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CHAl RVMAN LEATHERVAN: M ke, talk to us about
t he agenda.

MR, SHEALY: M. Chairman, today we have the
Department of Administration, and the speciality experts
that were hired by the Department. They're |led by Marsha
Adans, who is the Executive Director of the Department of
Admi ni stration.

She has a Powerpoint presentation. But
before she gets into that presentation, she has sone
i ntroductions that she would want to make, regarding the
expert teamthat is on the front row. Some of these folks
are the same folks that you saw | ast week, Thursday. And
as you said, we will probably break for lunch in the
m ddl e, of the day, for a very short time --

CHAI RVAN LEATHERMAN:  But not | eave the
canpus.

MR SHEALY: But not |eave the canpus.
Because there's going to be food brought in for the
menber ship, and then the adjournment at 5 o'clock this
af t er noon.

CHAl RVAN LEATHERMAN:  Marsha, are you ready?

M5. ADAMS: Yes, sir.

MR, SHEALY: M. Chairman, it wll be
appropriate at this tine to have themswrn in. So for

everyone who is here today to testify, if you would stand
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and rai se your right hand.
(The oath is admnistered at this tine.)

MS. ADAMS: Thank you, Chairnman Leat her man.
And thank you, Conmttee Members. Today, |I'mgoing to
i ntroduce our advisors to you. And they will take over the
presentation. They'll nake just a brief sunmary again, of
all three proposals, and then we'll be ready for any
questions you nay have.

Before we start, | do want to make sone
clarifying remarks. To clear up sone confusion concerning
the Departnent's ability to release all exhibits referenced
inthis report, submtted inits entirety, to include all
those exhibits to the Chairman of Senate Finance and House
Ways and Means on February the 11th.

Pursuant to the Joint Resolution Section 8,
the General Assenbly has explicitly limted the Departnent
of Adm nistration's authority to disclose informtion
related to the process established by The Act.

Specifically, once the Departnent has
provi ded the CGeneral Assenbly with the recommendations of
the professional service experts, only information
regardi ng those recommendations shall be released in
accordance with the Freedom of Information Act.

However, the CGeneral Assenbly has

specifically prohibited the Department fromreleasing
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information described in South Carolina Code of Laws
Section 30-4-40, without the witten perm ssion of the
entity whose bid or proposal was recomended.

Accordingly, the Departnent has no authority
to rel ease any such docunents without the witten
perm ssion of Santee Cooper, Dom nion Energy, and NextEra
Energy.

Lastly, the Departnent requested witten
permssion fromthe three entities to release their
subm ssions. The Departnent has received witten
perm ssion from Santee Cooper and Dominion to release their
conpl ete subm ssi ons.

The Department has received witten
perm ssion fromNextEra to rel ease nost of their
subm ssion, with the exception for the -- of the disclosure
schedul es included in Exhibit C 1 in the report.

Those documents are unavail able for rel ease,
because they will not be conplete until -- unless and until
the General Assembly chooses to sell Santee Cooper.

Addi tional Iy, sone of those schedul es nmay include Santee
Cooper proprietary infornation.

Al'l docunents included in the report's
exhibits, except for the ones that | just nmentioned, were
upl oaded to admn's website yesterday, February 17th, 2020.

And with that, | would Iike to introduce our
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advisors. As you know, the Joint Resolution required that
the Departnent of Adm nistration would hire a banker,
attorneys and energy consultants to assist, and any other
entities that we may need. W did so.

And today with me from Melis & Conpany, our
banki ng experts, | have John Colella and Nat han Bar nes.

Qur attorneys G bson and Dunn, Jerry Farano, Melissa
Persons. And then our energy consultants E3 Energy and
Envi ronment al Econom cs, Zach Mng and Nate M| er.

Additionally, we hired Pope Flynn to help us
with bond issues, other tax issues. Today, we have Gary
Pope and Bill Misser. And with those introductions, | want
to turn those over to the experts.

MR SHEALY: And, M. Chairnan, just by way
of clarification, everyone's bio is in your notebook, in
case you want to read the background as people are
testifying.

MR FARANO M. Chairman and Commttee
Menbers, good norning. Thank you for having us here. As
Marsha indicated, we | ook forward to giving you a brief
summary of what we discussed nore globally on Thursday, and
then we | ook forward to taking and answering your
questi ons.

This is beyond ny ordinary technical skill

set, but I"'mgoing to do ny best to make the Powerpoi nt
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move. So the agenda today, we're going to talk alittle
bit about the three proposals. W'Ill first do a brief
summary of Santee Cooper's reformplan, then the nmanagenent
proposal from Dom nion -- Dom nion Energy, the bid for sale
from NextEra Energy, and we'll talk a bit about the Joint
Resol ution process results.

So Santee Cooper's reform plan, which was
presented on the due date with the other presentation, had
a great nunber of potential benefits that we'd like to
review for you

First and forenost, and in keeping with one
of the Joint Resolution's specific requirenents, that
what ever is proposed seeks to benefit Santee Cooper's
custoners, the taxpayers of the State of South Caroli na,
and South Carolina itself.

Sant ee Cooper provides the | owest custoner
rates. It reduces custonmer rates by 2.3 billion dollars
over 20 years, as conpared to its 2019 budget that was
passed in Decenber of 2018.

Sant ee Cooper significantly proposes to
moder ni ze the generation mx, retiring coal and replacing
it wwth a mx of natural gas and solar. Zach Mng wll
speak to you in a few nonents, in alittle bit nore detail,
about the inplications of the nodernization of the

generation m Xx.
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Al t hough, Santee Cooper is not in a position
to pay down all debt at once, it has an aggressive plan to
pay down debt quickly for the benefit of
rat epayers/taxpayers in the state, such that by 2039, 4.7
billion dollars of its current 6.9 billion dollar debt |oad
woul d be retired.

Sant ee Cooper is not going to jeopardize any
current enployees. There will be no layoffs. That said,
there is going to be a reduction in workforce that they
have proposed, from approxi mately 1675 this year to 1514 in
2028. That's a reduction of 10 percent. And that is going
to cone, again, not through cuts but rather through
retirenents, retraining, and natural attrition

Sant ee Cooper's governance i s seeking
significantly to be inproved in respect of its proposal.
The reformthat they are inplicating, or have proposed to
require, are termlimts and qualifications for their
directors, the formation of a resource planning group that
wi I| consist of South Carolina -- excuse ne -- Santee
Cooper stakeholders, its customers, ratepayers, and others.

Retention by the board of technical
advisors. | think no natter how qualified board menbers
may be, when you're in the role of providing services at
the board level, it is often the case that you want

techni cal expertise. They have taken that into account in

Garber Reporting
info@garberreporting.com




© 00 N oo o B~ W N

N T N N S T N N o e =
g A W N P O © O N oo o A W N P, O

HEARING PROCEEDINGS
Page 10

their reform proposal

They' ve increased transparency in the form
of public hearings on pricing and major projects, including
oversight fromORS in respect of certain projects, as well
as potentially fromthe Public Service Comm ssion of South
Carolina.

They' ve also inproved their relationship
with Central. As | think we've discussed with you before,
and as you'll see in our report, it is a strained
relationship. But one, | think, that Santee Cooper, in its
reformproposal is |ooking to make better.

How does it do that? |It's reducing its term
by five years. As | think you're all aware, as a function
of the public bonds that are out in respect of Santee
Cooper, the Central coordination agreenent goes out to
2058. Santee Cooper, inits reformproposal, is seeking to
| essen that termto 2053.

Simlarly, they are renoving certain
restrictions around distributed energy resources
devel opnent. In other words, for exanple, many of
Central's nmenber cooperatives have their own ratepayers,
some of whom m ght want to have solar on their rooftops, or
other distributor energy resources. They are taking a step
to inprove that, which is obviously helpful.

There's sonme additional considerations in
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respect of the reformproposal that, obviously, we know you
will take into account as you decide what to do noving
forward. One of themis that their reformplan as
presented to us does not resolve the Cook litigation.

I'"d I'ike to nake an inportant point, though.
The Cook litigation is an ongoing case in which Santee
Cooper is a defendant. Qur nandate did not permt it --
permt us, nor would it have an appropriate for us to get
involved in that. So there -- maybe | should say this
differently. There will be inplications of any Santee
Cooper settlenent on rates, but we were not in a position
to include that in our report.

One of the things that Santee Cooper is
endeavoring to do, in respect of the nodernization of its
generation mx, is to nmake that happen over ten years. Ten
years is not a long period, generally, in utility planning
or management. But it does require a track record of
generation nodernization in order to say, "Hey, we've done
this before."

And this is not a function of anything nore
than the fact that coal has for a long time been a cheap
fuel on the margin, coal has been powering Santee Cooper.
It's just a function of a generation resource shift of this
type has not been done before by them O at least not in

recent history.

Garber Reporting
info@garberreporting.com



© 00 N oo o B~ W N

N T N N S T N N o e =
g A W N P O © O N oo o A W N P, O

HEARING PROCEEDINGS
Page 12

We believe notw thstanding the efforts
they' ve nade in respect of reformand governnments and
I ncreased transparency, that Santee Cooper could have gone
further in order to increase transparency from both
st akehol ders, ratepayers and ot hers.

The Central relationship. As we mentioned,
there's sone inproved facets of it which are nothing but
for the good. That said, again, this relationship is
really strained due to historical friction and sone
fundament al di sagreenments on issues. W' re hopeful that it
could nove for the better. But we have to point out for
your consideration, its history.

Finally, and this is not unique to Santee
Cooper's reformplan, wthout some type of |egislative
codification, progress created by the Joint Resolution
could be lost. So for exanple, if and to the extent there
are -- there is reformnecessary, and it inplicates the
enabling legislation, Santee Cooper and all concerned woul d
| ook to your good offices to inpose those changes.

Wth that as a brief introduction, I'd like
toturn it over to Zach Mng, to gointo alittle bit nore
depth on the Santee Cooper generation m x. Thank you.

SENATOR CAMPBELL: M. Chairnman, do you want
us to wait until a tine over here, a time specific on

questions?
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CHAI RVAN LEATHERMAN:  Yes. \What they say
may clear up sone of your questions.

MR MNG Ckay. Thank you. M nane is
Zach M ng. |'ma senior managi ng consultant with E3, based
In San Francisco. |'mgoing to give a brief overview of
the generation nodernization that is contenplated in the
Sant ee Cooper reform plan.

So if you | ook here on slide 6, you can see
there's a chart on the left, that shows the proposed
instal led capacity m x of Santee Cooper over time. And
then the chart on the right shows the generation -- the
energy generation fromeach of those capacity resources to
provide electricity.

The two primary drivers of this
moder ni zation plan are, nunber one, the retirenent of the
W nyah coal station, which is contenplated in two phases:
Half it being retired in 2023, and the other half being
retired in 2027.

That energy and capacity is replaced wth a
m x of new natural gas generation that cones on-line in
2027, that is an efficient conbined cycle gas turbine. And
then in addition to that new -- natural gas generation, new
sol ar generation of 1500 nmegawatts that comes on-line over
the course of the 2020s.

So | think the primary take-aways fromthis
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are that Santee Cooper is cleaning its generation from coal
to natural gas and solar. This is broadly consistent with
many utilities trends that we see around the industry, not
only in the Southeast but also across the United States, as
the cost of natural gas and sol ar have both cone down
dramatically in the past ten-plus years. They've gotten
relatively nmore econom c conpared to coal, and so you see
many utilities replacing their coal generation wth natural
gas and sol ar.

So the combination of those changes | eads
to, if you ook on slide 7, a significant reduction in
expected costs over the 20-year forecast period that we
anal yzed. You can see the top line of this chart on slide
7 shows the projected retail rates for Santee Cooper in
their 2019 budget.

So the 2019 budget is the status quo Santee
Cooper plan, if you wll. It was released in 2018. It was
the basis for the previous sale process that was run under
ICF. And that plan did not have any coal retirements. It
did not contenplate new natural gas or new sol ar
generati on.

So the generation nodernization |eads to the new
set of rates that you see in the dark blue, which is the
reformplan rates, and the aggregate net present val ue

savings due to this generation plan. And other changes in
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the Santee Cooper reformplan lead to a net present val ue
savings of 2.3 billion dollars over the 20-year period.

The one other thing that | will add on the
generation nodernization plan is that it is the advisor's -
- the professional service expert's view that the reform
plan, as contenpl ated by Santee Cooper, is not necessarily
a preference of |owest cost above all other objectives, but
ot her objectives including fuel diversity and enpl oyee
retention.

You know, trying to prevent layoffs was al so
taken into account in developing of the timng of the coa
retirements and the quantity of coal retirenents. So we
think that there could be potential for further cost
reductions. But those would come at, potentially,
expensi ve other objectives, including fuel diversity and
enpl oyees. Thank you.

MR FARANO Ckay. Thank you, Zach. The
next thing we're going to do it talk alittle bit about the
Dom ni on managenent proposal, if we could. And we'll start
off wwth one of its greatest features. And that is that it
-- there is no nanagenent fee.

Essential |y, Dom nion has proposed that, and
you'll see this in a monent, it only will cost -- the
fully-1oaded cost of certain placed enpl oyees that would be

pl aced at Santee Cooper. And that is the crux of their
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managenent proposal. There will be three senior executives
pl aced at Santee Cooper, and they would consider placing
one as CEO |If one was not placed as CEQ, the other three
woul d report to the Santee Cooper CEO

Each of the nanagers who Dom ni on proposes
to be placed at Santee Cooper, nust have experience in the
managenent and operation of utilities, they nust have
denmonstrated success in simlar positions, whether at
Dom nion or el sewhere. And they nust act in the interest
of what they, as reasonabl e people, believe are Santee
Cooper's best interest. And we're going to talk about that
conflict of interest issue in a second, in respect of
addi tional considerations.

What are the benefits of this? Well,
i mportantly, there are possible synergistic efficiencies
that can be achieved. Wth Domnion's presence in the
state already, the opportunities to potentially share
certain costs, planning together, inventory sharing, there
are certainly synergies that could be taken advantage of.

It is the proposed plan of limted duration.
It is a ten-year contract, and it woul d be term nable by
ei ther party upon a change of control of the other party.
Simlarly, there are opportunities baked into the contract
for extensions, but it's initial termis merely ten years.

Dom ni on has a very successful track record
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in the investor-owned utility industry. As you-all know,
it is alarge and well respected | QU based in Virginia,
with a significant presence now in South Carolina.

Al'so inmportantly, Central has expressed an
interest and a positive viewin dealing with Domnion. And
one of the Dom nion executives who woul d be placed at
Santee Cooper, would be the single point of contact -- or
the senior point of contact for the Central relationship.

Finally, and not on the slide, but | think
it's self-evident, it is probably the |east heavy lift from
a legislative perspective. This would nmerely be a
contractual relationship between Dom nion Energy and Santee
Cooper, as it exists today.

Addi tional considerations that you shoul d
take into account, as you |look to see whether and how the
Dom ni on managenent proposal stacks up against the reform
plan and the sale proposal, one is the fact that there is
nothing in particular that the Dom nion managenent proposal
Is doing to inpact the debt.

And, again, as we tal ked about |ast week,
and | think as the predicate for the Joint Resolution,
resol ution around that debt issue, particularly in respect
of the abandonment of V.C. Summer Units 2 and 3, is of
critical inportance.

The managenment proposal itself does not
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speak to the Cook litigation. Again, something we
understand fromyou and fromthe Joint Resolution, that is
an inportant consideration. Simlarly, there is nothing
that has been proposed fornally, save for a desire to work
to settle an existing litigation between Dom nion and

Sant ee Cooper.

| mpl enentation. Wile this is a nanagenent
proposal comng froma third party, unless -- well, |
should say it is still going to be the managers subject to
the Santee Cooper CEO s supervision and seniority, unless
that they place a CEQ and in either case subject to the
board.

Standing on its own, the managenent proposal
does not have any of the benefits of the reform proposal.
And so one of the considerations is, is this sonething that
has i ndependent value? And it mght, as we discussed
before. O is it sonething that is better suited, or
potentially suited, to the reformof Santee Cooper as it is
proposed by thenf

Again, | think everybody believes that when
fol ks are placed in a situation, froma nanagenent
perspective, they are working in the interests of the party
that is managed. However, in light of the fact that we are
tal king about what will two -- be the two |argest utilities

in the state, there is a question about whether or not the
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pursuit of synergistic savings for Santee Cooper won't run
into a conflict as between it and Dom nion.

Finally, it's very difficult to quantify
with any certainty, what synergistic savings nay be
achieved. There's the -- there's the potential, and
Dom ni on suggests it, for up to a billion dollars in
savings. But we were not in a position to quantify how
t hose savings may be achi eved.

So that briefly is an overview of the
Dom ni on managenment proposal. What we're going to do next
Is turn to the NextEra bid for sale

As you m ght expect, in addition to sone of
the issues we've already tal k about in reformand
managenent, a sales transaction brings in sone nore
conplexity, sinply by virtue of the fact that a | arge
asset, or the assets of a large conpany would be up for
sal e.

VWhat are some of the key ternms? And we
think it's worth explaining thembefore we go into benefits
and considerations. One key termis that all of the debt
that is currently at Santee Cooper, both |ong-term and
short-term approximtely 6.958 billion dollars, would be
def eased at cl osing.

It is inportant to understand that

def easance of the outstanding bonds is not done by payoff
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on day one. It is done by putting noney into escrowed
accounts. That nmoney will sit and, ultimately over the
existing termof the debt, pay bond-holders. But fromthe
perspective that | think you-all were trying to achieve, of
taking that burden off rate hold -- ratepayers, that begins
day one.

Also inmportantly, all defeasance costs
associated with the debt will be borne by NextEra. What
that neans is because of the nature of the bonds, there are
prepaynent penalties associated with their payoff. The
nature of those prepaynent penalties is a function of
Interest rates over tinme.

Next Era has agreed to bear all of the risk.
And al though is seems counterintuitive, if interest rates
go down in respect -- over tine, the cost of the defeasance
breakage costs go up.

It provides paynments to the state, and
allows the state to keep Santee Cooper's bal ance sheet cash
to cover estimated liabilities left behind. Let's talk
about that a second -- in a second, when we turn to the
chart. And it also offers a roadmap and resources to
settle the Cook litigation

VWat do we nmean by "paynent to the state"?
If we ook at the uses of funds -- it's sort of colum 1,

2, 3 -- you'll see what is being paid for by NextEra's
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proposal. As | mentioned before, you have 6.98 billion
dollars' worth of outstanding, long-termand short-term
debt. That is the 6.553 plus the 3.06. You have the
penalties, which at this point stand at 1.046 billion.
That can change again, depending on interest rates. But
the risk woul d be on Next Era.

There's a 500 mllion dollar cash paynent to
the state at closing; that noney will come through Santee
Cooper and back up to the state. NextEra is putting 100
mllion dollars in escrow. \Wat this neans is there is
certain cash at risk in this transaction, and it's this 100
mllion dollars worth of cash.

So for exanple, if as a consequence of the
sales transaction there is a change in net working capital
there are accounting errors, Santee Cooper, during the
period -- when the contract gets signed and when it closes
Isn't working to a certain CapEx percentage, there's a
purchase price adjustnent, okay, that can take place.

But that purchase price adjustnment is
limted to 100 mllion dollars. So that noney would come
out of the escrow, it would go back to NextEra, and in fact
at that point, the purchase price would be adjusted
downward by 100 mllion dollars.

| mportantly, once that happens, if it should

happen, NextEra would have the right to walk away fromthe
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transaction. And | don't want to speculate as to whether
that would actually take place or not, but the right exists
and it's inportant for you to understand.

Fifteen mllion dollars would cone back to
the state, to reinburse it for the transaction costs
associated with the Joint Resolution. Not |east of which
are sone of the expenses of those sitting here in the front
r ow.

The third one would be 941 mllion dollars
inrate credits. Let's talk about those for a second.
Because 541 mllion dollars of themgo to NextEra's
proposal for a roadmap and resources to settle the Cook
litigation.

VWhat woul d happen with those 541 mllion
dollars is, within a very short tinme, 180 days, | believe,
after closing, there would be credits paid to those
ratepayers burdened by the Cook litigation costs.

An additional -- and, inportantly, how that
has been achieved is prior to the beginning of this
process, NextEra, in the ICF process and beforehand, had
spoken with the plaintiffs' [awers for the class of Cook
def endants, and had gotten a letter fromthem obviously
unsigned, but in -- or signed, but not actionable until
this choice, if ever, is nade.

But it's just a path forward. And in that
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path, the solution that the plaintiffs' |awers would
recommend to their class is accepting 541 mllion dollars
worth of rate credits. There's an additional four -- and
Importantly, and we'll get to this, NextEra would al so pay
the plaintiffs' |awers.

There's going to be another 400 mllion
dol lars that ratepayers would get over four years. And
that four years is a period -- a rate freeze period that
Nate MIller is going to speak a little bit nore to you, and
"Il address briefly when we talk about it in the next
section.

What does all of that mean? Al of that
means there's approximately 9.461 billion dollars worth of
consideration in the NextEra offer. That said, there are
liabilities that they are not taking, and it's inportant to
note these. And if you look at the little box on the right
of your screen, you see that you' ve got approximtely 525
mllion dollars, sinply, of enployee benefit liabilities.

There's a 310-or-so mllion dollar pension
liability. There is about a 188 or 187 dollars [sic] in
OPEB liability. There is a senior executive retirenent
plan that has about a 13.6 billion dollar price tag. And
then finally, there's about 14 and a half mllion dollars
of accrued vacati on.

If we turn to the next page, we could | ook
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at the potential benefits and additional considerations in
respect of the NextEra bid for sale. Again, as | noted
before, there will be debt defeasance of all debt,

i ncluding early paynent penalties paid off, no matter what
t hey shoul d be.

I't provides a roadnmap and resources to
resolve the Cook litigation, through 541 mllion dollars'
worth of rate credits. And it also pays the plaintiffs'
| awyers.

There are additional 400 mllion dollar rate
-- rate cuts and rate credits over the four years of a rate
freeze period that we're going to talk about in a nonent.
There's 515 mllion dollars that will cone to the state in
cash at closing. Five hundred mllion dollars, generally.
Fifteen mllion dollars earmarked as expense rei mbursenent.

There's cash on the bal ance sheet. | didn't
speak to this before, but | should tal k about what that
means now. Santee Cooper has approximately 500-plus
mllion dollars on the balance sheet at this point.

As part of this process, when we thought
about what you might want to recognize for the state, as
you | ook to its best interest and the taxpayers best
Interest, one of the things the Department and its advisors
consi dered was having the cash that's left on the bal ance

sheet at the time of closing cone to the state.
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Wy is that? Because a state asset, if it
I's disposed of, is no longer there to benefit the state as
It currently does. There are annual paynents that come out
right now, and we thought it appropriate that the state get
cash that was |eft on the bal ance sheet in order to address
the loss of having it as a state asset.

I n speaking to Santee Cooper, we understand
that if this transaction was to close on Decenber 31st,
2020, there would be approxinmately 500 mllion dollars. W
think the -- | believe the band is between four eighty-five
and twenty -- five twenty-five. W chose five hundred as a
proxy, but we think that there's a -- that, that's a
relatively safe nunber.

There are other synergistic savings that are
achieved by virtue of the fact that NextEra is running the
| argest utility in Florida, and is one of if not the
| argest utility hol ding conpany in the country, that also
has a robust fleet of renewable resources that's run on an
unregul ated basis.

Not unlike Santee Cooper, in fact very
simlarly, NextEra is proposing to nodernize Santee
Cooper's generation mx. Again, it is noving from coal
a large reliance on coal to a nuch nore bal anced and robust
reliance on cleaner, cheaper fuels. In this case, as in

the case of Santee Cooper's reformplan, natural gas and
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sol ar.

One of the differences is unlike ny -- what
| mentioned before, that the Santee Cooper reformplan wll
be -- will go over ten years, this will be done over four
years. And we'll talk alittle bit nore about that in the
| egi sl ation.

But during those four years, there wll be a
rate freeze for ratepayers. That will be the time where
they get their credits, which work into that, where they --
both the 541 and the 400.

And one of the benefits of that is that it
pl aces NextEra's rates | ower than Santee Cooper's during
the rate freeze. And then over the 20-year period that you
asked us to look at, they are higher, but by less than one
percent over that term

What el se? NextEra has a track record. As
| mentioned before, they are a large and well respected
utility holding company that runs the largest utility --

I nvestor-owned utility in the state of Florida.

They have gotten -- and you will see as we
tal k about this further, we can speak to some of the
particulars, they have agreed alnmost with finality to a
power purchase agreenent with Central. The change froma
publicly-owned utility to an investor-owned utility, that

woul d cone with the acquisition by NextEra of Santee
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Cooper, if that was the direction you chose to go, would
not permt the coordination agreenent to stay in place.
It's just a function of what has happened in the energy
industry. And so there would have to be a power purchase
agreenent entered into, as you required, in the Joint
Resol uti on.

Next Era and ot hers began, as well as Santee
Cooper, speaking to Central in early Decenber. And they
have gotten alnmost to finality on their PPA which at |east
I's a suggestion that neither side is particularly unhappy;
al though as in all things, maybe not everyone is conpletely
happy.

Finally, as a principle benefit -- or would
be a very large benefit, NextEra is proposing to take all
of the assets -- or, essentially, all of the assets. And
those assets include Lake Multrie, they include Lake
Marion, they include the Jeffries Hydro Station and the
FERC No. 199 |icense.

What comes with that in addition to the
assets, is the responsibility to keep them nmaintained as
required by those |licenses, and as Santee Cooper has done
historically.

What are some of the additional
consi derations that you should take into account as you

| ook at NextEra's bid for sale? Again, | spoke to this:
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The rates are frozen for four years. And what that does in
that rate freeze period is provides a | ower, by ten
percent, outcone for ratepayers than does Santee Cooper's
reform pl an.

However, in the 15 years, 16 years
thereafter there are -- those rates are 5 percent higher
than in Santee Cooper's reformplan, resulting overall in
| ess than a one percent net present val ue over 20 years'
advantage to Santee Cooper. And that's approxinmately 161
mllion dollars. But, frankly, they are higher over the 20
years than the Santee Cooper. Sonething to be considered.

The legislative ask of you, which | think is
of particular inportance to the folks in this room is
conprehensive, and is, frankly, an essential part we think
of the benefit of NextEra's bargain. But let's speak to it
for a nonent. Because what it does is, is -- in ways, it
bypasses the traditional role of a public service
comm ssion, and asks you-all to step into that role.

How and what are the inplications of that?
We like to think about it -- and |'mgoing to nove away
frommy bullet points for a second here -- as sort of three
different buckets. And at |least for me, it's easier to
understand this way.

One bucket is a function, again, of this

sale, resulting in a change fromwhat has historically been

Garber Reporting
info@garberreporting.com




© 00 N oo o A W N PP

N N O B O N I I N N e R S N N e
g » W N P O © O N oo o~ W N Pk O

HEARING PROCEEDINGS

Page 29

a publicly-owned utility to an investor-owned utility.

VWhat | mean by that, | mean in a private sale of an

I nvestor-owned utility, there is a revenue requirenent,
there is a rate base, there is an ROE, there are known
markers that it is only appropriate for a buyer to cone in
and address, either by saying, "I wll take those until ny
next case before the PSC, or | amgoing to, as a condition
to closing, ask the PSC to approve what | want to make ny
deal work."

Here, that is not the case, because Santee
Cooper has been publicly-owned. So in other words, in
respect of revenue requirenent, in respect of return on
equity, in respect of debt equity ratio, it is non-
traditional for a General Assenbly to make that
determnation. But it is not -- but is understandable.
It's nore a function of the nature of the transaction.
That's kind of bucket 1.

We think of bucket 2 as a little bit
differently. |In bucket 2, the big issues that arise are
approval of the generation plan and approval of the costs
of the generation plan. Traditionally, those issues are
| eft to a public service comm ssion to determ ne.

Wy? Because they provide an avenue for
st akehol der invol vement, they provide a way to request

backup in detail for information, they provide avenues and
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modal ities for interveners to come in and say, "I likeit."
"I don't like it."

Here, that is not the case. In our
di scussions with NextEra, we did suggest to themthat this
Is a non-traditional path that could potentially cause sone
concern, and issues were -- excuse ne -- actions were taken
to address that.

So for exanple, there are caps on costs that
coul d be spent on a pre-approved generation plan, and
there's a promse to -- if the costs are actually less than
that, of course just go with actual costs.

But what it doesn't do -- or what it does is
changes the rubric a little, and puts to you-all the
responsibility for approving the generation plan and the
cost of that generation plan.

Now, keep in mnd that after the rate freeze
period -- excuse me -- NextEra would be treated -- or
Sant ee Cooper under NextEra ownership of its assets, would
be treated no differently than other -- any other investor-
owned utility in the state.

So the question becones one of how do you
consider this. |It's for you, of course, to decide. But
when we pressed, it was essentially the benefit of
Next Era's bargain. |In exchange for the consideration we

di scussed before, this was sonething that they felt that
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they needed to have certainty on their side.

Let's talk a little bit nore specifically
about it. As | think we nentioned, there will be a rate
freeze for four years. There's going to be 2.3 billion
dollars in new generation construction, or CapEx, that w |
occur during that period.

They're seeking fee in lieu of tax
provisions in their legislation. They are seeking approval
of securitization bonds. Securitization is nmerely a nethod
of financing; it's not at all uncommon. The inclusion of
this as part of the legislative ask nakes sense. And,
frankly, without a legislative nandate, the PSC woul d not
have power to do this on its own.

And then there is a non-standard or bonus --
excuse ne. The wong word. |'mthinking of sonething
el se. -- depreciation opportunity that would defer costs
after the four-year fixed period.

One note I'd like to nake to you-all,
there's just a small error in your -- and we ultimtely
wi Il send out a correction sheet with any errors that may
have been caught in the report. But on page 74 of the
report, in the fifth bullet there is a romanette ii, and

two "little I," that suggests that the state is standing
behind the securitization wth a guarantee. That's sinply

not true. It was wong. Howit made it in there is going
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to be a bad day for sonmebody. But you needn't worry about
it. That just happens to be a mstake. It is not true.
So please disregard that.

There's a headcount reduction that does take
place if NextEra acquires Santee Cooper. And it is one
that takes the 1675 count, the 2020 count that we tal ked
about with Santee Cooper, going to 1514 over tine. |In the
case of NextEra, it goes from 1645 to 970 over tine. And
that is not an insignificant anount of workforce reduction
t here.

It isin large part a function of putting
the | owest cost first. And it's also large part in
function of the fact that, as | nentioned, they are
retiring coal much nore quickly, and the workforce
associate wth coal-fired plants and the workforce
associated with gas-fired generation or solar plants is
much smal | er.

There is out-of-state reporting. Al though,
the CEO of a NextEra-owned Santee Cooper will| be resident
i n Moncks Corner, and will be the senior executive
deci si on-maker for the conpany, they, too, and others
t hrough business functions will report up to NextEra's
headquarters in Florida.

Finally, | think it's inportant to give this

alittle shift as well, NextEra is not taking nost pre-

Garber Reporting
info@garberreporting.com




© 00 N oo o B~ W N

N T N N S T N N o e =
g A W N P O © O N oo o A W N P, O

HEARING PROCEEDINGS
Page 33

closing liabilities from Santee Cooper. Now, there are
certain things that we've spoken about. There's the Cook
litigation. There are certain expressed liabilities.
Anyt hi ng that happens fromclosing forward, they take. But
it's inportant for you to consider that there are nany
liabilities that are |eft behind.

What does that nean? How do you eval uate?
Well, right now they are inchoate. It is not known what
they may be or become, or how nmuch the financial cost of
t hem may be.

Fundanental Iy, though, what is happening
froma risk allocation perspective is that a risk currently
borne by Santee Cooper's ratepayers. So in other words, if
there's a pre-closing liability today that comes up, that
has to be addressed by Santee Cooper, Santee Cooper can go
out to the debt markets, it could try to issue nore bonds.

But in all likelihood, those costs would --
woul d redound to the detrinment of ratepayers. That's a 2
mllion dollar indirect universe of people who today bear
t hose costs.

By | eaving those costs behind, okay, and
assum ng that Santee Cooper, because NextEra is buying
essentially all of its assets, does not have the credit to
address these liabilities, one must ask -- and it nay be

specul ative on ny part, but | think it's inportant for you
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to consider, one nmust ask where do those liabilities now
reside? Wo ultimately bears the responsibility?

Well, it's probably going to be the state.
There's nothing that says it in witing. |It's not subject
to a contract. It's a fact that there will be liabilities
that wll exist, that will have to be borne by an entity
that may be out of existence, or no |onger have any assets
that's current, but ultimately was a state creature.

What does that really nmean? |It's that
instead of 2 mllion ratepayers bearing the risk for the
cost, 5 mllion taxpayers now bear them The risks don't
go away. \Wether you | eave behind -- |eave them behind or
you take them they're still there. 1It's just who pays for
them And | think what happens here is just a bit of a
ri sk shift.

So with that, I"'mgoing to turn it over to
Nate MIller at E3, to talk alittle bit about NextEra's
generation mx. Thank you.

MR MLLER Thanks, Jerry. So when we
| ooked at NextEra's proposed generation mx, the first item
to note is it's very simlar inits strategic direction to
Santee Cooper's reformplan. And this, as Zach mentioned,
Is sinply the result of current resource economcs in the
power industry, certainly in the region. And also nore

broadly, nationwi de, a general transition fromcoal-fired

Garber Reporting
info@garberreporting.com



© 00 N oo o B~ W N

N T N N S T N N o e =
g A W N P O © O N oo o A W N P, O

HEARING PROCEEDINGS
Page 35

power plants to a heavier reliance on natural gas and sol ar
generation to serve |oad.

So while it's the sane strategic direction,
what's inportant to note here as a distinction with the
Next Era plan, is its proposal to accelerate the transition
fromcoal to gas at the utility. And it does so by
retiring the Wnyah coal -fired generation station within a
much shorter time frane.

So while the Santee Cooper reform plan
proposes to retire Wnyah fully by 2027, in the NextEra
proposed plan we see that retirement happening fully by
2023. So this happens within the broader context of
Next Era' s proposed transformation period. This is one of
the core elements of their proposal.

Over the four-year period, the first four years
that it would assune operations and control of Santee
Cooper's assets, it proposes to fixed rates for custoners.
And over that four-year fixed rate period, at the same tinme
Next Era wi shes to inplement all of its changes to the
generation mx, as well as, broadly speaking, to headcount
reductions and operational efficiencies regarding
operations and nai ntenance of the wires network, as well as
the generation assets that are retained, in addition to
operation efficiencies at the headquarters for general and

adm ni strative expenses.
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So what that neans in its entirety is there
Is rate certainty for customers over a four-year period,
during which the rate credits proposed are applied. Those
credits do reduce NextEra's rates bel ow Santee Cooper's
projected rates for that period. After which, NextEra
woul d go before the Public Service Conm ssion and undergo a
rate-maki ng process in the same manner that other utilities
currently operating in the state woul d under go.

So sonething else to note: If you | ook at
the chart on the left behind me, you'll see the installed
capacity mx, different resources that make up the
generating capabilities of the fleet under the NextEra
pl an.

Now, as Zach mentioned, this | ooks very
simlar onits face value to what Santee Cooper is doing.

If you look at the right, however, the generation mx, you
see a much higher percentage of the energy generated on an
annual basis comng fromnatural gas. This is the result
of how the units are actually dispatched, generally driven
by a larger conbined cycle gas turbine of about 1200
megawatts that NextEra proposes to build.

The gas turbine, in addition to 800
megawatts of solar and another 50 negawatts of four-hour
batteries, together conprise the energy mx that NextEra is

asking for pre-approval by you, as the General Assenbly, in
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Its proposed | egislation.

Soif we look at the net effect of this
generation mx, as well as the proposed operational
efficiencies that NextEra is planning, and has submtted in
its proposal, we can see NextEra's projected rates over the
20-year forecast period.

Now, simlar to the Santee Cooper reform
plan rate projections that Zach tal ked through, these
reflect the E3 normalized projected rates. But we have
taken the assunptions that were provided to us by various
proposers, including Santee Cooper, and we have nade
certain adjustnents so that all of the rates are facing the
same external world of real external factors.

So the nost -- the single nost inportant
factor here is the projected natural gas price. As |
menti oned, since both Santee Cooper and NextEra are
proposing the same transfornation of the generation m x
fromcoal to gas, then the future natural gas price is of
course the single nmost inportant factor in what the
ultimate cost borne by ratepayers are likely to be.

So in our normalization process, we used the
same projections of natural gas prices for all proposals in
our evaluation, so that it was truly an appl es-to-apples
conparison. Furthernore --

CHAl RMVAN LEATHERVAN:  Speak into the mc, if
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you woul d.

MR MLLER Is that better?

CHAl RMVAN LEATHERMAN:  Yes, sir. Thank you.

MR MLLER Certainly. So in addition to
using the sane natural gas price projections for al
bi dders, so that it is an apples-to-apples conparison. In
ot her words, no bidder has a purported advantage for a cost
that cannot be controlled, we consequently did give various
entities credit for those particular assunptions, where
they had a plan, a contractual conmtment, or an inherent
conpetitive advantage that was justified and denonstrated
to us, in order to provide us confort that those
differentiating factors, additional cost reductions and the
|i ke, would actually come to pass.

Essentially, we wanted to be able to put
forward for your consideration of the proposals, projected
rates which we thought were reasonable and achievable, so
that you were not eval uating sonething that was unlikely to
be inplenmented, if you so chose that route.

So one other note for the NextEra rate
projections: You can see the first four years, the inpact
of the total 941 mllion in proposed custoner refunds and
credits over those first four years do bring the rates
bel ow the Santee Cooper reform plan projected levels. And

thereafter, in 2024, NextEra would go before the Public
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Service Conmi ssion, and as | nentioned before, undergo a
typi cal rate-making process simlar to the other investor-
owned utilities currently operating in the state.

So with that in mnd, we'd just like to
concl ude our recap before we get to the questions, by
| ooking at the total results of the process fromthe
perspective of the rate projections.

So | think first and forenost, it's
I mportant to note that the inplenmentation of the Joint
Resol ution by the Department of Administration and its
advi sors has resulted in substantial savings. W Dbelieve
that we have presented you with three viable, inplenentable
options as a way forward for Santee Cooper.

Each of these options is denonstrably better
than the projected status quo, as we see in the light blue
line, and as we considered fromthe | CF process.

Now, both Santee Cooper and NextEra, and we
can assune Dom ni on managenent in its support for the
reformplan, are projecting the same transformation, the
generation mx. Santee Cooper's is a bit nore slowy over
time, and NextEra's is very up-front and a slightly |arger
magni tude with respect to gas.

At the sane time, we expect that while these
are projected rates and subject to uncertainty, we expect

over the 20-year period, the rates to be relatively close.
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You see in the initial four years, the NextEra projected
rates are approximately 10 percent |ower than the Santee
Cooper reformplan, and then 5 percent higher thereafter.

In total net present value ternms, that's
approxi mately one percent different over the 20-year
period. O course, thereafter, we woul d expect a
differential to potentially persist due to structural cost
di fferences.

But 1'd also like to note that in the
ri gorous eval uation of the proposals and the rates and the
terns that we now put before you, you are |looking at rate
projections that we deemto be reasonabl e and achi evabl e.
But the reality of anything projected, especially after ten
years, is inherently uncertain. And any entity that is
chosen to continue on the path forward for Santee Cooper,
may achieve materially better or worse rates than those
that you see.

So with that being said, it's been our
pl easure to assist the Department in this process, and to
I mpl ement the Joint Resolution process that you have put
before us. And so we stand ready to answer your questions,
to assist you with your decision-naking. Thanks.

CHAI RMAN LEATHERVAN:  First, does that
conclude this part of your presentation?

MS. ADAMS. Yes, sir, it does. Thank you.
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Yes, sir, it does.

CHAl RVAN LEATHERMAN:  Ckay. M ke, before we
call on the next, | got a couple of questions for M.
Farano. The 2.3 mllion reduction, that has assunptions
projection init, right?

MR FARANO The two point -- is this -- M.
Chairman, in respect of the Santee Cooper reform plan, the
2.3 billion dollar reduction over 20 years in rates --

CHAI RVAN LEATHERMAN: It has assunption
proj ection?

MR FARANO  Yes.

CHAl RVAN LEATHERMAN: | f they don't cone
t hrough, we don't have that, right?

MR, FARANO That's -- that's correct.

CHAl RMVAN LEATHERMAN:  Ckay. The next one, |
think you said the state's not standing behind their
securitization.

MR, FARANO Right. It is not.

CHAl RVAN LEATHERMAN: M ke, call the next.

MR SHEALY: W recogni ze Senator Setzler.

SENATOR SETZLER. M. Chairnman, if you would
allow ne to ask a series of questions, I'll then stop.
Because | could ask themfor hours. But | wll be kind
enough to yield to other nmenbers, if you would indul ge ne

for just a few mnutes on a series of questions.
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First of all, let ne say to Ms. Adans and
your Chief of Staff at DOA, and the attorney at DOA, thank
you for what you have done. | appreciate the work that you
have done, along with your experts and advisors.

And pl ease do not read anything in, to any
questions that | or others may ask as a reflection. |
t hi nk everybody knows that this proposed transaction could
potentially be the biggest transaction in the history of
this state, if not in the history of this country. And the
senator from Edgefield and | spent 22 nonths of our life,
seven days a week 24/7, dealing with what's occurred here.
So this is not deja vu for us.

M. Farano, if you would, | would like to
ask you a couple of questions, please, sir, | guess -- or
I f there's other people you want to do it. On the NextEra
bidis it a direct characterization that it is contingent
totally on the passage of the 42-page piece of legislation
that they propose?

MR FARANG: That's correct, Senator. It
Is, in fact, a condition of their obligation to sign the
Asset Purchase Agreenent that you-all would have approved
the legislation that they proposed.

SENATOR SETZLER And so if the Genera
Assenbl y chooses not to pass it, or changes it, they have

the option to wal k.
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MR. FARANO That's essentially correct.
Yes, they woul d have to approve of whatever changes that
you wanted, or change their mnd in respect of a decision
toreject it, before they'd have any obligation to sign.
That's correct, sir.

SENATOR SETZLER  And to ne that's very
Important. | want to take you down a road and | want you
to follow ne. So when the General Assenbly acts, if they
don't pass that |egislation, then NextEra has a right to
act. They are not bound.

MR. FARANOG. That's correct

SENATOR SETZLER: Ckay. In that legislation
It requires the General Assenbly, for lack of a better
term to set the rates or their costs of providing
services. Is that not correct?

MR FARANO It does. It requires you to
approve in advance, the cost paranmeters associated with
their generation plan, such that the PSC would, inits
review of that, accept that determnation. Yes, sir.

SENATOR SETZLER: Do you believe, or your
experts believe, that the General Assenbly has the
know edge to set rates?

MR FARANG We'll need to | eave that to you
to make a determnation. | think in your discussions and

questions of NextEra, that would be sonmething that you
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certainly should probe with them

SENATOR SETZLER: |' m not aski ng Next Era.

' masking you. Do you believe that the 170 nmenbers of the
Ceneral Assenbly have the know edge to set rates?

MR FARANG | think non-traditionally
what's being asked for -- they're asking you to pass is
sonet hing that you can do, yes.

SENATOR SETZLER: Did you or any of the
experts do an evaluation of the rates that they were
proposing in this |egislation?

MR. FARANO W did evaluate the rates, yes.

SENATOR SETZLER:  And what was your
concl usi on?

MR. FARANO As we've shared with you today,
our conclusion was that the projected rates that NextEra
has proposed are in line with the projected rates proposed
by Santee Cooper in its reformplan, and were al so
generally reflective of the rates proposed by other
participants in the process.

Looking at that, and then | ooking
experientially at the market at current fuel prices at the
proposed generation mx, we believe that the rates were
certainly not per se unreasonable in any way, shape or
form

SENATOR SETZLER Did you talk to ORS or any
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of the Public Service Comm ssion about the rates? Did you
ask for their opinion or ask for themto give you input
into the rates?

MR FARANO So in respect of ORS there was
a mandate to discuss one particular feature of the bonds
wth them W did not feel it appropriate, because it
woul d have been outside the confidentiality restrictions,
to otherw se address the rates with them

We did have experts on our team who are
quite famliar with rates and rate-making, who have been
before innumerable public service conmssions in this
country, and who have, we believe, sufficient know edge of
the rates to understand the appropriateness of them so --

SENATOR SETZLER: And this legislation al so
requi red the General Assenbly to set the ROE?

MR FARANG It does.

SENATOR SETZLER: Have you ever heard of the
Base Load Review Act?

MR FARANOG: Yes, Senator, | have.

SENATOR SETZLER  And it also requires the
Ceneral Assenbly to determ ne prudency?

MR FARANO It requires the CGenera
Assembly to approve the generation plan and its costs, as
proposed specifically in that |egislation, which would

I ndeed have the effect of deem ng themto have been
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prudently incurred. That is correct, Senator.

SENATOR SETZLER:  And | believe your sunmmary
says that.

MR, FARANO That is correct, Senator

SENATOR SETZLER: Now, relative to Central,
your report says that you nonitored the negotiations
between Central and the three entities, that you have now
submtted to the General Assenbly. Explainto us alittle
bit nore about what you mean by "nonitoring.” And did they
have di scussions outside of your presence?

MR FARANO. The answer to the latter is

"no." But | amgoing to --
SENATOR SETZLER  Ckay. | thought it was.
But | just wanted to get that on the record.

MR FARANG I'd like to ask John Colella to
speak to the -- our nonitoring of it, since heis alittle
bit closer to it than | am when we tal ked before. | think
that he would be able to provide you a little bit nore
color on that, Senator. |If that is okay with you.

SENATOR SETZLER  Sure.

MR. COLELLA: Thanks, Jerry. So as part of
our process, we mandated that all process participants only
have interaction with Central, whether it be in person,
conference calls, e-mails, etc., ina-- in a setting where

we -- the DOA and its advisors were able to either
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participate, be present, nonitor, chaperone, etc.

And so our understanding is, is that all of
the process participants did abide by those rules that we
set as part of the process. W're not aware of any
di scussions that took place outside of those roles.

SENATOR SETZLER: Ckay. Thank you. M.
Farano. So according -- if I'mreading your sunmary
correctly, there is no agreenent at the present tine
between Central and NextEra. Your report says there are
m nor differences which they think they can work out.

MR FARANOG. That's correct, Senator.

SENATOR SETZLER: So there is not in
exi stence, a proposed contract? O is there, between
Central and now?

MR FARANG: That's a very good question.
There is a proposed contract. It is a draft. It is
essentially in final form There are a few things that
remain to happen before that it would be -- it would be
signed. Those things are dependent on the parties
resol ving those few mnor issues, which | think are down to
one de mnims issue.

And then but it's also the case that at that
point, Central will need to go back -- the nenbers of
Central's board would need to take the contract back to

their respective cooperative boards, and those cooperative
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boards would need to vote on the approval of that contract.

So until that occurs, you know, Central is
not going to be in a position, as we understand it, to
execute that contract. So those are, |'d say, the
requirements left before it is executable.

SENATOR SETZLER:  Wether it's de mnims or
not, there's not currently an agreenent between Central and
Next Era that is finalized.

MR FARANOG. That's correct

SENATOR SETZLER: As | read your report,
there is no agreenent between Central and Santee Cooper at
this point.

MR. FARANO There is no agreenment to -- in
witing, in respect of those provisions, of Santee Cooper's
reformproposal. So in other words, the shortening of the
tenor and the changes to the distributed energy
requi rements section. There is an existing agreenent, the
coordi nation --

SENATOR SETZLER:  That's been there.

MR FARANOG. That's been there. Yes.

SENATOR SETZLER Right. But as your report
says, Central has not agreed to what has been proposed by
Sant ee Cooper.

MR, FARANO Not in witing, pursuant to an

executive -- an executed contract.
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SENATOR SETZLER: So ot her than --
MR. FARANGO. Correct.
SENATOR SETZLER: -- the existing agreenent,

there is no new agreenent --

MR, FARANO That's correct.

SENATOR SETZLER:  -- between the two of
them Al right. And then ny understanding in the
managenent proposal with Dom nion, there is in essence an
agreement, that there is no change, that Dom ni on and
Central are both confortable because of the synergies
between the two there.

MR FARANO That's correct. There are no -

SENATOR SETZLER: So there --

MR. FARANG. -- proposed changes to --

SENATOR SETZLER:  So there would be no --

MR. FARANO -- the coordination agreenent.

SENATOR SETZLER: -- action required by
Central, relative to the nanagement with Dom ni on.

MR FARANOG. That's correct

SENATOR SETZLER:  And there woul d be a
requi rement of action by Central in dealing with Santee
Cooper .

MR FARANO | don't want to get and of

myself. Let me answer it this way: Santee Cooper's reform
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proposal , proposes certain changes to the Central
coordi nation agreenment. \Wether or not Central and Santee
agree to those, if you were to choose the reformplan there
Is an agreenent in place. So the proposed changes to the
coordi nation agreenment have not been nenorialized.

Wiether it is -- whether Santee's reform
proposal is actionable wthout those changes, |'mjust

going to say "no. Because the reform proposal that was
presented to us didn't have them-- contained them

SENATOR SETZLER Is the -- is the Santee
Cooper proposal of reform if the General Assenbly adopted
It, does it take any action by Central, as far as you are
concer ned?

MR. FARANO Yes, to effectuate the changes
-- the reformas proposed, it would take Central and Santee
Cooper to anmend the coordination agreenent.

SENATOR SETZLER:  And out of fairness to
you, M. Farano, that's where |'m going.

MR. FARANO. Got you.

SENATOR SETZLER:  In ny opinion -- and it's
worth what you pay for it, nothing. |It's my opinion. The
| egi sl ation that we pass says that when we receive this, it
must include a contract for each recommended bidder to

conply with the terns of the bid, in the event it is

approved by the General Assenbly.
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In ny opinion, it was the position of the
Ceneral Assenbly that when we chose one of these, and the
CGeneral Assenbly acted, that was the last action; there was
no other action required. W don't have that before us
with regards to NextEra. W don't have that before us with
regards to Santee Cooper.

| think -- | think we have contingencies
which don't nmeet what we were expecting to receive. And in
fact, | will tell you what part of nmy problemis, if the
CGeneral Assenbly chose NextEra to sell it to, it takes an
action beyond the General Assembly to conplete that.

Besi de their contingency, you' ve got to have
an approval by the board of Central, they get the |ast say
so. |If they reject it, we're right back where we are. |If
we adopt the reform of Santee Cooper, according to what you
just said, then Central has the |last word again.

| don't think that was ever the intent, in
my opinion, of the General Assembly. | think it was the
I ntent when we spoke, we had something that we could
enforce. And | don't believe that's what we got. That's
just my personal opinion.

MR, FARANO  Understood, Senator. | would
only point out that | believe, in respect of the Central
contract, the legislation actually says a proposed

agreement with Central. | think it's in Section 9, but I'd
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have to pull it. And I'd be happy to look at it and send
you that answer in witing.

SENATOR SETZLER It does say a proposed
contract. But if you read above that, it says that when
the General Assenbly acts, it's enforceable. Period. And
sol -- you can't interpret it both ways --

MR, FARANG: | understand. | understand.

SENATOR SETZLER: | can tell you the way |
interpret it. Al right. The only other thing right now,
and then I'll let some others.

Clearly, the NextEra proposal |eaves
liabilities with the state. So when we say the debt is
being paid, the debt nay be paid, but there is a bunch of
liabilities that will be given to the state, otherw se.

MR. FARANG | think you raise a very good
point, Senator. And that's why we tried to distinguish
those in the benefits and the considerations. A benefit,
of course, as you point out, is the defeasance of the debt.
A consideration for you-all to keep in mnd, is that they
are not taking all pre-closing liabilities wwth themin
their proposed transaction. |t would be uncommon for a
purchaser to do so. But they are not. And that is
absol utely correct.

SENATOR SETZLER: And as you said, part of

what they're | eaving behind, passes a liability to every
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citizenin this state, regardl ess of where they live or who
they're served by, that doesn't currently exist.

MR FARANO W believe that is a fair read,
yes, that there is a risk shift, as you described, Senator.
That's correct.

SENATOR SETZLER: M. Chairman, I'Ill [eave

CHAl RVAN LEATHERMAN: M ke, the next one.

MR SHEALY: Senator Croner is next. And
then the next up will be Senator G oonms and Senat or
Bennett.

SENATOR CROVER:  Thank you, M. Chai rnan.
M. Farano, let's back up -- and, again, I'mlike the
Senator from Lexington, that if you have soneone el se that
you'd rather --

MR. FARANG Thank you, sir.

SENATOR CROVER: -- answer the question,
pl ease ask themto cone up. Under the Santee Cooper
reform | didn't see it. And it may have been in there,
but do we know how nuch they woul d have to borrow and incur
new liabilities to install these new generating facilities?

MR, FARANO Let me -- let me turn that over
to Nate to answer, if | could.

MR MLLER And that's fine. Thank you,

Senator, for the question. Regarding the retirenent of the
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out standi ng stock of Santee Cooper's debt, it is true that
their capital expenditures for the new conbined cycle
plant, as well as ongoing capital expenditures in the
systemas a whole, transm ssion distribution and the Iike,
will require the use of additional debt in the future.

The exact nunbers, | won't speak to you now
off the top of ny head. W can get those back to you in
witing, so we nake sure they're ironcl ad.

The total -- essentially, what Santee
Cooper's plan does in order to achieve the draw down -- the
total pay-down of the outstanding debt, is a greater
reliance upon cash generated fromthe capital investnent
fund, the CF, which is collected annually from al
ratepayers, and a |lesser reliance on the issuance of new
debt. But there is sone additional debt that is issued.

SENATOR CROVER.  Ckay. And that debt
repaynent for whatever they had to borrow is already being
calculated in that bottomline --

MR MLLER That's correct.

SENATOR CROVER:  (kay. Al right.

MR MLLER Yeah

SENATOR CROVER:  Moving on. Speaking to
Dom ni on' s managenent, and also NextEra, | assume that the
line all the way out to -- | forgot what it is there now --

2039, that is not a guaranteed rate. |s that correct?
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That's the projected rate for NextEra?

MR MLLER That's correct, yeah.

SENATOR CROVER:  So speaking on that, going
down, the senator from Lexington had asked about the -- we
call it the Base Load Review Act Part 2, the 2.3 billion in
new capital expenditures, is that a guaranteed figure? O
when we propose that legislation -- and that may go back to
M. Farano. Wen the Legislature passes that, does that
| eave it open-ended, they can raise whatever they need? It
woul d not be kept at 2.3 billion? O would it be kept at
2.3 billion?

MR MLLER No, that's subject to the caps
proposed in the legislation for those generation assets.

SENATOR CROVER: (kay. The fee in lieu of
taxes, how far out did that go? For the first four years?
O was it a longer period for NextEra?

MR MLLER For NextEra? M recollection
and 1'll give you the -- again in witing, would happy to
respond with an exact figure. But there is a transition
period of time that's, | believe, greater than four years,
by which that conmes into being.

The fee in lieu of taxes is al so broken down
at the county level. | believe that the new combined cycle
assets going into Fairfield County has a specific fee in

lieu of taxes for Fairfield County. But again, | don't
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want to speak to numbers off the top of ny head, so |I'd
rather get those back to you in witing.

SENATOR CROVER. Ckay. And this speaks to
both Dom nion and NextEra, but we heard -- and | don't know
why it was even put in there, but there's a possibility of
sone synergistic savings. But that doesn't give us
anything to plan off of. W don't -- there's no finite
figure or anything that we can -- we can be assured of on
synergi stic savings.

| also had the 525 billion dollars in
liabilities for the state. So essentially, that liability
-- and that doesn't include any litigation that were --
woul d be to come up anongst the remaining custoners outside
of Central's lawsuit. | guess there could be another class
action. [I'mnot an attorney, and | don't know, but there
coul d be another |awsuit agai nst Santee Cooper at the tine.

So Santee Cooper, at the tine NextEra took
over, we would be as a state and our taxpayers -- not
ratepayers but taxpayers -- would be liability for those
other contingency liabilities, lawsuits, or anything else
that happened prior to the closing, correct?

MR MLLER Yeah. Wth regards to the
liabilities that are pre-closing liabilities, as Jerry
said, yes, we believe those would fall upon the state,

ultimately. Although, it is a dotted not and not a
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contractual, you know, firmline anywhere where we woul d
draw t hat concl usi on.

There are funds provided in general proceeds
to the state as a result of the NextEra econom c bid, 500
mllion in paynent, the additional 100 mllion in escrow,
some of which may be returned, and sone of which may not.

And then finally, the return of the bal ance
sheet cash on Santee Cooper's bal ance sheet today, or
ultimately at closing, that the state, if it should so
choose, could be used to cover some of those outstanding
liabilities.

SENATOR CROVER.  Ckay. And the |ast
question, | think, is: Can you lay out for ne, specifically
---and | think you just did -- what the state would get out
of it is 500 mllion dollars out of the sale? W possibly
coul d get another 100 mllion. But chances are, there are
going to be sone errors that were made, or sone accounting
procedures that NextEra would have the right to take back
that 100 mllion dollars.

So all that we would be, quote, guaranteed
woul d be the 500 mllion dollars. |s that correct? Am!l
maki ng the wong assunption?

MR MLLER Five hundred mllion plus the
return of the cash on the bal ance sheet.

SENATOR CROVER:  Right. But that's already
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an asset of the state right now.

MR MLLER Yes, that's correct.

SENATOR CROVER:  So | don't know that we
could say that NextEra is giving us an additional 500
mllion dollars, when that's on the -- on the bal ance sheet
now.

Al right. That being said, now, what was
the time period that NextEra had to say, you know, "W nade
a mssed projection" or "Santee Cooper gave us sone
erroneous information, we're backing out of this deal," how
far out can they do that? Ei ghteen nonths?

MR MLLER | think I'll turn it over Jerry
to answer those specific questions about those conditions.

MR. FARANO  Thank you, Senator. | just
want to take one step back in respect of the cash on the
bal ance sheet. And | think it's conpletely fair of you to
say that's already an asset of the state. And | get it.
We're -- we've got a lot at stake going on here today.

SENATOR CROVER  Ri ght .

MR FARANG | think a difference is that,
that cash on the bal ance sheet is really Santee Cooper
cash. Santee Cooper's obligation to pay the state is a
function of an annual paynent. They would be able to apply
-- or if the cash was left on the bal ance sheet for a

buyer, they could use that cash for other things. They
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coul d pay down debt. They could use it for project
devel opnent .

So while | would not quibble with you that,
overall, that is a state asset, | think thereis a bit of a
distinction insofar as that 525 wouldn't be in, for
exanpl e, the general fund, but for the way this process is
wor ki ng.

So | don't want to suggest anything wong
with what you said. But |I think what it does is, if you
| ook at the 500 mllion cash payment, the 15 mllion dollar
expense rei nbursement, what nay or may not have cone out of
the one hundred, that you could really consider that 500
cash on the bal ance sheet as well. Because you will be
able, affirmatively, to direct where that cash goes.
\Whereas, now that's not sonething that's within the purview
of the CGeneral Assenbly. And | don't nean to quibble,.

SENATOR CROVER:  You're correct. And when
said the state's, it's because it's a state-owned utility,
It doesn't belong to NextEra.

MR. FARANO  Yes, sir. Understood.

SENATOR CROVER:  The contract coul d have
been negotiated to where NextEra kept all assets, including
what was cash on hand. 1've bought and sol d enough
busi nesses that | know it depends on what you negoti ate.

MR. FARANO  Absolutely, sir.
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SENATOR CROVER: When | made that statenent,
| was referring to the fact that, that was not noney that
Next Era was putting in at this tine.

MR. FARANO That is absolutely accurate
Yes, sir. In respect of your other question, "How far
out?" So what we have done, which we think is a bit
beneficial for the state in respect of this transaction, is
to try to structure it as a public conpany deal.

So in other words, traditionally, in an
asset purchase agreenent, the seller will be saying --
maki ng certain representations and warranties to the buyer,
about the quality of assets, about environmental liability.
Al sorts of things.

And if for some period of time after the
deal closes it is determned that one or another of those
thing were untrue, and if there is an econom c cost, a
claimcoul d be brought by the buyer during that post-
closing period, which is often referred to as the survival
period, which | think was the point you were getting at.

Here, as a public conpany deal, all the
representations and warranties will expire at the closing.
So there is no post-closing recourse for clains for
breaches of reps and warranti es.

There are certain covenants that are made by

-- that will be made, if you were to select this deal and
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It goes forward, by Santee Cooper during the interim
period, that period between a time that it would sign the
contract and the time the contract would close. |In respect
of those, if there's -- if it turns out that there's a
breach, and only certain types of breaches, there's a six-
month period. So in other words, there are six nonths,
after which there will be potential recourse to Santee
Cooper for breaches of interimperiod covenants.

Now, what gives us some confort in respect
of the state's protection there, is that the interimperiod
covenant |ist is sonmething that can be nonitored very nuch
inreal time. And particularly the way this deal is
structured, NextEra would be working hand-in-glove with
Sant ee Cooper after the deal is signed, and they woul d have
a |l evel of access to information.

That is not uncommon. But in this case, is
more robust than usual, in large part to ensure that the
nature of those covenants woul d be knowabl e at the closing.

So is there a survival period? Yes. How
long is it? Six nonths. What does it cover? Certain
interimperiod operating covenants. What do we think is
the relative level of risk on those? Lower rather than
hi gher, is probably ny best estimte.

SENATOR CROVER: Let ne say -- sonething

else came to mnd. |'ve had some people call ne that --
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concerned about the |akes. W were talking about Lake
Marion and Lake Moultrie, the Santee Cooper area there.
The peopl e around the | akes, they |ease property from
Santee Cooper. And | assume that this in no way woul d
affect any of those contracts that are al ready existing and
In place; is that correct?

MR. FARANG.  Your assunption is correct,
Senator. Yes.

MR, SHEALY: Senator G oons.

SENATOR GROOVS:  Thank you, M. Chairnan.
In the -- at the beginning of the report, it says that each
bi dder, including the one recomended here, faced a
significant financial challenge, in addition to being
required by the Joint Resolution to solve the multi-billion
dol I ar problem of the outstanding indebtedness for assets
that are neither used nor useful.

Wiy did the consultants choose to use the
specific terms "used" or "useful"?

MR. FARANG. Thank you for that question
Senator. "Used or useful" is a termof art in regulatory
rate-making. So in order to have prudency around costs --
and | will confess that | amnot a regulatory |awer. And
we' d be happy to, in witing, get you sonme nore information
around it, so that |'mnot m sspeaking.

But in |layperson's terms, or at |east ny
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under standi ng, the "used and useful" requirenment is one
that, generally, in terns of prudence review, is necessary
for costs to be included in rates.

So it wasn't -- it's not a termthat we
used. It's a termof art that the ORS had nake a -- had
made a determ nation on, in respect of a portion of the
debt related to V.C. Summer Units 2 and 3.

SENATOR GROOMS:  So the art -- so the -- so
the Departnent chose to use the specific ternms "used and
useful ," which is really at the center of the Cook case.
But you chose to use those specific terns in this report.

MR FARANOG Again, you -- | think it's a
"used or useful” requirement. | didn't -- | don't think of
it as being fromthe Cook case, as nuch as it is an
absol ute fundanental tenet of regulatory rate-making. And
It goes to the very issue of what can or can't be included
inrates. So that was sort of the -- behind our thinking.

SENATOR GROOMS:  But you preference that by
speaking of a nmulti-billion dollar problemof outstanding
I ndebt edness. So it seens to ne that we have a state
agency getting ahead of the Cook case, and declaring
certain assets to the -- to have no use or usefulness. Is
that --

MR FARANG. | apol ogi ze, Senator. If you

could try to ask that question again. | don't agree with
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how you characterized it, but I -- but I don't want to --
want to make sure |'m understandi ng your questi on.

SENATOR GROOVS:  According to the Departnment
of Adm nistration, what assets are neither used or useful?

MR, FARANO V.C. Sunmer Units 2 and 3,
okay, other than certain transm ssion assets that are
wor ki ng, are neither used nor useful. That was the only
point around the debt. |It's that piece of the debt that
goes to assets that are neither used nor useful. That is
the crux of, | think, what you-all took into consideration
when you wote the | aw.

SENATOR GROOMG:  So the Departnent, through
the consultants, have now made the determination that the
parts at V.C. Summer are neither used nor useful for Units
2 and 3.

MR FARANOG. Again, | want to answer the
question correctly. W made no determ nation around "used
or useful." It is aregulatory termof art that goes to
those costs that could be included in rates.

SENATOR GROOVS:  In the report, it also
mentions that conversely, and in part, in order to ensure
certainty in respect of cost recovery, the recomendation
sale bidder is effectively shifting certain liabilities
that currently reside only with Santee Cooper's ratepayers,

to all South Carolina taxpayers, and presenting you
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enabling legislation that in some ways, justifiably in the
view of the bidder, is non-traditional in the respect of
I nvestor-owned utilities.

Pl ease -- you have explained it sonewhat.
Could you go into a little nmore detail, about which
liabilities are being shift fromratepayers to taxpayers?

MR, FARANG O course, Senator. That's a
good question. And | apol ogize for not doing a better job
before. So there are certain specific liabilities. And
let's put the debt aside; that's being discharged.

But in any sales transaction, what often
happens is that the seller and the buyer ook at the
uni verse as pre-closing when the seller own the asset, and
post - cl osing when the buyer would own the asset.

There are certain liabilities that are pre-
closing liabilities. For exanple, accounts payable. So in
respect of contracts that are by their nature subject to
periodic paynents, the paynent cycle is not always going to
align wth the closing date. It would be great if it did.
Trust me. But often, it doesn't.

And so, oftentimes, there are pre-closing,
for exanple, paynent liabilities under contracts that
buyers absol utely assume, and they should assume, and it's
appropriate. Then there are things that are not at al

appropriate for the seller to bear.
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So anything that is really happening, once
it's on the buyer's watch -- so an occurrence of sone sort
of that gives rise to a liability that occurs post-closing,
I's appropriately al nost always a buyer liability.

Then there are a bunch of -- then there are
a universe of things that are subject to negotiation. And
as | think you-all -- | know you-all are aware, it's really
a function of purchase price, right? "Wll, |I'mhappy to
bear sonething that you m ght have done before, but that's
going to inpose a cost on you."

And the seller may say, "You know what, |'m
pretty confortable with the risk. |'d rather take the
cash. So I'mgoing to keep that liability."

Here, for the nost part, pre-closing
liabilities are being |eft behind with Santee Cooper, in
connection with the NextEra sale proposal. How that
relates to the risk shift from2 mllion to 5 mllion that
you raised is as foll ows.

And admttedly, some of what |'m about to
say is, | hope, | made clear before. And as Nate alluded
to, sone of this is somewhat specul ative. Because the fate
of Santee Cooper as an entity, we are |ooking at as part

and parcel with the fate of the state.

And there nay be a way to bankrupt -- |'m
not a bankruptcy lawyer. | mean, there may be ways for the
Garber Reporting
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state to mtigate. But in nmy sinple-person terns, | think
of it this way: Any liability -- newliability that arises
now at Santee Cooper, no matter how Santee nay determne to
financially deal with it, whether it's going out into the
mar ket , issuing bonds, whether it's borrow ng nmoney, |ikely
Is going to inpact ratepayers. Because it -- it is -- it
Is acost. And they wll likely have to bear that cost.
And indirectly, as you-all know, Santee Cooper serves
approximately 2 mllion ratepayers.

VWhat happens when those liabilities get left
behind is a bit of arisk shift. Because ultimtely, now,
they're going to be Santee Cooper liabilities. And like I
said, | think of those as, yeah, Santee Cooper w |l be
there, but it's going to have no assets.

So if it gets bankrupted, or otherw se, you-
all sitting here will have to decide, okay, how does the
state deal with this. It may not be, as Nate said, a
straight line. But there is a dotted line, probably, to
the state in respect of what gets |left behind.

And, again, just looking at it froma
certain logic, that state liability is going to fall to the
5 mllion taxpayers of the state. Now, of course 2 mllion
of those al so happen to be Santee ratepayers, so it's
really only socializing it over an additional 3 mllion

people. But in sinple terms, as | think of it, it is a
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risk shift froma 2 mllion-person universe to a5 mllion-
person universe.

SENATOR GROOVS:  That's probably well and
good, unless you're part of the other 3 mllion.

MR FARANOG | would suggest that's
absolutely right.

SENATOR GROOVS:  Coul d you provide us a |ist
of possible liabilities, that are typical of an electrica
utility, that could be outstanding?

MR, FARANO What | think we could do is
provide you, in witing, sone categories. R ght now there
are no specific liabilities, other than specifically
excluded liabilities that were the part of the benefit of
the bargain, that are identified. But sure, we can give
you a list of categories. And they're all inchoate.

There are no -- when | think of this risk
shift, I think of it, for exanple, about if sonething is
found to be an environmental problem-- let's just take
that as an exanple. That's sonething -- there isn't
anything now that we're |ooking at and saying, "Ww, this
environnental risk for X dollars is going to now nove from
2 mllionto 5 mllion."

It's the possibility that, that could
happen. So they're inchoate. But we could -- we'd be gl ad

to provide you a |ist of categories.

Garber Reporting
info@garberreporting.com



© 00 N oo o B~ W N

N T N N S T N N o e =
g A W N P O © O N oo o A W N P, O

HEARING PROCEEDINGS
Page 69

SENATOR GROOVB:  The Gypsum contract, | know
that, that's a potential liability nowwth Santee Cooper.
s that addressed in the --

MR, FARANO That's addressed in the
contract. That's not -- that's not what's being |eft
behi nd.

SENATOR GROOVS:  So when you burn coal to
produce electricity and you have coal ash --

MR FARANOG. That's correct

SENATOR GROOMS:  And we're | earning nore and
more about coal ash and potential contamnants. |If there
Is a cleanup ordered by an environnental agency, or if
something is discovered to be in the ground, a need for
medi ation such as -- | believe there was sone capi um [ ph]
found Congaree River.

MR FARANG  Yeah.

SENATOR GROOMS:  And now Dom nion's havi ng
to stand behind that. Sonething simlar with Santee
Cooper, if sonmething was discovered, that liability would
be totally with the state and not with the new entity.

MR. FARANO So there are -- you raise a
very good and useful exanple, | think. 1In respect of coal
ash -- and it's good because it's out there in the news,
right? If you look just north of here, you've got Duke

struggling with a 6 to 10 billion dollar coal ash issue.
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What | think is very good the know about
Santee Cooper is their coal ash issue is far smaller than
that, and they've done a lot to nediate already. So nost
of the coal is out of their ash pond -- or nost of the coal
ash is out of their ash ponds, fromwhat | understand it.

| think the quantumof the liability, at
| ast we saw it, was approximately 200 mllion dollars. |
believe that, that is already covered off in existing
rates. But | could be wong. And only Santee woul d be
able to tell that.

However, if there was a coal ash problem to
your point, that wasn't specifically taken as a liability -
- so if it developed later, in other words, they found
runoff five years fromnow, and while it may have been from
a coal ash pond that itself had been mtigated, it kind of
doesn't matter when everything hits the fan. And that
woul d be -- that would be a risk that shifts. That's a
real |y good exanpl e.

SENATOR GROOMS:  So the way the transaction
Is structured, any of the 85 years worth of sins of Santee
Cooper would then be the liability of all the people of the
state.

MR FARANG | think a good --

SENATOR GROOMS:  That's not --

MR FARANO -- portion of those sins.
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That's correct.

SENATOR GROOMB:  That's not specifically
mentioned in the contract.

MR FARANO Well, it is specifically
mentioned in the contract. It's just a function of the
fact that those are all excluded liabilities,
definitionally, yes.

SENATOR GROOMS: And Santee Cooper currently
operates V.C. Summer No. 1 with -- now wi th Dom nion.

MR FARANG That's right.

SENATOR GROOVS:  And part of the
transactions woul d be the deconm ssioning of funds.

MR. FARANO  The deconm ssioning funds, yes.
So say it would be V.C. 1, that's right.

SENATOR GROOVB:  And those funds are set
aside for when that plant is deconm ssioned.

MR. FARANO That's correct.

SENATOR GROOMS: | was reading in the
report, that there was a site visit by one of the potential
bi dders, and they were not able to visit V.C. Summer 1
because of a coolant |eak that occurred that day.

MR, FARANO |'mnot aware of that. But we
could certainly check into it.

SENATOR GROOMB:  Yeah, that -- | believe

that was in the report.
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MR FARANO  Ckay.
SENATOR GROOMS:  And |'m sure not hing
happened. It was the -- it was checked out, and the V.C

Summrer 1 is coming along just fine.

MR. FARANO  VYes.

SENATOR GROOMS:  Shoul d there be sone sort
of radioactive leak or a release into the atnosphere,
moving forward --

MR. FARANG  Yeah.

SENATOR GROOMS:  -- that would be the
responsibility/liability of --

MR FARANO O the ownership of -- the
joint ownership, which would be now NextEra and Domi ni on.

SENATOR GROOVS:  But we're tal king about a
cool ant punp that needed to be nmaintained, someone could
all ege five years fromnow, that the cool ant punp was not
being alleged at this tine -- or was not being naintained
at this time, there would be exposure to the state.

MR. FARANG  You know, I'mnot a litigator.
And | think that anybody could really allege anything. In
respect of how nuclear plants are run, and the strict O and
M requirenments around them the idea that, that could
happen is relatively remote. And | believe that if the
state was even in harms way on a claimlike that, it

woul dn't give rise to much, if any, liability. It
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certainly shouldn't.

SENATOR GROOMS:  So their liabilities --
you're going to provide us with a list of --

MR, FARANO  Categori es.

SENATOR GROOVG: O categori es.

MR FARANG  Yes, sir.

SENATOR GROOMS: W tal ked about liabilities
-- sone of the liabilities that were nentioned. And we
know specifically that we have a 525 mllion dollar
liability -- a pension liability. Howis that calcul ated,
525 mllion?

MR. FARANO It is based on Santee Cooper's
cal cul ations that are provided fromus, that | think they
get the pension -- and | should defer to David. | believe
the pension liability is calculated by the retirenment
systemin the state.

The OPEB liability may be cal cul ated by
Santee itself. But in connection with that, the SERP, |
think, is purely private. And | think they calculate
accrued vacation.

SENATOR GROOMS:  And that's based on current
retirement |evels.

MR, FARANO That's what | understand.

Absol utely, that's what we understand. Those are the

numbers we were given, Yyes.
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SENATOR GROOVS:  Considering that if this
CGeneral Assenbly were to pass NextEra's enabling
| egi sl ation, and nove forward with the transaction, we
woul d essentially be laying of 1,675 state enployees in
good standing with the retirenent system Do you believe
that, that would have an inpact on the liabilities and the
retirement systenf

MR, FARANG So as | understand it, and
we' Il have to get back to you, specifically, because this
Is not nmy particularized area of expertise. But howit has
been explained to us -- and | think you're right. | think
I f Santee Cooper doesn't exist, the 1,675 enployees, if
they all noved that day, woul d become NextEra enpl oyees,
and woul d no | onger be statenent enployees. That's how
understand it.

VWhat that l[eaves behind is a liability that
Sant ee Cooper owes to the state to fund, okay, that
unfunded portion of the pension liability in respect of
those enployees. So that liability does exist. | think
that's your point.

And it is not being expressly assuned by
Next Era. What you-all would have to determne, in your
consideration of their proposal, is whether in respect of
the cash that is comng to the state, that is a useful

di sposition of it.
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SENATOR GROOVS:  But right now we see that
nunber 525 mllion. And ny point would be we know t hat
NextEra -- if we nove forward with NextEra, and we pass the
proposed | egislation, that they' re proposing hiring 970
persons.

MR FARANG: That woul d take -- that
reduction in workforce woul d take place over five years.

SENATOR GROOVS:  So there would be a 705
person reduction --

MR FARANG  Yes.

SENATOR GROOMB:  -- of workforce.

MR. FARANO That's correct.

SENATOR GROOMS:  And | have to believe that

If I"'ma -- let's say a 15-year enployee with Santee
Cooper, |'ve got to nmake a decision of what am| going to
do. [I've got some noney in the retirement system do |

pull that out and put it in a 401K? O if I'mat, let's
say 25 years of service, the nunber -- what | do m ght be
different. | may go ahead and buy out ny retirenent for
the last three years.
MR, FARANOG Those are all individual
deci sions the people would have to take. Yes, sir.
SENATOR GROOVS:  But the point is, the 525
mllion dollar nunber is for current retirees. And it

doesn't -- it would not -- the systemwould be -- it would
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be inpacted to a greater degree should this transaction
move forward.

MR FARANOG: Let ne turn it over to David,
just so that |'mnot m speaking, Senator.

MR AVANT: Senator, David Avant. [|'m
general counsel for the Departnent of Adm nistrations.

That --

CHAI RVAN LEATHERMAN:  Speak into the mc,
pl ease.

MR AVANT: I'msorry. That liability is
for current retirees and also current enpl oyees. Because
enpl oyees -- actuarily, there is a liability attached as
soon as somebody comes to work. Wen you get to five years
or eight years now, that liability vests.

So this 310 mllion dollars of pension
liability is for all of those enployees that have a -- or
woul d have at the time of privatization. So Santee no
| onger exists as a public entity. They would have some
right to a benefit in the future.

Whether it's a current retiree who continues
to have that right to drawtheir retirement or it's a -- an
enpl oyee that has ten years in, and chooses to | eave their
funds with the retirement system and then retire when they
get to be 65, thirty years out, that creates that
liability.
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So it is for existing retirees who have a
continuing liability going forward, and existing enployees
who coul d, based on their years of service at the time that
It becomes private, claima pension sonmetine in the future.

SENATOR GROOMS:  So the liability nunbers of
525 only represent about 1100-and-sonething retirees.

MR AVANT: It represents a -- that
liability is based on a percentage of their payroll as it
exists right now And if you take that percentage of
payrol | out of the retirement trust fund, going forward,
that creates a present value liability that's conputed by
PEBA, of 310 mllion dollars for all of the people a Santee
Cooper, either retirees or current enployees.

SENATOR GROOMS:  So that 525 million does
contenpl ate the existing 675 person workforce? [|'m saying
675 folks right now It's ny understanding they're not
i ncluded in that 525.

MR AVANT: Right.

SENATOR GROOMS:  But if they were all of a
sudden et go or termnated because of action of this
CGeneral Assenbly, would that -- would that 525 mllion
liability increase?

MR AVANT: No, sir. [It's 310 for pension
liability of the trust fund. A hundred and eighty for
Santee Cooper's OPEB liability, their insurance. That's
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separate and apart fromthe statement liability.

So the 310 dollar -- 310 mllion dollar hole
for the pension is created in the trust fund. Because that
trust fund has an obligation to pay those people, either
now or sometime in the future. So the 310 mllion dollars
is aliability or a hole that's left in that trust fund.

And out of the 500 mllion dollars -- 515
mllion dollars, that if the Legislature chooses to pursue
a sale, and they get 515 mllion dollars, the Legislature,
if it chooses, could put sone portion of that into the
trust fund to fill that hole.

SENATOR GROOVS:  Yeah, | nay need some nore
i nformation of exactly --

MR AVANT: Again, I'mglad to --

SENATOR GROOWVB:  -- exactly how it works.

MR AVANT: And | apologize if |'mnot
answering you, but |I'mdoing the best | can.

SENATOR GROOVS: | know you are. But it
just seens to ne, that we would have nore folks retiring --

MR. AVANT: Yes.

SENATOR GROOMG:  -- as a result of this
transaction.

MR, AVANT: Right.

SENATOR GROOMG:  And we woul d have nore

fol ks withdrawing nonies fromthe retirenent system because
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of this transaction. Ws that taken into account?
MR AVANT: Well,

So what --

yes, it isn't -- yes, it
is. A

assunption, that if people

right. there is an actuaria

-- 1f they no longer work for

the state, there's an actuarial assunption that they wll

either leave their nmoney in and go on to retire at sone

point in the future, or they wll wthdraw their noney.
If they withdraw their noney, their

Soif |

liability to the trust fund ceases. have 15 years

in, and | go to work for NextEra tonorrow, |I'mno |onger a

public enployee, | have two options with regard to ny

retirement: | can leave it in and wait till | get to 65 or

60 and retire, or | can take it out.
[f |

liability to the retirement systemtrust fund. [|f |

| eave it in, | continue to be a

t ake
It out,

|"mno longer a liability. |[|'ve removed ny noney

fromthe trust fund. That 310 mllion dollars takes into

account all of that.
SENATOR GROOVS:  Thank you. |'ve got a --
just a few nore questions. Not on this.

CHAI RVAN LEATHERMAN:  The | ast question |

think we coul d ask Peggy Boyle. Can you conme in and tel
us exactly what you're asking?
SENATOR GROOME:  (Ckay.

earlier in your presentation, you said sonmething -

Thank you. [|f you

woul d - -
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- and it seemed to me that, that may have been not quite
right, so -- and it goes to the fact -- | believe you said
that at the end of four years, NextEra would then be
treated |ike every other investor-owned utility in the
state.

MR. FARANG | saw you shake your head, so
let ne clarify.

SENATOR GROOMS:  No.  Ckay.

MR FARANO What | -- what | neant is, so
what -- right now what NextEra is proposing is a generation
resource plan that will likely go for 20 years. | could be

-- you know, you have to ask them But it's a major shift
in generation mx, and it's a -- it's a major cost that is
bei ng incurred.

By the time that the next generation m X
proposal conmes around, okay, they are going to have to go
before the PSC, just as any other investor-owned utility.
And in fact, after the rate freeze in respect of many
I ssues, if they need to take actions that would ot herw se
requi re PSC approval, they nust go in front of the PSC
That was ny point.

SENATOR GROOMS:  That's not what | was
shaking ny head at.

MR FARANO Ckay. Fair enough. Wat were
you shaking your head at? And maybe | can help you with
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t hat .
SENATOR GROOMS: | was -- | was shaki ng

no," based on some -- sonething in the enabling
| egislation that -- that gives NextEra, should this deal go
t hrough, tax exenpt status for ad val oremtaxes on existing
pl ant property and equi pment for 30 years.

MR FARANO That's correct. That is not a
PSC issue but is a taxation issue. And | don't disagree
with that. They are looking for tax relief, in respect of
their transition froma tax exenpt entity to a taxable
entity, of which that proposal is a part.

SENATOR GROOVS:  And it also appears that
there would be -- they woul d be exenpt from statenent
i ncone taxes for 30 years al so.

MR FARANG. In respect of certain, yes,
| ssues that are being set up in advance, that's correct.

SENATOR GROOMS:  (One of the issues of
converting froma public entity to an investor-owned
utility -- an investor-owned utility as a -- that was in
the report, have certain advantages. And that woul d be
exenpt from property taxes and exenpt fromincone taxes.

MR, FARANO That's correct.

SENATOR GROOMS: It seems to nme that this
| egislation attenpts to transfer those sane advantages to

an investor-owned utility.
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MR, FARANO  You are correct. There is a
part of the legislation that is aimed at easing, if you
will, the transition fromtax exenption to fully taxable
entity. Now, | believe in respect of both the ad val orem
taxes and the state incone tax, that it goes to a portion
of the rate base that is being constructed now.

| think there will be taxation that applies
before that 30-year period. But to answer your question
directly, yes, are there certain streans of income that
they are seeking to have -- to renmain tax exenpt over a
period of time? There are. And that is in the
| egislation. You are correct.

SENATOR GROOMS:  And was there any | egal
anal ysi s conducted on that particular part of the
| egi slation --

MR FARANO  Yes.

SENATOR GROOMS:  -- where we actually pick
out one entity and give themdifferent taxation than the
other entities?

MR. FARANOG In fact, just to that point,
the specific versus general nature of the taxability of it,
|'"mgoing to turn it over to Gary to address that, if |
coul d.

MR POPE. |'mGary Pope. Gary Pope with

Pope Flynn. Yes, we raised that issue with the attorneys
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drafting NextEra's legislation, flagged the issue for them
and they proposed a revision. And the formof the
| egi slation that was proposed after the revision is what is
before you in part of their plan.

SENATOR GROOMS:  And you believe that the

revision of that |egislation would stand constitutional

chal | enges.

MR POPE:. W --

SENATOR GROOVS:  Is that -- is that your
opi ni on?

MR POPE: | amnot -- we are not giving a

| egal opinion as to the constitutionality of that
provision. As far as | can say, we flagged the issue for
them we believe that they took a reasonabl e approach to
addressing our concerns regarding constitutionality, and
that -- the way that it has been proposed is sonething that
the General Assenbly will have to consider and work

t hr ough.

SENATOR GROOMS:  And | don't know how much
anal ysis was done over how nuch tax -- property tax would
be exenpt, but was there any done?

MR MJSSER Bill Misser with Pope Flynn,
Just to follow on Gary's answer, the Constitution provides
with respect to ad val orem property tax exenptions, they

have to be granted generally, and with a two-thirds

Garber Reporting
info@garberreporting.com




© 00 N oo o B~ W N

N T N N S T N N o e =
g A W N P O © O N oo o A W N P, O

HEARING PROCEEDINGS

Page 84

majority of each of the House and the Senate.

The fee in lieu of taxes provision here
applies generally. It only applies to the assets that are
being acquired for that 30-year period. NextEra has
negotiated with several other counties, actual fee in lieu
of tax arrangenents, simlar to those other entities
| ocated in South Carolina would negotiate. Sorry, this is
alittle short for ne.

But as far as the income tax exenption, it
applies for four years, the rate freeze period. And our
under standi ng of the general revenue taxation | aws and
exenptions is that's sonething that the General Assenbly
can grant is within the power of the CGeneral Assenbly.

SENATOR GROOMS:  The fee in lieu of
agreement -- or the feeinlieuis nentioned in here, |
believe the fee in lieu agreenents noving -- wll be nmoving
forward such, that the proposed plant that would be built
in Fairfield County, that there's already been an agreenent
with Fairfield County that it would receive a traditiona
feeinlieu of --

MR MJUSSER  That's correct.

SENATOR GROOMS:  -- from 10 and a hal f down
to six percent?

MR MJUSSER  That's correct. And NextEra

negoti ated that independently. That wouldn't be something

Garber Reporting
info@garberreporting.com




© 00 N oo o B~ W N

N T N N S T N N o e =
g A W N P O © O N oo o A W N P, O

HEARING PROCEEDINGS

Page 85

that the General Assenbly would need to be burdened with or
vi siting.

SENATOR GROOMB:  But when we speak in fee in
lieu of, I think nost of us think in those ternms. Not
necessarily a 2 mllion dollar fee paid to various counties
inlieu of 211 mllion dollars annually, that would
ordinarily be connect -- would be collected.

MR. MUSSER  Yeah, but -- okay. Santee
Cooper is benefitted by three code sections which give it
fee in lieu of tax treatnent with respect to its existing
assets. The ask by NextEra here is nmerely asking that,
that sane treatment be extended for Santee Cooper's
acquired assets for a 30-year period. And that's the
general law that we're trying to -- that they've offered to
the General Assenbly.

SENATOR GROOMB:  And you believe that, that
woul d be constitutional.

MR MJUSSER  Provided two-thirds vote of the
House and Senate are received, and it's done in the general
way that they -- they proposed it, we think that it's
general enough to pass nuster. But it would be sone -- for
something el se -- for sonebody el se to study as well, |
t hi nk.

SENATOR GROOVS: | woul d inagine that we may

have sonme fol ks that would potentially challenge that. So
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let's just say that we nmove forward with the transaction,
and a court overturns that provision, how wuld a two
hundred-plus mllion dollar a year liability for the ad

val oremtaxes affect the rates to the ratepayers of the new
entity?

MR MJUSSER. | don't know that we can speak
to that.

MR MLLER Very simlarly, under standard
rate-maki ng procedures, taxes are passed on to custoners.
That's the very basic fact. So any increase in taxes
| evied upon the entity would, generally speaking, including
property taxes, result in higher rates to custoners.

It's also worth noting, of course, that on
the issue of taxes, particularly with regards to state
I ncome taxes and | ocal property taxes, you know, an
econom st may think of those as transfers. Because one
customer, a ratepayer of electricity, is paying additional
property taxes to a locality that have then returned in
those sane nonies to various benefits that a citizen of
that locality may enjoy.

SENATOR GROOMS: Wl I, that's all well and
good. But if all of a sudden ny electric rate, as we're
di scussing here, would be at the average rate -- let's see,
under the NextEra plan -- in year five, if the -- if we're

tal king an average of 77 dollars a nmegawatt hour, that
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doesn't include property taxes.

But if there's a challenge and that is |ost,
and assum ng that the General Assenbly passes the enabling
| egi slation by two-thirds nmajority in both bodies, and that
I's struck down, how nuch nore would we have to increase the
rates, the two hundred -- ny calculation was at |east 211
mllion, based on the book val ue of Santee Cooper's assets,
adjusting for the mllage in the various counties.

Except for the transmssion. The
transmssion is in alot of counties. So I just did an
aggregate of Berkeley, Horry, and Georgetown counties,
where the najority of the hard assets are |ocated. And the
calculation | had was 211 mllion dollars in property taxes
woul d be pai d.

MR MLLER Yes, sir. | wll just start by
responding in a clarification, that the projected rates for
all parties that we present in the report and in this
presentation, do reflect the property taxes levied with
regards to the full proposals.

So in other words, the NextEra rates
specifically include those property taxes, under their
assumed and expected tax provision, including fee in |ieu.
So they did include those fee in lieu of taxes for property
t axes.

Now, with regards to your question as to the
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likely rate increase fromthose property taxes if the fee
in lieu and other provision did not pass, | would probably
defer, not being a local tax expert myself, but purely an
energy econom st, as to the exact nunber.

But sufficed to say, that an increase in
property taxes, generally speaking, under a generally
accepted and including |ocally accepting rate-making
principles, would result in an increase in electricity
rates to ratepayers, and a corresponding i ncrease in nonies
to localities.

SENATOR GROOVS: It just seens to me, we're
basing a lot of the proposal of NextEra on transitioning
froma state-owned utility to an investor-owned utility,
that one of the big advantages of a investor-owned utility
woul d be the exenption of property taxes.

And it seens to ne that we have a provision
in here that is constitutionally suspect that could, if we
go down this road, could trigger an additional paynent that
woul d be expected to be collected by the ratepayers of nore
than 200 mllion dollars a year.

CHAI RVAN LEATHERVAN:  Senator G oons, aren't
we in an area of specul ation here about what the General
Assembly can or, of course, mght do?

SENATOR GROOVS:  Certainly, Senator, you're

correct. There's a lot of speculation.
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CHAl RVAN LEATHERMAN:  Yes, sir.

SENATOR GROOVS:  And we paid for, | think,
15 mllion dollars to have nmuch of the specul ation
translated to facts. And it seens that, that's a -- this
isa--a?200 mllion dollar a year error -- or a 200
billion dollar a year mstake needs a little nore attention
paid to it.

CHAI RVAN LEATHERVAN: | agree with that, but

SENATOR GROOVE:  Per haps we shoul d --

CHAl RVAN LEATHERMAN:  -- or the General
Assenbly hold in the future.

SENATOR GROOVE:  Per haps we shoul d seek sone
| egal opinions regarding the constitutionality of that
particular --

CHAl RVAN LEATHERMAN:  You're certain --

SENATOR GROOMS:  -- of that particular --

CHAl RVAN LEATHERMAN:  You're certainly free
to do that if you choose to.

SENATOR GROOVS: | woul d hope that this
comm ttee woul d be able to do that.

CHAI RVAN LEATHERMAN. Wl |, we might coul d
iIf we had a lot of tine. And we just -- if you want to do
it, absolutely. Feel free.

SENATOR GROOMS:  Senator, |'ve got one nore
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question and then -- |'ve got nmany others. But just if
you'll indulge me just one nore question.

In the report, a lot of the values were
adjusted to a 20-year net present value. And what discount
rate did you use in calculating the net present val ue?

MR MLLER | appreciate the question. W
used a 7 percent discount rate as taken fromthe Ofice of
Management and Budget at the federal level, used to
eval uate projects for the sake of the general popul ace.

SENATOR GROOMS:  Was there -- was there any
di scussion of using any other rate other than seven?

MR MLLER W did have a discussion
internally. Certainly, when you think about, you know,
public cost benefit analysis and |ooking at [ong-term
infrastructure projects, a number of discount rates can be
used.

So certainly, there was a discussion. W
t hought that this discount rate was reasonable. Certainly,
It has precedent in use for long-terminfrastructure
planning at the federal level. And we did not cone with
the discount rate ourselves, but took it fromthe existing
public source.

SENATOR GROOMS:  So was there any anal ysis
done in sonmething other than 7 percent, but maybe sone sort

of inflationary index other than a straight seven?
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MR MLLER Typically speaking, we -- a
di scount rate can obviously be nomnal or real. | won't go
into those particular distinctions before you-all, in the
interest of your tine and sanity. But | will say that we
did consider alternate discount rates.

And generally speaking, as you nove the
di scount rate either higher or lower, the relative
conmparison of the nunbers don't change regarding which is
| owest cost, which is next |owest cost, given the cost per
file projections that we had, the magnitudes obviously do
change when you change the discount rate.

SENATOR GROOMS:  Thank you.

MR SHEALY: Senator Bennett is next.

SENATOR BENNETT: Thank you, M. Chairman.
' mgoing to share with ny col | eagues, | apol ogi ze ahead of
time, 'cause |'ll probably bounce around. And you decide
who's best to answer these questions. But | think -- | do
want to start with Ms. Adans, if | could. | want to go
back to | ast week.

And to the extent that | -- evenif | do
reference page nunbers, | kind of prepared by questions
over the weekend, based on your previous reports. So the
page numbers probably aren't going to match up to what we
di d today.

Let ne ask you, first of all, this process,
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this time line getting to where we nmade this determ nation
-- the General Assenbly nade this determnation to seek
these -- these alternatives until now, was a pretty
conpressed tine line, a pretty ambitious tinme |ine.

| guess ny first question is: Did that
conpressed tine line, in your opinion, inhibit or otherw se
limt offers that we ultimately received?

M5. ADAMS. | don't think so. And this
comes froma discussion that we've had with our bankers,
Moelis, who actually | ooked at the narketplace. And |
t hink that because there had been so nuch di scussion of
this subject previously in the state, and for those
entities that were interested, they were already famliar
with this subject.

What | do think is that it was a short
period of time to get a ot of information together in the
data roomfrom-- fromwhich they could work and make their
bi ds.

There was also a very short period of time
to bring to you contracts -- and | know there have been
sone discussion today about that, but to bring to you
contracts that could be executed. Are they perfect? No,
they may not be perfect. But they are in a large part
conpl et e.

SENATOR BENNETT:  You al so nentioned | ast
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week, that Santee Cooper thenselves resulted in about --
think you said a two-nonth del ay.

M5. ADAMS. Yes, sir.

SENATOR BENNETT: The same kind of -- well,
| guess first of all, who was in |eadership at Santee
Cooper during that two-nonth del ay?

M5. ADAMS: For the nost part, except for
the one-nonth del ay, which was a discussion of the funding,
the current CEQ, Mark Bonzall, was the |eadership there.
And | realize he was trying to understand the entity. He
was new. | understand that.

But sone of the issues that we had with, for
exanpl e, the Southern contract and that potential suit, he
was the CEO. He was not the CEO while we were having the
fundi ng i ssue discussion.

SENATOR BENNETT: Ckay. And | guess going
back to your original coment, the fact that we've been
tal king about this for a while, do you believe that Santee
Cooper's specific delay resulted in any kind of
restrictions on bids or offers or firns interested in
engagi ng?

M5. ADAMS: | think that some of the actions
that were taken coul d have had a potential inpact of
freezing out some of the bids. W did our best. And |

think we did a good job of trying to make sure that folks
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stayed in for the bid, that they understood that this was a
serious process.

SENATOR BENNETT: So you went fromfive
purchase offers down to two in the finals, and you went
fromthree managenent offers down to two in the final,
correct?

M5. ADAMS: Yeah, | want to make -- |'m
going to turn around and | ook at Melis, to make sure |'m
answering that, because | don't have those nunbers in front
of m. (To M. Colella) Is that correct?

MR COLELLA: That's correct. Yeah.

M5. ADAMS. That's correct.

SENATOR BENNETT: And your belief is that
the resulting of going fromfive to two and three to two
was a result of all the information they had; they just
deci ded they were m x, or you decided they were not in the
m X.

M5. ADAMS: W did not decide they were not
In the mx. Anyone who was not in the mx decided that for
thenselves. And I'mgoing to turn back to John on this,
because they are the responsible party. But | believe that
-- John, you want to -- do you want to make sure that you
believe that they did in fact decide, after |ooking at
that, that this was not the bid for thenf? The ones that --

MR COLELLA: Yeah. Sure. So I'll add a
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coupl e of comments to what Ms. Adans tal ked about. One is
upon reflection --

CHAI RVAN LEATHERMAN:  Speak into your mc,
pl ease, sir.

MR COLELLA: Yeah. Sure. 1'll just say
that the results that we were able to achieve over the
course of this process, and ultimately in the proposal
that's set before you, we believe were the result of a
robust -- a robust process.

Because of a | ot of the public attention
around the Santee Cooper situation, we were able to
ultimately engage with the parties that we expected,
broadly speaking, in the market, that would have or should
have had interest in the Santee Cooper situation.

So we feel as though the process was
conplete fromthat perspective, in terns of canvassing the
market, to really understand what the -- or the possible
was in terns of interested parties.

The whittling down that we tal ked about | ast
week in terns of the process participants, a couple of
things. Oneis, is that as Ms. Adans said, we -- the DOA
and its advisors, we did not select people out of the
process. They self-selected thenmsel ves out, based on the
time, expense, cost, etc., involved in pursuing the

opportunity, as well as the information that they were able
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to avail themselves to, over the course of the process.

And the whittling down, that's nornal. You
see that in any process. You always start with a -- you
know, a wide funnel, in terns of interested parties. And
as time goes on, and as | said they -- bidders go down the
journey in terns of discovery around information, etc., and
t hey decide whether or not it nmakes sense for themto
continue, you know, down the process, based on the costs.

As we tal ked about [ast week, each of the
process participants, in our estimation, incurred mllions
and mllions of dollars of expense, not just in terns of
hard dollars, but their time interm-- in order to
dedi cated the resources necessary to study an opportunity
of this size and order of magnitude.

And so we feel as though we got the results
that we woul d have expected, despite sone of the
I di osyncraci es associated with this particular process that
we tal ked about.

SENATOR BENNETT: Geat. Thank you. |
think that's it on that -- on that topic. ['d like to dig
alittle deeper, though, into this rate normalization
process analysis. So whoever is best suited for that.

|'mtrying to -- the variable rates that you
-- that you look at when you're trying to conpare it in

your chart of |ast week of apples and apples, to the extent

Garber Reporting
info@garberreporting.com



© 00 N oo o B~ W N

N T N N S T N N o e =
g A W N P O © O N oo o A W N P, O

HEARING PROCEEDINGS

Page 97

that you could -- we could. Can you -- can you dig into
that a little bit deeper, with respect to the variables
that have to do with -- I'mtrying to understand how you
come up with, to the best that you can, the differences
between a good managenent team versus a poor nanagenent
team and experience of -- you know, those sorts of things.
How do -- how do we quantify that?

MR MNG So the -- so as the report
describes for rate nornalization, there's three categories
of assunptions. The variable assunptions are the set of
assunptions that the bidders really determned solely for
thensel ves. So that -- those are assunptions -- |ike, we
want to build a natural gas plant that can result in cost
of burning natural gas relative to the cost of solar or the
cost of coal, or sonething Iike.

Now, there is a second category of
assunptions called supported assunptions. The supported
assunptions are where the bidder put forward a projection
of costs around factors such as, this is what we think are
general and adm nistrative expenses are going to be. And
in the case -- in the case of NextEra, they forecasted
reductions in those costs of -- for a variety of factors,

I ncluding synergizing with their hone base in Juno Beach,
Fl ori da.

And so for that -- and that's just one
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exanpl e of supported assunptions. For supported
assunptions, we required one of three things. W required
either the bidders to contractually commt to those costs
in the future, or we required themto show supporting

evi dence for how they woul d achi eve those costs.

Next Era, beyond the four-year fixed rate
period, did not contractually commt to any of those cost
reductions. And so we did review their documentation about
the cost reductions that they' re forecasting, and we did
normal i ze those to what we, in our professional opinion,
that was achi evabl e and i npl enent abl e.

SENATOR BENNETT: So --

MR MNG And just to close off that point,
what | will say is we did reduce their projected savings.
But we did give them as the report docunents, substanti al
savings on the order of hundreds of mllions of dollars,
relative Santee Cooper, to essentially give themcredit for
t he synergies of conbining operations with their home base
I n Juno Beach.

SENATOR BENNETT: So the chart behind you
shows those first four years of the |ower rates, and |
assume those were cal culations that were made with respect
to the -- to the variable assunptions of something that
Next Era wanted to do, correct?

MR MNG The first four years are -- there
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I's no nornalization applied; those are contractually
commtted rates from NextEra. And so because those are
enshrined, there was no nornalization. The normalization
only takes place on the fifth year and beyond.

SENATOR BENNETT: Was there ever -- was
there ever any analysis done on starting froma
normal i zation fromyear one? | nean, | know that we've
got, what, an eight-tenths of a percent of rate
differential in year twenty over that tinme frane.

Was there ever any anal ysis done, just out
of curiosity, to see what it would be if NextEra didn't
offer those first four-year reduced rates, and just
normal i zed those over the period? Wuld that -- I'm
assum ng that spread woul d narrow.

MR MNG W didn't think it was
appropriate to normalize the first four years, since
Next Era wasn't --

SENATOR BENNETT: Wasn't requesting it.

MR MNG -- requesting it. They were
contractually commtting to those rates.

SENATOR BENNETT: (Ckay. Gkay. Thank you.
|'s there any general thought anobngst anyone in the front
row, about if we were to authorize the sale to NextEra, of
having a state the size of South Carolina basically being

served by the three largest utilities in the country?
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Particularly with the respect to their relationship and
interactions with regulators, based on their experiences or
-- | guess no.

MR, FARANO  Yeah. Thanks, Senator.
think it's a great question. | don't know that it would be
appropriate for us to opine on that. But we understand
your question.

SENATOR BENNETT: Ckay. Are you -- are you
able to coment on any of the other bids that weren't
accepted or weren't put forward?

MR. FARANO We don't think it's appropriate
to cooment on thempublicly. The way that we read Section
8 of the Joint Resolution, | think we'd overstepping our
bounds in doing that.

SENATOR BENNETT: (Okay. Fair enough. How
much scrutiny was given to NextEra's offer to purchase with
respect to -- | mean, we talk about -- | don't think
anybody in here questions the ability of NextEra to operate
a utility and generate power and transmt power and al
t hose things.

We've talked a little bit about the |akes.
Was there -- how nuch scrutiny was given to their ability
to operate the nmuch smaller, but very inportant conponent
of Santee Cooper, the water systens?

MR. FARANO That's a very good question.
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And we spoke to them about that. In fact, when the
participants in the process met with us in Decenber, that
was one of the issues that we thought warranted a little
bit nore probing, because it is alittle bit outside the
general scope of what -- of what anybody who is a
participant is doing.

And we satisfied ourselves, based upon that
expl anation, that if in fact the water systems don't el ect
to exercise their ROFR right in respect of a transaction,
shoul d you approve one, that NextEra was in a position as a
consequence of a lot of the simlarities around kind of a -
- running a utility to successfully endeavor to keep those
going without adverse effect or inplication.

SENATOR BENNETT: | think that's it for me,
M. Chairman. Thank you.

MR. FARANG. Sure. Thank you.

CHAl RVAN LEATHERMAN: | understand the
food' s back there. W're going to break for one hour.
We' Il be back here. You can |eave canpus if you want to,
but we're going to start back in one hour.

(A break was taken from12:28 p.m to 1:35 p.m)

CHAl RVAN LEATHERMAN: M ke, who's next?

MR, SHEALY: We've got Senator Scott up
next .

CHAl RVAN LEATHERVAN:  Ckay.
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SENATOR SCOTT: Thank you, M. Chairman. |
want to just have a couple of brief discussion on a -- |
don't know who woul d be the right person.

CHAI RVAN LEATHERVAN: W' re here for
questions. W're not here for discussions.

SENATOR SCOTT:  -- to answer this question.

CHAI RVAN LEATHERMAN:  Ckay.

SENATOR SCOIT: M. Chairman, | think you're
going a little fast there, but I'mgoing to get there.

CHAI RVAN LEATHERMAN:  Ri ght ..

SENATOR SCOTT: You're a little fast there,
but I'mgoing to get there. ['mgoing to ask the question.

CHAl RVAN LEATHERMAN:  Ask.

SENATOR SCOTT:  Yes, sir.

CHAl RMVAN LEATHERVAN: W' | sl ow down and
| et you ask the question.

SENATOR SCOTT: M question is: Has anyone
made an even projection, as it relates to what the asset's
worth as it relates -- as it relates to the |akes, and
especially the water system in looking at it, both froma
I ncome approach as well as a property -- a property -- a
property value of it?

And al so in | ooking at that, what in your
analysis is the best way to manage that water system since

it's part of the coomunity and will totally affect the
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economc growh, and so it doesn't become stagnant so the -
- if NextEra end up with it, they don't control the

bal ancing as it relates to governnment in terms of the
growth in that community? Has anybody | ooked at that?

MR, FARANO | don't know if we've | ooked at
It independently, of valuing that.

MR COLELLA: Thanks for your question. W
have not discreetly valued the water systens, separate and
apart fromthe broader transaction, in part because the
proposal that we put before you --

CHAl RVAN LEATHERMAN:  Speak into your mc,
pl ease.

MR, COLELLA: Yeah. Sure. The short answer
I's: W have not discreetly valued the water system

SENATOR SCOTT:  Well, at sone point, in
order to make a good analysis or determne the true val ue,
especially since the analysis is spread over 20 years, that
becones a very inportant information in making those
decisions. Not necessarily just the value of it, but the
usage of it. Because that could end up being a vehicle
that the new owner, if there is a new owner, use to in fact
create other revenues.

The other part, the 500 mllion dollars on
t he bal ance sheet, there's been a |ot of conversation about

t hose assets need to conme back to the state. And |'m
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trying to figure out why would it come back to the state,
If the community is already having some problens and
they're -- and we're talk -- and their concern is about
debt, and the anount of debt that has to be paid, rather
than those assets reduce the amunt of debt from4.7 down
to 4.2. W're not seeing -- seen nmuch. But it is a
tremendous reduction in overall debt. Have y'all |ooked at
that? And what did you come up with?

MR COLELLA: Sure. So as part of the
Next Era proposal, the existing, you know, debt woul d be
fully defeased. And so the -- as we sort of thought about
a potential transaction structures that relates to the cash
on the bal ance sheet, we had sort of separated our thinking
around the bal ance sheet cash, relative to the debt
exi sting at Santee Cooper, for the reason that | mentioned
earlier,

SENATOR SCOTT: But the reason why | raise
that question, if Santee Cooper's already given the state
15 to 18 mllion dollars back, over a 20-year period of
tinme that's about 360 mllion plus or mnus, they would
only be giving the state revenue that they woul d not give
over the next 20 years to the state will receive anyway --
let ne do it again.

Santee Cooper normally sends the state back

money every year. And so to give ne assets off the books
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Is sinply saying that you just advancing me noney that's
al ready ny noney, sinply over the next 20 years |'m not

going to be getting any noney fromyou, that we've been

al ready getting from Santee Cooper.

| want to go, also, to page 16 --

CHAI RMVAN LEATHERMAN: |s that a question,
before you | eave there?

SENATOR SCOTT: I'mtrying to figure out why
in the world you want to give me back -- is any -- is any -

CHAI RVAN LEATHERVMAN: Do you want to just
ask hinf

SENATOR SCOTT: Yeah. Good question. Wy
was that not question asked when y'all interviewed thenf
Why were -- since you're not going to give noney back, why
Is it so inportant for it to come to -- the 500 mllion
dollar come to the -- come to the state, when in fact you
had the customer who could have gotten it back, you could
have reduced debt?

MR. COLELLA: Yeah. So the way we sort of
think about the NextEra proposal is, is that there are
obviously very -- various conponent parts, including the
paynment to the statenent, they're all to the cash, and
ultimately fungible in terms of how they proposed to us the

overal | value of their proposal.
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And so within that, in theory there are
pi eces that could have noved around. But the ultinate
structure in ternms of the cash comng -- the bal ance sheet
cash com ng off of the Santee Cooper bal ance sheet
remaining wth the state, you know, was part of the overall
transacti on.

And | would just sort of point out that one
of the potential benefits associated with that is, is that
-- we tal ked earlier today about the liabilities that wll
remain with the state. And that cash on the bal ance sheet,
in addition to the 500 mllion dollar paynent, plus the
potential 100 mllion dollar escrow account, are all cash
proceed -- cash -- sources of cash that ultimately could be
used to deal with any potential liabilities that ultimtely
accrue to the state for any transaction.

SENATOR SCOTT:  Who cane up with the 541
mllion dollars as an estimate for litigation -- in the
Cook litigation, along with satisfying the legal fees? |
mean, where did that nunber come fron? Did you put out --
di d sonebody do an anal ysis?

MR COLELLA: No, it was --

SENATOR SCOTT: \Were did it cone fron?

MR COLELLA: It was represented to us by
the group over at NextEra, that, that nunber was a product

of discussions that they had, had with participants in the
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Cook litigation case, prior to their participation in our

process.
SENATOR SCOTT:  So we really don't know
whether that's a true figure or not. |It's just something
they put out there for us. | nean, what is it backed by?
MR. FARANO That's a really good question,
Senator. No, | think -- look, there are -- there is

nothing that is certain. However, to John's point, NextEra
had, prior to their joining our process, had meetings and
di scussions with plaintiffs' counsel for the Cook class of
plaintiffs.

And those | awers who represent the Cook
plaintiffs' class were of the viewthat a settlenment --
that they could recomend a settlement to those plaintiffs,
their clients, at that nunber. How that nunber was
derived, we're not sure.

One of the ways we pressure-tested its
likely value was in |ooking at, | believe, Central's claim
There's a counterclaimin the Cook litigation by Central.
| believe the value of that is in the four -- high four
hundred m | 1ions.

What we thought to ourselves, just as rough
justice, is that if you' re looking at 70 percent of the
burden ratepayer base by the Cook litigation at 470 -- |

forget the nunber exactly, but we could find it for you --
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then roughly, you're talking about a 650 mllion dollar
liability across all ratepayers.

The thought that one could settle a 640
mllion dollar-or-so claimfor 541 mllion dollars didn't
seemto be in any sense beyond the pale to us. So the
number kind of holds water as pressure-tested. But to
answer your question specifically where it cones from is
plaintiffs' counsel to the class.

SENATOR SCOTT:  Now keep in mnd that did
you know -- I'mnot talking about hard dollars until you
get to the plaintiff |awers. You're talking about
ratepayers credit.

MR, FARANOG That's correct.

SENATOR SCOIT: And to me, that wouldn't
make a whole [ ot of sense to send ne five hundred thousand,
when it should have really been in the mx if you accepted
liability, and in fact have given the ratepayers the
ratepayers credit, and then worry about negotiating the
fees -- the fees with the | awers.

MR. FARANOC. And you raise a good question
there. And | think what NextEra has done -- and, again, to
this point, we're only explaining what they have proposed.
So in addition to offering the 541 mllion dollar rate
credit, whatever dollars are due to the plaintiffs' |awers

are going to come fromNextEra directing as well.
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SENATOR SCOTIT:  And ny last question -- and
thank you, M. Chairman. On page 16 of the Joint
Resol ution process results, if Santee Cooper had come up
with -- over the next 19, 20 years, wth the rate reduction
bel ow what they normally had of 2.5 mllion -- 2.3 mllion
dol lars, then what does NextEra nunbers actually represent
in dollars and cents since it's -- it's higher?

And I'mlooking at the first four years, |
guess 6 percent, 7 percent -- six -- 7 percent. And then
for the next six and a half years, Santee Cooper actually
of fset those nunbers that NextEra had given, but they're
going forward -- there's about a 30 percent average when
you do 4 percent -- 4 percent, 5 percent dollar-wise. So

what does that 4 percent actually represent in terms of

NextEra -- in terns of dollars and cents?
MR FARANG So I'Il turn it over to Nate to
answer. | think what's actually happening just froma --

again, the non-nunbers guy standing before you, is the way
we |ook at it, during the rate fix period, which is for the
first four years, there's a approxinmately a 10 percent
advantage in rates that NextEra has over the Santee Cooper
reform pl an.

When you -- to your point, though, once the
rate -- the fixed rate period -- the rate fixed period

ends, there's an inversion. And going forward over tine,
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Sant ee Cooper has about a 5 percent rate -- excuse ne -- a
5 percent advantage fromcost to ratepayers --

SENATOR SCOTT:  Reducti on.

MR, FARANO Yes. For the rest of that
tine. So which results, again, over the 20 years in a net
present value of approximtely .8 percent or so advantage.
So Santee Cooper is |ess expensive over the 20 years.

MR MLLER Yeah, just to add a little bit
of additional color on that. So if you look at the 2019
| CF process, you know, projected budget baseline for Santee
Cooper, and take that as your rate projection, and subtract
Santee Cooper's reformplan, you get to the 2.3 billion in
net present val ue terns.

If you do the same thing between the NextEra
proposal, the projected rates that have been nornalizati on,
and take the difference between that and Santee Cooper's
reformplan, then that early first four-year decrease and
then the later last 15- or 16-year, you know, increase
results in a total net increase relative to Santee Cooper
of about 161 mllion in NPD, net present value terns.

So rather than being 2.3 billion below the
| CF in 2019 budget baseline, they're about a 2.14 billion
bel ow. Because it's that plus, you know, .16 billion.

CHAl RVAN LEATHERMAN:  Nate, you've been

before us. And we know you. But for the record, state
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your nane.

MR MLLER Yes. M nanme is Nathan MIler
And |'ma senior consultant with E3.

SENATOR SCOTT: So we're looking at -- we're
| ooking at a 2 billion dollar increase over that sane tine
period that Santee Cooper, you said, of 106 mllion. |Is
that represented per year? O that's over the --

MR MLLER Yeah, ny apologies. So
relative to the business as usual, or the case with all the
coal, Santee Cooper over the 20 years saves about 2.3
billion. And NextEra's projected rates would save about
2.14 billion. So they both save over 2 billion.

The NextEra rate projections are relatively
slightly nore expensive than net present value. So because
it's net present value, that is taking the differences in
every year between the two revenue requirenents, and
di scounting themback to the present at the 7 percent
figure, a discount rate that we tal ked about before.

SENATOR SCOTT: Next question. You also
tal ked about a reduction in enployees as a result of the --
If NextEra took over. How mmany folk are we tal king about?
And what is the overall unenploynent rate for the region,
since we're the -- function of the state, that it really
could be a major factor of unenpl oynment based on those

I ncome | evel, individuals who actually work for Santee
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Cooper ?

MR MLLER Yeah, so -- | nean, the initia
di fference between the Santee Cooper reform plan, which
envisions a 10 percent attrition, and the NextEra plan
envi sions a 660 headcount reduction below that 10 percent
attrition of another 660 enployees, | would not have the
resulting inpact figures of those --

SENATOR SCOTT:  So 7-, 800 people is what
we' re tal king about.

MR MLLER That's correct. On the order
of 700 people. | don't know what the resulting inpact of,
you know, particular counties' unenployment rates would be
off the top of ny head for that.

SENATOR SCOTT: Thank you, M. Chairnan.

CHAl RMVAN LEATHERMAN:  All right. Wo's
next ?

MR SHEALY: Up next is Senator Corbin.

SENATOR CORBIN:  Thank you, M. Chairman.
I'"mnot sure who to direct a question to. How long are
y'all going to be here? Are y'all going to be here just
today? Are you going to be here with us all week, or what?

MR FARANO That's a fair question. Having
been here essentially since last Sunday, | feel like I'm
going to have a tax burden nyself in South Carolina. But

ri ght now we're planning on being here for the next couple
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of days, if necessary. Yeah.

SENATOR CORBIN:  Now, if that -- the next
couple of days, is that in commttee hearing such as this?
O woul d you just be available for nenbers to talk with you
privately? O how does that --

MR FARANG W were planning -- if you-al
needed us to return tonmorrow, our plan, of course, is to
accommodate that return. |f you have, individually,
questions, you know, we would likely return tomorrow, only
because | don't know that | have any clean clothes left.
And but woul d be happy to get on the phone, if that would
be -- if you woul d be anenable to that, and then | believe
we' || be back next week as well.

SENATOR CORBIN:  kay. | don't have nany
questions, | don't -- for the sake of time, I'lIl just pare
It down to a couple. And speaking of what Senator Scott
spoke with you about the nunmber of enployees. | know that
based on those nunbers | jotted down here, that Santee
Cooper is going to pare down to the 1,675 to 1,514,
roughly, and NextEra's plan was to go from 1,675 down to
970.

MR. FARANO Yes, that's correct.

SENATOR CORBIN:  That's a different of 544
enpl oyees. And it's ny personal opinion that private

I ndustry is much nore efficient in getting things done than
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government. But having said that, did Santee Cooper give
you any indication as to why they felt |like they needed
that many nore enpl oyees to run the conpany than NextEra?

MR FARANO | think you need to take that
up with Santee Cooper. But in fairness, in respect of how
t he workforce reduces over tine, part of that's a function
of the fact that NextEra will be retiring its coal plants
on a nmuch nore aggressive schedul e.

And so as | mentioned before, staffing at a
coal plant versus staffing at a gas-fired plant or a solar
facility is much different; there are many nore enpl oyees
required.

| think that is part of the reason that you
see the drop at NextEra sooner. And that because Santee
Cooper is keeping -- is doing that nodernization nore
slowy, | think they could allow for a nore gradua
reduction.

At the end, to your point, there is wth
assenbl er resource mx, a difference in enployee nunbers.
And the functionality of that, | think we have thoughts
around it. But as to what may have been behind it in the
deci si on-maker's mnd, that we don't know.

SENATOR CORBIN: Do you know if Santee
Cooper ever plans to get down to as |ow as 9707

MR FARANO. | do not. You would have to
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ask themthat. | don't know the answer to that question

SENATOR CORBIN:  And |I'mtal king about
retiring the coal plants. According to basically al
plants here, they're going to rely nore on gas power and
also nore on solar. And | know that individuals can get
tax credits, both federal and state, for using solar
energy. Do corporations get that as well?

MR. FARANO. There is a tax credit, yes,
that can be obtained. So there is an investnment tax credit
in respect of solar power; it is a function of how many
dollars you invest. | would have to defer to a tax expert
and get you sonme nore information

There is a sunset, | Dbelieve, in respect of
the ITC. But thereis a-- there are credits available,
and those credits could be used in different ways.

SENATOR CORBIN:  If the sale of NextEra goes
through, after a given anount of time, | believe it was six
mont hs, there would be a tine when they' re cut |oose
conpletely, and they can't sort of come back on us for
anything. |f those subsidies go away, then NextEra will
have to deal with that.

MR, FARANO That's correct. You know, |
think there is always concern anong generators, in respect
of how they | ook at the cost of fuel, based upon any nunber

of factors. One of which in the renewabl es context is
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I nvest nent and production tax cuts.

SENATOR CORBIN:  And if they go away, Santee
Cooper woul d al so have to deal wth it.

MR, FARANO Correct. To the extent that
they were -- now, keeping in mnd -- and, again, | can't
speak to Santee Cooper's tax position. But part of the
nature of the federal investnent tax credit is a need to
have tax appetite nearby, have a requirement to pay taxes
under the federal law for it to be a beneficiary.

Now, there are nmarkets for those credits.
There are ways to nmake tax equity investments, so that they
can be monetized. But, yes, generally, generators, be they
public or private, will keep their eye on factors that
I mplicate generation costs.

SENATOR CORBIN:  Does any -- either conpany
give you any indication of how they m ght handl e that
situation if the tax credits went away, how that m ght
affect the ratepayers and/or the taxpayers of South
Carol i na?

MR MNG So, yes. And ny name is Zach
Mng with E3. So to clarify, investments in solar receive
an up-front tax credit at the time of the investment. So
If those -- if Congress were to sunset those tax credits,
they woul d already be accrued at the tine of when the solar

was built.
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SENATOR CORBIN: I n other words, all the
benefits woul d have been obtai ned?
MR MNG Correct. The tax benefit is

obt ai ned.

SENATOR CORBIN:  kay. Al right. 1 was
uncertain how that will all work. The last question. 1've
been trying to figure out -- and | didn't see a bal ance

sheet or a financial statement or anything in here for
Sant ee Cooper.

Did you you-all do any research into what
Santee Cooper's worth -- | nean, if you're looking -- if
you -- if you're going to go buy a conpany, whether it's a
mom and- pop hardware store on the corner, or a 2 to 3
billion dollar Donald Trunp deal, you're going to get their
books and you're going to figure out what their worth, you
know, assets, liabilities, capital, and at the end of the
day, what they're worth. Did you give us that figure, or
know?

MR COLELLA: John Colella with Melis. So
one way that we think about -- or the easiest way to think
about that in this context is to sort of look at the rate
base. So the opening rate base, which is about 5 and a
half billion dollars. [If you | ook at across the narket,
broadly, at transactions that have occurred over the |ast

several years for electric utilities -- primarily electric
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utilities, they tend to be sold inthe -- as a multiple of
rate base.

And so that range has been, broadly
speaking, sort of within about 1.5 to 1.8 times rate base
for electric utilities. Sone have been a little bit |ower.
Sone have been a little bit higher. There are argunents as
to why Santee Cooper itself mght be on the low end or the
hi gh end of that range.

But if you ook at the NextEra proposal, it
woul d be within that range. So think about the 9.4 billion
dol lars, roughly, of total proceeds against the 5 and a
half billion dollars of rate base, and you'd get to a rate
base -- a multiple of about 1.7 or 1.8 times, depending on
how you' d still look at sone of the different conponents
parts of the proposal. So in the range.

SENATOR CORBIN:  One | ast question for now,
since I'mnot exactly sure when all of you will be back.

W have enployed to the tune of 15 mllion dollars, you-al
collectively as a group. Wiich I think was wise to hire
sone of the most brilliant people in the field to come back
with a report for us. And obviously this would just be an
opi nion question, but if you were in the General Assenbly,
whi ch one of these three options would you choose?

MR COLELLA: | don't believe we're -- it's

within our charge to express an -- to express an opinion on
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that question. So we'll --

SENATOR CORBIN:  For 15 mllion bucks we
don't get an opinion?

MR, COLELLA: The Joint Resolution -- the
way that you-all have laid out the Joint Resolution, I
don't think that we're allowed to give an opinion on that.

SENATOR CORBI N:  Thank you.

CHAl RVAN LEATHERMAN: M ke, who's next?

MR SHEALY: M. Chairman, Senator Al exander
IS next.

SENATOR ALEXANDER:  Thank you, M. Chairman.
Just two or three brief questions here. | think it's
appropriate with this chart up here, of projected average
systemrates, and | get the one percent that's in their
projected. What does that nean, actually, to the average
homeowner on a -- on their nonthly bills?

MR MNG So the one percent is a-- it's a
net present value nunber, so it represents an aggregate 20-
year val ue.

SENATOR ALEXANDER: An aggregate. Ckay.

MR MNG And, you know, you can |levelize
that over the 20-year period. So the one percent, which is
actually .08 percent, we're rounding up to one percent.

But the one percent, that would be |evelized over the 20-

year period. If your bill is $100 with Santee Cooper, your
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bill would be $101 with NextEra on average, every nonth for
the 20 years period -- 20-year period.

SENATOR ALEXANDER:  So whether it's you or
sonmeone el se, we had the other day there about the pros and
the cons here, | believe, the pension and certain known
remaining liabilities. W had the pensions at 309, and |
think we've kind of gone over that. W hope to be hearing
fromMs. Barker and those folks on that in the OPEB

The SERP, | guess that's Senior Enployee
Retirenent Plan?

MR MNG Yes, that's correct

SENATOR ALEXANDER: So that's to the tune of
13.6 mllion dollars. How nmany folks -- do we know how
many people that are in that plan, and what is that based
on?

MR. FARANG. Yeah. Thank you, Senator.
That's a good question. And we can get back to you with
the specifics of the SERP. [It's the Senior Executive
Retirement Plan. It's a function of a relatively small
uni verse of folks. But we can get back to you on that. W
don't know off the top of our heads.

SENATOR ALEXANDER: So y'all have eval uated
other utility conpanies in your --

MR FARANG. W have.

SENATOR ALEXANDER: |'s this something that
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you would normally see, that is a plan provided by them by
other conpanies in addition -- is this the only retirenent
pl an that these individuals have?

MR, FARANO | have to -- |I'd have to defer
to folks. As an ordinary course natter there, nmany
conpanies W ll provide to senior executives, wthout trying
to -- and I'mgetting way out over ny skis, 'cause |'m not
a | abor |awyer or an ERISA lawer. There are certain
requirenents in the federal |aw around ERI SA, that nakes
sure that highly-conmpensated enpl oyees are treated in a
certain way with rank-and-file enpl oyees.

That said, wthout violating ERI SA vyes,
there are -- there are plenty of folks out there who have
seni or executive retirenent plants.

SENATOR ALEXANDER: Ckay. Thank you. Al so,
and | think that it was covered al ready, about the number
of enpl oyees from what was proposed -- or is proposed by
Sant ee Cooper versus -- versus NextEra. But | guess if --
at some point they're going to make the sanme transition,
even though it's further years out, if | understood that
correct. Is that --

MR, FARANO There are two things going on
Yes, you are correct, Senator. And you raised a good
point. And the point, | think, was raised earlier. One of

the factors we believe that inpacts the rate at which there
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are workforce reduction or the -- are the nunber of years
required to do -- to go fromthe current generation mx to
the new, nore nodern, nore efficient generation mx. That
certainly has an inpact on it. That, in our view, is
factual just as a function of the nunber of folks required
to operate one type of plant over the other.

There are other factors, of course, that go
I nto workforce reduction and that go into enpl oyee
retention. As | said before, we are not in the mnds of
t he deci sion-makers. But it could well be that the Santee
reduction is slower and will -- and that there wll --
their workforce will stay greater, because they have made a
deci si on around how to bal ance workforce versus rates.

And so there are issues involved that we did
not take into account, but that could be drivers.

SENATOR ALEXANDER: So it's not necessarily
-- | guess where | was going was, that at sone point if
they get to the sane place, then the reduction -- we don't
envision a further reduction -- or certainly they don't --
they don't envision any further reduction in enployees if
they're getting to the sane place, even if it's 15 years
down the road.

MR. FARANO That's probably a fair -- a
fair assunption. And | understand that logic. Yeah.

Sur e.
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SENATOR ALEXANDER: One last thing, if |
could, M. Chairman. And | don't know whether you or
whether this is Ms. Adans from-- was tal king earlier about
the process. | think sonebody had her cone back up, and
you were tal king about who was in charge for those two
nmont hs where there were some issues.

But | think you said there was a nonth
there, basically, on the funding where there was a issue.
But | don't think -- who was in charge -- the inpression

had was that the new CEO was not there for that period of

time.

MS. ADAMS: Not for the funding period of
time.

SENATOR ALEXANDER:  So who was -- who was
the -- in charge of Santee Cooper at the time when that

| ssue was goi ng on?

M5. ADAMS: At that tine, when we had a

question about the funding -- | can't remenber the previous
CEQ.

SENATOR ALEXANDER: Ckay. You didn't get
that -- okay. So it's the previous --

M5. ADAMS: Yeah, but it was not -- it was

not M. Bonzall.
SENATOR ALEXANDER: So it was the former --
MS. ADAMS: Yes, sSir.
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SENATOR ALEXANDER:  Ckay.

MS. ADAMS:. For that period of tine.

SENATOR ALEXANDER: M. Chairman, while |'ve
got the m crophone, if you don't mnd, | see we have sone
di stingui shed individuals --

CHAl RMVAN LEATHERVMAN:  Go ahead and do it.
Feel free.

SENATOR ALEXANDER:  Well, | -- okay. W're
delighted to have with us today -- this is Censon Day, as
we know. And a few-- quite a few of us have got some
orange on up here. Mybe sone forgot, but woul d have had
orange on. W have with us today -- |I'd like to recognize
the president of Cenmson University, Dr. JimC enents.

W have other -- we've got some good nusic
going on over here too. W have nmenbers of the board.

W' ve got Ambassador Wlkins -- well, let's see. W' ve got
Anbassador -- let ne start then here wth Nicky MCarter,
and come across to Bob Peeler.

Did you want to introduce then? O is that
a "no"? Snythe MKissick, the Chairman of the Board. Dr.
Lee of Aiken. Anbassador WIlkins, as | nentioned earlier.

Maybe we need to let the nusic play. It
sounds -- it sounds good.

W' ve got Louis Lynn there. Dr. J.J.

Britton. Did | mss somebody there? And of course we've
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got Mark -- Mark Cauthren with the tremendous Governnent
Affairs teamof Censon University is here wth us too.

And we're delighted to have them here.

W' ve got the reception tonight. And if | could just take
the liberty of recognize -- | want to read one -- | was
wth themearlier, and this was shared as the president
pointed out this nmorning when I was with them you know,
things didn't turn out exactly |like we had hoped they woul d
in New Ol eans.

But he did refer to a headline in the Sunday
New Orl eans paper, the day before the National Chanpionship
gane was to be played. And it said, "LSU has the edge on
the field. But in academ c rankings, Censon dom nates."
And | thought it was only appropriate for us to recognize
t hat .

And while we're not in session -- regular
session today, | would appreciate their willingness to conme
over. And thank you for allow ng us to recognize it.

CHAl RVAN LEATHERMAN:  To the C enmson Board
and President, welcone. If you come back a week from now,
we' [ | probably still be here. Miybe. Wat a great
institution you have. Lots of orange around here. Sone
love it and sonme hate it. There may be sone garnet and
black running around. | don't know. Some [ove it and sone

hate it. But welcone. W're happy to have you with us.
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MR SHEALY: M. Chairman, we have Senat or
Johnson up next for questions.

SENATOR JOHNSON:  Thank you, M. Chairman.
Most of the questions |'ve got have al ready been addressed,
but | think | have a question for at |east naybe one -- at
| east one or three options. M. Farano, you can probably
answer these questions.

Just a mnor question. | know that you said
under the Santee Cooper reformplan, that the debt of 4.7
billion dollars would be paid off by 2039?

MR. FARANOG That's correct.

SENATOR JOHNSON:  What about the other 2
billion dollars of debt, that would just still be
out st andi ng?

MR. FARANO It would, based on how we're
| ooking at the reformproposal. Now, it's a function of
things. You know, Santee Cooper could, depending on how
things go, elect to pay that down -- debt nore -- down nore
quickly. But in their reformplan, the proposal was to
have paid 4.7 billion of it down by 2039.

SENATOR JOHNSON:  Ckay. Now, going to the
Dom ni on plan, what happens after the ten years? What
options do they have to the Dom ni on nanagenent proposal ?

MR. FARANG. That's an excellent question,

Senator. The way the contract is crafted, they could agree
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to extend it. So no one can force the extension. But if
the parties agree to extend, they could extend for another
nunber of years.

And then simlarly, what woul d inpact its
ability to stay in place for the full ten years, is that
each of the two parties has an ability to termnate the
contract, if there is a change of control of the other
party, Senator.

SENATOR JOHNSON:  So | think | read
somewhere, | forget which plan it was under, but -- about
restructuring of the nanagement or the control. So there
still would be a board under Dom ni on nanagenent or --

MR. FARANO That's exactly right. So one
of the benefits of the Domnion plan froma |egislative
requirements perspective, is that there's not really going
to be a legislative -- other than you -- other than the
joint -- other than the General Assenbly approving the
pl an, which was contenplated in the Joint Resolution.

The existing board of directors of Santee
Cooper woul d continue to be the rate-making authority as it
I's today.

SENATOR JOHNSON:  And now the question -- |
just want to nake sure | understand what you're saying as
far as NextEra. And | know we're |eave -- we're | osing

about 40 percent of the workforce under NextEra's plan.
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And | think you said that with the pre-closing liabilities,
they may end up going fromthe 2 mllion ratepayers to the
5mllion citizens of South Carolina. |[Is that correct?

MR, FARANO That is correct, sir. Yes.

SENATOR JOHNSON:  That probably won't go
over very well, you understand.

MR FARANG. | understand that.

SENATOR JOHNSON:  Thank you.

MR FARANO O course. Thanks.

MR SHEALY: We've got Senator Matthews.
Senator Matthews is next, and then Senator Henbree.

SENATOR MATTHEWS: | got two questions. And
the first one is, listening to the testinony and readi ng,
the enpl oynent both for NextEra and Santee Cooper woul d
change over a period of time, once the coal plants are
reduced and they go to solar and gas.

Once they reach parative, even though Santee
Cooper would do it slowy, they will eventually get there,
wi Il they address the enploynments at that point, once they
get to the point where their mx is equal to NextEra?

MR FARANG | think it's inportant -- you
raise a great question. And | think this was alluded to
before. So while the generation mx is that each is going
to inplenent are simlar, and while as you point out, part

of the difference in workforce reduction is a function of
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sort of the tenporal nature of each choice, one is taking

| onger and one takes less time, whether or not -- and if

I' m understandi ng your question correctly question, Senator
-- if I"mnot, please correct ne -- is the question whether
ultimately if -- assumng for purposes of this discussion,
that the Santee generation m x and the NextEra generation
mx are the sane, is the question one of does Santee's

wor kforce ultimately fall to 970 as wel|?

SENATOR JOHNSON:  Yeah.

MR, FARANO And the answer to that is kind
of unknown. It could. But as we understand the reform
proposal, that is not what we have been | ed to understand.
Now, their number -- their workforce reduction, again, is
just attrition. |It's retraining and it's retirenent. So
no one is being sort of laid off in respect of their plan.
That said, they go to 2028. So go ahead, Zach, please.

MR MNG So if you think about the
reductions in the NextEra staffing --

CHAl RMVAN LEATHERMAN:  If you wll -- if you
wi Il give your name for the record.

MR MNG Sorry. Zach Mng with E3. So
there are really two things that are driving the reductions
in staffing for NextEra. One is the generation change, and
the other is the synergies both conbining resources with

their sort of mother utility in Juno Beach.
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So they're laying off people because they' re
going to have functions that are providing those sane
functions fromthe -- fromthe head utility. And that's
| eading to a significant nunber of layoffs.

So that would -- that would nean in the end,
they woul d not be equal. NextEra would be |ower. Because
part of their value proposition is saving staff by
combi ni ng operations with Juno Beach.

SENATOR JOHNSON: A second question, so you
can understand where I'mcomng from | represent the |ake
from Cal houn County, which is Richland County all the way
down into deep into Berkeley County. And one of the
drivers of our econony has been this Lake Marion water
systemthat we've created. | didn't see anywhere in the
report, how they plan to treat those plants. Are they
pl anning to keep those water plants? Are they planning to

MR MNG Yes, they're planning to keep all
the water assets.

SENATOR JOHNSON:  |Is NextEra plan to keep
t henf

MR MNG Yes.

SENATOR JOHNSON:  And the final question. |
know t hat Next Era was negotiating with fee in lieu

agreements with counties. Do you know if that process has
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been conpl eted? Have they reached agreenents on fee in
lieu with those counties?

MR MNG So the -- for the new assets,
primarily the new conbi ned cycle gas generator in Fairfield
County, that does not yet exist. So as NextEra's -- they
have the right to decide where to locate that. And they
have negotiated, in principle wwth Fairfield County, an
agreenent for fees in lieu of taxes if they build the
conbi ned cycl e generator in that county.

For all of their existing assets, the
property taxes that Santee Cooper is currently exenpt from
that is what the legislation would enable for fee in lieu
of taxes, of the existing generation transm ssion assets in
the state.

SENATOR JOHNSON:  Ckay.

MR SHEALY: M. Chairman, next up is
Senat or Henbr ee.

SENATOR HEMBREE: Thank you, M. Chairnman.
| don't know who to direct these to, so I'll just start.
But first off, | want to say the agreenents fromthe
col | eagues that spoke previously, it seens |like we're
focusing all of our conversation on NextEra. | think the
reason for that is it's the nost conplicated, you know,
option we have.

There are other parts that are kind of
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easier to understand and grasp pretty quickly. This one
has a ot of noving parts, different -- different kind --
the financing is quite interesting and -- rather conplex.
So | hope that y'all, but especially the others that m ght
be listening, don't hear our questions and try to interpret
t hose questions as picking one side or another.

| think -- | think everybody up here is
really just struggling to try to make a good decision, a
very inportant decision, the best we can. So I'mgoing to
ask sone questions that probably are really basic
questions. |'Il warn you ahead of time. But | -- you
know, I'mtrying to get ny head around it. And |'ve got ny
chance. This is my chance.

The first, there's a narrative that's being
-- it's nore of a political narrative that is sort of out
In the community, or it's been published wide -- you know,
widely, that if we sell -- that we sell Santee Cooper, that
the debt goes away.

There are people -- | can tell you, our
constituents right now back hone, that think if we sell
Next Era, the debt disappears and the ratepayers don't have
to pay for it, and that somehow in this sort of accounting
shift it goes away in a way that doesn't have to be paid.

But I'm1looking at this and |I'mseeing the

ratepayers are paying roughly the same, whether they keep
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the debt in Santee Cooper, or whether they -- or whether
Next Era picks up the debt, both by bonds and by cash. But,
you know, I'mthinking even if they did it in all bonds, it
woul d make an easier math problem easier to explain.

But ratepayers are going to pay this debt
whet her they pay it through -- if we were to sell it, the
debt's going to get paid and we're going to pay it -- the
ratepayers are going to pay it through NextEra, or the
ratepayers are going to pay the debt through Santee Cooper.
Is that a fair characterization? How does it work?

MR MLLER This is Nate MIler from E3.
Thanks for the question, Senator. | will answer it in a
couple of parts and try to be as clear as | can. And if
you have any followps, please, you know, don't hesitate.

SENATOR HEMBREE: Don't worry.

MR MLLER |'msure. So effectively, and
we tal ked about in our report, this hill -- additional cost
that investor-owned utilities have to overcone. So really
It comes down to a difference in the quantity of investnent
that is charged to ratepayers and the rate of investnent
that is charged to ratepayers.

So what | nmean by that, specifically, is
that in the case of Santee Cooper right now, there are
approximately 7 billion in outstanding bonds. That's

mostly long-termbonds as well as some short-term bonds,
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comrercial paper. So all told, Santee Cooper is paying
Interest and the principle on that debt over tine of a 7 a
billion dollar nunber.

Soif the utility were to transition to an
I nvestor-owned utility, then what happens is the regul ator,
In this case the public service conmssion of the state,
wi Il ook at the used and useful existing assets of the
utility. Wich in Santee Cooper's case are approxinately
5.65 billion, okay?

That's every -- you know, that's all the --
all the existing wires, transmssion distribution, neters,
headquarters, generators. Al of that. So NextEra, if
Next Era purchases the utility, would be able to charge
customers based on 5.65 billion, and not based on the 7
billion in outstanding debt, okay?

So what's happening here is that NextEra
al so has an investor-owned utility, has a higher total cost
of capital. So really that 5.65 billion is going to be
hal f debt and half equity. And the cost of entity is nuch
hi gher than the cost of debt. |In this case, approximtely
10 percent versus, say, 3 percent on debt.

So what that neans is that the total weight
of the average cost that you're paying, the interest if you
will, ontop of that rate base to custoners every year, is

going to be, you know, that 7 percent and a wei ght of
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average cost of capital on 5.65 billion.

If you take 7 percent of 5.65 billion versus
Santee Cooper's |ower cost of debt on 7 billion, they're
actually very conparable on an annual basis. So that's
really what's happening, in that you are repaying the debt
up-front in the NextEra sale, because those bonds -- noney,
as Jerry has said, has been set aside to retire those bonds
over tine.

At the sane time, you are transitioning to a
I nvestor-owned utility that's charging a higher annual cost
of capital on a smaller rate base. And it just so happens
that, that annual amount charged to customers is relatively
conpar abl e.

SENATOR HEMBREE: So ny fol |l owup question
I's, the ratepayers are still going to pay for it -- | mean,
it's not comng fromanother state. It's not comng from
another -- you know, Florida ratepayers aren't going to be
paying -- contributing to this problem-- or the resolution
of this problem or are they?

MR MLLER | would say that the
outstanding -- and this -- I'Il be -- I'll be direct in ny
-- in ny best understanding. So right now you have 5. 65
billion in assets, right? Now, a -- and you have 7 billion
I n outstanding bonds. So you have nore debt outstanding

than you have assets, that would typically be charged to
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cust omers.

A large portion of that debt outstanding
relates to V.C. Summer 2 and 3, it's a power plant that
wi Il never be built. Now, in a typical rate-nmaking
situation, those costs would not be allowed to be passed on
to custoners. If you -- if you do not pass those costs on
to custoners, then that debt has to be taken care of
somehow.

And so in the reformplan there -- the
proposition is that there is no one else to take care of
that debt except custonmers over tine. But because it's
relatively lowcost debt, it's achievable at rates that are
conpar abl e, as opposed to the case in an investor-owned
utility when -- because you cannot pass those costs on to
customers, you're only charging custonmers for the used and
useful assets that are providing themw th power every day.

So they are paying for what is there in the
ground and for new assets that are comng on-line. But
because the investor-owned utility operates with -- it's
private capital, and there's a higher cost to that equity,
then there is an increase in the cost fromthose existing
assets that are then going to be regul ated by the PSC

SENATOR HEMBREE: | don't know how el se to
ask it. It just -- | understand the difference between the

7 billion and the 5.5 or 5.6, and why one -- you know,
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understanding that one costs nmore. But it still seems |ike
the ratepayers are paying off the debt, whether they pay it
t hrough NextEra or they pay it through Santee Cooper.

CHAl RMAN LEATHERVAN: Is that in the form of
a question?

SENATOR HEMBREE: No. I'Il nove on, M.
Chai rman. Thank you. Let nme ask you about the --

MR. COLELLA: Senator, | just wanted to --

SENATOR HEMBREE: Yeah. Sure.

MR COLELLA: -- add one sort of concept to
what you just said, which is if you think about the seven -
- yes, sir. It's John Colella. | just want to add to
t hat .

There's one way to sort of think about why
the rates are simlar, in both the sale proposal versus the
st andal one reform proposal is, is that the -- obviously,
money is fungible. And so there are a variety of different
ways that you could sort of think about how the ratepayers
ultimately is paying for that existing debt.

But one way to think about that, is that if
that debt was not there, in other words, if you didn't have
that excess debt on the books of Santee Cooper right now
that was, you know, put in place to fund V.C. Sunmer 2 and
3, then in this transaction, rates would be | ower because

more of those proceeds that are comng fromNextEra -- so
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call it that 9 and a half billion dollars of total
consideration -- nmore of that noney woul d be either
available to the state, or nore inportantly to apply --
I ncrease customer credits to ratepayers.

So you can think about the fact that the
opportunity costs associated with that 9 and a half billion
dollars of consideration not going to ratepayers directly,
because of the existence of that 7 billion dollars of debt,
I's another way to think about why it is that those rates in
the end are simlar.

SENATOR HEMBREE: Let ne ask about the 1.046
billion that's the debt defeasance penalty.

MR. MLLER Yeah

SENATOR HEMBREE: And I'm-- and let ne say
what | -- what | think it is.

MR MLLER Yeah

SENATOR HEMBREE: And tell ne where I'm
wong. Because |I'mtrying to get my head around that one.
That's just -- that is a penalty that has to be paid,
because the Santee Cooper bonds are being paid off early;
Is that correct?

MR MLLER That's correct.

SENATOR HEMBREE: Ckay. So that's just
money that's just plain lost. | nean, just to shift the

financing from Santee Cooper bonds to cash in bonds or
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equity in bonds fromNextEra, it's just noney that's --
that's -- that the ratepayers -- the ratepayers take a | o0ss
by making that transition of a billion dollars. Is that --

MR MLLER Yeah, it is an additional cost,
that is correct, that is triggered by the early retirenent
of all the bonds outstanding.

SENATOR HEMBREE: Got it. So it's just --

MR MLLER So if the bonds were not
retired or in-- or in any fashion, and were just repaid
over tine, then that noney would not be triggered or not --
that cost would not materialize in the same way.

SENATOR HEMBREE: | just think it's
important. | thought that's what it was.

MR MLLER Yeah

SENATOR HEMBREE: | just wanted to be sure
that it's inportant -- it seens inportant that the
ratepayers know that to do this deal like this would cost
thema billion dollars in early retirenent of the debt.

MR MLLER Yeah. So | think that's --
that's an inportant point, that, that billion dollars is
additional, it's increnental, triggered by the early
retirenment of the bonds. To John's point just now, you
know, the fungibility of nmoney, you can al so see that as
part of a sponge in additional costs, if you will, that

absorb sonme of the proceeds that would typically otherw se
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go to the state fromthis transaction

SENATOR HEMBREE: Ri ght .

MR MLLER If the purchase price were
unadj ust ed.

SENATOR HEMBREE: And | was just thinking --
that's what | was thinking about was, as John was tal ki ng,
that if you didn't have that cost there, it could either go
to the General Assenmbly, it could -- if we were selling it
anyway, it could go to the General Assenbly, it could go to
the ratepayers directly. There's a host of places where
t hat noney coul d go.

Because your sale price essentially -- if
your sale price is the sane, and you don't have this
billion dollar off the top, then you -- it could go
sonmepl ace else. | nean, it would be going to the seller in
some form whether that seller be rate -- whether you put
It in ratepayer formor whether you put it ina -- you
know, in taxpayer formby going to the General Assenbly,
that's howit would work. Isn't that -- is that right?

MR MLLER Yeah, | think that's generally
a fair characterization of that additional cost.

SENATOR HEMBREE: |'mlooking at this rate

freeze issue. |'mcurious about that. And | know the

senator for Dorchester had sone questions about this. |'m

trying to -- is that just a -- is that just a -- sort of a
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mar ket i ng i nducement to the CGeneral Assenbly to -- so we
can go back home and tell folks, "Hey, your rates are going
to be locked in for three years before they go up"?

l'mtrying to figure out why one woul d do
that unless -- and | understand it was a contractua
agreenent or a contractual offer by NextEra. But why woul d
one do that unless -- I'mtrying to figure out why sonebody
woul d do that.

MR MLLER Yeah. No, | appreciate that.
"Il answer from again, the perspective of us as advisors
and evaluators. | will defer to NextEra, itself, to answer
Its own notivations around it since that's -- again, |
can't speak to their notivations.

| can say that as advisors, the way we
| ooked at that fixed rate period was generally in the
context of the rest of their proposal where -- | nean,
fundamental |y, they are proposing to invest over 2 billion
dollars in a four-year period, retire, you know, a thousand
megawatts of coal, and put in a bunch of new generation,
solar, gas and batteries, as well as inplement a nunber of
operational efficiencies in the workforce.

So we | ooked at that in tandemwth a fixed
rate, which are fixed at levels that we deemto be
general |y reasonable within the context of Santee Cooper's

existing rates and existing rate base in terns of revenue
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certainty.

So you're trying to inplenent a | ot of
changes in a short period of time. And this goes to the
| egi sl ative ask as well. They're asking for pre-approval
of a large investment, with its own conditions attached to
It, which we've discussed and which is up for your
consideration. And at the sane time, are proposing to get
revenue certainty for custoners in that sane period, so
they know at |east what the top line cones in as they try
to manage how they deal with the bottomline.

SENATOR HEMBREE: The 941 million that's
goi ng back to the custoners, does any of that part of the
rates staying stable? |Is that counted toward that? O is
that in addition to keeping the rates stable, and then
they're going to get back 941 mllion in addition to that?

MR MLLER Yeah, it's an addition. So if
you | ook at the graph behind me, you know, their -- their
rate freeze is around that 71 nunber. And the
additionality of those rate credits and refunds, 941 brings
them down to the 64 that you see behind.

SENATOR HEMBREE: (Ckay. So | think -- yeah,
| think I'"mgetting it.

MR MLLER Yeah

SENATOR HEMBREE: So wit hout the 941, you

can't stay frozen there. That's making up -- that's --
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MR MLLER Ch, I"'msorry. You would --
you woul d stay frozen. They're proposing to fix rates
based upon an average systemrate level. And then in
addition to that fix, offer credits first of 541 to all of
those affected by the Cook litigation, and then 400 to al
ot her custoners. So all told over the four-year period,
you |l ook at a fixed rate level and then a reduction for the
credits, which is what you see represented behind you.

SENATOR HEMBREE: So if I'mto explainit to
one of ny -- to a constituent, I'mgoing to be able to say
your rates are going to be frozen, plus you're going to
receive credits of this nuch on top of that. Is that -- am
| doing that math right?

MR MLLER That's correct. The rates --
the level of the rate freeze is not the 64 that you see
behind me. That's inclusive of those credits over tine.

SENATOR HEMBREE: Ckay. Ckay.

MR MLLER Just to be crystal clear

SENATOR HEMBREE: Ckay. So that takes into
account the 941.

MR MLLER It takes into account the 941.

SENATOR HEMBREE: The 941 is what gets us to
t he 64.

MR MLLER That's correct. Yeah

SENATOR HEMBREE: (Ckay. | got it. So | got
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MR MLLER Yeah

SENATOR HEMBREE: So that's hel pful. And
guess lastly, and | don't know -- | guess it strikes ne,
just again early in this process, but when you' re | ooking
at the NextEra proposal has |ess enpl oyees, a quicker
transition to a nodern generation mx. And what we believe
private is nore efficient -- and I"'mnot sure is always the
case, dependi ng upon how wel | the privates run versus
whatever. But the ratepayers are still going to be paying
about a percent nore -- even with those increased
efficiencies, the ratepayers will pay nore at the bottom
l'ine.

MR MLLER Yeah, that's right. And,
again, sort of to add sone additional context to the rate
projections, which | think are probably hel pful for, you
know, your judgenent and exercise in decision-nmaking. The
rate projections you see here, you know, behind ne consi st
of a fewdrivers, up and down, relative to the reform plan.
That is what NextEra is proposing, and what we deemto be
ki nd of reasonabl e projections going forward.

So there is an increase in the cost of
capital, as we just discussed, relative to the addition of
equity on that rate base, versus Santee Cooper's, you know,

total cost of debt charged on the total 7 billion over
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Then there's the addition of the taxes,
state and federal and property taxes. And this takes into
account the fee in lieu of tax agreenents that they
proposed. Those two together add a few billion in costs
over the entire, you know, 20-year forecast.

And then Next Era makes up for sone of that
wi th additional operational savings, which include the
reduction in staff, the early retirement of the coal and
the savings generated fromthat, and additional savings at
t he headquarters |evel.

And then if you add the, you know, present
value of the 941 in rate credits and refund, that gives you
another 800 mllion in reductions. And that's -- that's
how you get to that one percent figure. You have an up and
then you have a down over 20 years.

But it's worth it to then add a few nore
characterizations to the projections. First in the
normal i zed projections that you see behind ne, the NextEra
rates do assune that they achieve sone of the savings that
they have proposed. But in our normalized projections, we
have not assuned they achieve all of the savings that they
have proposed.

So you may hear that there are additional

savings that could be achieved, and that is possible. It's
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al so possible that they do not do as well as we project,
and then rates are actually a bit higher. So they could do
better or worse over that projection period.

So we see that 5 percent kind of net prem um
relative to the reformplan. And that goes for Santee
Cooper as wel |, obviously, since the projections go for
bot h.

SENATOR HEMBREE: And then, finally, I'm
just trying to look at the -- to sort of the selling of the
state asset. And of course there's -- you know, it could
be -- and this is a debate -- you know, a policy debate up
here about the value of not exposing taxpayers to potenti al
ri sks by owning Santee Cooper. | nean, there's a -- you
know, that's a philosophical and financial discussion to
have that, you know, we have a lot of time to talk over --

some tinme to tal k about.

But |I'mjust kind of |ooking at -- just
| ooking at the sheet that -- well, this key terns that are
in here that -- you tell me if |'munderstanding this

right. A paynent to the state of 500 mllion dollars,
that's just -- that's the up -- that's the noney that goes
to the state -- you've got the noney in escrow, which may
or may not cone to the state. The hundred | just --

MR MLLER Yeah

SENATOR HEMBREE: -- woul d | eave that off to
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t he side.

MR MLLER That's right.

SENATOR HEMBREE: That's specul ative on
what's going to cone out of that.

MR, MLLER Yeah

SENATOR HEMBREE: So we get 500, but we're
keeping -- the state is keeping the liabilities of 525
mllion dollars. So | nean, am| getting that right that
we're -- we're -- we're essentially sort of giving it away
than keeping -- | nmean --

MR MLLER Yeah. And so if in a sense --
and this goes to what John was saying earlier, when you
say, you know, what is the value of Santee Cooper. You
know, first, we ran conpetitive process, we talked to al
the major players out there, and this is the -- you know,
we got nultiple bids, and this was the best bid that we
decided to put forward.

So fromthe sake of what is the market's
val ue of Santee Cooper, it's what you see behind us is what
you have to consider before you, right? So that's the
first point.

| guess the second point with regards to the
paynments comng to the state, yes, you' ve got a 500 mllion
dol I ar check that cones in. You have sone portion, zero or

somet hing out of that hundred mllion. And then you have
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525 million in liabilities that are triggered by the sale.
So that kind of gives you a wash, you know, net standpoint.

And then what is, you know, Santee Cooper is
now, which is the cap on the bal ance sheet, and what, you
know, woul d becones the state's. Because if not Santee
Cooper's, | mean, who else would it go to? It's the
state's fromthis deal to settle all of those other
liabilities that may or may not materialize, or to be put
to any ot her uses that the General Assenbly may deci de,
that woul d be the additional cash.

But you're right fromthe initial, you know,
certain paynents up-front, you know, 500 and then sonet hi ng
-- zero to sonething in a hundred, that's what you are
considering as up-front consideration.

The additional debt beyond the rate base,
the additional penalties on the debt, all of that serves as
an additional cost, in this particular instance, that woul d
absorb funds that otherw se mght go to the state in a
different context.

SENATOR HEMBREE: | appreciate it. Thank
you, M. Chairman.

CHAI RVAN LEATHERMAN:  Who's next?

MR SHEALY: M. Chairman, next is Senator
Davis. And for the good of the Conmttee, if thereis

anyone else that would |ike to be recognized for a first
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round question, please |let ne know.

MR MNG Actually, sorry, before we go on,
this is Zach Mng fromE3. | did want to just add one
addi tional point that we considered in the normalization
process, that | think has cone up a couple of tines today,
that | think is worth discussing.

But NextEra, while they are a private
entity, you know, in a nornmal -- a normal course of
busi ness, you woul d expect that a private entity has an
incentive to be nore efficient, because the nore efficient
they are, the lower their costs and the nore profit they
can make.

Even though NextEra is a private entity,
they are a cost of service regulated entity. And so they
don't benefit frombeing nore efficient by earning higher
profits. |If they're nore efficient, those costs to
ratepayer. |If they're less efficient, they're still able
to recover all of those costs in the formof higher rates.

So froma normalization perspective, we did
not attribute the public versus private factor in creating
any of the savings. We did recognize the fact that NextEra
Is a large investor-owned utilization, there are economn es
of scal e and synergi es possible by conbining operations
across the business. But we did not attribute anything to

the pure function of the fact that they are private and
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therefore have any incentive fromthat perspective to
I ncrease efficiency.

SENATOR DAVI S:  Thank you, M. Chairman. In
regard to the projected rates that we see up there on that
screen, in regard to the reformplan projected rates, if
somebody could explain to me what assunptions regarding the
contingent Cook litigation costs have been factored into
those rate projections.

MR MLLER Yeah, that's for that question,
Senator. | can answer it quite simply. And that is, in a
word, none. So there's no adjustnent up or down to the
rates you see for the Santee Cooper reformplan, to reflect
costs that may or may not be passed on to ratepayers as a
result of the Cook litigation. And as Jerry mentioned
before, that's largely because we are trying to stay in our
| ane within the process, the bounds of the JR and our role
as advisors. It was not out place to be involved in Santee
Cooper's settlement of the Cook litigation.

And furthermore, we did not have infornmation
to project any particular nunbers as to where possible
settlement funds would come from and how those woul d be or
woul d be not charged to customners.

SENATOR DAVIS:  Conversely, in regards to
the projected rates for NextEra, that is reflective of a

541 mllion dollar paynent to settle that Cook l|itigation,
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Is it not?

MR MLLER That's correct. And that's the
result -- as we talk about normalization, that is a
comm tment to fund those credits from NextEra, that was
part of their economc bid. So in other words, whereas in
Santee Cooper's case, we have no information from Santee
Cooper as to what noney would or would not go to custoners,
or what inpact on rates would be, NextEra has commtted to
providing a 541 mllion dollar customer refund. So we
included it in our rate projections, you know,
contexturalized as such.

SENATOR DAVIS: So if I'mgoing to nake an
appl es-t o-appl es conparison between those rate projections
on that -- on that graph there, one of them-- the NextEra
rate projection contenplates the Cook litigation having
been resolved. The other in regard to reform plan does not
contenplate that. In fact, we don't know what effect the
out cone of the Cook litigation would have on the projected
rates, do we?

MR MLLER That's correct. And | would
just say the key termis we don't know exactly what effect
that woul d have, given the infornation, you know, we have.
| would just really none regarding Santee Cooper's proposed
plans to deal with that litigation.

SENATOR DAVI S:  In | ooking through the --
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MR, FARANO  Senator, before |

SENATOR DAVI S:  Sure.

MR FARANG If | may interrupt for a
moment .

SENATOR HEMBREE:  Absol utely.

MR FARANOG Just to clarify one thing,
because the question you're raising is a good one. And |
think Nate's answer is obviously the correct one. | think
it's inportant for you-all to realize, because it goes to
the very point that you're raising, that NextEra's proposal
I's not conditioned upon a settlenment of the Cook litigation
at these terns or any other.

So in other words, if it gets to the point
where all -- if you choose to go with the sales proposal,
and after the agreenment is signed, time has passed, any
ot her required approvals have been obtained, if all of the
conditions precedent to NextEra's obligation to close have
been net, they are conmtted to provide that 541 mllion
dollar credit to ratepayers within 180 days after closing,
notw t hst andi ng whet her there has been or will be an
outcone to the Cook litigation.

So | don't think it addresses your other
question, which as Nate says, we have -- we nade no
assunptions around. But | think it's inportant to know

that there is a decoupling, if you will, of the actual
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settlement of the Cook litigation and the 541 mllion
dollar rate credit.

SENATOR DAVIS: Let ne ask a question maybe
a different way. |f you were to assune in those rate
projections that Santee Cooper's settlement costs was going
to be 541 mllion dollars, and assum ng they had sonme way
to cone up with that noney, what would that do to that rate
projection there in terms of being able to nake an appl es-
t 0- appl es conparison between that and what NextEra's
projections are?

MR FARANOG Yeah. So the NPD difference
over 20 years in those charts right nowis 161 mllion
dollars to the positive to the Santee Cooper reformplan.
If you took 541 mllion dollars and applied that as a cost,
right, to the Santee Cooper reformplan, then the NextEra
proposal would be 380 mllion dollars to the positive. So
| ower over the 20-year projection period.

SENATOR DAVIS: Let nme ask this question,
and I'mtry -- I'mlooking at the reform proposal and
trying to weigh that against the sale -- or the bid
proposal. Help me if -- is there any way for me to try to
monetize or quantify what the exposure to Santee Cooper is
in that Cook litigation? | nean, | understand there's a
settlement amount here of 541 million dollars, that

presunably represents what the two willing parties are
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willing to pay and accept.

But do we have any sense, or was there any
analysis given to that |awsuit, what the contingent
liability amount woul d be? Those factors. Because if we -
- if we go with the reformplan, we're necessarily saying
we're going to roll the dice and we're going to take
chances on whatever results in that litigation. And |
woul d be nore confortable knowing a little bit nore about
that in assessing the two options.

MR FARANO Well, that's a really good
question, Senator. And what we endeavor to do is have
fol ks obviously follow the ongoi ng docket in respect of
this -- the Cook litigation. As you-all know there -- it
has been quite active for any nunber of reasons.

One of the things that is clear, at |east
fromthe docket as we have explored it, is that full-on
contingent liability as to what one or the other side my
think the case is worth has been a -- not a -- I'mnot a
litigator, but it nakes sense to ne, has been assiduously
guarded in this case.

But what we were able to do, and it was in
the context not of trying to make a determ nation of what
Santee Cooper itself mght settle for, but in the context
of trying to evaluate whether the NextEra anount that had

been determned in connection with the plaintiffs' counse
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for the Cook plaintiffs nade sense, is to | ook at the
Central counterclaimin the Cook litigation.

And that counterclaim as | think |
expl ai ned before, we'll get you an exact nunber, if you'd
like one. It's public information. |It's someplace in the
high 400 mllions. And our viewwas that if that was the
counterclaimthat Central was preparing to assert agai nst
Santee, in respect for what would be arguably, if you're
Sant ee Cooper, its 70 percent share of the cost, then the
actual overall -- | should say an actual possible anount of
the total value of the litigation was soneplace in the area
of 650 to 660 mllion dollars.

Looking at it that way, again for purposes
of trying to pressure-test NextEra's settlenent about -- of
541, it seened, you know, within reason to us. Because
again remenber that, that settlement anount and that credit
that goes to ratepayers is separate and apart from whatever
the plaintiffs' |awers would be paid. And while that's
comng out of NextEra's pocket as well, it's a-- it's a
separate number that's probably not snall.

SENATOR DAVIS:  And in the process of
| ooki ng at Santee Cooper's reformplan, and then a dial og
with themin regard to the aspects of that reformplan, did
the absence of any resolution of the Cook litigation cone

up?
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MR FARANOG  You know what, |et nme get back
to you on that. | wasn't party to every conversation wth
them | think to Nate's point, we really did try to, as
advisors to the Departnent, and the process with which you
have charged them to make sure we weren't overstepping our
bounds. And Santee Cooper is an active defendant in a
case. It's a universe of privileged information.

Wi e we can follow the docket,
under standi ng what they're thinking or their litigation
strategy, we felt was not an appropriate place for us to
probe. So while we nmay have shared that with themat a
time, we were not trying to probe themon it. W did not
think it was appropriate for our role.

SENATOR DAVI S:  Yeah, | want to nove -- nove
now away from questions regarding Cook, and nore towards
Central. On page 10 of the -- of the report, about halfway
down, in talking about Santee Cooper's reformplan the
report says as follows:

"Acritical comercial relationship between
Santee Cooper and its largest customer, Central, renains
negatively affected by the historic friction between the
two organi zations and fundamental di sagreements over
certain operating strategies. Central maintains that its
customers want nore choice to provide their own power,

whet her that be providing it fromwthin their own
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territories froma grow ng conpetitive whol esal e market, or
frombehind the neters of individual custoners."”

Talk tonme alittle bit inregard to this
question of choice and conpetition anong energy providers,
and tell me about the degree of choice and the degree of
conpetition in regard to the reformplan as opposed to a
scenario where NextEra as an | QU conmes in and participates,
and presumably, would be subject to PERPA or other federa
regul ations in that regard, that Santee Cooper is not
subj ect to.

So explaintonme alittle bit about how
choi ces taken through their conpetition anong energy
production markets takes place in both of those exanples --

MR, FARANO That's a --

SENATOR DAVIS:  -- alternatives.

MR FARANG It's a very good question
Senator. And I'll defer to -- I'll defer to Zach to answer
it. | wll say that as a general proposition, as a
starting point, the Southeast renains, as does South
Carolina, a place where utilities for the nost part are
fully integrated. Santee Cooper's relationship with
Central changes that dynamc some -- a bit.

But it is a very traditional investor-owned
utility nodel. There is not a great degree of custoner

choice. W know fromvarious proposals that are in the
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CGeneral Assenbly right now, that it's being considered.
But today, there is not a |ot of custoner choice.

The issue around distributed energy
resources, and the discussion that, that engendered between
Central and Santee Cooper, | will certainly defer to Zach
on.

SENATOR DAVIS:  And while he's com ng up,
"1l just make this general observation. And the reason
why | asked that is, that |ast session we enacted
| egi sl ation, the Energy Freedom Act, which woul d oblige an
QU that if an independent power producer could general
power for |ess than the avoided cost of that IQU, that they
had to accept power purchase agreenents.

Sant ee Cooper, however, is not subject to
that Energy Freedom Act. And so | guess as in the context
of that, I'minterested in exploring which of the two
model s gi ves consuners choi ces, and which of the two nodels
creates nore conpetition as your production --

MR. FARANG It's a hel pful and great
question, Senator. And | think Zach is particularly well
suited to speak to that.

MR MNG So, yeah, ny nane is Zach Mng
the E3. | maght call on Nate as well to help ne here. It's
alittle difficult to directing conpare and contr ast

Next Era to Santee Cooper. As far as -- just sticking with
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Central. So in Central's current coordination agreenent
with Santee Cooper, there are limts on the amount of
di stributed energy resources that Central can devel op.

Sant ee Cooper has, in principle, agreed to
Increase those limts, to allow Central nore flexibility,
more custoners to devel op those resources.

SENATOR DAVI S:  What does that mean, "in
principle"?

MR M NG That neans that they haven't
executed the new coordination agreenent, but they have
agreed -- they have cone to an agreement that has not been
executed. Previous -- you know, today Central can devel op,
distribute energy resources up to 1.5 percent of their peak
load. In the new-- in principle, agree to a coordination
agreement, those limts have gone away. But there would be
an avoi ded cost nethodology to ensure that the -- Centra
woul d only be getting paid the anount that Santee Cooper's
costs woul d be avoi ded, essentially, through devel oping
those distributed resources.

For NextEra, NextEra has also agreed to
increase Central's flexibility, relative to what the
current Central coordination agreement is. So thereis a
increase in flexibility for NextEra as well.

| will need to follow up with the exact

percentage of how nuch higher that is, but it's -- it's
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hi gher than the 1.5 percent that Central has today with
Sant ee Cooper.

SENATOR DAVIS: A little bit nore questions
about the, quote, historic friction between the two
organi zations, in that fundanental disagreenents renain
over operating strategies. | mean, as |'mlooking at the
reformplan proposal, it's somewhat of a concern to me that
there is this degree of disconnect between Santee Cooper
and its largest custoner. Can you expound upon those --
those differences in operating strategies or culture, or
sonet hing that hel ps me understand the nature of that
underlying relationship?

MR MNG So as probably may fol ks are
aware here, the current contract between Central and Santee
Cooper gives Central what's called an opt-out right for new
generation. That means ever generator and contract that is
contenplated in the Santee Cooper reformplan, Central wll
have to sign on to that in order for Santee Cooper to
actually build each of those plants, and sign each of those
| arge contracts.

So Central still maintains a significant say
over those new resources. And so Central wants -- as we
have again nonitored the discussions between Central and
Sant ee Cooper, Central wants to have a say in devel oping

those plans. Due to the process, Santee Cooper devel oped
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their reformplan, that is in front of you now, sort of,
you know, by necessity on their own. But ideally, those
plans in the future woul d be devel oped with Central, and
Central would have to be on board, or else they wouldn't be
able to build the plants.

SENATOR DAVIS: Let ne stop you there for a
moment. So the rate projections in the reformplan that is
shown there, that makes an assunption that Central is going
to be cooperative, and that Central will not opt-out in
regard to any future power generation that Santee Cooper
brings on-line. |s that correct?

MR MNG That is correct, yes.

SENATOR DAVIS: (kay. So it nakes that
assunption. It also nakes the assunption, essentially,
that the Cook litigation is going to be zero cost or zero
liability, does it not?

MR MNG So if you think about the Cook
litigation, the plaintiffs in the Cook litigation are the
ratepayers of Santee Cooper, that have borne these historic
costs of the nuclear plant. So while it is true that if
Santee Cooper were to bear a cost of settling the Cook
litigation, the beneficiaries of that cost would be the
rat epayers thensel ves.

So it's kind of noney fromone pocket to the

other. That's why we haven't quantified it in rates. It's
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not clear that there's a direction that, that would go in
settling that litigation.

SENATOR DAVIS:  That's all | have for right
now, M. Chairman.

MR FARANG If | may, Senator Davis, just
toclarify a fewthings in respect of the relationship
between Santee and Central. Santee has made offers, that
we di scussed before, in respect of reformng the
coordination agreement with Central, offers to |ower the
tenor, offers to increase the anount of distributed energy
resources. That has not yet been nenorialized. So we just
wanted to nmake sure that, that was clear to you.

MR, SHEALY: M. Chairman, | need to ask if
there are any menbers that would |ike to be recognized for
a first-round question, who have not asked a question yet.

CHAl RMVAN LEATHERMAN: M. Chai rman

MR SHEALY: Senator Canpbel .

SENATOR CAMPBELL: M. Chairnman, just out of
curiosity, if you added 541 mllion dollars -- I"mnot sure
If this is Nate or Zach, probably. But if you handle the -
- if you add that 541 mllion dollars back into the Santee
Cooper rates, what would it raise that rate to be? That's
assumng that the cost to settle is 541 mllion, which it
may or may not be. But that's a little vague to us --

MR MNG Again, if you add a cost of 541
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mllion, that would be increased rates. But it would

ultimately be paid to ratepayers. So it is not necessarily
the case that it increases rates by 541 mllion, because it
woul d be paid to the ratepayers. So it's essentially zero.

Now, | guess that's probably as far as |
should go on that. |It's conplicated.

SENATOR DAVIS: M. Chairman, ny fol |l ow up
based on it's in relation to ny line of questioning here.

MR SHEALY: That's fine. That's fine.

SENATOR DAVIS: | would chall enge that |ast
statenent, in that if you |l ook at the Cook litigation, nost
of the exposure that Santee Cooper has is in regard to the
cross-claimand not in regard to the action by the
ratepayers. And so the statenent that they're paying it on
one hand, the ratepayers, but on the other hand they're
getting it back, I don't think that, that draws that
di stinction between the exposure they have on those two
clainms. Do you follow what |'m saying?

MR MNG Wll, I -- the way | would follow
up with that is that even though we are representative the
541 mllion dollar settlement for NextEra, as a benefit to
rates, it is not in fact -- it would not manifest itself
through rates. W are putting it into rates in this graph
here, for the purposing of apples-to-apples conparison.

But it actually would be paid directing to the plaintiffs,
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and woul d not actually be used to |ower rates.

SENATOR DAVIS: M. Chairman, it would be
hel pful to me -- and | don't know if this is possible, but
to maybe under certain scenarios inmpute what is bound to be
a cost of that Cook litigation into what those rate
projections mght |ook [ike. Because | don't -- | don't
know how to really conpare apples to apples here, where one
fully contenplates settlenent of all outstanding clains in
Cook, and the other doesn't contenplate any settlenent of
those clains. And it would just help ne understand,
graphically, what the difference --

CHAl RMVAN LEATHERVAN: Let ne ask a question
here. Wuld that be a refund to the ratepayers?

MR- M NG In which circunstance?

MR SHEALY: You're going to the 64.

CHAI RVAN LEATHERMAN:  Five forty-one.

MR MLLER W appreciate the questions.
This is obviously a huge outstanding issue with regards to
litigation, recognizing your point, Senator, as what the
rate inpact mght be. | think it's difficult for us in our
particular position within the process, to nake a prognosis
on that fact.

It's worth noting a couple of things,
perhaps, that there nay be an inpact to sone ratepayers.

That inpact can only be estinmated. And we probably do not
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have the particular bound in this process to do that
estimation.

The inpact may or may not paid fromsone of
Sant ee Cooper's existing cash. [t mght be financed over
time. In likelihood, it wll be some conbination of those
things. And | think it's something that is inportant for
the consideration of the General Assenbly. |It's certainly
an inportant question that could be posed to Santee Cooper,
itself, as well, but probably not one that we are within
our bounds and information to answer further.

SENATOR DAVIS:  March, it seens to ne -- and
| understand what you're saying, but it seems to nme that if
we gave you various sets of assuned fact, okay, assune that
the action costs this much, ultinmately, and assune this
much goes to the class, and assume this nmuch goes to
Central, given those facts, how would that affect these
rate schedules? |In other words, |'mnot asking you to make
a qualitative determnation as to what those anounts woul d
be, but responding to those variables and show ng us what
it would look like in terns of projected rates. | nean,
that would be within the bounds of what you could do, would

it not?

MR FARANOG Yeah, | -- look, | think we

need to be mndful of our role and where the process
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stands. W obviously want to be as hel pful as possible. |
thi nk what we've endeavored to do with the information we
had is to present, without getting out of our swm and
wi thout trying to nmake assunptions, three potential
proposal s for your consideration.

Wiy | think the role of the Cook litigation
IS so promnent in respect of NextEra's proposal, is
because they cane out to us with a solution. And we
thought it would be inappropriate to presuppose any
assunptions around what m ght happen with Santee Cooper.

I'ma little reluctant even now to go down
that pathway, as we discuss it, in large part because it is
an ongoing litigation where there is settlenent. | think
specul ati on around what assunptions mght yield would not
be appropriate. It certainly shouldn't be com ng fromus
as advi sors.

| think Santee Cooper, no doubt, is very
credibly addressing this litigation wth the parties to it.
And | think being seen to influence it in any way would
probably not be appropriate for us. So | |eave that to you
as a -- as an answer. | understand it mght be
satisfactory, but I think that's where we are.

SENATOR DAVI S:  Thank you. Thank you, M.
Chai r man.

MR SHEALY: If there are no other menbers
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for a first round question, this is the second round
questions. And Senator Setzler is next.
=======gudi 0- proofed from here to page

SENATOR SETZLER: M. Farano, if you -- if
you' d cone back, please, sir. | want to go right back to
this 541. And | heard what you said, loud and clear. But
there is -- keepinmnd -- and I, for one -- sone people
m ght be otherwise. | don't have a prejudice or a
preconcei ved opi nion of which of the three is best, but
this is gigantically conplicated for us to have to make a
decision. So you can't read anything into the questions of
being for or against one proposal.

Secondly, keep in mnd that all we have,
until later yesterday or early this norning, is a 100-page
summary. And now there's a thousand pages downl oaded on
the internet, | understand, of additional docunents that we
haven't been able to read.

So | think you've created, not
Intentionally, confusion around this 541. O the 541, how
much is a refund to the ratepayers of Santee Cooper, and
how nmuch is a rate credit to the taxpayer -- to the

rat epayers?
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MR FARANO So all | can do to answer that,
Senator, is point you to the legislation in respect of how
It is described. So if you |look to the elenent of the
| egislation we're in, the nature of the credit is outlined,
you W Il see that within 180 days there will be a refund or
credit to the ratepayers who were burdened by the Cook
litigation.

How that is actually acconplished, in terns
of whether or not checks are being cut or bills are show ng
acredit as alineitem | think it's nore appropriately a
question for NextEra. It's not a dodge. It's sinply the
truth.

SENATOR SETZLER: Did y'all ask then? Wen
eval uating their proposal, you didn't ask themwhich one it
was, the 541 mllion?

MR. FARANG. From an econom c perspective
the nature of how they determne to doit, | don't want to
say is immterial, but it doesn't affect the outcome. So,
no.

SENATOR SETZLER: Al right. So you didn't
ask them which one it was, then --

MR FARANO Well, again let me, if | may,
point you to the legislation. W accepted their
| egislation, and it is for your consideration to determ ne

whi ch one of those, or both, you are confortable wth.
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SENATOR SETZLER: But you don't get off the
hook by saying, "W got their legislation and it's up to

you. You had to evaluate in that your reconmmendation of
them as a purchaser

MR, FARANO W had to eval uate a nunber of
specific criteria that you set out for us. And we did.

Qur outcome, as was the charge of the Departnent, was to
present you with a best sales offer, a best managenent
proposal, and a Santee Cooper reformplan. Which we've
done.

W' re happy to answer questions, but that's
a-- that's a qualitative assessment or a subjective answer
that you're looking for fromme, it's -- that's not our
job. Really, that is yours that will help you decide
bet ween.

SENATOR SETZLER: No offence to NextEra, but
you are the experts and the advisors for the state, for
DOA. |f we ask NextEra, they're going to give us their
opinion. |'mlooking for a second opinion or another
opi nion other than NextEra's.

MR. FARANO But you're asking -- |
understand. And, again, |I'lIl just suggest that whether
it's arefund or a credit, we do not know the answer. Have
we asked then? Yes. Wat they told us was our |egislation

provi des for both opportunities.
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SENATOR SETZLER Al right. So
under standi ng whatever their proposed 42 pages of
legislation is, is that 540 to -- quote, to settle the Cook
| egislation -- | mean, litigation, end quote? Because |
understood that's what you said initially --

MR. FARANOG.  You are correct.

SENATOR SETZLER  So that is supposedly to
settle it.

MR. FARANO Correct. Because renenber, the
plaintiffs in the Cook litigation are the same ratepayers.
The 541 mllion dollar credit does not go to al
ratepayers. It only goes to ratepayers burdened by the
Cook litigation.

So the sinple way for ne to understand that
Is to ask nyself what does the nmean. It's the plaintiffs
class, okay? So the plaintiffs' class in the |lawsuit are
the folks to whom NextEra will give either a refund or a
credit in settlenent of the litigation.

What | ends potential credibility, it's not
one hundred percent certain as we've said, is the fact that
in their proposal, and you'll see this, | believe, there is
aletter fromplaintiffs' counsel to them Plaintiffs'
counsel |ooks at the proposed settlenent which manifests
itself in the legislation via the 541 mllion dollar rate

credit, and says, "W believe that our class, the people we
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represent, will accept that settlenent."”

SENATOR SETZLER:  And what about the -- go
back to the senator for Beaufort's -- what about Central's
cross-clai magai nst Santee Cooper, is it settled with that
amount of noney?

MR FARANOG. Central is satisfied that what
I's being proposed by NextEra, in respect of the settlenent
of the Cook litigation would, yes, get rid of their cross-
claim That's correct

SENATOR SETZLER: Is that in witing?

MR. FARANO That is in discussions with us.
That is reflected in the fact that they have negotiated an
al most-final PPAwth Central. And you'll have to ask
Central how they came to that |evel of confort.

SENATOR SETZLER So are -- you also said, |
t hought earlier today, that even if they closed -- if
Next Era cl osed and Cook didn't settle --

MR, FARANO That's right

SENATOR SETZLER  -- they're still going to
pay -- or give this 541 mllion dollars, correct?

MR. FARANO You're correct, Senator. Yes.

SENATOR SETZLER: Al right. So then are
the tax -- are the ratepayers of Santee Cooper still on the
hook?

MR FARANC So I'mnot a plaintiff's [awer
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nor am| a litigator, generally. But if and to the extent
that the plaintiffs' class, according to their |awers, has
been paid an amount that their |awers would recommend to
themas fair settlenent of a claim then | don't know that
they're going to have a great case.

You' d have to ask someone else. But the
theory is, if you' re seeking sonething in settlenment and |
give it to you, the -- your claimhas been satisfied, and
your ability to come after anybody else for it is
di m ni shed.

SENATOR SETZLER Ckay. So the 541 goes to
t he rat epayers.

MR. FARANO. Correct.

SENATOR SETZLER:  Supposedly.

MR. FARANG  Rat epayers burdened by the
Santee -- by the --

SENATOR SETZLER:  What about the | awyers?
Wo's going to pay the | awers?

MR. FARANO NextEra is paying the | awers

directing.
SENATOR SETZLER Is that in these docunents
MR FARANO  Yes, it is.
SENATOR SETZLER -- that we haven't gotten
yet ?
Garber Reporting
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MR, FARANO It's in the docunents that are
on the website, yes, and in the docunments that were
presented to the Chairman, as required by the Joint
Resol ution. Correct.

SENATOR SETZLER Ckay. So it's your
representation to the Commttee, that beyond the 541
Next Era is going to pay the attorneys --

MR FARANO That is correct. Uptoalimt
that you will see in the docunentation, we have confirned
that with NextEra in witing and orally.

SENATOR SETZLER And the attorneys fees are
not included in the 541 nunber.

MR, FARANO That is correct

SENATOR SETZLER Al right. Is the 541 in
Next Era's rate base that they want the General Assenbly to
approve in their proposed |egislation?

MR FARANO No, it's not -- it's not in
rate base.

SENATOR SETZLER Ckay. So it's not in
there. Al right. Wat about the cost of V.C. Summer 2
and 3, is it in their rate base?

MR FARANO No. It's not permtted to be.

SENATOR SETZLER: Ckay. And what about the
debt defeasance penalty?

MR. FARANO. The debt defeasance penalty and
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rate base, no, it's not an -- it's not an element to rate
base.

SENATOR SETZLER: Ckay. So you're sure al
three of those are not in there.

MR. FARANG Yes, | amsure.

SENATOR SETZLER:  So let's tal k about the
return on equity, a mnute. Wat all is included in their
return on equity?

MR, COLELLA: Their proposed return on
equity is a -- is a proposal that cones fromthem that
woul d be -- that we believe, although, you'll have to
confirmthem-- this with them but we believe is informed
by their experience in other jurisdictions where they
operate utilities, such as Florida and other data points,
that -- that are observable throughout the country in terns
of where PSCs have been granting, allowed ROES recently.
But again, we haven't confirnmed that with them So you'l
have to -- you'll have to --

SENATOR SETZLER What is that ROE?

MR. FARANOG. Their RCE is 10.2 percent.

MR. COLELLA: Yeah. So 10.2 percent.

SENATOR SETZLER:  10.2 percent return on
equity. And do you believe that the South Carolina Public
Service Conm ssion mght consider factors that NextEra has

not put in for consideration as a part of that ROE, where
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it would not be 10.2?

MR COLELLA: | don't know that we could
specul ate on that, other than to say that there are a range
of ROE outcomes throughout the country and in South
Carolina, that are not exactly 10.2. And so, you know,
again, we'll also have to defer that question to NextEra.
Again, we woul d be speculating if we -- if we tried to
opi ne on that.

SENATOR SETZLER (Ckay. So let's go back to
the costs of the Cook litigation, a mnute, as to Santee
Cooper. Is it built in-- it's not built in these rates
projections of Santee Cooper; is that correct?

MR- MLLER That's correct. There's no
cost associated with the Cook litigation built into those
normal i zed rate projections you see before you.

SENATOR SETZLER  And so if Santee Cooper
settles it, those would be built in, in all probability, in
the future.

MR MLLER Yes. Depending on the form of
settlenent and the mechani sm by which the settlenent is
funded, yes.

SENATOR SETZLER: And woul d you agree that
by not settling the cross-claimin the Cook litigation,
that, that puts additional pressure on Santee Cooper in

anything they try to do?
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MR MLLER | believe that woul d be beyond
the speculation that | would put forth on my own person.

SENATOR SETZLER:  (Okay. In the NextEra
proposal -- and | don't know if this is for you or for
somebody. Maybe it's in tomorrow -- inthe -- in the
Next Era proposal is there any -- as was done with the
Dom nion deal, is there any allocation of board seats,
etc.? And if so, where do they conme fromand who are they?

MR MLLER In the Dom ni on managenent
proposal, you nean?

SENATOR SETZLER:  No. In the NextEra
pur chase proposal, does anybody in South Carolina get a
seat on their board, either from Santee Cooper, Central,
whatever? And if so, what are those conditions of being
t here?

MR MLLER Yeah, | nmean, I'll defer to --
my understanding is --

MR FARANO No, that level of granularity
as to what the -- what the new-- if NextEra was to acquire
Santee Cooper's assets, and we name their utility Santee
Cooper Power and Light, the level of granularity around who
may or may not be on that board as opposed -- obviously,
Next Era has the big board -- has not been determ ned.

Ceneral ly, again, this is only one person's

experience. In the context of wholly-owned subsidiaries,
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boards of directors are really a function of conplying with
state law in order to nake sure the fiduciary obligations
that are otherw se inposed by that |aw are net.

It is not conmon in a wholly-owned
subsidiary situation to have outside directors.

Oftentimes, because they are purely perfunctory insofar as
a sharehol der proposition, the holding conpany is running
the activity, is playing the role of a shareholder, they're
usual |y internal boards.

SENATOR SETZLER: Are you aware that in --
when Domi ni on purchased SCANA, | believe that SCANA -- or
representatives here in South Carolina got two seats on
their big board?

MR, FARANO On Dominion's board

SENATOR SETZLER:  On Dom nion's board.

MR FARANG | understand.

SENATOR SETZLER:  And don't you think it
woul d be inportant to South Carolinians, if NextEra is the
purchaser, to have representation from South Carolina on
their big board, nmaking decisions relative to the citizens
of South Carolina?

MR, FARANO W |eave the determ nation of
an issue like that to you. And you are the fol ks who coul d
make t hat happen, and who are | ooking out for the interests

of the citizens at that level. But certainly that's a --
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SENATOR SETZLER: So there's nothing --
MR. FARANO -- an effective question
SENATOR SETZLER  -- in the documents that

have been negotiated, that we're going to vote on, that
assures South Carolina representation on NextEra's big
boar d.

MR. FARANG: On the board of NextEra's
publicly traded entity, no, there is not.

SENATOR SETZLER  Ckay. Let's talk about
what you -- what kind of tax relief NextEra is requesting.
You say on page 20, "Qther tax exenption agreenents."”

Let ne tell you where -- where our problem
Is, M. Navaro, and this -- this isn't necessarily
Next Era's probl emor anyone el se's, except this deal is so
conplicated, you say -- we hear on one side, you're paying
off the debt. But on the other side they're getting X, Y,
Z, A, B C D Wll, we can't balance those off. W don't
know what they are. So can you y'all prepare for us, a
list of all the tax benefits and values that NextEra is
requesting in the agreenent or in the |egislation?

MR. FARANO. Let us speak with the
Department about preparing a list. | think in respect of
the tax issues that Bill and Gary can speak to directly,
"1l obviously defer to them

What | did by pulling up this slide, is just
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to | ook again at the business proposition. Because | don't
want to create confusion, so if there's a confusion around
def easance of debt on the one hand, and what the state or
the ratepayers or the taxpayers nmay be getting on the
other, we could certainly walk through that again, if you
think that would be hel pful, Senator.

SENATOR SETZLER  Well, for exanple --

MR. FARANG  Yes.

SENATOR SETZLER. -- |'ve heard that
Fairfield County has agreed to a fee in lieu. Wat's the
value of that? |1've heard that NextEra wants to have the
sane property tax exenptions that Santee currently has. |
may have m sunderstood you, but | thought you said over 30
years, that was 2 billion dollars? Did | understand that
correctly?

MR FARANOG  You didn't hear that from ne.
So | apol ogi ze.

SENATOR SETZLER:  Can you put a dollar

anount on that?

MR FARANO Let ne -- let me turn it over
to the experts. | don't think we have a dollar anount.
But | will -- | amout over ny skis in and taxes. So |'l|

turn it over to the fol ks who know
MR MJSSER  Bill Misser with Pope Flynn,

My understanding of their ask, is that as to the acquired
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assets which Santee Cooper is paying a fee in lieu on right
now, they want that same fee in lieu treatnent to continue
for 30 years.

And with respect to the new construction,
they're going to be negotiating fee agreenents with
Fairfield County, or whatever other county they site a
facility in. And that's outside of the proposal. That's
sonmet hing they appended to their proposal. And they
haven't really asked us to weigh in on --

SENATOR SETZLER: So y'all haven't
calculated the cost to the state for the tax property
benefits over a 30-year period?

MR MJSSER Well, not with respect to the
acquired assets. | think the working assunption has been
that the payments over to the state, with respect to the
exi sting assets, would continue at about the same anount or
percent the same fornula they -- that they're currently
cal cul ated a percent to.

Wth respect to Fairfield County, we have
not gotten into their deal with Fairfield County. W don't
know what kind of benefits they've negotiated, what mll age
they' ve negotiated, what their prom sed investnent woul d
be. And they, | think, also offered inducenent agreenents
with several other counties, too, that they' re considering

siting facilities in. That was not included in their
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proposal. It was sonething that was new

SENATOR SETZLER  And I'mnot trying to be
difficult. I'mtrying to --

MR MLLER No, no. | understand.

SENATOR SETZLER: |'mtrying to get the
information. So if we got Uility Xthat's currently doing
business in this state, and paying property taxes on their
assets, and NextEra is not going to pay property taxes for
30 years, there's a value to that to NextEra and there is a
| oss to the state of there -- or to the counties. W don't
have a cal cul ation of that anount of noney?

MR MLLER Just a quick clarification that
-- Nate fromE3 again -- that really it's a foregone tax
revenue i s obviously --

SENATOR SETZLER  |I'msorry, | didn't
under stand you.

MR MLLER | just wanted to clarify that
when we tal k about, you know, who is benefitting from what,
at least fromthe position of the evaluators of the various
proposal s we received, we see, you know, any increase in
taxes, including property taxes, would al so be an increase
In rates to ratepayers, because the taxes are passed on to
ratepayers. So there are not additional noney com ng out
of NextEra's pockets, it's nmoney that they're turning

around and then charging to ratepayers.
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SENATOR SETZLER: | do understand that. But
still I -- the question is: How much is it? How nmuch of a
break?

MR MLLER Yeah. So again, we'll want to
get back to you with specific numbers, to the extent that
we can.

SENATOR SETZLER:  So you don't want to give
us a list. Tell us what other income tax exenption
agreements are in these docunents, that we haven't seen or
had an opportunity to read, that we're going to be asked to
vote on. |'mnot --

MR MLLER Well, there aren't --

SENATOR SETZLER: | can tell you |I'm not
about to vote on sonething that | don't have a ful
understandi ng of what it contains and been expl ai ned.

MR MJSSER  Yes, sir. Inthe -- in the
| egislation there's a statement that during the rate freeze
period, which is a four-year period, the state incone taxes
w Il not be assessed against their incone, and that |osses
will be carried forward. And there's also --

SENATOR SETZLER  Say that one nore tine
slowy.

MR MJISSER Wth respect to the rate freeze
period, the four-year period for which they're -- nore than

four-year period for which they're freezing rates, there
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w Il be no state incone taxes paid by NextEra.

SENATOR SETZLER: And what is the dollar
benefit of that to NextEra --

MUSSER: That woul d be --

SENATOR SETZLER: -- over that four-year
peri od?

MR. MUSSER. That would really depend on a
totality of circunstances, their incone, their expenses.
It would be very hard to determne that.

SENATOR SETZLER: Did you estinmate that or
di scuss that when you were evaluating the two sale
proposal s you had?

MR MUSSER: | don't believe that was
di scussed, sir.

SENATOR SETZLER:  You don't think that's
I mportant to the state to know that?

MR FARANO It was taken into account in
the rate projections, what the inpact of noving fromtax
exenption to taxability would be. And also just to answer
your question before, because | don't think it was clear:
there are probably 20 or 30 tax exenption agreenents that
are being sought by NextEra, the execution of which is a
precondition or a condition precedent to their obligation
to sign. That is in the report.

Certain of the exenption agreenents,
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bel i eve, that have been executed are within the
docunmentati on that was posted |ast night, and were part of
the docunentation that were presented to the Chairs of the
commttees as required by the |aw.

SENATOR SETZLER: So can you give us a |ist
of those 20 or 30 tax exenptions that they're requesting?

MR FARANO We'll have to talk to them
around confidentiality. But certainly, if they agree to
It, we can.

SENATOR SETZLER: Wait a mnute. | thought
you just said it was posted on the internet.

MR FARANO Only the ones that have been
executed. Not all the ones that they are seeking.

SENATOR SETZLER: Are there others that they
are seeking inthe -- in the legislation?

MR FARANO. So that | can be clear, the
nature of their proposal -- if you look at their proposa
and you | ook at the Asset Purchase Agreenent, one of the
conditions -- or at the Asset Purchase Agreenent as well as
the legislation, they are seeking a tax proposal around
exenpti on.

Part one -- part of that tax proposal that
they have nade it very clear if they do not have, they wll
not sign, are getting tax exenption certificates from-- |

think we get you the exact nunber. | believe it's between
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20 and 30. | think at this point they have six. They are
chasing the others.

SENATOR SETZLER:  And do the others involve
the State of South Carolina as a party?

MR FARANOG | don't think they' re state tax
exenption certificates. | amnot well versed enough. |
think it's all localities.

SENATOR SETZLER: So the folks in this room
and the 170 nmenbers of the General Assenbly are not
entitled to know what those 20 or 30 tax exenptions are
before we're asked to vote?

MR. FARANG. | think you m sunderstood ny
answer .

SENATOR SETZLER  Ckay.

MR. FARANO So | apol ogi ze.

SENATOR SETZLER: Pl ease.

MR FARANO Let nme neke it clear. W wll
get you what you are requesting.

SENATOR SETZLER  Thank you.

MR FARANG | don't have it for -- at the
top of ny tongue.

SENATOR SETZLER  Ckay. | did not
understand that. Al right. Back to the RCE. Does it
I ncl ude abandoned property too?

MR COLELLA: If you're -- if you're
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referring to -- so the ROE would be -- would be applied to
the rate base. So in this particular case, the opening
rate base of roughly 5.6 billion dollars. And so it would
be applied to -- the 10.2 percent allowed RCE woul d be
applied to the equity conponent of that rate base, so
roughly half of that rate base nunber.

SENATOR SETZLER:  So here's ny question in
sinmple terms on behal f of the other nenbers of the Senate.

MR, COLELLA: Sure.

SENATOR SETZLER: So if they build a new
facility and they shut down a facility, do they continue to
use the closed facility in their return on equity
cal cul ations?

MR COLELLA: So the return on equity would
apply to only those investnments that ultimtely are deened
to be used and useful either by virtue of the enabling
| egi sl ation that has been proposed. So in this particular
case -- in that particular case, the 2.3 billion dollars of
generation investnments, or any investnments beyond that,
ultimately, that are deenmed to be prudently incurred by the
PSC after the four-year rate freeze.

MR MNG John, can | clarify that?

MR, COLELLA: Sure. Go for it.

MR MNG Zach Mng from E3.

SENATOR SETZLER:  Yes, sir.
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MR MNG Soto followup on that. In
Next Era's starting rate base of 5.6 billion, that does not
i nclude any of the V.C. Summer 2 and 3 nucl ear assets. So
they do not earn a return on or of those abandoned nucl ear
assets.

SENATOR SETZLER  Ckay.

MR MNG NextEra does propose in their new
generation plan to retire coal, nanmely the Wnyah unit, and
they would continue to earn a return on the -- on that
asset over a period of 30 years.

SENATOR SETZLER: Even once it's been
abandoned.

MR- M NG Even once it has been retired.

SENATOR SETZLER: (Okay. |It's been retired -

MR MNG Yes.

SENATOR SETZLER: -- not abandoned.

MR MNG Yes.

SENATOR SETZLER  And under the proposal,
just to clarify for ne, of leaving liability with the
state, if they do that after the purchase, the state's
still responsible for any problens that come with that
facility, liability-w se?

MR. FARANGC.  No.

MR MNG No. That is -- those costs would
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be recovered fromratepayers. And just to clarify, the
reason they are retiring the plant is because it is cheaper
for ratepayers to pay for the new gas plant and the old
coal plant --

SENATOR SETZLER  Right.

MR MNG -- rather than keep the coa
pl ant running.

SENATOR SETZLER:  And | do understand that.
Ckay. Al right. And | got a question of sonebody about
territories served.

M5. MUSSER  If | could, I'Il clarify one
thing --

SENATOR SETZLER  Sure.

MR MJSSER -- that was said a nonent ago.
On the tax issue during the rate freeze period, in addition
to the exenption fromincome taxation, they' re asking for
no other taxes or assessnments by the state or any of the
| ocalities to be assessed, other than the fee in lieu of
taxes. That's also in the |egislation.

SENATOR SETZLER: Al right. So you're
saying that during that four-year period, they want to pay
no taxes at any governmental |evel in South Carolina.

Peri od.
MR MIUSSER: Al they want to pay is the fee

inlieu of tax provision --
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SENATOR SETZLER On the Fairfield.

MR MISSER On Fairfield -- well, no, on
the -- on the existing assets, pursuant to the sane
legislation. It's the same -- tailored to be the sane as
Santee Cooper's existing fee in lieu legislation, together
with whatever fee in lieu of taxes they negotiated under
the | ocal agreenents that M. Farano nentioned.

SENATOR SETZLER. So they want to be treated
differently than any other utility in this state is
oper ati ng.

MR MJUSSER During the rate freeze period,
the only tax burdens they -- they are going to assune are
the fee in lieu of taxes.

SENATOR SETZLER: Ckay. So the -- you are
the one to answer a question about securitization that's in
that |egislation?

MR MUSSER Either | or Gary can probably
answer that.

SENATOR SETZLER | understand they're
asking for the right to secure tie -- to have the right to
secure ties, correct?

MR MJUSSER  Yes, sir.

SENATOR SETZLER No other utility in this
state has that ability, right?

MR MISSER It is newto the state. Yes,
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sir.

SENATOR SETZLER  And it applies only to
Next Era, or to every utility in the state?

MR MISSER As it's drafted, it would only
apply to NextEra. It is something that has been used in
ot her --

SENATOR SETZLER  Wow.

MR MIUSSER It is something that has been
used in other jurisdictions.

SENATOR SETZLER: Ckay. Wo can answer a
question about territory?

MR. FARANOG  Sure.

SENATOR SETZLER:  Custoner-served territory.

MR. FARANO  Yeah.

SENATOR SETZLER: W currently have a
provider in the Upstate. W have a provider who purchased
SCANA, who are serving custoners. And we have in place a
territorial assignment lawin South Carolina. Are you
famliar with that?

MR FARANO W have reviewed it. I'mnot a
South Carolina |awer. But, yes.

SENATOR SETZLER: Central is the biggest
custoner of Santee Cooper. |If NextEra is successful and
t hey purchase Santee Cooper, how many of the custoners in

this state would NextEra then be serving?
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MR, FARANO So as | understand it -- that's
a very good question, Senator. Currently, directing and
indirectly, Santee Cooper serves about 2 mllion customners.
Those custoners are direct-serve customers, residential,
comrercial, and industrial, all of whompay retail rates.
Those customer -- and then the custoners are whol esal e
customers -- there are a few whol esal e custoners in
addition to Central. But as you point out, Central is the
| ar gest cust oner

If you look through Central to its menber
cooperatives and to their ratepayers, they are included
withinthat 2 mllion nunber that | just mentioned.

SENATOR SETZLER:  Ckay.

MR. FARANO |f the --

SENATOR SETZLER: Go ahead. |'msorry.

MR FARANOG | just want to -- sorry about
the --

SENATOR SETZLER No, that's fine.

MR. FARANG Just to answer directing. So
I f NextEra conpletes an acquisition, if you approve it, of
Santee Cooper's assets, that ratepayer universe woul d
remain the sane.

SENATOR SETZLER: Do you know off the top of
your head, or have an idea, of how many custoners Duke

currently serves in South Carolina?

Garber Reporting
info@garberreporting.com




© 00 N oo o B~ W N

N T N N S T N N o e =
g A W N P O © O N oo o A W N P, O

HEARING PROCEEDINGS
Page 192

MR, FARANO In South Carolina, | don't. W
have that information --

SENATOR SETZLER  Does anybody on the team
know t hat ?

MR. FARANO  Does anybody know off the top
of their head? Not off the top of our heads.

SENATOR SETZLER: Al right. So if Dom nion
were successful as the bidder on a management proposal --

MR. FARANG  Yes.

SENATOR SETZLER. -- and | raise the sane
question and concern about that proposal, Dom nion
pur chased SCANA, so they have SCANA's current territory
plus another 2 mllion custoners.

MR. FARANO They woul d be nanagi ng Santee
Cooper - -

SENATOR SETZLER  Correct .

SENATOR DAVIS:  -- with 2 mlIlion custoners.
Yes, sir.

SENATOR SETZLER Right. So do you know the
total amount then, that Dom nion woul d be serving through
Itself and Santee Cooper in South Carolina?

MR FARANO At that point, | -- | -- |
don't know the exact nunber. But | presume it's the vast
maj ority of custoners within the state.

SENATOR SETZLER: Al right. 1'mgoing to
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go back to the question that sonebody over here asked
earlier today, and you nade the comment you have three of
the biggest, if not the biggest, providers in the country,
that would be in South Carolina. Did y'all consider

whet her that was a ratio that was fair to the citizens, to
have one conpany or another serving a |arger mgjority than
the other two conpani es?

MR FARANOG. W took into consideration,
particularly in connection wth the managenent proposal,
whet her given Domnion's footprint in the state already,
and | think we tal ked about this in considerations, there
are issues around both conflicts and -- and what -- and how
that mght position Domnion years fromnow. So, yes, we
did. W discussed that. It did not, as you can see,
ultimately inpact our decision to recomend that to you.
But we did.

In terms of NextEra, who at this point does
not have any footprint within the State of South Carolina,
we didn't specifically look at it vis-a-vis it now, along
with Duke, which | think has a relatively small footprint,
and Dom ni on, which obviously has a large footprint, we
didn't get into that type of value judgenment. No.

SENATOR SETZLER: So when Next Era proposes
that they be granted the right to secure ties in South
Carolina, did you discuss with themwhy they wanted t hat
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ability?

MR, FARANOG Yes, of course we did.

SENATOR SETZLER: Ckay. And so why -- what
did they tell you, the reason they wanted to do that?

MR FARANO I'Il let John speak to it nore
definitively. But one of the reasons that fol ks seek to do
securitization is, that ultimately it is a |lower cost of
cap -- a |lower cost of capital financing route that wll
redound to the benefit of ratepayers.

So part of why they were using
securitization, and part of why it's used routinely around
the country and other jurisdictions, is it has the dual
benefit, potentially, of adding to both sharehol der and
ratepayer values. So it's a very useful type of financing.

They shared that with us. It is not
sonething with which we are unfamliar. And so the fact
that it is new here, while we understand that, if you | ook
at a broader universe of what is considered common, it is -
- it is quite coomon. Well, I'll turn it over to John.

MR COLELLA: The only thing | would add to
what Jerry just said is, that in this particular context,
you know, we believe that they -- NextEra sought to enpl oy
a securitization in part, because as Jerry said is a |ow
cost of financing, and as a result, | think, allowed them

in their proposal to accrue greater benefits to the
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ratepayers as well as to the state, by virtue of the
payment to the state as a result of that |ow cost
financing.

SENATOR SETZLER: Do you believe that woul d
be a level playing field, to allowone utility in the state
to have a right that the others don't?

MR COLELLA: You know, again within the
context of our process, we didn't make any judgenents
around other utilities in the state that were not
participating or that did not directing have to do with the
Sant ee Cooper process.

|'mjust saying again that, in the context
of our process and what our nandate was, one of the things
that was a fundanental tenet in the way that we designed
and ran our process is that we did want to make sure that
we all owed for any process participant to enploy creativity
in terns of how they structured their proposal.

W believe that the securitization in the
context of the NextEra proposal was consistent with that
fund -- that approach that we took. And we do believe that
it ultimately has allowed for greater value to be conveyed
overall in the context of the proposal. Sone of which
ultimately accrues to the benefit of the ratepayers, and
sone of which ultimtely accrues to the benefit of the

state by virtue of the direct paynent.
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SENATOR SETZLER So in essence, it would
allow themto construct new facilities, if they wanted to,
at a lower rate than other conpetitors.

MR COLELLA: In this particular context, it
allows themto finance their proposal, using a | ower cost
of capital, overall, than had they not utilized a
securitization, yes, in our view

SENATCOR SETZLER  Thank you. Somebody over
here, one of you addressed the issue of the current val ue
of Santee Cooper. | believe you said it was 1.5 or 1.8
times the rate base. |Is that correct?

MR. COLELLA: Yeah, the point that | nmade
was that if you | ook broadly across the narket at
utilities, electric utilities in particularly in this size
range, that have been bought and sold over the |last several
years, say the last three to five years, our observation
I's, is that those transactions -- nmany of which, by the
way, are larger than this one, sone of which are in the
region, some of which are smaller, but certainly Santee
Cooper would be within the range of observable data points
-- that those transactions have generally occurred as a --
as a nultiple of rate base, which in this particular
context we think is a useful way to think about val ue.

There are other netrics, of course, that the

mar ket pl ace | ooks at -- |looks at. But given the fact that
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this is a unique situation, in that Santee Cooper is
transitioning frompublic to private ownership rate bases
Is the easiest, in our view, nultiple -- or rather metric
to | ook at.

And w thout being overly specific, if you | ooked
at the recent transactions, they've occurred as multiple
rate base, sort of inthe md to high ones, in sone cases
even low twos. And if you | ook at the total consideration
of 9.6 billion dollars against the 5.6 billion dollars of
rate base here, the resulting multiple would be -- would be
within the range, in our view, of transactions that have --
simlar transactions that have occurred in the marketpl ace.

MR SETZLER: And | heard you say that the
first time. Really, what |I'mlooking for out of you is
what is a low-- what is the low and what is the high?

What is the range of the current value of Santee Cooper, as
It sits today, that somebody's trying to buy? |t goes back
to the question the senator fromGeenville and the senator
from Newberry made, if you're going to buy sonething,
you've go to know what the value of what you're selling is
-- or what you're buying.

MR. COLELLA: Yeah.

SENATOR SETZLER: G ve us a range.

MR COLELLA: 1'd like to follow up with a

sort of specific, sinply because | don't have the data
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points at ny fingertips in terms of the low-- the | owest
and the highest transaction nultiples that have occurred
over the |last several years. W' d be happy to follow up
with you on that.

But | would say, though, is that the -- the
resulting value that we were able to achieve in the NextEra
proposal was in our view a function of what was a
conpetitive process, one in which we were able to notivate
NextEra to increase their ultimte proposal, in terns of
where they ended up relative to where they started in their
initial proposal. So it was a result of a good neasure of
negotiation that was led by the DOA and we as advisors
participated in that process.

And, again, we can follow up with you the
specific -- with a specific answer to your question around
to the range.

SENATOR SETZLER: That's a great answer
without giving ne an answer. And we all in the field we're
In participate in the same process, so | don't fault you
for that. But | don't understand how you understand that
it's within the range if you don't know what the range is.
And |'m being candid with you.

MR COLELLA: Yeah. Sure. No, we do -- we
do know what the range is. As | said, | think that it --

so if you look at the 9.6 billion dollars, roughly, of
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consideration in this -- or 9.4 billion of consideration
against the 5.6 billion of rate base, that results in a
roughly 1.7 times ratio.

And, again, that would be within the range
of observable data points for simlar transactions. And we
can follow up with you wth a list of what those are.

SENATOR SETZLER:  Wen do you think you'l
get those?

MR COLELLA: We can get that to you in
short order. We'Il coordinate with --

SENATOR SETZLER: |s that within 24 hours,
while you're still here?

MR COLELLA: | believe we can.

SENATOR SETZLER Ckay. Al right. M.
Navaro, |let ne ask you -- Farano. Excuse ne.

MR FARANOG: That's okay. | was just going
to say --

SENATOR SETZLER  Far ano.

MR. FARANO Navaro is great. W have a
junior associate naned Navaro, who's going to take great
joy if she watches this and you were namng ne that. But
pl ease go ahead.

SENATOR SETZLER: It's kind of like Setzler,
you know, you --

MR FARANO | was going to say. | get it.
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| get it.

SENATOR SETZLER: Talk to us a little bit
about what's been in the paper, all the discussion about a
contingency fee agreenent --

MR FARANG  Ah, yes.

SENATOR SETZLER: -- which was addressed
yesterday, very astutely. And we appreciate it being
brought out directly. But discuss that with us just a
m nut e.

MR FARANO Certainly. So when the
Department sought to retain advisors in connection with
this process, it put out an RFP for services with which --
In respect to which responded, of course.

One of the things that it asked for when it
put out that RFP is, "Could you give us a breakdown of what
you m ght charge through different phases of the project?"

And maybe just as a -- as a starting point -

SENATOR SETZLER:  And by the way, |'m not
one who's criticizing it. | want -- | want to understand
It and be sure everybody in the commttee understands it.

MR. FARANO  Thank you, Senator. |
appreciate that very nuch. So our nodel is pretty sinple.
We just -- when you say it out loud, it alnost sounds bad,

but we sell tine for noney. W charge a certain rate per
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hour. And that is how we get paid.

There are other [awers, and occasionally
our litigators, will engage in contingency fee
arrangenents. But what we do on the corporate side
certainly isn't set out to be done on a contingent basis.

W responded to the RFP and set out sone
dol lar values for the different pieces of this process. |
bel i eve we thought up to now our range was someplace in the
order of a mllion and a half to 4 mllion dollars to get
where we are today, or actually to get where were we --

SENATOR SETZLER:  For your fee.

MR. FARANO. -- presented to -- that was our
estimate.

SENATOR SETZLER  Sure.

MR FARANOG. But it was all done in charging
by the hour. W did note that the RFP suggested to |aw
firnms who were bidding in response to it, that the
expectation would be if you-all recommended a sale, and
therefore, the sale -- the transaction had to be conpl eted,
that the expectation would be the |aw firmwoul d undertake
that as well.

So we broke that down, and the RFP asked for
it, as another nunmber. And | want to say -- |'d have to -
| ook nore specifically, but maybe we said it's another
500,000 to 2 milion dollars.
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Part of our bid was also to offer up a cap
on fees, okay? And what we said is, well, let's defer a
certain amount of noney, so that if we get to a point where
you-al | decide on a sale, you know we're going to show up
at the end to do it.

We don't get a nickel of that noney as any
contingent basis. It's merely we will need to do nore work
I f the deal goes the sale route and we have to close and we
-- there would be -- there would be a cushion. Because we
-- keep in mnd we're working to a cap, we're endeavoring
to be efficient, and we just know that you woul d have the
confort -- or the Departnent, know ng that you'd see the
same faces closing the deal as who worked on the deal. And
the only thing we would get paid for is the noney that we
woul d charge fromthe tine that you reconmended a sale to
cl osing.

Al that said, this came up, | think, in the
medi a back in August. And the Departnent brought it to our
attention. And the idea that it could be |ooked at as
sonet hing that was ot herw se not appropriate, or that would
cause distraction, you know what, we said, "The heck with
this. W're just going to charge by the hour."

And we have since our very first bill, sent
out for all of our tine. The Departnent, thank you to its

great credit, has paid us. And so that --
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SENATOR SETZLER: | don't think Ms. Adans is
not going to pay you

MR FARANG | don't think she's not going
to pay us either. W have every faith in Ms. Adams and the
staff. So, hopefully, that was hel pful to you and
addresses the issue.

SENATOR SETZLER  Well, it doesn't quite
clarify what | thought | heard yesterday, or the day before
yesterday, or |ast Thursday. The days run together. |
t hought | understood that everything had now been paid. So
that was no contingency, | thought was what | heard. Have
you been paid?

MR FARANG Every bill that we have sent
you, Yyou-guys have paid in full. W have no -- there is no
out st andi ng account receivable right now.

MR SETZLER That's not ny question. M
question is you have -- you were going to pay -- get paid X
up until a determnation of the sale.

MR FARANG  COh.

SENATOR SETZLER  And you were going to be
paid Y afterwards --

MR FARANO  Sorry, that's what we di scussed
in that --

SENATOR SETZLER:  -- and | understand -- |

under stand now you' ve been paid X and Y. |s that correct?
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MR FARANO Let nme restate. No, | may have
-- | didn't nmean to create confusion. W never -- we just
estimated what certain phases mght cost. They weren't
like a -- we didn't say, "Hey, it's going to cost you 4
mllion dollars to get to here and 6 mllion dollars to get
to here." W said, "W charge by the hour. W're going to
bill you for our tine."

You- guys had asked for estimtes for phases
and we tried to give those to you. So there's nothing --
we have been paid for the work that we've done, for which
we have sent you bills. W don't expect to be paid any

more than what we have to do to conplete the task and

there's no --
MS. ADAMS:  Jerry, can | --
MR FARANO Onh, please, Martha. Go ahead.
SENATOR SETZLER:  And I'mjust trying to get
it clear.

M5. ADAMS: | know. | understand. So |et
me just be really clear on this. They have sent us bills
for the tine they've worked. W've paid that. There have
been no deferrals on those bills. That was fromthe day
one bill in August, that was our first bill, all the way
forward.

We do have a cap in place of 6 mllion. And

I f you should decide that you will have a sale, whatever
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your decision is, we will have to have attorneys to close,
obviously, and they will be back. They are capped at 6
mllion. There have been no referrals. The invoices are
t here.

Because even though everything was done to
make sure that we woul d have these attorneys all the way
through this process, whatever it is you would decide, |
did not want any kind of questions or m sunderstanding on
this. So we paid them And we have paid -- well, we've
paid all of these guys on tine, but we've paid those
attorneys on tinme al so.

SENATOR SETZLER: So what |'m understandi ng
s, if it goes above 6 mllion dollars, they're on their
dime and not our dine.

M5. ADAMS: That's right

SENATOR SETZLER: kay. M. Farano, you
want to come back just a mnute? You agree --

MR. FARANO. That's cool

SENATOR SETZLER:  You agree with her
st at ement ?

MR. FARANO | do.

SENATOR SETZLER:  Ckay.

MR. FARANG  Yeah.

SENATOR SETZLER: Yeah, | can answer he

doesn't want to, but | --
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MR FARANO  Well, whether | want to or not,
that's the deal that | nade with them

SENATOR SETZLER  So I'Il -- so 'l
under st and.

MR, FARANG | under st and.

SENATOR SETZLER: Let ne go to sonme of the
things you said about the Santee Cooper reform One of
t hose reconmendations was from Santee Cooper termlimts --

MR. FARANG  Yes.

SENATOR SETZLER: -- am| correct, on board
menber s?

MR. FARANO That's correct.

SENATOR SETZLER: Really that doesn't have
to be a part of the agreenent. The Governor can enforce
termlimts by who he appoints, can't he?

MR FARANG | don't know the Governor's
powers in respect to the Santee Cooper general |egislation

SENATOR SETZLER:  Well, he nakes the
appoi ntments, advice and consent.

MR FARANG Then | -- if you are telling ne
that, that is the power he has, | would not disagree with
you. | don't know the answer to that.

SENATOR SETZLER  And the General Assenbly

could enforce termlimts on the board of Santee, just by
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passing a piece of |egislation; they wouldn't have to do
t hat thensel ves.

MR FARANG | may have m s-spoken. Just so
that you understand, the reformproposal, | think, is
suggesting that it would be beneficial to transparency and
clarity -- with which we agree, by the way -- to have term
limts on directors, the nodality of --

SENATOR SETZLER  Sure. Sure.

MR, FARANO -- of how that happens, |
think, is open to the existing |aw and what you m ght
approve.

SENATOR SETZLER:  And so y'all -- if I'm
under standi ng your recommrendation, if the General Assenbly
decided to go to a managenent versus a sale or a reform
that you feel very strongly that the reform el enents need
to be passed by the General Assenbly, to be sure they're a
part of the managenent.

MR FARANO | want to be careful not to
take a position that's inconsistent or outside the charge
that you gave us. Because the charge that you gave us was
to present the reform proposal that Santee Cooper gave, to
present a best managenent proposal and a best sales
proposal .

There is something to -- as we thought about

t he managenent proposal, we did think about it largely in
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the context of it being an adjunct to the reform proposal,
just to -- just for our own benefit. But we presented as a
standal one, which is howit was in fact --

SENATOR SETZLER:  Yeah, | just thought |
read and understood that you said if we went with the
managenent, we still needed el ements of the reform
proposal .

MR FARANO W believe that, that woul d be
beneficial, yes.

SENATOR SETZLER: Ckay. And one of the
other items, if | recall in the managenent proposal, |
believe, was that -- and you referenced it today, that
Central -- maybe it's in the reform that Central be a part
of the process of determ ning which route they were going
to go as to whether it's gas, coal, solar or whatever, that
they be a part of those discussions. Wich they are not
now.

MR FARANO | want to be clear. | don't
know that | spoke to that. But let me just -- the
coordi nation agreenment, as it currently exists between
Santee and Central, does give Central a role. | can't say
that I'mconpletely expert init. It is a very long and
of ten-anended agreement. There was a time when | probably
knew it better than | do know it now, standing before you.

But Central does have a say. There is a
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planning conmttee. There is an executive commttee. They
have an opt-out right. Santee Cooper shares with Centra
its resource plan, | think, early in the fall. Central
look at it. It puts it be its board. |t gets back to it.

So to suggest that there's no role for them
nowis not correct. There is a contract that specifics
what their rights are. And this is just an observation
froma group of folks who have | ooked at this now for six
or seven nonths.

The | evel of execution on those rights, and
it's not a judgenment call, has not been clear to us. And
so we think betterment of the process, better
adm nistration of that contract, is critical to Santee
Cooper reform and it would be critical in respect of
managenent .

The issue that got nentioned, specifically
in respect of Domnion's proposal, is that one of the
seni or executives who they would second to Santee Cooper,
woul d be the point person for the Central relationship on
behal f of Santee Cooper. Not the only person, of course.
But a point person.

SENATOR SETZLER: Right. And of the three
peopl e that Dom nion proposes to put -- and it's been said
several times, one could potentially could be a CEO -- who

woul d make that choi ce under the proposals? Does Santee
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Cooper neke that choice? Does Dom nion make that choice?
Wo make -- or Central nmake -- who makes that choice?

MR. FARANO So the contract specifics how
the secondnent would work. And there would be people
proposed for consideration by Santee Cooper. It is
col l aborative. It is not sonething that's sinply a nandate
fromone party to the other. And that's laid out in the
Dom ni on managenent agreenment that is attached -- again,
proposed Dom ni on managenent agreenent, | did say attached,
to what was submtted.

SENATOR SETZLER: Did | say to you that | am
concern -- have concerns about all three of the proposals,
and where the state is going to be with these three
proposal s?

MR FARANOG  You did. Yes.

SENATOR SETZLER:  Ckay. | think that's all
right now, M. Chairnan.

MR FARANOG  Thank you, Senator.

MR COLELLA: Senator, if | could. | just
wanted to foll ow up --

CHAI RVAN LEATHERMAN:  Yeah.

MR COLELLA: Sorry, Senator. | just wanted
to follow up on our discussion on the -- on your question
around value. And, again, we'll followup with the data

that you requested.
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But just going back to the reference that |
stated earlier, around that rate base nultiple range OF 1.5
to 1.8 tines. |If you utilized those nunbers, that woul d
imply a value range for Santee Cooper of 8.5 billion on the
low end to 10.2 billion dollars of enterprise value on the
hi gh end. And the NextEra proposal of 9.5 billion dollars
Is within that range, closer to the high end.

SENATOR SETZLER: Right. Thank you.

CHAl RVAN LEATHERMAN: It | ooks |ike Senator
G oons is next on the list. But before we go there -- AND
behind himis Senator Bennett, Senator Corbin. And take
all the time you need. |[|'d ask you to make your points, if
you can, and nove on. Senator G oons.

SENATOR GROOVS:  Thank you, M. Chairnan.
l'd like to first of all look to the question that was
asked by the senator fromHorry, about trading debt for
debt, that there is no such thing as a free lunch. And one
of the tag lines that are out there, if the NextEra deal
goes through, we're elimnating the nuclear debt.

Coul d someone please speak to ne a little
bit about the debt? Because what are now cal cul ating the
nucl ear debt to be? | believe that's spelled out in the
agreenent. Isn't that about 3.6 billion?

MR. COLELLA: Yeah, so -- you know, again,

| ook, what we have from NextEra is a proposal that includes
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various conponent parts. Qoviously, one of those
conponents parts is the defeasance of the exist -- all of
the existing -- the existing debt. And, again, there's
about 7 billion dollars of existing debt with the make-
whol e provision of about a billion dollars brings that
total liability up to about 8 billion dollars.

And then obvious -- and then beyond that,
there are proceeds in the NextEra proposal, effectively a
delta between that and sone other liabilities of the
proceeds that go to the state, as well as the ratepayer.

They are refinancing -- you know, part of
their 9.6 billion dollars of consideration is being
refinanced through both the securitization and the roughly
two and a half --

SENATOR GROOMS:  And securitization, that's
just -- that's debt.

MR COLELLA: That's debt.

SENATOR GROOMS:  That's debt.

MR, COLELLA: Yeah, it's as form--

SENATOR GROOMS:  And we've got corporate
bonds. And all the key terns of the NextEra bid sale,
which is up on the screen right now --

MR COLELLA: Yeabh.

SENATOR GROOMS:  -- it appears that the

proposal woul d be for corporate bonds of 2.720 billion and
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1.330 billion in securitized debt. So the spotlight on 4
billion in bonds, 4 billion in debt.

MR, COLELLA: Correct. Correct.

SENATOR GROOVG:  So we've got 3.6 billion i
nucl ear debt that will be elimnated, but we're taking on
over 4 billion dollars in corporate and securitized debt.
s that not correct?

MR COLELLA: That's correct.

SENATOR GROOMS:  And then we have a net --
Next Era cash contribution of 5.4 billion of which 2.925
billion will be the equity in the new conpany.

MR, COLELLA: Correct.

SENATOR GROOVS:  And the entity in the new
conpany, they're entitled to a return on investment, a
return on entity --

MR, COLELLA: Correct.

SENATOR GROOMS:  -- of 10.2 percent.

MR. COLELLA: Correct.

SENATOR GROOMS:  For how long? Is that for
30 years, or is that forever?

MR. COLELLA: So the way their deal is
structured is that they've got a rate freeze for the first
four years, and then after that, the 10.2 percent woul d
apply to, effectively, treatnent that they would receive

through the PSC, you know, thereafter. So in perpetuity.

n

a
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SENATOR GROOVS:  So in perpetuity.

MR, COLELLA: Cbviously, subject to review
periodically by the PSC

SENATOR GROOMS:  Before we tal k about the
other 2.3 billion that they intent to invest, sonebody was
asking me the other day about the difference in bonds or in
mortgage and also renting. |Is there some sort of anal ogy
that when you're rent -- someone el se owns your home and
you're renting it, you don't own it but you' re paying that
rent forever? O like a return on entity, instead of
paying off a nortgage as if you were the owner and you
owned the asset, if you have an infusion of entity, the
paynments | ast forever

MR, COLELLA: |'mnot sure that | understand
the question. I'msorry that | didn't maybe hear that
correctly.

MR MLLER John, | don't know if you want
to --

MR COLELLA: Sure.

MR MLLER -- kind of -- that's definitely
a good question, sir.

SENATOR GROOMS:  In trying to explain the
deal .

MR MLLER Yeah

SENATOR GROOME: It seens |like we're trading
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debt for debt, and then we're selling some of the assets
and basically giving themto somebody else as if we're
renting our hone; we'll never own it but we're paying that
rent forever.

MR MLLER Yeah. Ckay. I'mstarting to
understand that, the perspective that's being raised. Just
to kind of clarify, mechanically, kind of what's happening
with the financing for the deal

So you have a bunch of outstanding bonds,
you know, Santee Cooper's existing debt, right, and those
are revenue obligation bonds, so they -- the bond-hol ders
have a claimon revenues charged to custoners over the life
of the bonds, right?

So when the -- when the entity that is able
to charge customers is sold, those bonds become due because
there is no longer an entity backing up those bonds, able
to charge customers for those revenues. Now, consequently
-- so that's why those bonds nust be retired. That's why
the sale triggers the retirement of those bonds.

Then you have the establishnment under the
sal e proposal, a recapitalization of the utilities. So
your characterization of the debt for debt, it's somewhat
different in that | would say the bonds now no | onger have
an entity that's able to service them so they're retired.

The new entity raises corporate bonds at the operating
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conmpany | evel s.

So Sant ee Cooper Power and Light, which
woul d be the new entity holding the assets, is going to be
capitalized with a mx of debt and entity. Now, al
utilities have debt. Debt is not inherently good or bad.
Debt is debt. How debt is repaid is how debt is repaid.
So it's inportant to | ook at things that way.

SENATOR GROOMS:  So the ratepayers of the
system the Santee Cooper systemor the South Carolina --
or the Santee Cooper Power and Light, those ratepayers
woul d be responsible, ultimately, for paying the debt.

MR. M LLER The new debt that is raised.

SENATOR GROOVB:  The existing debt under
Sant ee Cooper or the new debt under South Carolina Power
and Light -- or Santee Cooper Power and Light.

MR MLLER Yeah, | would -- it's different
quantuns, SO --

SENATOR GROOMS:  Yeah. But the Santee
Cooper right now, its ratepayers are responsible for the
debt.

MR MLLER That's correct, yes.

SENATOR GROOMG:  (kay. And if Santee Cooper
Is sold to Santee Cooper Power and Light and there's --
there's no debt, the old debts are defeased so we got no

debt, the custoners -- the sane custoner base woul d be

Garber Reporting
info@garberreporting.com




© 00 N oo o B~ W N

N T N N S T N N o e =
g A W N P O © O N oo o A W N P, O

HEARING PROCEEDINGS
Page 217

responsi ble for the new debt.

MR MLLER That's correct. |It's different
amounts of debt and it's going to different assets. But,
yes, that's correct.

SENATOR GROOMS:  And in addition to the new
debt, they'll be responsible for paying a return on entity.
MR MLLER That's correct.

SENATOR GROOMS:  Forever.

MR MLLER That's correct. That's how
i nvestor-owned utilities operate.

SENATOR GROOVS:  Bonds wi Il eventual |y pay
it off.

MR MLLER That's correct.

SENATOR GROOVS:  But the return on entity is
not. That's --

MR MLLER Well, they're -- that's not
entirely correct. The difference --

SENATOR GROOMG:  Correct ne.

MR MLLER Yes. So the difference is -- |
see where you're driving at. | think it's an inportant and
hel pful distinction to make in terns of how return on
capi tal happens within the regulatory construct of an
I nvestor-owned utility. So effectively, you have the
assets in service which are 5.65 billion, right? So --

SENATOR GROOMB:  And those are assets.
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MR MLLER Yeah, those are assets.

SENATOR GROOVS:  And if those assets bel ong
to, let's say, Duke Power, they'd be paying property taxes
on those right now, correct?

MR MLLER I'mjust trying to stick to the
question at hand --

SENATOR GROOME:  (Ckay.

MR MLLER -- so | can clarify this. And
then we'll

SENATOR GROOVS:  That will be ny next
questi on.

MR MLLER | understand that. But just
trying to stay in the |lane here of what we're tal king about
financing -- the cost of financing and howit's recovered.

So those assets depreciate over tinme, right?
So effectively, what's happening is NextEra is acquiring
those assets for 5.65 billion, acquiring themat their rate
base value. Wich is really their net book val ue.

So they have a depreciation |ike those
assets are broken down into individual, this generator
here, those wires there, that nmeter there. Each of those
has a separate asset life.

Those assets are depreciated over tine, and
custoners under investor-owned utility are charged for that

depreciation. That is the return of the principle
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Investnent. It is akin to paying the principle on a bond,
ri ght?

So as those assets are eventually fully
depreciated, they are no longer in rate base and they no
| onger earn a return on entity. Nor are they repaid from
cust omers.

SENATOR GROOMS:  And that's what's a
recoverabl e cost.

MR MLLER That's correct. They're assets
that are used and useful in the generation and service
provision to custoners, once they are fully depreciated,
customers have paid the initial investment as well as the
return on the investnent, and then they are renmoved from
rate base.

SENATOR GROOMG:  And in the -- in the
proposal noving forward, it seens that NextEra is planning
on addi ng new generation within the first four years.

MR MLLER That's correct.

SENATOR GROOVB:  About 2.3 billion dollars,
a gas plant, some solar, and that would be a recoverable
expense.

MR MLLER Yes, those would be assets used
to generate power for customers.

SENATOR GROOVS:  And nornally the Public

Service Conmi ssion would have to deemthose to be prudent.
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MR MLLER That's correct.

SENATOR GROOMS:  But we're being asked to
certify that they' re prudent expenditures in the enabling
| egi slation --

MR MLLER That is the ask fromthe
Next Era, yes.

SENATOR GROOMS:  -- bypassing them And
they're entitled to a 10.2 percent rate of return on those
expenses.

MR MLLER That is the return on entity
that they're asking for, fixed in the initially period of
time. And that -- correct ne if |I'mmstaken, that's just
for the four-year period.

MR. FARANO. That's just for the four-year
peri od.

MR MLLER That's just for the four-year
period in the legislation. So after the initial four-year
period, NextEra would come before the Public Service
Commi ssion in South Carolina and do a rate case. |n which
point the return on entity, the cost of debt, the rate
base, all those assets generally would be reviewed through
the typical rate-nmaking process.

SENATOR GROOMS:  So what about the four --
what about that 2.3 billion? If we determne as a -- as a

body, that they are a prudent expenditure, would they not
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be entitled to a 10.2 percent return on investment? Wuld
they not be built into the rate base?

MR MLLER They would be included in the
rate base as a used and useful asset. The 10.2 percent is
areturn on entity, so they would be included in rate base.
The rate base as a whole is going to be deened to be debt
and entity financed at a particul ar |everage.

So the 10.2 percent woul d be earned on that
2.3 billion, the portion of which, you know, nay be 52
percent or so of entity of that new 2.3 billion. So about
1.15 billion or so, 1.2 billion wuld be the entity
conponent that would earn 10.2 percent.

That ROE is not indefinite. That woul d be
subject to periodic review by the Public Service
Comm ssion, following an initial four-year period.

SENATOR GROOMB:  So the rate base woul d be
the initial 5.650 billion plus the 2.3 billion of
addi tional investnent.

MR MLLER That's correct. Now, the rate
base is the initial acquired rate base. That would
continue to depreciate -- those assets woul d depreciate
over tine. So it would decline, they would add 2.3
billion. | nean, they would continue to add additional
capital expenditure as needed for the systemover tine in

generation transm ssion distribution and --
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SENATOR GROOMS:  So in year five, we would
have the 5.650 that had depreciated over five years,
what ever that value is. Let's just say 5 billion. In
addition to that, we would have the 2.3 billion. And that
woul d be the basis of the rate for NextEra; is that
correct?

MR MLLER Yeah. Fundanmentally, you know,
all else equal, that would be a conponent, altogether, of
the rate base that's being charged.

SENATOR GROOVE:  |If noving forward in the
first four years, if NextEra expends only a billion instead
of 2.3 billion, the rate base would be | ower, correct?

MR MLLER That's correct. So the new
generator -- we're just talking about the generation
additions to the rate base.

SENATOR GROOMS: It generates --

MR MLLER W're not tal king about the TND
and everything else. Yeah, so the provisions to
| egi slation that have been put forward by NextEra, include
a provision to charge actually costs if it is less than the
cap that is proposed for the new generation assets. So,
yes.

If it came in at, for instance, you know, 2
mllion or 1.8 billion rather than 2.3, that would be the

addi tion that woul d be added to rate base.
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SENATOR GROOMS:  So they woul d have an
incentive to spend up to the 2.3 billion to get the 10.2
percent return

MR MLLER That woul d be what the cap says
inthe legislation as far as the maxi numthey could earn.
There are some additional provisions where they need to --
In the building of the new generation, put it out to
conpetitive tender, which of course can be based on a
| owest cost and there is some --

SENATOR GROOVS:  But don't they deserve the
right to build it thenselves? NextEra energy partners,
could they not build the facility?

MR MLLER There are provisions for that.
If NextEra Energy were going to participate in a tender for
the new generation. And, again, Jerry, correct me if |I'm
wrong here. There would be provisions to subject that
procurenent process to the PSC if NextEra were to
participate in as a -- as a conpetitor

SENATOR GROOVS:  Ckay. So the --

MR MLLER In other words, it's not an
automatic right that they're going to self-supply at 2.3
billion. They have a conpetitive process, if they
participate in their own conpetitive process wth a rel ated
party -- another, you know, NextEra party, it would go to

the PSC to approve that procurenment process -- to oversee
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t hat process.

SENATOR GROOVS: Would that be -- let's just
say NextEra Energy partners has a |imted partnership, and
they're proposing to build this asset, would that be a
regul ated or non-regul ated asset?

MR MLLER We're tal king about an
engi neering procurenment and construction contracts, and
those woul d be EPC for rate base. So this would be a
regul ated asset that would be added to rate base.

SENATOR GROOVE:  Ckay.

MR MLLER It's the treatnent for that
generation addition during the four years.

SENATOR GROOVE:  (kay. So the rate base
we're looking -- we're looking for the rate base in the --
we're looking for the rate base to be sonewhere around 7.3
billion, assumng they got five -- 650 mllion dollars in
depreciation on the first four years. And I'mjust -- |'m
just trying to get an idea what -- what is the rate --
what's going to be in the rate base.

MR MLLER Yeah. |In orders of magnitude,
there's also, you know, a regular planned additions to
transm ssion distribution, other aspects of the system and
depreci ati on.

SENATOR GROOVS:  Ckay. So they coul d spend

nore than 2.3 billion in the first --
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MR MLLER That's for generation --

SENATOR GROOMS:  -- in the first four years.

MR MLLER -- alone. |'msorry.

SENATOR GROOMS:  Ckay.

MR MLLER Yes. But in aggregate, they
coul d spend nore than 2.3 billion during the first four
years.

SENATOR GROOMS:  Let's just say they spent 4
billion, they got to increase the -- well, | know they'l
be able to get to Horry County. There's a proposal for
Myrtle Beach -- | can't think of the nane. The flywhee
equal i ze the load on the system

MR MLLER The synchronous condenser?

SENATOR GROOVB:  The synchronous condensers.
That's correct.

MR MLLER Yeah

SENATOR GROOVS:  But you wll still need to
wheel in sonme nore power from sonewhere, so there would be
upgrades to the -- to the transm ssion.

MR MLLER Yeah, we included an extra 90
mllion in provision in our normalized rate projections
that you see behind us.

SENATOR GROOMS:  So that 90 mllion would
al so be built into the rate base.

MR MLLER Yes. Any investment that the
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| OU woul d do, would be built into rate base, subject to
either the ternms of the legislation during that period and
with respect to that particular asset, or to a typical PSC
prudency review.

SENATOR GROOVG:  What I'mtrying to get to
I's: What do you believe the rate base will be?

MR MLLER At the end of the four-year
period or --

SENATOR GROOVB:  Yes, at the end of the
four-year period. You have to have sone sort of
projection, 'cause you're projecting rates. To project
rates you have to have a rate base.

MR MLLER Yeah. Yeah, we do. No, we
have that projected as part of the rates.

SENATOR GROOVB: And what woul d that number
be?

MR MLLER [I'Il look up the nunber and
give it to you, rather than quoting off the top of ny head.
But it's certainly on the order of 5.65 mnus sone
depreciation, you know, plus 2.3 billion for new generation
assets.

SENATOR GROOVB: Pl us upgrades to the
transmssion --

MR MLLER Yeah, the upgrades to the

transm ssion. | mean, the depreciation is on the order of
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a hundred mllion a year, so it's sort of down and then up.
Like | said, I'd rather get the nunbers straight from our
projections and give that to you, than quote sonething off
the top of ny head.

SENATOR GROOMS:  Are your projections
contenplated in the enabling legislation, of what is
prudent ?

MR MLLER Qur projections.

SENATOR GROOVS:  Like the 90 mllion dollar
upgrade to the transm ssion, or other things that m ght not
cone to your -- conme to your mnd right now, that you'd be
able to find. | mean, you've got them somewhere. But |'m
trying to figure out the rate base --

CHAI RVAN LEATHERVAN:  You want to let him
answer one question at a tine?

SENATOR GROOWVS:  Yes.

MR MLLER Yeah, so |'mjust thinking
through. The terns legislation --

MR. FARANG. They apply to generation and a
couple of additional things. So anything that's directly
related to the generation are part of the mx. But it is
pretty nmuch a generation --

MR MLLER It's a generation prudency.

MR FARANG -- mix prudency review.

MR MLLER Yeah.
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MR FARANO It's not apply to other assets.
It's not TND. It's not synchronous condensers. |t's not
stuff that's being done, that they woul d choose to do
outside the plan that gets presented, in connection what
they' re asking of you.

SENATOR GROOMB:  So in the enabling
| egislation are we giving thema bl ank back by saying
what ever you do is prudent?

MR, FARANC  No.

MR MLLER No. No.

SENATOR GROOMG:  So thereis alimt --

MR MLLER Ch, yes.

SENATOR GROOMS:  -- like the rate base woul d
be.

MR MLLER Yes, thereis alimt. The
prudency -- the deened prudency of a -- of approval in the
| egi sl ative ask relates to the new generation plan. Not to
transm ssion, assets, distribution assets, other, you know,
upgrades to the headquarter facilities or anything
envi si oned under the normal course of business.

It is entirely focused around the comnbi ned
cycle gas turbine of 1265 megawatts, the 800 negawatts of
solar and the 50 negawatts of battery as its spelled out.
Each of those three has a cost cap, as you recogni zed

earlier in your question.

Garber Reporting
info@garberreporting.com



© 00 N oo o B~ W N

N T N N S T N N o e =
g A W N P O © O N oo o A W N P, O

HEARING PROCEEDINGS

Page 229

SENATOR GROOMS:  And there's a -- we have a
schedule that will be nade available to us?

MR MLLER Yes. In the legislation
itself, actually, are the cost cap nunbers for those --

SENATOR GROOMS: | was able to --

MR MLLER -- type of assets.

SENATOR GROOMG: | was able to pull that off
the NextEra website |last night, the proposed |egislation,
after | read in the Post & Courier that it was available to
t hem but not us.

Let's talk a little bit about the generation
pl ans, the Santee Cooper plans versus the NextEra plan.

Sant ee Cooper proposes to do things, and it seems to ne --
and tell me if you agree with ne on this -- that they're
changi ng the generation m x goes forward for about ten
years.

MR MLLER Yeah

SENATOR GROOMS:  And then after ten years,

It allows certain flexibility where they can -- where they
can change the plan. But we're still projecting things out
30 years, based on what's going to happen over the next ten
years.

MR MLLER Yeah, broadly speaking, that's
accurate. | nean, | would characterize that with one

addi tional inportant condition, which is that once you make
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a generation investment of any particular magnitude, it
does have a certain path dependency attached to it.

In other words, it would be prudent,
generally, to once you invest in sonething that is and
continues to be cost effective to serve custoners, that you
continue to maintain and operate that asset for that
pur pose.

SENATOR GROOMS:  And under the NextEra plan
by building this -- by building the |large generation asset
within the first four years, would that offer the same type
of flexibility that you see in the Santee Cooper reform
pl an?

MR MLLER | see your question. | would
say a couple of different points worthy of your
consideration. The first is, since you are building what
NextEra is putting into place in the generation mx during
the first four years, is largely adequate to serve |oad and
combine -- in combination with the other existing assets
for the mpjority of the 20-year period. Then not -- there
Is not a significant need for additional generation
I nvestnents once those initial investnents are made.

Now, in contrary, on the Santee Cooper side,
because the retirement of Wnyah is del ayed, then you do
have a | onger period of time, or a slower introduction of

new resources over tine, if you wil,
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Now, consequently, the earlier retirement of
the coal and the addition of the new conbined cycle in the
Next Era plan does generate near-term savings that are not
there in the Santee Cooper plan. So it's really a trade-
off. They are basically building a new generation mx that
will last for the better part of 20 years, within the first
four, generating some additional savings up-front that are
passed to customers. And then those assets -- you know,
presunably, there will be sone additional need for
generation investments in year 15 or year 18.

In the Santee Cooper plan, it is nore of a
st ep-by-step approach in the retirenment of Wnyah and the
I ntroduction of nore solar to the system

SENATOR GROOMS:  Real Iy, you said once you
buildit, it's sort of there and you need to use it. |Is
that --

MR MLLER In so --

SENATOR GROOVE: O if we're tal king about -

MR MLLER Insofar as it remains a cost
effective resource on the margin, taking into account the
proper treatments on cost, yes.

SENATOR GROOMS:  And the next -- in the
Next Era plan cost of building this asset in Fairfield

County, 1250-sonething negawatt conbi ned gas cycle turbine,
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woul d that nmeet the demand of the Santee Cooper systen? O
woul d it exceed the demand of the Santee Cooper systenf

MR MLLER Wen we tal k about demand, we
need to kind of characterize it according to how utilities
plan to nmeet their peak load. So we're talking about
pl anni ng reserve margin here. W also have to talk about
how you neet -- so there is the peak |oad of the system
and there's also the energy need, you know, kilowatt hours/
megawatt hours in the system

So under the NextEra plan, the |arger
conmbi ned cycle and the retirenent of Wnyah conmbined with
the addition of the solar and batteries, does take them
above a planning reserve margin for a few years.

However, the |arger combined cycle al so
allows it to run at a higher capacity factor, which then
has cost savings passed on fromthe replacenent of coal
generation with gas generation,

So there is some additional capacity beyond
the planning reserve margin during the first nunber of
years, and a trade-off with the capability of running gas
to serve a larger share of your energy denand.

SENATOR GROOVS: | guess what |'mgetting
at, the Santee Cooper plan allows flexibility after year
10; the NextEra plan pretty much locks in for at least a

20-year, and possibly ever |onger period, the type of
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generation that their resource plan woul d have. The gas
plan woul d be at you're above -- you're above-peak
capacity, well above it for the first few years as -- and
then demand will eventually catch up to it, but you' re sort
of locked out of flexibility for a while. 1Is that not
correct?

CHAl RVAN LEATHERMAN:  Senator, is that a
question or a statenent?

SENATOR GROOMS:  It's a question.

CHAI RVAN LEATHERMAN:  Thank you.

MR MLLER Yeah, so | would say certainly
because NextEra is supplying the large transm ssion of
generation mx earlier on, then those investnents are, you
know, already made and part of rate base, and sort of
| ocked in, by your characterization.

In terms of flexibility, | mean, Santee
Cooper, relatively earlier onis signing PPAs for a 1000
megawatts of solar. Those contracts are usually pretty
firm And it's a-- it's not easy to get out of those
contracts when you are bringing a new asset into place with
financing behind it.

So there is -- they're going to be needing
to off-take that energy serve fromthose contracts, which
cone on fairly earlier as well.

| would also say -- so in a sense, there may
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be sonewhat greater flexibility in terms of optionality in
t he phased approach to Santee Cooper's reformplan, at the
cost of some incremental savings that are achieved by the
earlier introduction of nmore gas and solar than the Santee
Cooper pl an.

SENATOR GROOVS: Sone of Santee Cooper's
criticismwas that it built too much coal and it relied on
coal too heavily. Could the sane be said of NextEra by
bui | ding too nuch firm-- too nmuch gas earlier in the
systemwi thout the ability to switch in case the fue
prices were to rise on gas?

MR MLLER Yeah, | would say, in general
you know, there is a larger build on gas. And, certainly,
whenever you bring a new thermal resource on-line, you are
maki ng a fundanental econom c judgenent that -- as to what
wi || be cheapest for custonmers over a |onger economc life,
a longer planning period.

So certainly, thereis, | would say,
optionality on different tine frames, for instance,
Senator. So what | would say is first, there is the
deci si on-maki ng around what to build, right? So you have
the capability in your systemto run gas or coal, based on
how nuch you build and at what tinme frame you build it.

But then as prices change, that is then a

second order of optionality, where you are |ooking at what

Garber Reporting
info@garberreporting.com




© 00 N oo o B~ W N

N T N N S T N N o e =
g A W N P O © O N oo o A W N P, O

HEARING PROCEEDINGS

Page 235

I's your contractual position for fuel. And you have sone
flexbility within your dispatch, subject to what kinds of
capacity you have and when, as to how best run the existing
assets that you have, relative to fuel prices.

So having a | arge conbined cycle definitely
gives you a larger optionality to use gas. |If gas prices
were to spike tomorrow and remain very high, then, yes,
that woul d be an inpact.

Now, it's also worth saying that over the
first 10-year period of operations there are, you know,
mar ket contracts by which you could lock in and hedge, you
know, yourself out for the benefit of custoners at an
addi tional cost of that forward contract position, to
continue to sort of get access to gas at a known price
forecasted into the future by a degree of --

SENATOR GROOMS:  Woul d spi king gas prices be
more detrimental to the NextEra proposal or to the Santee
Cooper reform pl atfornf

MR MLLER So the combined cycle unit --
it's also worth nentioning that, fundanmentally, Santee
Cooper is bringing on the sane combi ned cycle technol ogy
and H Series gas turbine as the NextEra plan, just at a
different time scale, and using only half of a two-by-one
rather than a full two-by-one conbined cycle.

Wien you | ook at the fuel efficiency of that
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plant, and the load profile of the utility, you can see
that the gas is a cheaper option for custonmers, relative to
the costs of keeping the coal on-line fromyear to year, as
well as its fuel costs, up and, you know, through around 4
dollars per BTU, which is significantly higher than gas
prices today.

So an initial, you know, swng in gas prices
woul d still be to the benefit of ratepayers, with a |arger
gas systemearlier under the NextEra plan. A larger sw ng
than that would then tip the needle in favor of a nore
coal - heavy m x.

It's also worth noting, in general, when you
t hink about the future -- and these are excellent
questions, Senator -- that, you know, coal and gas, in
addition to hydro, are kind of the only firmresources that
are really available economcally to serve, you know, |oad
and to neet peak right now.

Certainly, in the future you have the
potential introduction of nore solar and batteries to do
that. But at the nonment, really, you're -- especially
given the fact that you're a w nter-peaking system here
with electrical -- electrical |load, you know, noving from
coal to some diversified position into gas is probably a
reasonabl e econom ¢ decision for any planner |ooking at

this region and this resource mXx.
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The exact timng of, you know, when you do
It and how much and what fuel prices are then does have
certain cost inplications depending on how things nove.

SENATOR GROOVS: It |ooks |ike one plan's
betting a billion dollars nore on gas than the other. And
It could pay off if gas stays lowand it --

MR MLLER Yeah, |

SENATOR GROOMS:  -- woul d be detrinental if
gas does not.

MR MLLER Yeah. Broadly speaking, that's
a property characterization of --

SENATOR GROOMS:  1'd like to bet --

MR MLLER -- the differences.

SENATOR GROOVS:  -- Santee Cooper woul d have
coal a while back, it's not paying off as well as they had
hoped at this point.

Let ne ask you about the FERC |icense.

Wio's our FERC license person? Wuld that be -- would that
be you too?

MR, FARANO The FERC No. 199 |icense.

SENATOR GROOMS:  Yes, the FERC |icense 199.

MR FARANO  Yeah.

SENATOR GROOMS:  Right now Sant ee Cooper's
been in the process of renewi ng the FERC |icense.

MR FARANO  Yes.
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SENATOR GROOMS: It hasn't been renewed.

MR. FARANO. Correct.

SENATOR GROOVS:  As you know, there's
ongoi ng i ssues regardi ng shortnose sturgeon and ot her
t hi ngs.

MR, FARANG:. That's correct.

SENATOR GROOVS:  \What requirenent -- should
we nove forward with the sale of NextEra, what requirenents
are there to ensure that NextEra would nmove forward with
the re-licensing of the project?

MR. FARANOG  Sure.

SENATOR GROOVS: | f the project was re-
| i censed, there would certainly be obligations that would
go along with it. But a -- but a |license that has not be
renewed, would those sane obligations be there?

MR. FARANOG. It's an excellent question,
Senator. And you go to the heart of the issue around the
FERC No. 199 license. | think the issue there is that its
transfer would be subject to FERC approval. And so,
presumabl y, NextEra would have to work out with the FERC

| don't imagine that the FERC would give up
what | everage it nmay have in respect of any license
provisions, if it thinks there's going to be a change of
control of the asset. And so what will happen is that wll

li kely, you know, be a discussion, and it will, that the
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FERC and NextEra will have to have around that |icense.

Because as a condition preceding to closing,
because they are in fact taking all of the assets, that
FERC |icense transfer has to take place.

So | think I -- I think I'm addressing your
question, which is there are -- there are sone issues
around it right now. You're absolutely correct. | don't
want to speak for the Federal Energy Regul atory Conmm ssi on,
but | imagine that they may well use a change in ownership
that warrants a license transfer approval to try to resolve
those issues in its favor. But | would be surprised if
they permtted a transfer of the license with any of these
| ssues unresol ved.

SENATOR GROOMS:  Does the -- does the
enabling legislation require that the FERC Iicense be
obt ai ned by Next Era?

MR. FARANO So the enabling |egislation, as
a state law creature, doesn't speak to the approval of the
FERC No. 1 -- No. 199 license transfer by the FERC. But
the Asset Purchase Agreenent itself does. So where you
will find the requirement of that |icense transfer
happening is in the APA rather than in the enabling
| egi sl ati on.

SENATOR GROOVS:  Well, it's contenpl ated

that there would be a |icense granted.
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MR, FARANO Yes. There has to be.

SENATOR GROOVS:  Ckay. Let ne get to this
Issue called ring fencing. That seemed to be an inportant
I ssue in other states.

MR, FARANO  Yep.

SENATOR GROOVS:  Coul d you explain to the
Commttee what is ring fencing?

MR FARANO. Sure. I'Ill turnit over to
John, to talk about ring fencing.

MR COLELLA: Yeah, so ring fencing is a set
of provisions that have been enployed in certain
circunstances around utilities in other parts of the
country, whereby the owner, or the acquiror, agrees as part
of their acquisition, to abide by certain what |'Il cal
mai nt enance covenants which are designed to protect the
utility fromany financial distress that m ght occur at the
hol di ng conpany | evel above the operating utilities.

So in this particular case, that woul d be
Next Era. Those kinds of provisions could range from
anything fromdividend restrictions that maintain cash
inside of the utility, to balance sheet covenants such as
debt equity ratios, credit ratings and other mechani sms
that again are designed to create an entity that is
effectively bankruptcy of a note, so that it would not be

effected, you know, really, by any financial distress in
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the case of the -- or in the circunmstance of the owner

Does that answer your question?

SENATOR GROOMS:  So ring fencing, sonetinmes
it's inplemented and sonmetines it's not.

MR. COLELLA: Correct.

SENATOR GROOMS:  And ring fencing would --
If there were -- if we're requiring ring fencing, the
assets of Santee Cooper Power and Light woul d be protected
for the customers of Santee Cooper Power and Light, in that
they could not be pledged agai nst other obligations of the
parent conpany. Is that -- is that --

MR COLELLA: That's a fair assessnent. So
you can think of it as a -- an extra set of provisions that
woul d serve to further protect the ratepayer from again,
any financial consequences or distress that coul d occur.
In this case at the NextEra ownership level, yes.

SENATOR GROOMS: | know part of the Joint
Resol ution, we required the bidders to speak to why they
were not able to conplete other transactions. So you
probably | ooked at the -- one of the transactions that was
contenplated in Texas with NextEra. D d you have any
comrents, or did you look into the ring fencing issue with
t hat ?

MR COLELLA: So we're aware of NextEra's

history around Encore. And in ternms of, you know, why they
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ultimately were unsuccessful in consummating that
transaction, you know, again we have views. But those
woul d be -- you know, | think I'd prefer to defer -- you
know, defer that to NextEra to answer for thenselves.

SENATOR GROOVS:  But you have views. And
what woul d those views be?

MR COLELLA: Well, | mean, ultimately, in
that particular case, these views are based nothing -- on
nothing nore than sort of observations of public statenments
that were nade which -- which in that particular case, you
know, the -- there were, to our understanding, a set of
provi sions that NextEra was asked to agree to in that
particular instance. And they were not willing to do so,
and therefore, were not able to consummate the transaction.
But | won't -- you know, | won't attenpt to get into any
more detail than that.

SENATOR GROOMS:  Is ring fencing required of
the other two utilities in South Carolina, the investor-
owned utilities?

MR COLELLA: Not that |'maware of, no.

SENATOR GROOVS:  Was there any di scussions
about the FEMA rei nmbursements? ' Cause right now Santee
Cooper, as you know, is FEMA-eligible. So if there's a
natural disaster, they're partially reinbursed, | think 75

percent dependent on the disaster declaration to the system
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for recovery. And NextEra is not. How does that work for
Next Era, for Florida Power and Light?

MR. FARANOC. That's a good question,
Senator. Candidly, | don't know the FP&L situation well
enough to have an answer. We could certainly take a | ook
at that. | think -- you know, one of the issues that |
think nmade the NextEra bid conpelling was its just sort of
capital structure and the ability, if necessary, to infuse
capital -- or to get into and access the capital markets
regularly in the event of a disaster. That is sonething we
took into consideration.

We understand the history here. And it's a
difficult one for ratepayers and the fol ks who provide
power to them And one of the things we took into
consideration with respect to NextEra, was sort of
historically what have it's -- it has done in its access to
capital in order to address those issues.

SENATOR GROOMS: Do you realize we get hit
more with hurricanes than Florida?

MR. FARANO | do realize that, yes. Yes,
Sir.

SENATOR GROOVS:  And that we had a big one
In 1989, that basically took down the entire Santee Cooper
transm ssion system

MR FARANG Yes, sir. W know that.
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SENATOR GROOMS:  Anot her el ement about FEMA
rei mbursements, if there's a natural disaster, the total
amount of the disaster ends up determ ning whether counties
or political subdivisions are entitled to disaster relief,
and that within the last three years, Santee Cooper's
received twenty -- 25 mllion dollars in FEMA
rei mbursenments that not only hel p Santee Cooper, but also
hel p the individual counties that were hit hard, so that
they woul d then be eligible. | was wondering was any of
that taken into consideration.

MR FARANO: Again, | think we | ooked at
what in the private sector has been done in respect of
providing relief to ratepayers in localities, be it if you
| ook at the I ke bonds that were issued in Texas. And so
there are a nunber of different approaches that fol ks have
taken. Those were taken into consideration. But we
didn't, you know -- nore than that, there was no
requirenent of them if you wll.

SENATOR GROOVS:  Are you aware of subm ssion
with Florida Power and Light right now, with the Florida
Public Service Conm ssion, over storm danage and the
changes in the federal tax code which resulted in revenue
I ncreases -- or projected revenue increases on those
assets?

MR. FARANG That was not sonething that we
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took into -- | amaware of that issue, nyself. Yes.
SENATOR GROOVS:  Let ne ask you a little bit

MR FARANO O one thing on the ring
fencing and Encore, we can point out that it is probably
the best exanple of ring fencing working under a -- an
attack that you wouldn't otherw se expect it. It's
probably the ring fencing poster child, that Encore was
able to get the value that it ultimately received in
respect of its sale.

SENATOR GROOVS:  And | was thinking of an
exanpl e back in -- oh, gosh, I'mtrying to think of the
year -- involving NextEra. Qut in California and in Oregon
there was a ring fencing provision when Enron col | apsed
because of other investnments that the parent conpany had
made. There was a call on sone of the assets, and folks in
Oregon, because they insisted on ring fencing, their
utility was protected where the others were not.

MR. FARANOG. Absolutely. Ring fencing is --

CHAI RVAN LEATHERVAN.  Excuse ne.

MR. FARANG. -- has served people well

CHAI RMVAN LEATHERVAN:  Excuse nme. Senator,
Is that a question or a statenent?

SENATOR GROOVS:  Well, it's absolutely a

question. It was a "Did you know?" And |'m al nost
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finished. Reliability is something that's inmportant. |
think you would agree with that.

MR. FARANOC. Reliability is inportant.

SENATOR GROOMS:  And what is the confidence
| evel of reliability of both plans?

MR FARANOG Both plans, did you say?
Senator, may | just ask --

SENATOR GROOMB:  The Santee Cooper resource
plan and the NextEra plan.

MR, FARANG  The pl an.

SENATOR GROOMS:  |'m sorry.

MR FARANO  Sorry, | heard "plants." |
apol ogi ze. Could you -- could you just explain alittle
more? In terns of reliability, you nean reliability --

SENATOR GROOVG:  Reliability to the system -

MR FARANO Reliability to the system

SENATOR GROOMS:  -- of staying up and not
col I apsi ng because we took too nuch power away from W nyah
at a particular tine --

MR FARANO Yeah. Sure

SENATOR GROOMS:  -- and we didn't replace

MR. FARANO That's a fair question. And

that was |ooked into. ['Il turn it over to Zach to answer
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that question. W certainly took it into consideration.

MR MNG So as presented today in these
plans and rate projections, we viewreliability to be equal
between the two plans. In NextEra's original proposal, we
actually thought that it wasn't quite as reliable as Santee
Cooper's. And so we added the 90 mllion dollars that
represents cost of transm ssion upgrades, to bring it to an
equi pnent |evel of reliability. And that's reflected in
the rates.

SENATOR GROOMS:  And that's what | was
getting at. That 90 mllion dollars would be for
transm ssi on upgrades.

MR MNG It could be for transm ssion
upgrades. It would, theoretically, be for additional sort
of peaker generation in the Myrtle Beach |oad pocket area.

SENATOR GROOMS:  And how | ong woul d it take
to make those upgrades?

MR MNG If it were generation? Very
qui ckly. Transm ssion? Potentially |onger.

SENATOR GROOVG:  And those -- and so there's
-- there's a -- there's a plan for additional generation
I mmedi ately in the Mrtle Beach area?

MR MNG The 90 mllion dollars reflects
our judgenment of additional costs that would be required to

bring the systemto an appropriate level of reliability.
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If it was generation, you could bring that on-line within
the period of about a year.

SENATOR GROOVS: | know you have some
synchroni zation occurring in the Mrtle Beach area, but
woul d you not need additional power on the -- on the
transmssion to get to Myrtle Beach, for themto be
effective?

MR MNG The new generation that |'m
tal ki ng about, that would be within the 90 mllion dollar
budget, would be within the Mrtle Beach | oad pocket area.
So it wouldn't need additional transm ssion to get to that
| oad pocket.

SENATOR GROOMS:  And where woul d t hat
generation be?

MR MNG Thereis -- there is existing
generation -- peaker generation in the Mrtle Beach | oad
pocket, already, that Santee Cooper owns |and on.

SENATOR GROOVB:  So that would be a peaker.

MR MNG Yes.

SENATOR GROOVS:  And explain to us, what is
a peaker?

MR MNG It is arelatively sinple form
and a cheap formof natural gas generation. It's
essentially a jet turbine. It could be operated on natural

gas or oil.
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SENATOR GROOVS:  Thank you, M. Chairnan.

CHAI RMAN LEATHERMAN:  Thank you, Senat or
Grooms. Let's see, Senator Bennett, you're up next.

SENATOR BENNETT: Thank you, M. Chairman.
"Il be brief. | just need a couple of reference points,
really, going forward.

Goi ng back to slide 16, where you outline
these rates. Can you provide ne, or us, whether you have
It now or at some point, what those rates represent as far
as a average -- there you go -- as an -- as an average
Santee Cooper custonmer bill right now, what that 70 -- what
the 60 -- the 64 is currently, as well as five years out
when it -- when it junps up? Just to give us an idea what
we're really talking about froma -- froma user
st andpoi nt.

MR MLLER No, | appreciate that question.
And, certainly, it's worth clarifying, Senator, that these
are, you know, average total systemrates. So it's al
custoner classes. For a nunber of reasons, we're not
projecting rates by custonmer class. But we did consider
rates by custoner class, based on cost allocation
met hodol ogi es enpl oyed by Santee Cooper now, and any
i nformati on we received from Santee Cooper to do so.

So | would just sinply note that the, you

know, reformplan rates of 70 to 71, the 70 are
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approxi mately, you know, consistent with current rates at
Santee Cooper. There's no, you know, substantial change in
generation mx during that tine. And it generally reflects
their existing practices; there's no sea change that
materially noves, you know, that |evel

Qobvi ously, fuel noves fromyear to year. So
| would contextualize those as a baseline custoner bil
today, and probably direct you towards eval uating
everything else fromthere in relative terns.

SENATOR BENNETT: So, | guess, what's that
nunber ?

MR MLLER Yeah, in ternms of --

SENATOR BENNETT: If | were a Santee Cooper
direct-serve nenber right now, what's ny average will as a
resident look like currently? And what will it ook I|ike
If we translate these rates?

MR MLLER Yeah, |I'd have to get back to
you on that.

SENATOR BENNETT: That's fi ne.

MR MLLER Because that's -- that
obviously --

SENATOR BENNETT: That's fi ne.

MR MLLER -- depends on billing
determ nates, the year, the usage --

SENATOR BENNETT:  Sure.
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MR MLLER -- fuel costs and a whol e host
of factors.

SENATOR BENNETT: And that's fine. | don't
need it right now. The other thing is, while you' re doing
that, | had particular -- | had some interest in the
conversation wth Senator G oons, behind me, on the -- on
the base rate cal culation going forward, say, five years
fromnow, ten years from now.

|'d also like to see on that Santee Cooper's
side. | know you are kind of engaged nore froma NextEra
side. 1'dlike to see what that expectation is in your
rate calculations as a base rate for Santee Cooper.

Because here -- here's an area that's been
difficult for ne to wap ny arns around. There's a |ot of
things that are difficult to wap, with a conplex
transacti on.

But one of the things that | westle with
myself onis, if it is determned that a sale is
appropriate -- is today appropriate, | guess -- and | kind
of use the conparison, if | were starting one of those new
fancy hone inprovenent shows on Discovery Network, starring
my friend Senator Corbin as the handsome |ead character,
and | had a -- an old house that needed a lot of work to
it, and | sold it to Senator Corbin for his show and | got

out fromunder that house, there's a certain value to ne
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for that.

And Senator Corbin could spend sone tine
designing that thing and putting together a nice -- nice
additions and refurbishing that, and turn around and sel
it at a much better price. O | could have done that as
well, if | wanted to take that -- to take that on. And I
see that as a very sinplified | ook here at Santee Cooper.

| mean, | don't -- | think we all agree that
we're dealing with a distressed business right now If it
wasn't a distressed business, we wouldn't be here talking
about selling it.

CHAl RVAN LEATHERMAN:  Senator, is that a
question or a statenent?

SENATOR BENNETT: So I1'd like to see those
numbers, to conpare whether or not it makes sense to sel
or use those nultiples, moving forward at a different tine.
So as you're gathering those factors for NextEra, 1'd |ike
to see themfor Santee Cooper as well.

MR MLLER Thanks, Senator. |'d like to
respond to that, in a couple of points for now, and, you
know, we can obviously cone back to you. | suppose the --
just the first point is, as a mnor point, and for the sake

of the record in a public forumsuch as this, |I've been,

you know, speaking to the NextEra sales slides. | am not
on NextEra's side. |'mnot for NextEra.
Garber Reporting
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SENATOR BENNETTE: No, | know you're --

MR MLLER | know you're thinking --

SENATOR BENNETT: And |'m not suggesting
t hat .

MR MLLER | just wanted to make sure it
was very clear, you know, we -- we have all worked on al
parts of this process. M colleagues and | have worked
al ongside, equally in the nitty-gritty of all generation
m xes that are presented.

Certainly, | think to one of the other
senator's points earlier, it's a -- there's been a | ot of
di scussion and a lot of time spent on the NextEra proposa
because it is nore conplex, and not because we were
advocating for any particular outcone.

SENATOR BENNETT:  Sure.

MR MLLER It's sinply because it takes
more effort to explain the, you know, details. The second
point | just wanted to address -- | appreciate the house
analogy. | wll say a couple of things, and | will stay
within ny [ane, again, within the bounds of the process.

| think as we've nentioned, we believe that
what we have brought before you today -- recognizing that
none of these options may be perfect in everyone's eyes. |
think none of them probably are perfect in everyone's eyes.

But we also think that they are essentially the best
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options that are out there.

We ran a conpetitive process. W really
tal ked to everyone who could be interested. And we were
also at atinme in the capital markets, where, you know,
valuations are relatively high and there's a ot of equity
| ooki ng for good projects. Natural gas prices are | ow,
there's a ot of value -- you know, potential in changing
generation mix. QI prices are relatively low as well.

So there's the fundanental interest rates as
well. Al of those factors together make, you know, this
time running a conpetitive process, you know, very
reasonably about as good as you could get froma basic
transaction perspective.

Now, that being said, obviously, as we have
di scussed, sone of the additional costs associated with
this particular asset, you know, m ght absorb some of the
sale premumthat mght otherwise go to the benefit of the
state in a different tine, in a different process.

|'d also like to note that, you know, in the
I nterest of everyone here, and the work that we've done,
woul d not at all advocate for another process. | think
that this process has been challenging; we've still brought
vi abl e paths forward.

And one other point | would |ike to make,

again for the sake of the public forum is that, you know,
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we in our evaluation also do not view Santee Cooper as a
di stressed asset. So, you know, a distressed asset has a
very particular connotation within transactions relating to
bankr upt cy.

Sant ee Cooper has rate-naking authority and
Is able to continue to service its debt, which we see in
the reformplan, and draw that down slowly over tine
through its rate-nmaking authority. It is not bankrupt. It
Is aviable entity. And their reformplan is a viable path
f orward

And so it is not a sale of a distressed
asset in a context that you mght draw a parallel to a
private process; but sinply, it is that there is
out st andi ng debt that has to be paid down sonehow. And
that's what brought us to the process where we are today.

SENATOR BENNETT: Thank you.

CHAl RVAN LEATHERMAN:  Thank you, Senat or
Bennett. That's all?

SENATOR BENNETT: That's it. Yes, sir.

CHAl RVAN LEATHERMAN:  The next one is
Senator Corbin

SENATOR CORBIN:  I'mnot going to sell that
house | got fromyou, Senator. | like it.

Just real quickly, | was going to nmention

this earlier, but I was going to let the senator from
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Beaufort talk about it -- on the floor.

When we were dealing with this about a year
or so ago, sone of us had sone concerns with the assets
still left onsite at the V.C. Summer site, and the val ue of
those assets. Could you tell us what those -- roughly,
what those val ues are and how that would be played out with
each of these proposals?

MR FARANG Yeah. Thank you, Senator. |
just want to nake sure I'mthinking of the right assets.
Are you tal king about -- there is a host -- there are a
host of spare parts and unfinished parts that were |eft
behind - -

SENATOR CORBIN:  And we have --

MR. FARANO -- at V.C. Sunmer.

SENATOR CORBIN: W have heard nunbers
batted around from80 mllion to several hundred mllion.

MR FARANO Yeah. And that's -- that is
fair. There are -- there are a host of nunbers that are
out there. | believe there was recently a resol ution
about, froma percentage basis, how any sort of proceeds
fromthe sale of those assets would be shared.

As to their value, you know, for our
purposes -- and I'Ill defer it to the folks over here -- |
think we valued themat zero. And we did that for any

number of reasons. One, it just permtted us to evaluate
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all of the proposals was that at -- with that as the
assunpti on.

What ultinately cones fromany sale of
those, in both the context, | think, of the reformplan and

of the NextEra plan, would be dollars that woul d cone back
to the conpany. Qur expertise is not one of evaluating
property |ike that.

I's there a market out there for the sale of
these assets? Sure. Folks have spoken to the market in
terns of it being Asia and in terns of it being Votal.
There are parts in addition to parts that are AP-1000
specific parts that woul d have val ue.

As to what that value mght be, we didn't
want to specul ate. We've seen nunbers anyplace from 35
mllion to 425 mllion. |In large part, due to the inchoate
-- inchoate nature of any potential sale, and who those
buyers m ght be, we sinply chose to value themat zero.

SENATOR CORBIN:  And has Santee Cooper taken
any steps to protect the value of those assets? Because |

woul d assune that they are declining, just sitting out in

t he weat her.

MR, FARANO  You'd have to talk to them
believe they have. | believe there is -- | believe some of
them are covered. | believe there's a warehouse in which
they are stored. | don't want to speak for Santee Cooper,
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but | think they're aware of the val ue.

| think they put a -- sort of on the higher
end of the value chain, a nunber in respect of those
assets. So | believe they have taken steps to protect
them but you'll want to confirmthat with them

SENATOR CORBIN:  And if | was NextEra and |

was going to go through this deal, | would put a value on
those assets. | would have | ooked at them And you
weren't -- nobody shared anything in regards to you? |

mean, | know you put a value of zero on them But did
anybody - -

MR BARNES: Yeah.

SENATOR CORBIN:  I's there any whispers in
the hal lway or anything to you?

MR BARNES: No, we -- it's Nathan Barnes
fromMelis. M colleagues have been doi ng an excel | ent
job, so l've -- given a cold, I've allowed themto carry
the load here today. But | will -- on this point --

CHAI RMVAN LEATHERMAN:  Speak into the mc.

MR. BARNES: On this point, specifically, we
had -- we did hire a -- another advisor for a technical
I ndependent engi neering report, Black and Veatch. They did
a full review of those assets. They did an onsite visit.
They noticed sonme problens with regards to the chain of

custody, effectively, and the -- some weather el enents that
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I npacted the value, that led themto some naterial concerns
in regards to ultimate value and being able to realize
t hat .

That val ue indication was in your report.
And it was along the lower lines of what Jerry just wal ked
through. And so that was accessible to all bidders, and we
can make that accessible to you.

SENATOR CORBIN.  Ckay. So in other words,
they sat out there alittle too long and the val ue dropped,
but you -- you'll let me know what they are.

MR. BARNES. Yeah, exactly. And we provided
that as a third-party independent, conpetent technical
review, with onsite diligence, to all bidders for their
Input into their valuation.

SENATOR CORBIN:  'Cause it will be an asset
| eft to somebody at sone dollar value, at sone --

MR, BARNES: Yeah, certainly.

SENATOR CORBIN:  That's all | have for now.
Thank you.

CHAl RVAN LEATHERMAN:  Al'l right. The next
one.

MR SHEALY: Senator Davis. And then | have
Senator Matthews after Senator Davis.

SENATOR DAVI S:  Thank you. Al ong those sane

-- same lines inregard to the V.C. 2 and 3 assets. So |
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understand the structure of the deal, and on page 13 of the
report, it's an asset sale. And NextEra, through this new
subsidiary, in addition to the productive assets, is going
torequire -- it says, "As well as all of Santee Cooper's
interests in V.C. Sunmmer 2 and 3 real property and rel ated
materials and equi pnent."

So what ever value may be assigned to it, is
going to inert the benefit of NextEra's new subsidiary,
correct? | mean, this asset is not going to be excluded
fromthe conveyance. It's going to be included in what's
conveyed to the new -- the newy formed subsidiary.

MR FARANG Yes, | believe you' re | ooking
at Section -- | want to say 2.1, probably, of the Asset
Purchase Agreenent, that the page that you referenced
refers to, there are specifically acquired assets.

The assets that you nmentioned, that way that
you mentioned them are going to be acquired, the real
property and other materials. The regulatory asset and the
associate regulatory liability are not being required --
acquired, in large part because the nonies are being put
aside to pay to defease the -- that debt. And that's the
3.6 billion-or-so that relates specifically to V.C. Units 2
and 3.

SENATOR DAVIS:  And as the senator from

Geenville intinated, there was sonme indication, a year or
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so ago, nmaybe two years now, that the equi pment onsite,
provi ded that the nuclear pedigree was retained and

provi ded certain preventative nmeasure which -- which I was
told that Santee Cooper was expending 10 to 15 mllion
dollars a year to preserve them that the assets would have
had a considerable resale value of 2- or 300 mllion
dol l ars.

So |'d be interested in seeing what the
onsite analysis by that third party was -- and to the
degree that there was any deterioration of those assets,
you know, what the deterioration was, and why it occurred.
And just -- and, again, | think it does have a value in
excess of zero, sinply because of what |'ve heard from
third parties beforehand. So | --

MR BARNES:. Yeah, and we will share that
technical report with you. And that is consistent with
your assunption that there is a value greater than zero.

It is more of a |lower end, though, of what the ranges that
Jerry wal ked through fromeffectively 50 mllion to 425.
It's nmuch closer to the 50 mllion in their estinate.

And it was due to, again, weather danage and
a lack of exact protocol with regards to a chain of custody
in records, that would effectively allow for something as
sensitive as nucl ear equipnent to be sold for use in a new

reactor.
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SENATOR DAVIS: Do we know whet her or not
the nuclear pedigree is still in place for these --

MR BARNES: W don't. And that is
effectively the -- one of the challenges with trying to
predict a value. So it is not in any way definitive. And
It's effectively what you heard fromJerry. It is really -
- what a buyer would need, really to pay for it, given the
| ess than perfect chain of custody and sonme of the weather
| mpacts that have been on the equi pment.

SENATOR DAVIS:  And one hears fromtime to
time, the specter of sonmebody fromout of the country, an
I nvest ment conpany, a Korea base, wherever, comng in and
breathing new life into V.C. Summer 2 and 3, and sonehow
that may be an effective way of noving forward.

Is that -- is that a dead letter? |Is that
just sort of a -- you know, a runmor mll? O should we put
any credence in that whatsoever, that there's value there
that could be, in the right hands, you know, brought to
productive use?

MR BARNES:. | imagine that's outside of our
perspective. But if under any current foreign gas price
outl ook that you could see today, it's hard to see how that
woul d in any way be reasonabl e.

MR COLELLA: Yeah. And | would just -- |

woul d just add to that is, if that opportunity existed, our
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process certainly provided a forumfor any of those kinds
of proposals --
SENATOR DAVIS:  To cone forward.

MR COLELLA: -- to come forward. And they
did not.

SENATOR DAVI S:  Thank you.

MR SHEALY: Al right. W've got Senator
Mat t hews.

SENATOR MATTHEWS:  Thank you, M. Chairman.
| got two questions. One of themis for clarification. 1In
part of the discussion, you both said NextEra and Santee
Cooper were noving forward with a new mx, and part of it
Is solar. Do you have -- do you know what percentage of it
I's solar and what's gas?

MR MNG This is Zach Mng fromE3. So on
this slide here you can see in 2030, this is for Santee
Cooper, they have a 19 percent of energy generation from
renewabl es; 7 percent of that is already existing that's
non-solar. Primarily, hydro and the other snmall bio-mass
and bi o-gas resources. So approximtely 12 percent of
Santee Cooper's energy would come fromsolar, and less for
Next Er a.

SENATOR MATTHEWS: My second question goes
tothe -- | know NextEra is expecting to -- for us to pass

some legislation. And in this body, the |egislation that
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you're introduce and the legislation that you get at the
end is always -- always never quite the same. Are there
any triggers in that legislation, if we fail, that would
allow themto wal k away?

MR FARANO That's a really good question
Senator. And it's one that, obviously, we took into
consideration. The nature of NextEra's proposal, when you
| ook at it froman overall perspective, taking into account
the Asset Purchase Agreenent, the |egislation, sonme other
regul atory approvals, is intended to be sort of one
contiguous opportunity.

As they have proposed their offer to acquire
Santee Cooper, it is based on the enabling |egislation that
t hey have provided being passed, as it currently stands,
bef ore signing.

That said, to your point, | can't imagine
they are unaware of the fact that the |egislative process
someti mes produces sausage that |ooks slightly different
than the ground beef that may go in, in the beginning. But
we'll leave it to themto answer that question nore
specifically.

But in terns of the proposal that we put in
front of you, they're seeking to have the enabling
| egi slation that they provided put in place as part of your

approval, before they would sign the Asset Purchase
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Agr eenent .
CHAl RVAN LEATHERMAN:  Any ot hers?
MR SHEALY: No ot hers.
CHAl RVAN LEATHERMAN:  Thank you. First of
all, it's been a long day. | don't know about y'all, but I

want to thank the menbers and the consultants. Geat job.
And you did your work with dignity. And | thank you so
much. Marsha?

M5. ADAMS: Yes, sir.

CHAI RVAN LEATHERMAN:  Your consultants did a
superb job. Thank you.

MS. ADAMS:. Thank you, sir. | appreciate

CHAI RVAN LEATHERVAN. W' Il convene in the
morning at 9 a.m in this roomand -- session at noon. So
wth that -- yes, sir.

SENATOR CROVER: M. Chairman, before we
adjourn can -- and | know you nentioned we'd come in at 9
in the norning. This week, | think, we had planned --
we'll be at 9, probably on Thursday. |'mjust wanting to
get an overview of what will be going on this weekend, next
week. WII be in Finance Commttee nmeeting part or all of
next week?

CHAl RMVAN LEATHERMAN: | think the agenda --
Mke, help ne alittle bit. WII| NextEra be here tonorrow
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MR, SHEALY: Dom nion the next day.

CHAl RMVAN LEATHERVAN:  Then we will not neet
Friday?

MR SHEALY: Correct.

CHAl RMVAN LEATHERVAN:  And we'll cone back
Monday?

MR, SHEALY: And we have Santee Cooper on
Monday and Tuesday norning.

SENATOR CROVER: W'l | back in session on
Wednesday, hopefully. |s that correct? | mean, Tuesday.
Yes, sir.

CHAI RVAN LEATHERMAN:  Next week.

SENATOR CORBIN. M. Chairnman, so we're
going to gavel in to the core at noon tonorrow, with the
expectation of not being there an extended period of tine,
and getting back to this. |Is that correct? Is that what |
under st ood you to say?

CHAI RMVAN LEATHERMAN:  We're going in at noon
and call in --

SENATOR CROVER.  Ckay. So we will neet
tonorrow after Session. Wat about Thursday, what's the
pl an for Thursday?

CHAl RVAN LEATHERVMAN: At the time on
Thur sday?
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MR, SHEALY: Mich depends on what
acconpl i shed on Thursday norni ng.
(OFF THE RECORD AT 4:56 P.M)

S
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CERTI FI CATE OF REPORTER

I, PATRICIA G BACHAND, COURT REPORTER AND NOTARY
PUBLI C N AND FOR THE STATE OF SOUTH CAROLI NA AT LARGE, DO
HEREBY CERTI FY THAT THE FOREGO NG TRANSCRI PT CONSI STI NG OF
267 PAGES |'S A TRUE, ACCURATE, AND COWPLETE RECORD TO THE
BEST OF MY SKI LL AND ABILITY.

| FURTHER CERTI FY THAT | AM NEI THER ATTORNEY NOR
COUNSEL FOR, NOR RELATED TO OR EMPLOYED BY ANY OF THE
PARTI ES CONNECTED WTH THI' S ACTI ON, NOR AM | FI NANCI ALLY
| NTERESTED I N SAI D CAUSE.

IN WTNESS WHERECF, | HAVE SET MY HAND AND SEAL
TH S 23RD DAY OF FEBRUARY 2020.

Wi Bloponot.

PATRICIA G BACHAND, COURT REPORTER
MY COMM SSI ON EXPI RES MARCH 8, 2027
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