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I. WITNESS INTRODUCTION 1 

Q1. Please state your name and business address. 2 

A. My name is Tyler T. Bernsen.  My business address is 727 Craig Road, 3 

St. Louis, Missouri 63141. 4 

Q2. Are you the same Tyler T. Bernsen who previously filed testimony in 5 

this proceeding? 6 

A. Yes, I am.7 

II. PURPOSE OF REBUTTAL TESTIMONY 8 

Q3. What is the purpose of your rebuttal testimony in this case? 9 

A. The purpose of my rebuttal testimony is to respond to the proposed 10 

adjustments to rate case expense, social and service club membership 11 

dues, lobbying expense, charitable contributions, and advertising expense 12 

by Staff witness Mike Ostrander (ICC Staff Exhibit 3.0).  I also respond to 13 

the proposed adjustment to incentive compensation by Staff witness 14 

Dianna Hathhorn (ICC Staff Exhibit 2.0).  I further respond to AG witness 15 

Ralph C. Smith (AG Exhibit 2.0).   16 

Q4. Are you sponsoring any exhibits with your rebuttal testimony? 17 

A. Yes. 18 

• IAWC Exhibit 7.01R  19 

• IAWC Exhibit 7.02R  20 

• IAWC Exhibit 7.03R  21 

• IAWC Exhibit 7.04R  22 
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• IAWC Exhibit 7.05R 23 

III. RESPONSE TO STAFF WITNESS MR. OSTRANDER 24 

Q5. Have you reviewed Mr. Ostrander’s adjustment to Rate Case 25 

Expense at pages 2-5 and Schedule 3.1 of his testimony? 26 

A. Yes.  He proposes to remove estimated expenses that will not be incurred 27 

during the current rate case and to disallow certain consulting expenses 28 

that he argues are not necessary for the management of the rate case. 29 

Q6. Do you agree with his adjustment to remove rate case expense that 30 

will not be incurred? 31 

A. Yes.  I agree with the adjustment to remove estimated expenses that will 32 

not be incurred.  Mr. Ostrander accurately notes that the Company’s 33 

estimated “Other” rate case expense initially included amounts for 34 

“Customer Notice Pre File – External Costs” that will not actually be 35 

incurred.  As discussed in my supplemental direct testimony, the 36 

Company reflected the appropriate reduction in its March 9, 2012 update 37 

filing.  (See IAWC Exhibit 7.00SUPP, p. 3.) 38 

Q7. Do you agree with his adjustment to remove consulting expense for 39 

SFIO Consulting? 40 

A. No.  Mr. Ostrander claims that the services performed by SFIO 41 

Consulting, Inc. (“SFIO”) are duplicative and redundant of Company 42 

management and legal counsel responsibilities, and therefore are not just 43 

and reasonable expenses.  This is not the case.  SFIO provides valuable 44 

insight into IAWC’s case preparation and prosecution.  SFIO’s principal 45 
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consultant has over 30 years of regulatory experience in Illinois.  This 46 

experience complements the experience of IAWC’s management and 47 

outside counsel and allows additional perspectives to be brought to the 48 

analysis of case issues.   49 

Q8. He also states that it is questionable what value SFIO adds to the 50 

rate case process.  How do you respond? 51 

A. I do not believe that it is appropriate for Staff or any party to make such a 52 

“value” determination.  IAWC carries the burden of proof in a rate increase 53 

filing.  It is therefore incumbent on IAWC to determine what resources, 54 

whether internal or external, IAWC needs to successfully prosecute the 55 

case.  As stated above, SFIO provides valuable assistance in prosecution 56 

of the case.  The fact that SFIO is not providing a witness in this 57 

proceeding is not determinative, as I am not aware of any requirement that 58 

an outside consultant’s expense can only be allowed if the consultant is a 59 

witness.  No party has alleged that the cost of SFIO’s services is 60 

unreasonably high.  Therefore, Staff’s proposed adjustment should be 61 

rejected.   62 

Q9. Has Mr. Ostrander recommended that the Commission find IAWC’s 63 

rate case expense just and reasonable per Section 9-229 of the 64 

Illinois Public Utilities Act (“PUA”)? 65 

A. Yes.  While Mr. Ostrander has not recommended a specific amount of rate 66 

case expense to be recovered in his direct testimony, he states he will do 67 

so in his rebuttal testimony.  68 
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Q10. Is IAWC providing additional information on rate case expense at 69 

this time? 70 

A. Yes.  The Company has contracted for the services of Mr. Kerry Heid and 71 

Mr. James Warren.  Mr. Heid will be providing expert services and 72 

testimony related to the Company’s proposed Revenue Adjustment 73 

Clause.  Mr. Warren will be providing expert services and testimony 74 

related to tax adjustments proposed by AG witness Mr. Smith.  In addition, 75 

Mr. Heid and Mr. Warren are expected to be required to respond to Staff 76 

and intervener data requests, review and analyze direct, rebuttal, and 77 

surrebuttal testimonies of Staff and the other parties in this proceeding, 78 

prepare surrebuttal testimony, testify before the Commission, and assist in 79 

preparing legal briefs. 80 

Q11. Have you reviewed Mr. Ostrander’s adjustment to Social and Service 81 

Club dues on pages 5-6 and Schedule 3.2 of his testimony? 82 

A. Yes, I have. 83 

Q12. Do you agree with his adjustment? 84 

A. No.  Mr. Ostrander is proposing to disallow expenses that the Company 85 

believes are beneficial to ratepayers and/or are recoverable charitable 86 

contributions.  The Company’s adjustment is reflected in IAWC Exhibit 87 

7.01R. 88 

Q13. Please explain. 89 

A. The following summary demonstrates that the categories of expense Mr. 90 

Ostrander is proposing to disallow benefit ratepayers, are properly 91 
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recoverable industry association dues, and are charitable contributions 92 

whose recovery is permitted under Section 9-227 of the PUA, or otherwise 93 

should not be disallowed: 94 

• Illinois Business Roundtable (“IRBT”) – The IRBT supports the 95 
general welfare of the community, which benefits ratepayers.  The 96 
IRBT has a strong focus on education and the availability of 97 
education to the community.  98 

• American Society of Civil Engineers – This association membership 99 
provides employees with access to valuable and pertinent 100 
information and technical training in their respective fields and in 101 
the water and wastewater industries generally.  Educated 102 
employees, in turn, benefit ratepayers. 103 

• American Water Works (“AWWA”) – AWWA dues are actually 104 
industry association dues.  No other AWWA dues have been 105 
disputed. 106 

• AP Conservation Foundation – This membership supports efforts to 107 
protect land and watersheds in Illinois.  It therefore should be 108 
considered a charitable contribution that meets the public welfare 109 
requirements of Section 9-227 of the PUA. 110 

• Asis International - This membership provides employees with 111 
access to valuable and pertinent information and technical training 112 
in their respective fields and in the water and wastewater industries 113 
generally.  As stated, educated employees, in turn, benefit 114 
customers.  115 

• Illinois Society of Professional Engineers – This association 116 
membership provides employees with access to valuable and 117 
pertinent information and technical training in their respective fields 118 
and in the water and wastewater industries generally.  Educated 119 
employees, in turn, benefit ratepayers.   120 

• Institute for Regulatory Policy (“IRPS”) – These membership dues 121 
are in effect a contribution which assists the IRPS in educating both 122 
companies and regulators, organizing conferences addressing 123 
critical public policy issues and performing applied research on 124 
important industry-focused issues.  The resulting industry 125 
advancements flow to and benefit ratepayers. 126 

• National Notary Association – These expenses are for the renewal 127 
or applications for notary public commission.  These are a 128 
necessary cost of doing business. 129 
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• Rotary Club Dues – Rotary Clubs raise funds, through donations 130 
and dues, to support community projects and therefore, benefit 131 
ratepayers.  Participation in rotary clubs also gives the Company an 132 
active role in the community and a chance to improve the 133 
community in which its ratepayers live.   134 

• Chamber of Commerce Dues – IAWC believes that both its 135 
customers and their communities benefit from community 136 
involvement and interaction.  By being members of these 137 
community focused organizations, the Company is given the 138 
opportunity to identify problems or issues that it otherwise might not 139 
have known exist and to educate customers in regard to the true 140 
cost of water, infrastructure maintenance and replacement in the 141 
community, and the services provided to the customer by IAWC.  142 
The Company believes it should stay connected to the communities 143 
it serves.  Being an active participant in community organizations is 144 
an important way to foster that connection.   145 

Q14. Have you reviewed Mr. Ostrander’s adjustment to Lobbying expense 146 

on page 6 and Schedule 3.4 of his testimony? 147 

A. Yes. 148 

Q15. Do you agree with his adjustment? 149 

A. Yes.  IAWC has agreed to remove employee expenses related to lobbying 150 

from its revenue requirement.  This adjustment is reflected in IAWC 151 

Exhibit 7.02R. 152 

Q16. Have you reviewed Mr. Ostrander’s adjustment to Charitable 153 

Contributions on pages 6-7 and Schedule 3.4 of his testimony? 154 

A. Yes, I have.  He proposes to remove contributions to a community and 155 

economic development organization and for corporate sponsorships that 156 

he claims are of a goodwill nature. 157 

Q17. Do you accept his adjustment? 158 

A. Yes, the Company accepts Mr. Ostrander’s adjustment for the purposes of 159 

this case.  This adjustment is reflected in Schedule IAWC 7.03R. 160 
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Q18. Have you reviewed Mr. Ostrander’s adjustment to Advertising 161 

Expense on pages 7-8 and Schedule 3.5 of his testimony? 162 

A. Yes.  He recommends disallowing, per Section 9-225 of the PUA, 163 

advertising expenses that are of a promotional, goodwill or institutional 164 

nature.  165 

Q19. Do you accept his adjustment? 166 

A. Yes, the Company accepts Mr. Ostrander’s adjustment for the purposes of 167 

this case.  This adjustment is reflected in IAWC Exhibit 7.04R. 168 

IV. RESPONSE TO STAFF WITNESS MS. HATHHORN  169 

Q20. Have you reviewed Ms. Hathhorn’s adjustment to Incentive 170 

Compensation on page 3 and Schedule 2.01 of her testimony? 171 

A. Yes. 172 

Q21. Do you agree with this adjustment? 173 

A. Yes.  As discussed in my supplemental direct testimony, as part of its 174 

update filing, the Company revised its revenue requirement to reflect 175 

incentive compensation inadvertently omitted from Schedule C-2.9.  (See 176 

IAWC Exhibit 7.00SUPP, pp. 5-6.) 177 

V. RESPONSE TO AG WITNESS SMITH 178 

Q22. Please summarize Mr. Smith’s adjustment to rate base related to rate 179 

case expense. 180 

A. Mr. Smith proposes to remove the unamortized balance of an amount for 181 

the Company’s “Service Company Study” from rate base, resulting in a 182 

$353,000 reduction.  While he does not expressly identify the study, I 183 
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believe he is referring to the Commission-ordered management audit 184 

performed by NorthStar Consulting Group (“NorthStar”) in Docket 10-185 

0366, also referred to as the NorthStar audit.  Mr. Smith states that the 186 

“Service Company Study” is part of rate case/regulatory expense and the 187 

unamortized balance of the expense should not be included in rate base. 188 

Q23. Do you agree? 189 

A. No.  The NorthStar audit costs are separate and distinct from rate case 190 

expense, and, as such, have been presented separately from rate case 191 

expense in IAWC’s case.  Although I am not an attorney, I understand the 192 

audit costs to be management audit costs the recovery of which is 193 

expressly authorized under Section 8-102 of the PUA, a separate 194 

provision from that provision of the PUA related to rate case expense.  195 

Further, I understand rate case expense to be those expenses which 196 

would not be incurred but for a rate case.  The NorthStar audit was a 197 

Commission-ordered audit, the costs of which IAWC was required to bear 198 

whether or not IAWC filed a rate case.  Thus, those costs are entitled to 199 

different treatment than rate case expense.  Because the audit costs are 200 

statutorily mandated costs, it is appropriate to include the unamortized 201 

balance in rate base to allow shareholders to earn a return on those 202 

amounts. 203 

Q24. Briefly describe Mr. Smith’s current and prior rate case expense 204 

adjustment. 205 
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A. Mr. Smith recommends normalizing rate case expense to avoid potential 206 

for over-recovery of amortized amounts and proposes adjustments to 207 

remove amortization of $145,072 of Service Company labor and SFIO 208 

consulting fees.  209 

Q25. Do you agree with his proposed adjustment for internal and Service 210 

Company labor costs? 211 

A. No.  These costs are costs for Service Company personnel and are 212 

incremental to normal job duties.  The costs have been direct charged to 213 

IAWC and represent charges above what would be included in annual 214 

Service Company fees. 215 

Q26. Are the services provided by the Service Company for an IAWC rate 216 

case performed each year? 217 

A. No.  The Service Company services and associated labor costs related to 218 

the rate case are incremental to the normal job duties performed for 219 

IAWC.   In other words, they are costs that the Company would otherwise 220 

not incur. 221 

Q27. Do you agree with his proposal to disallow SFIO consulting fees? 222 

A. No.  His rationale appears identical to that of Staff witness Mr. Ostrander, 223 

and I disagree with the adjustment for the reasons stated above.  224 

Q28. Why is normalization inappropriate for rate case expense? 225 

A. Where a future test year is utilized, some portion, but not all, of rate case 226 

expense may be incurred in the test year.  (For example, in IAWC’s last 227 

rate case, Docket 09-0319, a small portion of rate case expense was 228 
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incurred in the test year.)  Amortization of the total projected level of rate 229 

case expense over the expected life of the rates results in a normalized 230 

test year level of rate case expense.  Also, Mr. Smith’s testimony does not 231 

explain in any detail how his normalization approach would work, and so 232 

he establishes no basis for claiming it is superior to (or even different 233 

from) the present amortization approach.  Moreover, such a normalization 234 

approach is not consistent with Illinois ratemaking practice, as Mr. Smith 235 

himself acknowledges on page 71 of his direct testimony. Although I am 236 

not an attorney, it is my understanding that the Commission has for many 237 

years approved the recovery of rate case expense through an 238 

amortization process as the Company is proposing.    239 

Q29. Mr. Smith contends that only $392,100 of the requested $1.114 240 

million for the audit performed by NorthStar should be allowed.  241 

Please respond.  242 

A. Mr. Smith recommends disallowing approximately $722,000 of costs 243 

related to the NorthStar audit without providing a basis for his 244 

disallowance or any explanation whatsoever as to why the disallowance is 245 

appropriate.  In fact, he cites no Commission authority as the basis for his 246 

adjustment.  Although I am not an attorney, it is my understanding the 247 

Commission regularly allows recovery of costs incurred by a utility other 248 

than the costs of the independent auditor related to a PUA Section 8-102 249 

management audit.  Therefore, Mr. Smith’s adjustment should be rejected.  250 

Further, as explained in detail in my direct testimony (IAWC Exhibit 4.00, 251 
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pp. 14-16, the adopted testimony of IAWC witness Edward J. Grubb), the 252 

costs Mr. Smith proposes to disallow represent necessary costs of the 253 

audit that IAWC must incur.  Mr. Smith proposes to disallow costs that are 254 

incremental costs of, and are incurred solely as a result of, the audit.  255 

They represent reasonable, prudent and necessary expenditures to 256 

support and facilitate the performance of the NorthStar audit.  Under 257 

Section 8-102 of the PUA, they are to be “recovered as an expense 258 

through normal ratemaking procedures”. 259 

Q30. Has the Company agreed to remove incentive compensation which 260 

was included in its operating expense? 261 

A. Yes.  The Company stated in response to ICC Staff data request DLH-262 

1.22 that it inadvertently left a portion of incentive compensation out of its 263 

initial filing.  The intent of the Company was to remove all incentive 264 

compensation from the test year.   265 

Q31. Has the Company agreed to remove lobbying expense from 266 

operating expense? 267 

A. Yes.  As discussed above in response to Staff witness Mr. Ostrander, the 268 

Company believes it is appropriate to remove the expense related to 269 

lobbying time from the test year. 270 

VI. OTHER ADJUSTMENTS 271 

Q32. Are you sponsoring an exhibit that corrects the Company’s 272 

Community Relations Expense? 273 
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A. Yes.  I have corrected the Company’s proposed amount of Community 274 

Relations expense.  This adjustment is reflected in IAWC Exhibit 7.05R. 275 

Q33. Does this conclude your rebuttal testimony? 276 

A. Yes, it does.  277 


