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I. INTRODUCTION AND BACKGROUND 1 

Q. Please state your name and business address. 2 

A. Paul J. Hanley, 1000 South Schuyler Avenue, Kankakee, Illinois, 60901. 3 

Q.  By whom are you employed and in what capacity? 4 

A. I am the Controller for Aqua Illinois, Inc. (“Aqua Illinois” or the “Company”). 5 

Q. Please state your educational, professional and business background and 6 

experience. 7 

A. I am a Certified Public Accountant, with a degree in accountancy from the University of 8 

Illinois.  I am a member of the American Institute of Certified Public Accountants and the 9 

Illinois CPA Society.  Since receiving my Accountancy degree, I have held three 10 

positions as an accountant, with increasing levels of responsibility, culminating in my 11 

current position with Aqua Illinois. 12 

Q. What are your responsibilities as Controller of Aqua Illinois? 13 

A. As Controller, I am responsible for supervising the financial operations for Aqua Illinois.  14 

These duties include overseeing the budget, forecasting, overseeing rates and supervising 15 

the day-to-day financial operations of the Company. 16 

Q. Have you previously testified in regulatory proceedings before the Illinois 17 

Commerce Commission (the “Commission”)? 18 

A. Yes. 19 

Q. When did you last testify for the Commission? 20 

A. I am currently providing testimony in Docket No. 13-0155, a petition requesting a 21 

certificate of public convenience and necessity to operate water and wastewater systems 22 

in Ogle and Winnebago Counties.  I am also providing testimony in Docket No. 13-0308, 23 
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a petition requesting a certificate of public convenience and necessity to operate a 24 

wastewater system in Kankakee County. 25 

Q. Are you familiar with the financial condition, business, and properties of Aqua 26 

Illinois? 27 

A. Yes. 28 

Q. Would you provide a brief history of Aqua Illinois? 29 

A. Aqua Illinois is a wholly-owned subsidiary of Aqua America, Inc. (“Aqua America”).  30 

Aqua America acquired ownership of Aqua Illinois under a merger agreement, pursuant 31 

to which all of the outstanding common shares of Aqua Illinois were acquired by a 32 

wholly-owned subsidiary of Aqua America.  At that time, Aqua Illinois’ name was 33 

Consumers Illinois Water Company and Aqua America’s name was Philadelphia 34 

Suburban Corporation. The Commission approved the merger in Docket No. 98-0602, 35 

and the transaction closed on March 10, 1999.  In 2004, the names of the companies 36 

changed to Aqua Illinois, Inc. and Aqua America, Inc., respectively.  Since 1999, Aqua 37 

Illinois has successfully expanded its operations in Illinois by acquiring the assets of 38 

various companies and/or municipal water districts. 39 

II. PURPOSE OF TESTIMONY AND BACKGROUND 40 

Q. What is the purpose of your testimony in this proceeding? 41 

A. The purpose of my testimony is two-fold.  First, it is to seek Commission approval of 42 

Aqua Illinois’ planned $23,140,000 long-term debt financing with its affiliate, Aqua 43 

America.  The second purpose of my testimony is to support Aqua Illinois’ request for 44 

Commission approval of a related Financial Services Agreement between Aqua Illinois 45 

and Aqua America, attached as Attachment A to Aqua Exhibit 1.1. 46 

Q. Are you familiar with the Petition filed by Aqua Illinois in this proceeding? 47 
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A. Yes. 48 

Q. What authorization is Aqua Illinois seeking in this proceeding? 49 

A. Aqua Illinois is seeking approval under Section 7-101 of the Illinois Public Utilities Act 50 

(“Act”) to enter into an affiliated interest transaction with Aqua America for its proposed 51 

long-term debt financing and an associated Financial Services Agreement.  Accordingly, 52 

Aqua Illinois has filed this Petition under Section 7-101 of the Act for approval of the 53 

affiliated interest transaction.  The proposed financing transaction is further described in 54 

an Informational Statement (the “Informational Statement”), which Aqua Illinois is 55 

concurrently filing with its Petition under Section 6-102(d) of the Public Utilities Act (the 56 

“Act”). Together, the Petition and Informational Statement seek, among other things, 57 

authorization for Aqua Illinois to issue long-term indebtedness in the form of a 58 

promissory note (the “Note”) issued to Aqua America. 59 

Q. Please describe Aqua America? 60 

A. Aqua America is the parent company of Aqua Illinois, thus, they are “affiliated interests” 61 

under Section 7-101(2) of the Act.   62 

Q. What relief is Aqua Illinois seeking with respect to the Informational Statement? 63 

A. In the Informational Statement, Aqua Illinois is seeking approval from the Commission 64 

under Section 6-102(d) of the Act to issue and sell or incur indebtedness in the form of a 65 

Note issued to Aqua America. The aggregate amount of the Note Aqua Illinois proposes 66 

to issue will not exceed $23,140,000 outstanding at any time.  67 

III. THE FINANCING PROGRAM 68 

Q. Please describe Aqua Illinois's proposed long-term debt financing program. 69 



 

 -4-  

A. As noted above, Aqua Illinois is seeking authority to issue up to $23,140,000 through the 70 

issuance of a Note.  At least 90% of the proceeds of the Note will be used for the purpose 71 

of refinancing existing obligations of Aqua Illinois. 72 

Q. Will Aqua Illinois report to the Commission when it issues securities pursuant to the 73 

financing authority requested in this proceeding? 74 

A. Yes. Aqua Illinois will file with the Commission a written report on the terms of each 75 

issue of notes within thirty days after an issuance occurs and thereafter as required by 83 76 

Ill. Adm. Code Section 240.  Specifically, Aqua will report to the Commission the 77 

following: (a) the principal amount of the issuance; (b) the terms of the issuance; (c) a 78 

detailed statement of all expenses incurred in connection with the issuance; the purpose 79 

or purposes to which the proceeds have been applied; and, in respect to unapplied 80 

proceeds (if any), the amount of proceeds remaining unapplied to the purpose specified in 81 

the order of the Commission.  A copy of the final form of the applicable documents for 82 

the issuance will be filed with the report. 83 

Q. What is the Company’s current expectation with respect to the terms of the Note? 84 

A. The Note will be issued to Aqua America on the same or similar terms as those specified 85 

in Aqua Exhibit 1.1, a Financial Services Agreement between Aqua Illinois and Aqua 86 

America, and the Sample Note attached thereto as Attachment A. The Company 87 

anticipates the Note will be funded by Aqua America at an interest rate of approximately 88 

3.97%, and for a term of 14 years. 89 

Q. Why is Aqua Illinois proposing to issue the Note to Aqua America rather than 90 

through a separate financing with an unrelated lender? 91 

A. Aqua Illinois does not have as ready access to capital markets as does Aqua America. 92 

Issuing the Note to Aqua America will allow Aqua Illinois to realize economies of scale 93 
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associated with a larger Aqua America issuance, thereby resulting in lower issuance costs 94 

for Aqua Illinois than if it issued the debt directly to an outside lender. Aqua America 95 

will fund the Note to Aqua Illinois through long-term senior unsecured debt instruments 96 

(“Aqua America Securities”) previously issued in a private placement by Aqua America. 97 

Aqua Illinois expects that the interest rate or rates it will pay in connection with the Note 98 

issued to Aqua America will be no greater, and may be lower, than it could obtain if it 99 

issued its own securities. Aqua Illinois will not issue Note to Aqua America unless it can 100 

determine that, based on market conditions applicable at the time, such issuance will 101 

result in the lowest overall cost available to Aqua Illinois for the securities of comparable 102 

type, maturity, and terms. The Aqua America Securities will not be issued to or 103 

guaranteed by any entity that constitutes an “affiliated interest” of Aqua America or Aqua 104 

Illinois. 105 

Q. Is it possible that Aqua Illinois could obtain tax-exempt financing through Aqua 106 

America? 107 

A. No. 108 

Q. Will the Note be subject to redemption? 109 

A. The Note will be prepayable as provided in the Financial Services Agreement and 110 

Sample Note attached thereto.  111 

Q. Once executed, will the proposed financing impact the Company’s capital 112 

structure? 113 

A. No. It will not. The Company’s proposed financing is being undertaken to replace 114 

existing long-term debt. 115 

Q. What is Aqua Illinois’s current capital structure? 116 
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A. As of September 30, 2013, Aqua Illinois’ capital structure consisted of 54.12% common 117 

equity, 45.88% long-term debt, and 0.00% short-term debt. 118 

Q. What is the total estimated cost the Company expects to incur in connection with the 119 

proposed refinancing? 120 

A. The Company currently expects that total issuance costs will not exceed two percent of 121 

the face amount of the Notes, or $462,800. This estimate is based on the maximum 122 

outstanding amount of the Note ($23,140,000) to be issued. 123 

Q. How does Aqua Illinois propose to treat, for purposes of its books of account, the 124 

expenses expected to be incurred in connection with the Notes. 125 

A. The Company proposes to treat the expenses related to the issuance as a deferred charge 126 

and amortize that deferred charge over the life of the Note. 127 

IV. AFFILIATE APPROVALS 128 

Q. Why is Commission approval necessary under Section 7-101 of the Public Utilities 129 

Act? 130 

A. Aqua Illinois is a wholly-owned subsidiary of Aqua America, therefore, they are 131 

affiliated interests under the Public Utilities Act.  Thus, Section 7-101 requires that Aqua 132 

Illinois receive Commission approval to engage in the issuance described above, and to 133 

execute the related Financial Services Agreement.   134 

 From a business perspective, the transaction is beneficial to Aqua Illinois and its 135 

customers because Aqua Illinois does not have as ready access to capital markets as does 136 

Aqua America.  Thus, if the Commission approves Aqua Illinois’ requests, Aqua Illinois 137 

will be able to take advantage of the economies of scale afforded by obtaining debt 138 

financing through Aqua America, thereby ensuring that the transaction is undertaken at 139 

the lowest cost. 140 
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Q. Could Aqua Illinois seek lower cost financing options with unaffiliated parties if 141 

such options were available? 142 

A. Yes. The Financial Services Agreement with Aqua America expressly states that nothing 143 

in the agreement will prohibit or restrict Aqua Illinois from borrowing from third parties 144 

on whatever terms it deems appropriate. 145 

Q. What charges will Aqua Illinois incur for the transaction? 146 

A. Under the Financial Services Agreement, Aqua Illinois will pay Aqua America an 147 

amount to cover Aqua Illinois’ pro-rata share of the issuance expenses incurred by Aqua 148 

America in conjunction with its bond issuance. Estimated expenses associated with any 149 

issuances will include legal fees, accountant’s fees, underwriters’ or agents’ fees, and 150 

miscellaneous fees and expenses, which in the aggregate are not expected to exceed two 151 

percent of the principal amount of the Note. Aqua Illinois expects that overall transaction 152 

costs payable by it in a transaction through Aqua America will be lower than the 153 

transaction costs it would incur if it issued its own debt securities. 154 

Q. Is Aqua Illinois requesting any additional approvals? 155 

A. Yes. Aqua Illinois is also requesting, pursuant to Section 6-101 of the Act, that the 156 

provide Aqua Illinois with a serial number for the Note issued. 157 

V. CONCLUSION 158 

Q. Does this conclude your direct testimony? 159 

A. Yes. 160 


