Edgar Filing: CLECO CORP - Form 10-K

CLECO CORP
Form 10-K
February 26, 2016

UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the fiscal year ended December 31, 2015

Or

[ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

Commission file number 1-15759

CLECO CORPORATION

(Exact name of registrant as specified in its charter)

Louisiana 72-1445282

(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)
2030 Donahue Ferry Road, Pineville, Louisiana 71360-5226

(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (318) 484-7400

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Stock, $1.00 par value, and associated rights to

purchase Preferred Stock New York Stock Exchange
Securities registered pursuant to Section 12(g) of the Act: None

Commission file number 1-05663

CLECO POWER LLC

(Exact name of registrant as specified in its charter)

Louisiana 72-0244480

(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)
2030 Donahue Ferry Road, Pineville, Louisiana 71360-5226

(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (318) 484-7400

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
6.50% Senior Notes due 2035 New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act:

Title of each class



Edgar Filing: CLECO CORP - Form 10-K

Membership Interests

Cleco Power LLC, a wholly owned subsidiary of Cleco Corporation, meets the conditions set forth in General
Instruction (I)(1)(a) and (b) of Form 10-K and is therefore filing this Form 10-K with the reduced disclosure format.

Indicate by check mark if Cleco Corporation is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yesx Noo

Indicate by check mark if Cleco Power LLC is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yeso Nox

Indicate by check mark if the Registrants are not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yeso Nox

Indicate by check mark whether the Registrants: (1) have filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrants
were required to file such reports) and (2) have been subject to such filing requirements for the past 90 days. Yes

x Noo

Indicate by check mark whether the Registrants have submitted electronically and posted on their corporate website, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the Registrants were required to submit and post such

files). Yesx Noo

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of each of the Registrant’s knowledge, in definitive proxy or information
statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. x

Indicate by check mark whether Cleco Corporation is a large accelerated filer, an accelerated filer, a non-accelerated
filer, or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller
reporting company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer x Accelerated filer o Non-accelerated filer o (Do not check if a smaller
reporting company) Smaller reporting company o

Indicate by check mark whether Cleco Power LLC is a large accelerated filer, an accelerated filer, a non-accelerated

filer, or a smaller reporting company. See definitions of “large accelerated filer,” accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer o Non-accelerated filer x (Do not check if a

smaller reporting company) Smaller reporting company o

Indicate by check mark whether the Registrants are shell companies (as defined in Rule 12b-2 of the Exchange
Act) Yes oNo x




Edgar Filing: CLECO CORP - Form 10-K

CLECO CORPORATION
CLECO POWER 2015 FORM 10-K

(Continuation of cover page)

The aggregate market value of the Cleco Corporation voting stock held by non-affiliates was $3,210,376,042 as of the
last business day of Cleco Corporation’s most recently completed second fiscal quarter, based on a price of $53.85 per
common share, the closing price of Cleco Corporation’s common stock as reported on the NYSE on such date. Cleco
Corporation’s Cumulative Preferred Stock is not listed on any national securities exchange, nor are prices for the
Cumulative Preferred Stock quoted on any national automated quotation system; therefore, its market value is not
readily determinable and is not included in the foregoing amount. As of February 19, 2016, there were no outstanding
shares of Cleco Corporation’s preferred stock.

As of February 19, 2016, there were 60,547,639 outstanding shares of Cleco Corporation’s Common Stock, par value
$1.00 per share. As of February 19, 2016, all of Cleco Power’s membership interest was owned by Cleco Corporation.

This combined Form 10-K is separately filed by Cleco Corporation and Cleco Power. Information in this filing
relating to Cleco Power is filed by Cleco Corporation and separately by Cleco Power on its own behalf. Cleco Power
makes no representation as to information relating to Cleco Corporation (except as it may relate to Cleco Power) or
any other affiliate or subsidiary of Cleco Corporation.

This report should be read in its entirety as it pertains to each respective Registrant. The Notes to the Financial
Statements for the Registrants and certain other sections of this report are combined.
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GLOSSARY OF TERMS

References in this filing, including all items in Parts I, II, III, and I'V, to “Cleco” mean Cleco Corporation and its
subsidiaries, including Cleco Power, and references to “Cleco Power” mean Cleco Power LLC and its subsidiaries,
unless the context clearly indicates otherwise. References in Part III, Items 10, 11, and 14 to “we,” “us,” “our,” and “the
Company” mean Cleco Corporation, unless the context clearly indicates otherwise. Additional abbreviations or
acronyms used in this filing, including all items in Parts I, II, III, and IV are defined below:

ABBREVIATION OR

ACRONYM DEFINITION

401(k) Plan Cleco Power 401(k) Savings and Investment Plan

ABR Alternate Base Rate which is the greater of the prime rate, the federal funds effective rate
plus 0.50%, or the LIBOR plus 1.0%

Acadia Acadia Power Partners, LLC, previously a wholly owned subsidiary of Midstream. Acadia

Power Partners, LLC was dissolved effective August 29, 2014.

Cleco Power’s 580-MW, combined cycle power plant located at the Acadia Power Station
in Eunice, Louisiana

Entergy Louisiana’s 580-MW, combined cycle power plant located at the Acadia Power

Acadia Unit 1

Acadia Unit 2 Station in Eunice, Louisiana, which is operated by Cleco Power
AFUDC Allowance for Funds Used During Construction
ALJ Administrative Law Judge
Amended Lignite Mining - . .
Amended and restated lignite mining agreement effective December 29, 2009
Agreement
AMI Advanced Metering Infrastructure
AOCI Accumulated Other Comprehensive Income (Loss)
ARO Asset Retirement Obligation
ARRA American Recovery and Reinvestment Act of 2009
Attala Attala Transmission LLC, a wholly owned subsidiary of Cleco Corporation

Brame Energy Center A facility consisting of Nesbitt Unit 1, Rodemacher Unit 2, and Madison Unit 3
CAA Clean Air Act

CCR Coal combustion by-products or residual

CERCLA Comprehensive Environmental Response, Compensation, and Liability Act of 1980

CPP Clean Power Plan

Cleco Katrina/Rita géztngatrma/tha Hurricane Recovery Funding LL.C, a wholly owned subsidiary of Cleco

Cleco Partners L.P., a Delaware limited partnership that prior to the closing of the Merger
will be owned by a consortium of investors, including funds or investment vehicles
managed by Macquarie Infrastructure and Real Assets, British Columbia Investment
Management Corporation, John Hancock Financial, and other infrastructure investors.
Cco, Carbon dioxide

Cleco Power’s 775-MW, combined-cycle power plant located in St. Landry, Louisiana.

Cleco Partners

Coughlin Coughlin was transferred to Cleco Power on March 15, 2014.

CSAPR Cross-State Air Pollution Rule

DHLC Dolet Hills Lignite Company, LLC, a wholly owned subsidiary of SWEPCO
Diversified Lands Diversified Lands LLC, a wholly owned subsidiary of Cleco Corporation
Dodd-Frank Act Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010

DOE U.S. Department of Energy

Dolet Hills A 650-MW generating unit at Cleco Power’s plant site in Mansfield, Louisiana. Cleco

Power has a 50% ownership interest in the capacity of Dolet Hills.



EAC
EGU

Entergy Gulf States
Entergy Louisiana
Entergy Mississippi

EPA

ERO

ESPP
Evangeline
FAC
FASB
FCC
FERC
FTR

FRP
GAAP

GO Zone
Interconnection
Agreement
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Environmental Adjustment Clause

Electric Generating Unit

Entergy Gulf States Louisiana, L.L.C.

Entergy Louisiana, LLC

Entergy Mississippi, Inc.

U.S. Environmental Protection Agency

Electric Reliability Organization

Cleco Corporation Employee Stock Purchase Plan

Cleco Evangeline LLC, a wholly owned subsidiary of Midstream
Fuel Adjustment Clause

Financial Accounting Standards Board

Federal Communications Commission

Federal Energy Regulatory Commission

Financial Transmission Right

Formula Rate Plan

Generally Accepted Accounting Principles in the U.S.

Gulf Opportunity Zone Act of 2005 (Public Law 109-135)

One of two Interconnection and Real Estate Agreements, one between Attala and Entergy
Mississippi, and the other between Perryville and Entergy Louisiana
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ABBREVIATION OR

ACRONYM DEFINITION

IRS Internal Revenue Service

ISO Independent System Operator

kWh Kilowatt-hour(s)

LDEQ Louisiana Department of Environmental Quality

LIBOR London Inter-Bank Offer Rate

Lignite Mining Agreement Dolet Hills Mine Lignite Mining Agreement, dated as of May 31, 2001
LMP Locational Marginal Price

LPSC Louisiana Public Service Commission

LTIP Cleco Corporation Long-Term Incentive Compensation Plan

Madison Unit 3 A 641-MW generating unit at Cleco Power’s plant site in Boyce, Louisiana
MATS Mercury and Air Toxics Standards

Merger Merger of Merger Sub with and into Cleco Corporation pursuant to the terms of the

Merger Agreement

Merger Sub

Midstream
MISO
MMBtu
Moody’s

MSCI EAFE Index

MW
MWh
NAAQS
NERC
NMTC

NMTC Fund
NOAA
Not Meaningful

NO,
NO

X

NYSE
Oxbow

PCB
Perryville
PPA
PPACA

ppb

PRP
Registrant(s)
RFP

Merger Agreement

Agreement and Plan of Merger, dated as of October 17, 2014, by and among Cleco
Partners, Merger Sub, and Cleco Corporation

Cleco Merger Sub, Inc., a Louisiana corporation and an indirect wholly-owned subsidiary
of Cleco Partners

Cleco Midstream Resources LLC, a wholly owned subsidiary of Cleco Corporation
Midcontinent Independent System Operator, Inc.

Million British thermal units

Moody’s Investors Service, a credit rating agency

Morgan Stanley Capital International Europe, Australia, Far East Index
Megawatt(s)

Megawatt-hour(s)

National Ambient Air Quality Standards

North American Electric Reliability Corporation

New Markets Tax Credit

USB NMTC Fund 2008-1 LLC was formed to invest in projects qualifying for New
Markets Tax Credits and Solar Projects

National Oceanic and Atmospheric Administration

A percentage comparison of these items is not statistically meaningful because the
percentage difference is greater than 1,000%

Nitrogen dioxide

Nitrogen oxides

New York Stock Exchange

Oxbow Lignite Company, LLC, 50% owned by Cleco Power and 50% owned by
SWEPCO

Polychlorinated biphenyl

Perryville Energy Partners, L.L..C., a wholly owned subsidiary of Cleco Corporation
Power Purchase Agreement

Patient Protection and Affordable Care Act, as amended

Parts per billion

Potentially Responsible Party

Cleco Corporation and/or Cleco Power

Request for Proposal



Rodemacher Unit 2

ROE

RTO

S&P

SEC

SERP

SO,

SPP RE
Support Group

SWEPCO

VaR
VIE
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A 523-MW generating unit at Cleco Power’s plant site in Boyce, Louisiana. Cleco Power
has a 30% ownership interest in the capacity of Rodemacher Unit 2.

Return on Equity

Regional Transmission Organization

Standard & Poor’s Ratings Services, a credit rating agency

U.S. Securities and Exchange Commission

Cleco Corporation Supplemental Executive Retirement Plan

Sulfur dioxide

Southwest Power Pool Regional Entity

Cleco Support Group LLC, a wholly owned subsidiary of Cleco Corporation
Southwestern Electric Power Company, an electric utility subsidiary of American Electric
Power Company, Inc.

Value-at-Risk

Variable Interest Entity
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K includes “forward-looking statements” about future events, circumstances, and
results. All statements other than statements of historical fact included in this Annual Report are forward-looking
statements, including, without limitation, results of the Merger; future capital expenditures; projections, including
those with respect to base revenue; business strategies; goals, beliefs, plans and objectives; competitive strengths;
market developments; development and operation of facilities; growth in sales volume; meeting capacity
requirements; expansion of service to existing customers and service to new customers; future environmental
regulations and remediation liabilities; electric customer credits; and the anticipated outcome of various regulatory
and legal proceedings. Although the Registrants believe that the expectations reflected in such forward-looking
statements are reasonable, such forward-looking statements are based on numerous assumptions (some of which may
prove to be incorrect) and are subject to risks and uncertainties that could cause the actual results to differ materially
from the Registrants’ expectations. In addition to any assumptions and other factors referred to specifically in
connection with these forward-looking statements, the following list identifies some of the factors that could cause the
Registrants’ actual results to differ materially from those contemplated in any of the Registrants’ forward-looking
statements:

eertain risks and uncertainties associated with the Merger, without limitation:

the occurrence of any event, change or other circumstance that could give rise to the termination of the Merger
Agreement or could otherwise cause the failure of the Merger to close;

the failure to obtain regulatory approvals required for the Merger, or required regulatory approvals delaying the
Merger or causing the parties to abandon the Merger;

the failure to obtain any financing necessary to complete the Merger;

risks related to disruption of management’s attention from Cleco’s ongoing business operations due to the Merger;
the outcome of any legal proceeding, regulatory proceeding, or enforcement matter that may be instituted against
Cleco and others relating to the Merger;

the risk that the pendency of the Merger disrupts current plans and operations and the potential difficulties in
employee retention as a result of the pendency of the Merger;

the effect of the Merger on Cleco’s relationships with its customers, operating results, and business;

the amount of the costs, fees, expenses, and charges related to the Merger;

the receipt of an unsolicited offer from another party to acquire assets or capital stock of Cleco Corporation that could
interfere with the Merger; and

future regulatory or legislative actions that could adversely affect Cleco’s participation in the Merger.

regulatory factors such as changes in rate-setting practices or policies; the unpredictability in political actions of

governmental regulatory bodies; adverse regulatory ratemaking actions; recovery of investments made under
traditional regulation; recovery of storm restoration costs; the frequency, timing, and amount of rate increases or
decreases; the impact that rate cases or requests for FRP extensions may have on operating decisions of Cleco Power;
the results of periodic NERC and LPSC audits; participation in MISO and the related operating challenges and
uncertainties, including increased wholesale competition relative to more suppliers; and compliance with the ERO
reliability standards for bulk power systems by Cleco Power,

the ability to recover fuel costs through the FAC,

factors affecting utility operations, such as unusual weather conditions or other natural phenomena; catastrophic
weather-related damage caused by hurricanes and other storms or severe drought conditions; unscheduled generation
outages; unanticipated maintenance or repairs; unanticipated changes to fuel costs or fuel supply costs, shortages,
transportation problems, or other developments; fuel mix of Cleco’s generation facilities; decreased customer load;
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environmental incidents and compliance costs; and power transmission system constraints,

reliance on third parties for determination of Cleco Power’s commitments and obligations to markets for generation
resources and reliance on third-party transmission services,

global and domestic economic conditions, including the ability of customers to continue paying utility bills, related
erowth and/or down-sizing of businesses in Cleco’s service area, monetary fluctuations, changes in commodity prices,
and inflation rates,

the ability of the lignite reserves at Dolet Hills to provide sufficient fuel to the Dolet Hills Power Station until at least
2036,

Cleco Power’s ability to maintain its right to sell wholesale generation at market-based rates within its control area,
Cleco Power’s dependence on energy from sources other than its facilities and future sources of such additional
energy,

reliability of Cleco Power’s generating facilities,

the imposition of energy efficiency requirements or increased conservation efforts of customers,

the impact of current or future environmental laws and regulations, including those related to CCRs, greenhouse
wases, and energy efficiency that could limit or terminate the operation of certain generating units, increase costs, or
reduce customer demand for electricity,

the ability of Cleco Power to recover from its customers the costs of compliance with environmental laws and
regulations,

financial or regulatory accounting principles or policies imposed by FASB, the SEC, FERC, the LPSC, or similar
entities with regulatory or accounting oversight,

10
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changing market conditions and a variety of other factors associated with physical energy, financial transactions, and
energy service activities, including, but not limited to, price, basis, credit, liquidity, volatility, capacity, transmission,
interest rates, and warranty risks,

legal, environmental, and regulatory delays and other obstacles associated with acquisitions, reorganizations,
investments in joint ventures, or other capital projects,

costs and other effects of legal and administrative proceedings, settlements, investigations, claims, and other matters,
the availability and use of alternative sources of energy and technologies, such as wind, solar, battery storage, and
distributed generation,

.changes in federal, state, or local laws (including tax laws), changes in tax rates, disallowances of tax positions, or
changes in other regulating policies that may result in a change to tax benefits or expenses,

Cleco Corporation’s holding company structure and its dependence on the earnings, dividends, or distributions from its
subsidiaries to meet its debt obligations and pay dividends to its shareholders,

acts of terrorism, cyber attacks, data security breaches or other attempts to disrupt Cleco’s business or the business of
third parties, or other man-made disasters,

nonperformance by and creditworthiness of the guarantor counterparty of the NMTC Fund,

eredit ratings of Cleco Corporation and Cleco Power,

ability to remain in compliance with debt covenants,
availability or cost of capital resulting from changes in global markets, Cleco’s business or financial condition,
interest rates, or market perceptions of the electric utility industry and energy-related industries, and

employee work force factors, including work stoppages, aging workforce, and changes in key executives.

For more discussion of these factors and other factors that could cause actual results to differ materially from those
contemplated in the Registrants’ forward-looking statements, see Part I, Item 1A, “Risk Factors” and Part I, Item 7,
“Management’s Discussion and Analysis of Financial Condition and Results of Operations — Results of Operations —
Comparison of the Years Ended December 31, 2015, and 2014 — Cleco Power — Significant Factors Affecting Cleco
Power” in this Annual Report.

All subsequent written and oral forward-looking statements attributable to the Registrants, or persons acting on their
behalf, are expressly qualified in their entirety by the factors identified above.

The Registrants undertake no obligation to update any forward-looking statements, whether as a result of changes in
actual results, changes in assumptions, or other factors affecting such statements.

11
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PART I
ITEM 1. BUSINESS

GENERAL

Cleco Corporation was incorporated on October 30, 1998, under the laws of the state of Louisiana. Cleco Corporation
is a public utility holding company which holds investments in several subsidiaries, including Cleco Power.
Substantially all of its operations are conducted through Cleco Power. Cleco Corporation, subject to certain limited
exceptions, is exempt from regulation as a public utility holding company pursuant to provisions of the Public Utility
Holding Company Act of 2005.

On October 17, 2014, Cleco Corporation entered into an agreement with Cleco Partners and Merger Sub to be
acquired. For more information on the Merger, see Part I, Item 8, “Financial Statements and Supplementary Data —
Notes to the Financial Statements — Note 20 — Agreement and Plan of Merger.”

Cleco Power’s predecessor was incorporated on January 2, 1935, under the laws of the state of Louisiana. Cleco Power
was organized on December 12, 2000. Cleco Power is an electric utility engaged principally in the generation,
transmission, distribution, and sale of electricity within Louisiana. In December 2013, Cleco Power integrated its
generation dispatch and transmission operations with MISO. Cleco Power is regulated by the LPSC and FERC, along
with other governmental authorities. The rates Cleco Power can charge its retail customers are determined by the
LPSC, and its transmission tariffs are regulated by FERC. The rates Cleco Power charges its wholesale customers are
subject to FERC’s triennial market power analysis. Cleco Power serves approximately 287,000 customers in Louisiana
through its retail business and supplies wholesale power in Louisiana and Mississippi. Cleco Power’s operations are
described below. For more information on MISO, see Part II, Item 7, “Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Financial Condition — Regulatory and Other Matters — Transmission
Rates of Cleco Power.”

Midstream, which was organized on September 1, 1998, under the laws of the state of Louisiana, is a merchant energy
subsidiary that prior to March 15, 2014, owned and operated a merchant power plant (Coughlin). Prior to April 29,
2011, Midstream also owned an indirect interest in a merchant power plant (Acadia). During 2009, Cleco Power and
Entergy Louisiana executed definitive agreements whereby Cleco Power and Entergy Louisiana would each acquire
one 580-MW unit of the Acadia Power Station. The transaction with Cleco Power was completed in February 2010,
and the transaction with Entergy Louisiana was completed in April 2011. In October 2012, Cleco Power announced
that Evangeline was the winning bidder in Cleco Power’s 2012 long-term RFP. In December 2012, Cleco Power and
Evangeline executed definitive agreements to transfer ownership and control of Coughlin from Evangeline to Cleco
Power. The transfer was completed on March 15, 2014. Coughlin consists of two generating units with a total
nameplate capacity of 775 MW. For more information on the transfer of Coughlin to Cleco Power, see Part II, Item 8,
“Financial Statements and Supplementary Data — Notes to the Financial Statements — Note 17 — Coughlin Transfer.”
At December 31, 2015, Cleco had 1,207 employees.

Cleco’s mailing address is P.O. Box 5000, Pineville, Louisiana 71361-5000, and its telephone number is

(318) 484-7400.

Cleco’s website is located at https://www.cleco.com. Cleco Corporation’s and Cleco Power’s Annual Reports on
Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and other filings with the SEC are
available, free of charge, through Cleco’s website after those reports or filings are filed electronically with or furnished
to the SEC. Cleco’s filings also can be obtained at the SEC’s Office of Investor Advocacy at 100 F Street, NE,
Washington, DC 20549. Information on the operation of the Office of Investor Advocacy may be obtained by calling
the SEC at 1-800-SEC-0330. Cleco’s electronically filed reports also can be obtained on the SEC’s website located at
http://www.sec.gov. Cleco’s corporate governance guidelines, code of conduct for financial managers, ethics and
business standards, and the charters of its board of directors’ audit, compensation, finance, and nominating/governance
committees are available on its website and available in print to any shareholder upon request. Information on Cleco’s

12
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website or any other website is not incorporated by reference into this Report and does not constitute a part of this
Report.

At December 31, 2015, Cleco Power had 1,005 employees. Cleco Power’s mailing address is P.O. Box 5000, Pineville,
Louisiana, 71361-5000, and its telephone number is (318) 484-7400.

Cleco Power meets the conditions specified in General Instructions I(1)(a) and (b) to Form 10-K and therefore is
permitted to use the reduced disclosure format for wholly owned subsidiaries of reporting companies. Accordingly,
Cleco Power has omitted from this Report the information called for by the following Part II items of Form 10-K:
Item 6 (Selected Financial Data) and Item 7 (Management’s Discussion and Analysis of Financial Condition and
Results of Operations); and the following Part III items of Form 10-K: Item 10 (Directors, Executive Officers, and
Corporate Governance of the Registrants), Item 11 (Executive Compensation), Item 12 (Security Ownership of
Certain Beneficial Owners and Management and Related Stockholder Matters), and Item 13 (Certain Relationships
and Related Transactions, and Director Independence).

13
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OPERATIONS
Cleco Power
Segment Financial Information

Summary financial results of the Cleco Power segment for years 2015, 2014, and 2013 are presented in the following
table:

(THOUSANDS) 2015 2014 2013
Revenue

Electric operations $1,142,389 $1,225,960 $1,047,548
Other operations 67,109 64,893 48,909
Electric customer credits 2,173 (23,530 (1,836 )
Affiliate revenue 1,142 1,326 1,338
Operating revenue, net $1,208,467 $1,268,649 $1,095,959
Depreciation and amortization $147,839 $144,026 $135,717
Interest charges $76,560 $74,673 $82,677
Interest income $725 $1,707 $1,100
Federal and state income taxes $79,294 $76,974 $79,381
Net income $141,350 $154,316 $150,410
Additions to property, plant, and equipment $156,357 $206,607 $184,684
Equity investment in investee $16,822 $14,532 $14,532
Segment assets $4,233,337 $4,232,942 $3,932,717

For more information on Cleco Power’s results of operations, see Part II, Item 7, “Management’s Discussion and

Analysis of Financial Condition and Results of Operations — Results of Operations — Comparison of the Years Ended
December 31, 2015, and 2014 — Cleco Power.”

Certain Factors Affecting Cleco Power

As an electric utility, Cleco Power is affected, to varying degrees, by a number of factors influencing the electric

utility industry in general. For more information on these factors, see Part II, Item 7, “Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Results of Operations — Comparison of the Years Ended
December 31, 2015, and 2014 — Cleco Power — Significant Factors Affecting Cleco Power.”

Power Generation

As of December 31, 2015, Cleco Power’s aggregate net electric generating capacity was 3,190 MW. This amount
reflects the maximum production capacity these units can sustain over a specified period of time. In October 2015, the
Franklin Gas Turbine, a 7-MW natural gas generating unit, was retired. The 42-year-old unit had outlived its 30-year
design life and would have required significant investment to continue to be operated in a safe and reliable manner.
Additionally, in July 2015, Teche Unit 4 replaced the Franklin Gas Turbine as Cleco Power’s official blackstart unit.
The following table sets forth certain information with respect to Cleco Power’s generating facilities:

PRIMARY
YEAROF NAMEPLATE NET
GENERATING STATION INITIAL CAPACITY () CAPACITY @ i%ERL USED %EE‘RATION
OPERATION (MW) (MW) GENERATION

Brame Energy Center

14
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Nesbitt Unit 1 1975 440 419 natural gas steam

Rodemacher Unit 2 1982 157 3 149 @) coal steam

Madison Unit 3 2010 641 631 petroleum steam
coke/coal

Acadia Unit 1 2002 580 566 natural gas combined cycle

Coughlin Unit 6 2000 264 242 natural gas combined cycle

Coughlin Unit 7 2000 511 481 natural gas combined cycle

Teche Unit 1 1953 23 15 natural gas steam

Teche Unit 3 1971 359 331 natural gas steam

Teche Unit 4 2011 33 35 natural gas combustion

Dolet Hills Power Station 1986 325 @ 321 @ lignite steam

Total generating capability 3,333 3,190

(1) Nameplate capacity is the capacity at the start of commercial operations.

(2) Based on capacity testing of the generating units and operational tests performed during May, June, July, August,
and December 2015. These amounts do not represent generating unit capacity for MISO planning reserve margins.
(3) Represents Cleco Power’s 30% ownership interest in the capacity of Rodemacher Unit 2, a 523-MW generating
unit.

) Represents Cleco Power’s 50% ownership interest in the capacity of Dolet Hills, a 650-MW generating unit.

The following table sets forth the amounts of power generated by Cleco Power for the years indicated:

PERCENT OF
PERIOD I/II_\IA?}}J SAND TOTAL ENERGY
REQUIREMENTS
2015 12,564 100.2
2014 9,858 74.9
2013 9,736 83.8
2012 9,143 81.3
2011 10,025 86.5

In December 2013, Cleco Power integrated its generation dispatch and transmission operations with MISO. The
amount of power generated by Cleco Power is dictated by the availability of Cleco Power’s generating fleet and the
manner in which MISO dispatches each generating unit. Depending on

how generating units are dispatched by MISO, the amount of power generated may be greater than or less than total
energy requirements. Generating units are dispatched by referencing each unit’s economic efficiency as it relates to the
overall MISO market. For more information on MISO, see Part II, Item 7, “Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Financial Condition — Regulatory and Other Matters — Transmission
Rates of Cleco Power.”

Fuel and Purchased Power

Changes in fuel expenses reflect fluctuations in the amount, type, and pricing of fuel used for electric generation; fuel
transportation and delivery costs; and deferral of expenses for recovery from customers through the FAC in
subsequent months. Changes in purchased power expenses are a result of the quantity and price of economic power
purchased from the
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MISO market. These quantity changes can be affected by Cleco plant outages and plant performance. For a discussion
of certain risks associated with changes in fuel costs and their impact on utility customers, see Item 1A, “Risk Factors —
LPSC Audits” and “— Transmission Constraints.”

The following table sets forth the percentages of power generated from various fuels at Cleco Power’s electric
generating plants, the cost of fuel used per MWh attributable to each such fuel, and the weighted average fuel cost per
MWh:

LIGNITE COAL NATURAL GAS BIOMASS PETROLEUM ¢

YE ARIS](E)IET PERCENT OF SSST PERCENT OF IS]EZ)}?T PERCENT OF gé)gT PERCENT OF gl(g)}gT PERCE

MWh GENERATION MWh GENERATION MWh GENERATION MWh GENERATION MWh GENER
2015 $46.87 16.9 $28.68 9.7 $21.37 50.6 $— — $19.80 22.8
2014 $44.79 14.6 $27.34 15.6 $37.00 35.0 $— — $21.52 34.8
2013 $42.44 15.6 $29.42 18.2 $34.60 34.4 $— — $21.54 31.8
2012 $36.36 25.2 $33.03 17.0 $27.81 45.8 $17.74 * $23.54 12.0
2011 $30.99 23.6 $29.48 15.6 $46.39 33.8 $65.06 * $31.70 27.0

* Not meaningful

Power Purchases

In December 2013, Cleco Power integrated its generation dispatch and transmission operations with MISO.
Consequently, MISO now makes economic and routine dispatch decisions regarding Cleco Power’s generating units.
Since joining MISO, power purchases have been made at prevailing market prices, also referred to as LMP, which are
highly correlated to natural gas prices. LMP includes a component directly related to congestion on the transmission
system. Pricing zones with greater transmission congestion will have a higher LMP. Physical transmission constraints
present in the MISO market could increase energy costs within Cleco Power’s pricing zone. For information on Cleco
Power’s ability to pass on to its customers substantially all of its fuel and purchased power expenses, see “— Regulatory
Matters, Industry Developments, and Franchises — Rates.”

Coal, Petroleum Coke, and Lignite Supply

Cleco Power uses coal for generation at Rodemacher Unit 2. Cleco Power has an agreement with Peabody Coal Sales
LLC to provide the majority of Cleco Power’s coal needs at Rodemacher Unit 2 through 2016. The coal supply
agreement is a fixed-price contract and provided for the full requirements to support Cleco Power’s minimum planned
dispatch of Rodemacher Unit 2 for 2015 and provides for partial requirements for 2016. Cleco Power actively
manages its inventory levels throughout the year with spot purchases, if necessary. With respect to transportation of
coal, Cleco Power has an agreement with Union Pacific Railroad Company for transportation of coal from Wyoming’s
Powder River Basin to Rodemacher Unit 2 through December 31, 2016. Cleco Power leases 231 railcars to transport
its coal under two long-term leases, one expiring in March 2017, under which management is evaluating future
options, and the other expiring in March 2021.

The continuous supply of coal may be subject to interruption due to adverse weather conditions or other factors that
may disrupt transportation to the plant site. At December 31, 2015, Cleco Power’s coal inventory at Rodemacher Unit
2 was approximately 255,000 tons (approximately a 106-day supply).

Cleco Power uses a combination of petroleum coke and Illinois Basin coal for generation at Madison Unit 3.
Petroleum coke is a by-product of the oil refinery process and is not considered a fuel specifically produced for a
market; however, ample petroleum coke supplies are produced from refineries each year throughout the world,
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particularly in the Gulf Coast region. During 2015, Cleco received its petroleum coke supply

from refineries located along the lower Mississippi River with some spot cargo purchases being delivered from upper
Mississippi refineries. Cleco purchased slightly less than 1.2 million tons of petroleum coke during 2015, the majority
of which was in accordance with existing contracts ranging in terms of one to two years ending December 31, 2015,
and December 31, 2016, respectively. All existing contracts have been extended and newly negotiated contracts have
been completed for petroleum coke supply in 2016. Petroleum coke spot purchases are typically short-term in nature,
ranging from one- to six-month terms. Each of the agreements is either fixed price spot purchases or priced per the
Jacobs Consultancy Petroleum Coke Quarterly Monthly Price Index or the “PACE” Monthly Index.

During 2015, Cleco purchased approximately 305,000 tons of Illinois Basin coal. Cleco Power uses Louisiana
waterways, such as the Mississippi River and the Red River, to deliver both petroleum coke and Illinois Basin coal to
the plant site. The continuous supply of petroleum coke and Illinois Basin coal may be subject to interruption due to
adverse weather conditions or other factors that may disrupt transportation to the plant site. Savage Services is Cleco
Power’s exclusive transportation coordinator and provider. The amended and restated logistics agreement dated
December 28, 2012, with Savage Services continues through August 31, 2017. The term of this agreement will
automatically renew for successive periods of two years each unless written notice is provided by either party at least
four months prior to the expiration of the term in effect. The amended agreement contains a provision for early
termination with a three month prior written notice upon the occurrence of specified cancellation events. In September
2014, Cleco Power gained the option to purchase any or all of the dedicated barges. Management is evaluating this
option. As of December 31, 2015, Cleco Power had not purchased any of the dedicated barges. At December 31,
2015, Cleco Power’s petroleum coke inventory at Madison Unit 3 was approximately 521,000 tons and Cleco Power’s
[linois Basin coal inventory at Madison Unit 3 was approximately 153,000 tons. The total fuel inventory was 674,000
tons (approximately a 135-day supply).

Cleco Power uses lignite for generation at the Dolet Hills Power Station. Cleco Power and SWEPCO each own an
undivided 50% interest in the other’s leased and owned lignite reserves within the Dolet Hills mine in northwestern
Louisiana. Additionally, through Oxbow, which is owned 50% by Cleco Power and 50% by SWEPCO, Cleco Power
and SWEPCO control 74 million tons of estimated recoverable lignite reserves also located in northwestern Louisiana.
Cleco Power and

17



Edgar Filing: CLECO CORP - Form 10-K

CLECO CORPORATION
CLECO POWER 2015 FORM 10-K

SWEPCO have entered into a long-term agreement with DHLC for the mining and delivery of lignite reserves at both
mines, the operations of which are conducted by SWEPCO. The Amended Lignite Mining Agreement requires Cleco
Power and SWEPCO to purchase the lignite mined and delivered by DHLC at cost plus a specified management fee.

The term of this contract runs until all economically mineable lignite has been mined. The reserves from these mines

are expected to be sufficient to fuel the Dolet Hills Power Station until at least 2036. At December 31, 2015, Cleco
Power’s investment in Oxbow was $16.8 million. For information regarding deferred mining costs and obligations
associated with this mining agreement see, Part II, Item 8, “Financial Statements and Supplementary Data — Notes to the
Financial Statements — Note 3 — Regulatory Assets and Liabilities — Mining Costs,” Note 14 — “Litigation, Other
Commitments and Contingencies, and Disclosures about Guarantees — On-Balance Sheet Guarantees,” and “— Long-Term
Purchase Obligations.” For more information on Oxbow, see Part II, Item 8, “Financial Statements and Supplementary
Data — Notes to the Financial Statements — Note 12 — Variable Interest Entities.”

The continuous supply of lignite may be subject to interruption due to adverse weather conditions or other factors that
may disrupt mining operations or transportation to the plant site. At December 31, 2015, Cleco Power’s lignite

inventory at Dolet Hills was approximately 300,000 tons (approximately a 48-day supply).

Natural Gas Supply
During 2015, Cleco Power purchased 49.7 million MMBtu of natural gas for the generation of electricity. The annual
and average per-day quantities of gas purchased by Cleco Power from each supplier are shown in the following table:

2015 AVERAGE AMOUNT PERCENT OF
NATURAL GAS SUPPLIER PURCHASES PURCHASED TOTAL NATURAL

(MMBtu) PER DAY (MMBtu) GAS USED
South Jersey Resources Group 16,262,430 44,555 32.7 %
Anadarko Energy Service Company 8,085,575 22,152 16.3 %
Tenaska Marketing Ventures 5,769,663 15,807 11.6 %
Shell Energy North America 5,190,717 14,221 10.4 %
Iberdrola Renewables 4,183,152 11,461 8.4 %
Range Resources-Appalachia, LLC 3,263,850 8,942 6.5 %
BP Energy Company 2,626,100 7,195 53 %
Others 4,354,696 11,931 8.8 %
Total 49,736,183 136,264 100.0 %

Cleco Power owns natural gas pipelines and interconnections at all of its generating facilities which allow it to access
various natural gas supply markets and maintain a more economical fuel supply for Cleco Power’s customers.

Natural gas was available without interruption throughout 2015. Cleco Power expects to continue to meet its natural
gas requirements with purchases on the spot market through daily, monthly, and seasonal contracts with various
natural gas suppliers. However, future supplies to Cleco Power remain vulnerable to disruptions due to weather events
and transportation issues. Large industrial users of natural gas, including electric utilities, generally have low priority
among gas users in the event pipeline suppliers are forced to curtail deliveries due to inadequate supplies. As a result,
prices may increase rapidly in response to temporary supply interruptions. During 2015, in order to partially address
potential natural gas

fuel curtailments and interruptions, Cleco contracted for natural gas firm transportation with several interstate
pipelines for a period of one year ending in late 2016. In order to supply gas to Cleco Power’s generating facilities in
the event of an interruption of supply due to events of force majeure and to operationally balance gas supply to the
units, gas storage will continue to be used. The storage volume is contracted by paying a capacity reservation charge
at a fixed rate. There are also variable charges incurred to withdraw and inject gas from storage. At December 31,
2015, Cleco Power had 1.6 million MMBtu of gas in storage. Currently, Cleco Power anticipates that its diverse
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supply options, gas storage, and alternative fuel capability, combined with its solid-fuel generation resources, are
adequate to meet its generation needs during any temporary interruption of natural gas supplies.

Sales

Cleco Power’s 2015 and 2014 system peak demands, which occurred on August 10, 2015, and August 24, 2014, were

2,700 MW and 2,612 MW, respectively. Sales and system peak demand are affected by weather and are typically

highest during the summer air-conditioning season; however, peaks may occur during the winter season as well. In

2015, Cleco Power experienced warmer than normal summer weather conditions and warmer than normal winter

weather conditions. In 2014, Cleco Power experienced normal summer weather conditions and cooler than normal

winter weather conditions. For information on the effects of future energy sales on Cleco Power’s results of operations,
financial position, and cash flows, see Item 1A, “Risk Factors — Future Electricity Sales” and “— Weather Sensitivity.” For
information on the financial effects of seasonal demand on Cleco Power’s quarterly operating results, see Part II, Item

8, “Financial Statements and Supplementary Data — Notes to the Financial Statements — Note 19 — Miscellaneous Financial
Information (Unaudited).”

Reserve margin is the net capacity resources (either owned or purchased) less native load demand, divided by native

load demand. Members of MISO submit their forecasted native load demand to MISO each year. During 2015, Cleco
Power’s reserve margin was 21.3%, which was above MISO’s unforced planning reserve margin benchmark of 7.1%.
During 2014, Cleco Power’s reserve margin was 25.2%, which was above MISO’s unforced planning reserve margin
benchmark of 7.3%. Cleco Power expects to meet or exceed MISO’s unforced planning reserve margin benchmark of

7.6% in 2016.

Capital Investment Projects

For a discussion of Cleco Power’s capital investment projects, see Part I, Item 7, “Management’s Discussion and

Analysis of Financial Condition and Results of Operations — Overview — Cleco Power — MATS,” “— Layfield/Messick
Project,” “— Cenla Transmission Expansion Project,” “— Cabot Waste Heat Recovery Project,” and “— Bayou Vista.”
Midstream

The transfer of Coughlin to Cleco Power occurred on March 15, 2014. As a result of this transfer, the operating

activity and operating earnings at Midstream are minimal. The Coughlin transfer changed the structure of Cleco’s
internal organization and as a result, Midstream is no longer disclosed as a separate reportable segment. Management
determined the retrospective application of this transfer to be quantitatively and qualitatively immaterial when taken

as a whole in relation to Cleco Power’s financial statements. As a result, Cleco’s

10
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segment reporting disclosures were not retrospectively adjusted to reflect the transfer. At December 31, 2015,
Midstream had no employees. For more information on the transfer of Coughlin to Cleco Power, see Part II, Item 8,
“Financial Statements and Supplementary Data — Notes to the Financial Statements — Note 17 — Coughlin Transfer.”

Customers

No single customer accounted for 10% or more of Cleco or Cleco Power’s consolidated revenue in 2015, 2014, or
2013. In 2014, Cleco Power added a significant wholesale customer that accounted for 9.2% of Cleco and Cleco
Power’s consolidated revenue in 2015 and averaged 9.2% of Cleco and Cleco Power’s consolidated revenue during the
months that it was a customer in 2014. For more information regarding Cleco’s sales and revenue, see Part II, Item 7,
“Management’s Discussion and Analysis of Financial Condition and Results of Operations — Results of Operations.”

Capital Expenditures and Financing

For information on Cleco’s capital expenditures, financing, and related matters, see Part II, Item 7, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations — Financial Condition — Liquidity and Capital
Resources — Cash Generation and Cash Requirements — Capital Expenditures.”

REGULATORY MATTERS, INDUSTRY DEVELOPMENTS, AND FRANCHISES

Rates

Cleco Power’s electric operations are subject to the jurisdiction of the LPSC with respect to retail rates, standards of
service, accounting, and other matters. Also, Cleco Power is subject to the jurisdiction of FERC with respect to
transmission tariffs, accounting, interconnections with other utilities, and the transmission of power and reliability.
Periodically, Cleco Power has sought and received from both the LPSC and FERC increases in retail rates and
transmission tariffs, respectively, to cover increases in operating costs and costs associated with additions to
generation, transmission, and distribution facilities. The rates Cleco Power charges its wholesale customers are subject
to FERC’s triennial market power analysis.

Cleco Power’s annual retail earnings are subject to the terms of an FRP established by the LPSC. Prior to July 1, 2014,
Cleco Power’s FRP allowed a target ROE of 10.7%, while providing the opportunity to earn up to 11.3%. Additionally,
60.0% of retail earnings between 11.3% and 12.3% and all retail earnings over 12.3% were required to be refunded to
customers. In April 2013, Cleco Power filed an application with the LPSC to extend its current FRP and to seek rate
recovery of the Coughlin transfer. In June 2014, the LPSC approved Cleco Power’s FRP extension, finalized the rate
treatment of Coughlin, and issued the implementing order. Effective July 1, 2014, under the terms of the FRP
extension, Cleco Power’s retail rates were adjusted based on a target ROE of 10.0%, while providing the opportunity to
earn up to 10.9%. Additionally, 60% of retail earnings between 10.9% and 11.75% and all retail earnings over 11.75%
are required to be refunded to customers. The amount of credits due to customers, if any, is determined by Cleco
Power and the LPSC annually. Credits are typically included on customers’ bills the following summer, but the amount
and timing of the refunds is ultimately subject to LPSC approval. The capital structure

assumes an equity ratio of 51%. The FRP extension includes a mechanism that allows for the recovery of revenue
requirements related to excess amounts of surcredits refunded for storm costs and uncertain tax positions, MISO
transition and administration charges, Louisiana state corporate franchise taxes, incremental production operations and
maintenance costs, LPSC renewable project costs, and certain capacity costs. It also includes recovery of deferred
costs for the previous LPSC fuel audit, biomass pilot project costs, and costs related to filing the FRP extension. The
FRP extension also includes a mechanism allowing for recovery of incremental capacity costs above the level
included in base rates and allows Cleco Power to request recovery of additional capital project costs during its
four-year term.

Generally, the cost of fuel used for electric generation and the cost of power purchased for utility customers are
recovered through the LPSC-established FAC, which enables Cleco Power to pass on to its customers substantially all
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such expenses. Recovery of FAC costs is subject to periodic fuel audits by the LPSC. The LPSC FAC General Order
issued in November 1997 in Docket No. U-21497 provides that an audit will be performed at least every other year. In
November 2014, the LPSC initiated an audit of Cleco Power’s fuel and purchased power expenses for the years 2009
through 2013. The total amount of fuel expense included in the audit was $1.73 billion. On August 17, 2015, the
LPSC Staff issued its audit report which recommended no disallowance of fuel costs. On October 28, 2015, the LPSC
approved the audit report. On February 3, 2016, the LPSC initiated an audit of Cleco Power’s fuel and purchased
power expenses for the period January 2014 through December 2015. The total amount of fuel expense included in
this audit is $582.6 million. Management is unable to predict or give a reasonable estimate of the possible range of the
disallowance, if any, related to this audit. If a disallowance of fuel costs is ordered, resulting in a refund, any such
refund could have a material adverse effect on the results of operations, financial condition, or cash flows of the
Registrants.

In July 2009, the LPSC issued Docket No. U-29380 Subdocket A, which provides for an EAC to recover from
customers certain costs of environmental compliance. The costs eligible for recovery are prudently incurred air
emissions credits associated with complying with federal, state, and local air emission regulations that apply to the
generation of electricity reduced by the sale of such allowances. Also eligible for recovery are variable emission
mitigation costs, which are the costs of reagents such as ammonia and limestone that are a part of the fuel mix used to
reduce air emissions, among other things. Cleco Power began incurring additional environmental compliance
expenses in the second quarter of 2015 for reagents associated with compliance with MATS. These expenses are
eligible for recovery through Cleco Power’s EAC and are subject to periodic review by the LPSC. For more
information on MATS, see “Environmental Matters — Air Quality.”

On February 3, 2016, the LPSC initiated an audit of Cleco Power’s environmental costs for the period November 2010
through December 2015. The total amount of environmental costs included in this audit is $81.2 million, Management
is unable to predict or give a reasonable estimate of the possible range of the disallowance, if any, related to this audit.
If a disallowance of environmental costs is ordered resulting in a refund, any such refund could have a material
adverse effect on the results of operations, financial condition, or cash flows
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of the Registrants. The most recent EAC audit completed by the LPSC, for the period October 2009 through October

2010, did not result in any refunds to customers.

For more information on Cleco Power’s retail and wholesale rates, including Cleco Power’s FRP, see Item 1A, “Risk

Factors — LPSC Audits,” “— Cleco Power’s Rates,” “— Retail Electric Service,” and “— Wholesale Electric Service” and Pa
7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations — Financial Condition —
Regulatory and Other Matters — Retail Rates of Cleco Power,” and — “Wholesale Rates of Cleco Power.”

Franchises

Cleco Power operates under nonexclusive franchise rights granted by governmental units, such as municipalities and
parishes (counties), and enforced by state law. These franchises are for fixed terms, which vary from 10 years to more
than 50 years. Historically, Cleco Power has been substantially successful in the timely renewal of franchises as each
neared the end of its term. Cleco Power’s next municipal franchise expires in February 2017.

Franchise Renewals
Cleco Power renewed the following franchise agreements during 2014 and 2015:

NUMBER OF
DATE CITY/TOWN/VILLAGE TERM CUSTOMERS
May 2014 Dry Prong 30 years 255
June 2014 Mansura 30 years 1,029
September 2014 Marksville 30 years 30
October 2014 Woodworth 30 years 750
December 2014 Pineville 30 years 9,363
March 2015 Zwolle 30 years 914
May 2015 Merryville 30 years 454
June 2015 Eunice 33 years 5,190
July 2015 Converse 30 years 233
July 2015 Madisonville 34 years 598
August 2015 Pleasant Hill 30 years 382
September 2015 Noble 30 years 108
September 2015 Plaucheville 30 years 147

Industry Developments

For information on industry developments, see Part II, [tem 7, “Management’s Discussion and Analysis of Financial
Condition and Results of Operations — Financial Condition — Regulatory and Other Matters — Market Restructuring.”

Wholesale Electric Competition

For a discussion of wholesale electric competition, see Part II, Item 7, “Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Financial Condition — Regulatory and Other Matters — Market
Restructuring — Wholesale Electric Markets.”

Retail Electric Competition

For a discussion of retail electric competition, see Part II, Item 7, “Management’s Discussion and Analysis of Financial
Condition and Results of Operations — Financial Condition — Regulatory and Other Matters — Market Restructuring — Ret:

Electric Markets.”

Legislative and Regulatory Changes and Matters
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Various federal and state legislative and regulatory bodies are considering a number of issues that could shape the
future of the electric utility industry. Such issues include, among others:

the ability of electric utilities to recover stranded costs,

the role of electric utilities, independent power producers, and competitive bidding in the purchase, construction, and
operation of new generating capacity,

the pricing of transmission service on an electric utility’s transmission system, or the cost of transmission services
provided by an RTO/ISO,

¥ERC’s assessment of market power and a utility’s ability to buy generation assets,

mandatory transmission reliability standards,

¥ERC rulemakings encouraging migration of utility operations to RTOs,

NERC’s imposition of additional reliability and cybersecurity standards,

the authority of FERC to grant utilities the power of eminent domain,

tncreasing requirements for renewable energy sources,

demand response and energy efficiency standards,

comprehensive multi-emissions environmental regulation in the areas of air, water, and waste,

regulation of greenhouse gas emissions,

regulation of the disposal and management of CCRs from coal-fired power plants,

¥ERC’s increased ability to impose financial penalties, and

the Dodd-Frank Act.

Management is unable, at this time, to predict the outcome of such issues or the effects thereof on the results of
operations, financial condition, or cash flows of the Registrants.

For information on certain regulatory matters and regulatory accounting affecting Cleco, see Part II, Item 7,
“Management’s Discussion and Analysis of Financial Condition and Results of Operations — Financial Condition —
Regulatory and Other Matters.”

ENVIRONMENTAL MATTERS

Environmental Quality

Cleco is subject to federal, state, and local laws and regulations governing the protection of the environment.
Violations of these laws and regulations may result in substantial fines and penalties. Cleco has obtained the
environmental permits necessary for its operations, and management believes Cleco is in compliance in all material
respects with these permits, as well as all applicable environmental laws and regulations. Environmental requirements
affecting electric power generating facilities are complex, change frequently, and have become more stringent over
time as a result of new legislation, administrative actions, and judicial interpretations. Therefore, the capital costs and
other expenditures necessary to comply with existing and new environmental requirements are difficult to determine.
Cleco Power may request recovery of the costs to comply with certain environmental laws and regulations from its
retail customers. If revenue relief were to be approved by the LPSC, then Cleco Power’s retail rates could increase. If
the LPSC were to deny Cleco Power’s request to recover all or part of its environmental compliance costs, then Cleco
Power would bear
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those costs directly. Such a decision could negatively impact, perhaps significantly, the results of operations, financial
condition, or cash flows of the Registrants. Cleco Power’s capital expenditures, including AFUDC, related to
environmental compliance were $7.1 million during 2015 and are estimated to be $9.3 million in 2016.

Air Quality

Air emissions from each of Cleco’s generating units are strictly regulated by the EPA and the LDEQ. The LDEQ has
authority over and implements certain air quality programs established by the EPA under the federal CAA, as well as
its own air quality regulations. The LDEQ establishes standards of performance and requires permits for EGUs in
Louisiana. All of Cleco’s generating units are subject to these requirements.

The EPA has proposed and adopted rules under the authority of the CAA relevant to the emissions of SO, and NO,
from Cleco’s generating units. The CAA established the Acid Rain Program to address the effects of acid rain and
imposed restrictions on acid rain-causing SO, emissions from certain generating units. The CAA requires these EGUs
to possess a regulatory “allowance” for each ton of S{mitted beginning in the year 2000. The EPA allocates a set
number of allowances to each affected unit based on its historic emissions. As of December 31, 2015, Cleco had
sufficient allowances for operations in 2015 and expects to have sufficient allowances for 2016 operations under the
Acid Rain Program.

The Acid Rain Program also established emission rate limits on NO, emissions for certain generating units. Cleco
Power is able to achieve compliance with the acid rain permit limits for NO, at all of its affected facilities.

In July 2011, the EPA finalized a rule titled “Federal Implementation Plans to Reduce Interstate Transport of Fine
Particulate Matter and Ozone” known as CSAPR that would require significant reductions in SQ and NO, emissions
from EGUSs in 28 states, including Louisiana. Under CSAPR, the EPA set total emissions limits for each state,
allowing limited interstate trading (and unlimited intrastate trading) of emission allowances among power plants to
comply with these limits beginning May 1, 2012. Specifically for Louisiana, CSAPR limited NO, emissions for the
ozone season, which consisted of the months of May through September. After several years of litigation over the
rule, in October 2014, the D.C. Circuit Court of Appeals granted the EPA’s request that the court lift the stay on
CSAPR. On January 1, 2015, the EPA implemented CSAPR on an interim basis. In May 2015, Cleco began
complying with the rule’s requirements for limiting NQ emissions during annual ozone seasons.

On December 3, 2015, the EPA published the proposed CSAPR update for the 2008 ozone NAAQS in the Federal
Register. The EPA expects to finalize the proposed rule in the summer of 2016. The EPA proposed Federal
Implementation Plans (FIPs) that update the existing EGU CSAPR NO, ozone-season emission budgets and
implement the budgets through the existing CSAPR NO, ozone-season allowance trading program. The proposed FIP
requires implementation beginning with the 2017 ozone season, which consists of the months of May through
September. Public comments on the proposed rule were received by February 1, 2016. Management is currently
evaluating the effect of the proposed rule and is not able to predict if the proposed rule will have a material impact on
the results of operations, financial condition, or cash flows of the Registrants.

In February 2012, the EPA finalized the MATS ruling that requires affected EGUs to meet specific emissions
standards and work practices standards to address hazardous air pollutants. MATS imposes strict emission limits on
new and existing coal- and liquid oil-fired EGUs for mercury, acid gases, and non-mercury metallic pollutants. Cleco
Power units impacted by the rule include Rodemacher Unit 2, Madison Unit 3, and Dolet Hills. MATS controls
equipment including dry sorbent injection for acid gas control, activated carbon injection systems for mercury control,
and fabric filters (baghouses) for metal particulate control were installed at Dolet Hills and Rodemacher Unit 2. In
addition, activated carbon injection for mercury control was installed at Madison Unit 3. As a result of the installation
of the MATS equipment, Cleco Power’s three EGUs affected by the MATS rule were compliant by the April 16, 2015,
deadline. On February 1, 2016, the LPSC approved Cleco Power’s request for authorization to recover the revenue
requirements associated with the MATS equipment. Cleco Power began recovery of the revenue requirement
associated with the MATS equipment, subject to refund, on July 1, 2015, and as of December 31, 2015, had recovered
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$7.3 million on the project. As of December 31, 2015, Cleco Power had spent $106.4 million on the project. Cleco
Power’s final project cost is expected to be $108.0 million, with the remaining costs being related to post-construction
refinements. On June 29, 2015, the U.S. Supreme Court remanded the MATS rule to the D.C. Circuit Court of
Appeals. The U.S. Supreme Court held that the EPA had not demonstrated that the promulgation of the MATS rule
was “appropriate and necessary” due to the EPA’s failure to consider costs. On December 15, 2015, the D.C. Circuit
Court of Appeals remanded the rule to the EPA; however, the D.C. Circuit Court of Appeals did not vacate the rule.
Greenhouse gases (GHG) and their role in climate change have been the focus of extensive study and legal action.
Fossil fuel-fired EGUs emit a significant amount of GHG in the combustion process. Congress has attempted to craft
specific legislation that would reduce emissions of GHG by utilities, industrial facilities, and other manufacturing
sectors of the economy. While congressional attempts have not been successful, it is possible that federal GHG
legislation may be enacted within the next several years.

In the absence of federal legislation, the EPA adopted a series of rules under the CAA that, taken together, regulate
GHG emissions from both mobile and stationary sources. As a result, since July 2011, new major stationary sources of
GHG emissions and major modifications of existing stationary sources have been required to obtain a permit for their
GHG emissions. In its May 2010, Prevention of Significant Deterioration (PSD) and Title V GHG “Tailoring Rule,” the
EPA set the threshold for new major sources and major modifications of existing sources of GHG emissions and CO,
equivalents at 100,000 tons per year and 75,000 tons per year, respectively. The U.S. Supreme Court partially
invalidated the Tailoring Rule in June 2014, holding that the EPA does not have the authority to regulate GHG
emissions from all sources, but only from sources that would otherwise be subject to PSD permitting based on
exceeding the emissions limits for other pollutants. Cleco does not anticipate a modification at any of its existing
sources that would trigger PSD and an associated Best Available Control Technology demonstration for GHG.

On August 3, 2015, the EPA released the final guidelines referred to as the CPP. These guidelines provide each state
with standards for CO, emissions from the state’s utility
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industry. The EPA derived the limits for each state through a strategy involving a combination of unit efficiency
improvements, dispatching away from boilers to combined cycle units, and applying renewable energy. The CPP
requires significant reductions of CO, emissions. The CPP sets interim and final CO, emission goals for each state.
The interim emission goals begin in 2022, with final emission goals required by 2030. The states have been asked to
finalize state implementation plans by September 6, 2016, or apply for a two-year extension. The rule is currently
under review by electric utilities and state regulators. On February 9, 2016, the U.S. Supreme Court issued a stay of
the CPP, which will stay in place until the D.C. Circuit Court of Appeals rules on the merits, followed by a U.S.
Supreme Court ruling. Until the U.S. Supreme Court issues a ruling and the State of Louisiana releases an
implementation plan, management cannot predict what the final standards will entail for Cleco or what controls the
EPA and the state of Louisiana may require in a final state plan. However, any new rules that require significant
reductions of CO, emissions could require potentially significant capital expenditures or modifications or curtailment
of operations of certain EGUs to maintain or achieve compliance.

On August 18, 2015, the EPA released the New Source Performance Standards (NSPS) rules for CO, emissions from
new, modified, or reconstructed units. The rules set requirements and conditions with respect to CO, emission
standards for new units and those that are modified or reconstructed. Cleco does not anticipate a modification or
reconstruction of its existing sources that would trigger the application of the proposed CO, emission limits.

The enactment of federal or state renewable portfolio standards (RPS) mandating the use of renewable and alternative
fuel sources such as wind, solar, biomass, and geothermal could result in certain changes in Cleco’s business or its
competitive position. These changes could include additional costs for renewable energy credits, alternate compliance
payments, or capital expenditures for renewable generation resources. RPS legislation has been enacted in many states
and Congress is considering various bills that would create a national RPS. Cleco continues to evaluate the impacts of
potential RPS legislation on its business based on the RPS programs in other states.

As part of its periodic re-evaluation of the protectiveness of the NAAQS, the EPA has adopted rules that strengthen
the NAAQS for specific criteria pollutants including ozone, NO,, and SO,. In 2008, the EPA issued a NAAQS for
ozone of 75 ppb. The EPA designated the five-parish area around Baton Rouge as a non-attainment area for ozone
under the 2008 NAAQS, which required that Louisiana establish a state implementation plan to bring those areas back
into attainment by 2015. The state plan for implementing the 2008 NAAQS did not impact Cleco’s generating units.
On October 1, 2015, the EPA released a final rule to strengthen the 2008 8-hour ozone standard by decreasing the
current value of 75 ppb to a value of 70 ppb. However, since the State of Louisiana has not released an
implementation plan, Cleco cannot predict what the compliance requirements may be or if the new rule will have a
material impact on the results of operations, financial condition, or cash flows of the Registrants.

A revised primary NAAQS for NO, promulgated by the EPA took effect in April 2010. The EPA established a new
one-hour standard at a level of 100 ppb to supplement the existing

annual standard. In January 2012, the EPA determined that no area in the country was violating the standard.
However, the LDEQ expects to operate new monitors at two portions of highways in the Baton Rouge and New
Orleans areas. The EPA may redesignate areas based on new data it receives from states. Due to the fact that fossil
fuel-fired EGUs are a significant source of NO, emissions in the country, a non-attainment designation could result in
utilities such as Cleco being required to substantially reduce their NO, emissions. However, because the EPA has not
yet completed any new designations, Cleco cannot predict the likelihood or potential impacts of such a rule on its
generating units at this time.

The EPA revised the NAAQS for SO, in June 2010. The new standard is now a one-hour health standard of 75 ppb,
designed to reduce short-term exposures to SO, ranging from five minutes to 24 hours. An important aspect of the
new SO, standard is a revised emission monitoring network combined with a new ambient air modeling approach to
determine compliance with the new standard. The EPA designated St. Bernard Parish as a non-attainment area. The
EPA expects to use monitoring or modeling data developed in the future to confirm the status of areas that currently
have no monitoring data. Classification of those areas currently without adequate data will be deferred until adequate
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data has been developed. In November 2015, the LDEQ notified the EPA that DeSoto Parish was in compliance with
the NAAQS SO, requirement and recommended a designation of attainment. In February 2016, the EPA responded,
indicating that it intends to classify a portion of DeSoto Parish as non-attainment. However, the EPA will also be
accepting information and comments from the LDEQ and the public to weigh in on its final designation, which is
expected by July 2, 2016. Utilities could be required to substantially reduce their SO, emissions to comply with this
NAAQS. However, because the EPA has not yet completed all the area designations, Cleco is unable to determine the
likelihood or potential future impacts of this rule on its generating units.

In the past, Cleco Power received notices from the EPA requesting information relating to the Brame Energy Center
and the Dolet Hills Power Station. The purpose of the data requests was to determine whether Cleco Power complied
with the New Source Review permitting program and NSPS requirements under the CAA in connection with capital
expenditures, modifications, or operational changes made at these facilities. Cleco Power has completed its responses
to the initial data requests. Cleco Power is unable to predict whether the EPA will take further action as a result of the
information provided.

Water Quality

Cleco’s facilities also are subject to federal and state laws and regulations regarding wastewater discharges. Cleco has
received from the EPA and the LDEQ permits required under the federal Clean Water Act (CWA) for wastewater
discharges from its generating stations. Wastewater discharge permits have fixed dates of expiration and Cleco applies
for renewal of these permits within the applicable time periods.

In March 2011, the EPA proposed regulations which would establish standards for cooling water intake structures at
existing power plants and other facilities pursuant to Section 316(b) of the CWA. The EPA published its final rule on
August 15, 2014. The standards are intended to protect fish and other aquatic wildlife by minimizing capture both in
screens attached to intake structures (impingement mortality), and in the actual
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intake structures themselves (entrainment mortality). The proposed standards would (1) set a performance standard,
dealing with fish impingement mortality, or reduce the flow velocity at cooling water intakes to less than 0.5 feet per
second, and (2) require entrainment standards to be determined on a case-by-case basis by state-delegated permitting
authorities. Facilities subject to the proposed standards are required to complete a number of studies within a
45-month period and then comply with the rule as soon as possible after the next discharge permit renewal by a date
determined by the permitting authorities. Portions of the final rule could apply to a number of Cleco’s fossil fuel steam
electric generating stations. Until the required studies are conducted, including technical and economic evaluations of
the control options available, and regulatory agency officials have reviewed the studies and made determinations,
Cleco remains uncertain which technology options or retrofits will be required to be installed on its affected facilities.
The costs of required technology options and retrofits may be significant, particularly if closed cycle cooling is
required.

The CWA requires the EPA to periodically review and, if appropriate, revise technology-based effluent limitations
guidelines for categories of industrial facilities, including power generating facilities. On September 30, 2015, the
EPA released the revised steam electric effluent limitation guidelines. The rule is focused on reducing the discharge of
metals in wastewater from generating facilities to surface waters. The rule may require costly technological upgrades
at Cleco’s facilities, particularly if additional wastewater treatment systems are required to be installed or if waste
streams must be eliminated. Management is currently evaluating the effect of the final rule and is not able to predict if
the new rule will have a material impact on the results of operations, financial condition, or cash flows of the
Registrants.

Solid Waste Disposal

In the course of operations, Cleco’s facilities generate solid and hazardous waste materials requiring eventual disposal.
The Solid Waste Division of the LDEQ has adopted a permitting system for the management and disposal of solid
waste generated by power stations. Cleco has received all required permits from the LDEQ for the on-site disposal of
solid waste from its generating stations.

On April 17, 2015, the EPA published a final rule in the

Federal Register for regulating the disposal and management of CCRs from coal-fired power plants. The federal
regulation classifies CCRs as nonhazardous waste under Subtitle D of the Resource Conservation and Recovery Act
and allows beneficial use of CCRs with some restrictions. The rule establishes extensive requirements for existing and
new CCR landfills and surface impoundments and all lateral expansions consisting of location restrictions, design and
operating criteria, groundwater monitoring and corrective action, closure requirements and post closure care, and
recordkeeping, notification, and Internet posting requirements.

Prior to the publication of this federal regulation, Cleco Power was subject to state regulations pertaining to the
disposal of coal ash. As a result, Cleco Power had an ARO for the retirement of certain ash disposal facilities. At
December 31, 2015, based on management’s best estimate of the retirement costs related to the CCR ruling, Cleco
Power recorded a $1.0 million increase to its ARO for the retirement of certain ash disposal facilities. All costs of the

CCR rule are expected to be recovered from customers in future rates. The actual asset retirement costs related to the
CCR rule requirements may vary substantially from the estimates used to record the increased obligation due to the
uncertainty about the compliance strategies that will be used and the preliminary nature of available data used to
estimate costs. Cleco Power will continue to gather additional data in future periods and will make decisions about
compliance strategies and the timing of closure activities. As additional information becomes available and
management makes decisions about compliance strategies and the timing of closure activities, Cleco Power will
update the ARO balance to reflect these changes in estimates. However, management does not expect any required
adjustment to the ARO to have a material effect on the results of operations, financial condition, or cash flows of the
Registrants.
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Cleco produces certain wastes that are classified as hazardous at its electric generating stations and at other locations.
Cleco does not treat, store long-term, or dispose of these wastes on-site; therefore, no permits are required. Hazardous
wastes produced by Cleco are properly disposed of at permitted hazardous waste disposal sites.

Toxic Substances Control Act (TSCA)

The TSCA directs the EPA to regulate the marketing, disposing, manufacturing, processing, distributing in commerce,
and usage of various toxic substances, including PCBs. Cleco operates and may continue to operate equipment
containing PCBs under the TSCA. Once the equipment reaches the end of its useful life, the EPA regulates handling
and disposing of the equipment and fluids containing PCBs. Within these regulations, handling and disposing is
allowed only through facilities approved and permitted by the EPA. Cleco properly disposes of its PCB waste material
at TSCA-permitted disposal facilities.

Emergency Planning and Community Right-to-Know Act (EPCRA)

Section 313 of the EPCRA requires certain facilities that manufacture, process, or otherwise use minimum quantities
of listed toxic chemicals to file an annual report with the EPA called a Toxic Release Inventory (TRI) report. The TRI
report requires industrial facilities to report on approximately 650 substances that the facilities release into the air,
water, and land. The TRI report ranks companies based on the amount of a particular substance they release on a state
and parish (county) level. Annual reports are due to the EPA on July 1 following the reporting year-end. Cleco has
submitted required TRI reports on its activities and the TRI rankings are available to the public. The rankings do not
result in any federal or state penalties.

Electric and Magnetic Fields (EMFs)

The possibility that exposure to EMFs emanating from electric power lines, household appliances, and other electric
devices may result in adverse health effects, and damage to the environment has been a subject of some public
attention. Lawsuits alleging that the presence of electric power transmission and distribution lines has an adverse
effect on health and/or property values have arisen in several states. Cleco Power is not a party in any lawsuits related
to EMFs.
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ITEM 1A. RISK FACTORS

The following risk factors could have a material adverse effect on results and cause results to differ materially from
those expressed in any forward-looking statements made by, or on behalf of, the Registrants.

Agreement and Plan of Merger

Cleco Partners and Cleco may be unable to obtain the required governmental, regulatory, and other approvals required
to complete the Merger, or such approvals may require Cleco to comply with material restrictions or conditions.
Consummation of the Merger remains subject to the satisfaction or waiver of specified closing conditions, including
(i) the absence of any temporary restraining order or injunction preventing, prohibiting, restraining, enjoining, or
rendering illegal the consummation of the Merger; (ii) approval from the LPSC; and (iii) other customary closing
conditions. On February 24, 2016, the LPSC denied Cleco Power’s application to approve the Merger. Consequently,
LPSC approval required to consummate the Merger may not be obtained at all, may not be obtained on the proposed
terms and schedules as contemplated by the parties, and/or may impose terms, conditions, obligations, or
commitments that constitute a “burdensome effect” (as defined in the Merger Agreement). In the event that the LPSC
approval includes any such burdensome effect or if any of the conditions to the closing are not satisfied prior to the
termination date specified in the Merger Agreement, Cleco Partners will not be obligated to consummate the Merger.
These conditions could delay or have a material adverse effect on the results of operations, financial condition, or cash
flows of the Registrants.

In the event that the Merger Agreement is terminated prior to the completion of the Merger, Cleco could incur
significant transaction costs that could materially impact its financial performance and results of operations.

Cleco will incur significant transaction costs, including legal, accounting, financial advisory, filing, printing, and other
costs relating to the Merger. The Merger Agreement provides that upon termination of the Merger Agreement under
certain specified circumstances, Cleco will be required to pay Cleco Partners a termination fee of $120.0 million. Any
fees due as a result of termination could have a material adverse effect on the results of operations, financial condition,
or cash flows of the Registrants.

Cleco will be subject to business uncertainties and contractual restrictions while the Merger is pending that could
adversely affect Cleco’s financial results.

Uncertainty about the effects of the Merger on employees or vendors and others may have an adverse effect on Cleco.
These uncertainties may impair Cleco’s and its subsidiaries’ ability to attract, retain, and motivate key personnel and
could cause vendors and others that deal with Cleco to seek to change existing business relationships. Employee
retention and recruitment may be particularly challenging prior to the completion of the Merger, as current and
prospective employees may experience uncertainty about their future roles with Cleco. If key employees depart or fail
to accept employment with Cleco or its subsidiaries due to the uncertainty and difficulty of integration or a desire not
to remain

with Cleco, Cleco’s results of operations, financial condition, or cash flows could be adversely affected.

Cleco expects that matters relating to the Merger, and if the Merger closes, integration-related issues, will place a
significant burden on management, employees, and internal resources, which could otherwise have been devoted to
other business opportunities. The diversion of management’s time on Merger-related issues could affect Cleco’s
financial results. In addition, the Merger Agreement restricts Cleco and its subsidiaries, without Cleco Partners’
consent, from taking specified actions until the Merger occurs or the Merger Agreement is terminated, including,
without limitation: (i) making certain acquisitions and dispositions of assets or property; (ii) exceeding certain capital
spending limits; (iii) incurring certain forms of indebtedness; (iv) issuing equity or equity equivalents; and (v)
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increasing the dividend rates on its stock. These restrictions may prevent Cleco from pursuing otherwise attractive
business opportunities or making other changes to its business prior to consummation of the Merger or termination of
the Merger Agreement.

Cleco is subject to litigation related to the proposed Merger.

In connection with the proposed Merger, four actions were filed in the Ninth Judicial District Court for Rapides
Parish, Louisiana and three actions were filed in the Civil District Court for Orleans Parish, Louisiana. One of the
actions filed in Rapides Parish has been dismissed. The remaining three actions in Rapides Parish have been
consolidated. The three actions in Orleans Parish have been transferred to Rapides Parish and consolidated with the
other litigation in Rapides Parish. The actions were filed against Cleco Corporation and, among others, Cleco
Partners, Merger Sub, and members of the Board of Directors of Cleco Corporation. The petitions generally allege,
among other things, that the members of Cleco Corporation’s Board of Directors breached their fiduciary duties by,
among other things, conducting an allegedly inadequate sale process, agreeing to the Merger at a price that allegedly
undervalues Cleco, and failing to disclose material information about the Merger. The petitions also allege that Cleco
Partners, Cleco, and Merger Sub and, in some cases, certain of the investors in Cleco Partners, either aided and
abetted or entered into a civil conspiracy to advance those supposed breaches of duty. The petitions seek various
remedies, including an injunction against the Merger and monetary damages, including attorneys’ fees and expenses.
It is possible that additional claims beyond those that have already been filed will be brought by the current plaintiffs
or by others in an effort to enjoin the Merger or seek monetary relief from Cleco. Cleco is not able to predict the
outcome of these actions, or others, nor can Cleco predict the amount of time and expense that will be required to
resolve the actions. An unfavorable resolution of any such litigation surrounding the proposed Merger could delay or
prevent the consummation of the Merger. In addition, the cost to Cleco of defending the actions, even if resolved in
Cleco’s favor, could be substantial. Such actions could also divert the attention of Cleco’s management and resources
from day-to-day operations.
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Failure to complete the Merger could negatively impact the market price of Cleco Corporation’s common stock.
Failure to complete the Merger may negatively impact the future trading price of Cleco Corporation’s common stock.
If the Merger is not completed, the market price of Cleco Corporation’s common stock may decline to the extent that
the current market price of Cleco Corporation’s stock reflects a market assumption that the Merger will be completed.
Additionally, if the Merger is not completed, Cleco will have incurred significant costs, as well as the diversion of the
time and attention of management. A failure to complete the Merger may also result in negative publicity, litigation
against Cleco or its directors and officers, and a negative impression of Cleco in the investment community. The
occurrence of any of these events individually or in combination could have a material adverse effect on the results of
operations, financial condition, cash flows, or stock price of Cleco Corporation.

LPSC Audits

The LPSC conducts fuel audits that could result in Cleco Power making substantial refunds of previously recorded
revenue.

Generally, fuel and purchased power expenses are recovered through the LPSC-established FAC, which enables Cleco
Power to pass on to its customers substantially all such expenses. Recovery of FAC costs is subject to periodic fuel
audits by the LPSC. The LPSC FAC General Order issued in November 1997 in Docket No. U-21497 provides that an
audit will be performed at least every other year.

On February 3, 2016, the LPSC initiated an audit of Cleco Power’s fuel and purchased power expenses for the period
January 2014 through December 2015. The total amount of fuel expense included in this audit is $582.6 million.
Management is unable to predict or give a reasonable estimate of the possible range of the disallowance, if any,
related to this audit. If a disallowance of fuel costs is ordered, resulting in a refund, any such refund could have a
material adverse effect on the results of operations, financial condition, or cash flows of the Registrants.

The LPSC conducts audits of environmental costs that could result in Cleco Power making substantial refunds of
previously recorded revenue.

In July 2009, the LPSC issued Docket No. U-29380 Subdocket A, which provides for an EAC to recover from
customers certain costs of environmental compliance. The costs eligible for recovery are prudently incurred air
emissions credits associated with complying with federal, state, and local air emission regulations that apply to the
generation of electricity reduced by the sale of such allowances. Also eligible for recovery are variable emission
mitigation costs, which are the costs of reagents such as ammonia and limestone that are a part of the fuel mix used to
reduce air emissions, among other things. Cleco Power began incurring additional environmental compliance
expenses beginning in the second quarter of 2015 for reagents associated with compliance with MATS. These
expenses are eligible for recovery through Cleco Power’s EAC and subject to periodic review by the LPSC.

On February 3, 2016, the LPSC initiated an audit of Cleco Power’s environmental costs for the period November 2010
through December 2015. The total amount of environmental costs included in this audit is $81.2 million. Management
is unable to predict or give a reasonable estimate of the possible range of the disallowance, if any, related to this audit.
Ifa

disallowance of environmental costs is ordered resulting in a refund, any such refund could have a material adverse
effect on the results of operations, financial condition, or cash flows of the Registrants.

Transmission Constraints
Transmission constraints could have a material adverse effect on the results of operations, financial condition, or cash

flows of the Registrants.
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Energy prices in the MISO market are based on LMP, which includes a component directly related to power flow
congestion on the transmission system. Pricing zones with congested power delivery will typically incur a higher
LMP. Physical transmission constraints present in the MISO market could increase energy costs within Cleco Power’s
pricing zones. Cleco Power purchases FTRs to mitigate the transmission congestion price risks. However, insufficient
FTR allocations or increased FTR costs due to negative congestion flows may result in an unexpected increase in
energy costs to Cleco Power’s customers. If a disallowance of additional fuel costs associated with congestion is
ordered resulting in a refund, any such refund could have a material adverse effect on the results of operations,
financial condition, or cash flows of the Registrants.

Hedging and Risk Management Activities

Cleco Power is subject to market risk associated with fuel cost hedges relating to FTRs and any future open natural
gas contracts. Cleco has risk management policies that cannot eliminate all risk involved in its energy commodity
activities.

Annually, Cleco Power receives Auction Revenue Rights, which can be converted to FTRs. FTRs provide a financial
hedge to manage the risk of congestion cost in the Day-Ahead Energy Market. FTRs represent rights to congestion
credits or charges along a path during a given time frame for a certain MW quantity. Cleco may purchase additional
FTRs to further hedge its congestion cost risk.

Cleco Power may enter into fuel cost hedge positions to mitigate the volatility in fuel costs passed through to its retail
customers. When these positions close, actual gains or losses are deferred and included in the FAC in the month the
physical contract settles. Recovery of any of these FAC costs is subject to, and may be disallowed as part of, a
prudency review or a periodic fuel audit conducted by the LPSC. In June 2015, the LPSC approved a long-term
natural gas hedging pilot program that requires Cleco Power to establish a proposal for a long-term natural gas
procurement program that will be designed to provide gas price stability for a minimum of five years.

Cleco Power manages its exposure to energy commodity activities by maintaining risk management policies and
establishing and enforcing risk limits and risk management procedures. However, these risk limits and risk
management procedures cannot eliminate all risk associated with these activities.

Financial derivatives reforms could increase the liquidity needs and costs of Cleco Power’s commercial trading
operations.

In July 2010, Congress enacted the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010
(Dodd-Frank Act) to reform financial markets. This legislation significantly altered the regulation of over-the-counter
(OTC) derivatives, including commodity swaps that could be used by Cleco
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Power to hedge and mitigate commodities risk. The Dodd-Frank Act increases regulatory oversight of OTC energy
derivatives, including (1) requiring standardized OTC derivatives to be traded on registered exchanges regulated by
the Commodity Futures Trading Commission (CFTC), (2) imposing new and potentially higher capital and margin
requirements, and (3) authorizing the establishment of overall volume and position limits. These requirements could
cause Cleco Power’s future OTC transactions to be more costly and have an adverse effect on its liquidity due to
additional capital requirements. In addition, by standardizing OTC products, these reforms could limit the
effectiveness of Cleco Power’s hedging programs because Cleco Power would have less ability to tailor OTC
derivatives to match the precise risk it is seeking to protect. The law gives the CFTC authority to exempt end users of
energy commodities. The end user exemption reduces but does not eliminate the applicability of these measures.
Cleco Power would qualify for the end user exemption which reduces but does not eliminate the applicability of these
measures. Management continues to review the final rules that have been issued or will be issued under the
Dodd-Frank Act and will continue to monitor this law and its possible impacts on the Registrants.

Commodity Prices

Cleco Power is subject to the fluctuation in the market prices of fuel or reagent commodities which may increase the
cost of producing power.

Cleco Power purchases natural gas, petroleum coke, lignite, coal, and limestone under long-term contracts and on the
spot market. Historically, the markets for natural gas and petroleum coke have been volatile and are likely to remain
volatile in the future. Cleco Power’s retail and wholesale rates include an FAC that enables it to adjust rates for
monthly fluctuations in the cost of fuel and purchased power. However, recovery of any of these LPSC FAC costs is
subject to, and may be disallowed as part of, a prudency review or a periodic fuel audit conducted by the LPSC.

Global Economic Environment and Uncertainty; Access to Capital

Adverse capital market performance could result in reductions in the fair value of benefit plan assets and increase the
Registrant’s liabilities related to such plans. Sustained declines in the fair value of the plan’s assets could result in
significant increases in funding requirements, which could adversely affect the Registrant’s liquidity and results of
operations.

Performance of the capital markets affects the value of assets that are held in trust to satisfy future obligations under
Cleco’s defined benefit pension plan. Sustained adverse market performance could result in lower rates of return for
these assets than projected by Cleco and could increase Cleco’s funding requirements related to the pension plan.
Additionally, changes in interest rates affect the present value of Cleco’s liabilities under the pension plan. As interest
rates decrease, Cleco’s liabilities increase, potentially requiring additional funding. Adverse changes in assumptions or
adverse actual events could cause additional minimum contributions.

Inflation
Annual inflation rates, as measured by the U.S. Consumer Price Index, have averaged 1.07% during the three years
ended December 31, 2015. Cleco believes inflation at this

level does not materially affect its results of operations or financial condition. However, under established regulatory
practice, historical costs have traditionally formed the basis for recovery from customers. As a result, Cleco Power’s

cash flows designed to provide recovery of historical plant costs may not be adequate to replace property, plant, and

equipment in future years.

Disruptions in the capital and credit markets may adversely affect the Registrants’ cost of capital and ability to meet
liquidity needs or access capital to operate and grow the business.
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The Registrants’ business is capital intensive and dependent upon their respective ability to access capital at reasonable
rates and other terms. The Registrants’ liquidity needs could significantly increase in the event of a hurricane or other
weather-related or unforeseen disaster or when there are spikes in the price for natural gas and other commodities. The
occurrence of one or more contingencies, including a delay in regulatory recovery of fuel, purchased power, or storm
restoration costs, higher than expected required pension contributions, an acceleration of payments or decreased credit
lines, less cash flow from operations than expected, or other unexpected events, could cause the financing needs of the
Registrants to increase.

The Merger Agreement restricts Cleco and its subsidiaries from incurring certain forms of indebtedness without Cleco
Partners’ consent. In addition, events beyond the Registrants’ control, such as volatility and disruption in global capital
and credit markets, may create uncertainty that could increase their cost of capital or impair their ability to access the
capital markets, including the ability to draw on their respective bank credit facilities. The Registrants are unable to
predict the degree of success they will have in renewing or replacing their respective credit facilities as they come up
for renewal. Moreover, the size, terms, and covenants of any new credit facilities may not be comparable to, and may
be more restrictive than, existing facilities. If the Registrants are unable to access the credit and capital markets on
terms that are reasonable, they may have to delay raising capital, issue shorter-term securities, and/or bear an
unfavorable cost of capital, which, in turn, could have a material adverse effect on the Registrants’ ability to fund
capital expenditures or to service debt, or on the Registrants’ flexibility to react to changing economic and business
conditions.

Future Electricity Sales

Cleco Power’s future electricity sales and corresponding base revenue and cash flows could be adversely affected by
general economic conditions.

General economic conditions can negatively impact the businesses of Cleco Power’s residential, industrial, and
commercial customers resulting in decreased power consumption, which causes a corresponding decrease in base
revenue. Reduced production or the shutdown of any of these customers’ facilities could substantially reduce Cleco
Power’s base revenue.

Energy conservation, energy efficiency efforts, and other factors that reduce energy demand could have a material

adverse effect on the results of operations, financial condition, or cash flows of the Registrants.
Regulatory and legislative bodies have proposed or introduced requirements and incentives to reduce peak energy
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consumption. Conservation and energy efficiency programs are designed to reduce energy demand. Future electricity
sales could be impacted by customers switching to alternative sources of energy, such as solar and wind, on-site
power generation, and retail customers purchasing less electricity due to increased conservation efforts or expanded
energy efficiency measures. Declining usage could result in an under-recovery of fixed costs at Cleco Power’s rate
regulated business. Macroeconomic factors resulting in low economic growth or contraction within Cleco’s service
territories could also reduce energy demand. An increase in energy conservation, energy efficiency efforts, and other
efforts that reduce energy demand could have a material adverse effect on the results of operations, financial
condition, or cash flows of the Registrants.

Cleco Power’s Generation, Transmission, and Distribution Facilities

Cleco Power’s generation facilities are susceptible to unplanned outages, significant maintenance requirements, and
interruption of fuel deliveries.

The operation of power generation facilities involves many risks, including breakdown or failure of equipment, fuel
supply interruption, and performance below expected levels of output or efficiency. Approximately 25% of Cleco
Power’s net capacity was constructed before 1980. Aging equipment, even if maintained in accordance with good
engineering practices, may require significant expenditures to operate at peak efficiency, or to comply with
environmental permits. Newer equipment can also be subject to unexpected failures. Accordingly, in the event of such
failures, Cleco Power may incur more frequent unplanned outages, higher than anticipated operating and maintenance
expenditures, higher replacement costs of purchased power, increased fuel costs, MISO related costs, and the loss of
potential revenue related to competitive opportunities. The costs of such repairs, maintenance, and purchased power
may not be fully recoverable and could have a material adverse effect on the results of operations, financial condition,
or cash flows of the Registrants.

Cleco Power’s generating facilities are fueled primarily by coal, natural gas, petroleum coke, and lignite. The
deliverability of these fuel sources may be constrained due to such factors as higher demand, decreased regional
supply, production shortages, weather-related disturbances, railroad constraints, waterway levels, labor strikes, or lack
of transportation capacity. If the suppliers are unable to deliver the contracted volume of fuel and associated
inventories are depleted, Cleco Power may be unable to operate generating units which may cause Cleco Power to
operate at higher overall energy costs, which would increase the cost to customers. Fuel and MISO procured/settled
energy expenses, which are recovered from customers through the FAC, are subject to refund until either a prudency
review or a periodic fuel audit is conducted by the LPSC.

Competition for access to other natural resources, particularly oil and natural gas, could negatively impact Cleco
Power’s ability to access its lignite reserves. Placement of drilling rigs and pipelines for developing oil and gas
reserves can preclude access to lignite in the same areas making the right of first access critical with respect to
extracting lignite. Additionally, Cleco Power could be indirectly liable for the impacts of other companies’ activities on
lands that have been mined and reclaimed by Cleco Power. Access to lignite

reserves or the liability for impacts on reclaimed lands may not be recoverable and could have a material adverse
effect on the results of operations, financial condition, or cash flows of the Registrants.

The construction of, and capital improvements to, power generation and transmission and distribution facilities
involve substantial risks. Should construction or capital improvement efforts be significantly more expensive than
planned, the financial condition, results of operations, or liquidity of Cleco Power could be materially affected.

Cleco Power’s ability to complete construction of capital improvements to power generation and transmission and
distribution facilities in a timely manner and within budget is contingent upon many variables and subject to
substantial risks. These variables include, but are not limited to, engineering and project execution risk and escalating
costs for materials, labor, and environmental compliance. Delays in obtaining permits, shortages in materials and
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qualified labor, suppliers and contractors not performing as set forth under their contracts, changes in the scope and
timing of projects, poor quality initial cost estimates, the inability to raise capital on favorable terms, changes in
commodity prices affecting revenue, fuel or material costs, changes in the economy, changes in laws or regulations,
including environmental compliance requirements, and other events beyond the control of Cleco Power may
materially affect the schedule and cost of these projects. If these projects are significantly delayed or become subject
to cost overruns or cancellation, Cleco Power could incur additional costs including termination payments, face
increased risk of potential write-off of the investment in the project, or may not be able to recover such costs.
Furthermore, failure to maintain various levels of generating unit availability or transmission and distribution
reliability may result in various disallowances of Cleco Power’s investments.

MISO

MISO market operations could have a material adverse effect on

the results of operations, generation revenues, energy supply costs, financial condition, or cash flows of the
Registrants.

Cleco Power is a member of the MISO market region referred to as “MISO South,” which encompasses parts of
Arkansas, Louisiana, Mississippi, and Texas. Dispatch of generation resources and generation volumes to the market
is determined by MISO. Costs in the MISO South region are heavily influenced by commodity fuel prices,
transmission congestion, dispatch of the generating assets owned not only by Cleco Power, but by all market
participants in the MISO South region, and the overall demand and generation availability in the region.

MISO evaluates forced outage rates to assess generating unit capacity for planning reserve margins. If Cleco Power is
subject to an inordinate amount of forced outages, Cleco Power may not possess sufficient planning reserves to serve
its needs and could be forced to purchase capacity from the MISO resource adequacy auction. The costs of such
capacity may not be recoverable and could have a material adverse effect on the results of operations, financial
condition, or cash flows of the Registrants. Using MISO’s unforced capacity method for determining generating unit
capacity, Cleco Power’s fleet provided for 536MW of capacity in excess of its peak, coincident to MISO’s peak, in
2015.
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Reliability and Infrastructure Protection Standards Compliance

Cleco is subject to mandatory reliability and critical infrastructure protection standards. Fines and civil penalties are
imposed on those who fail to comply with these standards.

NERC serves as the ERO with authority to establish and enforce mandatory reliability and infrastructure protection
standards, subject to FERC approval, for users of the nation’s transmission system. FERC enforces compliance with
these standards. New standards are being developed and existing standards are continuously being modified.

As these standards continue to be adopted and modified, they may impose additional compliance requirements on
Cleco Power, which may result in an increase in capital expenditures and operating expenses. Failure to comply with
these standards can result in the imposition of material fines and civil penalties.

The SPP RE conducts a NERC Reliability Standards audit every three years. Cleco’s next audit is scheduled to begin
in April 2016. Management is unable to predict the outcome of this audit, or any future audits, or whether any findings
will have a material adverse effect on the results of operations, financial condition, or cash flows of the Registrants.

Environmental Compliance

Cleco’s costs of compliance with environmental laws and regulations are significant. The costs of compliance with
new environmental laws and regulations, as well as the incurrence of incremental environmental liabilities, could be
significant to the Registrants.

Cleco is subject to extensive environmental oversight by federal, state, and local authorities and is required to comply
with numerous environmental laws and regulations related to air quality, water quality, waste management, natural
resources, and health and safety. Cleco also is required to obtain and comply with numerous governmental permits in
operating its facilities. Existing environmental laws, regulations, and permits could be revised or reinterpreted, and
new laws and regulations could be adopted or become applicable to Cleco. For example, the EPA has issued the CPP
to reduce CO, emissions from existing EGUs by 32% from 2005 levels of CO, emissions. These changes in
environmental regulations governing power plant emissions will be effective beginning 2022, with final emission
goals required by 2030, and could render some of Cleco’s EGUs uneconomical to maintain or operate and could
prompt early retirement of certain generation units. Any legal obligation that would require Cleco to substantially
reduce its emissions beyond present levels could require extensive mitigation efforts and could raise uncertainty about
the future viability of some fossil fuels as fuel for new and existing electric generating facilities. Cleco will evaluate
potential solutions to comply with such regulations and monitor rulemaking and any legal matters impacting the
proposed regulations. Cleco may incur significant capital expenditures or additional operating costs to comply with
these revisions, reinterpretations, and new requirements. If Cleco fails to comply, it could be subject to civil or
criminal liabilities and fines or may be forced to shut down or reduce production from its facilities. Cleco cannot
predict the timing or the outcome of pending or future legislative and rulemaking proposals.

Cleco Power may request from its customers recovery of its costs to comply with new environmental laws and

regulations. If the LPSC were to deny Cleco Power’s request to recover all or part of its environmental compliance
costs, there could be a material adverse effect on the results of operations, financial condition, or cash flows of the
Registrants.

Regulatory Compliance
Cleco operates in a highly regulated environment and adverse regulatory decisions or changes in applicable
regulations could have a material adverse effect on the Registrants’ business or result in significant additional costs.

Cleco’s business is subject to extensive federal, state, and local energy, environmental, and other laws and regulations.
The LPSC regulates Cleco’s retail operations and FERC regulates Cleco’s wholesale operations. The construction,
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planning, and siting of Cleco’s power plants and transmission lines also are subject to the jurisdiction of the LPSC and
FERC. Additional regulatory authorities have jurisdiction over some of Cleco’s operations and construction projects
including the EPA, the U.S. Bureau of Land Management, the U.S. Fish and Wildlife Services, the DOE, the U.S.
Army Corps of Engineers, the U.S. Department of Homeland Security, the Occupational Safety and Health
Administration, the U.S. Department of Transportation, the Federal Communications Commission, the LDEQ, the
Louisiana Department of Health and Hospitals, the Louisiana Department of Natural Resources, the Louisiana
Department of Public Safety, regional water quality boards, and various local regulatory districts.

Cleco must periodically apply for licenses and permits from these various regulatory authorities and abide by their
respective orders. Should Cleco be unsuccessful in obtaining necessary licenses or permits or should these regulatory
authorities initiate any investigations or enforcement actions or impose penalties or disallowances on Cleco, Cleco’s
business could be adv