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Q. Please state your name and business address? 1 

A. My name is Peter Eichler. My business address is 2845 Bristol Circle, Oakville, 2 

Ontario L6H 7H7. 3 

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

A. I am employed by Liberty Utilities (Canada) Corp., which is the holding company 5 

for Liberty Utilities Co. (“Liberty Utilities”), a Delaware corporation. I am employed 6 

as the Director of Regulatory Strategy. 7 

Q. What are your principal responsibilities as Director of Regulatory Strategy?  8 

A.  I have overall responsibility for regulatory strategy, including compliance filings 9 

and rate cases, for Liberty Utilities. I am also responsible for maintaining 10 

regulatory outreach programs in the jurisdictions in which the companies owned 11 

by Liberty Utilities operate, including planning regular meetings with key 12 

regulatory personnel. 13 

Q. Please describe your professional and educational background? 14 

A. I have been employed by Liberty Utilities since September 2009. Prior to my 15 

employment at Liberty Utilities, I was employed by Hydro One Networks Inc., 16 

Ontario’s largest distribution and transmission utility, and Powerstream Inc., a 17 

local distribution company serving over 300,000 customers north of Toronto. My 18 

roles at these utilities included corporate finance, ratemaking and regulatory 19 

affairs. I am a designated accountant, having received the Certified Management 20 

Accountant designation in Canada. In addition, I hold a Master of Business 21 
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Administration degree from the University of Windsor in Ontario, Canada, as well 22 

as a Bachelor of Commerce degree with a specialization in finance from Ryerson 23 

University in Toronto, Canada. I also completed the National Association of 24 

Regulatory Utility Commissioners’ Utility School in November, 2009. 25 

Q. Have you testified before the Commission or other state public utility 26 

regulatory commissions? 27 

A. I have not testified before the Commission. However, I have testified previously 28 

before the Arizona Corporation Commission on several occasions in rate cases, 29 

with a particular focus on regulatory and finance issues. I have also testified 30 

before the New Hampshire Public Utilities Commission in an acquisition 31 

proceeding and before a Texas judicial panel on utility valuation for a 32 

condemnation proceeding 33 

Q. What are the purposes of your testimony? 34 

A. The purpose of my testimony is to discuss Liberty Utilities’ overall philosophy with 35 

regard to meeting its regulatory obligations and our plans to actively engage with 36 

our customers and the communities we serve; discuss the rate impact of the 37 

transaction; discuss Liberty Energy Midstates capital structure; summarize the 38 

regulatory approvals needed for the transaction; and provide an overview of 39 

Liberty Utilities’ affiliate relationships and the cost allocation methodologies used 40 

to apportion costs. 41 

Q. Are you sponsoring any other exhibits? 42 
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A. Yes. I am sponsoring the following exhibits: 43 

 Exhibit 2.1 – Liberty Water Footprint Calculator 44 

Overview of Regulatory Philosophy 45 

Q. Please provide an overview of Liberty Utilities’ regulatory philosophy? 46 

A. As Ian Robertson discusses more broadly in his testimony in Exhibit 1.0, our 47 

regulatory outreach program is a key part of Algonquin Power & Utilities Corp.’s 48 

(“Algonquin”) business model – specifically the “Integrate” component of the 49 

approach described by Ian Robertson and shown in Exhibit 1.1. The fundamental 50 

premise of the philosophy is to actively maintain open lines of communications 51 

with regulators and other stakeholders, ensure that Liberty Utilities is an 52 

outstanding member of the utility community, and act as a partner in furthering 53 

the programs and policies of regulatory bodies.  54 

Q. How does Liberty maintain open lines of communication with regulators 55 

and other stake holders? 56 

A. In addition to a general ongoing effort to keep regulators in each jurisdiction 57 

where we do business informed on matters of interest to them, we schedule 58 

regular meetings to provide updates on our operations, and elicit feedback on our 59 

performance. In those jurisdictions where ex parte rules permit, we include the 60 

commissioners themselves in this process. We have found that conducting 61 

meetings on a semi-annual or even quarterly basis helps to ensure that 62 

regulators have an opportunity to learn more about the issues that we encounter 63 
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in operating our business and delivering service to our customers, share 64 

feedback from our customers, learn more about issues that are important to the 65 

regulatory commissions, and respond quickly to matters of concern. These 66 

meetings also provide an opportunity to keep regulators apprised of changes in 67 

service or business processes that we are considering implementing. In 68 

particular, the meetings provide an excellent opportunity for commissions’ 69 

consumer affairs divisions to let us know how we are doing and enable us to 70 

further evaluate where we can make changes that benefit our customers. We 71 

very much want to encourage an open dialogue and an atmosphere of 72 

accessibility and responsiveness in our relationship with our customers and the 73 

regulators who oversee our operations. We plan to implement a similar process 74 

in Illinois from the outset to clearly signal our desire to place customer service 75 

and regulatory relations at the top of our list of priorities. 76 

Q. With utilities in different jurisdictions, how is Liberty Utilities able to 77 

interact with regulators and other stakeholders on a regular basis and in a 78 

meaningful way? 79 

A. Liberty Utilities believes in operating the utilities it owns with significant focus on 80 

local operations. Regulatory Affairs are no different. As in other areas, we have 81 

organized Regulatory Affairs along jurisdictional lines, with authority and control 82 

vested at the regional level. Thus, we establish and maintain regulatory 83 

relationships directly through our team at the regional level. We believe that the 84 

people who are best positioned to respond quickly to any questions and  to 85 

provide the latest, most meaningful information and updates should be the ones 86 
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who coordinate, oversee and conduct those meetings and, most important, they 87 

should be responsible for follow up on action items coming out of the meetings 88 

we have with Commission Staff. Because these are people who are running the 89 

utility and are familiar with the needs of local customers and the concerns of the 90 

regulators in their region, the meetings can focus on the most important issues at 91 

any given time and result in meaningful dialogue and prompt follow up on matters 92 

that have been identified for further action. 93 

 We believe these meetings will be of particular value early on in our relationship 94 

with the Commission and other stakeholders because an ownership change can 95 

provide an opportunity for customers and others to voice their desire for changes 96 

to existing operating practices and for us to accommodate those changes. In 97 

particular, Liberty Energy Midstates can and will adapt its practices to meet local 98 

needs. 99 

Q. Can you give an example of where Liberty Utilities has used feedback it 100 

received from regulatory stakeholders to improve its service offering? 101 

A. One example is the recent implementation of a “Footprint Calculator” that was 102 

developed by Liberty Water Co. (“Liberty Water”) in response to input received 103 

from regulators and legislators in a number of our jurisdictions who expressed a 104 

desire for utilities to focus on providing better customer information materials 105 

regarding conservation. In response to those concerns, we developed this tool to 106 

assist customers in estimating their water footprint, so they can compare their 107 

water usage to that of the community, state, or country, and enable them to 108 



Exhibit 2.0 
 

6 
 

change their consumption patterns. Today, that footprint calculator is front and 109 

center on Liberty Water’s website at www.libertywater.com (Ex. 2.1). Programs 110 

such as the water footprint calculator clearly demonstrate Liberty Utilities’ 111 

commitment to sustainability and our willingness to respond directly to concerns 112 

raised by state regulatory commissions and legislators.  113 

Q. You indicated that Liberty Energy Midstates will maintain contact with 114 

stakeholders beyond the Commission. What do you mean by that? 115 

A. We seek to communicate and stay in contact with our customers and the 116 

community in a number of ways. One hallmark of our approach to providing 117 

service is to have customer calls answered within the service area where 118 

possible and to maintain customer walk-in centers in a number of locations. 119 

Second, we conduct regular customer satisfaction surveys to track the 120 

effectiveness of our efforts to meet customers’ expectations and needs. We also 121 

conduct programs designed to integrate our employees more directly into the 122 

community. For example, Liberty Utilities has a program called Liberty Days that 123 

is designed to teach our customers about utility programs and conservation 124 

efforts. In addition, we encourage volunteerism among our employees at local 125 

events that our customers are likely to attend. In 2010, we participated in thirty-126 

one such community events, and the employees of our local utilities volunteered 127 

many hours of support for these events. In addition to giving back to the 128 

community, we also use these events as opportunities to speak with our 129 

customers, often distributing materials on conservation and other customer 130 

service related information.  131 
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Q. Can you give us some examples of the types of events you participate in? 132 

A. Yes. In the past year, Liberty Utilities personnel have participated in school based 133 

fundraisers and community holiday events for Christmas and Halloween, our 134 

employees have acted as “bell ringers” for the salvation army, and we held our 135 

own “Open House” events so our customers could visit our offices, learn about 136 

their utility company and the services available to them, and ask us questions 137 

about our operations.  138 

Q. Does Liberty Energy Midstates plan to be that active in Illinois? 139 

A. Absolutely. As I mentioned before, we believe these types of activities are key to 140 

the “integrate” portion of the business plan described by Ian Robertson in Exhibit 141 

1.0.To further support this key function, our organization will be structured so that 142 

a key member of our leadership team (specifically, the Government, Regulatory 143 

& Community Affairs function) for Liberty Energy Midstates will have 144 

responsibility for community support and relations in Illinois. 145 

Q. Please provide more detail about the responsibility of the senior leader in 146 

charge of Government, Regulatory & Community Affairs. 147 

A. The role will be based in the Midstates Utilities service territory and will report 148 

directly to the president. Our plan is to make this position one that will be a key 149 

part of our Senior Management Team for Liberty Energy Midstates. The role will 150 

be responsible for maintaining ongoing interactions with local officials and the 151 

business community to ensure we are meeting customer expectations and to 152 

work closely with all functions across our organization to ensure that we respond 153 
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promptly to any concerns that are raised and to facilitate our support for 154 

important state policies.  155 

Q. What about responsibility for regulatory filings? 156 

A. Regulatory filings will be primarily supported by the operational area that is 157 

related to the information included in the particular filing, with oversight from the 158 

Government, Regulatory & Community Affairs group. Liberty Utilities has 159 

traditionally ensured ongoing compliance with required regulatory filings by 160 

maintaining databases of those filings that include information such as the type of 161 

filings, regulatory jurisdiction, filing date, resource requirements, information 162 

requirements, etc. This way, the operational group to which a particular filing 163 

relates can provide the most relevant information required, while the 164 

Government, Regulatory and Community Affairs group can provide oversight and 165 

ensure that all filings conform to applicable requirements and are submitted with 166 

required deadlines.  167 

Q. Will Liberty Energy Midstates be subject to all applicable laws, regulations, 168 

rules, decisions and policies governing the regulation of Illinois public 169 

utilities? 170 

A. Yes. Upon the closing of the proposed transaction, Liberty Energy Midstates will 171 

become subject to all applicable laws, regulations, rules, decisions and policies 172 

governing the regulation of Illinois public utilities. There is nothing contained in 173 

this transaction that would diminish or otherwise adversely affect the ability of the 174 

Commission and Illinois law to regulate the Midstates Utilities in Illinois. Liberty 175 
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Energy Midstates is hopeful that its local focus will allow it to maintain excellent 176 

and close relations with the Commission. 177 

Capital Structure 178 

Q. Will Liberty Energy Midstates have the ability to raise necessary capital on 179 

reasonable terms or to maintain a reasonable capital structure? 180 

A. Yes. The proposed reorganization will not significantly impair Midstates Utilities’ 181 

ability to raise necessary capital on reasonable terms or to maintain a reasonable 182 

capital structure. Liberty Energy Midstates plans to use a reasonable and prudent 183 

capital structure with a 45/55 debt/equity ratio. This is consistent with previous 184 

Commission decisions and industry norms. Liberty Energy Midstates will be able 185 

to access the capital markets on its own or through its corporate structure – as a 186 

publicly listed corporation, Liberty Energy Midstates' parent Algonquin is readily 187 

able to access the capital markets on reasonable terms. By maintaining a strong 188 

balance sheet for Liberty Energy Midstates, as is our plan, we should be able to 189 

ensure that its ability to access the capital markets is not impaired.  Moreover, 190 

given Algonquin’s strong balance sheet and excellent credit rating, we have 191 

sufficient and ready access to equity and debt capital when needed and can use 192 

that access to meet the on-going capital requirements of Liberty Energy 193 

Midstates. 194 

We recently completed the credit rating process for our California utility and obtained a 195 

BBB (flat) investment grade credit rating. We intend to maintain investment grade 196 

status for the Midstates Utilities to insure ready access to capital on reasonable 197 
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terms. The fifty-five percent (55%) equity component of Liberty Energy Midstates 198 

initial capital structure underscores Algonquin’s strong commitment to ensure 199 

ready access to the capital markets. 200 

Q. Please describe what issuances of debt and equity Liberty Energy 201 

Midstates is requesting approval under Section 6-102? 202 

A. We estimate based on the purchase price of approximately $124 million that 203 

Liberty Energy Midstates will issue a minimum of $68 million of its common stock 204 

to its parent, Liberty Energy in respect to its initial equity capitalization. Based on 205 

the purchase price, Liberty Energy Midstates estimates that it would borrow a 206 

minimum of approximately $56 million in long term debt in respect of its initial 207 

debt capitalization. This debt will likely be in the form of privately placed secured 208 

notes. In addition, Liberty Energy Midstates will likely maintain a revolving short-209 

term credit facility for working capital requirements as part of its operations. 210 

 The initial capitalization requirements that I have just described may change 211 

based on the purchase price adjustments set forth in the Purchase Agreement. 212 

While amount of equity and debt issued may change, Liberty Energy Midstates 213 

would not expect to materially change from its proposed initial capitalization debt 214 

to equity ratio of 45/55. The strong equity component demonstrates Algonquin’s 215 

commitment to ensuring Liberty Energy Midstates’ ready access to the capital 216 

markets and underscores its substantial investment in the Midstates Utilities. 217 

The terms of the secured long term notes will also vary depending on market 218 

conditions in effect at the time of issuance. It is likely that Liberty Energy 219 
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Midstates will issue multiple series of notes with different maturity dates and 220 

interest rates ranging from fifteen to thirty years. The notes will be secured by a 221 

pledge of all of Liberty Energy Midstates' assets. We will keep the Commission 222 

informed regarding the amount of Liberty Energy Midstates’ expected equity 223 

capitalization and the amount and terms of its expected debt issuance 224 

Q. Why is Liberty Energy Midstates unable to provide the exact amount of the 225 

issuances at this time? 226 

A. Liberty Energy Midstates believes that allowing it flexibility to adapt its borrowings 227 

to market conditions in place nearer in time to the closing will improve its ability to 228 

obtain the most reasonable terms for the debt. Therefore we respectfully request 229 

that the Commission allow Liberty Energy Midstates the authority to issue the 230 

debt in amounts up to those to be requested in later filings or testimony on terms 231 

consistent with those indicated to the Commission herein and in later filings or 232 

testimony. Of course, we would ensure that the debt comply with any conditions 233 

set forth by the Commission in such an approval. 234 

Q. Please describe any fees owed under Section 6-108? 235 

A. Liberty Energy Midstates will pay fees as required under section 6-108 at a rate 236 

of 24 cents ($.24) per one hundred dollars ($100) of the principal amount of long 237 

term secured debt authorized by the Commission for the proportion attributable 238 

to Illinois (determined by the net gas plant allocated to Illinois divided by Liberty 239 

Energy Midstates’ total net utility plant). Liberty Energy Midstates will pay fees 240 

under section 6-108 based at rate of twelve cents ($.12) per one hundred dollars 241 
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($100) of the par or stated value of common stock authorized by the Commission 242 

for the proportion attributable to Illinois (determined by the net gas plant allocated 243 

to Illinois divided by Liberty Energy Midstates’ total net utility plant). Liberty 244 

Energy Midstates will provide a calculation for the fees payable on these 245 

issuances pursuant to section 6-108 when more information regarding the 246 

amounts to be issued is known.  247 

Q. Will Liberty Energy Midstates’ capital structure meet the requirements of 248 

Section 6-103? 249 

A. Yes. Liberty Energy Midstates anticipates its capitalization will not exceed the fair 250 

value of the property involved, pursuant to Section 6-103.  251 

Rate Filings 252 

Q. Does Liberty Energy Midstates plan to include an acquisition premium as 253 

part of the rate base or charge transaction costs to ratepayers. 254 

A. No. Liberty Energy Midstates is not seeking any determination to include an 255 

acquisition premium as part of the rate base, and does not intend to charge the 256 

transaction costs incurred in the acquisition to its customers. However, under any 257 

circumstances it is reasonable to assume that a rate case would be filed by the 258 

Midstates Utilities in Illinois at some point in the near future, since the last rate 259 

case was filed over a decade ago.  See United Cities Gas Co., Docket No. 00-260 

0228 (Ill. Comm. Comm’n Oct. 18, 2000). If Liberty Energy Midstates files for an 261 

increase in rates, however, it would not be an increase resulting from this 262 

transaction. 263 
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Q. Is the proposed asset purchase likely to result in any adverse rate impacts 264 

on retail customers?  265 

A. The proposed reorganization is not likely to result in any adverse rate impacts on 266 

retail customers. As stated above, although any utility that has not filed a rate 267 

case for more than ten years is likely, in current circumstances, to see an 268 

increase in rates, Liberty Energy Midstates does not believe that any increases 269 

will occur as a result of this transaction. Liberty Energy Midstates is not aware of 270 

any reason why it would cost Liberty Energy Midstates more to operate the 271 

Midstates Utilities than its current cost structure indicates. 272 

Q. Will the proposed asset purchase result in any savings and if so how will 273 

those savings be allocated? 274 

A. Just as Liberty Energy Midstates does not anticipate any cost increases resulting 275 

from the transaction, we also do not anticipate any savings resulting from the 276 

transaction. We are not aware of any reason why it would be more or less costly 277 

for us to operate the Midstates Utilities than its current cost structure indicates. 278 

We have, however, highlighted operational benefits that we deem likely to result 279 

from the proposed transaction, which are further discussed in the Direct 280 

Testimony of David Pasieka in Exhibit 3.0 281 

Q. What effect will the asset purchase have on competition in the markets 282 

over which the Commission has jurisdiction? 283 

A. The proposed reorganization is not likely to have a significant adverse effect on 284 

competition in those markets over which the Commission has jurisdiction. There 285 
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is no competitive overlap between Liberty Energy Midstates and the Midstates 286 

Utilities, and therefore there is no effect on competition in any Illinois market. The 287 

Joint Applicants are required to seek antitrust review by federal antitrust 288 

authorities pursuant to the Hart-Scott-Rodino act and are in the process of doing 289 

so. The parties do not anticipate any adverse findings.  290 

Q. Will Liberty Energy Midstates file tariffs in accordance with Section 9-102 291 

and 9-201?  292 

A. Liberty Energy Midstates requests the Commission approval to continue 293 

providing all services currently provided by the Midstates Utilities at the rates, 294 

and in accordance with the rules, regulations and terms and conditions of service 295 

that are currently in place for the Midstates Utilities service area, and to adopt the 296 

tariffs of Atmos setting forth such the rates, rules, regulations and terms and 297 

conditions of service, immediately upon the closing of the Purchase Agreement. 298 

Rather than Liberty Energy Midstates’ replicating the tariffs of Atmos and 299 

identifying them as tariffs of Liberty Energy Midstates, applicants request the 300 

Commission waive the refilling of the tariffs, and consent to the instantaneous 301 

transfer of their identity as Liberty Energy Midstates’ tariffs, at the moment the 302 

transaction is effective. Liberty Energy Midstates is aware of the Commission 303 

previously allowing tariffs to be adopted without new filing of tariffs in the 304 

reorganization in Docket No. 00-0261. See Interstate Power Company, Docket 305 

No. 00-0261 (Ill. Comm. Comm’n May 23, 2001). As was the case in Docket 00-306 

0261, it would be more efficient from an administrative sense to allow Liberty 307 

Energy Midstates to adopt the current tariffs of Atmos, rather than re-filing 308 
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identical tariffs with the exception of name. Since the tariffs will be identical 309 

except for the change in name, Liberty Energy Midstates requests that the 310 

Commission exercise its authority under Section 9-201 to waive the 45-day 311 

notice requirement for the filing of tariffs to assist with an orderly post-acquisition 312 

transition. 313 

Other Regulatory Approvals 314 

Q. Is Liberty Energy Midstates requesting the approval of any transfer of 315 

Certificates of Public Convenience and Necessity? 316 

A. Yes. Atmos holds numerous Certificates issued pursuant to section 8-406. 220 317 

ILCS 5/8-406. Upon closing of the Transaction, Atmos will no longer provide 318 

public utility service in Illinois. Liberty Energy Midstates will continue all of the 319 

Midstates Utilities natural gas distribution service in the area presently served by 320 

Atmos, without interruption. Liberty Energy Midstates has the managerial, 321 

technical, and financial qualifications to provide reliable and efficient natural gas 322 

service in Atmos’ existing service area. Subject to Commission approval, Atmos 323 

plans to transfer all of the Certificates of Public Convenience and Necessity 324 

(“Certificates”) it holds in Illinois to Liberty Energy Midstates pursuant to sections 325 

7-203 and 8-406. We request that Commission, upon finding that the conditions 326 

exist for approval of the Transaction pursuant to sections 7-102 and 7-204, also 327 

authorize the transfer to Liberty Energy Midstates of all of the Certificates granted 328 

to Atmos or its predecessors pursuant to sections 7-203 329 



Exhibit 2.0 
 

16 
 

Q. Please describe why Liberty Energy Midstates is requesting a waiver of its 330 

obligation to keep books and records in Illinois? 331 

A. Liberty Energy Midstates is requesting approval under Section 5-106 of the Act to 332 

maintain its books and records outside of Illinois. Digital copies of all books and 333 

records will be available in Illinois and at the Commission’s request hard copies 334 

will be made available in Illinois as well. However, certain original source paper 335 

documents may be more efficiently maintained in other locations. To the extent 336 

the Commission requires these original source documents that will be kept 337 

outside Illinois, Liberty Energy Midstates acknowledges that it will be liable for, 338 

and upon proper invoice from the Commission will promptly reimburse for 339 

reasonable costs and expenses associated with the audit or inspection of any 340 

books, accounts, papers, records and memoranda kept outside of the State, all 341 

as required by Section 5-106 of the Act. 342 

Q.  Does Liberty Energy Midstates expect to enter into any affiliate contracts? 343 

A. Yes. The Midstates Utilities currently obtain numerous services from Atmos 344 

operations not being transferred to Liberty Energy Midstates pursuant to the 345 

Purchase Agreement. This includes services provided by Atmos headquarters 346 

and regional personnel as well as Atmos affiliated interests. Examples of these 347 

services include customer service, gas supply, legal, regulatory, information 348 

technology and financial administration.  Atmos currently provides these services 349 

to the Midstates Utilities pursuant to intracorporate arrangements with costs 350 

allocated pursuant to the Commission’s rules and Atmos’ cost allocation manual, 351 
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or pursuant to affiliated interest contracts approved by the Commission or 352 

otherwise permitted under applicable law. Following the closing of the 353 

transactions contemplated by the Purchase Agreement, the Midstates Utilities will 354 

continue to require these types of services. The cost of those services will be 355 

charged to the utilities consistent with the costs allocation methodology that I will 356 

later describe in my testimony. Accordingly, Liberty Utilities seeks to put in place 357 

an Affiliate Services Agreement substantially similar to that in place for Atmos. 358 

 At this time, Liberty Energy Midstates does not anticipate that it will seek 359 

approval for any other post-closing affiliated interest transactions. 360 

Q. Please describe why approval of the Affiliated Services Agreement is in the 361 

public interest? 362 

A. The proposed Affiliate Services Agreement will provide for the continued receipt 363 

by the Midstates Utilities of the services currently provided by Atmos affiliates or 364 

through intracorporate arrangements which will continue to be needed  for the 365 

provision of reliable and cost efficient gas service to Illinois rate payers. In Docket 366 

04-0405, the Commission approved a similar Affiliate Services Agreement 367 

between Atmos and several of its affiliated interests. This arrangement provided 368 

for the provision of services from an affiliated interest to the utility, set forth 369 

methodologies for determining the allocation of costs with respect to those 370 

transactions, and created a framework for the record-keeping and reporting that 371 

the Commission found to be in the public interest. The Applicants believe the 372 
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Midstates Utilities, their customers, and the Commission would benefit from 373 

continuing this framework.  374 

Q. Can you provide a brief overview of what the shared services will be? 375 

A. Yes. These services will include strategic management, access to capital, and 376 

financial control services that Algonquin will provide, as well as  some corporate 377 

accounting, human resources, information technology, rates, regulatory affairs, 378 

environmental health, safety, security, and utility planning services that will be 379 

provided by Liberty Utilities. The complete Affiliated Services Agreement may be 380 

found in Exhibit F to the Application. 381 

Q. How is the proposed Affiliate Services Agreement different from that in 382 

place for Atmos? 383 

A. The structure of the agreements are very similar. However, the Liberty Energy 384 

Midstates agreement substitutes its own Cost Allocation Manual to replace the 385 

cost allocations required under the Atmos agreement. The current version of the 386 

Cost Allocation Manual was submitted as an exhibit to the parties’ application in 387 

this docket and is also an attachment to the Affiliate Services Agreement. The 388 

manual will be revised to reflect the addition of the Liberty Energy Midstates 389 

utilities prior to the closing. 390 

The Cost Allocation Manual was prepared in accordance and conformance with 391 

the NARUC Guidelines for Cost Allocations and Affiliate Transactions. It is 392 

intended to comply with all applicable law including the Public Utilities Act and the 393 

Commission’s rules. The founding principles of the Cost Allocation Manual are to 394 
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(a) directly charge as much as possible to the entity that procures any specific 395 

service, and (b) to ensure that inappropriate subsidization of unregulated 396 

activities by regulated activities and vice versa does not occur. We anticipate 397 

working with the Commission’s Director of Accounting to ensure that our Cost 398 

Allocation Manual is acceptable pursuant to Section 506.20 of the Commission’s 399 

rules. Any changes to the Cost Allocation Manual will likewise be made only in 400 

accordance with applicable Commission requirements. 401 

Cost Allocations 402 

Q. Will the asset purchase result in unjustified subsidization of non-utility 403 

activities?  404 

A. No. Liberty Energy Midstates will observe all protections and requirements 405 

applicable to it under the Public Utilities Act.  To the extent that Liberty Energy 406 

Midstates engages in non-utility activities, it will maintain its books and records in 407 

such a manner as to fairly allocate utility and non-utility activities, and allow the 408 

Commission to identify those costs that are properly included for ratemaking 409 

purposes. In addition, Liberty Energy Midstates has requested that the 410 

Commission approve an Affiliate Services Agreement (available Exhibit F to the 411 

Application) similar to that in place today for Atmos. If approved, this will  412 

maintain a structure that the Commission has approved. The Commission may 413 

also consider that Liberty Energy Midstates’ philosophy of providing more 414 

services at a local level may simplify the analysis of these services. 415 
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Q. Will costs and facilities be fairly and reasonably allocated between utility 416 

and non-utility activities in such a manner that the Commission may 417 

identify those costs and facilities which are properly included by Liberty 418 

Energy Midstates for ratemaking purposes? 419 

A. Yes. Costs and facilities  will be fairly and reasonably allocated between utility 420 

and non-utility activities in such a manner that Commission may identify those 421 

costs and facilities which are properly included by Midstates Utilities for 422 

ratemaking purposes. Liberty Energy Midstates will maintain its books and 423 

records in full compliance with Part 506 and will record transactions in the proper 424 

accounts according to Part 505. The Commission may also consider that the 425 

smaller region served by Liberty Energy Midstates may simplify the 426 

Commission’s oversight of these activities. The cost allocation process is 427 

discussed in further detail below.  428 

Q. Please discuss the process Algonquin and Liberty Utilities uses for cost 429 

allocation purposes? 430 

A. Algonquin and its subsidiaries operate as part of a shared services model under 431 

which certain services provided at the corporate level, either by Algonquin itself 432 

or by Liberty Utilities, are charged to Algonquin affiliates based on either a direct 433 

charge or a defined cost allocation methodology. The majority of costs are based 434 

on direct charges because they reflect labor costs for particular service. Direct 435 

charges for labor are based on time sheets that are kept for all management 436 

employees to reflect the specific entity for which they are performing services at 437 
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any given time and the project they are working on. By utilizing direct charges 438 

whenever feasible, the shared services model has a significant level of 439 

transparency (and simplicity) that enables regulators to readily determine the 440 

costs attributable to parent level or affiliate services and whether those costs are 441 

appropriate.  442 

Q. Can you provide a high level overview of what costs will be allocated? 443 

A. Yes. The cost allocations can be categorized into three distinct areas: 444 

• Central Office Costs – These costs relate to the strategic management, 445 

access to capital, and internal controls provided by Algonquin to all of its 446 

subsidiaries, including Liberty Energy Midstates. These allocations are 447 

non-labor based. 448 

• Liberty Utilities costs – These costs relate to the administration of the 449 

utilities group using a shared services model. Allocated costs include labor 450 

for services such as accounting and information technology services. 451 

• Liberty Energy Midstates: Examples of shared resources for which 452 

allocations may be used include human resources, finance, regulatory 453 

affairs and environmental, health, safety, and security. 454 

Q. What costs are allocated, rather than being directly charged, and how is 455 

that cost allocation determined? 456 

A. Algonquin and its affiliates have a cost allocation manual (see Exhibit I to the 457 

Application) that sets forth a cost allocation methodology to be used by all 458 

Algonquin entities, based largely on the guidelines established by the National 459 
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Association of Regulatory Utility Commissioners. Under the methodology set 460 

forth in the manual, allocated costs generally fit into four major categories: (1) 461 

Strategic Management; (2) Capital Access; (3) Financial Controls; and (4) 462 

Administrative. Strategic Management includes costs related to professional 463 

services (e.g. general legal costs). Capital Access includes items such as fees to 464 

be listed on the Toronto Stock Exchange, shareholder communications expense, 465 

and other expenses associated with Algonquin’s being a publicly traded company 466 

and other costs associated with accessing the capital markets. Financial Controls 467 

includes costs related to tax services, tax planning, parent level audits, and 468 

Algonquin’s Board of Directors. Administrative encompasses costs such as rent, 469 

depreciation expense for office equipment, and other office costs.  470 

Q. For those costs that are allocated, rather than directly charged, how does 471 

Algonquin determine the portion to allocate to each of its subsidiaries? 472 

A. Algonquin’s cost allocation methodology is based on several factors – EBITDA, 473 

revenues, plant in service, employees, square footage, and expenses. Where 474 

one of these factors is the principal cost driver, it is used exclusively to allocate 475 

costs among Algonquin’s subsidiaries – Algonquin Power Co., Liberty Water, and 476 

Liberty Energy. Where a single cost driver cannot be identified, four factors 477 

EBITDA, revenues, plant in service, and expenses are averaged to determine the 478 

proper cost allocation. Costs that are allocated to Liberty Water or Liberty Energy 479 

are then further allocated to their respective subsidiaries based on a mix of four 480 

factors including plant in service, customer count, labor costs, and other 481 
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expenses. In addition, there are certain costs for services performed by Liberty 482 

Utilities, rather than Algonquin, that must be charged to the appropriate entities. 483 

Q. How are costs for services that are performed by Liberty Utilities charged? 484 

A. Those costs mostly relate to labor, which generally can be directly charged. 485 

Certain of the services benefit Algonquin itself, and therefore they are directly 486 

charged to Algonquin. However, the majority of the costs and related services 487 

benefit Liberty Water and Liberty Energy and their subsidiaries. These costs are 488 

directly charged either to Liberty Water or Liberty Energy, as appropriate, and in 489 

turn, are allocated to each operating company based on a weighted average of 490 

four different factors – rate base, total customers, non-labor expenses, and labor. 491 

Where costs cannot be attributed either to Liberty Water or Liberty Energy, they 492 

are divided using the four factor methodology described above. Also non-labor 493 

costs are allocated using a four factor methodology. 494 

Q. How will the cost allocation methodology work for Liberty Energy 495 

Midstates? 496 

A. Liberty Energy Midstates will use the same allocation principles as all of our other 497 

utilities, which means direct charging as much as possible, and using the cost 498 

allocation drivers discussed in the cost allocation manual provided in Exhibit I to 499 

the Application.   500 

Q. Does that conclude your testimony? 501 

A. Yes. 502 


