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I. INTRODUCTION / SUMMARY 

Q.  Please state your name and business address.  1 

A. My name is Michael L. Brosch.  My business address is PO Box 481934, Kansas 2 

City, Missouri 64148-1934. 3 

 4 

Q. Are you the same Michael L. Brosch who previously submitted Direct and 5 

Rebuttal Testimony that were identified as Attorney General Exhibits 1.0 and 6 

2.0 in these consolidated dockets? 7 

A. Yes.  My qualifications and prior experience were described in my Direct 8 

Testimony and in AG Exhibits 1.1 and 1.2 that were attached to same. 9 

Q. What is the purpose of your rehearing testimony in this docket? 10 

A. My Rehearing testimony addresses rate case expense and the proposal of Utilities 11 

Inc. to include internal labor costs within rate case expenses that are charged to 12 

customers.  In its Bench Meeting on Wednesday, July 11, 2012, the Commission 13 

voted to grant rehearing on the issue of rate case expense.
1 

14 

Q. Please summarize the recommendations that are set forth in your Rehearing 15 

Testimony. 16 

A. I continue to recommend that the costs of internal Company labor be excluded from 17 

rate case expenses.  The Commission’s Order properly recognized that Utilities Inc. 18 

has failed to justify the large amounts of rate case internal labor that are proposed 19 

for recovery as rate case expenses.  The Company’s proposed classification of 20 

internal labor costs as rate case expenses is unreasonable and should be disallowed, 21 

as originally ordered by the Commission, for several reasons: 22 

                                                 
1
  Transcript, pages 44-45. 
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 Internal Water Services Corporation (“WCS”) labor hours and costs 23 

included in the Company’s asserted rate case expenses are excessive in 24 

terms of the level of effort needed to present and defend small company 25 

revenue requirements.  26 

 The Company overstated the estimated WSC labor hours included in rate 27 

case expense and has actually recorded far fewer hours through October 31, 28 

2011, by which time the Company’s initial schedules, direct testimony, and 29 

substantial discovery had been completed. 30 

 Utilities Inc. will over-recover its total labor costs for its WSC staff if rate 31 

case labor costs are deferred and recovered in the manner proposed by the 32 

Company, because far fewer “captime” hours and costs for WSC personnel 33 

are removed in annualizing test year expenses than are added back within 34 

the Company’s proposed internal labor rate case expenses. 35 

 I will explain each of these points in the testimony that follows. 36 

 37 

II. ESTIMATED RATE CASE LABOR REQUIREMENTS. 38 

Q. How many direct labor hours and dollars were proposed for recovery by the 39 

Company as rate case expenses? 40 

A. Using information from the Companies’ direct filings at w/p [d] of the revenue 41 

requirement models for each utility, internal labor hours and costs were originally 42 

projected as part of rate case expenses at the following levels: 43 

 44 

 45 

 46 
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Table 1:  47 

Rate Case WSC Labor from w/p [d] Est. Hours Total Cost $ Average Hourly 

 Rate 

Charmar Water 1,390 $        79,339 $    57.08 

Cherry Hill Water 1,390 76,339 $    54.92 

Clarendon Water 1,390 76,339 $    54.92 

Ferson Creek Water & Sewer 1,315 73,135 $    55.62 

Harbor Ridge Water & Sewer 1,390 76,739 $    55.21 

Killarney Water Company 1,390 76,739 $    55.21 

Total Amounts 8,265 $      458,630 $    55.49 

 48 

 In total, the equivalent of four full time employees working on nothing else for 52 49 

weeks was estimated to be incurred by the Companies to prepare and defend the 50 

rate filings of these small utilities at a total labor cost of nearly one half million 51 

dollars.
2
  In addition, external legal fees and consulting fees, as well as publication, 52 

travel and miscellaneous expenses were added into the amounts proposed to be 53 

treated as rate case expenses. 54 

Q. Did the Company modify the estimated rate case labor hours and costs in their 55 

filed Rebuttal Testimony in the original proceeding? 56 

A. Yes.  However, the modifications to estimated internal labor costs were minimal 57 

and were presented in Exhibit 3.0 at Schedule 3.1 that was submitted for each 58 

utility, with revised rate case expense amounts appearing at page 8 of each utilities’ 59 

                                                 
2
  Assumes 2,080 hours per employees (52 weeks times 40 hours/week).  If vacation, holiday, sick 

and other non-productive time is considered, the rate case hours included would be equivalent to 

more than four full-time employees for a year. 
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exhibit.  The only significant revision made by the Company in rebuttal was to 60 

change the proposed amortization period from three to five years. 61 

Q. Is it reasonable to charge over 8,000 internal labor hours to rate case expense 62 

for these eight utility operations? 63 

A. No.  In my opinion, based upon my personal experience and no specific independent 64 

analysis, far fewer hours should be needed by employees who are already familiar 65 

with the Company’s books and records and with its rate case filing models and 66 

spreadsheet templates.  The effort needed to prepare and defend a reasonably 67 

assembled and conservatively scoped revenue requirement and rate design case for 68 

these utilities should be less than half the hours estimated by Utilities Inc.  Notably, 69 

the information provided by the Company clearly shows the degree to which these 70 

rate case labor estimates were overstated. 71 

Q. Did the Companies provide an accounting for the actual hours that internal 72 

WSC employees worked on the rate cases of each utility? 73 

A. Yes.  In response to Staff Data Request DLH 18, a schedule comparing rate case 74 

actual labor hours to estimated labor hours was produced.  This information is 75 

referenced to Exhibit 3.3 which was submitted by the Company on November 18, 76 

2011 and included actual rate case labor hours recorded through October 31, 2011.  77 

I have compared the Companies’ estimated rate case labor hours to this actual data 78 

in the following Table 2: 79 

 80 

 81 

 82 

 83 



5 

 

Table 2:  84 

Rate Case Labor Hours vs. Actual Estimated 

Hours 

Actual at  

Oct. 31, 2011 

Difference 

Charmar Water 1,390 471 919 

Cherry Hill Water 1,390 578 812 

Clarendon Water 1,390 518 872 

Ferson Creek Water & Sewer 1,315 579 736 

Harbor Ridge Water & Sewer 1,390 708 682 

Killarney Water Company 1,390 707 683 

Total Amounts 8,265 3,561 4,704 

 85 

 This information clearly shows that rate case labor costs included within rate case 86 

expenses were significantly overstated.  Even if allowance is made for the rebuttal 87 

evidence and surrebuttal evidence that was prepared and filed on November 18 and 88 

January 5, respectively, it would appear that rate case internal labor estimates were 89 

estimated at more than double the hours that were recorded by WSC employees 90 

actually working on the rate cases. 91 

 92 

Q. Throughout your testimony you have referred to the rate case labor 93 

 hours and costs that were quantified in the Company's original and rebuttal 94 

filings.  Did you attempt to gather additional information to analyze in greater 95 

detail whether WSC is over-recovering its total labor costs because of the 96 

allocations used in rate cases in Illinois and other states? 97 

A. Yes.  However, all of the data requests submitted by the Attorney 98 
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 General soliciting additional detailed WSC labor cost supporting data yielded 99 

objections rather than substantive responses.  A motion to compel answers was filed 100 

but to date the Company has not filed a response.   101 

Q. Should rate case internal labor hours and costs requested by the Company be 102 

allowed and included in rate case expenses charged to customers, at some 103 

lower level based upon these actual recorded hours? 104 

A. No, for three reasons.  First, the detail provided in Company Exhibit 3.3 goes back 105 

as far as 10 months before the filing of the tariffs in this docket on June 29, 2011.  106 

Given the lack of any description of the services performed, it is impossible to 107 

determine whether the hours billed to rate case expense are more appropriately 108 

considered ordinary WSC services that should be covered in the equivalent 109 

residential connection (ERC) ratio allocation of WSC costs. 110 

 111 

 As a result of there being no detail as to what the individuals did for the amounts 112 

billed, it is also impossible to assess what was done for the time spent, and this is of 113 

particular concern as the amounts billed appear excessive considering the size of the 114 

utilities involved and the limited number of schedules presented.    115 

 116 

 The second basis for affirming the Commission’s disallowance of these internal rate 117 

case charges is that the only evidence of internal WSC actual costs is the Exhibit 118 

3.3 for each utility filed with the Company’s rebuttal testimony.  These lower 119 

recorded levels are less than half the amount the Company requests and separate 120 

recovery of internal labor hours and costs as rate case expense would result in 121 

recovery of more than twice the costs actually identified.   122 
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 Third, an important over-riding issue was raised in my direct and rebuttal 123 

testimonies involving the double counting of WSC labor costs that occurs through 124 

test year labor cost annualization adjustments, when combined with the rate case 125 

internal labor charges described herein.  It is essential that the total labor costs being 126 

recovered from customers across the Company’s 70 systems be properly 127 

synchronized whenever the utility uses multiple rate recovery mechanisms for 128 

internal labor costs to avoid double-counting.  In this case, the utilities request 129 

recovery of labor costs: 130 

1. As O&M expense included in base rates. 131 

2. As capitalized hours/costs associated with construction of new plant 132 

includable in rate base in setting base rates, and 133 

3.  As internal rate case labor that is deferred and separately amortized in 134 

setting base rates. 135 

This labor cost accounting concern was acknowledged by the Commission in its 136 

Order and is addressed in more detail in the next section of my testimony. 137 

Q. Has the overall level of asserted rate case expenses been a recent problem for 138 

Utilities Inc. in another jurisdiction? 139 

A. Yes.  Testimony proposing adjustments to reduce rate case expense was recently 140 

presented in Indiana by the Office of Consumer Counselor (“OUCC”) in Indiana Utility 141 

Regulatory Commission (“IURC”) Cause Nos. 44097 and 44104.  OUCC witness 142 

Margaret Stull testified that the number of labor hours and internal rate case labor costs 143 

and the total proposed rate case expense for Indiana Water Services, Inc. (“IWSI”) and 144 

for Water Service Company of Indiana (“WSCI”) was “staggering.”  She proposed large 145 

downward adjustments to rate case expenses in both cases.  I have included as AG 146 
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Rehearing Exhibit 3.1, 3.2 and 3.3 a copy of excerpts from Ms. Stull’s Direct and 147 

Settlement pre-filed testimonies from these two Indiana proceedings that pertain to rate 148 

case expenses.  These materials are available on the Indiana Utility Regulatory 149 

Commission’s web site at:  150 

https://myweb.in.gov/IURC/eds/Guest.aspx?tabid=28&dn=SEARCHDOCKETEDCASE  151 

  152 

III. WSC LABOR COST ACCOUNTING  153 

 154 
Q. What is the overriding issue regarding recovery of Company labor expenses as 155 

part of rate case expense?   156 

A. As noted above, the UI Companies have proposed the recovery of significant 157 

amounts of employee time and labor expenses as part of rate case expenses, over an 158 

amortization period to be approved by the Commission.  If employee labor costs are 159 

to be recovered as part of rate case expense, it is essential that the same amount of 160 

labor hours and costs be removed from test year labor expenses included elsewhere 161 

in the revenue requirement.  Absent ratemaking adjustments to exclude the rate case 162 

labor hours and costs from the payroll expenses embedded in O&M expenses, the 163 

Company will over-recover its labor costs by including some of the same hours in 164 

both test year O&M expenses and within prospective rate case expense 165 

amortization.   166 

Q. Has this double counting of internal labor issue been raised in other states? 167 

A. I am aware of discussion of the rate case labor double counting issue presented in 168 

the previously referenced Indiana rate cases, where the accountant for the OUCC 169 

testified that: 170 

https://myweb.in.gov/IURC/eds/Guest.aspx?tabid=28&dn=SEARCHDOCKETEDCASE
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  Rate Case expense should represent a utility's incremental or 171 

additional costs incurred to file its rate case. It should not include 172 
costs that Petitioner will incur regardless of whether it is filing a rate 173 
case. Total intimal labor costs should be allocated to IWSI based on 174 
its pro rata share of those costs based on the appropriate allocation 175 
factors and methodology. All internal costs should be allocated in this 176 
manner to ensure transparency and to eliminate any potential double 177 
recovery of costs that might occur. 178 

 179 
  This double recovery can happen in one of several ways. For 180 

example, if a utility over estimates the time and cost of internal labor 181 
in its rate case expense, it is likely to over-recover these costs. 182 
Petitioner operates approximately 70 utilities in many different 183 
jurisdictions and files multiple rate cases each year. If each utility 184 
includes exaggerated internal labor costs for recovery through rate 185 
case expense, this could quickly equate to over-recovery of these 186 
employee expenses. Further, if a utility does not file its next rate case 187 
by the end of the rate case expense amortization period, it will over 188 
recover its expense for each year it delays filing a rate case. 189 

 190 
  Another example can occur when there is a material 191 

difference between the internal labor costs allocated to a utility during 192 
the test year compared to the internal costs recovered through rate 193 
case expense. An employee could work on operational or 194 
administrative issues during the test year and charge 100% of his or 195 
her time to operating expenses. After the test year, this same 196 
employee could be assigned to work on the rate case and the 197 
employee's estimated time and costs would be included in rate case 198 
expense allowing a utility to over recover its internal labor costs. 199 

 200 
  To ensure transparency in the rate making process, it is best to 201 

exclude normal, recurring operating expenses from recovery through 202 
rate case expense. These types of costs are best included in the annual 203 
operating expenses, allocating a utility's pro rata share of annual 204 
expense and including it in the revenue requirement.3 205 
 206 
 207 

I think this is a good statement of my concern about how separate recovery of 208 

internal labor as part of rate case expense can result in double recovery of labor 209 

costs. 210 

 211 

                                                 
3
   Water Service Company of Indiana, Cause No. 44104, Testimony of Margaret Stull, Public’s 

Exhibit No. 2, at 12-13 (May 23, 2012).  AG Rehearing Exhibit 3.1;  Indiana Water Service, Inc., 

Cause No. 44097, Testimony of Margaret Stull, Public’s Exhibit No. 2, at 20-21 (May 18, 2012).  

AG Rehearing Exhibit 3.2..    
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Q. Did the Illinois Commission’s Order in these consolidated dockets 212 

acknowledge the internal labor double-counting problem you have raised with 213 

respect to WCS capitalized time incurred for the rate cases?   214 

A. Yes.  At page 16 the Order included a data table that compared and summarized the 215 

differences between: 216 

 The total amounts of internal labor costs included in O&M expenses for 217 

each utility,  218 

 The amounts subtracted from internal labor charged to O&M to recognize 219 

rate case “captime” transfers to rate case expense. 220 

 The amounts added back into labor as estimated rate case expenses. 221 

 I have reproduced Table 4 from the Final Order to aid in the discussion of this 222 

problem, and re-labeled it Table 3 for sequential discussion in my testimony. 223 

 224 

Table 3: Reproduction of Final Order Table 4 “Internal WSC Labor Cost to Rate Case Internal Labor”
4
 225 

Utility 

(a) 

Number of 

Customers 

(b) 

Internal Labor 

Cost 

Allocation 

(c) 

WSC Rate 

Case Captime 

Deduction 

(d) 

Rate Case 

Internal (WSC) 

Labor Cost 

(e) 

Charmar 53  $4,033  $283  $79,339  

Cherry Hill 259  $23,944  $1,409  $76,339  

Clarendon 363  $35,108  $1,939  $77,109  

Killarney 346  $31,169  $2,405  $76,823  

Ferson Creek 378 (water) 

370 (sewer)  

$35,591W  

$35,852 S  

$1,988  

$1,988  

$38,682  

$38,682  

Harbor Ridge 319 (water) 

316 (sewer)  

$22,114 W 

$25,722 S  

$1,977  

$1,958  

$40,195  

$40,195  

TOTAL $213,533  $13,947  $467,364
5
  

  226 

                                                 
4
  The “Rate Case Internal WSC Labor Cost” amounts shown in Table 3 and in the Final Order differ 

slightly from Table 1 amounts due to revisions made by the Company in Rebuttal Ex. 3.1 and 

other inconsistencies that have not been identified. 
5
  The Final Order table contained a footing error in the final column.  The total has been corrected. 
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 The Order summarized the AG position at page 17 stating, “The AG requested that 227 

the Commission remove $537, 826 [when corrected, $467,364] in total from 228 

operating expenses shown on Co. Exhibit 3.1, page 8, and add in $13,947 as shown 229 

in the table above to fairly and accurately reflect rate case expense.”   230 

Q. Why should only the $13,947 be included in test year expense to account for 231 

rate case internal labor costs? 232 

A. This amount should be added back because this is the total amount that was 233 

removed in the Company’s calculation of overall labor and benefit costs for WSC 234 

“captime” labor used to support rate cases.  All of the remaining costs associated 235 

with WSC staff labor allocated or assigned to these utilities have been fully 236 

included in either test year O&M expenses or in charges to construction projects 237 

that end up within plant amounts included in rate base.  Under these circumstances, 238 

inclusion of any amounts of internal labor in excess of $13,947 as rate case expense 239 

will result in duplicate recovery of the same costs through two different recovery 240 

mechanisms; in base rates that include WSC annualized labor expenses and in rate 241 

case expense amortization.  This problem is what caused the AG to recommend no 242 

recovery of internal labor as part of rate case expense and the full “add back” of test 243 

year actual “captime” so as to provide for full recovery of all WSC labor costs only 244 

one time. 245 

Q. Did the Commission accept or reject the rate case expense adjustment 246 

proposed by the Attorney General? 247 

A.  The Commission did not reach the question of double counting because it found 248 

that the utilities had not provided sufficient detail and justification of the internal 249 

rate case expense requested.  The Commission’s Final Order stated at page 19-20: 250 
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  A focus of the parties has been on the issue of “double-counting” – 251 

whether test year labor costs were properly reduced to account for rate 252 

case expense, and not counted as both test year labor costs and rate case 253 

expense. While the Commission is mindful of this concern, our threshold 254 

inquiry under Section 9-229 of the Act is simply whether labor hours 255 

accounted for as rate case expense are properly detailed [and] justified 256 

such that the Commission may make a determination regarding their 257 

justness and reasonableness. The Commission cannot make an informed 258 

judgment regarding that initial “single”-counting of these labor expenses, 259 

as that information is not in the record. 260 

 261 
  The Commission finds that the Companies have failed to provide the 262 

record necessary for the Commission to exercise its discretion under Section 263 
9-229 of the Act and determine what would have been reasonable 264 
expenditures for this litigation. Thus, the Companies internal WSC labor rate 265 
case expenses are disallowed. 266 

 267 

 The Commission concluded that the Company failed to justify even the first 268 

“single-counting” of rate case internal labor and all such costs were eliminated in 269 

the Final Order.  My review of Appendices A through H of the Final Order reveals 270 

that the Commission removed all of the WSC internal labor charges to rate case 271 

expense, and did not add back the $13,947 amount of “captime” charges that were 272 

subtracted from annualized WSC labor costs in the test year as I had recommended. 273 

Q. If your alternative adjustment is employed, by adding back the rate case 274 

“captime” amounts shown in Table 3, column (d) for each Company, would it  275 

be necessary for the Commission to evaluate any justification that may be 276 

offered by the Company for separate rate case recovery of internal labor 277 

costs? 278 

A. No.  By adding back the rate case “captime” costs removed by the Company, all of 279 

its WSC internal labor costs associated with each utility will be recovered through 280 

base rates and no separate recovery for internal WSC rate case expense is required.  281 

The Commission’s rate case internal labor disallowance would be appropriate 282 
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without regard to any showing the Companies are able to make regarding the need 283 

for and prudence of internal labor hours devoted to rate case support activities 284 

because all of the WSC costs associated with each utility would be included in 285 

rates. 286 

Q. When internal labor costs were included within proposed rate case expenses in 287 

the two Indiana rate cases you referenced previously, was an add-back of rate 288 

case “captime” proposed as the remedy for double counting problems by the 289 

OUCC’s witness? 290 

A. Yes.  OUCC witness Stull addressed the problem for Indiana in the same manner as 291 

I have proposed in Illinois.  She stated: 292 

Q: How did you calculate the amount of capitalized cost pertaining to rate 293 

case expense?  294 

 295 

A: In making my proposed adjustment, I endeavored to add back only the 296 

capitalized time related to rate case expense.
6
 297 

 298 

Q. The other disallowance of rate case expense that was ordered by the 299 

Commission was the exclusion of SFIO consulting charges.  Have you 300 

investigated these charges to formulate any recommendation regarding 301 

whether they should be recovered or disallowed? 302 

A. I have not. 303 

Q. Does this conclude your testimony at this time? 304 

A. Yes.  305 

                                                 
6
  Water Service Company of Indiana,  Cause No. 44104, Testimony of Margaret Stull, Public’s 

Exhibit No. 2, at 8 (May 23, 2012).  AG Rehearing Exhibit 3.1; Indiana Water Service, Inc., Cause 

No. 44097, Testimony of Margaret Stull, Public’s Exhibit No. 2, at 25. (May 18, 2012).  AG 

Rehearing Exhibit 3.2.   

 


