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I. WITNESS INTRODUCTION 6 

Q1. Please state your name and business address. 7 

A. My name is John S. Young. My business address is American Water Works 8 

Service Company, Inc., 1025 Laurel Oak Road, Voorhees, NJ 08043. 9 

Q2. Are you the same John S. Young 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 a portion of the rebuttal 15 

testimony of Illinois Attorney General (“AG”) witness Mr. Ralph Smith. 16 

III. RESPONSE TO AG WITNESS SMITH 17 

Q4. Have you reviewed Mr. Smith’s rebuttal testimony? 18 

A. Yes, with particular focus on his discussion of the service fees charged by 19 

American Water Works Service Co. (“Service Company”) to Illinois-American 20 

Water Company (“IAWC”). 21 

Q5. Is there a specific area of his testimony you wish to address? 22 

A. Yes.  IAWC witness Mr. Edward Grubb responds generally to Mr. Smith’s 23 

assertions regarding the level of Service Company fees in his surrebuttal (IAWC 24 

Exhibit 5.00SR).  I wish to address Mr. Smith’s reference to: (i) the July 9, 2009 25 

order of the California Public Utilities Commission (“CPUC”) in Decision 09-07-26 



IAWC Ex. 12.00SR 

 -2-  
 

021 (“California Order”) in a rate proceeding involving California-American Water 27 

Company (“California-American”); and (ii) a “Regulatory Audit” of California-28 

American’s General Office (“GO”) expense performed by Overland Consulting 29 

(“Overland Report”) that was submitted in that same proceeding.  Mr. Smith 30 

states, on pages 52-53 of his rebuttal, that, “[i]t has recently come to my 31 

attention” that the CPUC Division of Ratepayer Advocates (“DRA”) sponsored 32 

and presented the Overland Report, which Mr. Smith asserts included a detailed 33 

review of General Office and affiliated Service Company charges to California-34 

American.   35 

Q6. Are you familiar with the Overland Report and the proceeding in which the 36 

California Order was entered? 37 

A. Yes. I submitted testimony as a witness in that proceeding and have reviewed 38 

both the Overland Report and the California Order. 39 

Q7. Why does Mr. Smith refer to the Overland Report? 40 

A. He claims that, “Some of the DRA’s recommended adjustments in that recent 41 

Cal-Am rate case appear to be for similar costs that are being charged to IAWC 42 

by [the Service Company]”, and that that the Overland Report and the California 43 

Order should be used as a “reality check” on the Service Company Cost Study 44 

that has been sponsored by IAWC in the current case. 45 

Q8. Is Mr. Smith’s reference to the Overland Report, submitted in California, 46 

appropriate in the context of IAWC’s Illinois rate case? 47 

A. No. There are at least three reasons why Mr. Smith’s discussion of the Overland 48 

Report and the California Order should be disregarded.  First, the California-49 
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American rate proceeding Mr. Smith references is still pending and the California 50 

Order may be modified.  In the California Order (p. 134), the CPUC authorized 51 

California-American to "file a petition for modification of [the California Order] that 52 

fully discloses all non-regulated operations which use any assets or employees 53 

included in revenue requirement.”  On October 7, 2009, as expressly authorized 54 

by the CPUC, California-American filed a petition to modify portions of the 55 

California Order regarding the allocation of general office costs from American 56 

Water Works Service Company, Inc. (see copy attached as IAWC Exhibit 12.01), 57 

along with substantial supporting documentation.  The petition to modify sought 58 

reversal of approximately $825,000 of the adjustments to California-American’s 59 

Service Company expense in the California Order.  On November 6, 2009, the 60 

California DRA, which initially sponsored the Overland Report and recommended 61 

the above adjustment,  filed a Response to the petition to modify (see copy 62 

attached as IAWC Exhibit 12.02) in which the DRA stated that it “acknowledged 63 

[California-American’s] efforts to comprehensively document and account for its 64 

non-regulated operations” and that it did not oppose the petition to modify.  The 65 

CPUC’s decision on the petition to modify is pending.  Because the California 66 

proceeding is not final, Mr. Smith’s conclusions regarding the DRA’s 67 

recommendations should be disregarded.  For example, Mr. Smith states that 68 

some of the DRA’s recommended adjustments relate to concerns regarding over-69 

allocation of Service Company charges to regulated utilities.  In light of the DRA’s 70 

agreement with California-American’s petition to modify, this statement is simply 71 
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incorrect and does not represent the “reality” of either the DRA or the CPUC’s 72 

position on these issues. 73 

Second, Mr. Smith attached only excerpts of both the Overland Report 74 

and the California Order to his testimony, not the complete documents.  As a 75 

result, substantial amounts of information in both these documents is absent from 76 

Mr. Smith’s testimony and exhibits (such as, for example, the portion of the 77 

California Order referenced above in which the CPUC invited California-78 

American to submit a petition to modify).  Moreover, Mr. Smith’s discussion 79 

ignores the criticisms offered by California-American of the Overland Report.  For 80 

example, as I testified in the California proceeding, the Overland Report based its 81 

allocation methodology upon two fundamentally flawed assumptions: (1) it 82 

allocates costs from various Service Company functions to the non-regulated 83 

business affiliates, regardless of whether such affiliates actually take any service 84 

or regardless of the actual level of service they take from the Service Company; 85 

and (2) the Overland Report allocates all costs based upon "common" allocation 86 

factors; ignoring the fact that the Service Company charges some costs directly 87 

to the entity to which it has provided services, and that overhead allocations must 88 

follow the labor charges according to the agreement that the Service Company 89 

has with the regulated utility.   90 

Third, Mr. Smith does not appear to understand the nature of the GO 91 

expenses in California that he discusses.  Mr. Smith’s discussion suggests that 92 

all of the $16.8 million of GO expenses for which California-American sought 93 

recovery, and which were adjusted to $13.6 million in the California Order, were 94 
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service fee charges from the Service Company to California-American.  In fact, a 95 

significant portion of the $16.8 million amount ($4.9 million) related to state 96 

corporate functions in California, not Service Company charges.  Thus, his 97 

attempt to analogize California-American’s expenses to IAWC’s is inappropriate, 98 

given that the Overland Report does not solely address Service Company fees. 99 

Q9. Do you have any further comments on Mr. Smith’s recommendation that 100 

the Overland Report be used as a “reality check” on the Service Company 101 

Cost Study that has been submitted by IAWC is this case? 102 

A. Yes.  In addition to the reasons, set forth above, for disregarding Mr. Smith’s 103 

discussion of the Overland Report and the California Order, there is no basis to 104 

consider the Overland Report a “reality check” on IAWC’s Service Company Cost 105 

Study.  The Overland Report purported to be a “regulatory audit,” submitted on 106 

behalf of an interested party in a rate case, of various aspects of California-107 

American’s test year revenue requirement, not just the level of California-108 

American’s Service Company fees.  It should be noted first that, despite referring 109 

to itself as a “regulatory audit,” the report fails to disclose whether it was 110 

performed pursuant to any generally or professionally recognized or accepted 111 

auditing standards or that the review was conducted under any standards at all.  112 

Moreover, the Overland Report was conducted in the context of a litigated 113 

proceeding by a consultant retained by the DRA for purposes of recommending a 114 

revenue requirement.  In other words, the Overland Report is the DRA’s litigated 115 

position in opposition to California-American in a rate case.  It was not 116 

independent, and it was not conducted for the purpose for which a management 117 
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audit is generally conducted, which is to encourage efficiency and effective 118 

management to benefit both the ratepayers and the utility.  The Overland Report 119 

had an entirely different purpose than IAWC’s Service Company Cost Study, 120 

which compares the cost of certain services expected to be obtained by IAWC 121 

from the Service Company to the costs that would be incurred if such services 122 

were obtained in the open market.  In addition, the Overland Report reviewed 123 

these expenses for a 2009 test year, not the 2010 test year used in the instant 124 

proceeding.  It is difficult to conceive of any meaningful basis for comparing one 125 

to the other. Therefore, it would not be  appropriate to consider the Overland 126 

Report a “reality check” on IAWC’s Service Company Cost Study. 127 

Q10. Does this conclude your surrebuttal testimony? 128 

A. Yes, it does. 129 
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