	   
	PENNSYLVANIA
PUBLIC UTILITY COMMISSION
Harrisburg, PA  17105-3265
	

	
	

Public Meeting held June 7, 2012

	Commissioners Present:
	



	      Robert F. Powelson, Chairman
	

	      John F. Coleman, Jr., Vice Chairman
      Wayne E. Gardner
	

	      James H. Cawley
	

	      Pamela A. Witmer
	

	
	

	Securities certificate of PPL Electric Utilities Corporation for the issuance of long-term debt in an aggregate principal amount not to exceed $250 million.

	      Docket Number:
      S-2012-2301050





ORDER

BY THE COMMISSION:

[bookmark: OLE_LINK1][bookmark: OLE_LINK2]On April 27, 2012, PPL Electric Utilities Corporation (PPLEU 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 $250 million.  

PPLEU, utility code 110500, is a jurisdictional electric distribution utility serving approximately 1.4 million customers located in eastern and central Pennsylvania.  PPLEU is a direct subsidiary of PPL Corporation (PPL), which owns 100% of the outstanding voting stock of PPLEU.

PPLEU proposes to issue secured or unsecured debt in a principal amount not to exceed $250 million, which the Company avers will be used primarily to fund the redemption of $250 million in principal of its 6.25% perpetual Preference Stock (Preference Stock).  The secured debt to be issued may include Senior Secured Bonds (New Bonds) which would be issued under the Company’s 2001 Senior Secured Bond Indenture (2001 Indenture) dated August 1, 2001.  PPLEU asserts that the Company has issued approximately $3.104 billion of senior secured bonds under the 2001 indenture (Existing Bonds), all of which were authorized by the Commission under prior securities certificates[footnoteRef:1].  The New Bonds, like the Existing Bonds, will be secured by a lien on the company’s transmission and distribution properties.  The Company also notes that if the New Bonds are issued in a public offering, the New Bonds will be issued under a Prospectus Supplement to Registration Statement 333-158200-01, which would be filed with the Securities and Exchange Commission.   [1:  For other examples of PPLEU securities certificates registered by the Commission that are secured under the 2001 Indenture see docket numbers S-00051056, S-2008-2065794, S-2009-2094547, S‑2011‑2219042 and/or S‑2011‑2246812.] 


PPLEU proposes to issue the new debt in one or more series with final maturities of up to 30 years from the date of issuance.  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.  The Company states that it plans to issue the New Bonds prior to December 31, 2012.  

In conjunction with the issuance of the New Bonds, PPLEU may also enter into interest rate protection arrangements to limit the company’s exposure to interest rate risk.  These arrangements may include interest-rate swaps and/or interest-rate caps up to a notional amount of $250 million.

As noted above, proceeds from the sale of the bonds will be used to redeem the $250 million of Preference Stock that PPLEU issued in April 2006.  PPLEU notes that the Preference Stock is callable at par any time after five years from the issuance date.  The Company further notes that at the time of the issuance of the Preference Stock rating agencies such as Moody’s Investors Service (Moody’s) and Standard & Poor’s (S&P) provided equity credit of between 75 – 100% for this type of perpetual Preference Stock.  However, Moody’s and S&P have recently reduced the amount of equity credit for these types of securities and are currently granting 50% towards equity with the other 50% being allocated to debt.  PPLEU has decided that based on this reduction in equity credit from the rating agencies and its ability to redeem the Preference Stock at par that it can reduce its overall cost of capital by refunding the Preference Stock with funds obtained from the issuance of First Mortgage bonds and capital contributions from PPL.  PPLEU avers that by refunding the Preference Stock and refinancing with First Mortgage Bonds the Company will realize annual pre-tax savings of approximately $7.6 million, and $10.9 million in after-tax savings.[footnoteRef:2]  Any excess bond funds remaining after the refunding of the Preference Stock will be used for general corporate purposes such as paying down short-term debt and/or capital expenditures. [2:  PPLEU states that the projected savings is based on the issuance of a ten year note with a coupon rate of 3.15% and an assumed tax rate of 41.5%.] 


On July 14, 2011, the Commission registered a securities certificate at Docket Number S-2011-2246812 (Previous Securities Certificate) authorizing the Company to issue long-term debt in the form of long-term secured or unsecured debt in an aggregate principal amount not to exceed $500 million.  As of the instant securities filing, PPLEU had issued $400 million of long-term debt under the Previous Securities Certificate.  The Company avers that they have no plans to issue additional long-term debt under the Previous Securities Certificate.  Additionally, the Commission had placed a time limited on the Previous Securities Certificate of December 31, 2011.  Therefore, there is no additional borrowing authority remaining under the Previous Securities Certificate, nor does the Company have any additional borrowing authority under any other previously registered securities certificates.

As of December 31, 2011, PPLEU’s long-term debt to total capitalization ratio (debt ratio) was approximately 44.7% when 100% of the Preference Stock is considered to be equity, and was approximately 48% if the Preference Stock is allocated between 50% debt and 50% equity.  A pro forma calculation of the New Bonds less the refunding of the Preference Stock increases the debt ratio to 51.2%.  The resulting capital structure would be considered appropriate for a regulated electric distribution company[footnoteRef:3]. [3:  The February 24, 2012, Value Line Investment Survey estimates that the Electric Utility (East) Industry’s capital structure will consist of 51% long-term debt and 49% common equity for year-end 2012 and projects an Industry capital structure of 51% long-term debt and 49% common equity for year-end 2013.] 


S&P’s current corporate credit rating for PPLEU is BBB (Adequate).  S&P states that PPLEU’s rating reflects the consolidated credit profile of its ultimate corporate parent PPL.  S&P rates PPLEU’s Senior Secured debt A- (Good) and notes the A- rating on PPLEU’s First Mortgage Bonds is based on a first-priority lien on substantially all of the Company’s property and that the collateral coverage provided by this lien supports an issuer rating two notches above the Company’s corporate credit rating[footnoteRef:4]. [4:  Standard & Poor’s Research, “Summary: PPL Electric Corporation,” May 8, 2012.] 


Compliance checks found that PPLEU is current with its annual, quarterly earnings and Security Planning and Readiness Reports, and has no outstanding Commission fines or assessments.

Having examined the instant 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; THEREFORE,

		IT IS ORDERED:


		1.  That the securities certificate of PPL Electric Utilities Corporation for the issuance of debt in an aggregate principal amount not to exceed $250 million is hereby registered.
		2.  That within 60 days of the issuance of the securities pursuant to the instant registration, PPL Electric Utilities Corporation 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.

		3.  That the registration of debt securities will end on December 31, 2012.

		4.  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.   

		5.  That upon completion of all issuances pursuant to the Order and submission of the final filing under Ordering Paragraph 2, above, this case be marked closed.
	
[image: ]	BY THE COMMISSION,



	Rosemary Chiavetta
	Secretary

(SEAL)

ORDER ADOPTED:  June 7, 2012
[bookmark: _GoBack]ORDER ENTERED:   June 7, 2012                       
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