PENNSYLVANIA
PUBLIC UTILITY COMMISSION
Harrisburg, PA  17105-3265


Public Meeting held November 19, 2009


Commissioners Present:


	James H. Cawley, Chairman
	Tyrone J. Christy, Vice Chairman
Kim Pizzingrilli
	Wayne E. Gardner
	Robert F. Powelson



Securities Certificate of US LEC of Pennsylvania LLC		           	  S-2009-2134416
in regards to participation in various debt financing	
arrangements contemplated by its ultimate corporate 
parent in an aggregate principal amount of up to $700 
million in additional long-term indebtedness.



ORDER


BY THE COMMISSION:

		On October 2, 2009, US LEC of Pennsylvania LLC (US LEC or Applicant) filed the above-captioned securities certificate for registration pursuant to Chapter 19 of the Public Utility Code, 66 Pa. C.S. §§ 1901, et seq.   On October 13, 2009, US LEC filed a voluntary extension of the consideration period to November 20, 2009.  

		US LEC is a North Carolina limited liability company with principal offices located at 6801 Morrison Boulevard, Charlotte, North Carolina 28211.  US LEC is authorized to operate in Pennsylvania as an IXC reseller, CLEC and facilities-based IXC pursuant to certifications granted by the Commission on August 12, 1999, at Docket Nos. A-310814, A-310814F0002, and A-310814F0003, respectively.  US LEC is an indirect, wholly-owned subsidiary of PAETEC, a publicly-traded Delaware corporation with headquarters in Fairport, New York.  

		  PAETEC is one of the largest nationwide providers of competitive communications services.  Through its operating subsidiaries, PAETEC delivers communications solutions to business customers in 48 states and the District of Columbia.  In Pennsylvania, PAETEC provides telecommunications services through US LEC and two other wholly-owned subsidiaries, PAETEC Communications, Inc. and McLeodUSA Telecommunications Services, Inc. d/b/a PAETEC Business Services.

		Anticipating the need to capture expeditiously favorable market conditions in the current economic times, US LEC proposes, via the instant securities certificate, authorization to guarantee and secure the obligations of its parent, PAETEC (and, as applicable, its other subsidiaries), of up to $700 million in additional long-term indebtedness.  US LEC proposes that this authorization will permit refinancing, refunding, renewals, reissuance, redemptions, and rollovers of any such indebtedness outstanding, the incurrence or issuance of additional long-term indebtedness, and the amendment or revision of any terms or provisions of, or related to, any existing long-term indebtedness.      

		The funding providers will be banks, financial institutions, private lending institutions, private individuals, and/or other institutions, either individually or a consortium.  Portions of the financed funds may be in the form of conventional credit facilities, such as revolving credits, letters of credit, secured or unsecured notes or debentures issued to banks, other types of financial institutions or other investors, and term loans.  

		The applicable maturity dates will be subject to negotiation and will depend on credit conditions.  All maturity dates will be longer than one year.  Interest rates will likely be the market rate for similar financings and will not be determined until the financing is finalized.  

		Per the proposed securities certificate, some or all of the loans to PAETEC (and, as applicable, its subsidiaries) are expected to be secured by a security interest in substantially all of US LEC’s assets.  The stock of US LEC may also be pledged as additional security, and it is expected that US LEC will provide guarantees or may be a borrower or co-borrower.  The security documents will contain appropriate provisions indicating that exercise of certain rights thereunder may be subject to obtaining prior regulatory approval.

		The Applicant avers that the proposed financings are purely financial in nature and will not alter the rates, terms, conditions or services offered by US LEC in Pennsylvania.  US LEC will remain a wholly-owned subsidiary of PAETEC and will continue to operate as a provider of telecommunications services in Pennsylvania.

		The Applicant further avers that the proposed securities certificate will serve the public interest because the authorization requested will enable US LEC’s parent, PAETEC, to capture favorable market conditions in a timely and efficient manner and thereby take advantage of opportunities to reduce its financing costs, obtain more attractive terms and conditions and relaxed covenant restrictions, better leverage its financial resources, and select the financing options most appropriate for the purpose of the debt.  This flexibility will enable PAETEC to strengthen its financial condition and, in turn, create opportunities to enhance the respective competitive position of its PA operating subsidiaries, including US LEC, in the telecommunications marketplace, all of which ultimately will benefit customers.

		According to the Applicant, registration of this securities certificate is important in light of the current economic crisis, which is reflected in the continued turbulence in financial markets.  The Applicant avers that in the past, PAETEC was able to monitor and take advantage of favorable market conditions that presented windows of opportunity that remained open for extended periods of time, but the current economic climate and market instability require PAETEC to have the ability to move quickly to take advantage of favorable financing opportunities before they disappear.  For this reason, US LEC submits the instant securities certificate for prior approval of its participation in the anticipated financing arrangements before negotiations of these arrangements, including key terms and conditions, have been concluded.  

		In a companion filing at Docket No. S-2009-2134652, PAETEC’s subsidiary McLeodUSA Telecommunications Services, Inc. d/b/a PAETEC Business Services filed an abbreviated securities certificate for authorization to also participate in various debt financing arrangements contemplated by its ultimate corporate parent.  

	As of June 30, 2009, US LEC’s parent corporation, PAETEC, had approximately $931 million in debt outstanding.  At Docket No. S-00071202, US LEC applied, and the Commission registered on August 30, 2007, to guarantee and secure up to $850 million of PAETEC restructured debt obligations and $500 million in new debt.  The $850 million of restructured debt was comprised of guarantees for $300 million in senior notes (9.5% interest rate), a term loan facility of $500 million, and a revolving credit facility of $50 million.  Currently, the $300 million in senior notes and the $50 million in revolving credit facility have been issued in their entirety.  Approximately $240 million of the $500 million term loan facility has been issued.  Additionally, $350 million (at an 8.875% interest rate) of the $500 million in new debt registered has been issued.  Thus, approximately $410 million of the total debt registered by the Commission at Docket No. S-00071202 remains unissued. 

	PAETEC’s capital structure at June 30, 2009 consisted of $931 million in long term debt (82.8%) and $194 million in stockholder’s equity (17.2%).  PAETEC’s corporate family credit rating is B2 by Moody’s Investment Service, which is considered to be a speculative grade.

	The current capital structure of PAETEC, at 82.8% debt and 17.2% common equity capital, is overly dependent on debt capital.  The current speculative grade credit rating of B2 by Moody’s reflects PAETEC’s reliance on debt capital to such an extensive degree.  The Commission has examined the proposed uses for the issuance of debt in this filing and has determined that the $700 million in indebtedness be registered for the purpose of US LEC providing guarantees and security for any PAETEC refinancing or refunding of its current debt obligations.  By applying registration to issuances for refinancing/refunding purposes, there would be no effect on the debt ratio in PAETEC’s capital structure, as there would, in effect, be an exchange of debt for debt without increasing the debt capital ratio above its already high 82.8%. At the same time, allowing the refinancing/refunding of current debt at improved terms and conditions may be beneficial to PAETEC’s financial condition.

	In the filing, PAETEC has offered that they would enter into various debt financing transactions over the next five years for purposes including: (1) to refinance existing long-term debt obligations with lower cost debt instruments;  (2) to refinance existing long-term debt maturities; (3) to finance new capital expenditures supporting both the expansion of its national footprint, including the acquisition of other telecommunications companies and/or telecommunications assets, and the enhancement of its communications service offerings; and (4) to provide for working capital. 

	In addition to restricting issuances to refinancing/refunding purposes for the reasons stated above, the Commission notes that the Applicant has failed to provide justification for use of the $700 million in either the filing itself, or in response to specific follow-up requests for data to support any proposed use of debt capital beyond the refinancing/refunding of current debt obligations. There is no data to support any level of new capital expenditures or to provide for working capital.

	The Commission will limit the term of the registration to two years.  The Applicant has noted in the filing that registration of the $700 million is necessary to recognize the need to capture expeditiously favorable market conditions in the current economic times.  The Applicant’s request for a five-year registration does not represent a time period that matches a need to “expeditiously capture favorable market conditions in the current economic times.”

	Further, registering the use of US LEC guarantees related to refinancing/refunding current debt obligations of PAETEC would not restrict PAETEC from using guarantees from its non-Pennsylvania jurisdictional subsidiaries in support of any of the $700 million that is issued as new debt for new capital expenditures or to provide working capital to PAETEC. 

		The Commission has made its compliance checks and found that US LEC is current with its annual and security planning and readiness report filing requirements, and has no outstanding fines or assessments.  

Having reviewed the instant filing, we have determined that US LEC’s proposed participation in various debt financing arrangements of its ultimate corporate parent, as contained herein, is necessary or proper for the present and probable future capital needs of the utility; THEREFORE,


		IT IS ORDERED:


1.  That the securities certificate of US LEC of Pennsylvania LLC in regards to participation in various debt financing arrangements contemplated by its ultimate corporate parent in an aggregate principal amount of up to $700 million in long-term indebtedness is hereby registered for a period of two years to expire on November 20, 2011.
2.  That issuance of long-term debt subject to this registration will be for the purpose of refinancing, refunding, renewals, reissuance, redemptions or rollovers of any currently outstanding indebtedness.

		3.  That within 60 days of the issuance of securities pursuant to the instant registration, US LEC of Pennsylvania LLC shall file notice with the Commission of such issuance together with a summary of the interest rate, maturity and call provisions of the securities issued.

		4.  That upon receipt of the final notice required by Ordering Paragraph No. 2, above, this case shall be marked closed.

		




		
		5.  Consistent with section 1903(b) of the Public Utility Code, 66 Pa. C.S. §1903(b), the registration of the subject Securities Certificate does not represent Commission approval of the proposed projects for rate recovery pursuant to 66 Pa. C.S. §§ 1301-1328.  


[image: ]
BY THE COMMISSION,


James J. McNulty
Secretary



(SEAL)

ORDER ADOPTED:  November 19, 2009
ORDER ENTERED:  November 19, 2009
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