- NEW APPLICATION R
o 0000177489
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OCKET CONIRC
1 | SHAPIRO LAW FIRM, P.C. y
Jay L. Shapiro (No. 014650) ANRRIT AT
2 | 1819 E. Morten Avenue, Suite 280 _ .
Phoenix, Arizona 85020 Asizona Corporation Commission
3 | Telephone (602) 559-9575 DOCKETED
i Jay@gshapslawaz.com
LI%ERTY UTILITIES MAR 17 2007
5 | Todd C. Wiley (No. 015358)
12725 W. Indian School Road, Suite D-101 DOCKETED Y
6 | Avondale, Arizona 85392
Todd.Wiley@LibertyUtilities.com
7
" Attorneys for Liberty Utilities (Litchfield Park Water & Sewer) Corp.
9 BEFORE THE ARIZONA CORPORATION COMMISSION
10
11 | INTHE MATTER OF THE APPLICATION | DOCKET NO: W-01427A-17-
OF LIBERTY UTILITIES (LITCHFIELD
12 | PARK WATER & SEWER) CORP., AN W-01427A-17-0077
ARIZONA CORPORATION, FOR
13 | AUTHORITY TO (1) ISSUE EVIDENCE OF | APPLICATION (FINANCING)
INDEBTEDNESS IN AN AMOUNT NOT TO
14 | EXCEED $30,000,000; AND (2)
ENCUMBER ITS REAL PROPERTY AND
15 | PLANT AS SECURITY FOR SUCH
INDEBTEDNESS.
16
17 Pursuant to A.R.S. §§ 40-301 and 40-302, Liberty Utilities (Litchfield Park Water
18 | & Sewer) Corp. (“Liberty Litchfield Park™ or “Company™), an Arizona public service
19 | corporation, hereby applies for authority from the Arizona Corporation Commission
20 | (“Commission™) to issue evidence of indebtedness in a total amount not to exceed
21 | $30,000,000 on the terms and conditions set forth below. Liberty Litchfield Park
22 | addresses both water and wastewater systems in this Application, which is being filed
23 | under both Company numbers, W-01427A (water) and SW-01428A (wastewater).
24 In support of this Application, Liberty Litchfield Park states as follows:
25 A. General Background.
26 1. Liberty Litchfield Park is a public service corporation providing utility
S
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service to approximately 18,500 water and 17,600 wastewater service connections in
portions of Maricopa County, Arizona.

2. Liberty Litchfield Park’s present rates and charges for utility service were
approved by the Commission in Decision No. 74437 (April 18, 2014) using a test year
ending December 31, 2012.

3. The Company’s business office is located at 12725 W. Indian School Road,
Suite D-101, Avondale, Arizona 85392 and its telephone number is (623) 935-9367.
The Company’s primary management contact is its President, Matthew Garlick.

4. Mr. Garlick is the person responsible for overseeing and directing the
conduct of this Application. His mailing address is 12725 W. Indian School Road,
Suite D-101, Avondale, Arizona 85392; his telephone number is (623) 298-3763; and his
email address is Matthew.Garlick@LibertyUtilities.com. All discovery, data requests
and other requests for information concerning this Application should be directed to
Mr. Garlick, with a copy by e-mail to undersigned counsel at Jay@shapslawaz.com
and Whitney@shapslawaz.com, and to Liberty Utilities Co.’s General Counsel
(Western Region) at Todd.Wiley@LibertyUltilities.com.

5. Financial statements for the twelve-month period ending December 31, 2016
are attached as Exhibit 1.

6. Statements projecting the Company’s estimated financial performance,
for the next five years, are attached as Exhibit 1.

B. Purposes of Financing.

7.  Liberty Litchfield Park seeks Commission approval of long-term debt
financing contemplated herein for the purpose of rebalancing the Company’s capital
structure from its present structure of 100 percent equity to a capital structure of 70 percent
equity and 30 percent debt. If this application is approved, the Company will borrow the

amount necessary to achieve a capital structure consisting of 70 percent equity and

[S9]
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30 percent debt. This amount is currently estimated to be $30,000,000. In addition, the
Company will enter into additional loan agreements every six months as necessary to
maintain a capital structure consisting of 70 percent equity and 30 percent debt. However,
at no time will the total debt amount exceed $30,000,000.

C. Terms and Conditions of Financial Transactions.

8. The lender will be Liberty Utilities Co. (“Liberty Utilities™). Liberty Utilities
is an affiliate of Liberty Litchfield Park. The term sheet for the proposed debt financing is
attached hereto as Exhibit 2. Liberty Utilities will provide the subject financing at an
interest rate equal to the United States 10 Year Treasury bond rate plus 145 basis points.
The maturity date for the debt financing from Liberty Utilities shall be ten (10) years after
closing. Liberty Utilities will not earn a profit or return on loans made to Liberty
Litchfield Park under the authority sought in this Application.

D. Effects of Financial Transactions.

9. Liberty Litchfield Park’s pro forma balance sheet for the period ending
December 31, 2016 is attached as Exhibit 1. The pro forma balance sheet reflects the
impact of the debt infusion that is the subject of this Application. As noted above, the
Company’s pro forma capital structure will be 30 percent debt and 70 percent common
equity.

10.  The Company will have a Debt Service Coverage Ratio (“DSCR”) of 11.87
and a Times Interest Earned Ratio (“TIER™) of 9.43 if the maximum requested
indebtedness were incurred. The ratios will be higher as long as the amount of debt
incurred remains less than the maximum value requested. The DSCR and TIER
calculations, as shown on Exhibit 1, were calculated using the current US 10 Year
Treasury bond rate of 2.49 percent plus 145 basis points.

11.  The loan proceeds will be issued for lawful purposes, as discussed herein,

and the execution of loan agreements with Liberty Utilities and the undertaking of the




1 | obligations set forth therein are within the Company’s corporate powers. A Corporate
2 | Resolution authorizing the contemplated transaction is attached as Exhibit 3.
3 12.  Liberty Litchfield Park will file true and correct copies of all debt
4 | instruments issued with Docket Control within thirty (30) days from the date of issuance.
5 13.  The approvals sought herein are compatible with the public interest and with
6 | the proper performance of the Company’s duties as a public service corporation.
7 14.  The financing contemplated herein will not impair the Company’s ability to
8 | perform its duties as a public service corporation providing water and wastewater utility
9 | service.
10 15. Liberty Litchfield Park intends to request consolidation of this financing
11 | application with the Company’s rate applications filed on February 28, 2017. As such,
12 || Liberty Litchfield Park will seek permission to notify its customers of the rate and
13 | financing applications at the same time if consolidation is granted. Proof of publication
14 | and a true copy of the notice will be filed with the Commission as necessary.
15 Based on the foregoing, Liberty Litchfield Park respectfully requests the following:
16 A. That the Commission consider this Application at the same time and in the
17 | same proceedings as the Company’s rate applications;
18 B. That the Commission enter an order approving this Application and
19 | authorizing Liberty Litchfield Park to incur indebtedness in an amount not to exceed
20 | $30,000,000 for the purposes described above; and
21 C. That the Commission authorize Liberty Litchfield Park to take such other
22 | and further action as may be necessary to effectuate the purposes of this Application, as
23 | may be appropriate under the circumstances herein.
24
25
26
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RESPECTFULLY SUBMITTED this 17th day of March, 2017.

ORIGINAL and fifteen (15) copies
of the foregoing were delivered
this 17th day of March, 2017, to:

Docket Control

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, AZ 85007

By:__@.m%@L

SHAPIRO LAW I L 8

By:

Jay L. Shap, \

1819 E. Movten A\enue, Suite 280
Phoenix, AZ 85020
Jay(@shapslawaz.com

and

LIBERTY UTILITIES

Todd C. Wiley

General Counsel (Western Region)

12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

Todd. Wiley@LibertyUtilities.com

Attorneys for Liberty Utilities
(Litchfield Park Water & Sewer) Corp.
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Liberty Utilities (Litchfield Park Water & Sewer) Corp.
Balance Sheet

ASSETS
PLANT

Plant In Service
Non-Utility Plant
Construction Work in Progress
Property Held for Future Use
Less: Accumulated Depreciation
Net Plant

CURRENT ASSETS
Cash and Equivalents
Restricted Cash
Net Accounts Receivable
Inter-Company Receivable
Notes Receivable
Materials
Prepayments
Other Current Assets

Total Current Assets

OTHER ASSETS
Deferred Finance Costs
Other Deferred Debits
Other Non-Current Assets
Deferred Debits

TOTAL ASSETS

LIABILITIES AND STOCKHOLDER EQUITY

Year
Ended

12/31/20186

193,407,427

19,354,567
17,217
(51,411,507)

161,367,704

236,018
8,615,771
4,226,002
8,064,235

184,816
115,836

21,342,677

440,734

440,734

183,151,116

Stockholder's Equity
Long-Term Debt

CURRENT LIABILITIES
Accounts Payable
Current Portion of Long-Term Debt
Payables to Associated Companies
Security Deposits
Customer Meter Deposits, Current
Current Portion of AIAC
Accrued Taxes
Accrued Interest
Other Current Liabilities
Total Current Liabilities

DEFERRED CREDITS
Customer Meter Deposits, less current
Advances in Aid of Construction
Advances-in-Progress
Accumulated Deferred Income Taxes
Contributions In Aid of Construction
Accumulated Amortization
Contributions-in-Progress
Other Deferrred Credits
Total Deferred Credits

Total Liabilities & Common Equity

74,699,443

2,165

492 166

150,075

19,821,631

20,466,037

431,822
19,211,290
1,130,963
5,097,787
63,322,198
(10,589,447)
1,427,423
7,963,601

87,985,636

183,151,116
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Liberty Utilities (Litchfield Park Water & Sewer) Corp.
Income Statement

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues
Flat Rate Revenue
Measured Revenues
Other Sewer Revenues

Total Revenues

Operating Expenses
Salaries and Wages
Purchased Water
Purchased Wastewater Treatment
Sludge Removal
Purchased Power
Chemicals
Fuel for Power Production
Materials and Supplies
Office Supplies and Expense
Contractual Services - Professional
Contractual Services - Testing
Contractual Services - Other
Rents
Transportation
Insurance - General Liability
Regulatory Commission Expense
Miscellaneous
Depreciation
Deferred Asset Amortization
Taxes Other Than Income
Property Taxes
Income Tax

Total Operating Expenses

Operating Income

Other Income (Expense)
Interest and Dividend Income
AFUDC Income
Other Non-Utility Income
Interest Expense

Total Other Income (Expense)
Net Profit (Loss)

Assuming an interest only loan of $30.0 million.

Earnings Before Interrest, Taxes, and Depreciaion & Amortization (EBITDA)
Debt Service (Principal and Interest)

Debt Service Coverage Ratio (DSCR)

Earnings Before Interrest and Taxes (EBIT)
Interest
Times Interest Earned Ratio (TIER)

Assuming a 10-year amortizing loan of $30.0 million.

Earnings Before Interrest, Taxes, and Depreciaion & Amortization (EBITDA)
Debt Service (Principal and Interest)

Debt Service Coverage Ratio (DSCR)

Earnings Before Interrest and Taxes (EBIT)
Interest
Times Interest Earned Ratio (TIER)

Year
Ended
12/31/2016

$ 13,053,234

271,589
11,185,850
119,212
726,006

3 25,355,892

$ =
13,324
22,433
265,063
1,697,988
515,109
380
250,232
65,124
4,120,275
128,061
2,716,890
6,954
95,352
105,134
105,001
483,875
2,872,703
10,826

1,110,517

14,685,240

AR

10,770,652

(20,431)
398,758

(6,300)

372,028

enlen
&

&

11,142,679

14,026,208
1,182,000
11.87

1 7

11,142,679
1,182,000
9.43

©“ &

14,026,208
3,687,689
3.80

©& &

$ 11,142,679
$ 1,182,000
9.43
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Liberty Utilities (Litchfield Park Water & Sewer) Corp.

Statement of Cash Flows

Cash Flows from Operating Activities
Net Income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and Amortization
Depreciation and Amortization Adjustments
Changes in Certain Assets and Liabilities:
Accounts Receivable
Materials and Supplies Inventory
Prepaid Expenses
Deferred Debits/Credits
Receivables to Associated Co.
Accounts Payable
Interest Payable
Customer Meter and Security Deposits
Taxes Payable
Other assets and liabilities
Rounding
Net Cash Flow provided by Operating Activities
Cash Flow From Investing Activities:
Capital Expenditures
Plant Held for Future Use
Changes in Special Funds
Net Cash Flows from Investing Activities
Cash Flow From Financing Activities
Change in Restricted Cash
Proceeds from Long-Term Debt
Net receipt of contributions in aid of construction
Net receipts of advances in aid of construction
Repayments of Long-Term Debt
Distributions
Deferred Financing Costs
Paid in Capital
Net Cash Flows Provided by Financing Activities
Increase(decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

Year
Ended

12/31/2016

$

$

$ (29,248,595)

$

$

11,142,679
2,872,703
(936,337)
33,979
149,680
1,111,748
(4,532,994)
2,520
98,043

18,752,343
3

28,694,367

(29,248,595)

(785,291)

16,658,626
(15,185,427)

(2,032,862)

2,032,861
687,907
133,679
102,339

Page 3
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EXHIBIT 2



Liberty Utilities Co. to Liberty Utilities (Litchfield Park Water & Sewer) Corp. Term Sheet

Lender
Borrower
"Guarantor(s)
Type of Credit

Purpose

Loan Amount
Maturity Date
Collateral

Interest Rate

Repayment Terms

Prepayment

Indicative Covenants
Other Covenants

Expenses

Liberty Utilities Co.

Liberty Utilities (Litchfield Park Water & Sewer) Corp.
None

Term Loan

Any lawful purpose including, without limitation, achieving and maintaining
a capital structure with a preferred blend of debt and equity.

Maximum of US $30 million
Ten Years after Closing Date
None

Ten Year US Treasury plus 145 basis points. The rate shall be determined
using the Treasury rate applicable 15 business days before the closing date.

Interest payments shall be made monthly at the end of the applicable period.
[Given interest rates current at the time of application, the payment would be
approximately $98,500.] The principal balance shall be due and payable on or
before the maturity date.

Ten Year US Treasury plus 50 basis points make whole on early repayment.

Lender acknowledges, and the parties hereto agree, that the loan holder has
the right to maintain its investment in the loan free from repayment by Lender
and that the provision for payment of a make-whole amount by Lender in the
event that the loan is redeemed is intended to provide compensation for the
deprivation of such right under such circumstances.

“Make-whole amount” means, with respect to the loan, an amount equal to the
excess, if any, of the discounted value of the remaining scheduled payments
with respect to the called principal of such loan over the amount of such called
principal, provided that the make-whole amount may in no event be less than
zero.

Borrower shall maintain a debt to capital ratio of no more than 65%.
Standard and customary for transactions of this nature.
Borrower and Lender to incur their own reasonable out-of-pocket costs and

expenses incurred in connection with initiating and administering the loan,
including, but not limited to, closing, legal, and administrative costs.



EXHIBIT 3



LIBERTY UTILITIES (LITCHFIELD PARK WATER & SEWER) CORP.

STATEMENT OF UNANIMOUS WRITTEN CONSENT TO ACTION TAKEN IN LIEU
OF A SPECIAL MEETING OF THE BOARD OF DIRECTORS

March 16, 2017

In lieu of a special meeting of the Board of Directors of Liberty Utilities (Litchfield Park
Water & Sewer) Corp., an Arizona corporation (the “Corporation”), the undersigned, being all of
the duly elected directors of the Corporation (the “Board™), acting in accordance with the
authority contained in Arizona Revised Statutes §10-821, hereby adopt the following resolutions
as actions of the Board, with the same force and effect as if such resolutions had been duly
adopted at a meeting of the Board.

DEBT FINANCING

RESOLVED THAT the Corporation is authorized to apply to the Arizona Corporation
Commission seeking approval of the debt financing contemplated in the Corporation’s Financing
Application (“Application”) to be filed with the Arizona Corporation Commission, in an amount
necessary to rebalance and maintain the Corporation’s capital structure at 30 percent debt and 70
percent equity on the terms set forth on the Term Sheet attached as Exhibit A;

RESOLVED THAT upon Arizona Corporation Commission approval the Corporation
may obtain debt financing from Liberty Utilities Co. in an amount not to exceed $30,000,000, at
an interest rate equal to the 10-year U.S. Treasury rate as published on Bloomberg Financial
Markets 15 days prior to closing plus 145 basis points (at the time of this resolution, the
estimated interest rate is approximately 3.94%);

RESOLVED THAT the maturity date for the debt financing from Liberty Utilities Co.
shall be ten (10) years after closing date;

RESOLVED THAT that Liberty Utilities Co. will not earn a profit on such debt
financing to the Corporation as sought in the Financing Application;

RESOLVED THAT the Corporation is authorized to execute, prepare and submit all
proper filings and disclosures, and seek and obtain any and all necessary approvals in
connection with the processing of the Financing Application; and

FURTHER RESOLVED THAT any two officers of the Corporation be, and each of
them hereby is, authorized to sign such documents on behalf of the Corporation and to otherwise
carry out the purposes and intent of the foregoing resolutions.



IN WITNESS WHEREOQF, the undersigned, being all of the Directors of the
Corporation, have executed this Statement of Unanimous Written Consent as of the date first

written above.

WATER & SEWER) CORP,
‘./"— P

Neme! lan Robertson

Title:  Director

By: @m—\_,
Name: gory Sorensen

Title;  Director

LIBERTY UTLITIES (LITCHFIELD




EXHIBIT A



Liberty Utilities Co. to Liberty Utilities (Litchfield Park Water & Sewer) Corp. Term Sheet

Lender
Borrower
Guarantor(s)
Type of Credit

Purpose

Loan Amount
Maturity Date
Collateral

Interest Rate

Repayment Terms

Prepayment

Indicative Covenants

Other Covenants

Expenses

Liberty Utilities Co.

Liberty Utilities (Litchfield Park Water & Sewer) Corp.
None

Term Loan

Any lawful purpose including, without limitation, achieving and maintaining
a capital structure with a preferred blend of debt and equity.

Maximum of US $30 million
Ten Years after Closing Date
None

Ten Year US Treasury plus 145 basis points. The rate shall be determined
using the Treasury rate applicable 15 business days before the closing date.

Interest payments shall be made monthly at the end of the applicable period.
[Given interest rates current at the time of application, the payment would be
approximately 898,500.] The principal balance shall be due and payable on or
before the maturity date.

Ten Year US Treasury plus 50 basis points make whole on early repayment.

Lender acknowledges, and the parties hereto agree, that the loan holder has
the right to maintain its investment in the loan free from repayment by Lender
and that the provision for payment of a make-whole amount by Lender in the
event that the loan is redeemed is intended to provide compensation for the
deprivation of such right under such circumstances.

“Make-whole amount” means, with respect to the loan, an amount equal to the
excess, if any, of the discounted value of the remaining scheduled payments
with respect to the called principal of such loan over the amount of such called
principal, provided that the make-whole amount may in no event be less than
Zero.

Borrower shall maintain a debt to capital ratio of no more than 65%.
Standard and customary for transactions of this nature,
Borrower and Lender to incur their own reasonable out-of-pocket costs and

expenses incurred in connection with initiating and administering the loan,
including, but not limited to, closing, legal, and administrative costs.



