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ORDER

BY THE COMMISSION:

On February 25, 2010, Duquesne Light Company (Duquesne or Company) filed for registration pursuant to Chapter 19 of the Public Utility Code, 66 Pa. C.S. §§ 1901, et seq., the above-docketed securities certificate for the issuance of debt in an aggregate principal amount not to exceed $300 million.  In a letter dated March 18, 2010, Duquesne voluntarily extended the consideration period to April 15, 2010, and then again in a letter dated April 14, 2010, Duquesne voluntarily extended the consideration period to May 20, 2010.

Duquesne filed concurrently with the securities certificate, an application for approval pursuant to Chapter 21 of the Public Utility Code, 66 Pa. C.S. §§ 2101, et seq., an affiliated interest agreement concerning long-term borrowings between Duquesne and its corporate parent Duquesne Light Holdings, Inc. (DLH).  

Duquesne, utility code 110150, is a jurisdictional utility which provides electric distribution and transmission services to approximately 587,000 customers in the city of Pittsburgh and the surrounding communities in Allegheny and Butler counties.  Duquesne is a wholly owned subsidiary of DLH.  DLH is an energy services holding company formed to serve as the holding company for Duquesne and to engage in other unregulated energy and energy-related businesses.  Duquesne divested all of its generation assets in 2000 and the Company and its affiliated companies, including DLH, currently own no generation assets.  Duquesne is a member of PJM Interconnection, LLC a regional transmission organization that serves 13 states and the District of Columbia.

DLH is also the parent company of another jurisdictional utility, DQE Communications Network Services LLC.  DQE Communications Network Services LLC is certified throughout the Commonwealth to provide telecommunications services as a competitive access provider.

In its instant filing, Duquesne notes that on January 15, 2009, the Commission registered a securities certificate at Docket No. S‑2008‑2076790 that authorized the Company to issue long-term debt in the form of First Mortgage Bonds (FMBs) and remarketed Pollution Control Revenue Refunding Bonds (PCRRBs) in an aggregate principal amount not to exceed $300 million.  The Commission granted authorization to issue this debt through December 31, 2012.  As of the instant securities filing, Duquesne had issued $100 million of privately placed FMBs.

Duquesne is now requesting a new securities certificate that would permit the Company to issue debt within the terms contained in its existing securities certificate and would also expand the terms to include:

1) Intercompany loans from time to time on a long-term and commercially reasonable basis to Duquesne from its parent, DLH;
2) Recertifying the principal amount of new debt authorized to be $300 million because the actual available under the existing securities certificate is only $200 million; and 
3) Extend the term of authorization from December 31, 2012 to December 31, 2014.

Therefore, under the new securities certificate, Duquesne would be provided with the ability to issue long-term debt in an aggregate principal amount of $300 million in the form of FMBs, PCRRBs, or to borrow from its parent, DLH, through December 31, 2014.  The new securities certificate registered in the instant filing would replace the existing securities certificate docketed at S‑2008‑2076790.  Duquesne has no borrowing authority remaining under any securities certificate other than the existing securities certificate.

Duquesne further explains that individual intercompany loans from its parent could be made at any point in time, but would never exceed $300 million in aggregate principal at any point in time. These loans would be for at least one year but no longer than 10 years.  Duquesne states that borrowings from DLH would be made at commercially reasonable rates that would reflect prevailing market conditions[footnoteRef:1].  The Company also states that no preference or undue advantage would be given to the parent or other corporate affiliate, i.e., intercompany loans will be made under terms that reflect market conditions with no discounts or premiums to the advantage of DLH because of its standing as the parent company.   A Promissory Note between Duquesne and DLH will be executed as witness to these loans.  [1:  A Term Sheet provided by the Company —Exhibit B of the filing— shows that the interest rate to be charged will be the average rate for a similarly structured external borrowing as provided by independent investment banks, not to exceed a maximum of 8.5%.  Further, Duquesne will request indicative rates for a similarly structured external borrowing from at least three independent investment banks and select the lowest two in order to develop the average rate as described in the previous sentence.  ] 


According to Duquesne, proceeds from the debt issuances are needed for construction, pension contributions required by federal law, levelizing the Company’s capital structure, and general corporate purposes.  Duquesne notes that as of September 30, 2009, its capital structure consisted of approximately 29% long-term debt and that further debt issuances would move the Company towards a more levelized/optimal capital structure that benefits ratepayers by decreasing a proportional amount of equity capital, which the Company notes is typically the most expensive form of financing.  Additionally, the Company is anticipating having to make significant pension contributions beginning next year in order to meet federal funding requirements under the Pension Protection Act of 2006.  From 2010 through 2014, Duquesne anticipates pension plan funding requirements to total approximately $244 million.  Capital expenditures are expected to average $194 million per year.  

Duquesne has requested to borrowed funds for projected capital expenditures and to make future projected pension contributions.  The Commission will monitor Duquesne’s application of the use of these funds by requiring Duquesne to file an annual sources and uses of fund statement for the duration of the securities registration.

As of September 30, 2009, Duquesne’s capital structure consisted of 29% long-term debt, 6% preferred stock and 65% equity.  Duquesne’s pro forma capital structure after the addition of $300 million new debt would consist of 40% long-term debt, 5% preferred stock and 55% equity.  The resulting capital structure is consistent with the terms and conditions in the Settlement Agreement approved by the Commission at A‑110150F0035, Public Meeting of April 24, 2007, which requires Duquesne to have a long-term debt ratio as a percent of total capital less than 60% and to have outstanding separately issued debt held by investors not affiliated with Duquesne or its affiliates, unless the Commission authorizes to the contrary.  Duquesne’s and DLH’s long-term debt is currently rated BBB- (Adequate) by Standard and Poor’s.  

In the instant securities filing, Duquesne has requested authority to enter into long term borrowing agreements with its parent, DLH.  Duquesne states that the additional flexibility to borrow from its parent company will allow the company to save on underwriting and legal fees required when borrowing externally, and permit the Company to make prepayments of principal balances without penalty; normally a feature that would require a higher interest rate if borrowing externally.  The Company also avers that ratepayers will be protected from above market interest rates charged by DLH because DLH will base the interest rate charged to Duquesne on the average of the two lowest rates requested from three independent investment banks.

The Commission will register the instant securities certificate, but will do so with the following changes made to the authorization requested:
· Based on current financial forecast for similarly rated corporate bonds, the Commission will limit the maximum borrowing rate from which Duquesne may borrow from DLH to 7.5%;
· Rather than using the average interest rate of the two lowest rates requested from three independent investment banks, the interest rate charged on intercompany loans to Duquesne will use the lowest rate requested from three independent investment banks; and,
· Due to uncertainties in forecasting capital needs into the future, the Commission will limit borrowing authorization under this securities certificate through December 31, 2013.

Additionally, the Commission will caution Duquesne that recovery of any interest expense through rates will be subject to Commission review in a rate proceeding and the Commission will not hesitate to protect ratepayers should interest from intercompany loans appear to be above market or otherwise excessive.

Compliance checks found that Duquesne is current with its quarterly, annual and Security Planning and Readiness reports, and there are no outstanding Commission fines or assessments.

Having examined the instant application and securities certificate, we conclude that the proposed issuance appears to be 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 find that the instant affiliated interest agreement concerning the borrowing transactions between the affiliated interests appears to be reasonable and consistent with the public interest under Section 2102(b) of the Public Utility Code; however, approval of the borrowing arrangement does not preclude the Commission from investigating during any formal proceeding the reasonableness of any charges under this arrangement; THEREFORE,

		IT IS ORDERED:


		1.  That the securities certificate of Duquesne Light Company for the issuance of debt in an aggregate principal amount not to exceed $300 million is hereby registered.

		2.  That the Affiliated Interest Agreement between Duquesne Light Company and Duquesne Light Holdings, Inc. is hereby approved.

		3.  That within 60 days of the issuance of the securities pursuant to the instant registration, Duquesne Light Company shall file notice with the Commission of such issuance together with a summary of terms including the interest rate, maturity and call provisions of the securities issued.  Intercompany loans from Duquesne Light Holdings, Inc. should include a summary of terms (term sheet), a copy of the promissory note, and documentation which details the external borrowing rates and calculations used to develop the interest rate on each loan.

		4.  That the interest rate charged on intercompany loans between Duquesne Light Holdings, Inc. and Duquesne Light Company shall be the lowest rate requested from three independent investment banks.

		5.  That the maximum rates on intercompany loans between Duquesne Light Holdings, Inc. and Duquesne Light Company shall not exceed 7.5%.

		6.  That within 60 days of the remarketing of existing pollution control revenue refunding bonds, Duquesne Light Company file notice with the Commission of such remarketed amounts.

		7.  That the sum of the principal amount of the debt securities issued as First Mortgage Bonds, intercompany loans from Duquesne Light Holdings, Inc. and as remarketed existing pollution control revenue refunding bonds, shall not exceed $300 million.  Duquesne Light Company shall notify the Commission when total debt, First Mortgage Bonds, intercompany loans from Duquesne Light Holdings, Inc. plus remarketed existing pollution control revenue refunding bonds, totals $300 million.

		8.  That the period of time for the issuance of debt securities is granted will end on December 31, 2013.

		9.  That the authority granted by this Order replaces any authority remaining pursuant to Duquesne Light Company’s securities certificate for the issuance of First Mortgage Bonds (FMBs) and remarketed Pollution Control Revenue Refunding Bonds docketed at S-2008-2076790.

		10.  That Duquesne Light Company shall file with the Commission and provide to the Bureau of Fixed Utility Services an annual sources and uses financial statement (See Appendix A).  This statement will be due sixty days following the end of each calendar year of the instant securities certificate registration beginning with the year ended December 31, 2010.

		11.  That 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.   

		12.  That upon completion of all issuances pursuant to the Order and submission of the final filing under Ordering Paragraphs 3, 6, and 7, above, this case be marked closed.
	
[image: ]	BY THE COMMISSION,



	Rosemarie Chiavetta
	Secretary

(SEAL)

ORDER ADOPTED:  May 20, 2010
ORDER ENTERED: May 20, 2010                         




Appendix A
	
	Duquesne Light Company
	
	

	
	Sources and Application of Funds
	
	

	
	($millions)
	
	

	
	
	
	

	
	
	
	Actual

	
	
	
	2010

	
	
	
	

	Application of Funds
	
	

	
	
	
	

	
	Capital Expenditures *
	
	

	
	Pension Contributions **
	
	

	
	Long-Term Debt Redemptions/Maturities
	
	

	
	Preferred Stock Redemptions
	
	

	
	Short-Term Debt Refinancing
Dividends
	
	

	
	Working Capital Requirements/Other ***
	
	 

	
	
	
	

	Total Applications
	
	0

	
	
	
	

	Sources of Funds
	
	

	
	
	
	

	
	Net Income
	
	

	
	  Add:
	
	

	
	            Depreciation
	
	

	
	            Deferred Taxes
	
	

	
	            Other Changes in Working Capital
	
	 

	
	Internally Generated Funds, Net
	
	0

	
	
	
	

	
	Long-term Debt - Affiliated
	
	

	
	Long-term Debt - Non-Affiliated
	
	

	
	Short-Term Debt - Affiliated
	
	

	
	Short-Term Debt - Non-Affiliated
	
	

	
	Other Sources
	
	 

	
	
	
	

	Total Sources
	
	0

	
	
	
	

	
	
	
	

	
	 * Include details of five largest construction projects which make up this number.
	
	

	
	 ** Please list funding requirements for other post retirement benefits (FAS 106) separately.
	
	

	
	 *** If Working Capital Requirements/Other exceed 20% of the total applications of funds, please provide a detailed explanation of this number.
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