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I. WITNESS INTRODUCTION 6 

Q1. Please state your name and business address. 7 

A. My name is Tyler T. Bernsen.  My business address is 727 Craig Road, St. 8 

Louis, Missouri 63141. 9 

Q2. Are you the same Tyler T. Bernsen who previously filed testimony in this 10 

proceeding? 11 

A. Yes I am. 12 

II. PURPOSE OF SURREBUTTAL TESTIMONY 13 

Q3. What is the purpose of your surrebuttal testimony? 14 

A. The purpose of my surrebuttal testimony is to respond to the rebuttal testimony of 15 

Staff witness Larry H. Wilcox and AG witness Ralph Smith. 16 

III. RESPONSE TO STAFF WITNESS WILCOX 17 

Q4. On page 4 of his rebuttal testimony, Mr. Wilcox proposes an “adjustment 18 

that limits the recovery of the unamortized rate case expense from Docket 19 

No. 07-0507 to the amount the Commission approved in that case.”  Do you 20 

agree with his recommendation? 21 

A. No, I do not. 22 

Q5. Please explain. 23 

A. IAWC is proposing recovery of costs associated with a Commission-ordered 24 

Municipal Rate Study (“Study”).  As I discussed in my rebuttal, the Commission’s 25 

order in Docket 05-0681 required that IAWC present evidence regarding the 26 
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comparability of municipal rates to its own, and as a result the Study was 27 

submitted in Docket 07-0507.  Owing to the unique nature of the Study, its cost 28 

was difficult to predict at the time the Company filed Docket 07-0507.  As the final 29 

order in Docket 07-0507 shows, the issue of the comparability of municipal rates 30 

was extensively litigated in that case.  As a result, the cost of the Study was 31 

higher than anticipated.  Moreover, as Mr. Uffelman’s rebuttal testimony makes 32 

clear, the issue of municipal rate comparisons addressed by the Study is again 33 

an issue in this proceeding.  Because the Study is again relevant to this 34 

proceeding, it is appropriate to recover the full cost of the Study (just as it would 35 

be appropriate to recover the full cost of the Study if it had been presented for the 36 

first time in this proceeding). 37 

Q6. What is Mr. Wilcox’s rebuttal position on his Insurance Other Than Group 38 

Adjustment? 39 

A. He has withdrawn his adjustment. 40 

IV. RESPONSE TO AG WITNESS SMITH 41 

Q7. Mr. Smith also argues that IAWC’s additional cost for that Study beyond 42 

the amount allowed in Docket No. 07-0507 should be rejected.  How do you 43 

respond? 44 

A. As I explained above and in my rebuttal testimony, it is appropriate to recover the 45 

actual cost of the Study due to the fact that its cost was difficult to predict in 46 

Docket 07-0507 and because the topics it addresses continue to be at issue in 47 

this proceed. 48 
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Q8. Mr. Smith asserts on page 35 that “Commission-approved unamortized 49 

amounts having a remaining amortization period of 39 months as of April 50 

30, 2010 [should] continue to be amortized using that previously approved 51 

amortization period.”  How do you respond? 52 

A. I believe that while a 39 month amortization period is consistent with the 53 

approved amortization period, the 36 month amortization period proposed by the 54 

Company is not unreasonable given the small variation in months.  The use of a 55 

36 month amortization period would allow the amount to be amortized over 56 

exactly 3 years. 57 

Q9. Mr. Smith states on page 35 that “Commission-approved unamortized 58 

amounts having a remaining amortization period of 15 months as of April 59 

30, 2010 be amortized over the same amortization period that is applied to 60 

the Company’s expense for the current rate case”  How do you respond? 61 

A. The Company agrees that this amount should receive the same amortization 62 

period that is applied to the Company’s expense for the current case.  The 63 

Company is proposing a 2 year amortization period for current rate case 64 

expense...  65 

Q10. Please address Mr. Smith’s concerns regarding the level of legal expense 66 

in IAWC’s request rate case expense. 67 

A. Mr. Smith acknowledges on page 38 that “No one is questioning that the 68 

attorneys and experts used by IAWC are highly qualified and have abundant 69 

experience. However, he asserts IAWC has not adequately justified why 70 

ratepayers should be held responsible for a 43% increase in legal fees and 71 
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expense over the amount allowed in the prior IAWC rate case.  The appropriate 72 

comparison, however, is the actual prior case expense compared to the 73 

proposed current case expense.  As shown on Schedule C-10.1, the Company is 74 

proposing a 7% decrease from the actual legal expense incurred in Docket 07-75 

0507.  Moreover, the Company’s projection of rate case legal expense (based in 76 

part on experience with the prior case) accounts for the numerous tasks that are 77 

required to prosecute a rate case and the substantial time and effort involved.  78 

IAWC’s rate case legal expense projection reflects the fact that this rate case 79 

involves numerous, complex studies (Service Fee Costs Study, Self-provision 80 

Study, Demand Study, Cost of Service Study) and was expected to involve 81 

extensive discovery (IAWC has responded to over 1000 data requests, including 82 

subparts) and numerous contested issues.  Moreover, Mr. Smith does not appear 83 

to recognize the amount of attorney time required to prosecute a rate case. In 84 

response to data request IAWC-AG 2.35, Mr. Smith suggested that IAWC would 85 

only require approximately 500 attorney hours to complete the rate case 86 

following the filing of its update.  This suggestion overlooks the numerous tasks 87 

required a rate case following the update  – response to discovery, review of 88 

Staff and intervener direct testimony, preparation of rebuttal, review of Staff and 89 

intervener rebuttal testimony, preparation of surrebuttal, preparation for and 90 

attendance at hearing, and briefing. In IAWC’s last case, significantly more than 91 

500 attorney hours were spent on the case following IAWC’s update, and IAWC’s 92 

projection of rate case legal expense in this case assumes that similar time will 93 

be required in this case.  Therefore, Mr. Smith’s recommendation to reduce rate 94 
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case legal expense appears to be based on a misconception of the time required 95 

to prosecute the case. 96 

Q11. Mr. Smith states on page 40 that “Because the Commission has found in 97 

prior cases that approved rate case cost can be capitalized and amortized, 98 

unamortized amounts remaining from prior rate cases can be re-amortized 99 

in subsequent rate cases.  This procedure virtually guarantees that the 100 

utility will recover the approved amount of rate case cost.”  Do you agree? 101 

A. While I do agree that, in most cases “approved rate case cost” can eventually be 102 

recovered, because the “approved rate case” expense represents a Commission-103 

approved operating expense of the company, it is entirely proper for IAWC to 104 

recover it.  Once “approved”, rate case expense becomes a prudently incurred, 105 

just and reasonable cost that the Company is entitled to recover.  Moreover, the 106 

statement does not address the actual rate case cost a Company incurs.  If 107 

actual rate case expense ends up higher than the “approved” amount the 108 

Company would not recover the difference (absent unusual circumstances like 109 

those with respect to the unrecovered balance of the Municipal Rate Study). This 110 

provides the Company with an incentive to maintain rate case costs within the 111 

projected budget.  112 

Q12. Mr. Smith continues to recommend that “the Commission commence 113 

treating the annual allowance for rate case expense as a normalized 114 

amount, rather than an amortization.”  Is there any basis for his 115 

recommendation? 116 
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A. No.  Mr. Smith states on page 42 that “The purpose of the rate case allowance 117 

should be to include in rates a representative and normal annual level of 118 

reasonably and prudently incurred regulatory expense, rather than to provide the 119 

utility with guaranteed dollar-for-dollar cost recovery.   In fact, deferral and 120 

amortization of rate case expense is method for "normalizing" the level of 121 

expense.  Where a future test year is utilized, some portion, but not all, of rate 122 

case expense may be incurred in the test year (for example, in Docket 09-0319, 123 

a small portion of rate expense will be incurred in the 2010 test year).  124 

Amortization of the total projected level of rate case expense over the expected 125 

life of the rates results in a normalized test year level of rate case expense.  126 

(Components of rate case cost related to studies or other items not expected to 127 

recur in the next succeeding rate case may be amortized over some longer time 128 

frame based on the expected frequency with which a study or item of that type 129 

may recur.) 130 

Q13. Mr. Smith states on page 42 that “rate case costs do not meet the criteria 131 

for a regulatory asset of volatility and materiality and should not be 132 

afforded regulatory asset treatment.”  Do you agree that rate case costs are 133 

not volatile and material? 134 

A. No.  Mr. Smith acknowledges in data response IAWC-AG 2.32 that rate case 135 

costs fluctuate from year to year, and that rate case costs are a material cost.  136 
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Q14. Mr. Smith states on page 43 that “The amount of legal fees and expense 137 

should be limited to $715,000.  This provides for a 10% increase over the 138 

$650,000 amount allowed by the Commission for IAWC’s rate case legal 139 

costs in Docket No. 07-0507, barely two years ago.”  How do you respond? 140 

A. Mr. Smith ignores IAWC’s extensive evidence regarding the basis for its legal 141 

expense projections in my rebuttal testimony and above.  Mr. Smith disregards 142 

IAWC’s cost control measures, in the form of not to exceed limiters, on rate case 143 

legal expense.  Mr. Smith’s provides no basis for concluding that a 10% increase 144 

over the allowed legal fees from the prior docket is a reasonable figure.  The 10% 145 

increase over the approved level is arbitrary.  Further, as I previously stated, the 146 

basis for comparison should be the actual legal fees from the prior case. 147 

Q15. Is using a three-year amortization period  would be appropriate, as Mr. 148 

Smith states on pages 44-45, given that IAWC’s rate case filing history 149 

before the current case (in 1997, 2000, 2002 and 2007? 150 

A. No. Mr. Smith’s selective 10 year period ignores the broader rate case filing 151 

history of IAWC.  As stated on page 9, lines 189-149 of my rebuttal testimony 152 

(IAWC Exhibit 7.00R2), IAWC has filed rate cases rate cases as follows; 1990, 153 

1992, 1995, 1997, 2000, 2002, 2007, 2009.  This history supports use of a two-154 

year amortization.  155 
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Q16. Mr. Smith states on page 45 that “In IAWC’s update on Schedule C-17 First 156 

Revised, page 1, line 19, the Company has attempted to increase 2010 157 

insurance expense by $212,660 for a Retrospective Adjustment.  This item 158 

is not listed on IAWC Schedule C-17 First Revised for 2007, 2008 or 2009, 159 

was not included in IAWC’s original filing, and has not been justified for 160 

inclusion in operating expenses.”  Was this amount included in the original 161 

filing? 162 

A. Yes this amount was included in the original filing.  As stated in my rebuttal 163 

testimony, “The Retrospective Accrual amount was included in the Company’s 164 

original filing on line 3, page 1 under the “Annual Premium” column of Schedule 165 

C-17.  The Retrospective Accrual Amount was listed separately on Schedule C-166 

17 First Revised for clarity” (IAWC Exhibit 7.00R1 page 3, lines 60-63).   167 

Q17. Mr. Smith asserts that (p. 46) the Retrospective Accrual increase to IAWC’s 168 

IOTG expense in the amount of $212,660 is not reasonable, when IAWC’s 169 

actual expense for IOTG has been under budget for each of the last two 170 

years, 2007 and 2008.”  Do you agree? 171 

A. No.  The IOTG budget for 2007 and 2008 used the most accurate information 172 

available to the Company at the time and were thus accurate at the time of 173 

forecast.  Similarly, the amount in question for the test year ending December 31, 174 

2010 utilized the most accurate information available at the time it was created.  175 

Mr. Smith has not shown any evidence that the test year IOTG is not accurate as 176 

proposed by the Company. 177 
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Q18. Mr. Smith states on page 46 that “When IAWC receives refunds, which 178 

result from cost over-estimates, IAWC does not appear to pass those 179 

refunds onto ratepayers.  For ratemaking purposes, IAWC apparently wants 180 

to charge ratepayers for retrospective accruals and not provide ratepayers 181 

with retrospective refunds.”  What is your response? 182 

A. Mr. Smith is incorrect in stating that the retrospective accrual in the test year is 183 

for ratemaking purposes.  This amount is the amount that the Company has 184 

projected based on its expectation that there will be an adjustment in the test 185 

year, and it is not a rate making adjustment.   186 

Q19. What do you conclude about the Retrospective Accrual? 187 

A. I conclude that the Retrospective Accrual is a valid test year expense and should 188 

not be excluded from the Company’s expenses. 189 

Q20. Does this conclude your surrebuttal testimony? 190 

A. Yes, it does. 191 


