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I. WITNESS INTRODUCTION 6 

Q1. Please state your name and business address. 7 

A. My name is Karla O. Teasley and my address is 300 North Water Works Drive, 8 

Belleville, Illinois 62223. 9 

Q2. Are you the same Karla O. Teasley who previously filed testimony in this 10 

proceeding? 11 

A. Yes I am. 12 

II. PURPOSE OF REBUTTAL TESTIMONY 13 

Q3. What is the purpose of your rebuttal testimony? 14 

A. The purpose of my testimony is to respond to certain concerns raised in the 15 

testimonies of Village of Homer Glen witnesses Daley and Niemiec, Attorney 16 

General witnesses Boros and Gibons, City of Des Plaines (“Des Plaines”) 17 

witness Bajor and Duddles, and Village of Mt. Prospect witness Wilks (together, 18 

the “Municipal Witnesses”). 19 

III. RESPONSE TO MUNICIPAL WITNESSES 20 

Q4. Please comment on the testimony of the Municipal Witnesses. 21 

A. The Municipal Witnesses’ concerns that I will address can be summarized as 22 

follows: first, that IAWC's rates are generally too high; second, that they are too 23 

high in comparison to neighboring municipalities; third, IAWC does not do 24 

enough to control its costs; and finally that IAWC has not considered the impact 25 
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of its rate increase on its customers during a time of economic recession.  I will 26 

address each of these in turn.   27 

Q5. Please address the first concern regarding the level of IAWC’s rates. 28 

A. With regard to the first concern, IAWC's proposed rates are intended to yield 29 

revenues sufficient to recover test year operating expenses and to produce a 30 

reasonable return on rate base.  In particular, the Company seeks an increase in 31 

rates to earn a return of and on capital expenditures and recover the increase in 32 

operating expenses.  Under the Public Utilities Act (“Act”), IAWC is required to 33 

provide service which is “adequate, efficient, reliable and environmentally safe” 34 

and that is, consistent with these obligations, least‑cost.  IAWC has extensive 35 

regulatory responsibilities relating to drinking water (Safe Drinking Water Act) 36 

and wastewater (Clean Water Act), for which the Illinois Environmental Protection 37 

Agency (“IEPA”) has the responsibility for implementation and enforcement. 38 

IAWC is also subject to a variety of service standards under the Act and 39 

promulgated by the Commission (such as the Commission’s Part 280 and Part 40 

600) rules.  The Company’s rates are intended to recover the prudently incurred 41 

and just and reasonable level of IAWC’s costs in meeting these requirements. 42 

Q6. Please address the second concern about comparative rate levels. 43 

A. The Municipal Witnesses’ concern about the comparative level of municipal rates 44 

is unsupported.  None of the Municipal Witnesses provide any analysis in their 45 

testimony related to the specific costs incurred by IAWC in providing water and or 46 

sewer service compared to those of the municipalities mentioned in their 47 

testimony, nor do they evaluate any specific component of IAWC’s operating or 48 
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capital costs.  IAWC has addressed the issue of the comparability of the rates of 49 

municipally owned utilities (“MOUs”) in detail in the rebuttal testimony of Mr. 50 

Uffelman (IAWC Ex. 10.00R), as well as in the “Analysis of Water Rates, Fees 51 

and Charges For Selected Cities in the Vicinity of the Chicago Metro District of 52 

Illinois-American Water Company” (“Report”) filed in IAWC’s prior rate case 53 

(Docket 07-0507, IAWC Ex. 10.20).  In Docket 07-0507, the Commission 54 

expressly found that the record in Docket 07-0507 “demonstrates that there are 55 

significant differences between IAWC’s cost structure and those of MOUs which 56 

supports the conclusion that comparisons of IAWC’s rates to those of MOUs are 57 

not practical for ratemaking purposes.”    The Municipal Witnesses do not explain 58 

why it is appropriate to revisit the issue of municipal rates, which was thoroughly 59 

litigated in the prior case.  Nor have they offered a substantive basis to conclude 60 

that a comparison of the rates of an investor-owned utility to those of a 61 

municipally-owned utility is appropriate or supports a conclusion that IAWC's 62 

rates are unreasonable. 63 

Q7. Please comment further on the Municipal Witnesses’ claims that IAWC’s 64 

rates are higher than those of certain MOUs in the Chicago metropolitan 65 

area.   66 

A. The Municipal Witnesses compare IAWC’s rates to those of MOUs operating in 67 

the same or adjacent communities, particularly Mt. Prospect and Des Plaines.  68 

As explained in my direct testimony, the Company's rates must be set at a level 69 

that provides an opportunity for the Company to recover its cost of service. IAWC 70 

is aware that, as the Municipal Witnesses point out, certain MOUs issue 71 



IAWC Ex. 1.00R 

 -4-  
 

customer bills that reflect rates below those that IAWC must charge to recover its 72 

costs.  As Mr. Uffelman explains in his Rebuttal Testimony, however, there are 73 

many differences between IAWC’s cost structure and the cost structures of 74 

municipal utilities in general, including the cost structures of some of the 75 

municipal utilities referenced in the direct testimony of the Municipal Witnesses. 76 

In IAWC’s rate case in Docket No. 07-0507, IAWC submitted the Report, 77 

which quantified, to the extent possible, some of the differences in MOU and 78 

investor-owned utility (“IOU”) costs and rates.  As Mr. Uffelman explains, the 79 

Report found that a comparison of IAWC's rates to those of MOUs does not 80 

support a conclusion that IAWC’s rates are unreasonable.  As discussed above, 81 

the Commission found that the record in Docket 07-0507 (Order at 45), including 82 

the Report, “demonstrates that there are significant differences between IAWC’s 83 

cost structure and those of MOUs which supports the conclusion that 84 

comparisons of IAWC’s rates to those of MOUs are not practical for ratemaking 85 

purposes.”  The Commission found that the Report outlines numerous 86 

differences between MOUs and IOUs such as IAWC, and that the results of the 87 

Report do not support a conclusion that IAWC’s rates and costs in the Chicago-88 

Metro Division are unreasonable.  Moreover, the Commission establishes water 89 

and sewer rates based upon the cost of service, not upon a comparison of 90 

adjacent or regional utility rates.  Therefore, as Mr. Uffelman explains in detail, 91 

and in view of the Commission’s decision in Docket 07-0507 that comparisons of 92 

IAWC’s rates to those of MOUs are not practical for ratemaking purposes, a 93 
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comparison of IAWC's rates to those of the MOUs referenced by the Municipal 94 

Witnesses should be disregarded.   95 

Q8. Notwithstanding the cost structure differences you discuss, have 96 

differences between IAWC’s rates and those of MOUs been considered by 97 

the Company? 98 

A. Yes. The level of IAWC's proposed rates in the Chicago Metro District relative to 99 

the rates of certain MOUs has been a source of customer concern. The 100 

Company understands these concerns, but cannot address the concerns by 101 

proposing rates to match those of entities which have an entirely different cost 102 

and accounting structure as compared to IAWC.  IAWC is, however, able to 103 

respond to the concerns raised through measures to control its costs and rates, 104 

as I discuss below, and by providing high quality service to customers as 105 

required by the Act. 106 

Q9. Please address the concern about IAWC’s level of costs. 107 

A. As I discuss at length in my Direct and Supplemental Direct Testimony, and as 108 

discussed in the Direct Testimonies of IAWC witnesses Cheryl Norton, Jeff 109 

Kaiser and John Young, IAWC and the American Water Works Service Company 110 

(“Service Company”) have instituted measures to control and monitor costs on an 111 

ongoing basis.  Thus, it is simply not correct, as Homer Glen witness Mayor 112 

Daley asserts (page 3), that there is no “fiscal responsibility on the part of IAWC 113 

to control its level of costs….”  IAWC’s cost control begins with appropriate 114 

budgeting and planning.  Managers and supervisors work with all employees to 115 

improve productivity and performance through periodic review of progress toward 116 
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individual and team annual performance goals.  Tools used to improve 117 

productivity include adherence to internal business controls, use of new 118 

technology, appropriate supervision, regular communication, and improved 119 

documentation and training.  Management also continuously monitors operating 120 

expenses and capital expenditures to ensure that the Company purchases 121 

necessary, cost effective goods and services, and incurs capital expenditures 122 

that are cost effective and required to provide adequate and reliable service. 123 

Q10. Can you provide specific examples of how IAWC manages costs on an 124 

ongoing basis? 125 

A. Yes.  There are a number of measures that are used by IAWC to manage and 126 

control costs in a manner that is consistent with quality service and regulatory 127 

requirements.  As I discussed in my Direct Testimony, IAWC has, for example, 128 

implemented a reliability centered maintenance program that includes reactive, 129 

preventative and predictive/condition-based maintenance.  This program has and 130 

will continue to control costs and improve resource management and asset 131 

availability.  Other examples of cost containment in operations are discussed in 132 

the Direct and Rebuttal Testimony of Ms. Norton.  133 

 As discussed by Mr. John Young, in the area of purchasing, the Supply 134 

Chain department of the Service Company (“Supply Chain”) engages in strategic 135 

sourcing on behalf of IAWC.  By consolidating the purchasing needs of the 136 

American Water’s operating companies (on a national or regional basis), IAWC is 137 

able to benefit through Supply Chain from economies of scale that it could not 138 

obtain on its own.  I discuss examples of the benefit of the Supply Chain function 139 
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with respect to reductions in contract rates for power in my Supplemental Direct 140 

Testimony and with respect to chemical expense below. 141 

Q11. Are there other measures in place to promote efficiencies? 142 

A. Yes. As explained in my Direct Testimony and the Direct Testimony of Mr. John 143 

Young, IAWC’s participation in the American Water system provides efficiencies 144 

that have allowed IAWC to further minimize costs.  These efficiencies include 145 

customer support through a national call center, support from the American 146 

Water Laboratory in Belleville, Illinois, and efficiencies  in such areas as human 147 

resources, legal, corporate finance, environmental safety, engineering, 148 

communications and information technology systems.  IAWC also secures 149 

necessary financing through the American Water Capital Corporation.  This entity 150 

achieves economies of scale by consolidating the financing requirements of all 151 

the operating utilities in the American Water system. For example, as discussed 152 

below, IAWC recently secured long term debt financing at a lower than projected 153 

rate.  In this way, IAWC has access to reliable sources of debt capital at cost 154 

effective rates and in a manner that minimizes transactional and management 155 

costs.   156 

 IAWC also has measures in place to manage labor related costs and 157 

ensure our ability to attract and retain skilled employees.  The Company uses a 158 

variety of techniques, including market rate comparisons of wages and benefits 159 

in areas in proximity to our service regions, to ensure that wages and benefits 160 

are in line with local markets.  The Company complements wage and benefit 161 

programs with health and safety training programs that are designed to meet all 162 
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regulatory standards and protect employees, while also minimizing lost time 163 

frequency, thus minimizing lost productivity and controlling labor costs.   164 

Q12. Do you agree with the suggestion that the Company has failed to consider 165 

the impact of its rate increase on its customers? 166 

A. Absolutely not.  As discussed above, the Company has implemented numerous 167 

measures to control its costs.  These efforts are ongoing during the pendency of 168 

this case.  In IAWC’s update filing, as I explained in my Supplemental Direct 169 

testimony, these cost control measures resulted in a reduction of projected test 170 

year fuel and power expense.  As Ms. Norton discusses in her Rebuttal 171 

Testimony, the Company has been able to achieve additional cost reductions for 172 

chemical expense for 2010 and has determined that there will be a reduction in 173 

the level of test year chemical expense in the amount of $830,854.  The 174 

Company intends to reflect that reduction in its revenue requirement.  Moreover, 175 

as Mr. Herbert and Mr. Grubb discuss in their Direct Testimonies, the Company 176 

has implemented certain rate mitigation measures to reduce the level of the rate 177 

increase for some customers.  In addition, as discussed by Mr. Rungren in his 178 

rebuttal testimony (IAWC Ex. 4.00R1), IAWC recently secured long term debt 179 

financing at a lower than projected rate.  This Company will reflect this lower cost 180 

of debt in its proposed rate of return.  All of these measures confirm that IAWC is 181 

aware of the impact of its rate increase on its customers, and continuously seeks 182 

to control its costs consistent with its obligations under the Act. 183 

Q13. Des Plaines witness Bajor points to spending cuts and layoffs by the Des 184 

Plaines municipality.  Would such cuts be appropriate at IAWC? 185 
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A. No.  As I discussed above, the Company has significant and ongoing measures 186 

to control costs, including labor costs.  IAWC’s staffing levels are appropriate to 187 

allow it to meet its service requirements.  As I also discussed above, the 188 

Company’s rates are proposed to recover the prudently incurred and just and 189 

reasonable level of IAWC’s costs in meeting these service requirements. 190 

Q14. Do you have any other comments in response to the Municipal Witnesses? 191 

A. Yes.  First, Attorney General witness Gibons claimed that the Company’s mailed 192 

notices regarding the filing of a rate case understated the “current and proposed 193 

cost.”  While Ms. Gibons does not explain what “current and proposed costs” she 194 

is referring to, the Company’s notices of its rate filing provided the overall level of 195 

the Company’s proposed revenue increase for each district and the level of 196 

increase for residential customers with a 5/8-inch meter (reflecting all applicable 197 

rate components) at certain specified usage levels.  The notices stated that “[t]he 198 

effect of the changes varies depending on the level of water use, size of meter, 199 

service classification and other factors.”   200 

Second, Homer Glen witness Mayor Daley recommends that the public 201 

hearing transcripts be filed as late-filed exhibits in this proceeding.  This 202 

recommendation is unnecessary.  As Mr. Daley points out, the Commission and 203 

Administrative Law Judge are required to review the transcripts, which will be 204 

filed as part of the Commission’s record of this proceeding, as hearing transcripts 205 

were in IAWC’s prior rate case, Docket 07-0507.    206 

Q15. Does this conclude your rebuttal testimony? 207 

A. Yes, it does. 208 


