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ORDER

BY THE COMMISSION,


On May 23, 2002, Duquesne Light Company (Duquesne) filed an Affiliated Interest Agreement with Cherrington Insurance, Ltd. (Cherrington).  On June 7, 2002, the Commission extended the period for consideration for this Agreement until further order of the Commission.  In this Agreement Cherrington agreed to insure 9.50% of the losses of Duquesne under a transmission and distribution excess coverage policy (T&D Policy).


This agreement is filed in accordance with the requirements of Section 2102(b) of the Public Utility Code, 66 Pa. C.S. §2102(b).



Duquesne is a Pennsylvania jurisdictional public utility furnishing electric services pursuant to tariffs on file with the Commission.  Duquesne and Cherrington are both wholly owned subsidiaries of DQE, Inc. (DQE).  Cherrington may be construed to be an affiliate of Duquesne as that term is defined in Section 2101(a)(3) of the Public Utility Code, 66 Pa. C.S. §2101(a)(3).



Cherrington is a Bermudan corporation licensed to underwrite insurance to affiliates only.  Its purpose is to reduce or defer the cost of insurance by providing insurance coverage to the subsidiaries of DQE.  Prior to April 1, 2002, Cherrington provided insurance only to non-regulated subsidiaries of DQE.



According to Duquesne, on or about April 1, 2002, Duquesne and Cherrington entered into an agreement pursuant to which, Cherrington agreed to insure 9.50% of the losses of Duquesne under a transmission and distribution excess coverage policy (T&D Policy).


The T&D Policy covers the cost of repairing and replacing damage to transmission and distribution lines due to ice storms, tornadoes, microbursts and other damage described in the T&D Policy up to a maximum of $5 million (above a $2.5 million deductible).  Duquesne states that it has had a similar transmission and distribution insurance policy in place since 1998.  The T&D Policy is a “quota share” policy, requiring the participation or sharing of the risk by other insurance carriers.  The objective is to ensure that no single carrier bears the entire exposure.  Duquesne’s broker seeks bids from excess and surplus lines insurance carriers, who underwrite special types of insurance, and in particular, underwrite transmission and distribution insurance in the utility industry.  The broker selects the best premium offered and solicits other excess and surplus lines insurance carriers for participation in the coverage.  The broker must find enough participating excess and surplus lines insurance carriers willing to complete the underwriting of 100% of the “quota share” policy.  If the broker fails to find underwriters for 100% of the policy amount, there is no obligation by any of the participating excess and surplus lines insurance carriers to enter into the policy.



Duquesne states that the current insurance market is very difficult.  This type of insurance is complex and difficult to obtain.  Duquesne had been searching since February, 2002, but the broker could only find excess and surplus lines insurance carriers willing to underwrite 90.5% of the total amount of the T&D Policy.



Duquesne asserts, that as a last resort, and at the last minute, Cherrington agreed to insure the remaining 9.50% in order to maintain the coverage.  If Cherrington had not agreed to underwrite the remaining portion of the total T&D Policy at a reasonable price, Duquesne would have lost the entire quota share policy.  Duquesne avers that it had to act quickly because the other insurers were dropping out of the risk pool and the existing policy was due to lapse on April 1, 2002, which would leave Duquesne without any coverage at all of this type.  Duquesne states that with Cherrington insuring the remaining 9.50%, it was able to obtain the T&D Policy at a cost of $250,000 less than alternative offers for similar coverage with less advantageous terms.  Duquesne’s total premium to Cherrington for the T&D Policy is $80,750.



Duquesne states that in the last few years, it has sustained considerable damage to its transmission and distribution system which has been covered by its T&D Policy.  Duquesne would have had to pay these losses out of its revenues if not for the T&D Policy.  Duquesne believes that the T&D Policy is a valuable asset.  It will effectively reduce the impact on Duquesne’s customers of financial losses due to adverse weather conditions common to the area Duquesne serves.  In fact, on May 31, 2002, parts of Duquesne’s service area, and other electric distribution companies, were severely affected by an unusual storm accompanied by strong winds.  Recovery of some of the cost of repairs to Duquesne’s transmission and distribution system from this storm is expected.  If the T&D Policy was not in place, Duquesne, and eventually its customers, would have had to pay for the entire loss.



The parties adopted an effective date of April 1, 2002 to commence insurance coverage under the T&D Policy.  This date was necessary to ensure continuous coverage of Duquesne’s activities, particularly during the spring and winter storm seasons.  Duquesne states that because it entered into the T&D Policy with Cherrington, literally at the 11th hour, Duquesne was unable to file this application in advance of the effective date of the policy. 



The Commission reviews each Affiliated Interest Agreement to determine whether services were rendered prior to Commission approval, whether revenues were derived from Pennsylvania operations prior to approval, whether costs were allocated to Pennsylvania operations prior to approval, and whether such services, revenues, or costs exceed the limit set forth in Section 2102(d)       66 Pa. Code § 2102 (d).



Duquesne has stated that this Affiliated Interest Agreement became effective prior to filing the Agreement with the Commission.   Based upon that admission, and since it does not qualify for an exception at Section 2102(d) of the Public Utility Code, 66 Pa. C.S. §2102(d), we are imposing a $1,000 fine.



The Commission has examined the Agreement and has determined that it appears to be reasonable and consistent with the public interest; however, approval of the Agreement does not preclude the Commission from investigating during any formal proceeding, the reasonableness of any charges under the Agreement; THEREFORE,



IT IS ORDERED:


1.   That the Affiliated Interest Agreement between Duquesne Light Company and Cherrington Insurance, Ltd. be, and hereby is, approved.



2.   That Duquesne Light Company be fined $1,000 for being in violation of Chapter 21, payable within thirty (30) days of the entry date of this Order.



3.   That acceptance does not preclude the Commission from investigating during any formal proceeding the reasonableness of any charges under the Agreement.




4.    That this Docket be closed.


BY THE COMMISSION,

James J. McNulty


Secretary

(SEAL)

ORDER ADOPTED:   August 8, 2002

ORDER ENTERED:   August 8, 2002
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