during the “Peak” and “Winter-Average” periods.

G. ACP CAPACITY ALLOCATION

The ACP has a maximum capacity of 1.5 MMDth/d. 1.44 of this 1.5 MMDth/d has been
subscribed under the 20-year long-term agreements.?! In the Post-ACP scenario, we allocate the
ACP rights based on the ACP’s CCN Application.”? We conservatively allocate the unsubscribed
capacity to owners of the pipeline proportional to their ownership although this allocation is
unlikely to occur, given that the pipeline is subject to the FERC capacity release regulation and
the pipeline will be operated by Dominion.?

H. LDCs’ LOAD OBLIGATIONS

We obtain Piedmont’s LDC load data from Piedmont. For load of other LDCs, we obtain the data
from EIA’s Form 176. As the EIA Form 176 data are reported at an annual level, we derive
winter-average, summer-average, and peak loads based on factors derived from Piedmont data.
During the “Peak” period, we calculate the ratio of Piedmont’s on-peak sales to its annual average
sales and apply this factor to the loads of all LDCs. In the “Winter-Average” period, we calculate
the ratio of Piedmont’s January (2014) average sales to its average annual sales and apply this
factor to the loads of all LDCs. For the “Summer-Average” period, we perform a similar
calculation using Piedmont’s July 2014 average sales.

For the Post-ACP scenario, we grow Piedmont’s and Duke’s loads based on their load forecasts.
Furthermore, we escalate other LDC loads using Piedmont’s forecasted design day load growth
rate of 6-8% per year.

We define annual peak, winter average, and summer average based on 2014 data.

e Annual Peak

We define the peak day in 2014 with reference to Piedmont’s peak firm deliveries in the
Carolinas, which occurred on January 7. Because the peak occurs during the winter, we
use winter FT rights for each shipper and assume that withdrawals can be made from
bundled and LDC-connected storage. We estimate LDC and regulated-electric load
requirements for January 7%. We use historical deliveries into Zone 5 in January in

2L See Atlantic Coast Pipeline, LLC, Docket Nos. CP15-554-000, September 18, 2015, pp. 8-9, 12.
2 Id,p.12.

B Supra Exhibit 3.1 for ownership shares.
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excess of FT with delivery points in Zone 5 to determine shares of Zone 5 deliverable
Firm Pass-through Path capacity.

e Winter-Average

We define the Winter-Average period as the average of deliveries and capacity in the
month of January. This month contains Piedmont’s winter peak, but it also contains days
with substantially lower gas demand that brings down the average demand. In this
scenario, we use winter FT rights for each shipper and assume that withdrawals can be
made from bundled and LDC-connected storage. We estimate the average LDC and
regulated-electric load requirements for the month of January. We use historical
deliveries into Zone 5 in January in excess of FT with delivery points in Zone 5 to
determine shares of Zone 5 deliverable firm path capacity.

e Summer-Average

We define the Summer-Average period as the average of deliveries and capacity in the
month of July. In general, gas demand is much lower in the summer than it is in the
winter, though it is still variable. July of 2014 contained Piedmont’s 2"¢ lowest sales day,
but it also contained its 92" lowest sales day. In this scenario, we use summer FT rights
for each shipper and assume that withdrawals cannot be made from LDC-connected
storage. Most of Transco’s bundled storage rate schedules explicitly disallow withdrawals
during the summer months. However, the GSS schedule allows deliveries to be made
during the summer months. We therefore include shippers’ GSS contracts in their
capacity. We use historical deliveries into Zone 5 in July in excess of FT with delivery
points in Zone 5 to determine shares of Zone 5 deliverable firm path capacity.

. REGULATED ELECTRIC LOAD

Regulated electric utilities also hold substantial quantities of FT. They use this FT to supply fuel
to their generating plants, which in turn supply electricity to their regulated electric loads. Since
FT used to supply regulated power plants cannot be released or used to make off-system sales, we
subtract such capacity from the supply contributions of the regulated electric utilities in the
market.

We obtain Duke’s gas consumption from data provided by Duke while we obtain the gas
consumption of other regulated electric utilities from EIA’s Form 923. We use these data to
determine use by regulated electric plants during each of the periods in our analysis. As the EIA
Form 923 data are reported at a monthly level, we use Duke’s daily data to adjust for the “Peak”
period. Using Duke’s daily data, we calculate the ratio of Duke’s consumption during the peak
day to its January-average consumption and apply this factor to the January average consumption
of all regulated electric utilities from form 923. For the “Summer-Average” and “Winter-
Average” periods, we use monthly EIA 923 data for all regulated utilities except Duke, for which
we use Duke’s proprietary data.
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We do not anticipate
that the demand for gas of other electric utilities (SCANA and Dominion) will grow at this rate,
though our review of electric utility subscription to the ACP and the Integrated Resource Plans
of SCANA and Dominion suggests that regulated utility natural gas use will increase.®> We
therefore apply a growth rate of 25% to all non-Duke shippers with electric load. Additionally,
we perform sensitivity analysis to demonstrate that the growth in gas demand for the remainder

of the reﬁlated electric utility industi does not affect

J.  HHI CALCULATION

We calculate capacity share for each potential supplier based on its available firm capacity rights
by summing its firm rights on: (1) Transco Zone 5—Delivery into Zone 5, Zone 5 to Zone 5 with
receipt point at Cascade Creek, and Zone 5 Firm Path Capacity; (2) Bundled Storage facilities on
Transco; (3) Columbia’s Pleasant Hill; (4) LNG and peak-shaving storage facilities; (5) ACP (for
the Post-ACP scenario), and subtracting its load. Figure 4 illustrates our calculation method of
the total market size for the winter season in the Post-ACP scenario including ACP.

24 Duke internal data.

3 See 2015 Integrated Resource Plan of South Carolina Electric & Gas Company, Before the Public
Service Commission of South Carolina, filed February 27%, 2015 in Docket No. 2015-9-E, and
Dominion Virginia Power and Dominion Carolina Power Integrated Resource Plan, , July 1, 2015,
Available at: https://www.dom.com/library/domcom/pdfs/electric-generation/2015-irp-final-public-
version-internal-cover.pdf?la=en -
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Figure 4: Future Post-ACP Winter Total Market Size
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Source: Velocity Suite, ABB Inc.; 2011/2012 G-1 Part A and Part B; All LNG Facilities Data,
Natural Gas Intelligence (NGI), 2006; and client provided data.

In our calculation, we find that Duke does not have available FT rights on Transco_

This implies that there would not be any
horizontal competitive effects of the proposed merger. Therefore, we do not further discuss the
results of other scenarios except for the Winter Average period of the Post-ACP scenario.

26

Most of their firm gas was supplied by third parties through long-term and short-term purchase
contracts.

27
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IV.Changes in HHIs Results

Table 4 shows capacity shares and HHI contributions of all firms under the Winter-Average
scenario. In this scenario, Piedmont and Duke control 22% of firm transportation capacity rights
in the post-ACP period. This scenario is the only one in which capacity ownership
concentration changes post-Transaction, and the only one in which Duke is not a net buyer of
transportation capacity. However, as discussed in Exhibit B, total available third-party capacity
in the Winter-Average scenario and post-ACP period would substantially exceed demand even if
Piedmont and Duke were to withhold all of their available capacity.?®

28 Exhibit B of Application, Section III.C.3.
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Table 4: HHI Results in the Post-ACP Winter-Average Scenario

Market Share HHI Contribution

Piedmont 15%
Duke 7%
AGL Resources Inc 14%
BNP Paribas 1%
BP 17%
ConocoPhillips 1%
Dominion Resources Inc 31%
EDF 1%
JP Morgan 2%
Patriots Energy Group 2%
Southern Co 3%
Talen Energy Corporation 2%
Tenaska 1%
Pre-Merger HHI Total 100%

Post-Merger Change in HHI
Post-Merger HHI Total

231
46
203
0
277
1
992

= O O Ul O -

1,776

207
1,983

Note: Table shows the 11 holders of Transco capacity rights excluding Duke and Piedmont
whose capacity share (net position relative to their gas obligations) is greater than 0.5%.
Some firms may appear to have non-zero capacity share but zero HHI contribution due to

rounding.

We also perform a sensitivity analysis that examines the potential effects of Transco’s Atlantic
Sunrise Expansion project (“Atlantic Sunrise”). If approved by FERC, this project would increase
the amount of deliverable gas from various delivery points along Transco’s Leidy Line (in Zone 6)
to Station 85 (Zone 4) by approximately 850,000 Dth/d.?* The project is scheduled to be online

by July 2017.%0

2 The entire project maximum capacity is approximately 1.7 million Dth/d, of which 500,000 Dth/d is
for delivery in Pennsylvania, 350,000 Dth/d is for delivery to the Cove Point LNG facility in Zone 5,
and the remaining 850,000 Dth/d is for delivery in Zone 4. We exclude the Cove Point capacity as it
is an export facility and the Pennsylvania capacity because it is outside Zone 5. Transcontinental Gas
Pipe Line Company, LLC., Application for Certificate of Public Convenience and Necessity (Atlantic

Sunrise Project), Docket No. CP15-138, March 31, 2015, p. 10.
0 Id,p.21.
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Unlike the ACP, which terminates in the market area, Atlantic Sunrise primarily provides
delivery points in Transco’s Zone 4. The subscribers to Atlantic Sunrise’s capacity are largely gas
producers and marketers. Consequently, the full amount of the project’s Zone 4 capacity is
unlikely to be used to deliver into Zone 5. For the subscriptions with delivery points in Zone 4,
we therefore conservatively scale each shipper’s contract volume by the ratio of historical
deliveries into Zone 5 to the total amount of Zone 5 Firm Pass-through Path capacity, which is
approximately 47%. In the Winter-Average scenario, this sensitivity case results in a Post-
Merger HHI of 1,592 and a Transaction-related change in HHI of 162, as shown in Table 5.

THE BrattIeGROUP 20



Table 5: Sensitivity HHI Results
With Atlantic Sunrise in the Post-ACP Winter-Average Scenario

Sensitivity
Market Share HHI Contribution

Piedmont Natural Gas Co Inc 13% 180
Duke Energy Corp 6% 36
AGL Resources Inc 13% 158
Anadarko Petroleum Corp 1% 0
BNP Paribas 1% 0
BP 15% 215
Chief Oil & Gas LLC 6% 34
ConocoPhillips 1% 1
Dominion Resources Inc 28% 773
EDF 1% 1
JP Morgan 2% 4
National Fuel Gas Company 3% 7
Patriots Energy Group 2% 4
Southern Co 3% 9
Southwestern Energy Services Company 1% 0
Talen Energy Corporation 2% 5
Tenaska 1% 1
WGL Holdings Inc 1% 0
Pre-Merger HHI Total 100% 1,431
Post-Merger Change in HHI 162
Post-Merger HHI Total 1,592

Note: Table shows the 16 holders of Transco capacity rights other than Duke and Piedmont
whose capacity share (net position relative to their gas obligations) is greater than 0.5%.
Some firms may appear to have non-zero capacity share but zero HHI contribution due to
rounding.

In this sensitivity scenario, the post-Transaction HHI is slightly above 1,500. This post-
Transaction HHI level is lower than the HHI in the Post-ACP without Atlantic Sunrise scenario
due to an increase in supply from the Atlantic Sunrise project.

THE BrattIeGROUP 91
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REGULATORY CONDITIONS

These Regulatory Conditions set forth commitments made by Duke Energy and
its public utility subsidiaries, Duke Energy Carolinas, LLC (DEC), Duke Energy
Progress. LLC (DEP), and Piedmont Natural Gas Company, Inc. (Piedmont) as a
precondition of approval of the application by Duke Energy and Piedmont pursuant to
G.S. 62-111(a) for authority to engage in their proposed business combination
transaction. These Regulatory Conditions, which become effective only upon closing of
the Merger, shall apply jointly and severally to Duke Energy, DEC, DEP, and Piedmont,
and shall be interpreted in the manner that most effectively fulfills the Commission’s
purposes as set forth in the preamble to Section Il of these Regulatory Conditions.

SECTION |
DEFINITIONS

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

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

Affiliate Contract: Any contract or agreement (a) between and among any of the
Affiliates, including DEC, DEP, and Piedmont, if such contracts are reasonably likely
to have an Effect on DEC's, DEP’s or Piedmont’'s Rates or Service, including
contracts with proposed Affiliates. Such contracts and agreements include, but are
not limited to, service, operating, interchange, pooling, wholesale power sales
agreements and agreements involving financings and asset transfers and sales, and
the Joint Dispatch Agreement.

Catawba Joint Owners: The North Carolina Electric Membership Corporation,
North Carolina Municipal Power Agency No. 1, and Piedmont Municipal Power
Agency. For purposes of these Regulatory Conditions, DEC is not included in the
definition of Catawba Joint Owners.

Code of Conduct: The minimum guidelines and rules approved by the Commission
that govern the relationships, activities, and transactions between and among the
public utility operations of DEC, DEP, Piedmont, Duke Energy, the other Affiliates of



DEC, DEP, and Piedmont, and the Nonpublic Utility Operations of DEC, DEP, and
Piedmont, as those guidelines and rules may be amended by the Commission from
time to time.

Commission: The North Carolina Utilities Commission.

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

DEBS: Duke Energy Business Services, LLC, and its successors, which is a service
company Affiliate that provides Shared Services to DEC, DEP, Piedmont, Duke
Energy, other Affiliates, or the Nonpublic Utility Operations of DEC, DEP or
Piedmont, singly or in any combination.

DEC: Duke Energy Carolinas, LLC, the business entity, wholly owned by Duke
Energy, that holds the franchise granted by the Commission to provide Electric
Services within DEC’s North Carolina service territory and that engages in public
utility operations, as defined in G.S. 62-3(23), within the State of North Carolina.

DEP: Duke Energy Progress. LLC, the business entity wholly owned by Duke Energy
that holds the franchises granted by the Commission to provide Electric Services
within the DEP’s North Carolina service territory and that engages in public utility
operations, as defined in G.S. 62-3(23) within the State of North Carolina.

Duke Energy: Duke Energy Corporation, which is the current holding company
parent of DEC, DEP, and Piedmont, and any successor company.

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

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

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

FERC: The Federal Energy Regulatory Commission.



Fully Distributed Cost: All direct and indirect costs, including overheads and an
appropriate cost of capital, incurred in providing goods or services to another
business entity; provided, however, that (a) for each good and service supplied by or
from DEC, DEP, or Piedmont, the return on common equity utilized in determining
the appropriate cost of capital shall equal the return on common equity authorized by
the Commission in the supplying utility’s most recent general rate case proceeding,
(b) for each good and service supplied to DEC, DEP, or Piedmont the appropriate
cost of capital shall not exceed the overall cost of capital authorized in the supplying
utility’s most recent general rate case proceeding; and (c) for each good and service
supplied by or from DEC, DEP, or Piedmont to each other, the return on common
equity utilized in determining the appropriate cost of capital shall not exceed the
lower of the returns on common equity authorized by the Commission in DEC's,
DEP’s, or Piedmont’'s most recent general rate case proceedings.

JDA: Joint Dispatch Agreement, which is the agreement as filed with the
Commission in Docket Nos. E-7, Sub 986, and E-2, Sub 998, on June 22, 2011, and as
amended and refiled on June 12, 2012.

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

Merger: All transactions contemplated by the Agreement and Plan of Merger
between Duke Energy and Piedmont.

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

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

Non-Native Load Sales: DEC’s or DEP’s sales of energy at wholesale, not including
transactions between DEC and DEP pursuant to the JDA and not including service to
customers served at Native Load Priority.

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

Non-Utility Affiliate: Any Affiliate, including DEBS, other than a Utility Affiliate, DEC,
DEP, or Piedmont.



Progress Energy: Progress Energy, Inc., which is the former holding company
parent of DEP and is a subsidiary of Duke Energy, and any successors.

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

Public Staff: The Public Staff of the North Carolina Utilities Commission.
PUHCA 2005: The Public Utility Holding Company Act of 2005.

Purchased Power Resources: Purchases of energy by DEC or DEP at wholesale
from sellers other than each other, the contract terms for which are one year or longer.

Retail Native Load Customers: The captive retail Customers of DEC and DEP in
North Carolina for which DEC and DEP have the obligation under North Carolina law
to engage in long-term planning and to supply all Electric Services, including
installing or contracting for capacity, if needed, to reliably meet their electricity
needs.

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

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

Utility Affiliates: The regulated public utility operations of Duke Energy Indiana,
LLC (Duke Indiana), Duke Energy Kentucky, Inc. (Duke Kentucky), Florida Power
Corporation, d/b/a Duke Energy Florida, LLC (DEF), and Duke Energy Ohio, Inc.
(Duke Ohio).

SECTION I
AUTHORITY, SCOPE, AND EFFECT

These Regulatory Conditions are based on the general power and authority
granted to the Commission in Chapter 62 of the North Carolina General Statutes to
control and supervise the public utilities of the State. The Regulatory Conditions (a)
constitute specific exercises of the Commission's authority, (b) provide mechanisms



that enable the Commission to determine in advance the extent of its authority and
jurisdiction over proposed activities of, and transactions involving, DEC, DEP,
Piedmont, Duke Energy, other Affiliates or Nonpublic Utility Operations, and (c)
protect the Commission's jurisdiction from federal preemption and its effects. The
purpose of these Regulatory Conditions is to ensure that DEC’s and DEP’s Retail
Native Load Customers and Piedmont Customers (a) are protected from any known
adverse effects from the Merger, (b) are protected as much as possible from potential
costs and risks resulting from the Merger, and (c) receive sufficient known and expected
benefits to offset any potential costs and risks resulting from the Merger. These
Regulatory Conditions are not intended to impose legal obligations on entities in
which Duke Energy does not directly or indirectly have a controlling voting interest,
or to affect any rights of any party to participate in subsequent proceedings.

2.1  Waiver of Certain Federal Rights. Pursuant to these conditions, DEC, DEP,
Piedmont, Duke Energy, and other Affiliates waive certain of their federal rights as
specified in these Regulatory Conditions, but do not otherwise agree that the
Commission has authority other than as provided for in Chapter 62.

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

2.3 Waiver Request. DEC, DEP, Piedmont, Duke Energy, and other Affiliates
may seek a waiver of any aspect of these Regulatory Conditions by filing a request
with the Commission showing that circumstances in a particular case justify such a
waiver.

SECTION I
PROTECTION FROM PREEMPTION

The following Regulatory Conditions are intended to protect the jurisdiction of
the Commission against the risk of federal preemption as a result of the Merger,
including risks related to agreements and transactions between and among DEC,
DEP, Piedmont, and any of their Affiliates; financing transactions involving Duke
Energy, DEC, DEP, or Piedmont, and any other Affiliate; the ownership, use, and
disposition of assets by DEC, DEP, or Piedmont; participation in the wholesale
market by DEC or DEP; and filings with federal regulatory agencies.

3.1 Transactions between DEC, DEP, Piedmont, and Other Affiliates; Affiliate
Contract Provisions; Advance Notice of Affiliate Contracts to Be Filed with the
FERC: Annual Certification.




(a)

(b)

(c)

DEC, DEP, or Piedmont shall not engage in any transactions with an
Affiliate or proposed Affiliate without first filing, consistent with the
requirements of G.S. 62-153(a) or (b), the Affiliate Contract or proposed
Affiliate Contract with the Commission that memorializes any such
dealings and taking such actions and obtaining from the Commission
such decisions as are required under North Carolina law. DEC, DEP,
or Piedmont shall submit each Affiliate Contract or proposed Affiliate
Contract that will be filed pursuant to G.S. 62-153(a) or (b) to the Public
Staff for informal review at least ten days before filing it with the
Commission. No formal advance notice is required for agreements that
DEC, DEP or Piedmont intends to file pursuant to G.S. 62-153 unless
the agreements are to be filed with the FERC, in which case subsection

(c) applies.

All Affiliate Contracts to which DEC, DEP, or Piedmont is a party shall
contain the following provisions:

0] DEC, DEP, or Piedmont may not seek to reflect in rates any (A)
costs incurred under the agreement exceeding the amount
allowed by the Commission or (B) revenue level earned under
the agreement less than the amount imputed by the Commission;
and

(i) DEC, DEP, or Piedmont shall not assert in any forum — whether
judicial, administrative, federal, state, local or otherwise — either on
its own initiative or in support of another entity’s assertions, that the
Commission's authority to assign, allocate, impute, make pro-
forma adjustments to, or disallow revenues and costs for retail
ratemaking and regulatory accounting and reporting purposes is,
in whole or in part, (A) preempted by Federal Law or (B) not within
the Commission’s power, authority or jurisdiction; DEC, DEP,
Piedmont, or any combination of the three, will bear the full risk of
any preemptive effects of Federal Law with respect to the
agreement.

To enable the Commission to determine its authority and jurisdiction, as
outlined in Chapter 62 of the North Carolina General Statutes, over a
proposed Affiliate Contract, a contract with a proposed Affiliate, or an
amendment to an existing Affiliate Contract that involves costs that will
be assigned to DEC, DEP, or Piedmont and that is required or intended
to be filed with the FERC, the following procedures shall apply:

0] DEC, DEP, or Piedmont shall file advance notice and a copy of
the proposed Affiliate Contract, a contract with a proposed
Affiliate, or an amendment to an existing Affiliate Contract with
the Commission at least 30 days prior to a filing with the FERC.



3.2

(d)

(e)

All Affiliate Contracts, contracts with a proposed Affiliate, or
amendments to existing Affiliate Contracts filed with the advance
notice under Regulatory Condition 3.1(c) shall be unexecuted at
the time of filing and remain unexecuted for the duration of the
advance notice period. A copy shall be provided to the Public
Staff at the time of the filing. The provisions of Regulatory
Condition 13.2 shall apply to an advance notice filed pursuant to
this Regulatory Condition.

(i) If an objection to DEC, DEP, or Piedmont proceeding with the
filing with the FERC is filed pursuant this Regulatory Condition,
the proposed filing shall not be made with the FERC until the
Commission issues an order resolving the objection.

(i)  Filings of advance notices and copies of proposed Affiliate
Contracts, a contract with a proposed Affiliate, and amendments
to existing Affiliate Contracts pursuant to this subsection shall be
in addition to filings required by G.S. 62-153, and the burden of
proof as to those filings shall be as provided by statute.

DEC, DEP and Piedmont shall each certify in a filing with the
Commission that (i) it has not made any filing with the FERC or any
other federal regulatory agency inconsistent with the foregoing and (ii)
Duke Energy, any other Affiliate and any Nonpublic Utility Operation
has not made any such filing. Such certification shall be repeated
annually on the anniversary of the first certification.

In the event the FERC or any other federal regulatory agency requires
modification of a proposed Affiliate Contract to omit any of the
provisions of Condition 3.1(b) as a condition of acceptance or approval
by that agency, DEC, DEP and/or Piedmont shall remain bound by
those provisions for state regulatory purposes.

Financing Transactions Involving DEC, DEP, Piedmont, Duke Energy, or

Other Affiliates.

(a)

(b)

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

With respect to any financing transaction (i) between and among any of
the Affiliates if such contracts are reasonably likely to have an Effect on



DEC's, DEP’s or Piedmont’s Rates or Service, or (ii) between or among
DEC, PEC, and Piedmont or between DEC, DEP, or Piedmont and any
other Affiliate, any contract memorializing such transaction shall
expressly provide that DEC, DEP, or Piedmont shall not include the
effects of any capital structure or debt or equity costs associated with
such financing transaction in its North Carolina retail cost of service or
rates except as allowed by the Commission.

3.3 Ownership and Control of Assets Used by DEC, DEP and Piedmont to Supply

Electric Power or Natural Gas Services to North Carolina Customers; Transfer

of Ownership or Control.

(a)

(b)

(d)

With respect to the transfer by DEC, DEP, or Piedmont to any entity,
affiliated or not, of the control of, operational responsibility for, or
ownership of generation, transmission, or distribution assets with a
gross book value in excess of ten million dollars ($10 million), DEC,
DEP or Piedmont shall provide written notice to the Commission at
least 30 days in advance of the proposed transfer. The provisions of
Regulatory Condition 13.2 shall apply to an advance notice filed
pursuant to this Regulatory Condition.

Any contract memorializing such a transfer shall include the following
language:

0] DEC, DEP, or Piedmont may not commit to or carry out the
transfer except in accordance with applicable law, and the rules,
regulations and orders of the Commission promulgated
thereunder; and

(i) DEC, DEP, and Piedmont may not include in its North Carolina
cost of service or rates the value of the transfer, whether or not
subject to federal law, except as allowed by the Commission in
accordance with North Carolina law.

Any application filed with the FERC in connection with any transfer of
control, operational responsibility, or ownership that involves or
potentially affects DEC, DEP, or Piedmont shall include the language
set forth in subdivisions (c)(i) and (ii), above.

3.4 Purchases and Sales of Electricity and Natural Gas between DEC, DEP,

Piedmont, Duke Energy, Other Affiliates, or Nonpublic Utility Operations. Subject to

additional restrictions set forth in the Code of Conduct, DEC, DEP, or Piedmont shall
not purchase electricity (or related ancillary services) or natural gas from Duke
Energy, another Affiliate, or a Nonpublic Utility Operation under circumstances where
the total all-in costs, including generation, transmission, ancillary costs, distribution,
taxes and fees, and delivery point costs, incurred (whether directly or through



allocation), based on information known, anticipated, or reasonably available at the
time of purchase, exceed fair Market Value for comparable service, nor shall DEC,
DEP, or Piedmont sell electricity (or related ancillary services) or natural gas to Duke
Energy, another Affiliate, or a Nonpublic Utility Operation for less than fair Market
Value; provided, however, that such restrictions shall not apply to emergency
transactions. This condition shall not apply to transactions between DEC and DEP
that are governed by the JDA.

3.5 Least Cost Integrated Resource Planning and Resource Adequacy. This
Regulatory Condition does not apply to Piedmont. DEC and DEP shall each retain
the obligation to pursue least cost integrated resource planning for their respective
Retail Native Load Customers and remain responsible for their own resource
adequacy subject to Commission oversight in accordance with North Carolina law.
DEC and DEP shall determine the appropriate self-built or purchased power
resources to be used to provide future generating capacity and energy to their
respective Retail Native Load Customers, including the siting considered appropriate
for such resources, on the basis of the benefits and costs of such siting and
resources to those Retail Native Load Customers.

3.6 Priority of Service.

(@)  This Regulatory Condition does not apply to Piedmont.

(b) The planning and joint dispatch of DEC’'s system generation and
Purchased Power Resources shall ensure that DEC’s Retail Native
Load Customers receive the benefits of that generation and those
resources, including priority of service, to meet their electricity needs
consistent with the JDA. DEC shall continue to serve its Retail Native
Load Customers with the lowest-cost power it can reasonably generate
or obtain as Purchase Power Resources before making power available
for sales to customers that are not entitled to the same level of priority
as Retail Native Load Customers.

(c) The planning and joint dispatch of DEP’s system generation and
Purchase Power Resources shall ensure that DEP’s Retail Native Load
Customers receive the benefits of that generation and those resources,
including priority of service, to meet their electricity needs consistent
with the JDA. DEP shall continue to serve its Retail Native Load
Customers with the lowest-cost power it can reasonably generate or
obtain as Purchase Power Resources before making power available
for sales to customers that are not entitled to the same level of priority
as Retail Native Load Customers.

3.7 Wholesale Power Contracts Granting Native Load Priority.




(a)
(b)

(b)

This Regulatory Condition does not apply to Piedmont.

DEC is not required to file an advance notice with the Commission or
receive its approval prior to entering into wholesale power contracts
that grant Native Load Priority to the following historically served
customers: the City of Concord, North Carolina; the City of Kings
Mountain, North Carolina; the Town of Dallas, North Carolina; the Town
of Forest City, North Carolina; Lockhart Power Company; the Public
Works Commission of the Town of Due West, South Carolina; the Town
of Prosperity, South Carolina; the City of Greenwood, South Carolina;
the Town of Highlands; North Carolina; Western Carolina University
(WCU); the electric membership cooperatives (EMCs) within DEC's
control area; North Carolina Municipal Power Agency No. 1; Piedmont
Municipal Power Agency; New River Light & Power Company; and the
South Carolina distribution cooperatives historically served by Saluda
River Electric Cooperative, Inc., and currently served by Central Electric
Power Cooperative, Inc. (which are Blue Ridge Electric Cooperative,
Inc., Broad River Electric Cooperative Inc., Laurens Electric
Cooperative, Inc., Little River Electric Cooperative, Inc., and York
Electric Cooperative, Inc.). Subject to the conditions set out in
Regulatory Condition 3.8, the retail native loads of these historically
served wholesale customers shall be considered DEC's Retail Native
Load Customers for purposes of Regulatory Conditions 3.5, 3.6, and
4.5; provided, however, that this subsection applies only to the same
types of supplemental load and backstand requirements services that
were historically provided to the Catawba Joint Owners under the
Catawba Interconnection Agreements between DEC and the Catawba
Joint Owners prior to 2001, which, for the North Carolina Electric
Membership Corporation, only includes the EMCs within DEC's control
area.

DEP is not required to file an advance notice with the Commission or
receive its approval prior to entering into wholesale power contracts that
grant Native Load Priority to the Public Works Commission of the City of
Fayetteville, North Carolina; the Town of Waynesville, North Carolina; the
City of Camden, South Carolina; the French Broad Electric Membership
Corporation; the North Carolina Eastern Municipal Power Agency; the
electric membership cooperatives (EMCs) within PEC’s control area,
whether served through the North Carolina Electric Membership
Corporation (NCEMC) or individually; the Town of Black Creek, North
Carolina; the Town of Lucama, North Carolina; the Town of Stantonsburg,
North Carolina; the Town of Sharpsburg, North Carolina; and the Town of
Winterville, North Carolina. Subject to the conditions set out in Regulatory
Condition 3.8, the retail native loads of these historically served wholesale
customers shall be considered PEC’s Retail Native Load Customers for
purposes of Regulatory Conditions 3.5, 3.6, and 4.5.
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3.8

Additional Provisions Reqgarding Wholesale Contracts Entered into by DEC or

DEP as Sellers.

(a)
(b)

(c)

(d)

This Regulatory Condition does not apply to Piedmont.

The Commission retains the right to assign, allocate, impute, and make
pro-forma adjustments with respect to the revenues and costs
associated with both DEC's or DEP’s wholesale contracts for retail
ratemaking and regulatory accounting and reporting purposes.

Entry into wholesale contracts that grant Native Load Priority or
otherwise obligate DEC or DEP to construct generating facilities or
make commitments to purchase capacity and energy to meet those
contractual commitments constitutes acceptance by DEC, DEP, Duke
Energy, and other Affiliates or Nonpublic Utility Operations thereof of
the risks that investments in generating facilities or commitments to
purchase capacity and energy to meet such contractual commitments
and maintain an adequate reserve margin throughout the term of such
contracts may become uneconomic sunk costs that are not recoverable
from DEC's or DEP’s respective Retail Native Load Customers. In a
future Commission retail proceeding in which cost recovery is at issue,
neither DEC nor DEP shall claim that it does not bear this risk, and both
DEC and DEP shall acknowledge that the Commission retains full
authority under Chapter 62 to disallow such costs as not used and
useful and to allocate, impute, or assign such costs away from Retail
Native Load Customers. For purposes of this condition, capacity will be
considered used and useful and not excess capacity to the extent the
Commission determines such capacity is needed by DEC or DEP to
meet the expected peak loads of DEC's or DEP’s respective Retail
Native Load Customers in the near term future plus a reserve margin
comparable to that currently being used or otherwise considered
appropriate by the Commission. Neither DEC, DEP, Duke Energy, nor
any other Affiliate shall assert in any forum — whether judicial,
administrative, federal, state, local or otherwise — either on its own
initiative or in support of any other entity’s assertions that the
Commission is preempted from taking the actions contemplated in this
subsection.

Neither DEC, nor DEP, nor Duke Energy, nor other Affiliate shall assert
in any forum — whether judicial, administrative, federal, state, local or
otherwise — either on its own initiative or in support of any other entity’s
assertions that (i) transactions entered into pursuant to DEC's or DEP’s
cost- or market-based rate authority or (ii) the filing with, or acceptance
for filing by, the FERC of any wholesale power contract to which either
is a party establishes or implies a cost allocation methodology that is
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3.9

binding on the Commission, requires the pass-through of any costs or
revenues under the filed rate doctrine, or preempts the Commission's
authority to assign, allocate, impute, make pro-forma adjustments to, or
disallow the revenues and costs associated with, DEC's or DEP’s
wholesale contracts for retail ratemaking and regulatory accounting and
reporting purposes.

(e) Neither DEC, nor DEP, nor Duke Energy, nor other Affiliate shall assert
in any forum — whether judicial, administrative, federal, state, local or
otherwise — either on its own initiative or in support of any other entity’s
assertions that the exercise of authority by the Commission to assign,
allocate, impute, make pro-forma adjustments to, or disallow the costs
and revenues associated with DEC's or DEP’s wholesale contracts for
retail ratemaking and regulatory accounting and reporting purposes in
itself constitutes an undue burden on interstate commerce or otherwise
violates the Commerce Clause of the United States Constitution. DEC
and DEP, however, retain the right to argue that a specific exercise of
authority by the Commission violates the Commerce Clause based
upon specific evidence of undue interference with interstate commerce.

(f) Except as provided in the foregoing conditions, DEC and DEP retain
the right to challenge the lawfulness of any order issued by the
Commission in connection with the assignment, allocation, imputation,
pro-forma adjustments to, or disallowances of the revenues and costs
associated with DEC's or DEP’s wholesale contracts for retail
ratemaking and regulatory accounting and reporting purposes on any
other grounds, including but not limited to the right outlined in G.S. 62-
94(b).

Other Protections.

(a) DEC, DEP, Piedmont, Duke Energy, another Affiliate, or a Nonpublic Utility

Operation shall not assert in any forum — whether judicial, administrative,
federal, state, local or otherwise — either on its own initiative or in support of
any other entity’s assertions that approval by the FERC of market-based
rates, transfers of generating facilities, or any matter that involves Affiliates in
any way preempts the Commission's authority to determine the
reasonableness or prudence of DEC's, DEP’s, or Piedmont’s decisions with
respect to supply-side resources, demand-side management, or any other
aspect of resource adequacy.

(b) No agreement shall be entered into, nor shall any filing be made with the

FERC, by or on behalf of DEC or DEP that alters DEC's or DEP’s obligations
with respect to these Regulatory Conditions, absent explicit approval of the
Commission. This Regulatory Condition does not apply to Piedmont.
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(c) Any contract or filing regarding DEC's or DEP’s membership in or withdrawal

from an RTO or comparable entity must be contingent upon state regulatory
approval. This Regulatory Condition does not apply to Piedmont.

(d) Consistent with G.S. 62-153, DEC, DEP, and Piedmont shall file with the

Commission any proposed substantive revisions to any Affiliate agreement to
which one of them is a party.

(e) DEC, DEP, and Piedmont shall obtain Commission approval before DEBS is

(f)

sold, transferred, merged with any other entities, has any ownership interest
therein changed, or otherwise changed so that a change of control could occur.
This requirement does not apply to any movement of DEBS within the Duke
Energy holding company system that does not constitute a change of control.

DEC, DEP, and Piedmont may participate in joint comments and other joint
filings with Affiliates only when such participation fully complies with both the
letter and the spirit of the Regulatory Conditions. Any filing made by DEBS on
behalf of DEC, DEP, or Piedmont must clearly identify DEBS as an agent of
DEC, DEP, or Piedmont for purposes of making the filing.

(9) Neither DEC, DEP, Piedmont, Duke Energy, another Affiliate, nor a Nonpublic

Utility Operation shall make any assertion or argument either on its own
initiative or in support of any other entity’s assertions in any forum — whether
judicial, administrative, federal, state, or otherwise — with respect to any
contract, transaction, or other matter in which DEC, DEP or Piedmont is
involved or proposes to be involved or any contract, transaction, or matter
involving or proposed to involve Duke Energy, any other Affiliate, or any
Nonpublic Utility Operation that may have an Effect on DEC's, DEP’s or
Piedmont’s Rates or Service, that the Commission is in any way preempted, in
whole or in part, by Federal Law, or is acting beyond the Commission’s power,
authority or jurisdiction, in exercising its authority under Chapter 62 of the
North Carolina General Statutes as follows:

0] reviewing the reasonableness of any Affiliate commitment
entered into or proposed to be entered into by DEC, DEP, or
Piedmont, or disallowing the costs of, or imputing revenues
related to such commitment to, DEC, DEP, or Piedmont:

(i) exercising its authority over financings or setting rates based on
the capital structure, corporate structure, debt costs, or equity
costs that it finds to be appropriate for retail ratemaking
purposes;

(i) reviewing the reasonableness of any commitment entered into or

proposed to be entered into by DEC, DEP, or Piedmont to
transfer an asset;
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(iv)  mandating, approving, or otherwise regulating a transfer of
assets;

(v)  scrutinizing and establishing the value of any asset transfers for
the purpose of determining the rates for services rendered to
DEC's or DEP’s Retail Native Load Customers or Piedmont’s
Customers; or

(vi)  exercising any other lawful authority it may have.

Should any other entity so assert, neither DEC, DEP, or
Piedmont Duke Energy, other Affiliates, nor the Nonpublic Utility
Operations shall support any such assertion and shall, promptly
upon learning of such assertion, advise and consult with the
Commission and the Public Staff regarding such assertion.

(viiy DEC, DEP, Piedmont, Duke Energy, other Affiliates, and the
Nonpublic Utility Operations shall (A) bear the full risk of any
preemptive effects of Federal Law with respect to any contract,
transaction, or commitment entered into or made or proposed to
be entered into or made by DEC, DEP, Piedmont, or which may
otherwise affect DEC's, DEP’s Piedmont’s operations, service, or
rates and (B) shall take all actions as may be reasonably
necessary and appropriate to hold North Carolina ratepayers
harmless from rate increases, foregone opportunities for rate
decreases or any other adverse effects of such preemption.
Such actions include, but are not limited to, filing with and
making reasonable efforts to obtain approval from the FERC or
other applicable federal entity of such commitments as the
Commission deems reasonably necessary to prevent such
preemptive effects.

3.10 EERC Filings and Orders. In addition to the filing requirements of
Commission Rule R8-27 and all other applicable statutes and rules, DEC and DEP
shall, on a quarterly basis, file with the Commission the following: (a) a list of all
active dockets at the FERC, including a sufficient description to identify the type of
proceeding, in which DEC, DEP, Duke Energy, DEBS is a party, with new
information in each quarterly filing tracked; and (b) a list of the periodic reports filed by
DEC, DEP, Duke Energy, or DEBS with the FERC, including sufficient information to
identify the subject matter of each report and how each report can be accessed. These
filings shall be made in Docket Nos. E-7, Sub 1100 _, and E-2, Sub 1095 , as
appropriate, and updated regularly. In addition, DEC and DEP shall serve on the
Public Staff all filed cost-based and market-based wholesale agreements and
amendments; all filings related to their Joint Open Access Transmission Tariff;
interconnection agreements and amendments; and any other filings made with the
FERC, to the extent these other filings are reasonably likely to have an Effect on
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DEC's or DEP’s Rates or Service. This Regulatory Condition does not apply to
Piedmont as relevant FERC-related information is required to be filed with the
Commission in annual gas cost prudence reviews.

SECTION IV
JOINT DISPATCH

The Regulatory Conditions in Section IV do not apply to Piedmont. They are
intended to prevent the jurisdiction and authority of the Commission from being
preempted as a result of the JDA, to ensure that DEC’s and DEP’s Retail Native Load
Customers receive adequate benefits from the JDA, and to ensure that both joint
dispatch costs and the sharing of cost savings can be appropriately audited. The
Regulatory Conditions set forth in Section 11l and the Regulatory Conditions in Section V
to the extent they are relevant to Affiliate Contracts also apply to the JDA.

4.1 Conditional Approval and Notification Requirement. DEC and DEP
acknowledge that the Commission’s approval of the merger and the transfer of
dispatch control from DEP to DEC for purposes of implementing the JDA and any
successor document is conditioned upon the JDA or successor document never
being interpreted as providing for or requiring: (a) a single integrated electric system,
(b) a single BAA, control area or transmission system, (c) joint planning or joint
development of generation or transmission, (d) DEC or DEP to construct generation
or transmission facilities for the benefit of the other, (e) the transfer of any rights to
generation or transmission facilities from DEC or DEP to the other, or (f) any
equalization of DEC’s and DEP’s production costs or rates. |If, at any time, DEC,
DEP or any other Affiliate learns that any of the foregoing interpretations are being
considered, in whatever forum, they shall promptly notify and consult with the
Commission and the Public Staff regarding appropriate action.

4.2  Advance Notice Required. To the extent that DEC and DEP desire to engage
in any of items (a) through (f) listed in Regulatory Condition 4.1, above, DEC and
DEP shall file advance notice with the Commission at least 30 days prior to taking
any action to amend the JDA or a successor document or to enter into a separate
agreement. The provisions of Regulatory Condition 13.2 shall apply to an advance
notice filed pursuant to this Regulatory Condition.

4.3 Function in DEC or DEP. The joint dispatch function, as provided in the JDA
or in a successor document, shall be performed by employees of either DEC or DEP.

4.4  No Limitation on Obligations. DEC and DEP acknowledge that nothing in the
JDA or any successor document is intended to alter DEC’s and DEP’s public utility
obligations under North Carolina law or to provide for joint dispatch in a fashion that
is inconsistent with those obligations, including, without limitation, the following: (a)
DEC'’s obligation to plan for and provide least cost electric service to its Retail Native
Load Customers and DEP’s obligation to plan for and provide least cost electric
service to its Retail Native Load Customers; (b) DEC’s obligation to serve its Retail
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Native Load Customers with the lowest cost power it can reasonably generate or
purchase from other sources, before making power available for Non-Native Load
Sales; and (c) DEP’s obligation to serve its Retail Native Load Customers with the
lowest cost power it can reasonably generate or purchase from other sources, before
making power available for Non-Native Load Sales.

4.5 Protection of Retail Native Load Customers. All joint dispatch and other
activities pursuant to the proposed JDA or successor document shall be performed
in such a manner as to (a) ensure the reliable fulfilment of DEC's and DEP’s
respective service obligations to their Retail Native Load Customers, (b) fulfill each
utility’s obligation to serve its own Retail Native Load Customers with its lowest cost
generation; and (c) minimize the total costs incurred by DEC and DEP to fulfill their
respective obligations to their Retail Native Load Customers. In no event shall any
Non-Native Load Sales be made if, based upon information known, anticipated, or
reasonably available at the time a sale is made, any such sale results in higher fuel
and fuel-related costs or non-fuel O&M costs, on a replacement cost basis, than
would otherwise have been incurred unless the revenues credited from each such
sale more than offset the higher costs.

4.6 Treatment of Costs and Savings. DEC’s and DEP’s respective fuel and fuel-
related costs and non-fuel O&M costs, and the treatment of savings for retail
ratemaking purposes, shall be calculated as provided in the JDA, unless explicitly
changed by order of the Commission.

4.7 Required Records. DEC and DEP shall keep records related to the JDA or
any successor document as prescribed by the Commission and in such detail as
may be necessary to enable the Commission and the Public Staff to audit both the
actual joint dispatch costs and the sharing of cost savings.

4.8 Auditing of Negative Margins. DEC and DEP also shall keep records that
provide such detail as may be necessary to enable the Commission and the Public
Staff to audit the circumstances that cause any negative margin on a Non-Native
Load Sale or a negative transfer payment made pursuant to Section 7.5(a)(ii) of the
JDA.

4.9 Protection of Commission’s Authority. Neither DEC, DEP, nor any Affiliate
shall assert in any forum — whether judicial, administrative, federal, state, local or
otherwise — either on its own initiative or in support of any other entity’s assertions
that any aspect of the JDA or successor document is intended to diminish or alter the
jurisdiction or authority of the Commission over DEC or DEP, including, among other
things, the jurisdiction and authority of the Commission to do the following: (a)
establish the retail rates on a bundled basis for DEC or DEP, (b) to impose
regulatory accounting and reporting requirements, (c) impose service quality
standards, (d) require DEC and DEP to engage separately in least cost integrated
resource planning, and (e) issue certificates of public convenience and necessity for
new generating and transmission resources.
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4.10 Preventive Action Required. DEC, DEP, Duke Energy, and other Affiliates
shall take all necessary actions to prevent the generating facilities owned or
controlled by DEC or DEP from being considered by the FERC to be (a) part, or all,
of a power pool, (b) sufficiently integrated to be one integrated system, or (c)
otherwise fully subject to the FERC's jurisdiction, as the result of DEC’s and DEP’s
participation in the JDA or any successor document.

4.11 Moadification and Termination. DEC and DEP shall modify or terminate the
JDA if at any time following consummation of the Merger the Commission finds, after
notice and opportunity to be heard, that the JDA does not produce overall cost
savings for, or is otherwise not in the best interests of, the North Carolina ratepayers
of both DEC and DEP.

4.12 Hold Harmless Commitment. DEC and DEP shall take all actions as may be
reasonably appropriate and necessary to hold North Carolina retail ratepayers
harmless from any adverse rate impacts related to the JDA, including any trapped
costs resulting from actions taken or required by the FERC with respect to the JDA.

SECTION V
TREATMENT OF AFFILIATE COSTS AND RATEMAKING

The following Regulatory Conditions are intended to ensure that the costs
incurred by DEC, DEP, and Piedmont are properly incurred, accounted for, and
directly charged, directly assigned, or allocated to their respective North Carolina
retail operations and that only costs that produce benefits for DEC’s and DEP’s
respective Retail Native Load Customers and Piedmont’s Customers are included in
DEC’'s, DEP’s, and Piedmont’s North Carolina cost of service for ratemaking
purposes. The procedures set forth in Condition 13.2 do not apply to an advance
notice filed pursuant to this section.

5.1 Access to Books and Records. In accordance with North Carolina law, the
Commission and the Public Staff shall continue to have access to the books and
records of DEC, DEP, Piedmont, Duke Energy, other Affiliates, and the Nonpublic
Utility Operations.

5.2  Procurement or Provision of Goods and Services by DEC, DEP, or Piedmont
to or from Affiliates or Nonpublic Utility Operations. Except as to transactions
between and among DEC, DEP, and Piedmont, pursuant to filed and approved
service agreements and lists of services, and subject to additional provisions set forth
in the Code of Conduct, DEC, DEP, and Piedmont shall take the following actions in
connection with procuring goods and services for their respective utility operations
from Affiliates or Nonpublic Utility Operations and providing goods and services to
Affiliates or Nonpublic Utility Operations:
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5.3

(a)

(b)

()

DEC, DEP, and Piedmont each shall seek out and buy all goods and
services from the lowest cost qualified provider of comparable goods and
services, and shall have the burden of proving that any and all goods and
services procured from their Utility Affiliates, Non-Utility Affiliates, and
Nonpublic Utility Operations have been procured on terms and conditions
comparable to the most favorable terms and conditions reasonably
available in the relevant market, which shall include a showing that
comparable goods or services could not have been procured at a lower
price from qualified non-Affiliate sources or that DEC, DEP, and Piedmont
could not have provided the services or goods for itself on the same basis
at a lower cost. To this end, no less than every four years DEC, DEP, and
Piedmont shall perform comprehensive non-solicitation based
assessments at a functional level of the market competitiveness of the
costs for goods and services they receive from a Utility Affiliate, DEBS,
another Non-Utility Affiliate, and a Nonpublic Utility Operation, including
periodic testing of services being provided internally or obtained
individually through outside providers. To the extent the Commission
approves the procurement or provision of goods and services between
and among DEC, DEP, Piedmont, and the Utility Affiliates, those goods
and services may be provided at the supplier’s Fully Distributed Cost.

To the extent they are allowed to provide such goods and services, DEC,
DEP, and Piedmont shall have the burden of proving that all goods and
services provided by any one of them to Duke Energy, a Non-Utility
Affiliate, any other Affiliate, or a Nonpublic Utility Operation have been
provided on the terms and conditions comparable to the most favorable
terms and conditions reasonably available in the market, which shall
include a showing that such goods or services have been provided at the
higher of cost or market price. To this end, no less than every four years
DEC, DEP, and Piedmont shall perform comprehensive, non-solicitation
based assessments at a functional level of the market competitiveness of
the costs for goods and services provided by either of them to a Utility
Affiliate, DEBS, another Non-Utility Affiliate, any other Affiliate, and a
Nonpublic Utility Operation.

The periodic assessments required by subdivisions (a) and (b) of this
subsection may take into consideration qualitative as well as quantitative
factors. To the extent that comparable goods or services provided to
DEC, DEP, or Piedmont, or by DEC, DEP, or Piedmont are not
commercially available, this Regulatory Condition shall not apply.

Location of Core Utility Functions.

(@)

This Regulatory Condition does not apply to Piedmont.

18



(b)

(©)

(d)

(€)

(f)

(9)

Core utility functions are those functions related to Electric Services. The
employees performing these core utility functions will be DEC or DEP
employees and not service company employees of DEBS. Core utility
functions do not include services of a governance or corporate type nature
that have been traditionally provided by a service company, the specific
services listed on the service company agreement services list for DEC
and DEP filed with the Commission pursuant to Regulatory Condition No.
5.4(a) in Docket Nos. E-7, Sub 986A and E-2, Sub 998A and roles that
provide oversight to the enterprise and are not jurisdiction-specific
(Excluded functions).

All core utility functions employees charging 50% or more of their time to
DEC and DEP (separately or combined) should be in the payroll company
of either DEC or DEP and not on the payroll of an Affiliate such as DEBS.
If it is not readily determinable that a particular function is related to the
provision of Electric Services or is an Excluded Function, the appropriate
payroll company decision will be governed by whether 50% or more of the
affected group or individual employee’s time is charged to DEC or DEP.

DEC and DEP shall annually review core utility function employees
charging more than 50% of their time to DEC and DEP (separately or
combined) over a six-month period from January 1 to June 30. If DEC
and DEP determine that an employee performing a core utility function is
direct charging 50% or more of his or her time to DEC or DEP, that
employee should be transferred to DEC or DEP (if not already on the DEC
or DEP payroll). Conversely, if a DEC or DEP employee is charging less
than 50% of his or her time to DEC or DEP (separately or combined), and
the employee is not otherwise charging the larger portion of their time to
DEC or DEP, that employee should not be on the payroll of DEC or DEP.

DEC and DEP shall annually file, at least 90 days prior to January 1, a
report containing the results of the annual review and advance notice of
any transfers from DEC to DEP to another entity based on direct charging
results (Employee Payroll Transfer Report). New organizations and
reorganizations will be reflected in the Employee Payroll Transfer Reports.

If an employee transfer from DEC or DEP occurs during the middle of the
year, and that transfer involves the transfer of a core utility function to the
service company, the provisions of Regulatory Condition 10.1 will apply.

DEC and DEP may file a list of employees at the higher levels of
management (not including those levels of management that report
directly to the Chief Executive Officer for Duke Energy) for their core utility
functions that they propose to be DEBS employees in their annual filing.
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5.4  Service Agreements and Lists of Services.

€)) DEC, DEP, and Piedmont shall file pursuant to G.S. 62-153 final proposed
service agreements that authorize the provision and receipt of non-power
goods or services between and among DEC, DEP, Piedmont, their
Affiliates or Nonpublic Utility Operations, the list(s) of goods and services
that DEC, DEP, and Piedmont each intend to take from DEBS, and the
list(s) of goods and services DEC, DEP, and Piedmont intend to take from
each other and the Utility Affiliates , and the basis for the determination of
such list(s) and the elections of such services. All such lists that involve
payment of fees or other compensation by DEC, DEP, or Piedmont shall
require acceptance and authorization by the Commission, and shall be
subject to any other Commission action required or authorized by North
Carolina law and the Rules and orders of the Commission.

(b) DEC, DEP, and Piedmont shall take goods and services from an Affiliate
only in accordance with the filed service agreements and approved list(s)
of services. DEC, DEP, and Piedmont shall file notice with the
Commission in Docket Nos. E-7, Sub 1100 , E-2, Sub 1095 , and G-9,
Sub 682_, respectively, at least 15 days prior to making any proposed
changes to the service agreements or to the lists of services.

5.5 Charges for and Allocations of the Costs of Affiliate Transactions. To the
maximum extent practicable, all costs of Affiliate transactions shall be directly
charged. When not practicable, such costs shall be assigned in proportion to the
direct charges. If such costs are of a nature that direct charging and direct
assignment are not practicable, they shall be allocated in accordance with
Commission-approved allocation methods. The following additional provisions shall

apply:

(a) DEC, DEP, and Piedmont shall keep on file with the Commission a cost
allocation manual (CAM) with respect to goods or services provided by
DEC, DEP, or Piedmont, any Utility Affiliate, DEBS, any other Non-Ultility
Affiliate, Duke Energy, any other Affiliates, or any Nonpublic Utility
Operation to DEC, DEP, or Piedmont. Piedmont will adopt DEC’s and
DEP’s CAM.

(b)  The CAM shall describe how all directly charged, direct assignment, and
other costs for each provider of goods and services will be charged
between and among DEC, DEP, Piedmont, their Utility Affiliates, Non-
Utility Affiliates, Duke Energy, any other Affiliates, and the Nonpublic Utility
Operations, and shall include a detailed review of the common costs to be
allocated and the allocation factors to be used.

(©) The CAM shall be updated annually, and the revised CAM shall be filed
with the Commission no later than March 31 of the year that the CAM(Ss)
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are to be in effect. DEC, DEP, and Piedmont shall review the
appropriateness of the allocation bases every two years, and the results of
such review shall be filed with the Commission. Interim changes shall be
made to the CAM(s), if and when necessary, and shall be filed with the
Commission, in accordance with Regulatory Condition 5.6.

(d) No changes shall be made to the procedures for direct charging, direct
assigning, or allocating the costs of Affiliate transactions or to the method
of accounting for such transactions associated with goods and services
(including Shared Services provided by DEBS) provided to or by Duke
Energy, other Affiliates, and the Nonpublic Utility Operations until DEC,
DEP, or Piedmont has given 15 days’ notice to the Commission of the
proposed changes, in accordance with Regulatory Condition 5.6.

5.6  Procedures Regarding Interim Changes to the CAM or Lists of Goods and
Services for which 15 Days’ Notice Is Required. With respect to interim changes to
the CAM or changes to lists of goods and services, for which the 15 day notice to the
Commission is required, the following procedures shall apply: the Public Staff shall
file a response and make a recommendation as to how the Commission should
proceed before the end of the notice period. If the Commission has not issued an
order within 30 days of the end of the notice period, DEC or DEP may proceed with
the changes but shall be subject to any fully adjudicated Commission order on the
matter. The provisions of Regulatory Condition 13.2 do not apply to advance notices
filed pursuant to Regulatory Condition 5.5(c) and (d). Such advance notices shall be
filed in Docket Nos. E-7, Sub 1100 , E-2, Sub 1095 , and G-9, Sub 682 _.

5.7 Annual Reports of Affiliate Transactions. DEC, DEP, and Piedmont shall file
annual reports of affiliated transactions with the Commission in a format to be
prescribed by the Commission in Docket Nos. E-7, Sub 1100_, E-2, Sub 1095 , and
G-9, Sub 682 _. The report shall be filed on or before May 30 of each year, for
activity through December 31 of the preceding year. DEC, DEP, Piedmont, and
other parties may propose changes to the required affiliated transaction reporting
requirements and submit them to the Commission for approval, also in Docket Nos.
E-7, Sub 1100 _, E-2, Sub 1095 , and G-9, Sub 682_.

5.8 Third-party Independent Audits of Affiliate Transactions.

(a) No less often than every two years, a third-party independent audit shall be
conducted related to the affiliate transactions undertaken pursuant to Affiliate
agreements filed in accordance with Regulatory Condition 5.4 and of DEC's,
DEP’s, and Piedmont’s compliance with all conditions approved by the
Commission concerning Affiliate transactions, including the propriety of the
transfer pricing of goods and services between and/or among DEC, DEP,
Piedmont, other Affiliates, and all of the Nonpublic Utility Operations.
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(i)

(ii)

(iii)

The first audit shall begin two years from the date of the close of the
Merger. It shall include whether DEC's, DEP’s, and Piedmont’'s
transactions, services, and other Affiliate dealings pursuant to the
regulated utility-to-regulated utility service agreement and any other
utility to utility agreements are consistent with all of the conditions
related to affiliate dealings and the Code of Conduct and whether DEC,
DEP, and Piedmont have operated in accordance with those
conditions and Code of Conduct.

The second audit shall begin two years from the date of the
Commission’s order on the independent auditor’s final report on the
first audit or, if no such order is issued, two years from the date of such
final report. It shall include whether DEC’s, DEP’s and Piedmont’s
transactions, services, and other Affiliate dealings pursuant to the
Service Company Utility Service Agreement and other Affiliate
transactions other than transactions undertaken pursuant to regulated
utility to regulated utility service agreements are consistent with all of
the conditions related to affiliate dealings and the Code of Conduct and
whether DEC, DEP, and Piedmont have operated in accordance with
those conditions and Code of Conduct.

Thereafter, independent audits shall occur every two years from the
date of the Commission’s order on the immediately preceding
auditor’s final report or, if no such order is issued, two years from
the date of such final report. The subject matter of these audits
shall alternate between the subject matters for the second and third
independent audits. DEC, DEP, and Piedmont may request a
change in the frequency of the audit reports in future years, subject
to approval by the Commission.

(b) The following further requirements apply:

(i)

(ii)

The independent auditor shall have sufficient access to the books
and records of DEC, DEP, Piedmont, Duke Energy, other Affiliates,
and all of the Nonpublic Utility Operations to perform the audits.

For each audit, the Public Staff shall propose one or more
independent auditor(s). DEC, DEP, Piedmont and other parties
shall have an opportunity to comment and propose additional
auditors. Selection of the independent auditor shall be made by the
Commission. Any party proposing an independent auditor shall file
such auditor’s audit proposal with the Commission.

(i)  The independent auditor shall be supervised in its duties by the

Public Staff, and the auditor's reports shall be filed with the
Commission.
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5.9 Ongoing Review by Commission.

(@) The services rendered by DEC, DEP and Piedmont to their Affiliates and
Nonpublic Utility Operations and the services received by DEC, DEP, or
Piedmont from their Affiliates and Nonpublic Utility Operations pursuant to
the filed service agreements, the costs and benefits assigned or allocated
in connection with such services, and the determination or calculation of
the bases and factors utilized to assign or allocate such costs and
benefits, as well as DEC's, DEP’s, and Piedmont’'s compliance with the
Commission-approved Code of Conduct and all Regulatory Conditions,
shall remain subject to ongoing review. These agreements shall be
subject to any Commission action required or authorized by North
Carolina law and the Rules and orders of the Commission.

(b)  The service agreements, the CAM(s) and the assignments and allocations
of costs pursuant thereto, the biannual allocation factor reviews required
by Regulatory Condition 5.4(c), the list(s) and the goods and services
provided pursuant thereto, and any changes to these documents shall be
subject to ongoing Commission review, and Commission action if
appropriate.

5.10 Future Orders. For the purposes of North Carolina retail accounting, reporting,
and ratemaking, the Commission may, after appropriate notice and opportunity to be
heard, issue future orders relating to DEC's, DEP’s, or Piedmont’s cost of service as the
Commission may determine are necessary to ensure that DEC's, DEP’s and Piedmont’s
operations and transactions with their Affiliates and Nonpublic Utility Operations are
consistent with the Regulatory Conditions and Code of Conduct, and with any other
applicable decisions of the Commission.

5.11 Review by the FERC. Notwithstanding any of the provisions contained in these
Regulatory Conditions, to the extent the allocations adopted by the Commission when
compared to the allocations adopted by the other State commissions with ratemaking
authority as to a Utility Affiliate of DEC, DEP, or Piedmont result in significant trapped
costs related to "non-power goods or administrative or management services provided
by an associate company organized specifically for the purpose of providing such goods
or services to any public utility in the same holding company system,” including DEC,
DEP, and Piedmont, DEC, DEP, or Piedmont may request pursuant to Section 1275(b)
of Subtitle F in Title Xl of PUHCA 2005 that the FERC "review and authorize the
allocation of the costs for such goods and services to the extent relevant to that
associate company." Such review and authorization shall have whatever effect it is
determined to have under the law. The quoted language in this Condition is taken
directly from Section 1275(b) of Subtitle F in Title XII of PUHCA 2005. The terms
"associate company” and "holding company system" are defined in Sections 1262(2)
and 1262(9), respectively, of Subtitle F in Title Xl of PUHCA 2005 and have the same
meanings for purposes of this condition.
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5.12 Biannual Review of Certain Transactions by Internal Auditors. Transactions
between DEC, DEP, or Piedmont and Duke Energy, other Affiliates, or the Nonpublic
Utility Operations, transactions between and among DEC, DEP and Piedmont, and
other transactions between or among Affiliates if such transactions are reasonably likely
to have a significant Effect on DEC's, DEP’s or Piedmont’'s Rates or Service, shall be
reviewed at least biannually by Duke Energy’s internal auditors. To the extent external
audits of the transactions are conducted, DEC, DEP, and Piedmont shall make
available such audits for review by the Public Staff and the Commission. DEC, DEP
and Piedmont also shall make available for review by the Public Staff and the
Commission all workpapers, not otherwise subject to the attorney-client privilege,
relating to internal audits and all other internal audit workpapers, not otherwise subject
to the attorney-client privilege, if any, related to affiliate transactions, and shall not
oppose Public Staff and Commission requests to review relevant, external audit
workpapers that are not otherwise subject to the attorney-client privilege. If there is a
dispute whether the attorney-client privilege applies to any of the listed workpapers, it
shall be resolved by the Commission under its regulations and North Carolina law.

5.13 Notice of Service Company and Non-Utility Affiliates FERC Audits. At such time
as DEC, DEP, Piedmont, Duke Energy, or DEBS receives notice from the FERC
related to an audit of any Affiliate of DEC, DEP, or Piedmont, DEC, DEP, or
Piedmont shall promptly file a notice the Commission that such an audit will be
commencing. Any initial report of the FERC’s audit team shall be provided to the
Public Staff, and any final report shall be filed with the Commission in Docket Nos.
E-7, Sub 1100_, E-2, Sub 1095 , or G-9, Sub 682_, respectively.

5.14 Acquisition Adjustment. Any acquisition adjustment that results from the Merger
shall be excluded from DEC’s, DEP’s and Piedmont’s utility accounts and treated for
regulatory accounting, reporting, and ratemaking purposes so that it does not affect
DEC’'s or DEP’s North Carolina retail rates and charges for Electric Services or
Piedmont’s North Carolina rates and charges for Natural Gas Services.

5.15 Non-Consummation of Merger. If the Merger is not consummated, neither the
cost, nor the receipt, of any termination payment between Duke Energy and
Piedmont shall be allocated to DEC, DEP, or Piedmont or recorded on their books.
DEC’s, DEP’s, or Piedmont’s Customers shall not otherwise bear any direct
expenses or costs associated with a failed merger.

5.16 Protection from Commitments to Wholesale Customers.

(a) This Regulatory Condition does not apply to Piedmont.

(b) For North Carolina retail electric cost of service/ratemaking purposes,
DEC’s and DEP’s respective electric system costs shall be assigned or
allocated between and among retail and wholesale jurisdictions based on
reasonable and appropriate cost causation principles. For cost of
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service/ratemaking purposes, North Carolina retail ratepayers shall be
held harmless from any cost assignment or allocation of costs resulting
from agreements between DEC and the Catawba Joint Owners, and
between either DEC or DEP and any of their wholesale customers.

(c) To the extent commitments to DEC’s or DEP’s wholesale customers
relating to the 2012 merger of Duke Energy and Progress Energy are
made by or imposed upon DEC or DEP the effects of which (i) decrease
the bulk power revenues that are assigned or allocated to DEC’'s or
DEP’s North Carolina retail operations or credited to DEC’s or DEP’s
jurisdictional fuel expenses, (ii) increase DEC’s or DEP’s North Carolina
retail cost of service, or (iii) increase DEC’s or DEP’s North Carolina retail
fuel costs under reasonable cost assignment and allocation practices
approved or allowed by the Commission, those effects shall not be
recognized for North Carolina retail cost of service or ratemaking
purposes.

(d) To the extent that commitments are made by or imposed upon DEC,
DEP, Duke Energy Corporation, another Affiliate, or a Nonpublic Utility
Operation relating to the Merger, either through an offer, a settlement, or
as a result of a regulatory order, the effects of which serve to increase the
North Carolina retail cost of service or North Carolina retail fuel costs
under reasonable cost allocation practices, the effects of these
commitments shall not be recognized for North Carolina retail ratemaking
purposes.

5.17 Joint Owner-Specific Issues. Assignment or allocation of costs to the North
Carolina retail jurisdiction shall not be adversely affected by the manner and amount
of recovery of electric system costs from (a) the Catawba Joint Owners as a result of
agreements between DEC and the Catawba Joint Owners. This Regulatory
Condition does not apply to Piedmont.

5.18 Inclusion of Cost Savings in Future Rate Proceedings. None of DEC, DEP,
Piedmont, Duke Energy Corporation, any other Affiliate, nor a Nonpublic Utility
Operation shall assert that any interested party is prohibited from seeking the
inclusion in future rate proceedings of cost savings that may be realized as a result
of any business combination transaction impacting DEC, DEP, and Piedmont.

5.19 Reporting of Costs to Achieve. The North Carolina portion of costs to achieve
any business combination transaction savings shall be reflected in DEC's or DEP’s,
North Carolina ES-1 report as recorded on its books and records under generally
accepted accounting principles. DEC and DEP shall include as a footnote in the ES-
1 reports the merger related costs to achieve that were expensed during the relevant
period. This Regulatory Condition does not apply to Piedmont.
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5.20 Accounting for Costs to Achieve Related to Historical Events Involving DEP. All
costs of Carolina Power and Light Company’s merger with North Carolina Natural Gas
Company, the Formation of Progress Energy, and Progress Energy’s merger with
Florida Progress Corporation shall be excluded from DEP's utility accounts, and all
direct or indirect corporate cost increases, if any, attributable to those three events shall
be excluded from utility costs for all purposes that affect DEP's regulated retail rates and
charges. For purposes of this condition, the term "corporate cost increases" is defined
as costs in excess of the level DEP would have (a) incurred using prudent business
judgment, or (b) had allocated to it, had these transactions not occurred. "Corporate
cost increases" shall also include any payments made under change-of-control
agreements, salary continuation agreements, and/or other severance- or personnel-
type arrangements that are reasonably attributable to these transactions. This
Regulatory Condition does not apply to Piedmont.

5.21 Liabilities of Cinergy Corp. and Florida Progress Corporation.

(@) This Regulatory Condition does not apply to Piedmont.

(b) DEC’s and DEP’s Retail Native Load Customers shall be held harmless
from all liabilities of Cinergy Corp. and its subsidiaries, including those
incurred prior to and after Duke Energy’s acquisition of Cinergy Corp. in
2006. These liabilities include, but are not limited to, those associated
with the following: (i) manufactured gas plant sites, (ii) asbestos claims,
(iif) environmental compliance, (iv) pensions and other employee benefits,
(v) decommissioning costs; and (vi) taxes.

(©) DEC’s and DEP’s Retail Native Load Customers shall be held harmless
from all liabilities of Florida Progress Corporation and its subsidiaries,
including those incurred prior to and after Progress Energy’s acquisition of
Florida Progress Corporation in 2000. These liabilities include, but are not
limited to, those associated with the following: (i) any outages at and
repairs of Crystal River 3, (ii) manufactured gas plant sites, (iii) asbestos
claims, (iv) environmental compliance, (v) pensions and other employee
benefits, (vi) decommissioning costs, and (vii) taxes.

(d) DEC’s Retail Native Load Customers shall be held harmless from all
current and prospective liabilities of DEP, and DEP’s Retail Native Load
Customers shall be held harmless from all current and prospective
liabilities of DEC.

5.22 Hold Harmless Commitment. DEC, DEP, Piedmont, Duke Energy, the other
Affiliates, and all of the Nonpublic Utility Operations shall take all such actions as may
be reasonably necessary and appropriate to hold North Carolina retail ratepayers
harmless from the effects of the Merger, including rate increases or foregone
opportunities for rate decreases, and other effects otherwise adversely impacting their
Customers.
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5.23 Cost of Service Manuals. Within six months after the closing date of the Merger,
DEC and DEP shall each file with the Commission revisions to its electric cost of service
manual to reflect any changes to the cost of service determination process made
necessary by the Merger, any subsequent alterations in the organizational structure of
DEC, DEP, Piedmont, Duke Energy, other Affiliates, or the Nonpublic Utility Operations,
or other circumstances that necessitate such changes. These filings shall be made in
Docket Nos. E-7, Sub 1100 , and E-2, Sub 1095 , respectively. This Regulatory
Condition does not apply to Piedmont.

SECTION VI
CODE OF CONDUCT

These Regulatory Conditions include a Code of Conduct in Appendix _ . The
Code of Conduct governs the relationships, activities and transactions between and
among the public utility operations of DEC, DEP, Piedmont, Duke Energy, the Affiliates
of DEC and PEC, and the Nonpublic Utility Operations of DEC, DEP and Piedmont.

6.1 Obligation to Comply with Code of Conduct. DEC, DEP, Piedmont, Duke
Energy, the other Affiliates, and the Nonpublic Utility Operations shall be bound by the

terms of the Code of Conduct set forth in Appendix ___ and as it may subsequently
be amended.

SECTION VII

FINANCINGS

The following Regulatory Conditions are intended to ensure (a) that DEC's,
DEP’s, and Piedmont’s capital structures and cost of capital are not adversely affected
through their affiliation with Duke Energy, each other, and other Affiliates and (b) that
DEC, DEP, and Piedmont have sufficient access to equity and debt capital at a
reasonable cost to adequately fund and maintain their current and future capital needs
and otherwise meet their service obligations to their Customers.

These conditions do not supersede any orders or directives of the Commission
regarding specific securities issuances by DEC, DEP, Piedmont, or Duke Energy. The
approval of the Merger by the Commission does not restrict the Commission's right to
review, and by order to adjust, DEC's, DEP’s, or Piedmont's cost of capital for
ratemaking purposes for the effect(s) of the securities-related transactions associated
with the Merger.

7.1  Accounting for Equity Investment in Holding Company Subsidiaries. Duke
Energy shall maintain its books and records so that any net equity investment in
Cinergy Corp. and Progress Energy, their subsidiaries, or their successors, by Duke
Energy or any Affiliates can be identified and made available on an ongoing basis. This
information shall be provided to the Public Staff upon its request.
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7.2 Accounting for capital structure components and cost rates. Duke Energy, DEC,
DEP, and Piedmont shall keep their respective accounting books and records in a
manner that will allow all capital structure components and cost rates of the cost of
capital to be identified easily and clearly for each entity on a separate basis. This
information shall be provided to the Public Staff upon its request.

7.3 Accounting for Equity Investment in DEC, DEP, and Piedmont. DEC, DEP, and
Piedmont shall keep their respective accounting books and records so that the amount
of Duke Energy's equity investment in DEC, DEP, and Piedmont can be identified and
made available upon request on an ongoing basis. This information shall be provided to
the Public Staff upon request.

7.4  Reporting of Capital Contributions. As part of their Commission ES-1 and GS-
1 Reports, DEC, DEP, and Piedmont shall include a schedule of any capital
contribution(s) received from Duke Energy in the applicable calendar quarter.

7.5 ldentification of Long-term Debt Issued by DEC, DEP, or Piedmont. DEC,
DEP, and Piedmont shall each identify as clearly as possible long-term debt (of more
than one year's duration) that they issue in connection with their regulated utility
operations and capital requirements or to replace existing debt.

7.6 Procedures Regarding Proposed Financings.

(@) For all types of financings for which DEC, DEP, or Piedmont (or their
subsidiaries) are the issuers of the respective securities, DEC, DEP, or
Piedmont (or their subsidiaries) shall request approval from the
Commission to the extent required by G.S. 62-160 through G.S. 62-169
and Commission Rule R1-16. Generally, the format of these filings should
be consistent with past practices. A "shelf registration” approach (similar
to Docket No. E-7, Sub 727) may be requested.

(b)  For all types of financings by Duke Energy, other than short-term debt
as described in G.S. 62-167, the following shall apply:

() On or before January 15 of each year, Duke Energy shall file with
the Commission and serve on the Public Staff an advance
confidential plan of all securities issuances that it anticipates to
occur during that calendar year. The annual confidential plan shall
include a description of all financings that Duke Energy reasonably
believes may occur during the applicable calendar year. A
description for each financing shall include the best estimates of the
following: type of security; estimate of cost rate (e.g., interest rate
for debt); amount of proceeds; brief description of the
purpose/reason for issue; and amount of proceeds, if any, that may
flow to DEC, DEP, or Piedmont.
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(ii)

(i)

(iv)

(v)

(vi)

If at any time material changes to the financing plans included in
the filed plan appear likely, Duke Energy shall file a revised 30-day
advance confidential plan that specifically addresses such changes
with the Commission and serve such notice on the Public Staff.

At the time of the confidential plan filings identified above, Duke
Energy shall also file a non-confidential notice that states that a
confidential plan has been filed in compliance with this Regulatory
Condition 7.6(b).

Duke Energy may proceed with equity issuances upon the filing of
the confidential plan. However, actual debt issuances shall not
occur until 30 days after the advance confidential plan or revised
plans are filed. In the event it is not feasible for Duke Energy to file
a revised advance confidential plan for a material change 30 days
in advance, such plan shall be filed by a date that allows adequate
time for review or a debt issuance shall be delayed to allow such
review. Prior to the Commission’s action on the confidential plan
for the year in which the plan is filed, Duke Energy may issue
securities authorized under the previous year’s plan to the extent
such securities were not issued during the previous year.

Within 15 days after the filing of an advance confidential plan or
revised plan, the Public Staff shall file a confidential report with the
Commission with respect to whether any debt issuances require
approval pursuant to G.S. 62-160 through G.S. 62-169 and
Commission Rule R1-16 and shall recommend that the
Commission issue an order deciding how to proceed. Duke Energy
shall have seven days in which to respond to the report. If the
Commission determines that any debt issuance requires approval,
the Commission shall issue an order requiring the filing of an
application and no such issuance shall occur until the Commission
approves the application. If the Commission determines that no
debt issuance requires approval, the Commission shall issue an
order so ruling. At the end of the notice period, Duke Energy may
proceed with the debt issuance, but shall be subject to any fully
adjudicated Commission order on the matter; provided, however,
that nothing herein shall affect the applicability of G.S. 62-170 or
other similar provision to such securities or obligations.

On or before April 15 of each year, Duke Energy shall file with the
Commission a report on all financings that were executed for the
previous calendar year. The actual reports should include the
same information as required above for the advance plans plus the
actual issuance costs.
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(c) If a filing with the Securities and Exchange Commission or other federal
agency will be made in connection with a securities issuance, the notice
shall describe such filing(s) and indicate the approximate date on which
it would occur.

(d)  Securities issuances or financings that are associated with a merger,
acquisition, or other business combination shall be filed in conjunction
with the information requirements and deadlines stated in Regulatory
Conditions 9.1 and 9.2, and this Condition 7.6 shall not apply to such
securities issuances or financings.

7.7 Money Pool Agreement. Subject to the limitations imposed in Regulatory
Condition 8.4, DEC, DEP, and Piedmont may borrow through Duke Energy’s "Utility
Money Pool Agreement" (Utility MPA), provided as follows: (a) participation in the
Utility MPA is limited to the parties to the Utility MPA filed with the Commission on
December 1, 2011, in Docket No. E-7, Sub 986A, and E-2, Sub 998A, plus Piedmont
and with the exception of the Progress Energy Service Company; and (b) the Utility
MPA continues to provide that no loans through the Utility MPA will be made to, and
no borrowings through the Utility MPA will be made by Duke Energy, Progress
Energy, and Cinergy Corp.

7.8 Borrowing Arrangements. Subject to the limitations imposed in Regulatory
Condition 8.4, DEC, DEP, and Piedmont may borrow short-term funds through one
or more joint external debt or credit arrangements (a Credit Facility), provided that
the following conditions are met:

(a) No borrowing by DEC, DEP, or Piedmont under a Credit Facility shall
exceed one year in duration, absent Commission approval;

(b) No Credit Facility shall include, as a borrower, any party other than
Duke Energy, DEC, DEP, Duke Indiana, Duke Kentucky, DEF, Duke
Ohio; and Piedmont,

(c) DEC’s, DEP’s and Piedmont’s participation in any Credit Facility shall in
no way cause either of them to guarantee, assume liability for, or
provide collateral for any debt or credit other than its own.

7.9 Long-Term Debt Fund Restrictions. DEC, DEP, and Piedmont shall acquire
their respective long-term debt funds through the financial markets, and shall neither
borrow from, nor lend to, on a long-term basis, Duke Energy or any of the other
Affiliates. To the extent that either DEC, DEP, or Piedmont borrows on short-term or
long-term bases in the financial markets and is able to obtain a debt rating, its debt
shall be rated under its own name.
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SECTION VI
CORPORATE GOVERNANCE/RING FENCING

The following Regulatory Conditions are intended to ensure the continued
viability of DEC, DEP, and Piedmont and to insulate and protect DEC, DEP, and
their Retail Native Load Customers and Piedmont and its Customers from the
business and financial risks of Duke Energy and the Affiliates within the Duke Energy
holding company system, including the protection of utility assets from liabilities of
Affiliates.

8.1 Investment Grade Debt Rating. DEC, DEP, and Piedmont shall manage their
respective businesses so as to maintain an investment grade debt rating on all of their
rated debt issuances with all of the debt rating agencies on all of their rated debt
issuances. If DEC's, DEP’s, or Piedmont’'s debt rating falls to the lowest level still
considered investment grade at the time, DEC, DEP, or Piedmont shall file written
notice to the Commission and the Public Staff within five (5) days of such change and
an explanation as to why the downgrade occurred. Within 45 days of such notice, DEC,
DEP, or Piedmont shall provide the Commission and the Public Staff with a specific
plan for maintaining and improving its debt rating. The Commission, after notice and
hearing, may then take whatever action it deems necessary consistent with North
Carolina law to protect the interests of DEC’s or DEP’s Retail Native Load Customers
and Piedmont’s Customers in the continuation of adequate and reliable service at just
and reasonable rates.

8.2  Distributions from DEC, DEP, and Piedmont to Holding Company. DEC, DEP,
and Piedmont shall limit cumulative distributions paid to Duke Energy subsequent to the
Merger to (a) the amount of Retained Earnings on the day prior to the closure of the
Merger, plus (b) any future earnings recorded by DEC and DEP, and Piedmont
subsequent to the Merger.

8.3 Debt Ratio Restrictions. To the extent any of Duke Energy’s external debt or
credit arrangements contain covenants restricting the ratio of debt to total capitalization
on a consolidated basis to a maximum percentage of debt, Duke Energy shall ensure
that the capital structures of both DEC, DEP, and Piedmont individually meet those
restrictions.

8.4 Limitation on Continued Participation in Utility Money Pool Agreement and
other Joint Debt and Credit Arrangements with Affiliates. DEC, DEP, and Piedmont
may participate in the Utility MPA and any other authorized joint debt or credit
arrangement as provided in Regulatory Conditions 7.7 and 7.8 only to the extent
such participation is beneficial to DEC’s and DEP’s respective Retail Native Load
Customers and Piedmont’s Customers and does not negatively affect DEC’s, DEP’s,
or Piedmont’s ability to continue to provide adequate and reliable service at just and
reasonable rates.
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8.5 Notice of Level of Non-Utility Investment by Holding Company System. In
order to enable the Commission to determine whether the cumulative investment by
Duke Energy in assets, ventures, or entities other than regulated utilities is
reasonably likely to have an Effect on DEC’s, DEP’s, or Piedmont’s Rates or Service
so as to warrant Commission action (pursuant to Regulatory Condition 8.7 or other
applicable authority) to protect DEP’s or DEC’s Retail Native Load Customers or
Piedmont’s Customers, Duke Energy shall notify the Commission within 90 days
following the end of any fiscal year for which Duke Energy reports to the
Securities and Exchange Commission assets in its operations other than
regulated utilities that are in excess of 22% of its consolidated total assets.
The following procedures shall apply to such a notice:

(&)  Any interested party may file comments within 45 days of the filing of Duke
Energy’s notice.

(b) If timely comments are filed, the Public Staff shall place the matter on a
Commission Staff Conference agenda as soon as possible, but in no
event later than 15 days after the comments are filed, and shall make a
recommendation as to how the Commission should proceed. If the
Commission determines that the percentage of total assets invested in
Duke Energy’s its operations other than regulated utilities is
reasonably likely to have an Effect on DEC's, DEP’s, or Piedmont’s
Rates or Service so as to warrant action by the Commission to protect
DEC's and DEP’s Retail Native Load Customers and Piedmont’s
Customers, the Commission shall issue an order setting the matter for
further consideration. If the Commission determines that the percentage
threshold being exceeded does not warrant action by the Commission, the
Commission shall issue an order so ruling.

8.6  Notice by Holding Company of Certain Investments. Duke Energy shall file a
notice with the Commission subsequent to Board approval and as soon as practicable
following any public announcement of any investment in a regulated utility or a non-
regulated business that represents five (5) percent or more of Duke Energy's book
capitalization.

8.7 Ongoing Review of Effect of Holding Company Structure. The operation of
DEC, DEP, and Piedmont under a holding company structure shall continue to be
subject to Commission review. To the extent the Commission has authority under
North Carolina law, it may order modifications to the structure or operations of Duke
Energy, DEBS, another Affiliate, or a Nonpublic Utility Operation, and may take
whatever action it deems necessary in the interest of Retail Native Load Customers
and Piedmont’s Customers to protect the economic viability of DEC, DEP, and
Piedmont including the protection of DEC’s, DEP’s, and Piedmont’s public utility
assets from liabilities of Affiliates.

32



8.8 Investment by DEC, DEP, or Piedmont in Non-requlated Utility Assets and Non-
utility Business Ventures. DEC, DEP, and Piedmont shall not invest in a non-regulated
utility asset or any non-utility business venture exceeding $50 million in purchase price
or gross book value to DEC, DEP, or Piedmont unless it provides 30 days' advance
notice. Regulatory Condition 13.2 shall apply to an advance notice filed pursuant to
this Regulatory Condition. Purchases of assets, including land that will be held with a
definite plan for future use in providing Electric Services in DEC's, DEP’s franchise area
or Natural Gas Services in Piedmont’s franchise area shall be excluded from this
advance notice requirement.

8.9 Investment by Holding Company in Exempt Wholesale Generators. By April
15 of each year, Duke Energy shall provide to the Commission and the Public Staff a
report summarizing Duke Energy's investment in exempt wholesale generators
(EWGSs) and foreign utility companies (FUCOSs) in relation to its level of consolidated
retained earnings and consolidated total capitalization at the end of the preceding
year. Exempt wholesale generator and foreign utility company are defined in Section
1262(6) of Subtitle F in Title Xl of PUHCA 2005 and have the same meanings for
purposes of this condition.

8.10 Notice by DEC, DEP, or Piedmont of Default or Bankruptcy of Affiliate. If an
Affiliate of DEC, DEP, or Piedmont experiences a default on an obligation that is
material to Duke Energy or files for bankruptcy, and such bankruptcy is material to Duke
Energy, DEC, DEP, or Piedmont shall notify the Commission in advance, if possible, or
as soon as possible, but not later than ten days from such event.

8.11 Annual Report on Corporate Governance. No later than March 31 of each year,
DEC, DEP, and Piedmont shall file a report including the following:

(a8 A complete, detailed organizational chart (i) identifying DEC, DEP,
Piedmont and each Duke Energy financial reporting segment, and (ii)
stating the business purpose of each Duke Energy financial reporting
segment. Changes from the report for the immediately preceding year
shall be summarized at the beginning of the report.

(b)  Alist of all Duke Energy financial reporting segment that are considered to
constitute non-regulated investments and a statement of each segment’s
total capitalization and the percentage it represents of Duke Energy's non-
regulated investments and total investments. Changes from the report for
the immediately preceding year shall be summarized at the beginning of
the report.

(c) An assessment of the risks that each unregulated Duke Energy financial
reporting segment could pose to DEC, DEP, or Piedmont based upon
current business activities of those affiiates and any contemplated
significant changes to those activities.
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(d) A description of DEC's, DEP’s, and Piedmont’'s and each Significant
Affiliate’s actual capital structure. In addition, describe Duke Energy's,
DEC'’s, DEP’s, and Piedmont’s respective capital structures and plans for
achieving such goals.

(e) A list of all protective measures (other than those provided for by the
Regulatory Conditions adopted in Docket Nos. E-7, Sub 1100, and E-2,
Sub 1095, and G-9, Sub 682 in effect between DEC, DEP, Piedmont and
any of their Affiliates, and a description of the goal of each measure and
how it achieves that goal, such as mitigation of DEC's, DEP’s, and
Piedmont’'s exposure in the event of a bankruptcy proceeding involving
any Affiliate(s).

() A list of corporate executive officers and other key personnel that are
shared between DEC, DEP, Piedmont and any Affiliate, along with a
description of each person's position(s) with, and duties and
responsibilities to each entity.

() A calculation of Duke Energy's total book and market capitalization as
of December 31 of the preceding year for common equity, preferred
stock, and debit.

SECTION IX
FUTURE MERGERS AND ACQUISITIONS

The following Regulatory Conditions are intended to ensure that the
Commission receives sufficient notice to exercise its lawful authority over proposed
mergers, acquisitions, and other business combinations involving Duke Energy,
DEC, DEP, Piedmont, other Affiliates, or the Nonpublic Utility Operations. The
advance notice provisions set forth in Regulatory Condition 13.2 do not apply to
these conditions.

9.1 Mergers and Acquisitions by or Affecting DEC, DEP, or Piedmont. For any
proposed merger, acquisition, or other business combination by DEC, DEP or
Piedmont or that would have an Effect on DEC’s, DEP’s, or Piedmont’s Rates or
Service, DEC, DEP, or Piedmont shall file in a new Sub docket an application for
approval pursuant to G S. 62-111(a) at least 180 days before the proposed closing
date for such merger, acquisition, or other business combination.

9.2 Mergers and Acquisitions Believed Not to Have an Effect on DEC’s, DEP’s or
Piedmont’'s Rates or Service. For any proposed merger, acquisition, or other
business combination that is believed not to have an Effect on DEC’s, DEP’s or
Piedmont’'s Rates or Service, but which involves Duke Energy, other Affiliates, or the
Nonpublic Utility Operations and which has a transaction value exceeding $1.5
billion, the following shall apply:
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(a)

(b)

(c)

Advance notification shall be filed with the Commission in a new Sub
docket by the merging entities at least 90 days prior to the proposed
closing date for such proposed merger, acquisition or other business
combination. The advance notification is intended to provide the
Commission an opportunity to determine whether the proposed merger,
acquisition, or other business combination is reasonably likely to affect
DEC, DEP, or Piedmont so as to require approval pursuant to G S. 62-
111(a). The notification shall contain sufficient information to enable the
Commission to make such a determination. If the Commission determines
that such approval is required, the 180-day advance filing requirement in
Regulatory Condition 9.1 above, shall not apply.

Any interested party may file comments within 45 days of the filing of the
advance notification.

If timely comments are filed, the Public Staff shall place the matter on a
Commission Staff Conference agenda as soon as possible, but in no
event later than 15 days after the comments are filed, and shall
recommend that the Commission issue an order deciding how to proceed.
If the Commission determines that the merger, acquisition, or other
business combination requires approval pursuant to G.S. 62-111(a), the
Commission shall issue an order requiring the filing of an application, and
no closing can occur until and unless the Commission approves the
proposed merger, acquisition, or business combination. If the
Commission determines that the merger, acquisition, or other business
combination does not require approval pursuant to G.S. 62-111(a), the
Commission shall issue an order so ruling. At the end of the notice period,
if no order has been issued, Duke Energy, any other Affiliate, or the
Nonpublic Utility Operation may proceed with the merger, acquisition, or
other business combination but shall be subject to any fully-adjudicated
Commission order on the matter.

SECTION X
STRUCTURE/ORGANIZATION

The following Regulatory Conditions are intended to ensure that the

Commission receives adequate notice of, and opportunity to review and take such
lawful action as is necessary and appropriate with respect to, changes to the
structure and organization of Duke Energy, DEC, DEP, Piedmont, and other
Affiliates, and Nonpublic Utility operations as they may affect Customers.

10.1 Transfer of Services, Functions, Departments, Employees, Rights, Assets, or

Liabilities. DEC, DEP, and Piedmont shall file notice with the Commission 30 days
prior to the initial transfer or any subsequent transfer of any services, functions,
departments, rights, obligations, assets. or liabilities from DEC, DEP, or Piedmont to
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DEBS that (a) involves services, functions, departments, rights, obligations, assets.
or liabilities other than those of a governance or corporate type nature that
traditionally have been provided by a service company or (b) potentially would have
a significant effect on DEC's, DEP’s or Piedmont’'s public utility operations. The
provisions of Regulatory Condition 13.2 apply to an advance notice filed pursuant to
this Regulatory Condition.

10.2 Notice and Consultation with Public Staff Regarding Proposed Structural and
Organizational Changes. Upon request, DEC, DEP, and Piedmont shall meet and
consult with, and provide requested relevant data to, the Public Staff, regarding
plans for significant changes in DEC's, DEP’s, Piedmont’'s or Duke Energy's
organization, structure (including RTO developments), and activities; the expected or
potential impact of such changes on DEC's, DEP’s or Piedmont’'s retail rates,
operations and service; and proposals for assuring that such plans do not adversely
affect DEC’s or DEP’s Retail Native Load Customers or Piedmont’s Customers. To
the extent that proposed significant changes are planned for the organization,
structure, or activities of an Affiliate or Nonpublic Utility Operation and such
proposed changes are likely to have an adverse impact on DEC’s, DEP’s, or
Piedmont’'s Customers, then DEC’s, DEP’s and Piedmont’s plans and proposals for
assuring that those plans do not adversely affect their Customers must be included in
these meetings. DEC, DEP, and Piedmont shall inform the Public Staff promptly of
any such events and changes.

SECTION XI
SERVICE QUALITY

The following Regulatory Conditions are intended to ensure that DEC, DEP,
and Piedmont continue to implement and further their commitment to providing
superior public utility service by meeting recognized service quality indices and
implementing the best practices of each other and their Utility Affiliates, to the extent
reasonably practicable.

11.1 Overall Service Quality. Upon consummation of the Merger, DEC, DEP, and
Piedmont each shall continue their commitment to providing superior public utility
service and shall maintain the overall reliability of Electric services and Natural Gas
Services at levels no less than the overall levels it has achieved in the past decade.

11.2 Best Practices. DEC, DEP, and Piedmont shall make every reasonable effort
to incorporate each other's best practices into its own practices to the extent
practicable.

11.3 Notice of NERC Audit. This Regulatory Condition does not apply to Piedmont.
At such time as either DEC or DEP receive notice that the North American Electric
Reliability Corporation and/or the SERC Reliability Corporation will be conducting a
non-routine compliance audit with respect to DEC or PEC’s compliance with
mandatory reliability standards, DEC or DEP shall notify the Public Staff.
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11.4 Right-of-Way Maintenance Expenditures. This Regulatory Condition does not
apply to Piedmont. DEC and DEP shall budget and expend sufficient funds to trim
and maintain their lower voltage line rights-of-way and their distribution rights-of-way
in a manner consistent with their internal right-of-way clearance practices and
Commission Rule R8-26. In addition, DEC and DEP shall track annually, on a major
category basis, departmental or division budget requests, approved budgets and
actual expenditures for right-of-way maintenance.

11.5 Right-of-Way Clearance Practices. This Regulatory Condition does not apply
to Piedmont. DEC and DEP shall each provide a copy of their internal right-of-way
clearance practices to the Public Staff, and shall promptly notify the Public Staff of
any significant changes or modifications to the practices or maintenance schedules.

11.6 Meetings with Public Staff.

(a) DEC, DEP, and Piedmont shall each meet annually with the Public Staff to
discuss service quality initiatives and results, including (i) ways to monitor
and improve service quality, (i) right-of-way maintenance practices,
budgets, and actual expenditures, and (iii) plans that could have an effect
on customer service, such as changes to call center operations.

(b) DEC, DEP, and Piedmont shall each meet with the Public Staff at least
annually to discuss potential new tariffs, programs, and services that
enable its customers to appropriately manage their energy bills based on
the varied needs of their customers.

11.7 Customer Access to Service Representatives and Other Services. DEC, DEP,
and Piedmont shall continue to have knowledgeable and experienced customer
service representatives available 24 hours a day to respond to service outage calls
and during normal business hours to handle all types of customer inquiries. DEC,
DEP, and Piedmont shall also maintain up-to-date and user-friendly online services
and automated telephone service 24 hours a day to perform routine customer
interactions and to provide general billing and customer information.

11.8 Customer Surveys. DEC, DEP, and Piedmont shall continue to survey their
customers regarding their satisfaction with public utility service and shall incorporate
this information into their processes, programs, and services.
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SECTION XII
TAX MATTERS

The following Regulatory Conditions are intended to ensure that DEC’s, DEP’s
and Piedmont’'s Customers do not bear any additional tax costs as a result of the
merger and receive an appropriate share of any tax benefits associated with the
service company Affiliates.

12.1 Costs under Tax Sharing Agreements. Under any tax sharing agreement,
DEC, DEP, and Piedmont shall not seek to recover from its North Carolina retail
ratepayers any tax costs that exceed DEC's, DEP’s, or Piedmont’s tax liability
calculated as if it were a stand-alone, taxable entity for tax purposes.

12.2 Tax Benefits Associated with Service Companies. The appropriate portion of
any income tax benefits associated with DEBS shall accrue to the North Carolina
retail operations of DEC, DEP, and Piedmont respectively, for regulatory accounting,
reporting, and ratemaking purposes.

SECTION XiIlI
PROCEDURES

The following Regulatory Conditions are intended to apply to all filings made
pursuant to these Regulatory Conditions unless otherwise expressly provided by,
Commission order, rule, or statute.

13.1 Filings that Do Not Involve Advance Notice. Regulatory Condition filings that are
not subject to Condition 13.2 shall be made in sub dockets of Docket Nos. E-7, Sub
1100 , E-2, Sub 1095 _, and G-9, Sub 682 _, as follows:

@) Filings related to affiliate matters required by Regulatory Conditions 5.4,
5.5, 5.6, 5.7, and 5.23 and the filing permitted by Regulatory Condition 5.3
shall be made by DEC, DEP, and Piedmont in Subs 1100, 1095 and 682
respectively;

(b) Filings related to financings required by Regulatory Condition 7.6, and the
filings required by Regulatory Conditions 8.5, 8.6, 8.9, 8.10 and 8.11 shall
be made by DEC, DEP, and Piedmont in Subs 1100 , 1095 , and 682_
respectively;

(c) Filings related to compliance as required by Regulatory Conditions 3.1(d)
and 14.4 and filings required by Sections 111.A.2(l), lll.A.3(e), (f), and (g),
[11.D.5, and 111.D.8 of the Code of Conduct shall be made by DEC, DEP,
and Piedmont in Subs 1100, 1095, and 682, respectively;

(d) Filings related to the independent audits required by Regulatory Condition
5.8 shall be made in Subs 1100 , 1095 , and 682_, respectively. ;
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(e)

Filings related to orders and filings with the FERC, as required by
Regulatory Condition 3.1(d), 3.11 and 5.13 shall be made by DEC and
DEP, and Piedmont in Subs 1100 , 1095 and 682_respectively;

13.2 Advance Notice Filings. Advance notices filed pursuant to Regulatory Conditions

3.1(c), 3.3(b), 4.2, 5.3, 8.8, and 10.1 shall be assigned a new, separate Sub docket.
Such a filing shall state what condition and notice period are involved and whether other
regulatory approvals are required and shall be in the format of a pleading, with a
caption, a title, allegations of the activities to be undertaken, and a verification.
Advance notices may be filed under seal if necessary. The following additional
procedures apply:

(@)

(b)

()

(d)

(€)

Advance notices of activities to be undertaken shall not be filed until
sufficient details have been decided upon to allow for meaningful
discovery as to the proposed activities.

The Chief Clerk shall distribute a copy of advance notice filings to each
Commissioner and to appropriate members of the Commission Staff and
Public Staff.

DEC or DEP and Piedmont shall serve such advance notices on each
party to Docket Nos. E-7, Sub 1100, and E-2, Sub 1095 and Docket No.
G-9, Sub 682, respectively, that has filed a request to receive them with
the Commission within 30 days of the issuance of an order approving the
Merger in this docket. These parties may participate in the advance notice
proceedings without petitioning to intervene. Other interested persons
shall be required to follow the Commission's usual intervention
procedures.

To effectuate this Regulatory Condition, DEC, DEP, and Piedmont shall
serve pertinent information on all parties at the time it serves the advance
notice. During the advance notice period, a free exchange of information
is encouraged, and parties may request additional relevant information. If
DEC, DEP, or Piedmont objects to a discovery request, DEC, DEP or
Piedmont and the requesting party shall try to resolve the matter. If the
parties are unable to resolve the matter, DEC, DEP, or Piedmont may file
a motion for a protective order with the Commission.

The Public Staff shall investigate and file a response with the Commission
no later than 15 days before the notice period expires. Any other
interested party may also file a response or objection within 15 days
before the notice period expires. DEC, DEP or Piedmont may file a reply
to the response(s).
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(f)

(9)

(h)

@)

(k)

()

The basis for any objection to the activities to be undertaken shall be
stated with specificity. The objection shall allege grounds for a hearing, if
such is desired.

If neither the Public Staff nor any other party files an objection to the
activities within 15 days before the notice period expires, no Commission
order shall be issued, and the Sub docket in which the advance notice
was filed may be closed.

If the Public Staff or any other party files a timely objection to the activities
to be undertaken by DEC, DEP, or Piedmont, the Public Staff shall place
the matter on a Commission Staff Conference agenda as soon as
possible, but in no event later than two weeks after the objection is filed,
and shall recommend that the Commission issue an order deciding how to
proceed as to the objection. The Commission reserves the right to extend
an advance notice period by order should the Commission need additional
time to deliberate or investigate any issue. At the end of the notice period,
if no order, whether procedural or substantive, has been issued, DEC,
DEP, Piedmont, Duke Energy, any other Affiliate, or the Nonpublic Utility
Operation may execute the proposed agreement, proceed with the activity
to be undertaken, or both, but shall be subject to any fully-adjudicated
Commission order on the matter.

If the Commission schedules a hearing on an objection, the party filing the
objection shall bear the burden of proof at the hearing.

The precedential effect of advance notice proceedings, like most issues of
res judicata, will be decided on a fact-specific basis.

If some other Commission filing or Commission approval is required by
statute, notice pursuant to a Regulatory Condition alone does not satisfy
the statutory requirement.

DEC, DEP, Piedmont or the Public Staff, or any party may move for a
waiver for good cause shown.

SECTION XIV

COMPLIANCE WITH CONDITIONS AND CODE OF CONDUCT

The following Regulatory Conditions are intended to ensure that Duke Energy,

DEC, DEP, Piedmont and all other Affiliates establish and maintain the structures and
processes necessary to fulfill the commitments expressed in all of the Regulatory
Conditions and the Code of Conduct in a timely, consistent, and effective manner.

14.1 Ensuring Compliance with Requlatory Conditions and Code of Conduct. Duke

Energy, DEC, DEP, Piedmont, and all other Affiliates shall devote sufficient resources
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into the creation, monitoring, and ongoing improvement of effective internal compliance
programs to ensure compliance with all Regulatory Conditions and the
DEC/DEP/Piedmont Code of Conduct, and shall take a proactive approach toward
correcting any violations and reporting them to the Commission. This effort shall
include the implementation of systems and protocols for monitoring, identifying, and
correcting possible violations, a management culture that encourages compliance
among all personnel, and the tools and training sufficient to enable employees to
comply with Commission requirements.

14.2 Designation of Chief Compliance Officer. DEC, DEP, and Piedmont shall
designate a chief compliance officer who will be responsible for compliance with the
Regulatory Conditions and Code of Conduct. This person’s name and contact
information must be posted on DEC'’s, DEP’s, and Piedmont’s Internet Website.

14.3 Annual Training. DEC, DEP, and Piedmont shall provide annual training on the
requirements and standards contained within the Regulatory Conditions and Code of
Conduct to all of their employees (including service company employees) whose duties
in any way may be affected by such requirements and standards. New employees must
receive such training within the first 60 days of their employment. Each employee who
has taken the training must certify electronically or in writing that s/he has completed the
training.

14.4 Report of Violations. If DEC, DEP, or Piedmont discover that a violation of their
requirements or standards contained within the Regulatory Conditions and Code of
Conduct has occurred then DEC, DEP or Piedmont shall file a statement with the
Commission in Docket Nos. E-7, Sub 1100 , E-2, Sub 1095 , or G-9, Sub 682_,
respectively, describing the circumstances leading to that violation of DEC’s, DEP’s or
Piedmont’s requirements or standards, as contained within the Regulatory Conditions
and Code of Conduct, and the mitigating and other steps taken to address the current or
any future potential violation.
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CODE OF CONDUCT
GOVERNING THE RELATIONSHIPS,
ACTIVITIES, AND TRANSACTIONS BETWEEN
AND AMONG THE PUBLIC UTILITY OPERATIONS
OF DEC, THE PUBLIC UTILITY OPERATIONS OF DEP,
THE PUBLIC UTILITY OPERATIONS OF PIEDMONT, DUKE ENERGY
CORPORATION, OTHER AFFILIATES, AND
THE NONPUBLIC UTILITY OPERATIONS OF DEC, DEP, AND PIEDMONT

l. DEFINITIONS

For the purposes of this Code of Conduct, the terms listed below shall have the
following definitions:

Affiliate: Duke Energy and any business entity of which ten percent (10%) or more
is owned or controlled, directly or indirectly, by Duke Energy. For purposes of this
Code of Conduct, Duke Energy and any business entity controlled by it are
considered to be Affiliates of DEC, DEP, and Piedmont and DEC, DEP and
Piedmont are considered to be Affiliates of each other.

Commission: The North Carolina Utilities Commission.

Confidential Systems Operation Information: Nonpublic information that pertains
to Electric Services provided by DEC or DEP, including but not limited to information
concerning electric generation, transmission, distribution, or sales and nonpublic
information that pertains to Commission-related Natural Gas Services provided by
Piedmont, including but not limited to information concerning interstate pipeline
transportation, storage, distribution, gas supply, or other similar information.

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

Customer Information: Non-public information or data specific to a Customer or a
group of Customers, including, but not limited to, electricity consumption, natural gas
consumption, load profile, billing history, or credit history that is or has been obtained
or compiled by DEC, DEP, or Piedmont in connection with the supplying of Electric
Services or Natural Gas Services to that Customer or group of Customers.

DEBS: Duke Energy Business Services, LLC, and its successors, which is a service
company Affiliate that provides Shared Services to DEC, DEP, Piedmont, Duke
Energy, other Affiliates, or the Nonpublic Utility Operations of DEC, DEP, or Piedmont,
singly or in any combination.



DEC: Duke Energy Carolinas, LLC, the business entity, wholly owned by Duke
Energy, that holds the franchise granted by the Commission to provide Electric
Services within DEC’s North Carolina service territory and that engages in public
utility operations, as defined in G.S. 62-3(23), within the State of North Carolina.

DEP: Duke Energy Progress, LLC, the business entity, wholly owned by Duke
Energy, that holds the franchise granted by the Commission to provide Electric
Services within DEP’s North Carolina service territory and that engages in public
utility operations, as defined in G.S. 62-3(23), within the State of North Carolina.

Duke Energy: Duke Energy Corporation, which is the current holding company
parent of DEC, DEP, and Piedmont, and any successor company.

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

Fuel and Purchased Power Supply Services: All fuel for generating electric power
and purchased power obtained by DEC or DEP from sources other than DEC or DEP
for the purpose of providing Electric Services.

Fully Distributed Cost: All direct and indirect costs, including overheads and an
appropriate cost of capital, incurred in providing goods or services to another
business entity; provided, however, that (a) for each good and service supplied by
DEC, DEP, or Piedmont, the return on common equity utilized in determining the
appropriate cost of capital shall equal the return on common equity authorized by the
Commission in the supplying utility’s most recent general rate case proceeding; (b)
for each good and service supplied to DEC, DEP, or Piedmont, the appropriate cost
of capital shall not exceed the overall cost of capital authorized in the supplying
utility’s most recent general rate case proceeding; and (c) for each good and service
supplied by DEC, DEP, or Piedmont to each other, the return on common equity
utilized in determining the appropriate cost of capital shall not exceed the lower of
the returns on common equity authorized by the Commission in DEC’s, DEP’s or
Piedmont’s most recent general rate case proceedings.

JDA: Joint Dispatch Agreement, which is the agreement as filed with the
Commission in Docket Nos. E-7, Sub 986, and E-2, Sub 998.on June 22, 2011, and as
amended and refiled on June 12, 2012,

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



Merger: All transactions contemplated by the Agreement and Plan of Merger
between Duke Energy and Piedmont.

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

Nonaffiliated Gas Marketer: An entity, not affiliated with DEC, DEP, or Piedmont,
engaged in the unregulated sale, arrangement, brokering or management of gas
supply, pipeline capacity, or gas storage.

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

Non-Utility Affiliate: Any Affiliate, including DEBS, other than a Utility Affiliate, DEC,
DEP, or Piedmont.

Personnel: An employee or other representative of DEC, DEP, Piedmont, Duke
Energy, another Affiliate, or a Nonpublic Utility Operation, who is involved in fulfilling
the business purpose of that entity.

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

Progress Energy: Progress Energy, Inc., which is the former holding company
parent of DEP and is a subsidiary of Duke Energy, and any successors.

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

Regulatory Conditions: The conditions imposed by the Commission in connection
with or related to the Merger.

Shared Services: The services that meet the requirements of the Regulatory
Conditions approved in Docket Nos. E-2, Sub 1095, E-7, Sub 1100 and G-9, Sub 682,
or subsequent orders of the Commission and that the Commission has explicitly
authorized DEC, DEP and Piedmont to take from DEBS pursuant to a service
agreement (a) filed with the Commission pursuant to G.S. 62-153(b), thus requiring
acceptance and authorization by the Commission, and (b) subject to all other
applicable provisions of North Carolina law, the rules and orders of the Commission,
and the Regulatory Conditions.



Shipper: A Nonaffiliated Gas Marketer, a municipal gas customer, or an end-user of
gas.

Utility Affiliates: The regulated public utility operations of Duke Energy Indiana, LLC
(Duke Indiana), Duke Energy Kentucky, Inc. (Duke Kentucky), and Florida Power
Corporation, d/b/a Duke Energy Florida, LLC (DEF); Duke Energy Ohio, Inc. (Duke
Ohio).

. GENERAL

This Code of Conduct establishes the minimum guidelines and rules that apply
to the relationships, transactions, and activities involving the public utility operations of
DEC, DEP, Piedmont, Duke Energy, other Affiliates, or the Nonpublic Utility
Operations of DEC, DEP, and Piedmont, to the extent such relationships, activities,
and transactions affect the operations or costs of utility service experienced by the
public utility operations of DEC, DEP, and Piedmont in their respective service areas.
DEC, DEP, and Piedmont, and the other Affiliates are bound by this Code of Conduct
pursuant to Regulatory Condition 6.1 approved by the Commission in Docket Nos.E-2,
Sub 1095, E-7, Sub 1100 and G-9, Sub 682. This Code of Conduct is subject to
modification by the Commission as the public interest may require, including, but not
limited to, addressing changes in the organizational structure of DEC, DEP, Piedmont,
Duke Energy, other Affiliates, or the Nonpublic Utility Operations; changes in the
structure of the electric industry or natural gas industry; or other changes that warrant
modification of this Code.

DEC, DEP, or Piedmont may seek a waiver of any aspect of this Code of
Conduct by filing a request with the Commission showing that circumstances in a
particular case justify such a waiver.

. STANDARDS OF CONDUCT

A. Independence and Information Sharing

1. Separation - DEC, DEP, Piedmont, Duke Energy, and the other
Affiliates shall operate independently of each other and in physically separate
locations to the maximum extent practicable; however, to the extent that the
Commission has approved or accepted a service company-to-utility or utility-to-utility
service agreement or list, DEC, DEP, Piedmont, Duke Energy, and the other
Affiliates may operate as described in the agreement or list on file at the
Commission. DEC, DEP, Piedmont, Duke Energy, and each of the other Affiliates
shall maintain separate books and records. Each of DEC's, DEP’s, and Piedmont’s
Nonpublic Utility Operations shall maintain separate records from those of DEC's,
DEP’s, and Piedmont’s public utility operations to ensure appropriate cost allocations
and any arm's-length-transaction requirements.

2. Disclosure of Customer Information:



(a)

(b)

(c)

(d)

(e)

(f)

Upon request, and subject to the restrictions and conditions
contained herein, DEC, DEP, and Piedmont may provide
Customer Information to Duke Energy, another Affiliate, or a
Nonpublic Utility Operation under the same terms and conditions
that such information is provided to non-Affiliates.

Except as provided in Section Ill.A.2(f) below, Customer
Information shall not be disclosed to any person or company,
without the Customer's consent, and then only to the extent
specified by the Customer. Consent to disclosure of Customer
Information to Affiliates or Nonpublic Utility Operations may be
obtained by means of written authorization, electronic
authorization or recorded verbal authorization upon providing the
Customer with the information set forth in Attachment A;
provided, however, that DEC, DEP, and Piedmont retain such
authorization for verification purposes for as long as the
authorization remains in effect.

If the Customer allows or directs DEC, DEP, or Piedmont to
provide Customer Information to Duke Energy, another Affiliate,
or a Nonpublic Utility Operation, then DEC, DEP, or Piedmont
shall ask the Customer if it would like the Customer Information
to be provided to one or more non-Affiliates. If the Customer
directs DEC, DEP, or Piedmont to provide Customer Information
to one or more non-Affiliates, the Customer Information shall be
disclosed to all entities designated by the Customer
contemporaneously and in the same manner.

Sections 1ll.A.2.(a), 2.(b), and 2.(c) herein shall be permanently
posted on DEC's, DEP’s, and Piedmont’s website.

No DEC, DEP, or Piedmont employee who is transferred to Duke
Energy or another Affiliate will be permitted to copy or otherwise
compile any Customer Information for use by such entity except
pursuant to written permission from the Customer, as reflected
by a signed Data Disclosure Authorization. DEC, DEP, and
Piedmont shall not transfer any employee to Duke Energy or
another Affiliate for the purpose of disclosing or providing
Customer Information to such entity.

Notwithstanding the prohibitions established by this Section
lIILA.2, DEC, DEP, or Piedmont may disclose Customer
Information to DEBS, any other Affiliate, a Nonpublic Utility
Operation or a non-affiliated third party without Customer
consent, but only to the extent necessary for the Affiliate,
Nonpublic Utility Operation or non-affiliated third party to provide



goods or services to DEC, DEP, or Piedmont and upon their
explicit agreement to protect the confidentiality of such Customer
Information. To the extent the Commission approves a list of
services to be provided and taken pursuant to one or more utility-to-
utility service agreements, then Customer Information may be
disclosed pursuant to the foregoing exception to the extent
necessary for such services to be performed. DEC, DEP, and
Piedmont may disclose Customer Information to a state or federal
regulatory agency or court having jurisdiction over the disclosure
of the Information to the extent the state or federal regulatory
agency or court requires the disclosure and requests the
disclosure in writing or by electronic means.

(9) DEC, DEP, and Piedmont shall take appropriate steps to store
Customer Information in such a manner as to limit access to only
those persons permitted to receive it and shall require all persons
with access to such information to protect its confidentiality.

(h) DEC, DEP, and Piedmont, shall establish guidelines for its
employees and representatives to follow with regard to
complying with this Section Ill.A.2.

0] No DEBS employee may use Customer Information to market or
sell any product or service to DEC's, DEP’s, or Piedmont's
Customers, except in support of a Commission-approved rate
schedule or program or a marketing effort managed and supervised
directly by DEC, DEP, or Piedmont.

()] DEBS employees with access to Customer Information must be
prohibited from making any improper indirect use of the data,
including directing or encouraging any actions based on the
Customer Information by employees of DEBS that do not have
access to such information, or by other employees of Duke Energy
or other Affiliates or Nonpublic Utility Operations of the Utilities.

(K) Should any inappropriate disclosure of DEC, DEP, or Piedmont
Customer Information occur at any time, DEC, DEP, or Piedmont is
required to promptly file a statement with the Commission in this
docket describing the circumstances of the disclosure, the
Customer information disclosed, the results of the disclosure, and
the mitigating and/or other steps taken to address the disclosure.

3. The disclosure of Confidential Systems Operation Information of DEC,
DEP, and Piedmont (referred to hereinafter as "Information" or “CSOI”) shall be
governed as follows:



(a)

(b)

Such Information shall not be disclosed by DEC, DEP, or
Piedmont to an Affiliate or a Nonpublic Utility Operation unless it
is disclosed to all competing non-Affiliates contemporaneously
and in the same manner. Disclosure to non-Affiliates is not
required when disclosure to Affiliates or Nonpublic Utility
Operations meets one of the following exceptions:

0] The Information is provided to employees of DEC or DEP
for the purpose of implementing, and operating pursuant
to, the JDA in accordance with the Regulatory Conditions
approved in Docket Nos. E-7, Sub 986, and E-2, Sub 998;

(i) The Information is necessary for the performance of services
approved to be performed pursuant to one or more Affiliate
utility-to-utility service agreements;

(i) A state or federal regulatory agency or court having
jurisdiction over the disclosure of the Information requires
the disclosure;

(iv)  The Information is provided to employees of DEBS
pursuant to a service agreement filed with the Commission
pursuant to G.S. 62-153;

(v) The Information is provided to employees of DEC'’s, DEP’s,
or Piedmont’s Utility Affiliates for the purpose of sharing best
practices and otherwise improving the provision of regulated
utility service;

(vi)  The Information is provided to an Affiliate pursuant to an
agreement filed with the Commission pursuant to G.S. 62-
153, provided that the agreement specifically describes
the types of Information to be disclosed;

(vii) Disclosure is otherwise essential to enable DEC or DEP to
provide Electric Services to their Customers, or for
Piedmont to provide Natural Gas Services to its
Customers;

(viii) Disclosure of the Information is necessary for compliance
with the Sarbanes-Oxley Act of 2002.

Any Information disclosed pursuant to the exceptions in Section
[11.LA.3 (a), above, shall be disclosed only to employees that need
the information for the purposes covered by those exceptions



(c)

(d)

(e)

and in as limited a manner as possible. The employees
receiving such Information must be prohibited from acting as
conduits to pass the Information to any Affiliate(s) and must have
explicitly agreed to protect the confidentiality of such Information.

For disclosures pursuant to exceptions (vii) and (viii) in Section
l11.LA.3(a), above, DEC, DEP, and Piedmont shall include in their
annual affiliated transaction reports the following information:

0] The types of Information disclosed and the name(s) of the
Affiliate(s) to which it is being, or has been, disclosed;

(i)  The reasons for the disclosure; and

(i)  Whether the disclosure is intended to be a one-time
occurrence or an ongoing process.

To the extent a disclosure subject to the reporting requirement is
intended to be ongoing, only the initial disclosure and a
description of any processes governing subsequent disclosures
need to be reported.

DEC, DEP, DEBS, and Piedmont employees with access to CSOI
must be prohibited from making any improper indirect use of the
data, including directing or encouraging any actions based on the
CSOI by employees that do not have access to such information, or
by other employees of Duke Energy or other Affiliates or Nonpublic
Utility Operations of DEC, DEP, or Piedmont.

Should the handling or disclosure of Market Information,
Transmission Information, or other CSOI by DEBS or another
Affiliate or Nonpublic Utility Operation, or their respective
employees, result in (i) a violation of DEC's or DEP’'s FERC
Statement of Policy and Code of Conduct (FERC Code), 18 CFR
358 - Standards of Conduct for Transmission Providers
(Transmission Standards), or any other relevant FERC standards
or codes of conduct, (ii) the posting of such data on an OASIS or
other Internet website, or (iii) other public disclosure of the data,
DEC or DEP shall promptly file a statement with the Commission in
Commission in Docket Nos. E-7, Sub 1100 , and E-2, Sub 1095
respectively, describing the circumstances leading to such violation,
posting, or other this docket describing the circumstances leading
to such violation, posting, or other public disclosure, any data
required to be posted or otherwise publicly disclosed, and the
mitigating and/or other steps taken to address the current or any
future potential violation, posting, or other public disclosure.



() Should any inappropriate disclosure of CSOI occur at any time,
DEC, DEP, or Piedmont shall promptly file a statement with the
Commission in Docket Nos. E-7, Sub 1100 _, or E-2, Sub 1095 , or
G-9, Sub 682_, respectively, describing the circumstances of the
disclosure, the CSOI disclosed, the results of the disclosure, and
the mitigating and/or other steps taken to address the disclosure.

(@)  Unless publicly noticed and generally available, should the FERC
Code, the Transmission Standards, or any other relevant FERC
standards or codes of conduct be eliminated, amended,
superseded, or otherwise replaced, DEC and DEP shall file a letter
in Docket Nos. E-7, Sub 1100 , and E-2, Sub 1095 , with the
Commission describing such action within 60 days of the action,
along with a copy of any amended or replacement document.

B. Nondiscrimination

1. DEC'’s, DEP’s, and Piedmont’s employees and representatives shall not
unduly discriminate against non-Affiliated entities.

2. In responding to requests for Electric Services, Natural Gas Services, or
both, DEC, DEP, and Piedmont shall not provide any preference to Duke Energy,
another Affiliate, or a Nonpublic Utility Operation, or to any customers of such an
entity, as compared to non-Affiliates or their customers. Moreover, DEC, DEP,
Piedmont, Duke Energy, nor any other Affiliates shall not represent to any person or
entity that Duke Energy, another Affiliate, or a Nonpublic Utility Operation will receive
any such preference.

3. DEC, DEP, and Piedmont shall apply the provisions of their respective
tariffs equally to Duke Energy, the other Affiliates, the Nonpublic Utility Operations,
and non-Affiliates.

4. DEC, DEP, and Piedmont shall process all similar requests for Electric
Services, Natural Gas Services, or both in the same timely manner, whether
requested on behalf of Duke Energy, another Affiliate, a Nonpublic Utility Operation,
or a non-Affiliated entity.

5. Personnel and representatives of DEC, DEP, Piedmont Duke Energy,
or other Affiliates shall indicate, represent, or otherwise give the appearance to
another party that Duke Energy or another Affiliate speaks on behalf of DEC, DEP,
or Piedmont; provided however, that this prohibition shall not apply to employees of
DEBS providing Shared Services or to employees of another Affiliate to the extent
explicitly provided for in an affiliate agreement that has been accepted by the
Commission. In addition, no personnel or representatives of a Nonpublic Utility



Operation shall give the appearance to another party that they speak on behalf of
DEC'’s, DEP’s, or Piedmont’s regulated public utility operations.

6. No personnel or representatives of DEC, DEP, Piedmont, Duke Energy,
another Affiliate, or a Nonpublic Utility Operation shall indicate, represent, or
otherwise give the appearance to another party that any advantage to that party with
regard to Electric Services or Natural Gas Services exists as the result of that party
dealing with Duke Energy, another Affiliate, or a Nonpublic Utility Operation, as
compared with a non-Affiliate.

7. DEC, DEP, or Piedmont shall not condition or otherwise tie the
provision or terms of any Electric Services or Natural Gas Services to the purchasing
of any goods or services from, or the engagement in business of any kind with, Duke
Energy, another Affiliate, or a Nonpublic Utility Operation.

8. When any employee or representative of DEC, DEP, or Piedmont
receives a request for information from or provides information to a Customer about
goods or services available from Duke Energy, another Affiliate, or a Nonpublic
Utility Operation, the employee or representative shall advise the Customer that such
goods or services may also be available from non-Affiliated suppliers.

9. Disclosure of Customer Information to Duke Energy, another Affiliate, a
Nonpublic Utility Operation, or a non-Affiliated entity shall be governed by Section
l1I.A.2 of this Code of Conduct.

C. Marketing

1. The public utility operations of DEC, DEP, and Piedmont may engage in
joint sales, joint sales calls, joint proposals, or joint advertising (a joint marketing
arrangement) with their Affiliates and with their Nonpublic Utility Operations, subject
to compliance with other provisions of this Code of Conduct and any conditions or
restrictions that the Commission may hereafter establish. DEC, DEP, and Piedmont
shall not otherwise engage in such joint activities without making such opportunities
available to comparable third parties.

2. Neither Duke Energy nor any of the other Affiliates shall use the names
or logos of DEC, DEP, or Piedmont in any communications unless a disclaimer is
included that states the following:

(@) "[Duke Energy Corporation/Affiliate] is not the same company as
[DEC/DEP /Piedmont], and [Duke Energy Corporation/Affiliate]
has separate management and separate employees”;

(b)  "[Duke Energy Corporation/Affiliate] is not regulated by the North

Carolina Utilities Commission or in any way sanctioned by the
Commission”;
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(©) "Purchasers of products or services from [Duke Energy
Corporation/Affiliate] will receive no preference or special
treatment from [ DEC/DEP/Piedmont]"; and

(d)  "A customer does not have to buy products or services from [Duke
Energy Corporation/Affiliate] in order to continue to receive the
same safe and reliable electric service from [DEC/ DEP] or natural
gas service from Piedmont."

3. Nonpublic Utility Operations may not use the names or logos of DEC,
DEP, or Piedmont in any communications unless a disclaimer is included that states
the following:

(@) "[Name of Service or Good being offered by Nonpublic Utility
Operation] is not part of the regulated services offered by
[DEC/DEP /Piedmont] and is not in any way sanctioned by the
North Carolina Utilities Commission™;

(b)  "Purchasers of [name of Service or Good being offered by
Nonpublic Utility Operation from [Nonpublic Utility Operation] will
receive no preference or special treatment from [DEC/DEP
/Piedmont]"; and

(©) "A customer does not have to buy this product or service to
continue to receive the same safe and reliable electric service or
natural gas service from [DEC/ DEP /Piedmont]."

4. The required disclaimer must be sized and displayed in a way that is
commensurate with the name and logo so that the disclaimer is at least the larger of
one-half the size of the type that first displays the name and logo or the predominant
type used in the communication.

D. Transfers of Goods and Services, Transfer Pricing, and Cost Allocation

1. Cross-subsidies involving DEC, DEP, or Piedmont and Duke Energy,
other Affiliates, or the Nonpublic Utility Operations are prohibited.

2. All costs incurred by personnel or representatives of DEC, DEP, or
Piedmont for or on behalf of Duke Energy, other Affiliates, or the Nonpublic Utility
Operations shall be charged to the entity responsible for the costs.

3. As a general guideline, with regard to the transfer prices charged for

goods and services, including the use or transfer of personnel, exchanged between
and among DEC, DEP, or Piedmont and Duke Energy, the other Non-Utility Affiliates,
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and the Nonpublic Utility Operations, to the extent such prices affect DEC’s, DEP’s, or
Piedmont’s operations or costs of utility service, the following conditions shall apply:

(a)

(b)

(c)

(d)

Except as otherwise provided for in this Section 1II.D, for
untariffed goods and services provided by DEC, DEP, or
Piedmont to Duke Energy, a Non-Utility Affiliate, or a Nonpublic
Utility Operation, the transfer price paid to DEC, DEP, or
Piedmont shall be set at the higher of Market Value or DEC'’s,
DEP’s or Piedmont’s Fully Distributed Cost.

Except as otherwise provided for in this Section II1.D, for goods
and services provided, directly or indirectly, by Duke Energy, a
Non-Utility Affiliate other than DEBS, or a Nonpublic Utility
Operation to DEC, DEP, or Piedmont, the transfer price(s)
charged by Duke Energy, the Non-Utility Affiliate, and the
Nonpublic Utility Operation to DEC, DEP, or Piedmont shall be
set at the lower of Market Value or Duke Energy's, the Non-Utility
Affiliate's, or the Nonpublic Utility Operation's Fully Distributed
Cost(s). If DEC, DEP, or Piedmont do not engage in competitive
solicitation and instead obtain the goods or services from Duke
Energy, a Non-Utility Affiliate, or a Nonpublic Utility Operation,
DEC, DEP, or Piedmont shall implement adequate processes to
comply with this Code provision and related Regulatory
Conditions and ensure that in each case DEC’'s, DEP’s and
Piedmont’'s Customers receive service at the lowest reasonable
cost, unless otherwise directed by order of the Commission. For
goods and services provided by DEBS to DEC, DEP, Piedmont,
and Utility Affiliates, the transfer price charged shall be set at
DEBS’ Fully Distributed Cost.

Tariffed goods and services provided by DEC, DEP and
Piedmont to Duke Energy, other Affiliates, or a Nonpublic Utility
Operation shall be provided at the same prices and terms that
are made available to Customers having similar characteristics
with regard to Electric Services or Natural Gas Services under
the applicable tariff.

With the exception of gas supply transactions, transportation
transactions, or both, between DEC and Piedmont or DEP and
Piedmont, untariffed non-power, non-generation, or non-fuel
goods and services provided by DEC, DEP, or Piedmont to DEC,
DEP, Piedmont, or the Utility Affiliates or by the Utility Affiliates to
DEC, DEP, or Piedmont shall be transferred at the supplier's
Fully Distributed Cost, unless otherwise directed by order of the
Commission

12



(e) For gas supply transactions, transportation transactions, or both,
between DEC and Piedmont or DEP and Piedmont, Piedmont
shall provide service to DEC or DEP at the same price and terms
that are made available to other similarly situated shippers.

4. To the extent that DEC, DEP, Piedmont, Duke Energy, other Affiliates,
or the Nonpublic Utility Operations receive Shared Services from DEBS (or its
successor), these Shared Services may be jointly provided to DEC, DEP, Piedmont,
Duke Energy, other Affiliates, or the Nonpublic Utility Operations on a fully
distributed cost basis, provided that the taking of such Shared Services by DEC,
DEP, and Piedmont is cost beneficial on a service-by-service (e.g., accounting
management, human resources management, legal services, tax administration,
public affairs) basis to DEC, DEP, or Piedmont. Charges for such Shared Services
shall be allocated in accordance with the cost allocation manual(s) filed with the
Commission pursuant to Regulatory Condition 5.5, subject to any revisions or other
adjustments that may be found appropriate by the Commission on an ongoing basis.

5. DEC, DEP, Piedmont, and their Utility Affiliates may capture
economies-of-scale in joint purchases of goods and services (excluding the purchase
of electricity or ancillary services intended for resale unless such purchase is made
pursuant to a Commission-approved contract or service agreement),if such joint
purchases result in cost savings to DEC’s, DEP’s, and Piedmont’s Customers. DEC,
DEP, Piedmont and their Utility Affiliates may capture economies-of-scale in joint
purchases of coal and natural gas, if such joint purchases result in cost savings to
DEC'’s, DEP’s, or Piedmont’'s Customers. All joint purchases entered into pursuant to
this section shall be priced in a manner that permits clear identification of each
participant's portion of the purchases and shall be reported in DEC’s, DEP’s, and
Piedmont’s affiliated transaction reports filed with the Commission.

6. All permitted transactions between DEC, DEP, Piedmont, Duke Energy,
other Affiliates, and the Nonpublic Utility Operations shall be recorded and
accounted for in accordance with the cost allocation manuals required to be filed
with the Commission pursuant to Regulatory Condition 5.5 and with Affiliate
agreements accepted by the Commission or otherwise processed in accordance with
North Carolina law, the rules and orders of the Commission, and the Regulatory
Conditions.

7. Costs that DEC, DEP, and Piedmont incur in assembling, compiling,
preparing, or furnishing requested Customer Information or Confidential Systems
Operation Information for or to Duke Energy, other Affiliates, Nonpublic Ultility
Operations, or non-Affiliates (other than the Customer itself or its designated
representative or agent) shall be recovered from the requesting party pursuant to
Section 111.D.3 of this Code of Conduct

8. Any technology or trade secrets developed, obtained, or held by DEC,
DEP, or Piedmont in the conduct of regulated operations shall not be transferred to
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Duke Energy, another Affiliate, or a Nonpublic Utility Operation without just
compensation and the filing of 60-days prior notification to the Commission; provided
however, that DEC, DEP, or Piedmont are not required to provide advance notice for
such transfers to each other. DEC, DEP, or Piedmont may request a waiver of this
requirement from the Commission with respect to such transfers to Duke Energy, a
Utility Affiliate, a Non-Utility Affiliate, or a Nonpublic Utility Operation. In no case,
however, shall the notice period requested be less than 20 business days.

9. DEC, DEP, and Piedmont shall receive compensation from Duke
Energy, other Affiliates, and the Nonpublic Utility Operations for intangible benefits, if
appropriate.

E. Regulatory Oversight

1. The State's existing requirements regarding affiliate transactions, as set
forth in G.S. 62-153, shall continue to apply to all transactions between DEC, DEP,
Piedmont, Duke Energy, and the other Affiliates.

2. The books and records of DEC, DEP, Piedmont, Duke Energy, other
Affiliates, and the Nonpublic Utility Operations shall be open for examination by the
Commission, its staff, and the Public Staff as provided in G.S. 62-34, 62-37, and 62-
51.

3. If Piedmont supplies any of Natural Gas Services, with the exception of
Natural Gas Services provided pursuant to Commission-approved contracts or
service agreements, used by either DEC or DEP to generate electricity, DEC or
DEP, respectively, shall file a report with the Commission in DEC’s or DEP’s (as
appropriate) annual fuel and fuel-related cost recovery case demonstrating that the
purchase was prudent and the price was reasonable.

4. To the extent North Carolina law, the orders and rules of the
Commission, and the Regulatory Conditions permit Duke Energy, an Affiliate, or a
Nonpublic Utility Operation to supply DEC, DEP or Piedmont Natural Gas Services
or other Fuel and Purchased Power Supply Services used by DEC or DEP to provide
Electric Services to Customers, and to the extent such Natural Gas Services or other
Fuel and Purchased Power Supply Services are supplied, DEC or DEP shall
demonstrate in its annual fuel adjustment clause proceeding that each such
acquisition was prudent and the price was reasonable.

F. Utility Billing Format

To the extent any bill issued by DEC, DEP, Piedmont, Duke Energy, another
Affiliate, a Nonpublic Utility Operation, or a non-Affiliated third party includes any
charges to Customers for Electric Services and/or Natural Gas Services and non-
Electric Services, non-Natural Gas Services, or both, from Duke Energy, another
Affiliate, a Nonpublic Utility Operation, or a non-Affiliated third party, the charges for
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the Electric Services and/or Natural Gas Services shall be separated from the
charges for any other services included on the bill. Each such bill shall contain
language stating that the Customer's Electric Services and/or Natural Gas Services
will not be terminated for failure to pay for any other services billed.

G. Complaint Procedure

1. DEC, DEP, and Piedmont shall establish complaint procedures to
resolve potential complaints that arise due to the relationship of DEC, DEP, and
Piedmont with Duke Energy, its other Affiliates, and its Nonpublic Utility Operations.
The complaint procedures shall provide for the following:

(@) Verbal and written complaints shall be referred to a designated
representative of DEC, DEP, or Piedmont.

(b)  The designated representative shall provide written notification to
the complainant within 15 days that the complaint has been
received.

(c) DEC, DEP, or Piedmont shall investigate the complaint and
communicate the results or status of the investigation to the
complainant within 60 days of receiving the complaint.

(d) DEC, DEP, or Piedmont shall each maintain a log of complaints
and related records and permit inspection of documents (other
than those protected by the attorney/client privilege) by the
Commission, its staff, or the Public Staff.

2. Notwithstanding the provisions of Section 1Il.G.1, any complaints
received through Duke Energy's EthicsLine (or successor), which is a confidential
mechanism available to the employees of the Duke Energy holding company system,
shall be handled in accordance with procedures established for EthicsLine.

3. These complaint procedures do not affect a complainant's right to file a
formal complaint or otherwise address questions to the Commission.
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CODE OF CONDUCT
ATTACHMENT A

DEC/DEP/PIEDMONT CUSTOMER INFORMATION DISCLOSURE
AUTHORIZATION

For Disclosure to Affiliates:

DEC's/DEP’s/Piedmont’s Affiliates offer products and services that are separate from
the regulated services provided by DEC/DEP/Piedmont. These services are not
regulated by the North Carolina Utilities Commission or the Public Service
Commission of South Carolina. These products and services may be available from
other competitive sources.

The Customer authorizes DEC/DEP/Piedmont to provide any data associated with
the Customer account(s) residing in any DEC/DEP/Piedmont files, systems or
databases [or specify specific types of data] to the following Affiliate(s)
DEC/DEP/Piedmont will provide this data on a non-
discriminatory basis to any other person or entity upon the Customer's authorization.

For Disclosure to Nonpublic Utility Operations:

DEC/DEP/Piedmont offers optional, market-based products and services that are
separate from the regulated services provided by DEC/DEP/Piedmont. These
services are not regulated by the North Carolina Utilities Commission or the Public
Service Commission of South Carolina. These products and services may be
available from other competitive sources.

The Customer authorizes DEC/DEP/Piedmont to use any data associated with the
Customer account(s) residing in any DEC/DEP/Piedmont files, systems or databases
[or specify types of data] for the purpose of offering and providing energy-related
products or services to the Customer. DEC/DEP/Piedmont will provide this data on
a non-discriminatory basis to any other person or entity upon the Customer's
authorization.
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REGULATORY CONDITIONS

These Regulatory Conditions set forth commitments made by Duke Energy and
preg%ess—l%nergy—and—thaﬂts publlc utility subS|d|ar|es Duke Energy Carollnas LLC
(DEC), = - - e - - y Ca asDuke
Energy Proqress LLC (DEP) and Pledmont Natural Gas Company, Inc.
(PECS),Piedmont) as a precondition of approval of the application by Duke Energy and
Progress-EnergyPiedmont pursuant to G.S. 62-111(a) for authority to engage in their
proposed business combination transaction. These Regulatory Conditions, which
become effective only upon closing of the Merger, shall apply jointly and severally to Duke
Energy and Progress Energy, as well as jointly and severally to, DEC, DEP, and
PECPiedmont, and shall be interpreted in the manner that most effectively fulfills the
Commission’s purposes as set forth in the preamble to Section Il of these Regulatory
Conditions.

SECTION |
DEFINITIONS

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

Affiliate: Duke Energy and any business entity of which ten percent (10%) or more is
owned or controlled, directly or indirectly, by Duke Energy. For purposes of these
Regulatory Conditions, Duke Energy and each business entity so controlled by it are
considered to be Affiliates of DEC, DEP, and PEC,;Piedmont and DEC, DEP and
PECPiedmont are considered to be Affiliates of each other.

Affiliate Contract: Any contract or agreement (a) between and among any of the
Affiliates, including DEC, DEP, and Piedmont, if such contracts are reasonably likely to
have an Effect on DEC's, DEP’s or PECPiedmont’s Rates or Service, or{b)to-which
oot el ens Al pee cepiiee p DIEC ol o Anilee cpe cerl oo including
contracts with proposed Affiliates. Such contracts and agreements include, but are
not limited to, service, operating, interchange, pooling, wholesale power sales
agreements and agreements involving financings and asset transfers and sales, and
the Joint Dispatch Agreement.

Catawba Joint Owners: The North Carolina Electric Membership Corporation,
North Carolina Municipal Power Agency No. 1, and Piedmont Municipal Power
Agency. For purposes of these Regulatory Conditions, DEC is not included in the
definition of Catawba Joint Owners.



Code of Conduct: The minimum guidelines and rules approved by the Commission
that govern the relationships, activities, and transactions between and among the
public utility operations of DEC-and-PEC, DEP, Piedmont, Duke Energy, the other
Affiliates of DEC, DEP, and PECPiedmont, and the Nonpublic Utility Operations of
DEC, DEP, and PECPiedmont, as those guidelines and rules may be amended by the
Commission from time to time.

Commission: The North Carolina Utilities Commission.

Customer: Any retail electric customer of DEC or PEC in North Carolina_and any
Commission-regulated natural gas sales or natural gas transportation customer of
Piedmont located in North Carolina.

DEBS: Duke Energy Business Services, LLC, and its successors, which is a service
company Affiliate that provides Shared Services to DEC, PECDEP, Piedmont, Duke
Energy, other Affiliates, or the Nonpublic Utility Operations of DEC, DEP or
PECPiedmont, singly or in any combination.

DEC: Duke Energy Carolinas, LLC, the business entity, wholly owned by Duke
Energy, that holds the franchise granted by the Commission to provide Electric
Services within DEC’s North Carolina service territory and that engages in public utility
operations, as defined in G.S. 62-3(23), within the State of North Carolina.

DEP: Duke Energy Progress. LLC

DEP’s North Carolina service territory and that engages in public utility operations,
as defined in G.S. 62-3(23) within the State of North Carolina.

Duke Energy: Duke Energy Corporation, which is the current holding company
parent of DEC, DEP, and PECPiedmont, and any successor company.

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

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

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



FERC: The Federal Energy Regulatory Commission.

Fully Distributed Cost: All direct and indirect costs, including overheads and an
appropriate cost of capital, incurred in providing goods or services to another business
entity; provided, however, that (a) for each good and service supplied by or from DEC,
DEP, or PECPiedmont, the return on common equity utilized in determining the
appropriate cost of capital shall equal the return on common equity authorized by the
Commission in the supplying utility’s most recent general rate case proceeding, (b) for
each good and service supplied to DEC, DEP, or PEC;Piedmont the appropriate cost
of capital shall not exceed the overall cost of capital authorized in the supplying utility’s
most recent general rate case proceeding; and (c) for each good and service supplied
by or from DEC-and-PEC, DEP, or Piedmont to each other, the return on common
equity utilized in determining the appropriate cost of capital shall not exceed the lower
of the returns on common equity authorized by the Commission in DEC’s-and-PEC,
DEP’s, or Piedmont’'s most recent general rate case proceedings.

JDA: Joint Dispatch Agreement, which is the agreement as filed with the
Commission in Docket Nos. E-7, Sub 986, and E-2, Sub 998, on June 22, 2011, and as
amended and refiled on June 12, 2012.

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

Merger: All transactions contemplated by the Agreement and Plan of Merger
between Duke Energy and Pregress-EnergyPiedmont.

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

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

Non-Native Load Sales: DEC's or RPECDEP’s sales of energy at wholesale, not
including transactions between DEC and PECDEP pursuant to the JDA and not including
service to customers served at Native Load Priority.

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




Non-Utility Affiliate: Any Affiliate, including DEBS-and-PESC, other than a Utility
Affiliate, DEC, DEP, or PEC-Piedmont.

Progress Energy: Progress Energy, Inc., which is the former holding company
parent of PEC,DEP and which-becameis a subsidiary of Duke Energy-aftertheclose-of

the-Merger, and any successors.

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

Public Staff: The Public Staff of the North Carolina Utilities Commission.
PUHCA 2005: The Public Utility Holding Company Act of 2005.

Purchased Power Resources: Purchases of energy by DEC or PECDEP at wholesale
from sellers other than each other, the contract terms for which are one year or longer.

Retail Native Load Customers: The captive retail Customers of DEC and PECDEP
in North Carolina for which DEC and PECDEP have the obligation under North
Carolina law to engage in long-term planning and to supply all Electric Services,
including installing or contracting for capacity, if needed, to reliably meet their
electricity needs.

Retained Earnings: The retained earnings currently required to be listed on page
112, line 11, of the pre-Merger DEC FERC Form 1-andl, the pre-Merger PECDEP
FERC Form 4.1, and page 112, line 11 of the pre-Merger Piedmont FERC Form 2.

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




Utility Affiliates: The regulated public utility operations of Duke Energy Indiana,
te-LLC (Duke Indiana), Duke Energy Kentucky, Inc. (Duke Kentucky), and-Florida
Power Corporation, d/b/a PregressDuke Energy Florida, LLC (PEFDEF), and-the

regulated-transmission-and-distribution-operations—of Duke Energy Ohio, Inc. (Duke
Ohio).

SECTION I
AUTHORITY, SCOPE, AND EFFECT

These Regulatory Conditions are based on the general power and authority
granted to the Commission in Chapter 62 of the North Carolina General Statutes to
control and supervise the public utilities of the State. The Regulatory Conditions (a)
constitute specific exercises of the Commission's authority, (b) provide mechanisms
that enable the Commission to determine in advance the extent of its authority and
jurisdiction over proposed activities of, and transactions involving, DEC, PECDEP
Piedmont, Duke Energy, other Affiliates or Nonpublic Utility Operations, and (c) protect
the Commission's jurisdiction from federal preemption and its effects. The purpose of
these Regulatory Conditions is to ensure that DEC’s and PECDEP’s Retail Native
Load Customers_and Piedmont Customers (a) are protected from any known adverse
effects from the Merger, (b) are protected as much as possible from potential costs and
risks resulting from the Merger, and (c) receive sufficient known and expected benefits to
offset any potential costs and risks resulting from the Merger. These Regulatory
Conditions are not intended to impose legal obligations on entities in which Duke
Energy does not directly or indirectly have a controlling voting interest, or to affect any
rights of any party to participate in subsequent proceedings.

2.1 Waiver of Certain Federal Rights. Pursuant to these conditions, DEC,
PECDEP, Piedmont, Duke Energy, and other Affiliates waive certain of their federal
rights as specified in these Regulatory Conditions, but do not otherwise agree that the
Commission has authority other than as provided for in Chapter 62.

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

2.3 Waiver Request. DEC, PECDEP, Piedmont, Duke Energy, and other Affiliates
may seek a waiver of any aspect of these Regulatory Conditions by filing a request
with the Commission showing that exigent-circumstances in a particular case justify
such a waiver.

SECTION Il
PROTECTION FROM PREEMPTION



The following Regulatory Conditions are intended to protect the jurisdiction of
the Commission against the risk of federal preemption as a result of the Merger,
including risks related to agreements and transactions between and among DEC,
PECDEP, Piedmont, and any of their Affiliates; financing transactions involving Duke

Energy, DEC, DEP, or PECPiedmont, and any other Affiliate; the ownership, use, and
disposition of assets by DEC, DEP, or PECPiedmont; participation in the wholesale
market by DEC or PECDEP; and filings with federal regulatory agencies.

3.1 Transactions between DEC, PECDEP, Piedmont, and Other Affiliates; Affiliate

Contract Provisions; Advance Notice of Affiliate Contracts to Be Filed with the

FERC: Annual Certification.

(a)

(b)

Neither BECnerPECDEC, DEP, or Piedmont shall not engage in any
transactions with an Affiliate or proposed Affiliate without first filing,
consistent with the requirements of G.S. 62-153(a) or (b), the-proposed
Affiliate Contract or proposed Affiliate Contract with the Commission that
memorializes any such dealings and taking such actions and obtaining
from the Commission such decisions as are required under North
Carolina law. DEC-and-PEC, DEP, or Piedmont shall submit each
proposed-Affiliate Contract or proposed Affiliate Contract that will be filed
pursuant to G.S. 62-153(a) or (b) to the Public Staff for informal review at
least ten days before filing it with the Commission. No formal advance
notice is required for agreements that DEC, DEP or PECPiedmont
intends to file pursuant to G.S. 62-153 unless the agreements are to be
filed with the FERC, in which case subsection (c) applies.

All Affiliate Contracts to which DEC, DEP, or PECPiedmont is a party

shall contain the following provisions:

0] DECs—eHQE&s—pamemaﬂen—m—th&ag%emem—s#emmary—DEe

brerepneear

{—DBECerPEC, DEP, or Piedmont may not seek to reflect in rates
any (A) costs incurred under the agreement exceeding the amount
allowed by the Commission or (B) revenue level earned under the
agreement less than the amount imputed by the Commission; and




(c)

(d)

(vil) Neither BECHerPECDEC, DEP, or Piedmont shall not assert in
any forum — whether judicial, administrative, federal, state, local or
otherwise — either on its own initiative or in support of another entity’s
assertions, that the Commission's authority to assign, allocate,
impute, make pro-forma adjustments to, or disallow revenues and
costs for retail ratemaking and regulatory accounting and reporting
purposes is, in whole or in part, (A) preempted by Federal Law or (B)
not within the Commission’s power, authority or jurisdiction; DEC
and-PEC, DEP, Piedmont, or any combination of the three, will bear
the full risk of any preemptive effects of Federal Law with respect
to the agreement.

In-erder-toTo enable the Commission to exercisedetermine its authority
and jurisdiction, as outlined in Chapter 62 of the North Carolina General
Statutes, over a proposed Affiliate Contract, a contract with a proposed
Affiliate, or an amendment to an existing Affiliate Contract that involves
costs that will be assigned to DEC, DEP, or PECPiedmont and that is
required or intended to be filed with the FERC, the following procedures
shall apply:

0] DEC, DEP, or PECPiedmont shall file advance notice and a copy
of the proposed Affiliate Contract, a contract with a proposed
Affiliate, or an amendment to an existing Affiliate Contract with the
Commission at least 30 days prior to a filing with the FERC. All
Affiliate Contracts, contracts with a proposed Affiliate, or
amendments to existing Affiliate Contracts filed with the advance
notice under Regulatory Condition 3.1(c) shall be unexecuted at
the time of filing and remain unexecuted for the duration of the
advance notice period. A copy shall be provided to the Public
Staff at the time of the filing. The provisions of Regulatory
Condition 13.2 shall apply to an advance notice filed pursuant to

this Regulatory Condition.

(i)  If an objection to DEC, DEP, or PECPiedmont proceeding with the
filing with the FERC is filed pursuant this Regulatory Condition, the
proposed filing shall not be made with the FERC until the
Commission issues an order resolving the objection.

(i) Filings of advance notices and copies of proposed Affiliate
Contracts, a contract with a proposed Affiliate, and amendments to
existing Affiliate Contracts pursuant to this subsection shall be in
addition to filings required by G.S. 62-153, and the burden of proof
as to those filings shall be as provided by statute.

Beth-DEC, DEP and PECPiedmont shall each certify in a filing with the
Commission that reither BPEC,PEC; , hor




3.2

3.3

(e)

(i) it has not made any filing with the
FERC or any other federal regulatory agency inconsistent with the

foregoing_and (ii) and
not made any such filing. Such certification shall
be repeated annually on the anniversary of the first certification.

In the event the FERC or any other federal regulatory agency requires
modification of a proposed Affiliate Contract to omit any of the provisions
of Condition 3.1(b) as a condition of acceptance or approval by that
agency, DEC, DEP and-PEC/or Piedmont shall remain bound by those
provisions for state regulatory purposes.

Financing Transactions Involving DEC, PECDEP, Piedmont, Duke Energy, or
Other Affiliates.

(a)

(b)

With respect to any financing transaction between or among DEC, DEP
or PEC-and Buke-Energy;Piedmont or any one or more of DEC’s, DEP’s
or PECPiedmont’s other Affiliates, any contract memorializing such
transaction shall expressly provide that DEC, DEP or PECPiedmont shall
not enter into any such financing transaction except in accordance with
North Carolina law and the rules, regulations and orders of the
Commission promulgated thereunder; and

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

Ownership and Control of Assets Used by DEC, DEP and PECPiedmont to

Supply Electric Power or Natural Gas Services to North Carolina Retal

Customers; Transfer of Ownership or Control.

(a)

whelesale}{b}——With respect to the transfer by DEC, DEP, or

PECPiedmont to any entity, affiliated or not, of the control of, operational
responsibility for, or ownership of suchgeneration, transmission, or
distribution assets with a gross book value in excess of ten million dollars
($10 million), DEC, DEP or PECPiedmont shall provide written notice to




the Commission at least 30 days in advance of the proposed transfer.
The provisions of Regulatory Condition 13.2 shall apply to an advance
notice filed pursuant to this Regulatory Condition.

(eb) Any contract memorializing such a transfer shall include the following
language:

0] DEC, DEP, or PECPiedmont may not commit to or carry out the
transfer except in accordance with applicable law, and the rules,
regulations and orders of the Commission promulgated
thereunder; and

(i) DEC-e+PEC, DEP, and Piedmont may not include in its North
Carolina retail-cost of service or rates the value of the transfer,
whether or not subject to federal law, except as allowed by the
Commission in accordance with North Carolina law.

(d)  Any application filed with the FERC in connection with any transfer of
control, operational responsibility, or ownership that involves or
potentially affects DEC, DEP, or PECPiedmont shall include the

language set forth in subdivisions (c)(i) and (ii), above,-and-shal-reguest
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3.4 Purchases and Sales of Electricity and Natural Gas between DEC, PECDEP,
Piedmont, Duke Energy, Other Affiliates, or Nonpublic Utility Operations. Subject to
additional restrictions set forth in the Code of Conduct, neither BEC-rorPECDEC,
DEP, or Piedmont shall not purchase electricity (or related ancillary services) or
natural gas from Duke Energy, another Affiliate, or a Nonpublic Utility Operation under
circumstances where the total all-in costs, including generation, transmission, ancillary
costs, distribution, taxes and fees, and delivery point costs, incurred (whether directly
or through allocation), based on information known, anticipated, or reasonably
available at the time of purchase, exceed fair Market Value for comparable service, nor
shall DEC, DEP, or PECPiedmont sell electricity (or related ancillary services) or
natural gas to Duke Energy, another Affiliate, or a Nonpublic Utility Operation for less
than fair Market Value; provided, however, that such restrictions shall not apply to
emergency transactions. This condition shall not apply to transactions between DEC
and PECDEP that are governed by the JDA.

3.5 Least Cost Integrated Resource Planning and Resource Adequacy. This
Regulatory Condition does not apply to Piedmont. DEC and PECDEP shall each
retain the obligation to pursue least cost integrated resource planning for their
respective Retail Native Load Customers and remain responsible for their own




resource adequacy subject to Commission oversight in accordance with North
Carolina law. DEC and PECDEP shall determine the appropriate self-built or
purchased power resources to be used to provide future generating capacity and
energy to their respective Retail Native Load Customers, including the siting
considered appropriate for such resources, on the basis of the benefits and costs of
such siting and resources to those Retail Native Load Customers.

3.6 Priority of Service.

(a)
(b)

(bc)

This Regulatory Condition does not apply to Piedmont.

{a)-The planning and joint dispatch of DEC’s system generation and
Purchased Power Resources shall ensure that DEC’s Retail Native Load
Customers receive the benefits of that generation and those resources,
including priority of service, to meet their electricity needs consistent with
the JDA. DEC shall continue to serve its Retail Native Load Customers
with the lowest-cost power it can reasonably generate or obtain as
Purchase Power Resources before making power available for sales to
customers that are not entitled to the same level of priority as Retail
Native Load Customers.

The planning and joint dispatch of PECDEP’s system generation and
Purchase Power Resources shall ensure that PECDEP’s Retail Native
Load Customers receive the benefits of that generation and those
resources, including priority of service, to meet their electricity needs
consistent with the JDA. PECDEP shall continue to serve its Retail
Native Load Customers with the lowest-cost power it can reasonably
generate or obtain as Purchase Power Resources before making power
available for sales to customers that are not entitled to the same level of
priority as Retail Native Load Customers.

3.7 Wholesale Power Contracts Granting Native Load Priority.

(a)
(ab)

This Requlatory Condition does not apply to Piedmont.

DEC is not required to file an advance notice with the Commission or
receive its approval prior to entering into wholesale power contracts that
grant Native Load Priority to the following historically served customers:
the City of Concord, North Carolina; the City of Kings Mountain, North
Carolina; the Town of Dallas, North Carolina; the Town of Forest City,
North Carolina; Lockhart Power Company; the Public Works Commission
of the Town of Due West, South Carolina; the Town of Prosperity, South
Carolina; the City of Greenwood, South Carolina; the Town of Highlands;
North Carolina; Western Carolina University (WCU); the electric
membership cooperatives (EMCs) within DEC's control area; North
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Carolina Municipal Power Agency No. 1; Piedmont Municipal Power
Agency; New River Light & Power Company; and the South Carolina
distribution cooperatives historically served by Saluda River Electric
Cooperative, Inc., and currently served by Central Electric Power
Cooperative, Inc. (which are Blue Ridge Electric Cooperative, Inc., Broad
River Electric Cooperative Inc., Laurens Electric Cooperative, Inc., Little
River Electric Cooperative, Inc., and York Electric Cooperative, Inc.).
Subject to the conditions set out in Regulatory Condition 3-9;3.8, the
retail native loads of these historically served wholesale customers shall
be considered DEC's Retail Native Load Customers for purposes of
Regulatory Conditions 3.5, 3.6, and 4.5; provided, however, that this
subsection applies only to the same types of supplemental load and
backstand requirements services that were historically provided to the
Catawba Joint Owners under the Catawba Interconnection Agreements
between DEC and the Catawba Joint Owners prior to 2001, which, for the
North Carolina Electric Membership Corporation, only includes the EMCs
within DEC's control area.

(b) (b} PECDEP is not required to file an advance notice with the Commission or
receive its approval prior to entering into wholesale power contracts that
grant Native Load Priority to the Public Works Commission of the City of
Fayetteville, North Carolina; the Town of Waynesville, North Carolina; the
City of Camden, South Carolina; the French Broad Electric Membership
Corporation; the North Carolina Eastern Municipal Power Agency; the
electric membership cooperatives (EMCs) within PEC’s control area,
whether served through the North Carolina Electric Membership Corporation
(NCEMC) or individually; the Town of Black Creek, North Carolina; the Town
of Lucama, North Carolina; the Town of Stantonsburg, North Carolina; the
Town of Sharpsburg, North Carolina; and the Town of Winterville, North
Carolina. Subject to the conditions set out in Regulatory Condition 3.9,;3.8,
the retail native loads of these historically served wholesale customers shall
be considered PEC’s Retail Native Load Customers for purposes of
Regulatory Conditions 3.5, 3.6, and 4.5.
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Wholesale Contracts Entered into by DEC or PECDEP as Sellers.
(a)
(b)

This Requlatory Condition does not apply to Piedmont.

{a)-The Commission retains the right to assign, allocate, impute, and
make pro-forma adjustments with respect to the revenues and costs
associated with both DEC's or PECDEP’s wholesale contracts for retail
ratemaking and regulatory accounting and reporting purposes.

{by-Entry into wholesale contracts that grant Native Load Priority or
otherwise obligate DEC or PECDEP to construct generating facilities or
make commitments to purchase capacity and energy to meet those
contractual commitments constitutes acceptance by DEC, PECDEP,
Duke Energy, and other Affiliates or Nonpublic Utility Operations thereof
of the risks that investments in generating facilities or commitments to
purchase capacity and energy to meet such contractual commitments
and maintain an adequate reserve margin throughout the term of such
contracts may become uneconomic sunk costs that are not recoverable
from DEC's or PECDEP’s respective Retail Native Load Customers. In a
future Commission retail proceeding in which cost recovery is at issue,
neither DEC nor PECDEP shall claim that it does not bear this risk, and
both DEC and PECDEP shall acknowledge that the Commission retains
full authority under Chapter 62 to disallow such costs as not used and
useful and to allocate, impute, or assign such costs away from Retail
Native Load Customers. For purposes of this condition, capacity will be
considered used and useful and not excess capacity to the extent the
Commission determines such capacity is needed by DEC or PECDEP to
meet the expected peak loads of DEC's or PECDEP’s respective Retail
Native Load Customers in the near term future plus a reserve margin
comparable to that currently being used or otherwise considered
appropriate by the Commission. Neither DEC, PECDEP, Duke Energy,
nor any other Affiliate shall assert in any forum — whether judicial,
administrative, federal, state, local or otherwise — either on its own initiative
or in support of any other entity’s assertions that the Commission is
preempted from taking the actions contemplated in this subsection.

{e}-Neither DEC, PECnor DEP, nor Duke Energy, ernor other Affiliate
shall assert in any forum — whether judicial, administrative, federal, state,
local or otherwise — either on its own initiative or in support of any other
entity’s assertions that (i) transactions entered into pursuant to DEC's or
PECDEP’s cost- or market-based rate authority or (ii) the filing with, or
acceptance for filing by, the FERC of any wholesale power contract to
which either is a party establishes or implies a cost allocation
methodology that is binding on the Commission, requires the
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pass-through of any costs or revenues under the filed rate doctrine, or
preempts the Commission's authority to assign, allocate, impute, make
pro-forma adjustments to, or disallow the revenues and costs associated
with, DEC's or PECDEP’s wholesale contracts for retail ratemaking and
regulatory accounting and reporting purposes.

(¢e) Neither DEC, PECnor DEP, nor Duke Energy, ernor other Affiliate shall
assert in any forum — whether judicial, administrative, federal, state, local
or otherwise — either on its own initiative or in support of any other entity’s
assertions that the exercise of authority by the Commission to assign,
allocate, impute, make pro-forma adjustments to, or disallow the costs
and revenues associated with DEC's or PECDEP’s wholesale contracts
for retail ratemaking and regulatory accounting and reporting purposes in
itself constitutes an undue burden on interstate commerce or otherwise
violates the Commerce Clause of the United States Constitution.
Heowever; DEC and PECDEP, however, retain the right to argue that a
specific exercise of authority by the Commission violates the Commerce
Clause based upon specific evidence of undue interference with
interstate commerce.

(ef) Except as provided in the foregoing conditions, DEC and PECDEP retain
the right to challenge the lawfulness of any order issued by the
Commission in connection with the assignment, allocation, imputation,
pro-forma adjustments to, or disallowances of the revenues and costs
associated with DEC's or PECDEP’s wholesale contracts for retail
ratemaking and regulatory accounting and reporting purposes on any
other grounds, including but not limited to the right outlined in G.S.
62-94(b).

3-103.9 Other Protections.

(a) Neither-DEC, PECDEP, Piedmont, Duke Energy, another Affiliate, neror a
Nonpublic Utility Operation shall not assert in any forum — whether judicial,
administrative, federal, state, local or otherwise — either on its own initiative or in
support of any other entity’s assertions that approval by the FERC of
market-based rates, transfers of generating facilities, or any matter that involves
Affiliates in any way preempts the Commission's authority to determine the
reasonableness or prudence of DEC's, DEP’s, or PECPiedmont’s decisions
with respect to supply-side resources, demand-side management, or any other
aspect of resource adequacy.

(b) (b) No agreement shall be entered into, nor shall any filing be made

with the FERC by or on behalf of DEC or RE&that—G}—eenc%DE@er—PE@t&

er—mete—ether—Aﬁﬂ#ates—et—éu}—ethetw&seDEP that alters DEC s or QEGDEP S
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obligations with respect to these Regulatory Conditions, absent explicit

approval of the Commission.——{¢)—BEC,—PEC, —Duke Energy,—the other

BE@&%PE@SR&%S@%M& ThIS Regulator;g Condltlon does not agglgt
Piedmont.

(c) {3-Any contract or filing regarding DEC's or PECDEP’s membership in or
withdrawal from an RTO or comparable entity must be contingent upon state
regulatory approval.__This Regulatory Condition does not apply to Piedmont.

(d) {fe}-Consistent with G.S. 62-153, DEC, DEP, and PECPiedmont shall ebtain-prier
approval-offile_ with the Commission any proposed substantive revisions to any
Affiliate agreement to which eitherone of them is a party.

(e) (-DEC, DEP, and PECPiedmont shall obtain Commission approval before either
DEBS-erPESC is sold, transferred, merged with any other entities, has any
ownership interest therein changed, or otherwise changed so that a change of
control could occur. This requirement does not apply to any movement of DEBS
or-PESC within the Duke Energy holding company system that does not constitute
a change of control.

(f) {g)-DEC, DEP, and PECPiedmont may participate in joint comments and other
joint filings with Affiliates only when such participation fully complies with both the
letter and the spirit of the Regulatory Conditions. Any filing made by DEBS-er
PESC on behalf of DEC-e+PEC-orin-which-DEC-orPEC participates;, DEP, or
Piedmont must clearly identify DEBS erPESC-as an agent of DEC, DEP, or
PECPiedmont for purposes of making the filing.

(g) {fh——Neither DEC, PECDEP, Piedmont, Duke Energy, another Affiliate, nor a
Nonpublic Utility Operation shall make any assertion or argument either on its
own initiative or in support of any other entity’'s assertions in any forum —
whether judicial, administrative, federal, state, or otherwise — with respect to
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any contract, transaction, or other matter in which DEC, DEP or PECPiedmont
is involved or proposes to be involved or any contract, transaction, or matter
involving or proposed to involve Duke Energy, any other Affiliate, or any
Nonpublic Utility Operation that may have an Effect on DEC's, DEP’s or
PECPiedmont’'s Rates or Service, that the Commission is in any way
preempted, in whole or in part, by Federal Law, or is acting beyond the
Commission’s power, authority or jurisdiction, in exercising its authority under
Chapter 62 of the North Carolina lawGeneral Statutes as follows:

0] reviewing the reasonableness of any Affiliate commitment entered
into or proposed to be entered into by DEC, DEP, or
PECPiedmont, or disallowing the costs of, or imputing revenues
related to such commitment to, DEC, DEP, or PEC;Piedmont:

(i) exercising its authority over financings or setting rates based on
the capital structure, corporate structure, debt costs, or equity
costs that it finds to be appropriate for retail ratemaking purposes;

(i)  reviewing the reasonableness of any commitment entered into or
proposed to be entered into by DEC, DEP, or PECPiedmont to
transfer an asset;

(iv)  mandating, approving, or otherwise regulating a transfer of assets;

(v)  scrutinizing and establishing the value of any asset transfers for
the purpose of determining the rates for services rendered to
DEC's or PECDEP’s Retail Native Load Customers_or Piedmont’s
Customers; or

(vi)  exercising any other lawful authority it may have.

Should any other entity so assert, neither DEC, PEC,DEP, or
Piedmont Duke Energy, other Affiliates, nor the Nonpublic Utility
Operations shall support any such assertion and shall, promptly
upon learning of such assertion, advise and consult with the
Commission and the Public Staff regarding such assertion.

(viij DEC, PECDEP, Piedmont, Duke Energy, other Affiliates, and the
Nonpublic Utility Operations shall (A) bear the full risk of any
preemptive effects of Federal Law with respect to any contract,
transaction, or commitment entered into or made or proposed to
be entered into or made by DEC-e+RPEC, DEP, Piedmont, or which
may otherwise affect DEC's—er—PEC, DEP’s Piedmont’'s
operations, service, or rates and (B) shall take all actions as may
be reasonably necessary and appropriate to hold North Carolina
ratepayers harmless from rate increases, foregone opportunities
for rate decreases or any other adverse effects of such
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preemption. Such actions include, but are not limited to, filing
with and making reasonable efforts to obtain approval from the
FERC or other applicable federal entity of such commitments as
the Commission deems reasonably necessary to prevent such
preemptive effects.

3-113.10 FERC Filings and Orders. In addition to the filing requirements of
Commission Rule R8-27 and all other applicable statutes and rules, DEC and PECDEP
shall, on a quarterly basis, file with the Commission the following: (a) a list of all active
dockets at the FERC, including a sufficient description to identify the type of
proceeding, in which DEC, PECDEP, Duke Energy, DEBS;e+PESC is a party, with
new information in each quarterly filing tracked; and (b) a list of the periodic reports filed
by DEC, PECDEP, Duke Energy, or DEBS;-e+PESC with the FERC, including sufficient
information to identify the subject matter of each report and how each report can be
accessed. These filings shall be made in Docket Nos. E-7, Sub 986E1100_, and E-2,
Sub 998E1095 , as appropriate, and updated regularly. In addition, DEC and
PECDEP shall serve on the Public Staff all filed cost-based and market-based wholesale
agreements and amendments; all filings related to their Joint Open Access Transmission
Tariff; interconnection agreements and amendments; and any other filings made with the
FERC, to the extent these other filings are reasonably likely to have an Effect on DEC's
or PECDEP’s Rates or Service._ This Regulatory Condition does not apply to
Piedmont as relevant FERC-related information is required to be filed with the
Commission in annual gas cost prudence reviews.

SECTION IV
JOINT DISPATCH

The-fellewing Regulatory Conditions in_Section |V _do not apply to Piedmont.
They are intended to prevent the jurisdiction and authority of the Commission from being
preempted as a result of the JDA, to ensure that DEC’s and PECDEP’s Retail Native
Load Customers receive adequate benefits from the JDA, and to ensure that both joint
dispatch costs and the sharing of cost savings can be appropriately audited. The
Regulatory Conditions set forth in Section 11l and the Regulatory Conditions in Section V
to the extent they are relevant to Affiliate Contracts also apply to the JDA.

4.1 Conditional Approval and Notification Requirement. DEC and PECDEP
acknowledge that the Commission’s approval of the merger and the transfer of
dispatch control from PECDEP to DEC for purposes of implementing the JDA and any
successor document is conditioned upon the JDA or successor document never being
interpreted as providing for or requiring: (a) a single integrated electric system, (b) a
single BAA, control area or transmission system, (c) joint planning or joint
development of generation or transmission, (d) DEC or PECDEP to construct
generation or transmission facilities for the benefit of the other, (e) the transfer of any
rights to generation or transmission facilities from DEC or PECDEP to the other, or (f)
any equalization of DEC’s and PECDEP’s production costs or rates. If, at any time,
DEC, PECDEP or any other Affiliate learns that any of the foregoing interpretations are
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being considered, in whatever forum, they shall promptly notify and consult with the
Commission and the Public Staff regarding appropriate action.

4.2  Advance Notice Required. To the extent that DEC and PECDEP desire to
engage in any of items (a) through (f) listed in Regulatory Condition 4.1, above, DEC
and PECDEP shall file advance notice with the Commission at least 30 days prior to
taking any action to amend the JDA or a successor document or to enter into a
separate agreement. The provisions of Regulatory Condition 13.2 shall apply to an
advance notice filed pursuant to this Regulatory Condition.

4.3 Function in DEC or PECDEP. The joint dispatch function, as provided in the
JDA or in a successor document, shall be performed by employees of either DEC or
PECDEP.

4.4  No Limitation on Obligations. DEC and PECDEP acknowledge that nothing in
the JDA or any successor document is intended to alter DEC’s and PECDEP’s public
utility obligations under North Carolina law or to provide for joint dispatch in a fashion
that is inconsistent with those obligations, including, without limitation, the following:
(a) DEC'’s obligation to plan for and provide least cost electric service to its Retail
Native Load Customers and PECDEP’s obligation to plan for and provide least cost
electric service to its Retail Native Load Customers; (b) DEC’s obligation to serve its
Retail Native Load Customers with the lowest cost power it can reasonably generate or
purchase from other sources, before making power available for Non-Native Load
Sales; and (c) PECDEP’s obligation to serve its Retail Native Load Customers with the
lowest cost power it can reasonably generate or purchase from other sources, before
making power available for Non-Native Load Sales.

4.5 Protection of Retail Native Load Customers. All joint dispatch and other
activities pursuant to the proposed JDA or successor document shall be performed in
such a manner as to (a) ensure the reliable fulfillment of DEC’s and PECDEP’s
respective service obligations to their Retail Native Load Customers, (b) fulfill each
utility’s obligation to serve its own Retail Native Load Customers with its lowest cost
generation; and (c) minimize the total costs incurred by DEC and PECDEP to fulfill
their respective obligations to their Retail Native Load Customers. In no event shall
any Non-Native Load Sales be made if, based upon information known, anticipated, or
reasonably available at the time a sale is made, any such sale results in higher fuel and
fuel-related costs or non-fuel O&M costs, on a replacement cost basis, than would
otherwise have been incurred unless the revenues credited from each such sale more
than offset the higher costs.

4.6 Treatment of Costs and Savings. DEC’s and PECDEP’s respective fuel and
fuel-related costs and non-fuel O&M costs, and the treatment of savings for retail
ratemaking purposes, shall be calculated as provided in the JDA, unless explicitly
changed by order of the Commission.
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4.7 Required Records. DEC and PECDEP shall keep records related to the JDA or
any successor document as prescribed by the Commission and in such detail as may
be necessary to enable the Commission and the Public Staff to audit both the actual
joint dispatch costs and the sharing of cost savings.

4.8  Auditing of Negative Margins. DEC and PECDEP also shall keep records that
provide such detail as may be necessary to enable the Commission and the Public
Staff to audit the circumstances that cause any negative margin on a Non-Native Load
Sale or a negative transfer payment made pursuant to Section 7.5(a)(ii) of the JDA.

4.9 Protection of Commission’s Authority. Neither DEC, PECDEP, nor any Affiliate
shall assert in any forum — whether judicial, administrative, federal, state, local or
otherwise — either on its own initiative or in support of any other entity’s assertions that
any aspect of the JDA or successor document is intended to diminish or alter the
jurisdiction or authority of the Commission over DEC or PECDEP, including, among
other things, the jurisdiction and authority of the Commission to do the following: (a)
establish the retail rates on a bundled basis for DEC or PECDEP, (b) to impose
regulatory accounting and reporting requirements, (c) impose service quality
standards, (d) require DEC and PECDEP to engage separately in least cost integrated
resource planning, and (e) issue certificates of public convenience and necessity for
new generating and transmission resources.

4.10 Preventive Action Required. DEC, PECDEP, Duke Energy, and other Affiliates
shall take all necessary actions to prevent the generating facilities owned or controlled
by DEC or PECDEP from being considered by the FERC to be (a) part, or all, of a
power pool, (b) sufficiently integrated to be one integrated system, or (c) otherwise
fully subject to the FERC's jurisdiction, as the result of DEC's and PECDEP’s
participation in the JDA or any successor document.

4.11 Moadification and Termination. DEC and PECDEP shall modify or terminate the
JDA if at any time following consummation of the Merger the Commission finds, after
notice and opportunity to be heard, that the JDA does not produce overall cost savings
for, or is otherwise not in the best interests of, the North Carolina ratepayers of both
DEC and PECDEP.

4.12 Hold Harmless Commitment. DEC and PECDEP shall take all actions as may
be reasonably appropriate and necessary to hold North Carolina retail ratepayers
harmless from any adverse rate impacts related to the JDA, including any trapped
costs resulting from actions taken or required by the FERC with respect to the JDA.

SECTION V
TREATMENT OF AFFILIATE COSTS AND RATEMAKING

The following Regulatory Conditions are intended to ensure that the costs
incurred by DEC, DEP, and PECPiedmont are properly incurred, accounted for, and
directly charged, directly assigned, or allocated to their respective North Carolina retail
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operations and that only costs that produce benefits for therDEC’'s and DEP’s
respective Retail Native Load Customers and Piedmont’s Customers are included in
DEC’s, DEP’s, and PECPiedmont’s North Carolina+etai cost of service for ratemaking
purposes. The procedures set forth in Condition 13.2 do not apply to an advance
notice filed pursuant to this section.

5.1 Access to Books and Records. In accordance with North Carolina law, the
Commission and the Public Staff shall continue to have access to the books and
records of DEC, PECDEP, Piedmont, Duke Energy-Cerperation, other Affiliates, and
the Nonpublic Utility Operations.

5.2  Procurement or Provision of Goods and Services by DEC, DEP, or
PECPiedmont_to or from Affiliates or Nonpublic Utility Operations. Except as to
transactions between and among DEC, DEP, and PECPiedmont, pursuant to filed and
approved service agreements and lists of services, and subject to additional provisions
set forth in the Code of Conduct, DEC, DEP, and PECPiedmont shall take the following
actions in connection with procuring goods and services for their respective utility
operations from Affiliates or Nonpublic Utility Operations and providing goods and
services to Affiliates or Nonpublic Utility Operations:

(@) DEC,DEP, and PECPiedmont each shall seek out and buy all goods and
services from the lowest cost qualified provider of comparable goods and
services, and shall have the burden of proving that any and all goods and
services procured from their Utility Affiliates, Non-Utility Affiliates, and
Nonpublic Utility Operations have been procured on terms and conditions
comparable to the most favorable terms and conditions reasonably
available in the relevant market, which shall include a showing that
comparable goods or services could not have been procured at a lower
price from qualified non-Affiliate sources or that neither BECrer PECDEC
DEP, and Piedmont could not have provided the services or goods for itself
on the same basis at a lower cost. To this end, no less than every four
years DEC, DEP, and PECPiedmont shall perform comprehensive;
non-solicitation based assessments at a functional level of the market
competitiveness of the costs for goods and services they receive from a
Utility Affiliate, DEBS, PESC,-another Non-Utility Affiliate, and a Nonpublic
Utility Operation, including periodic testing of services being provided
internally or obtained individually through outside providers. To the extent
the Commission approves the procurement or provision of goods and
services between and among DEC, PECDEP, Piedmont, and the Utility
Affiliates, those goods and services may be provided at the supplier’s Fully
Distributed Cost.

(b) To the extent they are allowed to provide such goods and services, DEC,
DEP, and PECPiedmont shall have the burden of proving that all goods and

services provided by eitherany one of them to Duke Energy, a Non-Utility
Affiliate, any other Affiliate, or a Nonpublic Utility Operation have been
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5.3

()

provided on the terms and conditions comparable to the most favorable
terms and conditions reasonably available in the market, which shall
include a showing that such goods or services have been provided at the
higher of cost or market price. To this end, no less than every four years
DEC, DEP, and PECPiedmont shall perform comprehensive,
non-solicitation based assessments at a functional level of the market
competitiveness of the costs for goods and services provided by either of
them to a Utility Affiliate, DEBS, PESC,-another Non-Utility Affiliate, any
other Affiliate, and a Nonpublic Utility Operation.

The periodic assessments required by subdivisions (a) and (b) of this
subsection may take into consideration qualitative as well as quantitative
factors. To the extent that comparable goods or services provided to DEC,
DEP, or PECPiedmont, or by DEC, DEP, or PECPiedmont are not
commercially available, this Regulatory Condition shall not apply.

Location of Core Utility Functions.

(a)
(b)

This Regulatory Condition does not apply to Piedmont.

M%%%Core utlllty functlons e—e—are
those thata ' ia

be—papt—ef—DEG—anel—P—EG—and—thefunctlons related to Electrlc Serwces
The employees performing these core utility functions will be DEC and

PECor DEP employees and not service company employees of DEBS-ef

DE&&HG—PE@ Core utllltv functlons do not mclude services of a

governance or corporate type nature that have been traditionally provided
by a service company, the specific services listed on the service company
agreement services list for DEC and DEP filed with the Commission
pursuant to Reqgulatory Condition No. 5.4(a) in Docket Nos. E-7, Sub 986A
and E-2, Sub 998A and roles that provide oversight to the enterprise and
are not jurisdiction-specific (Excluded functions).
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(c)  All core utility functions employees charging 50% or more of their time to
DEC and DEP (separately or combined) should be in the payroll company
of either DEC or DEP and not on the payroll of an Affiliate such as DEBS.
If it is not readily determinable that a particular function is related to the
provision of Electric Services or is an Excluded Function, the appropriate
payroll company decision will be governed by whether 50% or more of the
affected group or individual employee’s time is charged to DEC or DEP.

o I I : 5 o : E :

(d) DEC and DEP shall annually review core utility function employees

charging more than 50% of their time to DEC and DEP (separately or

combined) over a six-month period from January 1 to June 30. If DEC and
DEP determine that an employee performing a core utility function is direct
charging 50% or more of his or her time to DEC or DEP, that employee
should be transferred to DEC or DEP (if not already on the DEC or DEP
payroll). Conversely, if a DEC or DEP employee is charging less than 50%
of his or her time to DEC or DEP (separately or combined), and the
employee is not otherwise charging the larger portion of their time to DEC or
DEP, that employee should not be on the payroll of DEC or DEP.

(e) DEC and DEP shall annually file, at least 90 days prior to January 1, a

report containing the results of the annual review and advance notice of any
transfers from DEC to DEP to another entity based on direct charging

results (Employee Payroll Transfer Report). New organizations and

reorganizations will be reflected in the Employee Payroll Transfer Reports.
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) If an employee transfer from DEC or DEP occurs during the middle of the
year, and that transfer involves the transfer of a core utility function to the

service company, 10.1 will apply.
(@) Netwithstanding—the foregoing,— DEC and PECDEP may file a list of

employees at the higher levels of management (not including those levels

of management that report directly to the Chief Executive Officer for Duke
Energy) for their core utility functions that they propose to remain—or

beeemebe DEBS %P%&employees%%n%@%ay&eﬂkns#tmg%

13-2- in their annual filing.

5.4  Service Agreements and Lists of Services.

@) DEC, DEP, and PECPiedmont shall file pursuant to G.S. 62-153 final
proposed service agreements that authorize the provision and receipt of
non-power goods or services between and among DEC, PECDEP,
Piedmont, their Affiliates or Nonpublic Utility Operations, the list(s) of goods
and services that DEC, DEP, and PECPiedmont each intend to take from
DEBS, and PESC,-the list(s) of goods and services DEC, DEP, and
PECPiedmont intend to take from each other and the Utility Affiliates , and
the basis for the determination of such list(s) and the elections of such
services. All such lists that involve payment of fees or other compensation
by DEC, DEP, or PECPiedmont shall require acceptance and authorization
by the Commission, and shall be subject to any other Commission action
required or authorized by North Carolina law and the Rules and orders of
the Commission.

(b) DEC, DEP, and PECPiedmont shall take goods and services from an
Affiliate only in accordance with the filed service agreements and approved
list(s) of services. DEC, DEP, and PECPiedmont shall file notice with the
Commission in Docket Nos. E-7, Sub 986A,and1100 , E-2, Sub 998A;
1095 , and G-9, Sub 682 , respectively, at least 15 days prior to making
any proposed changes to the service agreements or to the lists of services.

5.5 Charges for and Allocations of the Costs of Affiliate Transactions. To the
maximum extent practicable, all costs of Affiliate transactions shall be directly
charged. When not practicable, such costs shall be assigned in proportion to the
direct charges. If such costs are of a nature that direct charging and direct
assignment are not practicable, they shall be allocated in accordance with
Commission-approved allocation methods. The following additional provisions shall

apply:
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(a) DEC,DEP, and PECPiedmont shall keep on file with the Commission a cost
allocation manuals{CAMsmanual (CAM) with respect to goods or services
provided by DEC, DEP, or PECPiedmont, any Utility Affiliate, DEBS-er
PESC, any other Non-Utility Affiliate, Duke Energy, any other Affiliates, or
any Nonpublic Utility Operation to either-DEC, DEP, or PEC.Piedmont.
Piedmont will adopt DEC’s and DEP’s CAM.

(b) EaehThe CAM shall describe how all directly charged, direct assignment,
and other costs for each provider of goods and services will be charged
between and among DEC, PECDEP, Piedmont, their Utility Affiliates,
Non-Utility Affiliates, Duke Energy, any other Affiliates, and the Nonpublic
Utility Operations, and shall include a detailed review of the common costs
to be allocated and the allocation factors to be used.

(c) The CAM(s} shall be updated annually, and the revised CAM{s} shall be
filed with the Commission no later than March 31 of the year that the
CAM(s) are to be in effect. DEC, DEP, and PECPiedmont shall review the
appropriateness of the allocation bases every two years, and the results of
such review shall be filed with the Commission. Interim changes shall be
made to the CAM(s), if and when necessary, and shall be filed with the
Commission, in accordance with Regulatory Condition 5.6.

(d) No changes shall be made to the procedures for direct charging, direct
assigning, or allocating the costs of Affiliate transactions or to the method of
accounting for such transactions associated with goods and services
(including Shared Services provided by DEBS-o+PESC) provided to or by
Duke Energy, other Affiliates, and the Nonpublic Utility Operations until
DEC, DEP, or PECPiedmont has given 15 days’ notice to the Commission
of the proposed changes, in accordance with Regulatory Condition 5.6.

5.6  Procedures Regarding Interim Changes to the CAMsCAM or Lists of Goods and
Services for which 15 Days’ Notice Is Required. With respect to interim changes to

the CAMsCAM or changes to lists of goods and services, for which the 15 day notice to
the Commission is required, the following procedures shall apply: the Public Staff
shall file a response and make a recommendation as to how the Commission should
proceed before the end of the notice period. If the Commission has not issued an
order within 30 days of the end of the notice period, DEC or PECDEP may proceed
with the changes but shall be subject to any fully adjudicated Commission order on the
matter. The provisions of Regulatory Condition 13.2 do not apply to advance notices
filed pursuant to Regulatory Condition 5.5(c) and (d). Such advance notices shall be
filed in Docket Nos. E-7, Sub 986A,anrd1100 , E-2, Sub 998A.1095 , and G-9, Sub
682 .

5.7 Annual Reports of Affiliate Transactions. DEC, DEP, and PECPiedmont shall
file annual reports of affiliated transactions with the Commission in a format to be
prescribed by the Commission in Docket Nos. E-7, Sub 986A,—andl1100 , E-2, Sub
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998A1095 , and G-9, Sub 682 . The report shall be filed on or before May 30 of
each year, for activity through December 31 of the preceding year. DEC, PECDEP,
Piedmont, and other parties may propose changes to the required affiliated transaction
reporting requirements and submit them to the Commission for approval, also in
Docket Nos. E-7, Sub 986B,ard1100 , E-2, Sub 9988.1095 , and G-9, Sub 682 .

.85.8Third-party Independent Audits of Affiliate Transactions.

(a) —f(a)——No less often than every two years, a third-party independent audit
shall be conducted related to the affiliate transactions undertaken pursuant to
Affiliate agreements filed in accordance with Regulatory Condition 5.4 and of
DEC's, DEP’s, and PECPiedmont’s compliance with all conditions approved by
the Commission concerning Affiliate transactions, including the propriety of the
transfer pricing of goods and services between and/or among DEC, PECDEP,
Piedmont, other Affiliates, and all of the Nonpublic Utility Operations.

Fepeptclose of the Merqer It shall mclude whether DEC S DEP ) and

PECPiedmont's transactions, services, and other Affiliate deal dealings
pursuant to the regulated utility-to-regulated utility service agreement
and any other utility to utility agreements are consistent with all of the
conditions related to affiliate dealings and the Code of Conduct and
whether DEC, DEP, and PECPiedmont have operated in accordance
with those conditions and Code of Conduct.

(i) ¢ The thirdsecond audit shall begin two years from the date of the
Commission’s order on the independent auditor’s final report on the
secondfirst audit or, if no such order is issued, two years from the date of
such final report. It shall include whether DEC’s, DEP’'s and
PECPIiedmont’s transactions, services, and other Affiliate dealings
pursuant to the Service Company Utility Service Agreement and other
Affiliate transactions other than transactions undertaken pursuant to
regulated utility to regulated utility service agreements are consistent
with all of the conditions related to affiliate dealings and the Code of
Conduct and whether DEC, DEP, and PECPiedmont have operated in
accordance with those conditions and Code of Conduct.
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(b)

(iii) vy Thereafter, independent audits shall occur every two years from
the date of the Commission’s order on the immediately preceding
auditor’s final report or, if no such order is issued, two years from the
date of such final report. The subject matter of these audits shall
alternate between the subject matters for the second and third
independent audits. DEC-erPEC, DEP, and Piedmont may request
a change in the frequency of the audit reports in future years, subject
to approval by the Commission.

The following further requirements apply:

()  The independent auditor shall have sufficient access to the books
and records of DEC, PECDEP, Piedmont, Duke Energy, other
Affiliates, and all of the Nonpublic Utility Operations to perform the
audits.

(i) For each audit, the Public Staff shall propose one or more
independent auditor(s). DEC, PEC,DEP, Piedmont and other
parties shall have an opportunity to comment and propose additional
auditors. Selection of the independent auditor shall be made by the
Commission. Any party proposing an independent auditor shall file
such auditor’s audit proposal with the Commission.

(iii)  The independent auditor shall be supervised in its duties by the
Public Staff, and the auditor's reports shall be filed with the
Commission.

5.9 Ongoing Review by Commission.

(@)

(b)

The services rendered by DEC, DEP and PECPiedmont to their Affiliates
and Nonpublic Utility Operations and the services received by DEC, DEP
or PECPiedmont from their Affiliates and Nonpublic Utility Operations
pursuant to the filed service agreements, the costs and benefits assigned or
allocated in connection with such services, and the determination or
calculation of the bases and factors utilized to assign or allocate such costs
and benefits, as well as DEC's, DEP’s, and PECPiedmont’s compliance
with the Commission-approved Code of Conduct and all Regulatory
Conditions, shall remain subject to ongoing review. These agreements
shall be subject to any Commission action required or authorized by North
Carolina law and the Rules and orders of the Commission.

The service agreements, the CAM(s) and the assignments and allocations
of costs pursuant thereto, the biannual allocation factor reviews required by
Regulatory Condition 5.4(c), the list(s) and the goods and services provided
pursuant thereto, and any changes to these documents shall be subject to
ongoing Commission review, and Commission action if appropriate.
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5.10 Future Orders. For the purposes of North Carolina retail accounting, reporting,
and ratemaking, the Commission may, after appropriate notice and opportunity to be
heard, issue future orders relating to DEC's, DEP’s, or PECPiedmont’s cost of service as
the Commission may determine are necessary to ensure that DEC's, DEP’s and
PECPiedmont’s operations and transactions with their Affiliates and Nonpublic Utility
Operations are consistent with the Regulatory Conditions and Code of Conduct, and with
any other applicable decisions of the Commission.

5.11 Review by the FERC. Notwithstanding any of the provisions contained in these
Regulatory Conditions, to the extent the allocations adopted by the Commission when
compared to the allocations adopted by the other State commissions with ratemaking
authority as to a Utility Affiliate of DEC, DEP, or PECPiedmont result in significant trapped
costs related to "non-power goods or administrative or management services provided by
an associate company organized specifically for the purpose of providing such goods or
services to any public utility in the same holding company system," including DEC, DEP
and PECPiedmont, DEC-and-PEC, DEP, or Piedmont may request pursuant to Section
1275(b) of Subtitle F in Title XII of PUHCA 2005 that the FERC "review and authorize the
allocation of the costs for such goods and services to the extent relevant to that associate
company.” Such review and authorization shall have whatever effect it is determined to
have under the law. The quoted language in this Condition is taken directly from Section
1275(b) of Subtitle F in Title XIl of PUHCA 2005. The terms "associate company" and
"holding company system" are defined in Sections 1262(2) and 1262(9), respectively, of
Subtitle F in Title X1l of PUHCA 2005 and have the same meanings for purposes of this
condition.

5.12 Biannual Review of Certain Transactions by Internal Auditors. Transactions
between DEC, DEP, or PECPiedmont and Duke Energy, other Affiliates, or the Nonpublic
Utility Operations, transactions between and among DEC, DEP and PECPiedmont, and
other transactions between or among Affiliates if such transactions are reasonably likely
to have a significant Effect on DEC's, DEP’s or PECPiedmont’s Rates or Service, shall be
reviewed at least biannually by Duke Energy-Cerperation’s internal auditors. To the
extent external audits of the transactions are conducted, DEC, DEP, and PECPiedmont
shall make available such audits for review by the Public Staff and the Commission.
DEC, DEP and PECPiedmont also shall make available for review by the Public Staff and
the Commission all workpapers, not otherwise subject to the attorney-client privilege,
relating to internal audits and all other internal audit workpapers, not otherwise subject to
the attorney-client privilege, if any, related to affiliate transactions, and shall not oppose
Public Staff and Commission requests to review relevant, external audit workpapers_that
are not otherwise subject to the attorney-client privilege. If there is a dispute whether the
attorney-client privilege applies to any of the listed workpapers, it shall be resolved by the
Commission under its regulations and North Carolina law.

5.13 Notice of Service Company and Non-Utility Affiliates FERC Audits. At such time
as either-DEC, PECDEP, Piedmont, Duke Energy, or DEBS;-e+PESC receives notice
from the FERC related to an audit of any Affiliate of DEC, DEP, or PECPiedmont, DEC,
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DEP, or PECPiedmont shall promptly file a notice the Commission that such an audit
will be commencing. Any initial report of the FERC’s audit team shall be provided to
the Public Staff, and any final report shall be filed with the Commission in Docket Nos.
E-7, Sub 986E,and1100 , E-2, Sub 998E1095 , or G-9, Sub 682 _, respectively.

5.14 Acquisition Adjustment. Any acquisition adjustment that results from the Merger
shall be excluded from DEC’s, DEP’s and PECPiedmont’s utility accounts and treated for
regulatory accounting, reporting, and ratemaking purposes so that it does not affect
DEC's or PECDEP’s North Carolina retail electric-rates and charges for Electric Services
or Piedmont’s North Carolina rates and charges for Natural Gas Services.

5.15 Non-Consummation of Merger. If the mergerMerger is not consummated,
neither the cost, nor the receipt, of any termination payment between Duke Energy and
Progress—EnergyPiedmont shall be allocated to DEC, DEP, or PECPiedmont or
recorded on their books. DEC's, DEP's, or PEC's North—Carolina—retail
customersPiedmont’'s Customers shall not otherwise bear any direct expenses or
costs associated with a failed merger.

(€2

16 5-16—Protection from Commitments to Wholesale Customers.

This Requlatory Condition does not apply to Piedmont.

(a)
(b) {a)—For North Carolina retail electric cost of service/ratemaking
purposes, DEC’s and PECDEP’s respective electric system costs shall be
assigned or allocated between and among retail and wholesale
jurisdictions based on reasonable and appropriate cost causation
principles. For cost of service/ratemaking purposes, North Carolina retail
ratepayers shall be held harmless from any cost assignment or allocation
of costs resulting from agreements between DEC and the Catawba J0|nt
Owners, beba A
Ageney—as—]emt—ewner—and between elther DEC or REGDEP and any of
their wholesale customers.

(c) {b}—To the extent commitments to DEC’'s or PECDEP’s wholesale
customers relating to the Merger2012 merger of Duke Energy and
Progress Energy are made by or imposed upon DEC or PEC,DEP the
effects of which (i) decrease the bulk power revenues that are assigned or
allocated to DEC’'s or PECDEP’s North Carolina retail operations or
credited to DEC’s or PECDEP’s jurisdictional fuel expenses, (ii) increase
DEC'’s or PECDEP’s North Carolina retail cost of service, or (iii) increase
DEC'’s or PECDEP’s North Carolina retail fuel costs under reasonable cost
assignment and allocation practices approved or allowed by the
Commission, those effects shall not be recognized for North Carolina retalil
cost of service or ratemaking purposes.
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(d) {e}—To the extent that commitments are made by or imposed upon DEC,
PECDEP, Duke Energy Corporation, another Affiliate, or a Nonpublic
Utility Operation relating to the Merger, either through an offer, a
settlement, or as a result of a regulatory order, the effects of which serve to
increase the North Carolina retail cost of service or North Carolina retail
fuel costs under reasonable cost allocation practices, the effects of these
commitments shall not be recognized for North Carolina retail ratemaking
purposes.

5.17 Joint Owner-Specific Issues. Assignment or allocation of costs to the North
Carolina retail jurisdiction shall not be adversely affected by the manner and amount of
recovery of electric system costs from (a) the Catawba Joint Owners as a result of
agreements between DEC and the Catawba Jomt Ownerse#(th&Nw&h%apel%

Requlatorv Condltlon does not aDD|V to Pledmont

5.18 Inclusion of Cost Savings in Future Rate Proceedings. MNeitherNone of DEC,
PECDEP, Piedmont, Duke Energy Corporation, any other Affiliate, nor a Nonpublic
Utility Operation shall assert that any interested party is prohibited from seeking the
inclusion in future rate proceedings of cost savings that may be realized as a result of
any business combination transaction impacting DEC, DEP, and PESPiedmont.

5.19 Reporting of Costs to Achieve. The North Carolina portion of costs to achieve
any business combination transaction savings shall be reflected in DEC's and-PECor
DEP’s, North Carolina ES-1 report as recorded on its books and records under
generally accepted accounting principles. DEC and PECDEP shall include as a
footnote in the ES-1 reports the merger related costs to achieve that were expensed
during the relevant period. This Regulatory Condition does not apply to Piedmont.

5.20 Accounting for Costs to Achieve Related to Historical Events Involving PECDEP.
All costs of PECCarolina Power and Light Company’s merger with North Carolina Natural
Gas Company, the Formation of Progress Energy, and Progress Energy’s merger with
Florida Progress Corporation shall be excluded from PECDEP's utility accounts, and all
direct or indirect corporate cost increases, if any, attributable to those three events shall
be excluded from utility costs for all purposes that affect PECDEP's regulated retail rates
and charges. For purposes of this condition, the term "corporate cost increases" is
defined as costs in excess of the level PECDEP would have (a) incurred using prudent
business judgment, or (b) had allocated to it, had these transactions not occurred.
"Corporate cost increases"” shall also include any payments made under
change-of-control agreements, salary continuation agreements, and/or other severance-
or personnel-type arrangements that are reasonably attributable to these transactions.
This Regulatory Condition does not apply to Piedmont.
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5.21 Liabilities of Cinergy Corp. and Florida Progress Corporation.

(a) This Regulatory Condition does not apply to Piedmont.

(b) (a)—DEC’s and PECDEP’s Retail Native Load Customers shall be held
harmless from all liabilities of Cinergy Corp. and its subsidiaries, including
those incurred prior to and after Duke Energy’s acquisition of Cinergy Corp.
in 2006. These liabilities include, but are not limited to, those associated
with the following: (i) manufactured gas plant sites, (ii) asbestos claims, (iii)
environmental compliance, (iv) pensions and other employee benefits, (v)
decommissioning costs; and (vi) taxes.

(c) (b)—DEC’s and PECDEP’s Retail Native Load Customers shall be held
harmless from all liabilities of Florida Progress Corporation and its
subsidiaries, including those incurred prior to and after Progress Energy’s
acquisition of Florida Progress Corporation in 2000. These liabilities
include, but are not limited to, those associated with the following: (i) any
outages at and repairs of Crystal River 3, (ii) manufactured gas plant sites,
(iii) asbestos claims, (iv) environmental compliance, (v) pensions and other
employee benefits, (vi) decommissioning costs, and (vii) taxes.

(ed) DEC’s Retail Native Load Customers shall be held harmless from all current
and prospective liabilities of PECDEP, and PECDEP’s Retail Native Load
Customers shall be held harmless from all current and prospective liabilities
of DEC.

5.22 Hold Harmless Commitment. DEC, PECDEP, Piedmont, Duke Energy, the other
Affiliates, and all of the Nonpublic Utility Operations shall take all such actions as may be
reasonably necessary and appropriate to hold North Carolina retail ratepayers harmless
from the effects of the Merger, including rate increases or foregone opportunities for rate
decreases, and other effects otherwise adversely impacting MNerth—Carolina—retail
customerstheir Customers.

5.23 Cost of Service Manuals. Within six months after the closing date of the Merger,
DEC and PECDEP shall each file with the Commission revisions to its electric cost of
service manual to reflect any changes to the cost of service determination process made
necessary by the Merger, any subsequent alterations in the organizational structure of
DEC, PECDEP, Piedmont, Duke Energy, other Affiliates, or the Nonpublic Utility
Operations, or other circumstances that necessitate such changes. These filings shall
be made in Docket Nos. E-7, Sub 986A1100 , and E-2, Sub 998A1095 , respectively.
This Regulatory Condition does not apply to Piedmont.

SECTION VI
CODE OF CONDUCT
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These Regulatory Conditions include a Code of Conduct in Appendix A__. The
Code of Conduct governs the relationships, activities and transactions between and
among the public utility operations of DEC, PECDEP, Piedmont, Duke Energy, the
Affiliates of DEC and PEC, and the Nonpublic Utility Operations of DEC, DEP and PEC-
Piedmont.

6.1 Obligation to Comply with Code of Conduct. DEC, PECDEP, Piedmont, Duke
Energy, the other Affiliates, and the Nonpublic Utility Operations shall be bound by the
terms of the Code of Conduct set forth in Appendix A____ and as it may subsequently
be amended.
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SECTION VII
FINANCINGS

The following Regulatory Conditions are intended to ensure (a) that DEC’'s, DEP’s
and PECPiedmont’s capital structures and cost of capital are not adversely affected
through their affiliation with Duke Energy, each other, and other Affiliates and (b) that beth
DEC, DEP, and PECPiedmont have sufficient access to equity and debt capital at a
reasonable cost to adequately fund and maintain their current and future capital needs
and otherwise meet their service obligations to their Customers.

These conditions do not supersede any orders or directives of the Commission
regarding specific securities issuances by DEC, PECDEP, Piedmont, or Duke Energy.
The approval of the Merger by the Commission does not restrict the Commission's right to
review, and by order to adjust, DEC's, DEP’s, or PECPiedmont’s cost of capital for
ratemaking purposes for the effect(s) of the securities-related transactions associated
with the Merger.

7.1  Accounting for Equity Investment in Holding Company Subsidiaries. Duke
Energy shall maintain its books and records so that any net equity investment in Cinergy
Corp. and Progress Energy, their subsidiaries, or their successors, by Duke Energy or
any Affiliates can be identified and made available on an ongoing basis. This information
shall be provided to the Public Staff upon its request.

7.2 Accounting for capital structure components and cost rates. Duke Energy , DEC,
DEP, and PECPiedmont shall keep their respective accounting books and records in a
manner that will allow all capital structure components and cost rates of the cost of capital
to be identified easily and clearly for each entity on a separate basis. This information

shall be provided to the Public Staff upon its request.

7.3 Accounting for Equity Investment in DEC, DEP, and PECPiedmont. DEC, DEP
and PECPiedmont shall keep their respective accounting books and records so that the

amount of Duke Energy's equity investment in DEC, DEP, and PECPiedmont can be
identified and made available upon request on an ongoing basis. This information shall
be provided to the Public Staff upon request.

7.4 Reporting of Capital Contributions. As part of their Commission ES-1 and
GS-1 Reports, DEC, DEP, and PECPiedmont shall include a schedule of any capital
contribution(s) received from Duke Energy in the applicable calendar quarter.

7.5 Identification of Long-term Debt Issued by DEC, DEP, or PECPiedmont. DEC,
DEP, and PECPiedmont shall each identify as clearly as possible long-term debt (of

more than one year's duration) that they issue in connection with their regulated utility
operations and capital requirements or to replace existing debt.
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7.6

Procedures Reqgarding Proposed Financings.

(a)

(b)

For all types of financings for which DEC, DEP, or PECPiedmont (or their
subsidiaries) are the issuers of the respective securities, DEC, DEP, or
PECPiedmont (or their subsidiaries) shall request approval from the
Commission to the extent required by G.S. 62-160 through G.S.
6216962-169 and Commission Rule R1-16. Generally, the format of
these filings should be consistent with past practices. A "shelf registration”
approach (similar to Docket No. E-7, Sub 727) may be requested.

For all types of financings by Duke Energy, other than short-term debt as
described in G.S. 62-167, the following shall apply:

0] On or before January 15 of each year, Duke Energy shall file with the
Commission and serve on the Public Staff an advance confidential
plan of all securities issuances that it anticipates to occur during that
calendar year. The annual confidential plan shall include a
description of all financings that Duke Energy reasonably believes
may occur during the applicable calendar year. A description for
each financing shall include the best estimates of the following: type
of security; estimate of cost rate (e.g., interest rate for debt); amount
of proceeds; brief description of the purpose/reason for issue; and
amount of proceeds, if any, that may flow to DEC, DEP, or
PECPiedmont.

(i) If at any time material changes to the financing plans included in the
filed plan appear likely, Duke Energy shall file a revised 30-day
advance confidential plan that specifically addresses such changes
with the Commission and serve such notice on the Public Staff.

(i) At the time of the confidential plan filings identified above, Duke
Energy shall also file a non-confidential notice that states that a
confidential plan has been filed in compliance with this Regulatory
Condition 7.6(b).

(iv)  Duke Energy may proceed with equity issuances upon the filing of
the confidential plan. However, actual debt issuances shall not
occur until 30 days after the advance confidential plan or revised
plans are filed. Inthe eventitis not feasible for Duke Energy to file a
revised advance confidential plan for a material change 30 days in
advance, such plan shall be filed by a date that allows adequate time
for review or a debt issuance shall be delayed to allow such review.
Prior to the Commission’s action on the confidential plan for the year
in which the plan is filed, Duke Energy may issue securities
authorized under the previous year's plan to the extent such
securities were not issued during the previous year.

32



(v) Within 15 days after the filing of an advance confidential plan or
revised plan, the Public Staff shall file a confidential report with the
Commission with respect to whether any debt issuances require
approval pursuant to G.S. 62-160 through G.S. 62-169 and
Commission Rule R1-16 and shall recommend that the Commission
issue an order deciding how to proceed. Duke Energy shall have
seven days in which to respond to the report. If the Commission
determines that any debt issuance requires approval, the
Commission shall issue an order requiring the filing of an application
and no such issuance shall occur until the Commission approves the
application. If the Commission determines that no debt issuance
requires approval, the Commission shall issue an order so ruling.
At the end of the notice period, Duke Energy may proceed with the
debt issuance, but shall be subject to any fully adjudicated
Commission order on the matter; provided, however, that nothing
herein shall affect the applicability of G.S. 62-170 or other similar
provision to such securities or obligations.

(vi)  On or before April 15 of each year, Duke Energy shall file with the
Commission a report on all financings that were executed for the
previous calendar year. The actual reports should include the same
information as required above for the advance plans plus the actual
issuance costs.

(c) If a filing with the Securities and Exchange Commission or other federal
agency will be made in connection with a securities issuance, the notice
shall describe such filing(s) and indicate the approximate date on which it
would occur.

(d)  Securities issuances or financings that are associated with a merger,
acquisition, or other business combination shall be filed in conjunction with
the information requirements and deadlines stated in Regulatory
Conditions 9.1 and 9.2, and this Condition 7.6 shall not apply to such
securities issuances or financings.

7.7 Money Pool Agreement. Subject to the limitations imposed in Regulatory
Condition 8.4, DEC, DEP, and PECPiedmont may borrow through Duke Energy’s
"Utility Money Pool Agreement” (Utility MPA), provided as follows: (a) participation in
the Utility MPA is limited to the parties to the Utility MPA dated-November1,-2008,as
filed with the Commission on Nevember17,-2008 December 1, 2011, in Docket No.
E-7, Subs795Sub 986A, and 810, plus PEC,PERE-2, Sub 998A, plus Piedmont and
with the exception of the Progress Energy,-ane-PESE_Service Company; and (b) the
Utility MPA continues to provide that no loans through the Utility MPA will be made to,
and no borrowings through the Utility MPA will be made by; Duke Energy, Progress

Energy, and Cinergy Corp. H-afterDecember31,2011,Duke-Ohio’'s—generation
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7.8 Borrowing Arrangements. Subject to the limitations imposed in Regulatory
Condition 8.4, DEC, DEP, and PECPiedmont may borrow short-term funds through
one or more joint external debt or credit arrangements (a Credit Facility), provided that
the following conditions are met:

(@) No borrowing by DEC, DEP, or PECPiedmont under a Credit Facility
shall exceed one year in duration, absent Commission approval,

(b) No Credit Facility shall include, as a borrower, any party other than Duke
Energy, DEC, PECDEP, Duke Indiana, Duke Kentucky, PEF—and;
subject-to-the-limitations-deseribed-in-thissectionDEF, Duke Ohio; and

Piedmont

(c) DEC’s, DEP’s and RPECPiedmont’s participation in any Credit Facility
shall in no way cause either of them to guarantee, assume liability for, or
provide collateral for any debt or credit other than its own;-anéd.

7.9 Long-Term Debt Fund Restrictions. DEC, DEP, and RPECPiedmont shall

acquire their respective long-term debt funds through the financial markets, and shall
neither borrow from, nor lend to, on a long-term basis, Duke Energy or any of the other
Affiliates. To the extent that either DEC, DEP, or PECPiedmont borrows on
short-term or long-term bases in the financial markets and is able to obtain a debt
rating, its debt shall be rated under its own name.
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SECTION VlII
CORPORATE GOVERNANCE/RING FENCING

The following Regulatory Conditions are intended to ensure the continued
viability of DEC, DEP, and PECPiedmont and to insulate and protect DEC, PECDEP,
and their Retail Native Load Customers and Piedmont and its Customers from the
business and financial risks of Duke Energy and the Affiliates within the Duke Energy
holding company system, including the protection of utility assets from liabilities of
Affiliates.

8.1 Investment Grade Debt Rating. DEC, DEP, and PECPiedmont shall manage
their respective businesses so as to maintain an investment grade debt rating on all of
their rated debt issuances with all of the debt rating agencies on all of their rated debt
issuances. If DEC's, DEP’s, or PECPiedmont’s debt rating falls to the lowest level still
considered investment grade at the time, DEC, DEP, or PECPiedmont shall file written
notice to the Commission and the Public Staff within five (5) days of such change and an
explanation as to why the downgrade occurred. Within 45 days of such notice, DEC,
DEP, or PECPiedmont shall provide the Commission and the Public Staff with a specific
plan for maintaining and improving its debt rating. The Commission, after notice and
hearing, may then take whatever action it deems necessary consistent with North
Carolina law to protect the interests of DEC’s or PECDEP’s Retail Native Load Customers
and Piedmont’s Customers in the continuation of adequate and reliable service at just
and reasonable rates.

8.2  Distributions from DEC, DEP, and PECPiedmont to Holding Company. DEC,
DEP, and PECPiedmont shall limit cumulative distributions paid to Duke Energy
subsequent to the Merger to (a) the amount of Retained Earnings on the day prior to the
closure of the Merger, plus (b) any future earnings recorded by DEC and PECDEP, and

Piedmont subsequent to the Merger.

8.3 Debt Ratio Restrictions. To the extent any of Duke Energy’s external debt or
credit arrangements contain covenants restricting the ratio of debt to total capitalization
on a consolidated basis to a maximum percentage of debt, Duke Energy shall ensure that
the capital structures of both DEC, DEP, and PECPiedmont individually meet those
restrictions.

8.4 Limitation on Continued Participation in Utility Money Pool Agreement and other
Joint Debt and Credit Arrangements with Affiliates. DEC, DEP, and PECPiedmont
may-continue-to participate in the Utility MPA and any other authorized joint debt or
credit arrangement as provided in Regulatory Conditions 7.7 and 7.8 only to the extent
such participation is beneficial to theirDEC’s and DEP’s respective Retail Native Load
Customers and Piedmont’s Customers and does not negatively affect DEC’s, DEP’s
or PECPiedmont’s ability to continue to provide adequate and reliable service at just and
reasonable rates.
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8.5  Notice of Level of Non-Utility Investment by Holding Company System. In order
to enable the Commission to determine whether the cumulative investment by Duke
Energy in assets, ventures, or entities other than regulated utilities is reasonably likely
to have an Effect on DEC’s, DEP’s, or PECPiedmont’s Rates or Service so as to
warrant Commission action (pursuant to Regulatory Condition 8.7 or other applicable
authority) to protect DEP’s or DEC’s Retail Native Load Customers_or Piedmont’'s
Customers, Duke Energy shall notify the Commission within 90 days following the end
of any fiscal year for which Duke Energy reports to the Securities and Exchange
Commission assets in its operations other than regulated utilities that are in
excess of 22% of its consolidated total assets. The following procedures shall
apply to such a notice:

(&  Any interested party may file comments within 45 days of the filing of Duke
Energy’s notice.

(b) If timely comments are filed, the Public Staff shall place the matter on a
Commission Staff Conference agenda as soon as possible, but in no event
later than 15 days after the comments are filed, and shall make a
recommendation as to how the Commission should proceed. If the
Commission determines that the percentage of total assets invested in
Duke Energy’s its operations other than regulated utilities is
reasonably likely to have an Effect on DEC's, DEP’s, or PECPiedmont’s
Rates or Service so as to warrant action by the Commission to protect
DEC’'s and PECDEP’s Retail Native Load Customers_and Piedmont’s
Customers, the Commission shall issue an order setting the matter for
further consideration. If the Commission determines that the percentage
threshold being exceeded does not warrant action by the Commission, the
Commission shall issue an order so ruling.

8.6  Notice by Holding Company of Certain Investments. Duke Energy shall file a
notice with the Commission subsequent to Board approval and as soon as practicable
following any public announcement of any investment in a regulated utility or a
non-regulated business that represents five (5) percent or more of Duke Energy's book
capitalization.

8.7 Ongoing Review of Effect of Holding Company Structure. The operation of
DEC, DEP, and PECPiedmont under a holding company structure shall continue to be
subject to Commission review. To the extent the Commission has authority under
North Carolina law, it may order modifications to the structure or operations of Duke
Energy, DEBS, PESC-another Affiliate, or a Nonpublic Utility Operation, and may take
whatever action it deems necessary in the interest of Retail Native Load Customers
and Piedmont’'s Customers to protect the economic viability of DEC, DEP, and
PEC;Piedmont including the protection of DEC’s, DEP’s, and PECPiedmont’s public
utility assets from liabilities of Affiliates.
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8.8 Investment by DEC, DEP, or PECPiedmont_in Non-requlated Utility Assets and
Non-utility Business Ventures. MNeitherBECnorPECDEC, DEP, and Piedmont shall not

invest in a non-regulated utility asset or any non-utility business venture exceeding $50
million in purchase price or gross book value to DEC, DEP, or PECPiedmont unless it
provides 30 days' advance notice. Regulatory Condition 13.2 shall apply to an
advance notice filed pursuant to this Regulatory Condition. Purchases of assets,
including land; that will be held with a definite plan for future use in providing Electric
Services in DEC's-e-PEC, DEP’s franchise area or Natural Gas Services in Piedmont’s
franchise area shall be excluded from this advance notice requirement.

8.9 Investment by Holding Company in Exempt Wholesale Generators. By April
15 of each year, Duke Energy shall provide to the Commission and the Public Staff a
report summarizing Duke Energy's investment in exempt wholesale generators
(EWGSs) and foreign utility companies (FUCOSs) in relation to its level of consolidated
retained earnings and consolidated total capitalization at the end of the preceding
year. Exempt wholesale generator and foreign utility company are defined in Section
1262(6) of Subtitle F in Title XIl of PUHCA 2005 and have the same meanings for
purposes of this condition.

8.10 Notice by DEC, DEP, or PECPiedmont of Default or Bankruptcy of Affiliate. If an
Affiliate of DEC, DEP, or PECPiedmont experiences a default on an obligation that is
material to Duke Energy or files for bankruptcy, and such bankruptcy is material to Duke
Energy, DEC, DEP, or PECPiedmont shall notify the Commission in advance, if possible,
or as soon as possible, but not later than ten days from such event.

8.11 Annual Report on Corporate Governance. No later than March 31 of each year,
DEC, DEP, and PECPiedmont shall file a report including the following:

(@ A complete, detailed organizational chart (i) identifying DEC, PECDEP
Piedmont and each Duke Energy financial reporting segment, and (ii)
stating the business purpose of each Duke Energy financial reporting
segment. Changes from the report for the immediately preceding year
shall be summarized at the beginning of the report.

(b)  Alist of all Duke Energy financial reporting segment that are considered to
constitute non-regulated investments and a statement of each segment’s
total capitalization and the percentage it represents of Duke Energy's
non-regulated investments and total investments. Changes from the
report for the immediately preceding year shall be summarized at the
beginning of the report.

(c) An assessment of the risks that each unregulated Duke Energy financial
reporting segment could pose to DEC, DEP, or PECPiedmont based upon
current business activities of those affiliates and any contemplated
significant changes to those activities.
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(d) A description of DEC's, PECDEP’s, and Piedmont’s and each Significant
AffiliatesAffiliate’s actual capital structure. In addition, describe Duke

Energy's, , DEC's—and—PEC's goals—for DEC's—and—PEC's, DEP’s, and

Piedmont's respective capital strueturestructures and plans for achieving
such goals.

(e) A list of all protective measures (other than those provided for by the
Regulatory Conditions adopted in Docket Nos. E-7, Sub 986,;1100, and E-2,
Sub 99831095, and G-9, Sub 682 in effect between DEC, PEC,DEP
Piedmont and any of their Affiliates, and a description of the goal of each
measure and how it achieves that goal, such as mitigation of DEC's, DEP’s
and PECPiedmont’s exposure in the event of a bankruptcy proceeding
involving any Affiliate(s).

) A list of corporate executive officers and other key personnel that are
shared between DEC, PECDEP, Piedmont and any Affiliate, along with a
description of each person's position(s) with, and duties and responsibilities
to each entity.

(g) A calculation of Duke Energy's total book and market capitalization as of
December 31 of the preceding year for common equity, preferred stock,
and debt.

SECTION IX
FUTURE MERGERS AND ACQUISITIONS

The following Regulatory Conditions are intended to ensure that the
Commission receives sufficient notice to exercise its lawful authority over proposed
mergers, acquisitions, and other business combinations involving Duke Energy, DEC,
PECDEP, Piedmont, other Affiliates, or the Nonpublic Utility Operations. The
advance notice provisions set forth in Regulatory Condition 13.2 do not apply to these
conditions.

9.1 Mergers and Acquisitions by or Affecting DEC, DEP, or PECPiedmont. For
any proposed merger, acquisition, or other business combination by DEC, DEP or
PECPiedmont or that would have an Effect on DEC’s, DEP'’s, or PECPiedmont’s Rates
or Service, DEC, DEP, or PECPiedmont shall file in a new Sub docket an application
for approval pursuantto G S. 62-111(a) at least 180 days before the proposed closing
date for such merger, acquisition, or other business combination.

9.2 Mergers and Acquisitions Believed Not to Have an Effect on DEC’s, DEP’s or
PECPiedmont’s Rates or Service. For any proposed merger, acquisition, or other

business combination that is believed not to have an Effect on DEC’s, DEP’s or
PECPIiedmont’s Rates or Service, but which involves Duke Energy, other Affiliates, or
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the Nonpublic Utility Operations and which has a transaction value exceeding $1.5
billion, the following shall apply:

(a)

(b)

(c)

Advance notification shall be filed with the Commission in a new Sub
docket by the merging entities at least 90 days prior to the proposed
closing date for such proposed merger, acquisition or other business
combination. The advance notification is intended to provide the
Commission an opportunity to determine whether the proposed merger,
acquisition, or other business combination is reasonably likely to affect
DEC, DEP, or PECPiedmont so as to require approval pursuant to G S.
62-111(a). The notification shall contain sufficient information to enable
the Commission to make such a determination. If the Commission
determines that such approval is required, the 180-day advance filing
requirement in subsection{a);Regulatory Condition 9.1 above, shall not

apply.

Any interested party may file comments within 45 days of the filing of the
advance notification.

If timely comments are filed, the Public Staff shall place the matter on a
Commission Staff Conference agenda as soon as possible, but in no event
later than 15 days after the comments are filed, and shall recommend that
the Commission issue an order deciding how to proceed. If the
Commission determines that the merger, acquisition, or other business
combination requires approval pursuant to G.S. 62-111(a), the Commission
shall issue an order requiring the filing of an application, and no closing can
occur until and unless the Commission approves the proposed merger,
acquisition, or business combination. If the Commission determines that
the merger, acquisition, or other business combination does not require
approval pursuant to G.S. 62-111(a), the Commission shall issue an order
soruling. Atthe end of the notice period, if no order has been issued, Duke
Energy, any other Affiliate, or the Nonpublic Utility Operation may proceed
with the merger, acquisition, or other business combination but shall be
subject to any fully-adjudicated Commission order on the matter.

SECTION X
STRUCTURE/ORGANIZATION

The following Regulatory Conditions are intended to ensure that the
Commission receives adequate notice of, and opportunity to review and take such
lawful action as is necessary and appropriate with respect to, changes to the structure
and organization of Duke Energy, DEC, PECDEP, Piedmont, and other Affiliates, and

Nonpublic

Utility operations as they may affect MNerth—Carolina——retail

ratepayersCustomers.
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10.1 Transfer of Services, Functions, Departments, Employees, Rights, Assets, or
Liabilities. DEC, DEP, and PECPiedmont shall file notice with the Commission 30
days prior to the initial transfer or any subsequent transfer of any services, functions,
departments, employees;-rights, obligations, assets. or liabilities from DEC, DEP, or
| | | I liate. ; )
OperationPiedmont _to DEBS that (a) involves services, functions, departments,
employees;rights, obligations, assets. or liabilities other than those of a governance or
corporate type nature that traditionally have been provided by a service company or
(b) potentially would have a significant effect on DEC's, DEP’s or PECPiedmont’s
public utility operations. The provisions of Regulatory Condition 13.2 apply to an
advance notice filed pursuant to this Regulatory Condition.

10.2 Notice and Consultation with Public Staff Regarding Proposed Structural and
Organizational Changes. Upon request, DEC, DEP, and PECPiedmont shall meet
and consult with, and provide requested relevant data to, the Public Staff, regarding
plans for significant changes in DEC's, PECDEP’s, Piedmont’s or Duke Energy's
organization, structure (including RTO developments), and activities; the expected or
potential impact of such changes on DEC's, DEP’s or PECPiedmont’s retail rates,
operations and service; and proposals for assuring that such plans do not adversely
affect DEC’s or PECDEP’s Retail Native Load Customers_or Piedmont’s Customers.
To the extent that proposed significant changes are planned for the organization,
structure, or activities of an Affiliate or Nonpublic Utility Operation and such proposed
changes are likely to have an adverse impact on DEC’s, DEP’s, or PECPiedmont’s
Customers, then DEC’s, DEP’s and PECPiedmont’s plans and proposals for assuring
that those plans do not adversely affect their Customers must be included in these
meetings. DEC, DEP, and PECPiedmont shall inform the Public Staff promptly of any
such events and changes.

SECTION XI
SERVICE QUALITY

The following Regulatory Conditions are intended to ensure that DEC, DEP, and
PECPiedmont continue to implement and further their commitment to providing
superior public utility service by meeting recognized service quality indices and
implementing the best practices of each other and their Utility Affiliates, to the extent
reasonably practicable.

11.1 Overall Service Quality. Upon consummation of the Merger, DEC, DEP, and
PECPiedmont each shall continue their commitment to providing superior public utility
service and shall maintain the overall reliability of electric serviceElectric services and
Natural Gas Services at levels no less than the overall levels it has achieved in the
past decade.

11.2 Best Practices. DEC, DEP, and PECPiedmont shall make every reasonable
effort to incorporate each other’s best practices into its own practices to the extent
practicable.
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reports-available-to-the public uponrequest-11.4  Notice of NERC Audit. This
Reqgulatory Condition does not apply to Piedmont. At such time as either DEC or
PECDEP receive notice that the North American Electric Reliability Corporation and/or
the SERC Reliability Corporation will be conducting a non-routine compliance audit
with respect to DEC or PEC’s compliance with mandatory reliability standards, DEC or
PECDEP shall notify the Public Staff.

11.511.4 Right-of-Way Maintenance Expenditures. This Regulatory Condition
does not apply to Piedmont. DEC and PECDEP shall budget and expend sufficient
funds to trim and maintain their lower voltage line rights-of-way and their distribution
rights-of-way in a manner consistent with their internal right-of-way clearance
practices and Commission Rule R8-26. In addition, DEC and PECDEP shall track
annually, on a major category basis, departmental or division budget requests,
approved budgets and actual expenditures for right-of-way maintenance.

11.611.5 Right-of-Way Clearance Practices. This Regulatory Condition does not
apply to Piedmont. DEC and PECDEP shall each provide a copy of their internal
right-of-way clearance practices to the Public Staff, and shall promptly notify the Public
Staff of any significant changes or modifications to the practices or maintenance
schedules.

11.711.6 Meetings with Public Staff.

(a) DEC, DEP, and PECPiedmont shall each meet annually with the Public
Staff to discuss service quality initiatives and results, including (i) ways to
monitor and improve service quality, (ii) right-of-way maintenance
practices, budgets, and actual expenditures, and (iii) plans that could have
an effect on customer service, such as changes to call center operations.

(b) DEC, DEP, and PECPiedmont shall each meet with the Public Staff at least
annually to discuss potential new tariffs, programs, and services that enable
its customers to appropriately manage their energy bills based on the varied
needs of their customers.

11.811.7 Customer Access to Service Representatives and Other Services.
DEC, DEP, and PECPiedmont shall continue to have knowledgeable and experienced
customer service representatives available 24 hours a day to respond to pewerservice
outage calls and during normal business hours to handle all types of customer
inquiries. DEC, DEP, and PECPiedmont shall also maintain up-to-date and
user-friendly online services and automated telephone service 24 hours a day to
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perform routine customer interactions and to provide general billing and customer
information.

114.1011.8 Customer Surveys. DEC, DEP, and RPECPiedmont shall continue to

survey their customers regarding their satisfaction with public utility service and shall
incorporate this information into their processes, programs, and services.

SECTION XII
TAX MATTERS

The following Regulatory Conditions are intended to ensure that DEC’s, DEP’s

and PEC'sNerth-Carolina—retalratepayersPiedmont’s Customers do not bear any

additional tax costs as a result of the merger and receive an appropriate share of any
tax benefits associated with the service company Affiliates.

12.1 Costs under Tax Sharing Agreements. Under any tax sharing agreement,
neither DECrorPECDEC, DEP, and Piedmont shall not seek to recover from its North
Carolina retail ratepayers any tax costs that exceed DEC's, DEP’s, or PECPiedmont’s
tax liability calculated as if it were a stand-alone, taxable entity for tax purposes.

12.2 Tax Benefits Associated with Service Companies. The appropriate portion of
any income tax benefits associated with DEBS and-PESC-shall accrue to the North
Carolina retail operations of DEC, DEP, and PEC;Piedmont respectively, for
regulatory accounting, reporting, and ratemaking purposes.

SECTION XiIlI
PROCEDURES

The following Regulatory Conditions are intended to apply to all filings made
pursuant to these Regulatory Conditions unless otherwise expressly provided by,
Commission order, rule, or statute.

13.1 Filings that Do Not Involve Advance Notice. Regulatory Condition filings that are
not subject to Condition 13.2 shall be made in sub dockets of Docket Nos. E-7, Sub 986;
and1100 , E-2, Sub 998,1095 , and G-9, Sub 682_, as follows:

€)) Filings related to affiliate matters required by Regulatory Conditions 5.4,
5.5, 5.6, 5.7, and 5.23 and the filing permitted by Regulatory Condition 5.3
shall be made by DEC, DEP, and PECPiedmont in Sub-986ASubs 1100
1095 and Sub-998A,682 respectively;
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(b)

()

(d)

(e)

Filings related to financings required by Regulatory Condition 7.6, and the
filings required by Regulatory Conditions 8.5, 8.6, 8.9, 8.10 and 8.11 shall
be made by DEC, DEP, and PECPiedmont in Sub-986BSubs 1100
1095 , and Sub-998B,682_ respectively;

FiesFilings related to compliance as required by Regulatory Conditions
3.1(d) and 14.4 and filings required by Sections 11l.A.2(l), lll.A.3(e), (f), and
(9), 11.D.5, and 111.D.8 of the Code of Conduct shall be made by DEC, DEP
and PECPiedmont in Sub-986C-and-Sub-998C Subs 1100, 1095, and 682

respectively;

Filings related to the independent audits required by Regulatory Condition
5.8 shall be made in Sub-986BSubs 1100 , 1095 , and 682 , respectively.

Filings related to orders and filings with the FERC, as required by
Regulatory Condition 3.1(d), 3.11 and 5.13 shall be made by DEC and RPEC
r-Sub-986EDEP, and Piedmont in Subs 1100 , 1095 and Sub-998E;
682_respectively;

13.2 Advance Notice Filings. Advance notices filed pursuant to Regulatory Conditions

3.1(c), 3.3(b), 3-#c)3-106{e)-4.2, 5.3, 8.8, and 10.1 shall be assigned a new, separate

Sub docket.

Such a filing shall state what condition and notice period are involved and

whether other regulatory approvals are required and shall be in the format of a pleading,
with a caption, a title, allegations of the activities to be undertaken, and a verification.
Advance notices may be filed under seal if necessary. The following additional
procedures apply:

(@)

(b)

(€)

Advance notices of activities to be undertaken shall not be filed until
sufficient details have been decided upon to allow for meaningful discovery
as to the proposed activities.

The Chief Clerk shall distribute a copy of advance notice filings to each
Commissioner and to appropriate members of the Commission Staff and
Public Staff.

DEC or PECDEP and Piedmont shall serve such advance notices on each
party to Docket Nos. E-7, Sub 986,1100, and E-2, Sub 998;1095 and
Docket No. G-9, Sub 682, respectively, that has filed a request to receive
them with the Commission within 30 days of the issuance of an order
approving the Merger in this docket. These parties may participate in the
advance notice proceedings without petitioning to intervene. Other
interested persons shall be required to follow the Commission's usual
intervention procedures.
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(d)

(e)

(f)

(@)

(h)

(i)

()

To effectuate this Regulatory Condition, DEC-e+PEC, DEP, and Piedmont
shall serve pertinent information on all parties at the time it serves the
advance notice. During the advance notice period, a free exchange of
information is encouraged, and parties may request additional relevant
information. If DEC, DEP, or PECPiedmont objects to a discovery request,
DEC, DEP or PECPiedmont and the requesting party shall try to resolve the
matter. If the parties are unable to resolve the matter, DEC, DEP, or
PECPiedmont may file a motion for a protective order with the Commission.

The Public Staff shall investigate and file a response with the Commission
no later than 15 days before the notice period expires. Any other
interested party may also file a response or objection within 15 days before
the notice period_expires. DEC, DEP or PECPiedmont may file a reply to
the response(s).

The basis for any objection to the activities to be undertaken shall be stated
with specificity. The objection shall allege grounds for a hearing, if such is
desired.

If neither the Public Staff nor any other party files an objection to the
activities_within 15 days before the notice period expires, no Commission
order shall be issued, and the Sub docket in which the advance notice was
filed may be closed.

If the Public Staff or any other party files a timely objection to the activities to
be undertaken by DEC, DEP, or PECPiedmont, the Public Staff shall place
the matter on a Commission Staff Conference agenda as soon as possible,
but in no event later than two weeks after the objection is filed, and shall
recommend that the Commission issue an order deciding how to proceed
as to the objection. The Commission reserves the right to extend an
advance notice period by order should the Commission need additional
time to deliberate or investigate any issue. At the end of the notice period,
if no order, whether procedural or substantive, has been issued, DEC,
PECDEP, Piedmont, Duke Energy, any other Affiliate, or the Nonpublic
Utility Operation may execute the proposed agreement, proceed with the
activity to be undertaken, or both, but shall be subject to any
fully-adjudicated Commission order on the matter.

If the Commission schedules a hearing on an objection, the party filing the
objection shall bear the burden of proof at the hearing.

The precedential effect of advance notice proceedings, like most issues of
res judicata, will be decided on a fact-specific basis.
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(k) If some other Commission filing or Commission approval is required by
statute, notice pursuant to a Regulatory Condition alone does not satisfy the
statutory requirement.

()] DEC, PECDEP, Piedmont or the Public Staff, or any party may move for a
waiver {-exigent-circumstances—in—a—particlarecasejustify-suchfor good

cause shown.

SECTION XIV
COMPLIANCE WITH CONDITIONS AND CODE OF CONDUCT

The following Regulatory Conditions are intended to ensure that Duke Energy,
DEC, PEC,DEP, Piedmont and all other Affiliates establish and maintain the structures
and processes necessary to fulfill the commitments expressed in all of the Regulatory
Conditions and the Code of Conduct in a timely, consistent, and effective manner.

14.1 Ensuring Compliance with Requlatory Conditions and Code of Conduct. Duke
Energy, DEC, PECDEP, Piedmont, and all other Affiliates shall devote sufficient
resources into the creation, monitoring, and ongoing improvement of effective internal
compliance programs to ensure compliance with all Regulatory Conditions and the
DEC/PECDEP/Piedmont Code of Conduct, and shall take a proactive approach toward
correcting any violations and reporting them to the Commission. This effort shall include
the implementation of systems and protocols for monitoring, identifying, and correcting
possible violations, a management culture that encourages compliance among all
personnel, and the tools and training sufficient to enable employees to comply with
Commission requirements.

14.2 Designation of Chief Compliance Officer. DEC, DEP, and PECPiedmont shall
designate a chief compliance officer who will be responsible for compliance with the
Regulatory Conditions and Code of Conduct. This person’s name and contact
information must be posted on DEC’s, DEP’s, and PECPiedmont’s Internet Website.

14.3 Annual Training. DEC, DEP, and PECPiedmont shall provide annual training on
the requirements and standards contained within the Regulatory Conditions and Code of
Conduct to all of their employees (including service company employees) whose duties in
any way may be affected by such requirements and standards. New employees must
receive such training within the first 60 days of their employment. Each employee who
has taken the training must certify electronically or in writing that s/he has completed the
training.

14.4 Report of Violations. If DEC-and-PEC, DEP, or Piedmont discover that a violation
of their requirements or standards contained within the Regulatory Conditions and Code
of Conduct has occurred then DEC-and-PEC, DEP or Piedmont  shall file a statement
with the Commission in Docket Nos. E-7, Sub 886C,and1100 , E-2, Sub 998€1095 , or
G-9, Sub 682 , respectively, describing the circumstances leading to that violation of
DEC’s, DEP’s or PECPiedmont’s requirements or standards, as contained within the
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Regulatory Conditions and Code of Conduct, and the mitigating and other steps taken to
address the current or any future potential violation.
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APPENDEEB

CODE OF CONDUCT
GOVERNING THE RELATIONSHIPS,
ACTIVITIES, AND TRANSACTIONS BETWEEN
AND AMONG THE PUBLIC UTILITY OPERATIONS
OF DEC, THE PUBLIC UTILITY OPERATIONS OF PECDEP,
THE PUBLIC UTILITY OPERATIONS OF PIEDMONT, DUKE ENERGY
CORPORATION, OTHER AFFILIATES, AND
THE NONPUBLIC UTILITY OPERATIONS OF DEC,_DEP, AND PECGPIEDMONT

l. DEFINITIONS

For the purposes of this Code of Conduct, the terms listed below shall have the
following definitions:

Affiliate: Duke Energy and any business entity of which ten percent (10%) or more is
owned or controlled, directly or indirectly, by Duke Energy. For purposes of this Code
of Conduct, Duke Energy and any business entity controlled by it are considered to be
Affiliates of each—ether—and-DEC, DEP, and RPECPiedmont and DEC, DEP and
Piedmont are considered to be Affiliates of each other.

Commission: The North Carolina Utilities Commission.

Confidential Systems Operation Information: Nonpublic information that pertains
to Electric Services provided by DEC or RECDEP, including but not limited to
information concerning electric generation, transmission, distribution, or sales_and

nonpublic information that pertains to Commission-related Natural Gas Services
provided by Piedmont, including but not limited to information concerning interstate
pipeline transportation, storage, distribution, gas supply, or other similar information.

Customer: Any retail electric customer of DEC or RPECDEP in North Carolina and any

Commission-regulated natural gas sales or natural gas transportation customer of
Piedmont located in North Carolina.

Customer Information: Non-public information or data specific to a Customer or a
group of Customers, including, but not limited to, electricity consumption, natural gas
consumption, load profile, billing history, or credit history that is or has been obtained
or compiled by DEC, DEP, or RPECPiedmont in connection with the supplying of
Electric Services or Natural Gas Services to that Customer or group of Customers.

DEBS: Duke Energy Business Services, LLC, and its successors, which is a service
company Affiliate that provides Shared Services to DEC, RECDEP, Piedmont, Duke
Energy, other Affiliates, or the Nonpublic Utility Operations of DEC, DEP, or
PECPiedmont, singly or in any combination.




DEC: Duke Energy Carolinas, LLC, the business entity, wholly owned by Duke
Energy, that holds the franchise granted by the Commission to provide Electric
Services within DEC’s North Carolina service territory and that engages in public utility
operations, as defined in G.S. 62-3(23), within the State of North Carolina.

DEP: Duke Energy Progress, LLC, the business entity, wholly owned by Duke
Energy, that holds the franchise granted by the Commission to provide Electric

Services within DEP’s North Carolina service territory and that engages in public utility
operations, as defined in G.S. 62-3(23), within the State of North Carolina.

Duke Energy: Duke Energy Corporation, which is the current holding company parent
of DEC, DEP, and PECPiedmont, and any successor company.

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

Fuel and Purchased Power Supply Services: All fuel for generating electric power
and purchased power obtained by DEC or RECDEP from sources other than DEC or
PECDEP for the purpose of providing Electric Services.

Fully Distributed Cost: All direct and indirect costs, including overheads and an
appropriate cost of capital, incurred in providing goods or services to another business
entity; provided, however, that (a) for each good and service supplied by DEC, DEP, or
PECPiedmont, the return on common equity utilized in determining the appropriate
cost of capital shall equal the return on common equity authorized by the Commission
in the supplying utility’s most recent general rate case proceeding; (b) for each good
and service supplied to DEC, DEP, or RPECPiedmont, the appropriate cost of capital
shall not exceed the overall cost of capital authorized in the supplying utility’s most
recent general rate case proceeding; and (c) for each good and service supplied by
DEC-and-REC, DEP, or Piedmont to each other, the return on common equity utilized
in determining the appropriate cost of capital shall not exceed the lower of the returns
on common equity authorized by the Commission in DEC's—anrd—PREC, DEP’s or
Piedmont’s most recent general rate case proceedings.

JDA: Joint Dispatch Agreement, which is the agreement as filed with the Commission
in Docket Nos. E-7, Sub 986, and E-2, Sub 998.on June 22, 2011, and as amended and
refiled on June 12, 2012, in-DoecketNos—E-7#-Sub-986and-E-2,-Sub-998-

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

Merger: All transactions contemplated by the Agreement and Plan of Merger between

Duke Energy and Pregress-EnergyPiedmont.



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

standby service.

Nonaffiliated Gas Marketer: An entity, not affiliated with DEC, DEP, or Piedmont,
engaged in the unregulated sale, arrangement, brokering or management of gas
supply, pipeline capacity, or gas storage.

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

Non-Utility Affiliate: Any Affiliate, including DEBS—and-PESC, other than a Utility
Afflllate DEC %PEG—PEGAlFeg%Enng%GaFeJmas—mC—the-bu&ness—enH%y—mmeuy

CarolinaDEP, or Piedmont.

Personnel: An employee or other representative of DEC, RPECDEP, Piedmont, Duke
Energy, another Affiliate, or a Nonpublic Utility Operation, who is involved in fulfilling the
business purpose of that entity.

Piedmont: Piedmont Natural Gas Company, Inc., the business entity, wholly owned

by Duke Energy, that holds the franchise granted by the Commission to provide natural
gas services within its North Carolina service territory and that engages in public utility

operations, as defined in G.S. 62-3(23) within the State of North Carolina.

Progress Energy: Progress Energy, Inc., which is the former holding company parent
of RPEG;DEP and which-becameis a subsidiary of Duke Energy-afterthe-close-of-the
Merger, and any successors.

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

Regulatory Conditions: The conditions imposed by the Commission in connection with
or related to the Merger.

Shared Services: The services that meet the requirements of the Regulatory
Conditions approved in Docket Nos. E-2, Sub 1095, E-7, Sub 986;1100 and EG-2,9,




Sub 998,682, or subsequent orders of the Commission and that the Commission has
explicitly authorized DEC-erPREC, DEP_and Piedmont to take from DEBS-erPRESC
pursuant to a service agreement (a) filed with the Commission pursuant to G.S.
62-153(b), thus requiring acceptance and authorization by the Commission, and (b)
subject to all other applicable provisions of North Carolina law, the rules and orders of
the Commission, and the Regulatory Conditions.

Shipper: A Nonaffiliated Gas Marketer, a municipal gas customer, or an end-user of
gas.

Utility Affiliates: The regulated public utility operations of Duke Energy Indiana,
IeLLC (Duke Indiana), Duke Energy Kentucky, Inc. (Duke Kentucky), and Florida
Power Corporation, d/b/a PregressDuke Energy Florida, LLC ( :

PEF); and the regulated
transmission-and-distribution-eperations-6fDEF); Duke Energy Ohio, Inc. (Duke Ohio).

Il GENERAL

This Code of Conduct establishes the minimum guidelines and rules that apply to
the relationships, transactions, and activities involving the public utility operations of
DEC, RECDEP, Piedmont, Duke Energy, other Affiliates, or the Nonpublic Utility
Operations of DEC, DEP, and RECPiedmont, to the extent such relationships, activities,
and transactions affect the operations or costs of utility service experienced by the
public utility operations of DEC, DEP, and RPECPiedmont in their respective service
areas. DEC, PECDEP, and Piedmont, and the other Affiliates are bound by this Code of
Conduct pursuant to Regulatory Condition 6.1 approved by the Commission in Docket
Nos. E-2, Sub 998,ard1095, E-7, Sub 986:1100 and G-9, Sub 682. This Code of
Conduct is subject to modification by the Commission as the public interest may require,
including, but not limited to, addressing changes in the organizational structure of DEC,
PECDEP, Piedmont, Duke Energy, other Affiliates, or the Nonpublic Utility Operations;
changes in the structure of the electric industry_ or natural gas industry; or other changes
that warrant modification of this Code.

DEC, DEP, or PECPiedmont may seek a waiver of any aspect of this Code of
Conduct by filing a request with the Commission showing that exigent-circumstances in a
particular case justify such a waiver.

. STANDARDS OF CONDUCT

A. Independence and Information Sharing

1. Separation - DEC, PECDEP, Piedmont, Duke Energy, and the other
Affiliates shall operate independently of each other and in physically separate
locations to the maximum extent practicable—BEGPREC; however, to the extent that

the Commission has approved or accepted a service company-to-utility or
utility-to-utility service agreement or list, DEC, DEP, Piedmont, Duke Energy, and the

other Affiliates may operate as described in the agreement or list on file at the




Commission. DEC, DEP, Piedmont, Duke Energy, and each of the other Affiliates
shall maintain separate books and records. Each of DEC's, DEP’s, and
PECPiedmont’'s Nonpublic Utility Operations shall maintain separate records from
those of DEC's, DEP’'s, and PECPiedmont’s public utility operations to ensure
appropriate cost allocations and any arm's-length-transaction requirements.

2. Disclosure of Customer Information:

(@) Upon request, and subject to the restrictions and conditions
contained herein, DEC, DEP, and RPECPiedmont may provide
Customer Information to Duke Energy, another Affiliate, or a
Nonpublic Utility Operation under the same terms and conditions
that such information is provided to non-Affiliates.

(b) Except as provided in Section IlI.A.2:2(f) below, Customer
Information shall not be disclosed to any person or company,
without the Customer's consent, and then only to the extent
specified by the Customer. Consent to disclosure of Customer
Information to Affiliates or Nonpublic Utility Operations may be
obtained by means of written authorization, electronic
authorization or recorded verbal authorization upon providing the
Customer with the information set forth in Attachment A; provided,
however, that DEC, DEP, and PECPiedmont retain such
authorization for verification purposes for as long as the
authorization remains in effect.

(c) If the Customer allows or directs DEC, DEP, or PECPiedmont to
provide Customer Information to Duke Energy, another Affiliate, or
a Nonpublic Utility Operation, then DEC, DEP, or PECPiedmont
shall ask the Customer if he,—she—it would like the Customer
Information to be provided to one or more non-Affiliates. If the
Customer directs DEC, DEP, or PECPiedmont to provide
Customer Information to one or more non-Affiliates, the Customer
Information shall be disclosed to all entities designated by the
Customer contemporaneously and in the same manner.

(d) Sections 1ll.A.2.(a), 2.(b), and 2.(c) herein shall be permanently
posted on DEC's, DEP’s, and PECPiedmont’s website.

(e) No DEC, DEP, or PECPiedmont employee who is transferred to
Duke Energy or another Affiliate will be permitted to copy or
otherwise compile any Customer Information for use by such entity
except pursuant to written permission from the Customer, as
reflected by a signed Data Disclosure Authorization. NeitherDEC
nerRPECDEC, DEP, and Piedmont shall not transfer any employee




(f)

(9)

(h)

(i)

()

(k)

to Duke Energy or another Affiliate for the purpose of disclosing or
providing Customer Information to such entity.

Notwithstanding the prohibitions established by this Section
l1LA.2, DEC-and-PEC, DEP, or Piedmont may disclose Customer
Information to DEBS;RESC, any other Affiliate, a Nonpublic Utility
Operation or a non-affiliated third party without Customer consent,
but only to the extent necessary for the Affiliate, Nonpublic Utility
Operation or non-affiliated third party to provide goods or services
to DEC, DEP, or PECPiedmont and upon their explicit agreement
to protect the confidentiality of such Customer Information. To the
extent the Commission approves a list of services to be provided and
taken pursuant to one or more utility-to-utility service agreements,
then Customer Information may be disclosed pursuant to the
foregoing exception to the extent necessary for such services to be
performed._ DEC, DEP, and Piedmont may disclose Customer

Information to a state or federal regulatory agency or court having
jurisdiction over the disclosure of the Information to the extent the
state or federal regulatory agency or court requires the disclosure
and reguests the disclosure in writing or by electronic means.

DEC, DEP, and PECPiedmont shall take appropriate steps to
store Customer Information in such a manner as to limit access to
only those persons permitted to receive it and shall require all
persons with access to such information to protect its
confidentiality.

DEC, DEP, and RPECPiedmont, shall establish guidelines for its
employees and representatives to follow with regard to complying
with this Section I11.A.2.

No DEBS-erPESC employee may use Customer Information to
market or sell any product or service to DEC’s, DEP’s, or
PECPiedmont's Customers, except in support of a
Commission-approved rate schedule or program or a marketing
effort managed and supervised directly by DEC, DEP, or
PECPiedmont.

DEBS and-PESC-employees with access to Customer Information
must be prohibited from making any improper indirect use of the
data, including directing or encouraging any actions based on the
Customer Information by employees of DEBS-e+RPESC that do not
have access to such information, or by other employees of Duke
Energy or other Affiliates or Nonpublic Utility Operations of the
Utilities.

Should any inappropriate disclosure of DEC, DEP, or PECPiedmont




Customer Information occur at any time, DEC, DEP, or
PECPiedmont is required to promptly file a statement with the
Commission in this docket describing the circumstances of the
disclosure, the Customer information disclosed, the results of the
disclosure, and the mitigating and/or other steps taken to address
the disclosure.

3. The disclosure of Confidential Systems Operation Information of DEC,
DEP, and PECPiedmont (referred to hereinafter as "Information”_or “CSQOI") shall be

governed as follows:

(a)

Such Information shall not be disclosed by DEC, DEP, or
PECPiedmont to an Affiliate or a Nonpublic Utility Operation
unless it is disclosed to all competing non-Affiliates
contemporaneously and in the same manner. Disclosure to
non-Affiliates is not required when disclosure to Affiliates or
Nonpublic Utility Operations meets one of the following
exceptions:

0] The Information is provided to employees of DEC or
PECDEP for the purpose of implementing, and operating
pursuant to, the JDA in accordance with the Regulatory
Conditions approved in Docket Nos. E-7, Sub 986, and E-2,
Sub 998;

(i) The Information is necessary for the performance of services
approved to be performed pursuant to one or more Affiliate
utility-to-utility service agreements;

(i) A state or federal regulatory agency or court having
jurisdiction over the disclosure of the Information requires
the disclosure;

(iv)  The Information is provided to employees of DEBS-e+PESC
pursuant to a service agreement filed with the Commission
pursuant to G.S. 62-153;

(v) The Information is provided to employees of DEC’s, DEP'’s, or
PECPiedmont’s Utility Affiliates for the purpose of sharing
best practices and otherwise improving the provision of
regulated utility service;

(vi)  The Information is provided to an Affiliate pursuant to an
agreement filed with the Commission pursuant to G.S.



(b)

(c)

(d)

(€)

62-153, provided that the agreement specifically describes
the types of Information to be disclosed;

(vii) Disclosure is otherwise essential to enable DEC or
PECDEP to provide Electric Services to their Customers;

or, or for Piedmont to provide Natural Gas Services to its
Customers:

(viii) Disclosure of the Information is necessary for compliance
with the Sarbanes-Oxley Act of 2002.

Any Information disclosed pursuant to the exceptions in Section
[11.LA.3 (a), above, shall be disclosed only to employees that need
the information for the purposes covered by those exceptions and
in as limited a manner as possible. The employees receiving such
Information must be prohibited from acting as conduits to pass the
Information to any Affiliate(s) and must have explicitly agreed to
protect the confidentiality of such Information.

For disclosures pursuant to exceptions (vii) and (viii) in Section
[11.A.3(a), above, DEC, DEP, and RPECPiedmont shall include in
their annual affiliated transaction reports the following information:

0] The types of Information disclosed and the name(s) of the
Affiliate(s) to which it is being, or has been, disclosed;

(i) The reasons for the disclosure; and

(i)  Whether the disclosure is intended to be a one-time
occurrence or an ongoing process.

To the extent a disclosure subject to the reporting requirement is
intended to be ongoing, only the initial disclosure and a description
of any processes governing subsequent disclosures need to be
reported.

DEC, PECDEP, DEBS, and PESEPiedmont employees with access
to CSOI must be prohibited from making any improper indirect use of
the data, including directing or encouraging any actions based on the
CSOI by employees that do not have access to such information, or
by other employees of Duke Energy or other Affiliates or Nonpublic
Utility Operations of DEC-anrd-RPEC., DEP, or Piedmont.

Should the handling or disclosure of Market Information,
Transmission Information, or other CSOI by DEBS;—PRESGC; or
another Affiliate or Nonpublic Utility Operation, or their respective



employees, result in (i) a violation of DEC's or PEEDEP’'s FERC
Statement of Policy and Code of Conduct (FERC Code), 18 CFR 358
- Standards of Conduct for Transmission Providers (Transmission
Standards), or any other relevant FERC standards or codes of
conduct, (ii) the posting of such data on an OASIS or other Internet
website, or (iii) other public disclosure of the data, DEC or RECDEP
shall promptly file a statement with the Commission in Commission
in Docket Nos. E-7, Sub 98661100 , and E-2, Sub 998C1095 ,
respectively, describing the circumstances leading to such violation,
posting, or other this docket describing the circumstances leading to
such violation, posting, or other public disclosure, any data required
to be posted or otherwise publicly disclosed, and the mitigating
and/or other steps taken to address the current or any future
potential violation, posting, or other public disclosure.

() Should any inappropriate disclosure of CSOI occur at any time, DEC,
DEP, or RPECPiedmont shall promptly file a statement with the
Commission in Docket Nos. E-7, Sub 986C1100 , or E-2, Sub
998C1095 , or G-9, Sub 682 , respectively, describing the
circumstances of the disclosure, the CSOI disclosed, the results of
the disclosure, and the mitigating and/or other steps taken to
address the disclosure.

()  Unless publicly noticed and generally available, should the FERC
Code, the Transmission Standards, or any other relevant FERC
standards or codes of conduct be eliminated, amended, superseded,
or otherwise replaced, DEC and RECDEP shall file a letter in Docket
Nos. E-7, Sub 986E1100 , and E-2, Sub 998E1095 , with the
Commission describing such action within 60 days of the action,
along with a copy of any amended or replacement document.

B. Nondiscrimination

1. DEC’s, DEP’s, and PECPiedmont’s employees and representatives shall
not unduly discriminate against non-Affiliated entities.

2. In responding to requests for Electric Services, neither—BEC—hor
PECNatural Gas Services, or both, DEC, DEP, and Piedmont shall_not provide any
preference to Duke Energy, another Affiliate, or a Nonpublic Utility Operation, rReror to
any customers of such an entity, as compared to non-Affiliates or their customers.
Moreover,—either DEC, PECDEP, Piedmont, Duke Energy, nor any other Affiliates
shall not represent to any person or entity that Duke Energy, another Affiliate, or a
Nonpublic Utility Operation will receive any such preference.




3. DEC, DEP, and PECPiedmont shall apply the provisions of their
respective tariffs equally to Duke Energy, the other Affiliates, the Nonpublic Utility
Operations, and non-Affiliates.

4. DEC, DEP, and RPECPiedmont shall process all similar requests for
Electric Services, Natural Gas Services, or both in the same timely manner, whether
requested on behalf of Duke Energy, another Affiliate, a Nonpublic Utility Operation, or
a non-Affiliated entity.

5. No—personnel—orPersonnel and representatives of DEC, PECDEP,
Piedmont Duke Energy, or anetherAffiliateother Affiliates shall indicate, represent, or
otherwise give the appearance to another party that Duke Energy or another Affiliate
speaks on behalf of DEC, DEP, or PECPiedmont; provided however, that this
prohibition shall not apply to employees of DEBS-e+PRESC providing Shared Services
or to employees of another Affiliate to the extent explicitly provided for in an affiliate
agreement that has been accepted by the Commission. In addition, no personnel or
representatives of a Nonpublic Utility Operation shall+rdicate,represent-orotherwise
give the appearance to another party that they speak on behalf of DEC’s, DEP’s, or
PECPiedmont’s regulated public utility operations.

6. No personnel or representatives of DEC, PECDEP, Piedmont, Duke
Energy, another Affiliate, or a Nonpublic Utility Operation shall indicate, represent, or
otherwise give the appearance to another party that any advantage to that party with
regard to Electric Services or Natural Gas Services exists as the result of that party
dealing with Duke Energy, another Affiliate, or a Nonpublic Utility Operation, as
compared with a non-Affiliate.

7. Neither BECnorPECDEC, DEP, or Piedmont shall not condition or
otherwise tie the provision or terms of any Electric Services or Natural Gas Services to
the purchasing of any goods or services from, or the engagement in business of any
kind with, Duke Energy, another Affiliate, or a Nonpublic Utility Operation.

8. When any employee or representative of DEC, DEP, or PECPiedmont
receives a request for information from or provides information to a Customer about
goods or services available from Duke Energy, another Affiliate, or a Nonpublic Utility
Operation, the employee or representative shall advise the Customer that such goods
or services may also be available from non-Affiliated suppliers.

9. Disclosure of Customer Information to Duke Energy, another Affiliate, a
Nonpublic Utility Operation, or a non-Affiliated entity shall be governed by Section
[11.A.2 of this Code of Conduct.

C. Marketing

1. The public utility operations of DEC, DEP, and PECPiedmont may
engage in joint sales, joint sales calls, joint proposals, or joint advertising (a joint

10



marketing arrangement) with their—Utility Affiliates and with their Nonpublic Utility
Operations, subject to compliance with other provisions of this Code of Conduct and
any conditions or restrictions that the Commission may hereafter establish. Neither
BEC-nrerPECDEC, DEP, and Piedmont shall not otherwise engage in such joint
activities without making such opportunities available to comparable third parties.

2. Neither Duke Energy nor any of the other Affiliates shall use the names or
logos of DEC, DEP, or PECPiedmont in any communications unless a disclaimer is
included that states the following:

(a) "[Duke Energy Corporation/Affiliate}] is not the same company as

[DEC/RPECDEP /Piedmont], and [Duke Energy
Corporation/Affiliate}] has separate management and separate
employees”;

(b)  "[Duke Energy Corporation/Affiliate] is not regulated by the North
Carolina Utilities Commission or in any way sanctioned by the
Commission™;

(c)  "Purchasers of products or services from [Duke Energy
Corporation/Affiliate] will receive no preference or special treatment
from [ DEC/RECDEP/Piedmont]"; and

(d)  "A customer does not have to buy products or services from [Duke
Energy Corporation/Affiliate] in order to continue to receive the
same safe and reliable electric service from [DEC/PEC} DEP] or
natural gas service from Piedmont."

3. Nonpublic Utility Operations may not use the names or logos of DEC,
DEP, or PECPiedmont in any communications unless a disclaimer is included that
states the following:

(@) "[Name of Service or Good being offered by Nonpublic Utility
Operation] is not part of the regulated services offered by
[DEC/RECDEP_/Piedmont] and is not in any way sanctioned by the
North Carolina Utilities Commission";

(b)  "Purchasers of preducts-orservices[name of Service or Good being

offered by Nonpublic Utility Operation from [Nonpublic Utility
Operation] will receive no preference or special treatment from
[DEC/RPECDEP /Piedmont]"; and

(c) "A customer does not have to buy preoducts—or—services—from
INenpublie—Utility—Operation}—n—orderthis _product or service to

continue to receive the same safe and reliable electric service or
natural gas service from [DEC/REE _DEP /Piedmont]."
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4. The required disclaimer must be sized and displayed in a way that is
commensurate with the name and logo so that the disclaimer is at least the larger of
one-half the size of the type that first displays the name and logo or the predominant type
used in the communication.

D. Transfers of Goods and Services, Transfer Pricing, and Cost Allocation

1. Cross-subsidies involving DEC, DEP, or RPEEPiedmont and Duke Energy,
other Affiliates, or the Nonpublic Utility Operations are prohibited.

2. All costs incurred by personnel or representatives of DEC, DEP, or
PECPiedmont for or on behalf of Duke Energy, other Affiliates, or the Nonpublic Utility
Operations shall be charged to the entity responsible for the costs.

3. As a general guideline, with regard to the transfer prices charged for
goods and services, including the use or transfer of personnel, exchanged between and
among DEC, DEP, or REG;Piedmont and Duke Energy, the other Non-Utility Affiliates,
and the Nonpublic Utility Operations, to the extent such prices affect DEC’s, DEP’s, or
PECPiedmont’s operations or costs of utility service, the following conditions shall apply:

(a) Except as otherwise provided for in this Section 111.D, for untariffed
goods and services provided by DEC, DEP, or PECPiedmont to
Duke Energy, a Non-Utility Affiliate, or a Nonpublic Utility
Operation, the transfer price paid to DEC, DEP, or RPECPiedmont
shall be set at the higher of Market Value or DEC’s, DEP’s or
PECPiedmont’s Fully Distributed Cost.

(b)  Except as otherwise provided for in this Section 1lI.D, for goods
and services provided, directly or indirectly, by Duke Energy, a
Non-Utility Affiliate other than DEBS—e+PRPESC, or a Nonpublic
Utility Operation to DEC, DEP, or PECPiedmont, the transfer
price(s) charged by Duke Energy, the Non-Utility Affiliate, and the
Nonpublic Utility Operation to DEC, DEP, or PECPiedmont shall
be set at the lower of Market Value or Duke Energy's, the
Non-Utility Affiliate's, or the Nonpublic Utility Operation's Fully
Distributed Cost(s). If DEC, DEP, or RPECPiedmont do not engage
in competitive solicitation and instead obtain the goods or services
from Duke Energy, a Non-Utility Affiliate, or a Nonpublic Utility
Operation, DEC—and—PEC, DEP, or Piedmont shall implement
adequate processes to comply with this Code provision and
related Regulatory Conditions and ensure that in each case DEC'’s
and-RPEC, DEP’s and Piedmont’s Customers receive service at the

lowest reasonable cost, unless otherwise directed by order of the
Commission. For goods and services provided by DEBS and-RESC
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to DEC, PECDEP, Piedmont, and Utility Affiliates, the transfer price
charged shall be set at DEBS’-and-RPESC’s Fully Distributed Cost.

(c) Tariffed goods and services provided by DEC, DEP and
PECPiedmont to Duke Energy, other Affiliates, or a Nonpublic
Utility Operation shall be provided at the same prices and terms
that are made available to Customers having similar
characteristics with regard to Electric Services {such-as—time—of
wse—manner—ofuse—customer—class—loadfactor—and—relevant

Standard-tndustrial-Classification)or Natural Gas Services under
the applicable tariff.

(d) :

and—PEG—by—the—Gemnms&enWﬂh the exce g ion of gas sugglg

transactions, transportation transactions, or both, between DEC
and Piedmont or DEP_ and Piedmont, untariffed non-power,

non-generation, or non-fuel goods and services provided by DEC,
DEP, or PECPiedmont to DEC, PECDEP, Piedmont, or the Utility
Affiliates or by the Utility Affiliates to DEC, DEP, or PEG;Piedmont
shall be transferred at the supplier's Fully Distributed Cost-, unless

otherwise directed by order of the Commission

(e) For gas supply transactions, transportation transactions, or both,
between DEC and Piedmont or DEP and Piedmont, Piedmont
shall provide service to DEC or DEP at the same price and terms
that are made available to other similarly situated shippers.

4. To the extent that DEC, PECDEP, Piedmont, Duke Energy, other
Affiliates, or the Nonpublic Utility Operations receive Shared Services from DEBS-er
PESC (or their—sueccesseorsits successor), these Shared Services may be jointly
provided to DEC, RPECDEP, Piedmont, Duke Energy, other Affiliates, or the Nonpublic
Utility Operations on a fully distributed cost basis, provided that the taking of such
Shared Services by DEC, DEP, and PECPiedmont is cost beneficial on a
service-by-service (e.g., accounting management, human resources management,
legal services, tax administration, public affairs) basis to DEC—andPEC, DEP, or
Piedmont. Charges for such Shared Services shall be allocated in accordance with
the cost allocation manual(s) filed with the Commission pursuant to Regulatory
Condition 5.5, subject to any revisions or other adjustments that may be found
appropriate by the Commission on an ongoing basis.

5. DEC, PECDEP, Piedmont, and their Utility Affiliates may capture
economies-of-scale in joint purchases of goods and services (excluding the purchase
of ratural-gas,—coak-and-electricity or ancillary services intended for resale_unless such

purchase is made pursuant to a Commission-approved contract or service
agreement), if such joint purchases result in cost savings to DEC’s, DEP’s, and

PECPiedmont’'s Customers. DEC, PEG,—Duketndiana—Duke Kentucky—and
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PEFRDEP, Piedmont and their Utility Affiliates may capture economies-of-scale in joint

purchases of coal and natural gas |f such Jomt purchases result in cost savings to

&Hd—PEG—WM—fHG—&—HGHﬁG&H@H—Gf—SHGh—MH%h—Phe—GGmmJSSJGH DEPs or Pledmonts
Customers. All joint purchases entered into pursuant to this section shall be priced in a
manner that permits clear identification of each participant's portion of the purchases
and shall be reported in DEC’s, DEP’s, and PECPiedmont’s affiliated transaction
reports filed with the Commission.

6. All permitted transactions between DEC, PECDEP, Piedmont, Duke
Energy, other Affiliates, and the Nonpublic Utility Operations shall be recorded and
accounted for in accordance with the cost allocation manuals required to be filed with
the Commission pursuant to Regulatory Condition 5.5 and with Affiliate agreements
accepted by the Commission or otherwise processed in accordance with North
Carolina law, the rules and orders of the Commission, and the Regulatory Conditions.

7. Costs that DEC, DEP, and PECPiedmont incur in assembling, compiling,
preparing, or furnishing requested Customer Information or Confidential Systems
Operation Information for or to Duke Energy, other Affiliates, Nonpublic Utility
Operations, or non-Affiliates (other than the Customer itself or its designated
representative or agent) shall be recovered from the requesting party pursuant to
Section 111.D.3 of this Code of Conduct-

8. Any technology or trade secrets developed, obtained, or held by DEC,
DEP, or RECPiedmont in the conduct of regulated operations shall not be transferred
to Duke Energy, another Affiliate, or a Nonpublic Utility Operation without just
compensation and the filing of 60-days prior notification to the Commission; provided
however, that DEC-and-PEC, DEP, or Piedmont are not required to provide advance
notice for such transfers to each other. DEC-and-REC, DEP, or Piedmont may request a
waiver of this requirement from the Commission with respect to such transfers to Duke
Energy, a Utility Affiliate, a Non-Utility Affiliate, or a Nonpublic Utility Operation. In no
case, however, shall the notice period requested be less than 20 business days.

9. DEC, DEP, and PECPiedmont shall receive compensation from Duke
Energy, other Affiliates, and the Nonpublic Utility Operations for intangible benefits, if
appropriate.

E. Regulatory Oversight

1. The State's existing requirements regarding affiliate transactions, as set
forth in G.S. 62-153, shall continue to apply to all transactions between DEC,
PECDEP, Piedmont, Duke Energy, and the other Affiliates.
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2. The books and records of DEC, RECDEP, Piedmont, Duke Energy, other
Affiliates, and the Nonpublic Utility Operations shall be open for examination by the
Commission, its staff, and the Public Staff as provided in G.S. 62-34, 62-37, and
62-51.

3. If Piedmont supplies any of Natural Gas Services, with the exception of

Natural Gas Services provided pursuant to Commission-approved contracts or service
agreements, used by either DEC or DEP to generate electricity, DEC or DEP

respectively, shall file a report with the Commission in DEC’s or DEP’s (as appropriate

annual fuel and fuel-related cost recovery case demonstrating that the purchase was
prudent and the price was reasonable.

4. 3—To the extent North Carolina law, the orders and rules of the
Commission, and the Regulatory Conditions permit Duke Energy, an Affiliate, or a
Nonpublic Utility Operation to supply DEC, DEP or RPEC—withPiedmont Natural Gas
Services or other Fuel and Purchased Power Supply Services used by DEC or
PECDEP to provide Electric Services to Customers, and to the extent such Natural
Gas Services or other Fuel and Purchased Power Supply Services are supplied, DEC
or RECDEP shall demonstrate in its annual fuel adjustment clause proceeding that
each such acquisition was prudent and the price was reasonable.

F. Utility Billing Format

To the extent any bill issued by DEC-and-PEC, DEP, Piedmont, Duke Energy,
another Affiliate, a Nonpublic Utility Operation, or a non-Affiliated third party includes
any charges to Customers for Electric Services and/or Natural Gas Services and
non-Electric Services, non-Natural Gas Services, or both, from Duke Energy, another
Affiliate, a Nonpublic Utility Operation, or a non-Affiliated third party, the charges for
the Electric Services and/or Natural Gas Services shall be separated from the charges
for any other services included on the bill. Each such bill shall contain language
stating that the Customer's Electric Services and/or Natural Gas Services will not be
terminated for failure to pay for any other services billed.

G. Complaint Procedure

1. DEC, DEP, and PECPiedmont shall establish complaint procedures to
resolve potential complaints that arise due to the relationship of DEC, DEP, and
PECPiedmont with Duke Energy, its other Affiliates, and its Nonpublic Utility
Operations. The complaint procedures shall provide for the following:

(@) Verbal and written complaints shall be referred to a designated
representative of DEC, DEP, or RPECPiedmont.

(b)  The designated representative shall provide written notification to
the complainant within 15 days that the complaint has been
received.
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(c) DEC, DEP, or RECPiedmont shall investigate the complaint and
communicate the results or status of the investigation to the
complainant within 60 days of receiving the complaint.

(d) DEC-and-PEC, DEP, or Piedmont shall each maintain a log of
complaints and related records and permit inspection of
documents (other than those protected by the attorney/client
privilege) by the Commission, its staff, or the Public Staff.

2. Notwithstanding the provisions of Section 111.G.1, any complaints
received through Duke Energy's EthicsLine (or successor), which is a confidential
mechanism available to the employees of the Duke Energy holding company system,
shall be handled in accordance with procedures established for EthicsLine.

3. These complaint procedures do not affect a complainant's right to file a
formal complaint or otherwise address questions to the Commission.
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CODE OF CONDUCT
ATTACHMENT A

DEC/RPECDEP/PIEDMONT CUSTOMER INFORMATION DISCLOSURE
AUTHORIZATION

For Disclosure to Affiliates:

DEC's/PECEDEP’s/Piedmont’s Affiliates offer products and services that are separate
from the regulated services provided by DEC/PECDEP/Piedmont. These services are
not regulated by the North Carolina Utilities Commission or the Public Service
Commission of South Carolina. These products and services may be available from
other competitive sources.

The Customer authorizes DEC/PECDEP/Piedmont to provide any data associated
with the Customer account(s) residing in any DEC/RECDEP/Piedmont files, systems
or databases [or specify specific types of data] to the following Affiliate(s)
DEC/RECDEP/Piedmont will provide this data on a
non-discriminatory basis to any other person or entity upon the Customer's
authorization.

For Disclosure to Nonpublic Utility Operations:

DEC/RECDEP/Piedmont offers optional, market-based products and services that are
separate from the regulated services provided by DEC/RPECDEP/Piedmont. These
services are not regulated by the North Carolina Utilities Commission or the Public
Service Commission of South Carolina. These products and services may be
available from other competitive sources.

The Customer authorizes DEC/RPECDEP/Piedmont to use any data associated with
the Customer account(s) residing in any DEC/PECDEP/Piedmont files, systems or
databases [or specify types of data] for the purpose of offering and providing
energy-related products or services to the Customer. DEC/RPECDEP/Piedmont will
provide this data on a non-discriminatory basis to any other person or entity upon the
Customer's authorization.
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