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In this proceeding, the Commission acts, pursuant to Chapter 19 of the Public Utility Code, 66 Pa. C.S. §§ 1901 et seq., to register securities certificate filed by U S LEC of Pennsylvania, Inc. (US LEC-PA).  Specifically, on August 20, 2004, US LEC-PA filed the subject securities certificate for its guaranty of the liability of its parent, US LEC Corporation for a principal amount not to exceed $150 million.  In addition, US LEC-PA is a co-borrower or guarantor of a revolving credit facility in aggregate principal amount up to $25 million. 



I concur with the Commission’s action to approve registration of the securities certificate. However, the specific circumstances of the filing warrants further comment.  First, I note that US LEC-PA and other affiliates will act as guarantors of the debt of the parent company.  I recognize that such arrangements can often provide financing that becomes beneficial to the jurisdictional utility.  In my view, the Commission should approach them with a degree of skepticism because such a guarantee by the jurisdictional utility short-circuits whatever financial insulation there might have been between the utility and its parent.  



In cases where there is more than one subsidiary acting as guarantor, such a concern is reinforced by the usual construction of these arrangements.  Under the financing arrangements proposed here, US LEC-PA, as well as other affiliates, assumes joint and several liability for the debt, so that each entity is potentially liable for the entire amount of the parent’s debt.  Any transaction in which a jurisdictional utility proposes to guarantee the debt of the parent or an affiliate should be examined carefully. 



In my opinion, insulation or ring-fencing of the regulated subsidiary protects the assets of the subsidiary and provides the subsidiary with a better opportunity to survive a financial collapse of its parent.  Simply put, insulation or ring-fencing of the regulated subsidiary serves to protect the Pennsylvania ratepayer and is in the public interest.  Moreover, the financial viability of jurisdictional utilities promotes economic development in Pennsylvania. 



Securities filings and other transactions, such as these, are frequently integral components of reorganization plans and financial proposals submitted for Commission action.  Consistent with our mission to act in the public interest, it is my hope that the Commission and its Staff will continue to examine financial filings involving the corporate parent with the level of scrutiny necessary to ensure that regulated entities and their customers are afforded optimum protection and insulation, as provided under the law. 
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