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Securities certificate of PPL Electric Utilities Corp. (PPL Electric)  for the issuance of senior secured bonds and first mortgage bonds to support up to $900 million of additional debt.

Affiliated interest agreements between and among PPL Electric, PPL EnergyPlus, LLC and certain affiliates to govern transactions to be carried out in support of the transfer of generation assets from PPL Electric to an affiliate. 

Affiliated interest agreement between PPL Electric and PPL EnergyPlus for the supply by PPL EnergyPlus of wholesale capacity and energy sufficient to meet 100% of PPL Electric's obligation as a provider of last resort.

Trademark Assignment Agreement between PPL Electric and PPL Properties, Inc. for the transfer to PPL Properties of PPL Electric's rights, titles and interests in various trademarks and logos.


S-00010853

G-00010872

G-00010886

G-00010887



ORDER

BY THE COMMISSION:


On May 10, 2001, PPL Electric Utilities Corp. (PPL Electric) filed pursuant to Chapter 19 of the Pennsylvania Public Utility Code, 66 Pa. C.S. §§1901, et seq., a securities certificate for the issuance of  senior secured bonds and first mortgage bonds to support $900 million of additional debt.  PPL Electric filed concurrently with the securities certificate an affiliated interest agreement, docketed at G‑00010872, for approval pursuant to Chapter 21 of the Public Utility Code, 66 Pa. C.S. §§2101, et seq.  Copies of the filing were served upon all parties of record in PPL Electric's restructuring proceeding at R‑00973954, concluded by our order entered August 27, 1998.  With the filings, the utility granted an extension of the statutory consideration period for both filings to June 22, 2001 and later granted a further extension to July 16, 2001.  Two additional affiliated interest agreements, a Generation Supply Agreement and a Trademark Assignment Agreement, were filed by PPL Electric on June 20, 2001, and were docketed at G‑00010886 and G‑00010887, respectively.


PPL Electric and PPL EnergyPlus, LLC (PPL EnergyPlus) are both wholly owned subsidiaries of PPL Corp., a publicly owned company.  PPL Electric, a direct subsidiary, is a jurisdictional electric utility and PPL EnergyPlus, an indirect subsidiary, is a licensed electricity generation supplier.  


On May 30, 2001, an Answer to the securities certificate and the first affiliated interest agreement was filed by ARIPPA, an organization of Pennsylvania non-utility generators, four of which provide power to PPL Electric under Commission-approved contracts.  Copies of the Answer also were served upon the parties in the restructuring proceeding.


On July 5, 2001, PPL Electric, the Office of Consumer Advocate (OCA) and PP&L Industrial Customer Alliance (PPLICA) filed a Joint Stipulation in Settlement (the Stipulation) in support of the instant securities certificate and the three instant affiliated interest agreements.  The parties requested that we approve the Stipulation and act favorably on the four docketed filings before us.

The Securities Certificate  S-00010853

In its securities certificate, PPL Electric proposes to change its capital structure to better reflect the nature of the company as a transmission and distribution utility without the generation assets that it now has.  As part of its restructuring agreement, PPL Electric was granted authority generally to transfer its generation assets and liabilities to one or more affiliates or to unaffiliated entities.  Accordingly, PPL Electric now plans to divide itself into two separate corporations, the existing PPL Electric and an as yet unnamed new subsidiary of PPL Corp. temporarily referred to as NewCo. 


Following the transfers, the generation activities will no longer be at the utility, and the present capital structure of PPL Electric will be inappropriate, the utility avers, for a transmission and distribution utility.  PPL Electric's current capital structure is approximately 40% debt, not counting transition bonds, a conservative debt ratio that has allowed PPL Electric to maintain an A- bond rating from the rating agencies on its senior debt, currently first mortgage bonds.  It now proposes to issue up to $900 million of new debt, which will bring its debt ratio to approximately 53% on a pro forma basis.  We recognize that investors regard generation as being a riskier business than that of transmission and distribution, and the rating agencies have taken that into consideration in the ratings they assign to the various companies in the industry.  PPL Electric has stated in its filing that as a transmission and distribution utility, it will be able to retain an A- rating on its senior debt if it also takes various steps identified in the instant filing to further insulate itself from the risks of its parent and affiliates.  The utility expects that the concomitant reduction in the equity component of its capital structure will lower its overall cost of capital. 


PPL Electric proposes to issue to investors senior secured bonds.  The bonds will be a form of collateral trust bonds, issued pursuant to a new Collateral Mortgage Indenture (the New Mortgage).  These bonds will be secured by a second lien on the utility's transmission and distribution properties together with like amount of first mortgage bonds.  The first mortgage bonds will be issued under the utility's 1945 First Mortgage Indenture that governs the utility's outstanding series of first mortgage bonds.  The first mortgage bonds will be issued to a trustee for the senior secured bonds.  The new bonds held by investors will thus rank equally with the utility's outstanding first mortgage bonds.


To support the borrowing of the full $900 million, then, will require the issuance of $1.8 billion principal amount of debt instruments, but that will support only $900 million of additional indebtedness.  The interest rates, maturities and other terms and conditions of the first mortgage bonds to be issued will substantially mirror the corresponding terms of the publicly issued senior secured bonds


When, through redemptions, there are no longer any first mortgage bonds held by investors, the first mortgage bonds held by the collateral trustee will be retired, the associated lien will be satisfied, and the senior secured bonds' lien on the transmission and distribution properties will become a first lien.  PPL Electric expects that the then senior debt of the utility will be afforded the same bond ratings that formerly were enjoyed by those bonds when secured by the first mortgage bonds.  We share that expectation, as that has been the experience of other jurisdictional utilities which similarly have discontinued first mortgage financing.


PPL Electric has identified certain intended uses of the proceeds of the proposed bond issue.  The most immediate is the repayment of short-term borrowings used to finance the recent redemption of $200 million of long-term debt.  The utility has also identified its expected need over the next several years for funds for capital expenditures.  In addition, PPL Electric has pointed to the potential need, as a provider of last resort, to finance the purchase of power or generation capacity at rates above its current "price to compare."  On June 29, 2001, PPL Electric filed a letter amendment to its securities certificate.  The utility noted that because the winning bid for the supply of power had come in at a lower amount that it had anticipated, some of the proceeds would be used for the repurchase of its stock from PPL Corp.  This will allow PPL Electric to lower its outstanding equity on an absolute basis as well as relative to its outstanding debt, and thereby accelerate its reduction in overall capital costs.


PPL Electric proposes to issue the new debt in one or more series, with final maturities of up to 15 years from date of issuance, and it will issue the debt prior to July 1, 2002.  The interest rates will be fixed or floating, with those terms and others, including call provisions, being set in response to market conditions at the time of issuance.

Agreements supporting the transfer of generation assets to an affiliate  G‑00010872



On May 10, 2001, PPL Electric filed affiliated interest agreements between and among PPL Electric, PPL Corporation and all other affiliates.  On May 29, 2001, the Commission extended the period for consideration for these agreements until further order of the Commission.  The agreements pertain to contracts and arrangements between the PPL Electric affiliates that may be necessary or appropriate to accomplish the corporate division and separation of PPL Electric and related transactions.



PPL Electric states that as part of the corporate division, certain liabilities of PPL Electric will be transferred to NewCo.  The liabilities allocated to NewCo will include joint liabilities previously shared by PPL Electric and any other member of the PPL Group (other than joint liabilities resulting from statutory or regulatory requirements or programs), and certain potential liabilities of PPL Electric that arose prior to the division for which there is joint liability.

Generation Supply Agreement  G-00010886



On June 20, 2001, PPL Electric filed an affiliated interest agreement between it and PPL EnergyPlus concerning a Generation Supply Agreement (GSA).  The GSA between the two companies is the result of a competitive bidding process for energy suppliers to enter into a GSA with PPL Electric to supply power to meet all or part of PPL Electric’s provider of last resort (POLR) obligation from 2002 through the end of 2009.  As a result of that competitive process, PPL EnergyPlus was selected as the winning bidder.  PPL EnergyPlus will provide 100% of PPL Electric’s POLR obligation.



PPL Electric states that the Request for Proposal (RFP) process used to facilitate the selection of the winning bidder was open to all energy suppliers, and all bids were evaluated according to the same criteria.  PPL Electric states that the primary criterion used to determine the winning energy supplier was price.



PPL Electric states that approximately 20 suppliers indicated some interest in participating in PPL Electric’s RFP and eight suppliers ultimately submitted bids.  PPL EnergyPlus was selected because its bid was the lowest-cost bid submitted.

Trademark Assignment Agreement  G-00010887


On June 20, 2001, PPL Electric filed an affiliated interest agreement between it and PPL Properties, Inc concerning a Trademark Assignment Agreement.  According to the terns of the agreement, PPL Electric is transferring its right, title and interest in various trademarks and logos to PPL Properties, Inc.  PPL Electric states that the transfer will assist in formalizing the structural separation of PPL Electric from its unregulated affiliates. 



PPL Electric states that PPL Properties, Inc. will pay $5,311,468 for consideration in this matter.  PPL Electric determined that $5,311,468 was the appropriate amount for the transaction based upon a valuation study conducted for PPL Electric by a consultant, Micronomics, Inc.



ARIPPA's Answer to the securities certificate and to the affiliated interest agreement at A‑00010872.

ARIPPA in its Answer to the instant securities certificate and the affiliated interest agreement docket at G-00010872, has called attention to the contractual obligation agreed to by PPL Electric as part of the Joint Settlement Agreement that was the basis for the conclusion of the restructuring proceeding.  In that agreement, PPL Electric agreed that if it were to transfer generation assets or generation contracts to one or more generation affiliates, its contracts with qualifying facilities would remain with PPL Electric.  ARIPPA also noted that in a subsequent Letter-Request to the Commission filed December 12, 1999 at the restructuring proceeding, PPL Electric asked for additional approval of the transfer of generating assets and liabilities to an affiliate.  In its response to another Answer filed by ARIPPA, PPL Electric on January 12, 2000 confirmed that PPL Electric was "not proposing to transfer or assign contracts under which PPL [now PPL Electric] purchases electricity from those four members of ARIPPA.."  


ARIPPA now claims that PPL Electric's instant filing is unclear as to what assignments are currently planned, and asks that we order the utility to honor the obligations it undertook as part of the restructuring agreement.  It strikes us, however, that PPL Electric has had those obligations all along and will continue to have the same obligations.  Any language we might now adopt ordering the utility to adhere to those obligations would be superfluous.  Therefore, we conclude that no further response by us is necessary or appropriate.

Joint Stipulation of PPL Electric, OCA and PPLICA

No formal protest or other response to the docketed cases before us has been filed by OCA or PPLICA.  However, they and PPL Electric said in the introduction to the Stipulation that all three parties had been engaged in informal discussions concerning various matters of concern among the parties.  


The Stipulation sets forth six specific points.  The first four rationalize certain differences in the ratemaking treatment of now separate generation activities and transmission-and-distribution (T&D) activities, and clarify certain relations of provisions and obligations that have grown out of the Restructuring Settlement pursuant to Chapter 28 of the Code, 66 Pa. C. S. §§2801, et seq., and the financing and affiliate relations that are proposed by the four instant filings.  By the fifth item, the parties acknowledge that there may be ratemaking issues arising from the Trademark Assignment Agreement which can be addressed in future retail T&D cases.  The sixth item includes an acknowledgment by the parties that neither the Stipulation nor our approval of it in any way attaches any condition to our registration of the instant securities certificate.


The Joint Stipulation appears to offer clarifications of issues the parties have identified, clarifies certain aspects of the four filings before us, and thus merits our approval.

Conclusion


We have reviewed PPL Electric's securities certificate and have determined that the proposed issuances of senior secured bonds and first mortgage bonds are necessary or proper for the present and probable future capital needs of the utility, and as a result the securities certificate should be registered.  We also have examined the affiliated interest agreements and have determined that they appear to be reasonable and consistent with the public interest; however, approval of the agreements does not preclude the Commission from investigating during any formal proceeding, the reasonableness of any charges under the agreements; THEREFORE, 

IT IS ORDERED:


1.  That the securities certificate of PPL Electric Utilities Corp is hereby registered.



2.  That the affiliated interest agreements concerning the corporate division of PPL Electric Utilities Corp, at Docket No. G-00010872 , filed between and among PPL Electric Utilities Corp. , PPL Corporation and all other affiliates be, and hereby are, approved.



3.  That the affiliated interest agreement concerning a Generation Supply Agreement between PPL Electric Utilities Corp. and PPL EnergyPlus , LLC, at Docket No. G-00010886, be, and hereby is, approved.



4.  That the affiliated interest agreement concerning a Trademark Assignment Agreement between PPL Electric Utilities Corp. and PPL Properties, Inc., at Docket No. G-00010887, be, and hereby is, approved.



5.  That approval does not preclude the Commission from investigating during any formal proceeding the reasonableness of any charges under the affiliated interest agreements.


6.  That the Joint Stipulation in Settlement of PPL Electric Utilities Corp., Office of Consumer Advocate and PP&L Industrial Customer Alliance is hereby approved.


7.  That within ten days after the consummation of the division of PPL Electric Utilities Corp., the utility file notice of the division with this Commission.







BY THE COMMISSION,






James J. McNulty







Secretary

(SEAL)

ORDER ADOPTED:  July 13, 2001

ORDER ENTERED:  July 13, 2001
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