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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. Are you the same Janis Freetly who previously testified in this proceeding? 4 

A. Yes, I am.  5 

Q. What is the purpose of your rebuttal testimony? 6 

A.  On May 12, 2011, Atmos Energy Corporation (“Atmos”) and Liberty Energy 7 

(Midstates) Corp. (“Liberty Energy Midstates” or “Company”) entered into an 8 

Asset Purchase Agreement that provides for the purchase of Atmos’ natural gas 9 

utility operations in Illinois, Iowa and Missouri by Liberty Energy Midstates. 10 

 I will present my evaluation of the financial implications of the proposed 11 

reorganization under Sections 7-204(b)(4) and (b)(7) and Section 6-103 of the 12 

Public Utilities Act (“Act”). 13 

 Section 7-204(b)(4) 

Q. Does Liberty Utilities have the ability to raise necessary debt capital on 14 

reasonable terms? 15 

A. The ability of Liberty Utilities to raise sufficient debt capital through private 16 

placement on reasonable terms has not been established.  Although on its face, 17 

the financial forecast provided by the Company in response to Staff Data 18 
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Request JF-4.01 indicates adequate financial strength to obtain debt financing, 19 

the Company’s response did not include a sufficiently detailed description of 20 

forecast assumptions.  Further, Liberty Utilities has no historical financial 21 

statements.  Thus, the reasonableness of that forecast cannot be assessed.  22 

Finally, Liberty Utilities has no history of raising debt capital.  23 

Q. In your judgment, will the proposed reorganization significantly impair the 24 

utility’s ability to raise necessary debt on reasonable terms? 25 

A. While Atmos is a known entity with investment grade credit ratings from the three 26 

major credit ratings agencies, Liberty Utilities is a new company that does not 27 

even have financial statements.  Liberty Energy Midstates has not provided 28 

sufficient information to evaluate Liberty Utilities’ ability to issue debt on 29 

reasonable terms.   30 

 Given that Liberty Utilities has no history of raising debt, I propose that the 31 

Commission impose two conditions that would demonstrate whether Liberty 32 

Utilities can raise the necessary debt.  First, Liberty Utilities must file with the 33 

Chief Clerk a letter from a credit rating agency stating its intention to assign a 34 

credit rating of BBB/Baa2 or higher to the long-term debt to be issued by Liberty 35 

Utilities and loaned to Liberty Energy Midstates through an intercompany note as 36 

described on Joint Applicants Ex. 6.3.1

                                            
1 Rebuttal Testimony of Ian Robertson, Exhibit 3.0, p. 5 and attached Exhibit 6.3. 

  Further, a certified statement either from 37 

the chief executive officer or chief financial officer of Liberty Utilities that certifies 38 

that the Company received no oral or written statements from any credit rating 39 
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agency stating an intention to assign the proposed debt issuance a credit rating 40 

below the middle of the BBB/Baa rating category, i.e., BBB or Baa2.2  The letter 41 

and certification would indicate that Liberty Utilities can issue the proposed debt 42 

referenced above at reasonable cost.  The second condition relates to Liberty 43 

Utilities’ stated intention to enter into a revolving credit facility in order to provide 44 

Liberty Energy Midstates with funds for working capital purposes.  Liberty Utilities 45 

documented its intention by providing a preliminary letter from JP Morgan Chase 46 

Bank with regard to the latter’s willingness to consider providing a senior 47 

revolving credit facility in an amount up to $80 - $100 million on certain terms3

    Therefore, contingent that the Company (1) files a letter from a credit rating 54 

agency confirming that the proposed debt issuance will be rated at least 55 

BBB/Baa2 and files a certification from Liberty Utilities’ CEO or CFO that it 56 

received no oral or written statements from any credit rating agencies indicating 57 

that the proposed debt issuance will be rated lower; and (2) files a copy of a 58 

revolving credit facility with a principal amount of at least $60 million, I 59 

.  48 

My proposed second condition is a finding that Liberty Utilities’ ability to issue 49 

debt on reasonable terms should be contingent on Liberty Utilities effectuating of 50 

this agreement.  The effectuation of such an agreement will provide confidence 51 

that the Company would have sufficient liquidity to meet its short-term 52 

obligations.   53 

                                            
2 A credit rating of BBB- (Standard & Poor's and Fitch Ratings), Baa3 (Moody’s Investor Service) 

or BBB (low) (Dominion Bond Rating Service), would not be sufficient to meet this proposed condition.   
3 Company Supplemental Response to Staff Data Request JF-1.07, Supplemental Attachment 

JF-1.07. 
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recommend the Commission make the finding required pursuant to Section 7-60 

204(b)(4) of the Act.   61 

Section 7-204(b)(7) 

Q. Did the Company respond to your concerns regarding the higher 62 

percentage of common equity in Liberty Energy Midstates’ proposed 63 

capital structure? 64 

A. The Company did not address my concerns that the higher equity ratio could 65 

result in an adverse rate impact under Section 7-204(b)(7) of the Act.  Although 66 

the Company indicates that they are not seeking approval of this proposed 67 

capital structure for ratemaking purposes, the Commission must consider 68 

whether the proposed capital structure in conjunction with other components of 69 

the revenue requirement is likely to result in any adverse rate impacts.  In order 70 

to avoid adverse rate impacts, I propose a condition that caps the common equity 71 

ratio for rate making purposes.   72 

Q. Please elaborate on this capital structure condition. 73 

A. I propose that for the next rate proceeding for Liberty Energy Midstates, the cost 74 

of capital will be set using no higher than the lower of (1) Atmos’ equity ratio as of 75 

September 30, 2011 (including short-term debt) or (2) the actual capital structure 76 

of Liberty Energy Midstates.  Imposing this condition would provide assurance 77 

that the Company’s capital structure would not contribute to any adverse rate 78 

impact resulting from the proposed reorganization. 79 



 Docket Nos. 11-0559 
                     ICC Staff Exhibit 8.0 

 

5 

Q. What is Atmos’ capital structure as of September 30, 2011? 80 

A. According to the SEC 10K Annual Report for the year ending September 30, 81 

2011, Atmos’ capital structure is comprised of approximately 52% debt and 48% 82 

equity.    83 

Q. Is the utility’s cost of capital likely to increase because of the proposed 84 

reorganization? 85 

A. Yes.  Since the Company intends to maintain a higher common equity ratio than 86 

Atmos, and that common equity is the most expensive source of capital, the 87 

Company’s intended capital structure would lead to higher rates than Atmos’ 88 

current capital structure.   89 

Q. Do any other Staff witnesses provide testimony on the Section 7-204(b)(7) 90 

requirement? 91 

A. Yes.  In ICC Staff Exhibit 9.0, Staff witness Mr. Bridal also provides testimony 92 

and recommendations on the requirements of Section 7-204(b)(7) of the Act.  My 93 

recommendations are separate from and in addition to recommendations set 94 

forth by Mr. Bridal in his testimony. 95 

Section 6-103  

Q. In your judgment, does the proposed reorganization satisfy the 96 

requirements of Section 6-103 of the Act? 97 
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A. Liberty Energy Midstates will record the acquisition at book value.4  The 98 

Company does not plan to seek recovery of goodwill, or the acquisition premium, 99 

as it will be paid for by and recorded on the books of Liberty Utilities.5

Q. Does Liberty Energy Midstates agree to notify the Commission of its 103 

capitalization upon completion of the proposed reorganization? 104 

  Hence, in 100 

my judgment, the proposed reorganization satisfies the requirements of Section 101 

6-103 of the Act. 102 

A. Yes, Liberty Energy Midstates agrees to file a compliance report.6

Q. Does this conclude your direct testimony? 115 

  In the event 105 

the Commission approves the reorganization and it is consummated, Liberty 106 

Energy Midstates will file a compliance report with a copy to the Manager of the 107 

Commission’s Finance Department following the proposed reorganization that 108 

describes Liberty Energy Midstates’ post-merger capital structure and identifies 109 

capital structure adjustments that result from the proposed reorganization.  In the 110 

event that the capitalization exceeds book value, the Commission should also 111 

require Liberty Energy Midstates to file a petition seeking Commission approval 112 

of the fair value study and the resulting capital structure for Liberty Energy 113 

Midstates pursuant to Section 6-103 of the Act. 114 

A. Yes, it does. 116 

                                            
4 Rebuttal Testimony of David Pasieka, Exhibit 5.0, p. 6. 
5 Company Response to Staff Data Request JF-5.03. 
6 Rebuttal Testimony of David Pasieka, Exhibit 5.0, p. 2. 
 


	Finance Department
	Introduction
	Section 7-204(b)(4)
	Section 7-204(b)(7)
	Section 6-103 

