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   STAFF OF THE DEPARTMENT OF PUBLIC SERVICE 
INTERROGATORY/DOCUMENT REQUEST 

LONG ISLAND AMERICAN WATER 

Request No.:  IR-126 BLB-18  

Requested By:  Basil Bailey  

Date of Request: July 8, 2011 

Response Due: July 18, 2011 

Witness:  Mr. Casillo  

Subject:     Actuarial Studies. 
________________________________________________________________      
 
In response to IR-22, the cost incurred for each year is shown 
below: 
Actuarial Study Deferral Cost (LIAW Stand Alone Cost)

Year                                                                  Amount         
2006        $5,669      
2007  116,406      
2008  41,646      
2009  25,000      
2010  64,613      
2011  36,000      
Total  $289,334      

         
 
For cost to be considered for deferral the following criteria 
must be met: 1. Cost must be incremental to what is in rates. 
             2. Company cannot be in an overearnings position. 
             3. Cost must be in excess of 5% of net income (net   
                of tax). 
1. Please provide documentation showing that the company met the 

conditions each year for deferral cost. 
2. The company chooses to recover pension cost based an 

allocation from its parent company and the professional fees   
associated with the allocation. Therefore please justify why   
the company should recover the deferral cost associated with 
the stand-alone pension cost considering that the stand-alone 
cost is not being requested in rates.  

3. In response to IR-89 the company stated that a JE is not    
created because the invoices when paid are coded to a    
deferral account. Based on company’s response the cash    
disbursement ledger should show the accounts being debit.  
   (a)Please provide the pages from the disbursement ledger 
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      that shows the debit to the deferral account for each 
      transaction. 

    (b) Please provide the general ledger pages that show the  
      posting of the deferral transactions. 

 
Response: 
1. Costs are Incremental  

 
The Company had requested recovery of this expense in Case 07-
W-0708 in Rate Case Expense.  Please see the responses to IR-
118, IR-232 and IR-247 from that case.  But in Mr. Leary’s 
testimony on page 8, lines 1 through 13 he removes these costs 
as they are part of Case 05-W-0339 and recovery of those costs 
should be decided in that case.  The recovery of these costs 
would produce a revenue requirement and therefore were not 
formally addressed in Case 05-W-0339 but instead were 
discussed between the Company and Staff to defer the costs and 
seek recovery in the next rate case proceeding.  These 
actuarial costs were therefore deferred over the period 2007 
through 2011. The first invoice dated in December 2006 was 
recorded to a deferred asset account (Account 182000) in 2007 
and was not part of the base year 2006 expense in Case 07-W-
0508. The subsequent invoices were all recorded to this same 
deferred asset account and were not part of the base year 2010 
cost in this filing, Case 11-W-0200. See the attachment in 
response to Question 3 for evidence of how these costs were 
recorded to the deferral account.   

  
 Company Not in Overearnings Position 
 
 The Company has not been in an overearnings position. As shown 

in Exhibit 12, Tab 21 of the filing made in Case 07-W-0508, 
the Company was not in an overearnings position for the 3 
years ending March 31, 2006, 2007 and 2008.  As shown in 
Exhibit 12, Tab 22 of this filing, the Company was not in an 
overearnings position for the 3 years ending March 31, 2009, 
2010 and 2011.  

  
 Costs Are Material 
 
 For the years 2007 through 2010, $253,334 in actuarial cost 

was deferred.  
 

Year Amount Net Income Percent  
2007 $118,579 ($473,000) 21%  
2008 $45,142 $3,913,000 0.67%  
2009 $25,000 $5,008,000 0.30%  
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2010 $64,613 $4,652,000 1.19%  
Total $253,333    

     
On a net of tax basis, the Company deferred $118,579 in 2007 
was in excess of 5% of the 2007 net income. In the years 2008 
to 2010, the amount deferred each year did not exceed 5% of 
that year’s net income on a net of tax basis. It is not known 
if the $36,000 deferred in 2011 will be in excess of the 2011 
net income on a net of tax basis.    

   
2. The Company is seeking to recover these costs for the stand-

alone calculations performed by the actuary because these 
costs were incurred at the Commission’s direction in the order 
issued in Case 05-W-0339.  These calculations were necessary 
to determine the stand-alone pension and post-retirement 
benefits other than pension costs (OPEB) on a stand-alone 
basis.  The Staff uses the stand-alone calculation in order to 
determine the internal reserve and the expense deferral.  
Staff has requested this stand-alone information both in this 
case and in the Pension and OPEB audit update.   

 
The Company believes this expense should be deferred, as 
discussed in part 1 above, in order to receive recovery for 
the actual cost of the requested studies.  This guarantees 
that the rate payers are not over-charged for the recovery of 
this expense.  The alternative is for the Company to recover a 
set amount in base rates which would not be trued-up for the 
actual cost and therefore the rate payer may or may not be 
over charged in regards to this expense.   

  
 The Company is seeking to align future pension & OPEB recovery 

with the future funding of the pension and OPEB trusts. 
Currently, the covered employees and retirees of the Company 
are members of the parent company’s pension and post 
retirement benefit plans. There are no longer separate plans 
for the Company.  

 
 The future pension and OPEB plan funding done by the Company 

will be based on the Company’s share of the funding done for 
the parent company plans. If the Company were to request rate 
recovery based on the stand-alone calculations, it would be at 
a higher level creating the potential for rate shock. Also, 
this higher rate of recovery would have no relation to future 
funding and would only serve to increase the internal reserve 
credit balance that the Company is accruing interest on. 
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3. (a) & (b) See the attachment for the accounting treatment of 
these actuarial costs.  
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