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Introduction 

Q. Please state your name and business address.  1 

A. My name is Janis Freetly.  My business address is 527 East Capitol Avenue, 2 

Springfield, Illinois 62701.  3 

Q. What is your current position with the Illinois Commerce Commission 4 

(“Commission”)? 5 

A. I am currently employed as a Senior Financial Analyst in the Finance Department 6 

of the Financial Analysis Division. 7 

Q. Please describe your qualifications and background. 8 

A. In May of 1995, I earned a Bachelor of Business from Western Illinois University.  9 

I received a Master of Business Administration degree, with a concentration in 10 

Finance, from Western Illinois University in May of 1998.  I have been employed 11 

by the Commission in my present position since September of 1998.  I was 12 

promoted to Senior Financial Analyst on August 31, 2001. 13 

Q. What is the purpose of your direct testimony? 14 

A.  On May 12, 2011, Atmos Energy Corporation (“Atmos”) and Liberty Energy 15 

(Midstates) Corp. (“Liberty Energy Midstates” or “Company”) entered into an 16 

Asset Purchase Agreement that provides for the purchase of Atmos’ natural gas 17 

utility operations in Illinois, Iowa and Missouri by Liberty Energy Midstates. 18 
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 First, I will present my evaluation of the financial implications of the proposed 19 

reorganization under Sections 7-204(b)(4) and (b)(7) of the Public Utilities Act 20 

(“Act”), which states that in reviewing any proposed reorganization, the 21 

Commission must find that: 22 

(4) the proposed reorganization will not significantly impair the utility’s ability 23 

to raise necessary capital on reasonable terms or to maintain a 24 

reasonable capital structure; and 25 

(7) the proposed reorganization is not likely to result in any adverse rate 26 

impacts on retail customers. 27 

 I also discuss the Section 9-230 prohibition against the inclusion of any 28 

incremental risk or increased cost of capital which is the direct or indirect result of 29 

the utility’s affiliation with unregulated or nonutility companies.  30 

 Finally, I present my evaluation and recommendation pursuant to Section 6-103 31 

of the Act, which requires that in any reorganization of a public utility, the 32 

Commission shall authorize the amount of capitalization, which shall not exceed 33 

the fair value of the property involved. 34 

Q. Please describe the proposed reorganization. 35 

A. The Asset Purchase Agreement provides for the transfer of Atmos’ Illinois, Iowa 36 

and Missouri natural gas distribution operations to Liberty Energy Midstates for 37 

approximately $124 million.  Liberty Energy Midstates is not assuming any 38 
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existing indebtedness.  The closing is not subject to a condition that Liberty 39 

Energy Midstates obtain adequate financing. 40 

Section 7-204(b)(4) 

Q. How does Atmos currently obtain debt and equity capital? 41 

A. Atmos raises capital from pubic debt and equity markets to fund the liquidity 42 

needs of its entire corporate organization, including the Illinois natural gas 43 

distribution operations.  Short-term borrowings are made under Atmos’ 44 

commercial paper program and bank credit facilities.  Long-term notes are issued 45 

from time to time as needed to fund capital expenditures.  Atmos’ common stock 46 

trades on the New York Stock Exchange under the trading symbol “ATO”.1

Q. Does Atmos currently have access to the capital markets on reasonable 48 

terms? 49 

 47 

A. Yes.  Standard & Poor’s (“S&P”) has assigned Atmos a corporate credit rating of 50 

BBB+, which reflects their assessment of the company’s business risk profile as 51 

excellent and its financial risk profile as significant.2  According to S&P, an 52 

obligor rated BBB has adequate capacity to meet its financial commitments; 53 

however, adverse economic conditions or changing circumstances are more 54 

likely to lead to a weakened capacity of the obligor to meet its financial 55 

commitments.3

                                            
1 Company Response to Staff Data Request JF-1.17. 

  Moody’s Investors Service (“Moody’s”) has assigned Atmos a 56 

long-term issuer credit rating of Baa1, which Moody’s considers medium grade 57 

2 Standard & Poor’s Ratings Direct, “Summary: Atmos Energy Corp.”, September 29, 2011. 
3 S&P “Research: Standard & Poor’s Rating Definitions,” December 10, 2002. 
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and subject to moderate credit risk.4  Fitch Ratings has assigned Atmos an issuer 58 

rating of BBB+, which indicates that there is currently a low expectation of credit 59 

risk and adequate capacity for timely payment of financial commitments, but 60 

adverse changes in circumstances and economic conditions are more likely to 61 

impair this capacity than higher ratings.5

Q. How would Liberty Energy Midstates obtain equity and long-term capital 65 

following the proposed reorganization? 66 

  Further, Atmos has short-term 62 

commercial paper ratings of A-2, P-2 and F-2 from S&P, Moody’s and Fitch, 63 

respectively. 64 

A. All equity funding for Liberty Energy Midstates would be raised by its ultimate 67 

parent company, Algonquin Power and Utilities Corp. (“APUC”).6  Long-term debt 68 

would be issued by Liberty Utilities Co. (“Liberty Utilities”) by the issuance of 69 

unsecured notes in a private placement and passed through to Liberty Energy 70 

Midstates in the form of an intercompany loan.7

Q. Would APUC have sufficient access to the equity markets to raise 72 

necessary capital on behalf of Liberty Energy Midstates? 73 

 71 

A. Yes.  APUC is a publicly traded Canadian corporation whose stock is traded on 74 

the Toronto Stock Exchange with a reasonably strong capital structure 75 

comprising approximately 50% debt and 50% equity as of June 30, 2011.  76 

                                            
4 Moody’s Investors Service, “Rating Action: Moody’s upgrades Atmos Energy to Baa1,” May 11, 

2011; Moody’s Investors Service, “Moody’s Rating Symbols & Definitions,” March 2007, pp. 8 and 11. 
5 Fitch IBCA Rating Definitions, www.fitchratings.com. 
6 Response to Staff Data Requests JF-1.16 and JF-1.18. 
7 Liberty Energy (Midstates) Corp. Financing Summary. 
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Further, the $124 million purchase price is only about 12% of APUC’s $1 billion in 77 

total assets.  Lastly, in October APUC was able to issue 15.1 million shares of 78 

common stock and raise over $85 million in equity.  From those facts, I conclude 79 

that APUC has sufficient access to the equity markets to raise necessary capital 80 

on behalf of Liberty Energy Midstates. 81 

Q. Does Liberty Utilities have the ability to raise necessary debt capital on 82 

reasonable terms? 83 

A. Liberty Utilities is a holding company that had no assets until it acquired 84 

California Pacific Electric Company, LLC (“CalPeco”) on January 1, 2011.8  85 

Liberty Utilities does not have any outstanding long-term or short-term debt.9  86 

Liberty Utilities does not currently have access to any lines of credit.10

Q. In your judgment, will the proposed reorganization significantly impair the 90 

utility’s ability to raise necessary debt on reasonable terms? 91 

  Hence, 87 

the ability of Liberty Utilities to raise sufficient debt capital through private 88 

placement on reasonable terms has not been established. 89 

A. Liberty Energy Midstates has not provided sufficient information to evaluate 92 

Liberty Utilities’ ability to issue debt on reasonable terms.  Therefore, I do not 93 

recommend the Commission make the finding required pursuant to Section 7-94 

204(b)(4) of the Act.   95 

                                            
8 Response to Staff Data Request JF-3.01. 
9 Response to Staff Data Requests JF-3.02 and JF-3.03. 
10 Response to Staff Data Request JF-3.04. 
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Q. What information do you need to be able to determine whether the 96 

proposed reorganization will significantly impair the utility’s ability to raise 97 

necessary debt on reasonable terms? 98 

A. Since Liberty Utilities would raise debt capital on behalf of Liberty Energy 99 

Midstates, an analysis of the latter’s access to debt capital must focus on the 100 

financial strength of the former.  To properly analyze Liberty Utilities’ ability to 101 

obtain debt financing, I need to examine its actual and forecasted financial 102 

statements.  The forecasted financial statements should cover at a minimum the 103 

five year period from 2011 through 2015, including forecasted balance sheets, 104 

income statements and statements of cash flows.  Further, Liberty Energy 105 

Midstates should provide detailed descriptions of every assumption underlying 106 

the information included in the forecast.  Specifically, Liberty Energy Midstates 107 

should provide the same forecast for Liberty Utilities that will be provided to the 108 

credit rating agencies in connection with the debt issuance planned for financing 109 

the transaction proposed in this proceeding.  In addition, Liberty Energy 110 

Midstates should provide financial statements for Liberty Utilities prior to the 111 

acquisition as a base line for comparison to the forecasts.   112 

Section 7-204(b)(7) 

Q. Please describe the requirement set forth in Section 7-204(b)(7) of the Act 113 

and how it relates to Atmos’ post-merger capital structure. 114 

A. Section 7-204(b)(7) states, “[i]n reviewing any proposed reorganization, the 115 

Commission must find that the proposed reorganization is not likely to result in 116 
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any adverse rate impacts on retail customers.”11

Q. Is the utility’s cost of capital likely to increase because of the proposed 120 

reorganization? 121 

  Since the cost of capital is a 117 

component of a utility’s rates, and the cost of capital could increase with financial 118 

risk, then an increase in financial risk could increase a utility’s rates. 119 

A. Two factors could cause Liberty Energy Midstates’ cost of capital to be higher 122 

than Atmos’ cost of capital.  First, the utility’s cost of debt could increase due to 123 

Liberty Utilities’ intention to issue the debt through private placement.  Due to the 124 

relatively small volume of the planned debt issuance, the cost of debt might 125 

include a liquidity premium.  In addition, the debt would be less marketable since 126 

it would not be issued in the public markets.  Since Liberty Utilities has not priced 127 

the planned debt issuance and does not have any outstanding long-term debt, I 128 

cannot determine what the new utility’s cost of debt will be.  On June 10, 2011, 129 

Atmos issued $400 million of senior unsecured Notes due 2041 at 5.50%. Liberty 130 

Energy Midstates needs to demonstrate either that Liberty Utilities can obtain 131 

long-term financing through private placement at terms competitive with those 132 

available through a public issuance or demonstrate that it will realize sufficient 133 

savings elsewhere to offset the liquidity premium. 134 

Second, Liberty Energy Midstates anticipates maintaining a capital structure with 135 

a higher percentage of common equity than either Atmos or Liberty Energy 136 

Midstates’ ultimate parent company, APUC.  Although APUC’s capital structure 137 

                                            
11 220 ILCS 5/7-204(b)(7). 
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comprises approximately 50% debt and 50% equity, Liberty Energy Midstates will 138 

initially target a capital structure comprised of 45% debt and 55% equity.12  As of 139 

June 30, 2011, Atmos’ capital structure was comprised of approximately 49% 140 

debt and 51% equity.13

Q. Is there any other factor that must be considered with regard to the capital 143 

structure? 144 

 Hence, following the reorganization, the utility’s capital 141 

structure would contain a higher proportion of common equity.   142 

A. Yes.  Increasing the amount of common equity in the capital structure generally 145 

results in a higher cost of capital.  Hence, the overall cost of capital for the utility 146 

might be higher following the reorganization, which could also contribute to an 147 

adverse rate impact on utility’s customers.  Further, Illinois Courts have ruled that 148 

the utility must show that its rate of return on capital is the reasonable cost of 149 

capital to provide utility services.  When a larger corporation owns a utility, the 150 

corporation is generally not motivated to establish the optimal, lowest-cost capital 151 

structure for the utility, but to instead use a capital structure with a greater 152 

percentage of equity than is optimal, thereby allowing the parent corporation to 153 

realize a greater return.  In other words, the capital structure of the regulated 154 

utility can be manipulated to include excessive equity to inflate the rate of 155 

return.14

                                            
12 Verified Application of Atmos and Liberty Energy Midstates, p. 7. 

  In rate proceedings, the utility must meet the burden of proving that its 156 

capital structure reflects the capital costs necessary for the provision of services.  157 

13 Atmos SEC 10Q Quarterly Report for the quarter ending June 30, 2011.  
14 Citizens Utility Board v. Commerce Commission, 276 Ill. App. 3d 730, 744, N.E. 2d 1194, 1205 

(1st Dist. 1995). 
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Consequently, maintaining a capital structure with a higher proportion of common 158 

equity than the ultimate parent company could require an adjustment to Liberty 159 

Energy Midstates’ authorized rate of return for setting rates.15

Q. What information do you need to determine the cost of capital of Liberty 161 

Utilities following the proposed reorganization? 162 

      160 

A. Liberty Utilities Midstates should provide the projected cost of capital at the 163 

proposed capital structure for comparison to that of Atmos prior to the 164 

reorganization.  It also needs to address how it would measure or otherwise 165 

exclude any incremental risk or cost of capital due to its affiliation with APUC 166 

from its rate of return for the purpose of setting rates as required by Section 9-167 

230. 168 

Q. Do any other Staff witnesses provide testimony on this requirement? 169 

A. Yes.  In ICC Staff Exhibit 3.0, Staff witness Mr. Bridal also provides testimony 170 

and recommendations on the requirements of Section 7-204(b)(7) of the Act.  My 171 

recommendations are separate from and in addition to recommendations set 172 

forth by Mr. Bridal in his testimony. 173 

Section 6-103  

Q. Why is it necessary to review the capitalization of a public utility following a 174 

reorganization? 175 

                                            
15 220 ILCS 5/9-230. 
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A. Section 6-103 of the Act requires that in any reorganization, the Commission 176 

shall authorize the amount of capitalization of a public utility formed by a 177 

reorganization, which shall not exceed the fair value of the property involved.16

Q. In your judgment, does the proposed reorganization satisfy the 179 

requirements of Section 6-103 of the Act? 180 

  178 

A. I do not know.  Liberty Energy Midstates has not addressed whether this 181 

acquisition will be recorded at book value or fair value.  If the former, then Liberty 182 

Energy Midstates’ capitalization would meet the requirements of Section 6-103.  183 

If the latter, then the Commission would have to determine whether the adjusted 184 

capitalization following the proposed reorganization of Liberty Energy Midstates 185 

satisfies the requirements of Section 6-103 of the Act following the proposed 186 

reorganization.  Therefore, Liberty Energy Midstates should address how it 187 

intends to record its acquisition of the Atmos Energy properties including any 188 

associated goodwill 189 

Q. Should Liberty Energy Midstates notify the Commission of its capitalization 190 

upon completion of the proposed reorganization? 191 

A. Yes.  In the event the Commission approves the reorganization and it is 192 

consummated, I recommend the Commission require Liberty Energy Midstates to 193 

file a compliance report with a copy to the Manager of the Commission’s Finance 194 

Department following the proposed reorganization that describes Liberty Energy 195 

Midstates’ post-merger capital structure and identifies capital structure 196 
                                            

16 220 ILCS 5/6-103. 
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adjustments that result from the proposed reorganization.  In the event that the 197 

capitalization exceeds book value, the Commission should also require Liberty 198 

Energy Midstates to file a petition seeking Commission approval of the fair value 199 

study and the resulting capital structure for Liberty Energy Midstates pursuant to 200 

Section 6-103 of the Act. 201 

Q. Does this conclude your direct testimony? 202 

A. Yes, it does. 203 
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