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STATEMENT OF CHAIRMAN WENDELL F. HOLLAND

As a regulator, I am concerned about whether this transaction is in the public interest.  Having the benefit of over 25 years of diverse experience in the water industry, I am troubled over what appears to be a recent trend in the regulated water industry, that is, the entry of equity investors into the industry.  I am concerned that the only purpose of these kinds of transactions may be to attempt to realize a quick profit by “flipping” the acquired company.  I worry that these equity investors may have little, if any, utility managerial experience; consequently, there could be dire consequences for the quality of utility service for ratepayers in the short and long run. 
Background
1. Procedural background


This is a stock transfer from Nuon Global Solutions USA, Inc. to Hydro Star, LLC a subsidiary of the corporate family of American International Group (AIG).
 In an Initial Decision dated January 31, 2006, Administrative Law Judge Angela T. Jones approved a Settlement reached by the parties, namely the Office of Consumer Advocate and the applicant companies.  No Exceptions were filed and the Decision became effective by operation of law on February 28, 2006.
2. Company Profile

The operating jurisdictional water and wastewater utilities involved in this matter are 
Penn Estates Utilities, Inc., Utilities Inc. of Pennsylvania and Utilities, Inc.-Westgate. 
· Penn Estates Utilities, Inc. provides water and wastewater services to approximately 1,275 customers and 400 “availability” service customers in its authorized service territory in portions of Stroud and Pocono Townships in Monroe County;
· Utilities Inc. of Pennsylvania provides wastewater service to approximately 941 customers and two elementary schools in its authorized service territory in portions of West Bradford Township in Chester County; and 
· Utilities, Inc-Westgate provides water service to approximately 670 residential and commercial customers in its authorized service territory near the City of Bethlehem.

AIG is a multinational insurance and financial services conglomerate operating in about 130 countries with a market cap of approximately $160 billion.  The record in this proceeding demonstrates that AIG has a complex organizational structure. This is typical for equity investors.  At the top is AIG, Inc, under which is AIG Global Investment group. Highstar is a member of the AIG Global Investment Group and is a limited partnership which, along with other affiliates, buys and sells portfolio companies and manages equity funds.

According to recent press reports,

State and Federal authorities announced on February 9, 2006, a more than $1.6 billion pact with American International Group, Inc. over alleged accounting improprieties…. In their lawsuit, the authorities alleged that the company and former managers, including former AIG Chief Executive Maurice R. “Hank” Greenberg, used improper accounting maneuvers to polish the company’s financial results in recent years.
 
The report continues that:

The [$1.6 Billion] Settlement, split evenly between the SEC and New York State Authorities, would be one of the largest in finance-industry regulatory settlements with a single company in US history…. 
The pact settles civil fraud charges filed by New York Attorney General Eliot Spitzer and the New York State Insurance Department.  The SEC hasn’t filed charges against AIG; it is expected to file and settle allegations of accounting fraud with the company simultaneously.  

The huge payout is expected to include fines, restitution and business –practice changes.  AIG will pay $700 million in disgorgement and $100 million in penalties to the SEC…About $375 million will compensate AIG policyholders who may have been injured because of alleged bid rigging for some commercial insurance contracts in recent years.”


In sum, the corporate structure is complex and lacks transparency. It may not be in the public interest to have these regulated utilities as a part of an organization structured in this manner. 
Discussion
It is appropriate to examine this matter and there is considerable precedent questioning the involvement of equity investors in the utility industry. The experience in the electric utility industry is instructive.

The Arizona Corporation Commission (ACC) rejected the proposed takeover of Tucson Electric Power Company by Sage Mountain LLC and the investment firm of Kohlberg Kravis Roberts & Co., J.P. Morgan and Wachovia Capital Partners.  In denying the proposal, the Arizona Commission reasoned that oversight and corporate governance would have been weakened substantially by the proposed holding structure, and the reorganized entity as a whole would have had greater debt. 
Similarly, when faced with comparable circumstances, the Oregon Public Utility Commission rejected the proposed takeover of Portland General Electric (an Enron company) by Texas Pacific Corporation, a group of private investors.  The Commission held that the transaction was not in the public interest because of excessive debt, short term ownership, non-finalized transaction terms, and a lack of transparency. 
 Combined, these cases illustrate that even where domestic buyers are mainly US based funds, there is an overriding concern that they are strictly equity investors with limited utility operating experience and a possible short term ownership horizon.

In light of all of the circumstances, reopening this matter is appropriate.  I expect the parties to the re-opened proceeding to examine the following issues:  

· The extent of capital to be allocated to ongoing operating and maintenance expenses;

· Fees paid to and services  performed by affiliates;
· Corporate governance/Sarbanes Oxley compliance;
· The expected term of ownership;

· The buyer’s experience operating water and wastewater operational utilities;

· The use of leverage to eliminate or maximize income tax liabilities;

· Extent of transparency on corporate structure issues;

· Community presence;

· The complex nature and objectives of affiliated relationships; and 

· Entity creditworthiness.

Examination of these issues will enable me to determine whether this transaction is in the public interest.  
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WENDELL F. HOLLAND, CHAIRMAN

� In the instant case, Penn Estates Utilities, Inc. (PEUI), Utilities, Inc. of Pennsylvania (UIP) and Utilities, Inc.-Westgate (Westgate) are Pennsylvania utilities currently owned by Utilities, Inc. (UI), who is in turn owned by Nuon Global Solutions USA, Inc. (NGSU, Inc.), a subsidiary of NGSU BV.  The common stock of Utilities, Inc. which is 100 percent controlled by NGSU BV, is being transferred to an unrelated entity, Hydro Star, LLC (Hydro Star).  Hydro Star is a subsidiary of AIG Highstar Capital II, L.P. (Highstar II).  Highstar II is a member of the AIG Global Investment Group (AIGGIG), an affiliate of American International Group, Inc., (AIG), one of the largest insurance and investment firms in the world.


� Wall Street Journal Online, February 9, 2006





� Wall Street Journal Online, February 9, 2006
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