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Introduction

Please state your name and business address.
My name is Janis Freetly. My business address is 527 East Capitol Avenue,

Springfield, Illinois 62701.

What is your current position with the lllinois Commerce Commission
(“Commission”)?
| am currently employed as a Senior Financial Analyst in the Finance Department

of the Financial Analysis Division.

Please describe your qualifications and background.

In May of 1995, | earned a Bachelor of Business from Western lllinois University.
| received a Master of Business Administration degree, with a concentration in
Finance, from Western lllinois University in May of 1998. | have been employed
by the Commission in my present position since September of 1998. | was

promoted to Senior Financial Analyst on August 31, 2001.

What is the purpose of your direct testimony?

On February 17, 2012, Highstar Capital Fund IlI, L.P. and certain of its affiliates
and co-investors (“Highstar”) and Corix Utilities (lllinois) LLC (“CUI” or
“Company”) entered into a Purchase and Sale Agreement (“Agreement”) that will
result in CUI acquiring control of Hydro Star, LLC (“HS”). The purpose of my

testimony is to assess the financial implications and to evaluate and make a
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recommendation with respect to the proposed reorganization pursuant to

Sections 7-204(b)(4) and 6-103 of the Public Utilities Act (“Act”).

First, I will present my evaluation of the financial implications of the proposed
reorganization under Section 7-204(b)(4) of the Act. Before the Commission may
approve a reorganization, Section 7-204(b)(4) requires that the Commission find
that “the proposed reorganization will not significantly impair the utility’s ability to
raise necessary capital on reasonable terms or to maintain a reasonable capital

structure.”

Second, | will present my evaluation and recommendation concerning Section 6-
103 of the Act, which requires that in any reorganization of a public utility, the
Commission shall determine the amount of capitalization, which shall not exceed

the fair value of the property involved.

Please describe the proposed reorganization.

Utilities Inc. (“UI”) is a wholly-owned subsidiary of Hydro Star Holdings
Corporation, which, in turn, is a wholly-owned subsidiary of HS. Utilities Inc. has
23 operating subsidiaries in lllinois. The Agreement provides for the acquisition
of all of the membership interests in HS by CUI. Utilities Inc. will remain the

owner of the 23 operating subsidiaries in lllinois.*

Section 7-204(b)(4)

How have the lllinois operating subsidiaries obtained capital?

! Joint Application, pp. 1-3.
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The lllinois operating subsidiaries are 100% equity-financed. They obtained their

equity from UI.?

Would the proposed reorganization change the method of raising capital
for the lllinois operating subsidiaries?
No. The Joint Applicants have stated that no changes to the process for

obtaining funding for the lllinois operating subsidiaries are planned at this time.>

How does Ul currently obtain debt and equity capital?
Ul obtains debt financing through short-term credit facilities from large lending
institutions based solely on UI's financial position. Paid-in capital has been

obtained only through equity infusions from HS, which is 100% equity financed.*

Does Ul currently have access to the capital markets on reasonable terms?
To determine whether Ul has access to the capital market on reasonable terms,
the creditworthiness of Ul must be examined. The credit rating agencies do not
rate the creditworthiness of Ul. Therefore, | used Moody’s Investors Service’s
(“Moody’s”) rating methodology for water utilities to estimate the credit rating Ul's
financial ratios imply. Specifically, | calculated the four ratios that Moody’s
focuses on to assess the financial strength for the regulated water utility industry:
(1) funds from operations (“FFQO”) interest coverage; (2) debt to capitalization; (3)

FFO to net debt; and (4) retained cash flow (“RCF”) to capital expenditures

% Joint Applicants’ Response to AG Data Requests AG-1.12 and AG-1.13.
% Joint Applicants’ Response to AG Data Request AG- 1.16.
* Joint Applicants’ Response to Staff Data Requests JF-1.07 and JF-1.08.
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(“CapEx").> For UI, the three-year average FFO interest coverage ratio is 3.02x,
which falls within the bottom third of the benchmark range of a Baa credit rating
(i.e., Baa3). The three-year average debt to capitalization ratio for Ul is 54.90%,
which falls within the bottom third of the benchmark range of an A credit rating
(i.e., A3). The three-year average FFO to net debt ratio for Ul is 13.84%, which
falls within the middle third of the benchmark range of a Baa credit rating (i.e.,
Baa2). The three-year average RCF to capital expenditures ratio for Ul is 0.86X,
which falls within the top third of the benchmark range of a Ba credit rating (i.e.,
Bal). Together, the four ratios that | calculated for Ul are consistent with a Baa2
rating, when weighted in accordance with the Moody’s rating methodology for
regulated water utilities.® Issuers of debt with Moody’s credit ratings in the Baa
range are subject to moderate credit risk but are considered to have adequate
capacity to meet its financial commitments.” Hence, Ul currently has access to

capital markets on reasonable terms.

The Joint Applicants have stated that Ul will continue to be responsible for
raising capital for the lllinois operating subsidiaries. Is this sufficient for
the Commission to conclude that the proposed reorganization will not
significantly impair the utility’s ability to raise necessary capital on

reasonable terms?

> Moody'’s Investors Service, Rating Methodology: Global Regulated Water Utilities, December

2009, pp. 19-22.

6 Moody'’s assigns 15% weighting to FFO interest coverage and Debt to capitalization and 5%

weighting to FFO to Debt and RCF to CapEx. Moody’s Investors Service, Rating Methodology: Global
Regulated Water Utilities, December 2009, p 7. Moody’s assigns the financial ratios a weight of 40% in
determining the overall credit rating for regulated water utilities. 1d.

" Moody’s Investors Service, Rating Symbols and Definitions, June 2012, p. 5.
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No. Because Ul raises capital for its Illinois operating utilities, the Commission
should evaluate the effect of the proposed reorganization on Ul’s ability to raise

necessary capital on reasonable terms.

How would Ul obtain capital following the proposed reorganization?
Following the proposed organization, the Joint Applicants anticipate that Ul's
capital structure and the debt financing currently in place will be maintained.®
However, since the ultimate parent company of Ul will change, Ul would obtain

paid-in capital through CUI instead of HS following the proposed reorganization. °

Does CUI have any debt outstanding?

No 10

Is the lack of debt on CUI's balance sheet sufficient to conclude that CUI
would be able to raise necessary capital on reasonable terms?

No. As the parent company of Ul, CUI would provide equity capital for the lllinois
operating companies if Ul's internal sources were insufficient to meet its needs.
CUI is an indirect subsidiary of Corix Infrastructure (“Corix”).* Corix is a
privately held holding company, which means that it finances its equity needs

without directly accessing the capital markets. **BEGIN CONF**XXXXXXKXAKK

2 Joint Applicants’ Response to Staff Data Request JF-2.05.

107 30int Applicants’ Response to Staff Data Request JF-1.05.
! Direct Testimony of Steven M. Lubertozzi, p. 3.
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XXXI+*END CONF****?

Why is Corix’s indebtedness relevant to Ul's ability to raise capital on
reasonable terms?

Under Standard & Poor’s consolidated rating methodology, the rating of wholly-
owned or substantially-controlled utility subsidiaries is constrained to the level of
its parent company’s credit quality. Without structural barriers in place, a parent
company can move cash around to meet its obligations. Hence, there is a risk
the parent will weaken the utility’s financial profile to some degree, if its own
financial condition begins to deteriorate.*® Evidence that the parent has taken
affirmative steps to distance utility subsidiaries from non-utility subsidiaries is

required for S&P to justify a stand-alone credit rating for the utility subsidiaries.

According to Moody'’s Investors Service, for the rating of a regulated water utility
to reflect exclusively its own credit quality, structural features designed to insulate
the credit quality of the water utility from that of its wider corporate family are

crucial.**

#*BEGIN CONF* XXXXXXXXXXXXXXKXXKXXK XXX XXX XK XX KKXKXXKXX

12 Joint Application, Exhibit E (confidential) (Consolidated Financial Statements of Corix

Infrastructure Inc. for the year ended 2011).

13 S&P Ratings Direct, Methodology: Differentiating The Issuer Credit Ratings of A Regulated

Utility Subsidiary And Its Parent, March 11, 2010, pp.1-3.

* Moody’s Rating Methodology: Global Regulated Water Utilities, December 2009, pp. 23-24.
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XHXXXHKXXHKXXKXHXXKXXHEXXHKIXHKXXKXXKXXKXKKXKKXK.END

CONF***15

Given that Corix is not rated by any of the credit rating agencies,® why is
the rating methodologies of S&P and Moody’s relevant?

The consolidated rating methodologies of S&P and Moody’s are a proxy for the
expectations of lenders when evaluating the creditworthiness of a company.
Potential investors would also evaluate affiliated companies when assessing the

risk of the investment.

Have you evaluated Corix’s ability to raise capital on reasonable terms?
Yes. Because the credit rating agencies do not rate the creditworthiness of
Corix, | used Moody’s rating methodology for water utilities discussed above to
estimate the credit rating Corix’s financial ratios imply.*” For Corix, the three-
year average FFO interest coverage ratio is **BEGIN CONF*** KXXXXXKAXK
XHKRIXIHIHXHKHIEXXIHHKHXREXIIHXHKHXRXEIXIIKXXRXXXXXHXKX.
**END CONF*** The three-year average debt to capitalization ratio for Corix is
BEGIN CONF* XXXXXXXIXXXXXXXAIIXHXXRXIXXIHXHXHXRXRXXXXXHXKXKKXK
IIIIIKIIIIKKK] **END CONF*** The three-year average
FFO to net debt ratio for Corix is *BEGIN CONF*** KXXXKKKKKRKKKAKAKK

**END CONF***

1° #+BEGIN CONF***

1% Joint Applicants’ Response to Staff Data Requests JF-1.01 & JF-1.02.
" Moody’s Investors Service, Rating Methodology: Global Regulated Water Utilities, December

2009, pp. 19-22.
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XHXHXXXXAIHHKRIXIHKHKRXXIHKXEXIIHXEXIHKHXXIXKXXXXXXXKXXX. *HEND
CONF*** The three-year average RCF to capital expenditures ratio for Corix is
*HBEGIN CONF*** XXXXXXXXX XXXXXXXXKHXXXXXIHXXXXXXHXXXK
K * END CONF*** Together, the four ratios

that | calculated for Corix are consistent with **BEGIN CONF*** KXXXXXX
XXXK! *+*END CONF*** when weighted in accordance with the Moody’s rating

methodology for regulated water utilities.'® Issuers of debt with Moody’s credit

ratings in the **BEGIN CONF*** KX3GO000O00OONNMNNK
XIKIARARKKE -+ END CONF*+* 9 Because the implied credit
**BEGIN CONF***X00000000000NNBNNK END CONF***
Corix’s ability to raise capital on reasonable terms is ***BEGIN CONF***
XK. XHXRXIHKHKXIIKHKHXRIIHHKXEXIHIHXXIXIHHXIIXIHKXRXXXXHXKXKXX
XOXXHXHXHXKXIXXUXIXIKXIXKXIXXUXIXIKXHKXKXRXX. 4+~ END

CONF**

'8 See footnote 6, supra.
19 Moody'’s Investors Service, Rating Symbols and Definitions, June 2012, p.5.
20 «|nvestment grade” refers to the four highest credit ratings (i.e., Moody’s Aaa, Aa, A and Baa
ratings).
e “BEGIN CONFFXXXXXXXXXXHXRXXXIHKHRXXXIHHEXXXIHHRXIXIHKHKXXKKHXRKXXXX

#*END CONF***

2 ++BEGIN CONF* KKK

**END CONF***

2 xBEGIN CONF**
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The Moody’s financial guidelines for regulated water utilities,?* along with the

three-year average scores for Ul and Corix on those financial ratios, are shown

below in Table 1.

Table 1 — Moody’s Guideline Ratios for Water Utilities

A (6) Baa (9) Ba (12) B (15)
Financial Guideline Ratios
FFO / Interest 45-7.0X | 25-45X|18-25X| 1.5-1.8X
Debt / Capitalization 40-55% | 55-70% | 70-85% | 85-100%
FFO / Debt 15-25% | 10-15% 6 -10% 4 - 6%
RCF / CapEx 1.5-25X|1.0-15X | 05-1.0X|0.25-0.5X
Utilities, Inc.
FFO / Interest 3.02X
Debt / Capitalization 54.90%
FFO / Debt 13.84%
RCF / CapEx 0.86X
Corix Infrastructure
FFO / Interest #*BEGIN | CONF*) | K***END CONF***
Debt / Capitalization +*BEGIN | CONF*¥ | K**END | CONF***
FFO / Debt ++*BEGIN | CONF**) | K***END CONF***
RCF / CapEx +**BEGIN | CONF**¥ | K***END CONF***

Have you definitively concluded that the proposed reorganization will

significantly impair the utility’s ability to raise necessary capital on

reasonable terms?

No.

=SEND CONF***

Moody'’s Investors Service, Rating Methodology: Global Regulated Water Utilities, December

2009, p. 22.
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What additional information should the Joint Applicants provide in rebuttal

to help you to reach a firmer conclusion?

As noted above, the financial ratios | examined compose 40% of a credit rating
score under Moody’s rating methodology for regulated water utilities. It is
possible that Corix has sufficiently low operating risk **BEGIN CONF***}XXXXX
XXOIERKKK +*END CONF*** [f this is the case, then the Joint
Applicants should be able to show that Corix has recently issued indebtedness
with costs that are in line with investment grade utility debt with similar terms to

maturity.

Further, the Joint Applicants should demonstrate that Ul will be sufficiently
separated from the parent group, through ring fencing or other provisions,
**BEGIN CONF*** KXXXXMMOOOHMXRIKK] **END
CONF*** Specifically, the Joint Applicants should inhibit the flow of financing
funds from Ul to Corix through restrictions on dividends, common stock

repurchases, and advances and loans.

Section 6-103

Q. Why s it necessary to review the capitalization of a public utility in a

reorganization?
Under Section 6-103 of the Act, “[t]he capitalization of a public utility formed by a
merger or consolidation of two or more corporations shall be subject to the

approval of the Commission.” Additionally, “[ijn any reorganization of a public

10
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utility, resulting from forced sale, or in any other manner, the amount of
capitalization . . . shall be as authorized by the Commission which in making its

determination, shall not exceed the fair value of the property involved.”?

In your judgment, does the proposed reorganization come within the ambit
of Section 6-103?
Yes. The proposed reorganization involves the sale of the lllinois operating

companies, which are public utilities.

Does the Commission need to determine the amount of capitalization of the
lllinois operating companies in this proceeding?

No. The balance sheet and capitalization of the Ul lllinois operating companies
will not change as a result of the reorganization.?® Thus, the capitalization of the

public utilities will remain as authorized by the Commission.

Does this conclude your direct testimony?

Yes, it does.

%% 220 ILCS 5/6-103.
% Direct Testimony of Steven M. Lubertozzi, pp. 10-11.

11
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Attachment A
ILL. C. C. DOCKET NO. 12-0279 Page 1 of 9
Joint Applicant s Responses to
Staff Data Requests JF 1.01 through 1.15
JF-1.01 Is Corix Utilities (lllinois) LLC, Hydro Star LLC, or Utilities, Inc., or any of

its affiliates, rated by Standard & Poor’s, Moody’s or Fitch Ratings? If so,
please provide the most recent rating report issued by each of the rating
agencies and any other reports from each of the rating agencies that
discusses Corix Utilities (lllinois) LLC, Hydro Star LLC, or Utilities, Inc. or
any of its affiliates issued in 2010 or 2011.

Response: No.

Prepared by: Steven M. Lubertozzi
(847) 897-6510
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Attachment A
ILL. C. C. DOCKET NO. 12-0279 Page 2 of 9
Joint Applicant s Responses to
Staff Data Requests JF 1.01 through 1.15
JF-1.02 Please provide copies of all calculations of financial ratios that S&P,

Moody’s or Fitch Ratings provided any of the Joint Applicants in
connection with the proposed reorganization.

Response: Not applicable.

Prepared by: Steven M. Lubertozzi
(847) 897-6510



JF-1.05

Response:

Prepared by:
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Attachment A

ILL. C. C. DOCKET NO. 12-0279 Page 3 of 9

Joint Applicant s Responses to
Staff Data Requests JF 1.01 through 1.15

Please describe Corix Utilities (lllinois) LLC’s current capital structure (i.e.,
proportions of short-term debt, long-term debt, preferred stock, and
common equity).

Corix Utilities (lllinois) LLC was formed on February 16, 2012 to hold the
membership interests that will be acquired from Hydro Star LLC and its
capital structure will not be relevant to finance the transaction or future
rate cases. Corix Utilities (lllinois) LLC has access to sufficient capital to
pay the purchase price required to acquire Hydro Star through a
combination of available cash and committed financing sources and, if
necessary, equity contributions from Corix Infrastructure, Inc. Corix
Utilities (lllinois) LLC has no debt.

Steven M. Lubertozzi
(847) 897-6510
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Attachment A
ILL. C. C. DOCKET NO. 12-0279 Page 4 of 9
Joint Applicant s Responses to
Staff Data Requests JF 1.01 through 1.15
JF-1.07 Please describe Hydro Star, LLC’s current capital structure (i.e.,

proportions of short-term debt, long-term debt, preferred stock, and
common equity).

Response: The ownership of Hydro Star LLC is as follows:

Name Company Interests
Highstar Capital Il Prism Fund, L.P. 29.87%
Highstar Capital Fund Il, L.P. 43.87%
Hydro Star Interco LLC 8.40%
American General Life Insurance 17.86%
Company

Prepared by: Steven M. Lubertozzi
(847) 897-6510
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Response:

Prepared by:

Docket No. 12-0279
ICC Staff Exhibit 1.0
Attachment A

ILL. C. C. DOCKET NO. 12-0279 Page 5 of 9

Joint Applicant s Responses to
Staff Data Requests JF 1.01 through 1.15

Please describe Utilities, Inc.’s current capital structure and how Utilities,
Inc. currently raises debt and equity.

Ul's current capital structure is comprised of approximately 50% equity
and 50% long-term debt. Since Hydro Star acquired ownership of Utilities,
Inc. (“UI"), Ul has obtained debt financing only through short-term credit
facilities from large lending institutions based solely on UlI’s financial
statements and financial performance. Additionally, since Hydro Star
acquired ownership of Ul, Ul has obtained additional paid-in capital only
through equity infusions from Hydro Star.

Steven M. Lubertozzi
(847) 897-6510
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Response:

Prepared by:
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Attachment A

ILL. C. C. DOCKET NO. 12-0279 Page 6 of 9

Joint Applicants’ Responses to
Staff Data Requests JF-2.01 through JF-2.15

Please provide the expected capital structure ratios (i.e., proportions of long-term
debt, preferred stock, and common equity) after the acquisition of Utilities, Inc for
Corix Utilities (Illinois), LLC, Corix Infrastructure, Inc.

The capital structure ratio for UI as of the period ending March 31, 2012 is 51.2%
debt and 48.8% equity and it is expected that it will be approximately the same
after the acquisition. Corix Infrastructure Inc. is the parent company for a group
of companies involved in a variety of businesses, both regulated and non-
regulated. These businesses can be grouped into three categories: utility services,
which includes metering and measurement; utility products, which includes
distribution of pipes, valves and the manufacture and distribution of small water
and wastewater treatment plants; and utilities, which involves the operation of
water, wastewater and energy utilities.

The Corix group of companies is structured along the lines of these distinct
business areas both for operational reasons and to ensure the appropriate financial
arrangements are in place for each of the business units, some of which are
regulated and many of which are non-regulated entities. In acquiring Utilities,
Inc. Corix will be maintaining the capital structure and the debt financing
currently in place, and future capital requirements of Ultilities, Inc. will be
financed by Ultilities, Inc. As discussed in the response to JF-2.06 below, the
levels of debt and equity at the parent company Corix Infrastructure Inc. are
appropriate for the various lines of business in which the company is involved.
The specific capital structure or cost of debt at Corix Infrastructure Inc. or Corix
Utilities (Illinois) LLC is not relevant to the transaction or to the future operations
of Utilities Inc.

Steven M. Lubertozzi
(847) 897-6510
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Page 7 of 9

ILL. C. C. DOCKET NO. 12-0279

Joint Applicant s Responses to Attorney General
First Set Of Data Requests - AG 1.1 through AG 1.26

AG 1.12. Over the last 10 years, have the Illinois UI operating companies obtained equity
capital from sources other than Hydro Star LL.C and the four entities identified on
page 1 of Exhibit C to the Joint Application? If yes, please identify those sources.

Response: The Illinois operating companies obtain equity from Utilities, Inc.

Prepared by: Steven M. Lubertozzi
(847) 897-6510

12
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Page 8 of 9

ILL. C. C. DOCKET NO. 12-0279

Joint Applicant s Responses to Attorney General
First Set Of Data Requests - AG 1.1 through AG 1.26

AG 1.13. Over the last 10 years have the Illinois Ul operating companies obtained debt
financing from sources other than Hydro Star LLC and the four entities identified
on page 1 of Exhibit C to the Joint Application? If yes, please identify those
sources.

Response: The Illinois operating companies are 100% equity financed.

Prepared by: Steven M. Lubertozzi
(847) 897-6510

13



AG 1.16.

Response:

Prepared by:
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Attachment A

Page 9 of 9

ILL. C. C. DOCKET NO. 12-0279

Joint Applicant s Responses to Attorney General
First Set Of Data Requests - AG 1.1 through AG 1.26

Please describe all changes to the process for obtaining funding for Illinois
operating companies that will or are expected to result from the reorganization
described in this docket, including any and all changes to the capital projects
planning review committee or other committee or group responsible for
determining which Illinois operating companies projects will be funded and the
identity of the affiliate, committee, group, or individual that will be responsible
for funding Illinois projects and operations if the reorganization is approved.

No changes to the process for obtaining funding for Illinois operating companies
are planned at this time and it is anticipated that after closing the same capital
budgeting process currently in effect will remain in effect.

Steven M. Lubertozzi
(847) 897-6510
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