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STATEMENT OF CHAIRMAN WENDELL F. HOLLAND
Like with other mergers and acquisitions that have come before us for consideration, this Commission has done everything possible to ensure that this Application has received a thorough and comprehensive review.  This Settlement herein includes many provisions that will ensure customers are protected and this Company continues to be a viable public utility and a good neighbor in Pittsburgh.  There are several aspects of this Settlement that I like—namely, the protection of competitive markets, the stay-out and the assurance of a Pittsburgh headquarters.  Nonetheless, we will continue oversight of this Company to make certain our decision is the best move for Pennsylvania customers.

That notwithstanding, a few issues concern me—namely:

Corporate structure


The entry of equity buyers into the realm of public utilities causes me to pause.  Private equity deals made up one fourth of all US mergers and acquisitions in 2006.  The numbers boggle the mind.  As this month’s Public Utilities Fortnightly reports; 
Private equity firms raised $221 billion in 2006 and have $2 trillion in purchasing power combined with their other assets.  For perspective, $2 trillion was the equivalent of the gross domestic product of France in 2005….


Moreover, financial investors, like hedge funds could grow to $4 trillion in assets by 2010, and the new-on-the-scene infrastructure funds (which hold assets longer and have a lower return threshold) have risen between $100 billion and $150 billion globally, according to Morgan Stanley.  An estimated $1.6 trillion in infrastructure investment is predicted over the next five years.  (PUF April 2007 at 22).

I caution, should the economy turn south and anticipated earnings growth not materialize, the new Company‘s financial flexibly will be reduced substantially, and possibly cause harm.  When large utilities suffer significant financial set-backs, customers are the ones affected severely.


I have expressed my hesitation in the past that some companies entering the utility business have a possible short-term ownership horizon.  My concerns extend to that fact in many cases the only purpose of these kinds of transactions may be to attempt to realize a quick profit by “flipping” the acquired Company.  While Macquarie seemingly has utility managerial experience and has committed to keeping on much of this Company’s leadership, I worry that there could be dire consequences for the quality of utility service for ratepayers in the short and long run. 


With that said, the Settlement specifically addresses 10 issues that I identified the Penn Estates
 case regarding the public interest findings relating to this transaction. The Settlement lists eight specific, substantial public benefits that the new companies expect to result from the Commission’s approval of the Application. But beyond just listing these affirmative benefits, this Commission will continue to monitor the outcomes. This Settlement contains provisions that require the Company to report annually to the Commission the status of all of the commitments it has made. The ongoing monitoring by this Commission will make certain that the positive promised benefits have materialized.
Employment Issues

In the recent Equitable/Dominion Acquisition proceeding the parties expressly agreed to a commitment to diversity and minority hiring to which the Commission unanimously accepted—to wit:

1.
Minority Hiring


Under the terms of the Settlement, the Companies will attempt to develop a program, with the assistance of the Pittsburgh Urban League and the MVUC, to increase hiring of minority and low-income applicants.  According to the ALJ, this provision addresses the concern of the MVUC that some of the jobs that the Companies anticipate creating as a result of this acquisition should benefit the Companies’ payment troubled customer base. …  The ALJ explained that the hiring of minority and low income applicants is beneficial not only to the utility but to the community, as well.
. . .

We agree with the ALJ… We will also direct that the Companies’ progress on this Settlement term shall be included as a separate item in the annual reporter filed with the Commission pursuant to the Commission’s Regulations at 52 Pa. Code Sec. 69.809, relating to filings regarding diversity in the workplace.

(Joint Application of Equitable Resources, Inc., et al., Docket No. A-122250F5000 (Opinion and Order entered April 13, 2007), slip op. at 82-83).
     
2.
Diversity

With respect to diversity, we noted in the Equitable/Dominion Acquisition proceeding that:


Representative Wheatley encouraged Equitable to increase the racial and ethnic diversity of its employees and its utilization of Minority Business Enterprises (“MBEs”).  The ALJ noted that the Settlement recognizes the importance of providing market access and economic opportunities to diverse businesses and people.  Equitable’s senior management and Representative Wheatley have agreed to work together to accomplish these diversity objectives.  Their discussions have included consideration of outreach initiatives, creation of an advisory committee and adoption of various guidelines developed by the National Association of Regulatory Utility Commissioners’ (“NARUC”) Utility Marketplace Access Partnership program.  NARUC encourages utilities to voluntarily consider these guidelines to promote MBE marketplace access.  NARUC concluded that utilities, and the economy, benefit when a utility’s supplier base reflects the demographics of its customer base.  Equitable has agreed to continue to work with Representative Wheatley to develop and implement specific and measurable processes and plans to accomplish these objectives.  (Settlement, Appendix A at ¶8; I.D. at 74, 75).  The ALJ determined that providing market access and economic opportunities to diverse businesses and people is beneficial not only to the utility but to the community, as well.  Accordingly, the ALJ encouraged the Companies to continue to work toward a supplier base that reflects the demographics of its customer base. (I.D. at 74-75).  The ALJ found that the Settlement terms described above are in the public interest, and no exceptions have been filed to this determination.  We agree with the ALJ.  Finding his recommendation to be otherwise reasonable, we adopt it. 
(Equitable Resources, Inc., slip op. at 83-84).

In a city that basks proudly in the glory of Swan, Mean Joe Green and Roberto Clemente, I hope that the new Company will exceed the historic levels achieved by its predecessor regarding diversity.  This is one of the most critical areas that I am concerned about as foreign acquirers enter the US market.  I am disappointed that the Settlement is totally devoid of a discussion of these issues.

Governance


While I recognize that the Commission’s jurisdiction may be limited, I shall comment on two governance issues in this Settlement.


First, I am concerned whether the new Company will continue to include qualified local people to its Board.  Local Board representation has been a long tradition at Duquesne.  Board members drawn from the community have truly provided a sense of the concerns of local residents and businesses from all walks of life. This aspect was yet one other way that Duquesne distinguished itself as a local utility.


Second, I am concerned about on which committee the CEO will serve, as the Settlement is ambiguous in this regard.  Under the terms of the Settlement, the CEO will serve on “a” Board management committee. (Settlement paragraph 10.E.10).  It is not clear on what management committee the retained CEO will serve.  Is it internal or external?  Moreover, it can be well argued that a CEO is more effective as Chair of the Executive Committee of the board or Lead Director. 
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