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Q. Please state your name and business address. 1 

A. My name is Peter Eichler. My business address is 2865 Bristol Circle, Oakville, 2 

Ontario, Canada L6H 7H7. 3 

Q. Have you prepared other prefiled testimony in this proceeding? 4 

A. Yes.  In this proceeding the joint applicants filed my direct testimony with the 5 

application as Joint Applicant Exhibit 2.0 and filed my rebuttal testimony as Joint 6 

Applicant Exhibit 7.0. 7 

Q. Please summarize your Surrebuttal Testimony? 8 

A. My surrebuttal testimony responds to the rebuttal testimony of Staff witnesses in 9 

this docket. With certain clarifications and exceptions, my testimony indicates 10 

that Liberty Energy Midstates agrees with the conditions proposed by Staff 11 

witnesses and otherwise confirms my earlier testimony that the proposed 12 

transaction is in the public interest, has met all applicable statutory requirements, 13 

and should be approved by the Commission.  14 

Q. Are you sponsoring any Exhibits to your testimony? 15 

A. Yes. I am sponsoring the following Exhibits: 16 

Exhibit 9.1 – List of Conditions 17 

Exhibit 9.2 – List of Responses to Staff Conditions 18 

Exhibit 9.3 – Revolving Credit Facility Documentation 19 

Exhibit 9.4 – Draft Intercompany Loan Documentation 20 

Exhibit 9.5 – 6-108 Revolving Credit Fee Calculations 21 

 Exhibit 9.6 – Revised APUC Affiliate Services Agreement 22 

 Exhibit 9.7 – Revised LUC Affiliate Services Agreement 23 
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 Exhibit 9.8 – Revised Liberty Utilities Co. Affiliate Services Agreement 24 

Exhibit 9.9 – Revised Liberty NH Affiliate Services Agreement 25 

 Exhibit 9.10 – Revised CAM 26 

 Exhibit 9.11 – Example of APUC allocation template 27 

Joint Applicant Exhibits 9.3 and 9.4 contain proprietary information and are being 28 

provided on a confidential basis. 29 

Q. How do the joint applicants propose to file ICC form 21? 30 

A. The joint applicants propose that two ICC form 21s be filed for 2012. The joint 31 

applicants recommend that the Commission order that: 32 

 33 
(1) Atmos shall file an ICC form 21 for the period beginning January 1, 34 

2012 and ending on the date of closing of the Asset Purchase 35 
Agreement. 36 
 37 

(2) Liberty Energy Midstates shall file an ICC form 21 for the period 38 
beginning on the date of closing of the Asset Purchase Agreement and 39 
ending on December 31, 2012. The filing shall also include a simple 40 
consolidation of this form with Atmos’ form 21. 41 
 42 

Q. Does Liberty Energy Midstates agree to the conditions proposed by Staff? 43 

A. Liberty Energy Midstates agrees to the overwhelming majority of conditions 44 

proposed by Staff. In most cases, I have added some clarifications or 45 

qualifications that make certain conditions acceptable to Liberty Energy 46 

Midstates. With respect to a few conditions proposed by Staff, Liberty Energy 47 

Midstates is unable to agree, but I do offer alternative conditions or protections 48 

that are intended to alleviate Staff’s concerns and any underlying Commission 49 

concerns. 50 



Exhibit 9.0 

3 
 

 A list of the conditions agreed to by Liberty Energy Midstates is set forth in Joint 51 

Applicant Exhibit 9.1. Joint Applicant Exhibit 9.2 is a list of conditions or 52 

recommendations set forth by Staff in its rebuttal testimony along with a short 53 

explanation of whether the recommendations or conditions were accepted, 54 

accepted with clarifications or modifications, or addressed differently. 55 

Q. Please describe Staff witness Seagle’s recommendations that the 56 

Commission require Liberty Energy Midstates to file a semi-annual report 57 

and appear annually before the Commission? 58 

A. Staff witness Seagle recommended that:  59 

[T]he Commission require Liberty to file a semi-annual compliance report 60 
on the Commission’s e-Docket system in this proceeding, reporting on 61 
Liberty’s progress toward satisfying each condition the Commission 62 
imposed in on Liberty in this case, and that the Commission continue this 63 
reporting requirement until Liberty has satisfied all of the Commission’s 64 
conditions or until Liberty petitions the Commission and receives 65 
Commission approval to cease filing the required reports, whichever 66 
comes first[; and] 67 
 68 
[T]he Commission require the chief executive officer of Liberty to appear 69 
before the Commission each year on an ongoing basis to report on 70 
Liberty’s progress toward and continuing compliance with the 71 
Commission’s Final Order in this case.” (Staff Ex. 7.0 3:55-58). 72 
 73 

Q. Does Liberty Energy Midstates agree with Staff witness Seagle’s 74 

recommendations regarding these reports and appearance? 75 

A. Generally, yes. Liberty Energy Midstates agrees to file a semi-annual compliance 76 

report as suggested by Staff witness Seagle. I would just clarify that only the 77 

conditions that are capable of satisfaction during the relevant time frame should 78 

be used to determine the duration of continued reporting. Part I.a. of Exhibit 9.1 79 

indicates those conditions. 80 
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 In addition, Liberty Energy Midstates does not have a CEO, so it would be the 81 

President of Liberty Energy Midstates who appears before the Commission. I 82 

also wanted to clarify that this obligation would expire when Liberty Energy 83 

Midstates no longer had to file the semi-annual compliance report. Of course, our 84 

President would remain available to meet with the Commission to discuss any 85 

matter upon request. 86 

Q.  Please describe Staff witness Bridal’s recommendation for a report related 87 

to Liberty Energy Midstates’ budget? 88 

A. Staff witness Bridal recommended that: 89 

Liberty Energy Midstates submit a report to the Commission on e-Docket 90 
with a copy to the Manager of the Commission’s Accounting Department 91 
by March 31, 2013 that provides the following: 92 
 93 

1. The actual 2012 costs compared to the 2012 projected budget (JA 94 
Exhibit 5.4 and ICC Staff Ex. 9.0 Attachment A) with an explanation 95 
for each cost variation +/-15% from the budget as compared to 96 
actual results; 97 
 98 

2. The 2013 budget compared to the actual 2012 costs with an 99 
explanation for each cost variation +/-15%; and 100 
 101 

3. A conclusion as to whether the acquisition of the utility operation of 102 
Atmos Illinois by Liberty Energy Midstates resulted in an adverse 103 
rate impact.   104 
 105 

I also recommend that each year subsequent to 2012, the Commission 106 
require Energy Midstates to provide the same information at its annual 107 
appearance before the Commission, which is recommended by Staff 108 
witness Mr. Seagle.  109 
 110 

Q. Does Liberty Energy Midstates agree to these budget reporting conditions 111 

recommended by Staff witness Bridal? 112 

A. Again, generally speaking it does. Liberty Energy Midstates agrees to file the 113 

requested comparison of its budget to its actual results for the portion of 2012 114 
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that it operates in Illinois, and the requested comparison of its 2013 budget with 115 

its 2012 results by March 31, 2013. It is understood that the 2012 budget and 116 

actual results will need to be prorated because Liberty Energy Midstates will not 117 

have operations for the full year. 118 

 Also, because the requested report is tied to the annual appearance of the 119 

President of Liberty Energy Midstates before the Commission, I would clarify that 120 

the requirement to provide the report will remain in effect only for the two years 121 

specified, i.e., a report covering 2012 and 2013. 122 

Q. Please state Staff witness Richard Bridal’s recommendations regarding 123 

Section 7-204(c) of the Act? 124 

A. Mr. Bridal recommends that the Commission make the following rulings 125 

regarding Section 7-204(c) of the Act: 126 

1) All savings resulting from the proposed reorganization shall be flowed through 127 

to the costs associated with the regulated intrastate operations for 128 

consideration in setting rates by the Commission (Section 7-204(c)(i) of the 129 

Act); and 130 

 2) Any costs incurred in accomplishing the proposed reorganization in this or 131 

any future proceeding shall not be recoverable through Illinois jurisdictional 132 

regulated rates (Section 7-204(c)(ii) of the Act). 133 

Q. Does Liberty Energy Midstates agree to those conditions? 134 

A. As indicated by Mr. Pasieka in his rebuttal testimony (JA Ex. 5.0, 3:50-57), 135 

Liberty Energy Midstates does not object to the Commission’s entry of an order 136 

approving the transaction with those two conditions included.  Liberty Energy 137 
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Midstates also agrees with Mr. Bridal’s condition that the recoverability of costs 138 

attributed or related to the reorganization should be determined by the 139 

Commission in a future rate case, including the costs of obtaining continuing 140 

services from Atmos and IT and other investments to replace Atmos’ 141 

infrastructure. (Staff Ex. 9.0, 5:104-107). 142 

Q. Does Liberty Energy Midstates agree to the clarification made by Mr. Bridal 143 

regarding severance costs for any employees removed as part of the 144 

reorganization? 145 

A. Liberty Energy Midstates does not object to the clarification, however there will 146 

be no severance costs incurred in connection with the reorganization. Liberty 147 

Energy Midstates plans to continue the employment to all of the employees 148 

working in the service territories. 149 

Q. Please summarize Staff witness Freetly’s recommendation regarding the 150 

revolving credit facility? 151 

A. Staff witness Freetly has proposed that Liberty Energy Midstates file a copy of a 152 

revolving credit facility with a principal amount of at least $60 million as partial 153 

evidence of its ability to raise necessary capital. 154 

Q. Does Liberty Energy Midstates agree with this recommendation? 155 

A. On January 19, 2012, Liberty Utilities Co. entered into an agreement for an $80 156 

million senior unsecured revolving credit facility. Initially, $25 million is available 157 

to support the operations of Liberty Utilities and its current operations. I expect 158 

that the total $80 million facility will be available prior to the closing of the 159 

proposed reorganization.Liberty Energy Midstates anticipates borrowing up to 160 
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$15 million under the revolving credit facility and therefore requests approval of 161 

this amount. Liberty Energy Midstates  understands that it would need to request 162 

additional approval from the Commission should it desire to exceed $15 million 163 

outstanding under the facility, although I do not anticipate that will be necessary. 164 

This facility will ensure Liberty Energy Midstates’ access to working capital. A 165 

copy of the facility is attached to my testimony as Joint Applicant Exhibit 9.3.  166 

A copy of the draft loan documentation between Liberty Utilities and Liberty 167 

Energy Midstates (pursuant to which Liberty Energy Midstates will actually 168 

access the credit facility) is attached hereto as Joint Applicant Exhibit 9.4 (the 169 

“Intercompany Agreement”). The Intercompany Agreement is essentially a pass-170 

through of the terms in the unsecured revolving credit facility entered into by 171 

Liberty Utilities Company. Joint Applicant Exhibits 9.3 and 9.4 contain proprietary 172 

information and are being provided on a confidential basis. 173 

I believe no condition on this point is necessary because it has already been 174 

satisfied through the entry into the record of the revolving credit facility, in 175 

accordance with Ms. Freetly’s recommendation. We request that the Commission 176 

approve Liberty Energy Midstates’ entry into the Intercompany Agreement with 177 

Liberty Utilities Co, and incur up to $15 million in debt under this facility, as part 178 

of its approval of the proposed reorganization and relief requested by the joint 179 

applicants. 180 

Q. Please summarize Liberty Energy Midstates’ request for approval of the 181 

Intercompany Agreement? 182 
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A. Liberty Energy Midstates, as part of its request for approval of the proposed 183 

reorganization, requests that the Commission approve the entry into the 184 

Intercompany Agreement that provides it with access to the revolving credit 185 

facility described above, both pursuant to Section 6-102 of the Public Utilities Act, 186 

which applies to the incurrence of debt by the utility, and pursuant to Section 7-187 

101(c) which applies to transactions between the utility and its affiliated interest, 188 

Liberty Utilities Co. 189 

 As mentioned above, the Intercompany Agreement is essentially a pass through 190 

of the terms and conditions of the revolving credit facility entered into by Liberty 191 

Utilities Co. The interest rate is set at the interest rate provided in the Liberty 192 

Utilities Co. revolving credit facility, plus  costs incurred by Liberty Utilities Co. in 193 

making available the facility to Liberty Energy Midstates (expected to be 10 to 15 194 

basis points). Liberty Energy Midstates is not liable under the Intercompany 195 

Agreement (or the Liberty Utilities Co. credit facility) for the indebtedness of any 196 

other entity. Prepayment of the debt may be made without penalty.  197 

Q. Are any fees payable to the Commission in connection with the working 198 

capital facility? 199 

A. Yes. Pursuant to Section 6-108, Liberty Energy Midstates will pay fees of 24 200 

cents per $100 to the Commission of the $15 million principal amount for which 201 

authority is requested, for the proportion attributable to Illinois (determined by the 202 

net gas plant allocated to Illinois divided by Liberty Energy Midstates’ total net 203 

utilities plant). That proportion is approximately 26%. The calculation is set forth 204 

in Joint Applicant Exhibit 9.5. 205 
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Q. Will any other fees be payable to the Commission in connection with 206 

Liberty Energy Midstates’ debt and equity financing? 207 

A. Yes. As discussed in our application, Liberty Energy Midstates will pay fees on 208 

both the equity and debt financing it is entering into in connection with the 209 

proposed reorganization. That equity and debt financing is anticipated to be 210 

approximately $62 million in common stock and $50 million in long term secured 211 

debt.  212 

 The proportion of gas plant operated by Liberty Energy Midstates in Illinois to 213 

total gas plant operated by Liberty Energy Midstates indicated in Joint Applicant 214 

Exhibit 9.4 would also apply to the fees paid for this equity and long term secured 215 

debt, however the fee calculation itself is not included because we do not yet 216 

know the final amounts.  217 

Q. Please summarize Staff witness Freetly’s recommendation about the 218 

Liberty Utilities Co.’s debt rating? 219 

A. Staff witness Freetly recommended that Liberty Energy Midstates: 220 

files a letter from a credit rating agency confirming that the proposed debt 221 
issuance will be rated at least BBB/Baa2 and files a certification from 222 
Liberty Utilities’ CEO or CFO that it received no oral or written statements 223 
from any credit rating agencies indicating that the proposed debt issuance 224 
will be rated lower. 225 

 226 
Q. Does Liberty Energy Midstates agree with Staff witness Freetly’s debt 227 

rating recommendation? 228 

A. Liberty Utilities Co. believes that a rating of BBB/Baa2 for the proposed long-term 229 

debt issuance would demonstrate its ability to raise capital on reasonable terms. 230 

However, I believe the same can be said of any “investment grade” rating, 231 
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including the rating of BBB-/Baa3/BBB(low). Because this lower rating is still an 232 

investment grade rating, it would not indicate a significantly different interest rate 233 

or any significant difference in ability to raise capital.  234 

Additionally, any difference in financing costs between BBB and BBB- would be 235 

further mitigated by adherence to the condition recommended by Ms. Freetly,  236 

described in more detail below, which is a cap on the capital costs that Liberty 237 

Energy Midstates can seek recovery of in its next rate case.  238 

I suggest that it would make sense to allow for a reasonable amount of flexibility 239 

in the event of a shift in the business environment or capital markets, by 240 

permitting any investment grade rating (specifically BBB-/Baa3/BBB(low) or 241 

higher) for the proposed long-term debt issuance to suffice to show that Liberty 242 

Energy Midstates can raise the necessary capital on reasonable terms.  243 

Q. Please summarize Staff witness Freetly’s recommendation regarding the 244 

cost of capital to be used in the utility’s next rate case? 245 

A. Staff witness Freetly proposed that: 246 

for the next rate proceeding for Liberty Energy Midstates, the cost 247 
of capital will be set using no higher than the lower of (1) Atmos’ 248 
equity ratio as of September 30, 2011 (including short-term debt) or 249 
(2) the actual capital structure of Liberty Energy Midstates.  (Staff 250 
Ex. 8.0 4:74-77). 251 

 252 

Q. Does Liberty Energy Midstates agree with Staff witness Freetly’s proposed 253 

condition regarding the cost of capital for its next rate case? 254 

A. Yes, with a clarification. As I understand it, Ms. Freetly’s recommendation means 255 

that in the next rate case the Commission would determine a cost of capital 256 

based on the actual capital structure of Liberty Energy Midstates (currently 257 
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expected to be 55% equity, 45% debt), and compare that to the cost of capital 258 

that Liberty Energy Midstates would have had if (1) it had the same debt to equity 259 

ratio that Atmos had as of September 30, 2011 (including short term debt), which 260 

was approximately 52% debt and 48% equity and (2) the cost of its debt were 261 

equal to the cost of the debt held by Atmos on September 30, 2011. It would then 262 

use whichever approach resulted in a lower cost of capital. 263 

 With that clarification, Liberty Energy Midstates is in agreement with the 264 

condition. 265 

Q. In the event the capitalization of Liberty Energy Midstates exceeds book 266 

value, will Liberty Energy Midstates agree to file a petition seeking approval 267 

of the associated fair value study and resulting capital structure as 268 

recommended by Ms. Freetly?  269 

A. We do not object to the requirement proposed by Ms. Freetly. However, Liberty 270 

Energy Midstates plans to record the acquisition at book value and does not 271 

intend to seek recovery of goodwill or an acquisition premium, as any such 272 

amounts will be paid for by and recorded on the books of Liberty Utilities. 273 

Therefore, I do not expect any such petition will be necessary. The compliance 274 

report previously agreed to by Liberty Energy Midstates (Ex. 5.0, 2:34-37) will 275 

verify that no recovery of goodwill or acquisition premium is being sought. 276 

Q. Please summarize the journal entry corrections suggested by Staff witness 277 

Pearce?  278 

A. Ms. Pearce recommends approval of the purchase accounting for the proposed 279 

transaction with a few minor corrections to the preliminary journal entries. She 280 
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indicates that (1) customer deposits should be recorded in account 235 instead 281 

of account 253, (2) account 117.0 should be used to record gas stored 282 

underground – noncurrent, instead of account 117.1, and (3) and the amount of 283 

goodwill should be reflected in account 114, gas plant acquisition adjustments, 284 

because the USOA for Illinois does not provide a separate account to record 285 

goodwill. 286 

Q. Are the journal entry corrections suggested by Staff witness Pearce 287 

acceptable to Liberty Energy Midstates?  288 

A. Yes, we will incorporate those corrections into our purchase accounting for the 289 

proposed transaction, and appreciate the corrections from Ms. Pearce. 290 

Q. Does Liberty Energy Midstates agree with Staff witness Pearce’s 291 

recommendation that all of the changes to the Affiliate Services Agreement 292 

and Cost Allocation Manual found in Staff Exhibit 10.0 Attachments A 293 

through F should be accepted? 294 

A. Although we do not agree that all of the changes found in Staff Exhibit 10.0 295 

Attachments A through F should be accepted, we do believe we have addressed 296 

the underlying concerns behind Ms. Pearce’s proposed changes. We appreciate 297 

the considerable amount of time and effort Staff has devoted to providing 298 

feedback on the Affiliate Services Agreement (ASA) and Cost Allocation Manual 299 

(CAM) numerous times.  Based on this feedback, we have revised the ASA and 300 

CAM. 301 

Initially in this docket, Liberty Energy Midstates proposed an ASA that was similar to 302 

that in place for Atmos, which had previously been approved by the Commission. 303 
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At the request of Staff, and based on discussions with Staff, we completely 304 

rewrote the ASA, and the associated CAM and submitted it to Staff. We then 305 

made further revisions based on additional comments from Staff. Based on Ms. 306 

Pearce’s testimony and further discussions, we have made additional revisions in 307 

these agreements. The further revised forms of agreements are attached as Joint 308 

Applicant Exhibits 9.6 to 9.9 (ASAs) and Joint Applicant Exhibit 9.10 (CAM).  The 309 

resulting ASAs and CAM satisfy and indeed go beyond the Commission’s 310 

requirements to ensure that all of the requirements of Section 7-101 of the Public 311 

Utilities Act are met and that Liberty Energy Midstates’ transactions with affiliates 312 

will be beneficial to its Illinois customers. 313 

Q. Can you briefly explain the key changes Liberty Energy Midstates has 314 

made to address Ms. Pearce’s concerns? 315 

A. We have clarified in Section 2.2 of the ASA that charges for services will be 316 

charged to all recipients, regardless of whether they are a party to the ASA, 317 

according to the CAM attached to the ASA.  This commitment ensures that direct 318 

and allocated indirect costs are assigned among the recipient companies in the 319 

same manner.   320 

Liberty Energy Midstates has taken the language Ms. Pearce proposed in the 321 

CAM regarding the maintenance of records and added this language to Section 322 

2.1 of the ASAs.  This ensures that the Staff and the Commission will have 323 

access to the information they need to ensure costs are properly allocated.   324 
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Liberty Energy Midstates has adopted Ms. Pearce’s language setting forth the 325 

standard of review the Commission will use to determine if allocated costs are 326 

eligible for rate recovery. 327 

Liberty Energy Midstates has accepted Ms. Pearce’s guiding principles of how 328 

costs should be allocated and added that language to its CAM.       329 

Q. Is Liberty Energy Midstates proposing to conduct any transactions that do 330 

not comply with the terms of Section 7-101 of the Public Utilities Act? 331 

A. Absolutely not. Subject to certain exceptions, Section 7-101 requires an Illinois 332 

public utility to obtain approval over transactions with affiliated interests. For this 333 

reason, Liberty Energy Midstates is seeking Commission approval of all of the 334 

covered transactions that it plans to conduct or may plan to conduct with affiliated 335 

interests through approval of the ASAs. Liberty Energy Midstates understands 336 

that it needs to obtain approval for these transactions or else they are of no effect 337 

in Illinois. 338 

 At the same time, it is my understanding that Section 7-101 does not apply to 339 

transactions not involving an Illinois public utility. Therefore, the ASAs do not 340 

cover transactions that do not involve Liberty Energy Midstates. 341 

Q. Please describe the language used by Ms. Pearce in the ASAs to clarify 342 

that they only apply to transactions that affect Liberty Energy Midstates’ 343 

costs subject to the ICC’s jurisdiction? 344 

A. Ms. Pearce objected to language in the Illinois Rider to the ASAs that had come 345 

from the previously approved Atmos ASA, and suggested alternative language 346 

as follows: 347 
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These provisions shall be limited in their application to transactions 348 
that affect [Liberty Energy Midstates’] costs subject to the 349 
regulatory oversight of the Illinois Commerce Commission (“ICC”) 350 
and shall remain in effect until otherwise ordered by the ICC. (Staff 351 
Ex. 10.0, Attachment A) 352 
 353 

The revised language is acceptable to Liberty Energy Midstates, subject to the 354 

clarification that “[t]hese provisions,” means the ASAs as a whole. For the record, 355 

we do not intend a substantive change by adopting the language proposed by 356 

Ms. Pearce. 357 

Q. Please summarize Staff witness Pearce’s proposed requirement that a 358 

separate affiliate services agreement is required for each entity that 359 

provides services? 360 

A. Staff witness Pearce has requested that a separate affiliate services agreement 361 

be required for each entity that will be providing services. Staff witness Pierce 362 

stated her view that separate agreements would make it easier to track costs 363 

“because it is not clearly determinable within the Company’s proposed ASA 364 

(Joint Applicants’ Ex. 7.2 and 7.3:  (a) which entity is providing services; (b) 365 

exactly what services are being provided; (c) which entities are receiving 366 

services; and (d) the basis for allocation.” Staff Ex. 10.0 6:132-36.  367 

Q. Does Liberty Energy Midstates agree to have separate ASAs for each entity 368 

that provides services? 369 

A. Yes, Liberty Energy Midstates agrees to have separate ASAs for each entity that 370 

provides services to Liberty Energy Midstates. This means that there will be four 371 

separate ASAs, between Liberty Energy Midstates and each of (1) Algonquin 372 

Power & Utilities Corp. (“APUC”), (2) Liberty Utilities (Canada) Corp. (“Liberty 373 
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Utilities CA”), (3) Liberty Utilities Co., (“Liberty Utilities”) and (4) Liberty Energy 374 

Utilities (New Hampshire) Corp. (“Liberty NH”). These are the only four affiliated 375 

interests entering into transactions with Liberty Energy Midstates. Liberty Energy 376 

Midstates is not providing services to any of these entities or any other affiliated 377 

interests. 378 

Drafts are attached to my testimony as Joint Applicant Exhibits 9.6, 9.7, 9.8 and 379 

9.9, respectively. Each of the ASAs will have the same CAM attached. The draft 380 

CAM is attached to my testimony as Exhibit 9.10. 381 

 Ms. Pearce appeared to propose that the Commission approve an ASA between 382 

Algonquin Power Company (“APCO”) and Liberty Utilities (Canada) Corp 383 

(“Liberty Utilities CA”) found in Staff Exhibit 10.0, Attachment F. Neither of these 384 

entities are public utilities and therefore Liberty Energy Midstates does not 385 

require and is not seeking approval of an agreement between those two entities. 386 

Q. Does Liberty Energy Midstates agree with Staff witness Pearce that all 387 

entities receiving services from a provider company should be a party to 388 

this agreement? 389 

A. No. As I understand Ms. Pearce’s position, the reason she has proposed that all 390 

parties receiving services from provider company be a party to the ASA is to 391 

ensure that costs are consistently allocated.  The provider company must ensure 392 

costs are allocated consistently, and Liberty Energy Midstates recognizes its 393 

responsibility to ensure that it can demonstrate that the allocations are 394 

appropriate in the context of a rate case. We agree with this principle and ensure 395 

this result; however we do so in a way that does not require parties other than 396 
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Liberty Energy Midstates and its affiliated interests that provide service to it to be 397 

parties to the ASA. In this way we avoid the regulatory overhead of requiring 398 

Commission approval of transactions not related to the Illinois jurisdiction.  399 

As is required by Section 7-101, the allocation methodology set forth in the CAM 400 

will apply to covered transactions between Liberty Energy Midstates and its 401 

affiliated interests. In addition, we have added a provision in Section 2.2 of the 402 

ASA to make clear that the affiliated interest providing services to Liberty Energy 403 

Midstates is required to use the same methodology, as set forth in the CAM, for 404 

transactions with other affiliates.  405 

Additionally, the proposed ASAs differ from the majority of shared services 406 

agreements that have been approved in Illinois because they are not 407 

multidirectional. By multidirectional, I mean that a party to the agreement can 408 

both receive and provide services. The Proposed ASAs are single directional, 409 

meaning that Liberty Energy Midstates would only be authorized to receive 410 

services under the agreement and not provide services. I believe a 411 

multidirectional agreement would require more parties to the agreement, 412 

presumably for any entity that Liberty Energy Midstates would provide services 413 

to. 414 

 Again, I understand Section 7-101 to apply to transactions between a public 415 

utility and its affiliated interest. Transactions between two affiliated interests do 416 

not require approval and would not be covered under the ASA.  417 

Ms. Pearce did not express any rationale for requiring transactions between two 418 

affiliated interests to be approved by the Commission, so I cannot address her 419 
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specific reasoning. However I would like to make clear that the reporting, auditing 420 

and other obligations in the ASAs, and available to the Commission through its 421 

own powers, are more than sufficient to ensure that the Commission has all of 422 

the information it needs to determine that the agreements are complied with and 423 

that all cost allocations to the public utility are made in accordance with the 424 

Commission’s requirements, regardless of what other parties are or are not listed 425 

to the Agreement. 426 

Q. Will the Commission be informed of what entities are included in 427 

determining allocations for services that are shared with Liberty Energy 428 

Midstates? 429 

A. Yes, we propose that Liberty Energy Midstates include in its annual provision of 430 

templates of allocation percentages an identification of the other entities 431 

receiving services for which allocations are made. By way of example of the 432 

information that will be provided, attached as Joint Applicant Exhibit 9.10 is an 433 

indicative APUC allocation template based on 2011 Budget information. Liberty 434 

Energy Midstates acknowledges that the actual annual template will need to 435 

include allocation percentages for all provider companies. 436 

Q. Will the fact that the ASAs do not cover transactions between entities that 437 

are not public utilities result in cross-subsidization to the detriment of 438 

Illinois customers? 439 

A. No. Illinois customers are completely protected because any covered transaction 440 

that involves Liberty Energy Midstates will be required to be conducted in 441 

accordance with the ASAs. Therefore, the allocations and other safeguards in the 442 
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agreement will apply to every covered transaction pursuant to which an Illinois 443 

customer will bear a cost. If Liberty Energy Midstates is not involved, then no 444 

Commission oversight is necessary because no costs will be charged to the 445 

Illinois jurisdiction.  446 

 We fully understand and support the Commission’s need to have access to 447 

information to determine that Liberty Energy Midstates is in compliance with the 448 

terms of the ASAs and in particular that it is allocating costs fairly. This need is 449 

well-served by the detailed reporting and information requirements, the 450 

Commission’s auditing requirements and all of the safeguards that apply through 451 

the legal framework applicable to transactions with affiliated interests. Moreover, 452 

the costs incurred under the ASAs will not be charged to any customer unless 453 

and until the Commission has seen fit to approve the recovery of those costs in a 454 

rate case. 455 

Q. What template did Ms. Pearce propose should be provided by Liberty 456 

Energy Midstates?  457 

A. Ms. Pearce recommended that the service providers be required to provide the 458 

Manager of Accounting of the ICC with a template of all allocation percentages 459 

used to charge Midstates pursuant to each applicable ASA.  She stated that the 460 

template should be provided within 60 days of closing the proposed transaction 461 

and shall be updated annually, with a copy provided to the Manager of 462 

Accounting no later than March 31 (Staff Ex. 10.0 12:271-277) 463 

Q. Does Liberty Energy Midstates agree to provide such a template?  464 
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A. Yes. To clarify, as the public utility, Liberty Energy Midstates, rather than the 465 

service provider companies, should be obligated to provide the template. It 466 

agrees to do so. 467 

Q. Please summarize Ms. Pearce’s recommendations regarding internal audits 468 

of the ASA. 469 

A. Ms. Pearce recommends that each service provider perform annual, rather than 470 

biennial, audits of the transactions covered by the ASA, with certain specific tests 471 

specified by Ms. Pearce. Ms. Pearce stated that this was appropriate because 472 

certain other gas utilities had agreed to conduct annual internal audits, and 473 

because this particular ASA is new to Illinois. 474 

Q. Does Liberty Energy Midstates agree to perform annual audits?  475 

A. Yes, as indicated in the attached form ASAs, Liberty Energy Midstates agrees to 476 

perform annual audits. To clarify, as the public utility, Liberty Energy Midstates, 477 

rather than the service provider, would be responsible for the audits.  478 

Q. Does Liberty Energy Midstates agree to perform a triennial cost study as 479 

requested by Ms. Pearce?  480 

A. Yes, as indicated in the attached forms of ASAs, Liberty Energy Midstates 481 

agrees to perform a triennial cost study evaluating the correlation between cost 482 

causation factors and the cost allocation factors contained in the CAM. 483 

Q. Does Liberty Energy Midstates agree to file the billing report summarizing 484 

the monthly charges to Midstates from its affiliated service companies 485 

under the ASAs?  486 
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A. Yes, as indicated in the attached forms of ASAs, Liberty Energy Midstates 487 

agrees to prepare and file by May 1 each year a billing report summarizing 488 

monthly charges to Midstates from its affiliated service Companies. 489 

Q. Please summarize the condition regarding gas purchasing from affiliates 490 

proposed by Ms. Pearce? 491 

A. Ms. Pearce proposed that Liberty Energy Midstates and certain affiliates be 492 

prohibited from purchasing gas supply from an affiliated entity following the 493 

closing of the proposed transaction unless approval is petitioned for and granted 494 

by the Commission. 495 

Q. Please state Liberty Energy Midstates view of this condition? 496 

A. At this time, Liberty Energy Midstates has no plans to acquire gas supply from an 497 

affiliated interest. I understand that this condition was intended to remind Liberty 498 

Energy Midstates of its obligations under Illinois law regarding affiliate 499 

transactions and not to impose a different requirement than exists under law on 500 

these type of transactions. Accordingly, Liberty Energy Midstates agrees that it 501 

will not purchase gas from an affiliated interest following the closing of the 502 

proposed transaction unless approval is petitioned for and granted by the 503 

Commission or unless such approval is not required. 504 

Q. Does Liberty Energy Midstates agree that the service providers under the 505 

ASAs will charge it interest on late payments as specified by Ms. Pearce? 506 

A. Yes. The ASAs have been modified to provide that Liberty Energy Midstates will 507 

pay interest on any late payments under the ASAs at the prime rate as reported 508 

in the Wall Street Journal. 509 
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Q. Does Liberty Energy Midstates agree to remove the statement in Section V 510 

of the CAM that some of LUC’s regulated utilities may receive services 511 

from a Service Company? 512 

A. Because the CAM must be consistent across jurisdictions, Liberty Energy 513 

Midstates cannot agree to this change.  Although Liberty Energy Midstates is not 514 

receiving any services from a LUC Service Company under Section V of the 515 

CAM, other utilities in jurisdictions outside of Illinois are receiving Service 516 

Company services.  Thus, this Section of the CAM must be retained.  To address 517 

any concerns Ms. Pearce may have that Liberty Energy Midstates will receive 518 

services under Section V and in compliance with Illinois law, which prevents the 519 

recovery of costs from services that have not been approved by the Commission, 520 

Liberty Energy Midstates proposes the following condition: Section V of the CAM 521 

shall not apply to Liberty Energy Midstates in Illinois unless Liberty Energy 522 

Midstates seeks Commission approval to receive specific services from identified 523 

Service Companies.   524 

Q. Would Liberty Energy Midstates agree to file a petition to allow the 525 

Commission to examine the effectiveness of the ASAs such as was 526 

requested by Ms. Pearce? 527 

A. While Liberty Energy Midstates would be happy to allow Staff access to 528 

information regarding the ASA, and of course before any costs resulting from the 529 

ASAs are passed on to customers the Commission would be expected to 530 

conclude that the costs were prudently incurred, Liberty Energy Midstates does 531 

not intend to file another petition and engage in another proceeding for a second 532 
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approval of the ASAs for which approval is being sought here. Such a 533 

requirement would be unduly burdensome, particularly where the Commission 534 

retains all of its oversight powers over Liberty Energy Midstates and where 535 

additional reporting and other conditions provide the Commission with additional 536 

access to information regarding the costs incurred by Liberty Energy Midstates. 537 

Q. Please summarize Staff Witness Pearce’s recommendation that Atmos 538 

remain liable for any outstanding over-recovered PGA charges? 539 

A. Staff Witness Pearce recommends that: 540 

Atmos Energy Corporation shall remain liable for all outstanding over-541 
recovered purchased gas adjustment charges related to open dockets for 542 
reconciliation periods ending prior to closing of the proposed transaction.  543 
 544 

Q. Do the joint applicants agree with this recommendation? 545 

A. No, but Liberty Energy Midstates agrees with the alternative condition proposed 546 

by Mr. Mark Martin in Ex. 10.0, 2-3:35-60, Liberty Energy Midstates will have 547 

regulatory liability for these charges and the Illinois customers will be refunded 548 

any over-recovered purchased gas adjustment charges. 549 

Q. Will Liberty Energy Midstates address all issues identified during the plan 550 

and procedure review and subsequently conveyed via the NOA letter from 551 

the Commission’s Pipeline Safety Program? 552 

A. Yes, we take pipeline safety very seriously and will work with the Pipeline Safety 553 

Program to address any issues it may identify. 554 

Q. Does this conclude your testimony? 555 

A. Yes. 556 


