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IN THE MATTER OF THE APPLICATION OF 
LITCHFIELD PARK SERVICE COMPANY, 
AN ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE FAIR VALUE OF 
ITS UTILITY PLANTS AND PROPERTY AND 
FOR INCREASES IN ITS WATER AND 
WASTEWATER RATES AND CHARGES FOR 
UTILITY SERVICE BASED THEREON. 

IN THE MATTER OF THE APPLICATION OF 
LITCHFIELD PARK SERVICE COMPANY, 
AN ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE FAIR VALUE OF 
ITS UTILITY PLANTS AND PROPERTY AND 
FOR INCREASES IN ITS WATER RATES 
AND CHARGES FOR UTILITY SERVICE 
BASED THEREON. 

II I 
19 

20 

21 

22 

23 

24 

25 

IN THE MATTER OF THE APPLICATION OF 
LITCHFIELD PARK SERVICE COMPANY, 
AN ARIZONA CORPORATION, FOR 
AUTHORITY (1) TO ISSUE EVIDENCE OF 
INDEBTEDNESS IN AN AMOUNT NOT TO 
EXCEED $1,755,000 IN CONNECTION WITH 
(A) THE CONSTRUCTION OF TWO 
RECHARGE WELL INFRASTRUCTURE 
IMPROVEMENTS AND (2) TO ENCUMBER 
ITS REAL PROPERTY AND PLANT AS 
SECURITY FOR SUCH INDEBTEDNESS. 
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IN THE MATTER OF THE APPLICATION OF 
LITCHFIELD PARK SERVICE COMPANY, 
AN ARIZONA CORPORATION, FOR 
AUTHORITY (1) TO ISSUE EVIDENCE OF 
INDEBTEDNESS IN AN AMOUNT NOT TO 
EXCEED $1,170,000 IN CONNECTION WITH 
(A) THE CONSTRUCTION OF ONE 200 KW 
ROOF MOUNTED SOLAR GENERATOR 
INFRASTRUCTURE IMPROVEMENTS AND 
(2) TO ENCUMBER ITS REAL PROPERTY 
AND PLANT AS SECURITY FOR SUCH 
INDEBTEDNESS. 

DOCKET NO. W-01427A-09-0120 

CITY OF LITCHFIELD PARK’S 
RESPONSE TO REQUEST FOR 
CLARIFICATION 

The City of Litchfield Park (the “City”) hereby responds to Litchfield Park 

Service Company’s (“LPSCO” or ”Company”) Request for Clarification filed January 28, 

201 1 and requests the Commission afford all parties a reasonable opportunity to present 

relevant evidence on the issues, arguments and facts raised by the pleadings, including the 

presentation of new witnesses. 

After presenting the Commission with facts and arguments outside the record in 

both its Bench Brief (filed while the Commission was considering the Recommended Order) 

and its Application for Rehearing,’ LPSCO now requests the rehearing be limited to “further 

discussion and evaluation of the ROE and rate base issues based on the existing record and 

existing witnesses.” Motion for Clarification, p. 3, lines 22- 24. Stated more accurately, the 

Company seeks a Commission directive barring the City and RUCO from presenting 

additional expert evidence on the very issues the Commission has decided to rehear and 

’ For example, both pleadings contained charts supposedly representing recent decisions by the 
Commission. The Application for Reconsideration also included updated information on sample 
water companies as Exhibit A, a rate case summary as Exhibit B and information on a potential IPO 
of Global Water as Exhibits C. D and E. 
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reconsider. In other words, LPSCO asks the Commission to preclude the parties, other than 

LPSCO, a reasonable opportunity to meaningfully supplement the evidentiary record on 

-ehearing. Such a process is patently unfair and should be summarily rejected by the 

Zommission. An informed decision on rehearing and reconsideration can only be made if all 

larties are afforded a fair and full opportunity to address the issues raised by the pleadings, 

ncluding presenting evidence of additional witnesses.* 

The Hearing Division understands its role is to “to issue a procedural order 

cheduling a procedural conference for the purpose of setting a procedural schedule for the 

.ehearing proceeding, to conduct a hearing on the issues raised by the Company and RUCO, 

ind to prepare a Recommended Order on Rehearing for the Commission’s consideration.” 

iee Procedural Order Setting Procedural Conference for Scheduling Rehearing of Decision 

l o .  72026. The scope of the issues presented by the pleadings is clear. The Hearing 

livision has initiated the process to conduct further hearings on the limited issues on which 

he Commission granted rehearing and reconsideration. The Commission should allow the 

iearing process to continue. 

Even the Superior Court can hear additional evidence upon judicial review of a Commission 
lecision. “The difference between traditional judicial review of administrative decisions and review 
)f Corporation Commission rate decisions by the Superior Court is that in rate cases, the Superior 
Zourt may take additional evidence to determine if the Commission’s rate decision should be 
Ipheld.” Tucson Ekec. Power Co. v. Arizona Corp. Comm’n, 132 Ariz. 240,243, 645 P.2d 231, 234 
1982). 
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THE SCOPE OF THE ISSUES PRESENTED IS CLEAR 

At the Procedural Conference held January 26, 2011, no party sought to broaden 

he scope of the rehearing. All parties recognized the Commission limited rehearing to the 

s u e s  raised in the Company’s Application and RUCO’s Request. However, these issues are 

nulti-faceted and the City and RUCO requested a reasonable opportunity to fully address the 

s u e s  so raised, including retention of additional experts whose testimony will assist the 

:ommission in making an informed determination. 

COST OF EQUITY 

“LPSCO asserts that the Commission’s decision to implement a ROE of 8.01 % 

or the Company in the Decision is unfair, arbitrary, without substantial evidence in the 

ecord and unlawful for several reasons.” LPSCO Application, p. 3, lines 11-13. The 

Iompany acknowledged during the January 26, 2011 procedural conference that the issue of 

he cost of capital is entwined with the cost of debt, the capital structure and the weighted 

,verage cost of capital (“WACC”). The WACC, in turn, is but one factor in the 

letermination of the reasonable rate of return on the fair value rate base (“FVRB”). This is 

lear from the Decision, where the Commission expressly states that its determination of the 

eturn on equity reflected its “concern with the overall magnitude of the requested increase, 

vhich is due primarily to the Company’s unilateral decision to delay filing a rate application 

or approximately eight years; a capital structure that consists of more than 82 percent higher 

ost equity; the overall state of the economy and the detrimental impact on customers due to 

he size ofthe revenue increase.” See Decision No. 72076, p. 61, lines 7-16. 
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RUCO’s Request for Reconsideration demonstrates LPSCO is presenting 

LPSCO discusses all the foregoing factors in its Application for 

Reconsideration, claiming they do not individually or cumulatively support the Commission‘s 

determination. In its Bench Brief and its Request for Rehearing LPSCO relies on facts not 

established at hearing. For example, it presents incomplete references to Commission 

decisions (Request, p. 5-6), includes summaries of the ROES for certain water utilities (see 

Exhibit A to Application for Rehearing) and submits a rate case survey (see Exhibit B to 

Application for Rehearing). Yet LPSCO seeks to preclude the City from a meaningful 

opportunity to defend against these claims by depriving the City of the ability to present a 

witness to address them. 

13 

14 

l5 

16 

17 

18 

incomplete “facts” in an effort to secure a favorable amendment to the Decision. LPSCO 

focuses solely on the returns on equity authorized in other Commission decisions, ignoring 

the overall WACC and return on rate base. The 7.72 WACC and return on FVRB reflected in 

Decision No. 72026 is consistent with the rates of return granted other water companies (non- 

LPSCO affiliates) of between 6.7 and 8.06%. RUCO Request for Reconsideration, p.4, lines 

20 

23 

22 

23 

24 

25 

RUCO’s Request also explains that “LPSCO affiliates have far less debt in their 

capital structure and therefore far less financial risk. Because the LPSCO affiliates have less 

financial risk, they should not be entitled to a higher return than other utilities with more 

balance capital structures.” RUCO Request for Reconsideration, p.5, lines 6 1/2 - 8 1/2. 

LPSCO elected to rely on 100% equity to finance significant new infrastructure since it 

acquired the company in 2003. Since the last rate case (decided in 2002 based upon a 
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12/31/2000 test year), the wastewater FVRB increased $19,203,404 from $8,691,827 to 

$27,895,231 (including $7 million in wastewater plant upgrades disputed by RUCO) and the 

water FVRB increased $3 1,558,364 from $5,909,975 to $37,468,339. Compare Decision No. 

65436 and Decision No. 72026. LPSCO’s capital structure consists of 82.4% equity and 

17.6% long-term debt. Had LPSCO’s capital structure contained 40% debt at the 5.6% 

interest rate it’s holding company, Algonquin Power & Utilities Corp. (“APUC”), recently 

3btained on $50 million dollars of unsecured private placement debt financing for Liberty 

Water to repay intercompany debt to APUC (see Exhibit A), its WACC would be 7.76, even 

issuming a 9.2% ROE. The 7.71% rate of return on FVRB authorized by the Decision is fair 

ind reasonable under the totality of the circumstances and the parties should be afforded a 

.easonable opportunity to support the Decision by further evidence during the rehearing 

xocess. 

LPSCO intends to retain the services of a cost of capital witness for the purpose 

if evaluating whether the Commission acted reasonably in adopting a WACC and return on 

lVRB of 7.76, under the totality of the circumstances. This directly responds to LPSCO’s 

:ontention in its Application that the Commission acted unfairly on this issue. 

The City did not have the resources to present both a cost of capital witness and 

i rate design witness during the hearing and focused on the rate design issue. However, it 

lid, to the extent possible on its limited budget, create a record that allowed the Commission 

o determine that, based upon the totality of the circumstances, that none of the experts 

*ecommendations presented during the hearing as to WACC or return on FVRB was 

.easonable. The City is now able and willing to expend more of its limited financial 
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resources on rehearing in an effort to supplement the record in support of the Commission‘s 

decision. The City submits the Commission will benefit from such additional evidence and 

should allow it. 

PHASING OF RATE INCREASE 

LPSCO’s Application for Rehearing contends “The Commission should grant 

rehearing on the phase-in proposal adopted in the Decision.” Application, p. 19, lines 1-2. As 

recognized by the Decision, the phase-in proposals were presented primarily through final 

schedules and post-hearing briefs. Decision, p.74, lineslo-11. This is an area the 

Commission clearly wanted additional evidence and deferred consideration of the phase-in 

surcharge mechanism to Phase 2 of this proceeding. The City respectfully suggests that 

sfficiencies can be obtained by joining this issue with the rehearing and reconsideration of the 

Decision rather than awaiting the hearing on LPSCO’s hook-up fee (“HUF”). 

$7 MILLION EXPENDITURE ON WASTEWATER PLANT 

RUCO’s Request for Reconsideration unambiguously seeks reconsideration of 

whether some of the $7 million in repairdupgrades to LPSCO’s wastewater treatment plant 

should be removed from rate base. RUCO Request, pp. 2-4. LPSCO, by its Request for 

Clarification, seeks to preclude RUCO from offering an engineering witness on this issue 

although it argued at hearing the adjustment should be rejected because it “is premised on a 

lay person’s supposition and interpretation” who is “unqualified to offer testimony on design 

and engineering issues.” Decision at p. 29, lines 5-7. Upon reconsideration RUCO seeks to 

address this alleged deficiency by presenting the testimony of an engineering witness. I t  is 

reasonable and fair to afford RUCO such an opportunity. 
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RATE CASE EXPENSE 

The Company asserts “[o]bviously, a rehearing involving additional expert 

witnesses, further public comment sessions, additional pre-filed testimony and discovery will 

*esult in significantly increased rate case expense for the Company and its ratepayers, as well 

2s the expenditure of limited resources by the parties, including Staff.” Request for 

Zlarification, p. 3, lines 4-7. The City generally agrees with this statement, but suggests such 

:xpenditures are necessary for the Commission to make an informed decision upon rehearing 

md reconsideration. However, the City disagrees that any burden must be shouldered by the 

eehearing to its ratepayers: 

The Company is not seeking any increased rate case expense 
relating to this application for rehearing. But the Company 
herby reserves its right to seek additional rate case expense in 
the event that this application for rehearing is denied . . .” 

4pplication for Rehearing, p. 20, lines 11-13. (Emphasis in original) 

CONCLUSION 

Oatepayers. The Company has unconditionally waived its right to pass along the cost of 

d t  The Commission, in the exercise of its reasonable discretion, has decid 

pehear and reconsider specified issues determined by Decision No. 72026. The ultimate 

jecision could burden ratepayers with even a greater rate increase than reflected in Decision 

Yo. 72026. The City respectfully asks that the parties be afforded the opportunity to 

supplement the record and present new witnesses during the rehearing and reconsideration 

3rocess and, further, that the Commission hold a public comment session in LPSCO’s service 
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territory to afford the community an opportunity to express its view on the issues being 

reconsidered. 

DATED this 2"d day of February, 2011. 

CURTIS, GOODWIN, SULLIVAN, 
UDALL & SCHWAB, P.L.C. 

William P. Sullivan 
Susan D. Goodwin 
Larry K. Udal1 
501 East Thomas Road 
Phoenix, Arizona 85012-3205 
Attorneys for the City of Litchfield Park 
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PROOF OF AND CERTIFICATE OF MAILING 

I hereby certify that on this 2"d day of February, 2011, I caused the foregoing document 
:o be served on the Arizona Corporation Commission by delivering the original and thirteen (13) 
:opies of the above to: 

Docket Control 
4rizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

C'OPY of the foregoing e-mailed or 
hand delivered this 2" day of 
February, 2011 to: 

lanice Alward, Esq. 
Legal Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Dwight D. Nodes 
Administrative Law Judge 
Hearing Divisions 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Steve Olea, Director 
Utilities Division 
4rizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

COPY of the forengoing e-mailed 
md mailed this 2 day of 
February, 2011 to: 

Jay L. Shapiro 
Todd C. Wiley 
FENNEMORE CRAIG PC 
3003 N. Central Ave., Suite 2600 
Phoenix, Arizona 85012 
Attorneys for Litchfield Park Service Co. 
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Craig A. Marks 
Craig A. Marks PLC 
10645 North Tatum Blvd., Ste 200-676 
Phoenix, Arizona 85028 

Copies of the foregoing mailed this 
2nd day of February, 201 1 to: 

Chad & Jessica Robinson 
15629 W. Meadowbrook Ave. 
Goodyear, Arizona 85395 

Michelle Wood, Counsel 
Residential Utility Consumer Office 
1110 West Washington Street, Suite 220 
Phoenix, Arizona 85007-2958 

Martin Aronson 
Robert J. Moon 
Morrill 22 Aronson, PLC 
One East Camelback Road, Suite 340 
Phoenix, Arizona 85012-0000 
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' Algonquin Power & Utilities Corp. Announces Liberty Water Co. Private Placement Debt ... Page 1 of 2 

~ t i l i ~ i e s  Corp. Announces Liberty Water Co. Private 
Flnaflci~g 

e c ~ r ~ t i e ~  LLC acted as lead bookrunner on t he  transaction. 

http://www.printthis.clickability.com/pt/cpt?expire=&title=Algonquin+Power+%26+Utilitie ... 2/1/2011 

http://www.printthis.clickability.com/pt/cpt?expire=&title=Algonquin+Power+%26+Utilitie


Algonquin Power & Utilities Corp. Announces Liberty Water Co. Private Placement Debt ... Page 2 of 2 

~ r n ~ ~ ~ o n s  based on hjSt~riGa1 tr 
ince forward~look~n~ statements re 
they require making assu 

I autions that a ~ t h ~ ~ g h  it is 
I 

I 
I hese risks and c1nc nties give rise to t 

om the expectatio 
ose set out in th 

I report and 2010 

I statements, which a 
I I 2010. Given thes 

Find this article at: 
http://www.prnewswire.com/news-releases/algonquin-power--utilities-corp-announces-li berty-water-co-private-placement-debt-financing- 
11 1782954.htrnl 

Check the box to include the list of links referenced in the article 

http://www.printthis.clickability.com/pt/cpt?expire=&title=Algonquin+Power+%2~+Utilitie ... 2/1/2011 
~ 

http://www.prnewswire.com/news-releases/algonquin-power--utilities-corp-announces-li

