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maintenance costs are $34,730. Mr. Fish testifies this cost should be amortized 

over a five year period to reflect the useful life of these maintenance expenditures. 

What amount for periodic maintenance expense do you propose? 

I propose annual periodic nlaintenance expense of $6,946 ($34,730/ 5 years) 

(OUCC Schedule 6, Adjustment 4). 

3. Rate Case Expense 

What amount does Petitioner seek to recover as water rate case expense? 

Petitioner proposes total rate case expense of $201,508, including internal labor 

(Service Company Support Services) costs of $109,305. Total rate case costs 

allocated to the water utility were $97,630 including internal labor costs of 

$52,953 (based on an allocation factor of 48.45%). Petitioner proposes to 

11 amortize these costs over three (3) years yielding pro forma annual rate case 

12 expense of$67,169, of which $32,541 is allocated to the water utility. 

13 Appropriate Rate Case Expenses: 

14 Q: 
15 A: 

16 

17 

18 

19 Q: 
20 

21 A: 

22 

23 

Do you agree with Petitioner's proposed rate case expense? 

No. First, I take issue with the sheer amount of rate case expense proposed given 

WSCI's exceptionally small customer base. Second, it is not appropriate for 

Petitioner to include internal labor costs in rate case expense. Finally, I disagree 

with Petitioner's proposed amortization period. 

Please explain your concerns regarding the amount of rate case expense 
Petitioner seeks to include in its rates. 

The costs proposed for this rate case are staggering, especially for a utility with 

approximately 190 customers. In Cause No. 43957, Petitioner's affiliate, Twin 

Lakes Utilities, Inc. ("TLUI") requested recovery of $152,129 for rate case 
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1 expense. This is less than the amount requested in this Cause. TLUI has 

2 approximately 3,200 customers compared to WSCI's 190 customers. Table 

3 MAS-3 below compares the average cost per customer for both TLUI's and 

4 WSCI's proposed rate case expense under Petitioner's proposal. As this table 

5 demonstrates, $14, or approximately 20%, of each residential customer's monthly 

6 bill, represents recovery ofPetitioner's estimated rate case expense. 

Table MAS-3: Comparison of Rate Case Expense per Customer 

Total Rate Case Expense 

Water 

Sewer 

Customer Count (approx.) 

Cost per Water Customer 

Annual Cost Per Customer 

Monthly Cost Per Customer 

TLUI WSCI 

$ 152,129 $ 201,508 

76,475 
75,654 

3,200 

(A) 

(B) 

97,631 
103,877 

190 

$ 23.90 (A)/(B) 

$ 7.97 $ 171.28 

$ 0.66 $ 14.27 

7 Because rate case expense is recovered from ratepayers, this can reduce a 

8 utility's incentive to carefully monitor those expenses, evaluate the cost of 

9 advocating controversial positions, and find more cost efficient ways of 

10 participating in the case. 

11 Finally, Petitioner has not supported its proposed rate case expense with 

12 sufficient detail to justify the level of expense requested. Petitioner provides no 

13 substantive testimony or evidence to explain how it determined the amount ofrate 

14 case expense it proposed, what its estimate is based upon, or why it considers its 
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proposed rate case expense reasonable and prudent. Specifically, Petitioner's 

evidence regarding rate case expense is one paragraph in Mr. Neyzelman's 

testimony (page 8, lines 16-20): 

"The test year level of regulatory expense was increased to 
reflect the anticipated costs of this proceeding, amortized 
over a three year period. If necessary, this expense will be 
updated at the time rebuttal testimony is filed to reflect a 
more accurate amount and the pro forma adjustment will be 
adjusted at that time. If this adjustment is not included, test 
year operating expenses would be understated." 

Evidence that Petitioner spent the amount of rate case expense it proposed 

does not by itself establish that such expenses were reasonable or prudent. 

Please explain your issues with Petitioner's proposal to include internal labor 
costs in rate case expense. 

Rate Case expense should represent a utility'S incremental or additional costs 

incurred to execute its rate case. It should not include costs that Petitioner will 

incur regardless of whether it is filing a rate case. Total internal labor costs 

should be allocated to WSCI based on its pro rata share of those costs based on 

the appropriate allocation factors and methodology. All internal costs should be 

allocated in this n1alU1er to ensure transparency and to eliminate any potential 

double recovery of costs that might occur. 

This double recovery can happen in one of several ways. For example, if 

a utility over estimates the time and cost of internal labor in its rate case expense, 

it is likely to over-recover these costs. Petitioner operates approximately 70 

utilities in many different jurisdictions and files multiple rate cases each year. If 

each utility includes exaggerated internal labor costs for recovery through rate 
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case expense, this could quickly equate to over-recovery of these employee 

expenses. Further, if a utility does not file its next rate case by the end of the rate 

case expense amortization period, it will over recover its expense for each year it 

delays filing a rate case. 

Another example of over recovery can occur when there is a material 

difference between the internal labor costs allocated to a utility during the test 

year compared to the internal costs recovered through rate case expense. An 

employee could work on operational or administrative issues during the test year 

and charge 100% of his or her time to operating expenses. After the test year, this 

same employee could be assigned to work on the rate case and the employee's 

estimated time and costs would be included in rate case expense allowing a utility 

to over recover its internal labor costs. 

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

nonnal, recurring operating expenses from recovery through rate case expense. 

These types of costs are best included in the annual operating expenses, allocating 

a utility's pro rata share of annual expense and including it in the revenue 

requirenlent. 

Do you have any other issues with the amount of internal labor costs 
included in Petitioner's proposed rate case expense? 

Yes. The amount of internal time that Petitioner estinlated would be spent on this 

case is unusually large. The main accounting or rate case expert alone estimated 

700 hours, of which 339 hours was allocated to the water utility, for this relatively 

basic water utility rate case. Assuming 8 hour days, 339 hours equates to 42 

business days or more than 8 weeks of work on a single small water utility rate 
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case. Overall, Petitioner estimates a total of 2,194 hours of internal employee 

time for this case for a total of$109,305 of internal employee labor costs. Of this 

total, 1,063 hours were allocated to the water utility for a total of $52,953 These 

expenses are more bewildering when one considers Petitioner's claim that it 

provides services to WSCI " ... at a cost lower than is available in the open 

market." (Testimony of Mr. Neyzelman, page 3, lines 21-22.) 

Based on Petitioner's responses to OUCC discovery, Petitioner has not yet 

come close to spending the amount of time or costs it estimated for this rate case. 

As of October 31, 2011, Petitioner had spent $59,953 of its total estimated 

$201,898, including approximately 857 hours of internal employee time at a cost 

of$38,161 (Attachment MAS-4). As of January 31,2012, Petitioner had incurred 

$66,102 of its estimated $202,365 of rate case expense, including approximately 

965 hours ofintemal employee time at a cost of$43,076 (Attachment MAS-5). 

Does the OUCC have any other issues with Petitioner's estimated rate case 
expense? 

Yes. The OUCC disagrees with Petitioner's estimated $85,000 of legal expenses 

in this Cause. The OUCC also disagrees with the $4,500 of consultant costs 

included in rate case expense. 

Please explain your adjustment to legal fees included in rate case expense. 

As stated above, Petitioner has provided no support for its estimated rate case 

expense and legal costs are no exception. Based on my experience with small 

utility rate case filings, I believe that $45,000, of which $21,800 is allocated to the 

water utility, is a reasonable and equitable estimate for Petitioner's rate case legal 

costs in this Cause. Although this amount is considerably less than the amount of 
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legal costs proposed in the TLUI rate case, it takes into consideration WSCI's 

small customer base. Further, TLUI had an intervenor as well as operational 

issues to deal with in that case, $45,000 seems imminently more reasonable 

estimate for WSCI's total rate case legal costs. 

Please explain your adjustment to eliminate consultant costs. 

Petitioner includes $4,500 for a consultant in its estimate of rate case expense. 

Based on my review of rate case invoices provided by Petitioner (Attachment 

MAS-6), this expense was for preparation of a rate of return study including a 

first draft of direct testimony. However, Mr. Neyzelman states on page 12, lines 

16-21, of his testimony that, rather than incur the costs associated with hiring a 

return on equity expert, " ... the Company proposes to use a cost of common equity 

of 1 0.44% based on recently received ROEs in other jurisdictions. WSCI used 

this information and determined the best course of action was to not hire a cost of 

capital expert and instead use the average granted ROE from the seventeen 

companies listed below." Based on Mr. Neyzelman's testimony, it is 

16 inappropriate to include the cost of this consultant in rate case expense in this 

17 Cause. 

18 Amortization Period for Rate Case Expense 

19 Q: 
20 

21 A: 

22 

23 

24 

Do you accept Petitioner's proposed three year amortization period for rate 
case expense? 

No. I propose a five (5) year amortization period. Five years more closely 

reflects the anticipated life of the rates being set in this Cause and the appropriate 

period over which WSCI should recover its rate case expenses. This is the second 

rate case filed for Petitioner's water utility and the first filed for its sewer utility. 
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1 The first rate water utility rate case was filed by Petitioner in early 2006, 

2 approximately 5 years ago. A five (5) year amortization pedod is reasonable and 

3 better represents the life of the rates being set in this Cause. 

4 

5 

Q: 
A: 

What rate case expense do you propose? 

After eliminating internal labor costs, eliminating consultant fees, and reducing 

6 legal fees, I propose total rate case costs of $47,703. Amortized over five years, 

7 this yields an annual rate case expense of $9,541. Costs allocated to the water 

8 utility equals total costs of $23,112 and an annual rate case expense of $4,621 

9 (OVCC Schedule 6, Adjustment 2). 

Table MAS-4: OUCC Proposed Rate Case Expense 

Legal Fees 

Travel 

Miscellaneous 

Divide by Amortizaiton Period 

Total 
$ 45,000 

1,600 

1,103 

$ 47,703 

5 

Water 
$ 21,803 

775 

534 

$ 23,112 

5 

Pro forma Annual Rate Case Expense $ 9,541 $ 4,621 

Allocation Factor - 48.45% 

4. Amortization of Contributions-in-Aid of Construction ("CIAC") 

10 
11 

12 

Q: 

A: 

Did Petitioner include annual amortization of CIAC in its proposed revenue 
requirement in this Cause? 

No. Petitioner proposed an adjustment to remove any amortization of CIAC from 

13 its test year operating expenses. 




