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| Citizens Utilities Company
| Direct Testimony of Robert L. O'Brien
| Docket No. W-1032A-97-0599 et. al.

Villages at Desert Mills

| Q.  Please state your name and business address.

| A. My name is Robert L. O'Brien, my business address is 3 High Ridge Park,
- Stamford, Connecticut, 06905.

Q | Are ysais the same Robert O'Brien who submitted testimony previously in

this proceeding?

A Yes,lam.

i Q. | - What is the purpose of ‘yaur testimony at this time?

- A. 1 will update the Arizona Corporation Commission ("Commission”) on the

| '

status of the discussions that have occurred between Citizens Utilities

- Company (“Citizens” or “Company”), the Commission Staff ("Staff”) and

the Residential Utility Consumers Office ("RUCO").

Please describe your understanding of the status of those discussions.

A.  Based on our most recent discussions, the Company and Staff have

reached agreement on the two remaining differences, the monthly
service rate for water and wastewater service to be charged to
residential customers with a 5/8” x 3/4” meter and the Company’s
request to amortize one-half of the line extension agreement ("LXA")

bétween the builders at the Villages of Desert Hills ("Villages”) and the
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1 Q. Has RUCO also agreed with the proposed resolution of the two remaining

A.  RUCO, as I understand it at this time, is in agreement with the monthly

N oW n

Q.  Please describe the proposed resolution of the issue regarding the

A.  The Company, Staff and RUCO have agreed, for purposes of establishing

Direct Testimony of Robert L. O’Brien

distribution and collection company, Citizens Water Services Company of

Arizona ("DistCo").

issues between the Company and the Staff?

| rate to be charged for water and wastewater services. I do not know
~ RUCO's position on the Company’s request to amortize one-half of the

LXA amounts.

monthly rate for water and wastewater service,

initial rates, that the monthiy charge for a residential customer with a
‘5/8” x 3/4” meter wouid be $16.00 for water service and $16.00 for
wastewater service. In addition to the monthly charge, the initial rates
would include usage charges of $2.00 per thousand galions of water
usage for water service and treatment charges of $2.00 per thousand
galions of water usage for the first 7,000 gallons for wastewater service.
The estimated monthly charge for the average residential customer with

a 5/8” x 3/4” meter would be $70.00.

-2 -
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Were there any other differences between the parties on any other rate
or charge to residential or commercial customers of DistCo?
No. The Company, Staff and RUCO agreed on all of the remaining

charges to the residential and commercial customers of DistCo.

Does the agreement on the $70.00 monthly charge to the éverage

residential customer have any impact on the payments to be received

“from the builders at the Villages?

Yes, it does. The capacity reservation charge ("CRC") to be paid by the

bullders to the treatment company, Citizens Water Resources Company

| of Arizona ("TreatCo”), will increase by $180 to a total of $1,530 per
.' equivalent residential unit ("ERU"). This increase will replace the

_revenues lost from the reduction of the average residential charges from

$78.00 per month to $70.00 per month.

Has the CRC changed from the» initial application filed by the Company in
this proceeding?

Yes, it has. The initial application included many provisions that have
been changed during the course of discussions with Staff and RUCO in
this proceeding. The CRC, initially set at $1,000 per ERU and increasing

in future years to recover the deferred depreciation charges under the
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1 procedure included in the application, was increased to reflect the fact
2 that depreciation would not be deferred. This was the main element that
3 enabled the parties to retain the monthly charge for the average
4 residential customer at $70.00.
5 ﬁ
(3 Q. Is the Company still requesting the approval of the amortization of one-
7 Eé haif of the LXA amounts from the builders to DistCo at the inception of
8]  thelxA?
9 Ia No. As part of its agreement with the Staff establishing an initial monthly
10 1 charge of $70.00 for a residential customer, the Company has agreed to
11 wizhdraw its request for the amortization of one-half of the LXA’s
12 received by DistCo from the builders at the Villages.
13 |
14 Q What is your understanding of RUCOs position of amortization of LXA’s?
15 A.  RUCO did not take a position with respect to the Company’s request to
16 ‘ amortize DistCo’s LXAs.
.
18 ‘ Q. t‘)oé.s the Company’s agreement to remove its requested amortization of
19 DistCo’s LXAs have an impact on the $70.00 average monthly charge to
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residential customer or the CRC to be paid by the builders resulting from

the initial rates in this proceeding?

| A, No, it does not.

Q. What is the result of the Company’s agreement to withdraw its request

for amortization of the LXAs?

| A, The agreement not to amortize while holding the monthly charges and

CRC constant will result in lower earnings for the Company during the
period that the initial rates are in effect. This will be changed during the
first rate case when the depreciation on the LXA plant is included in

setting rates at that time.

Q. - Have you prepared a schedule showing the impact of the final agreement

in this proceeding?

A. Yes, | have, Itis included as Schedule A attached to this testimony.

Please describe Schedule A.
A. = Schedule A consists of three pages. Page 1 shows five-year projected
data for DistCo and TreatCo combined. Page 2 shows five-year projected

data for DistCo and page 3 shows five-year data for TreatCo. Each page
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shows the revenues, expenses, rate base and earnings projected for the

five-year period 1999 through 2003.

‘Why is the five-year period used for this presentation?

» A. The parties héve agreed that the first rate case following the

 establishment of initial rates for DistCo and TreatCo will use a test year
of 2003 or the first year that the DistCo has 3,500 customers, whichever
i‘s earlier. For example, if DistCo has 3,500 customers by December 31,
2002, the Company will file a rate case for DistCo and for TreatCo using

- 2002 as the test year. If 3,500 customers are not attained by DistCo
untit 2004 or later, the Company will file a rate case for DistCo and for

TreatCo using a test year of 2003.

} ‘ Q.  Please describe the projections for the combined companies shown on

Schedule A, page 1.

A. Line 1 shows revenues for DistCo from line 4 on page 2, and line 2 shows
the revenues for TreatCo from page 3, line 4. Expenses, shown on lines
5 through 10 and Rate Base elements on lines 12 through 18 are the
combination of the same categories for DistCo and TreatCo. The

q calculation of the Annual Return on line 19 is the projected overall earned
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rate of return on original cost rate base for both companies for each

year, with the total for all five years shown on line 20.

Please describe Schedule A, page 2.

- Page 2 shows the same information for DistCo. The revenues shown on

lines 1 and 2 are the result of using the rates agreed upon by the

Company, Staff and RUCO, which includes the $16.00 per month as the

~ base charge for water service and $16.00 per month as the base charge

for wastewater service for residential customers with a 5/8” x 3/4”
service line and meter. The total estimated monthly bill for the average

residential customer included in this revenue prcjection is $70.00.

Please describe Schedule A, page 3.

Page 3 shows the séme information as page 2, for TreatCo. The
revenues for TreatCo include the charges to DistCo for the treatment of
raw water and the treatment and disposal of sewage on line 1. Line 2
shows the revenues from the CRC payments made by the builders at a
rate of $1,530 per ERU. Other revenues reflect charges for irrigation of

golf courses.
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The annual return amounts on line 19 of each of the pages show wide
variations for each of the years, is that an unusual result when setting
initial rates for a utility?

It is a normal result in establishing initial rates. As can be seen by
looking at page 1, the actual rate base in the first year is negative, as is
the operating income. This results in a mathematical return which is

meaningless.

Why have you used a five-year period for establishing the initial rates?

- We believe that it will take several years before the utilities will achieve

sufficient growth to enable a meaningful assessment of its operations and

activities.

Have Staff and RUCO concurred in this position?
Yes, they have. As stated earlier, the parties have agreed that the
Company will file its initial rate case using a test year of 2003, or earlier

in the event that DistCo has attained a total of 3,500 customers.

Please summarize what the Company is requesting at this time.
The Company is requesting that the Commission approve initial rates as

agreed to with Staff and RUCO, including establishing initial rates for a

-8 -
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residential customer with a 5/8” x 3/4 " meter of $16.00 per month
charge for water service and a $16.00 monthly charge for wastewater
service plus a charge for water treatment at $2.00 per thousand gallons
of usage and a charge for wastewater collection and treatment at $2.00
per thousand gallons of water usage up to a maximum of 7,000 galions.
Theéé charges result in @ monthly bill in the amount of $70.00 for the
average residential customer using 12,000 gallons of water per month. {
$16.00 + $16.00 + $24.00 (12m gallons * $2.00/m galion) + $14.00

(7m gailons * $2.00/m galion)].

In addition, the Company requests that the Commission approve the CRC
at a rate of $1,530 per ERU to be charged by TreatCo to the builders at

the.'\iiiv!ages.

Q. Does this conclude your testimony at this time?
A

Yes, it does.
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