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SUPPLEMENTAL DIRECT TESTIMONY 
OF 

KARLA O. TEASLEY 
 

 

  

I. WITNESS INTRODUCTION 1 

Q1. Please state your name and business address. 2 

A. My name is Karla O. Teasley.  My business address is 300 North Water 3 

Works Drive, Belleville, Illinois 62223. 4 

Q2. Are you the same Karla O. Teasley who previously filed direct 5 

testimony in this proceeding? 6 

A. Yes.  7 

II. PURPOSE OF SUPPLEMENTAL DIRECT TESTIMONY 8 

Q3. What is the purpose of your Supplemental Direct Testimony in this 9 

case? 10 

A. The purpose of my supplemental direct testimony is to provide 11 

background information on the organizational restructuring recently 12 

undertaken by the Company, and to discuss the updates to reduce 13 

IAWC's test year level of Fuel and Purchased Power expense and 14 

American Water Works Service Company, Inc. ("Service Company”) fees 15 

(both discussed by IAWC witness Tyler T. Bernsen in his supplemental 16 

direct testimony (IAWC Exhibit 7.00SUPP)).   As I discuss, these items 17 

reflect IAWC’s continuing commitment and ongoing efforts to control 18 

costs.  The rate case impact of these changes is further discussed by 19 
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IAWC witnesses Mr. Bernsen, Rich Kerckhove (IAWC Exhibit 5.00SUPP) 20 

and Scott Rungren (IAWC Exhibit 6.00SUPP).   21 

III. ONGOING EFFORTS TO CONTROL COSTS 22 

Q4. Please summarize IAWC’s position on cost control. 23 

A. As I discussed in my direct testimony, the Company routinely reviews 24 

opportunities to control costs and create efficiencies in its operations, and  25 

recognizes the importance of reducing the level of rate increases 26 

experienced by ratepayers.  To that end, the Company is committed to 27 

controlling costs and routinely pursues opportunities to increase 28 

productivity within the business. As I discuss below, as a result of these 29 

efforts, the Company has been able to hold operations and maintenance 30 

(“O&M”) expenses flat for the test year in this case.   31 

Q5. Are there recent examples of these efforts? 32 

A. Yes.  The anticipated changes resulting from the implementation of the 33 

Business Transformation (“BT”) program have provided IAWC with an 34 

opportunity to undertake an organizational restructuring, which will allow it 35 

to reduce its projection of test year level of labor related O&M expenses 36 

by approximately $592,000. Other examples, which I also discuss below, 37 

are reductions in test year levels of fuel and purchased power expense 38 

and Service Company fees. 39 

Q6. Please describe the organizational restructuring. 40 

A. Subsequent to the October 27, 2011 filing initiating this case, the 41 

Company determined that the anticipated changes from the 42 
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implementation of the BT program provided the Company an opportunity 43 

to review its organizational structure, with the goal of it making it more 44 

efficient and cost effective.  The planned reorganization is intended to 45 

streamline IAWC’s management in order to control costs, improve 46 

management efficiency and communication, and enhance customer 47 

service.  The organizational restructuring will involve the elimination of 17 48 

positions as compared to IAWC’s original filing in this case, and the 49 

substitution of 7 positions created to cover the responsibilities of the 50 

eliminated positions.  Overall, the reorganization will result in a net 51 

elimination of 10 budgeted positions at IAWC, as compared to IAWC’s 52 

original filing in this case. 53 

Q7. How was it determined what organizational changes the Company 54 

would undertake? 55 

A. In anticipation of the implementation of the BT program and as part of its 56 

ongoing efforts to control costs, the Company’s senior leadership 57 

reviewed its organizational structure to determine if improvements could 58 

be made. The review focused on identifying changes that could be made 59 

to improve management level efficiency, cost effectiveness and service to 60 

customers. 61 

Q8. What organizational changes will be made? 62 

A. Overall, the organizational restructuring’s primary impact will be to reduce 63 

the current number of management positions at the Company.  In other 64 

words, IAWC will utilize fewer management and administrative level 65 
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positions to operate the utility. This will involve managers supervising 66 

more employees.  It will also involve the combination of certain production 67 

and distribution functions, as well as an integration of the water quality 68 

function with production.  Positions such as field services director, senior 69 

project manager, and several operations supervisors will be eliminated, as 70 

well as several vacant positions.  None of the eliminated positions will be 71 

transferred to the Service Company.  The impact of these changes on the 72 

test year for ratemaking purposes is provided by Mr. Bernsen (IAWC 73 

Exhibit 7.00SUPP). 74 

Q9. What other impacts will result from the organizational changes? 75 

A. As mentioned, the planned organizational restructuring involves a 76 

reduction in workforce.  As part of that workforce reduction, IAWC intends 77 

to make severance payments to certain employees whose positions are 78 

eliminated.  IAWC anticipates it will pay out approximately $521,000 in 79 

severance pay as a result of the organizational restructuring. The 80 

proposed rate case treatment of these severance costs is addressed by 81 

Mr. Kerckhove (IAWC Exhibit 5.00SUPP). 82 

Q10. What is the timeframe for implementation? 83 

A. The organizational restructuring was formally announced to IAWC 84 

personnel on February 24, 2012.  It is expected that the restructuring will 85 

become effective April 2, 2012. 86 

Q11. Please discuss the reduction in the projection of IAWC’s Fuel and 87 

Purchased Power expense. 88 
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A. As I discussed in my direct testimony (IAWC Exhibit 1.00), IAWC has 89 

continued various measures to monitor and control costs on an ongoing 90 

basis.  Such measures include, among other things, strategic sourcing 91 

through the Supply Chain function of the Service Company and 92 

consolidation of purchasing across American Water's operating 93 

companies.  As part of the Company's strategic sourcing program, IAWC 94 

utilizes an energy management group within the Service Company that 95 

works with local operations staff and third-party electric providers to enter 96 

into long-term contracts that lock in rates for most of the Company’s 97 

consumption locations.  The reductions in the projected test year level of 98 

expense for fuel and purchased power are a result of the cost control 99 

efforts of the energy management group and local operations staff.  100 

Specifically, the reduction in the projected cost of fuel and purchased 101 

power is due to lower energy costs per unit negotiated by the energy 102 

management group, as well as reduced power usage resulting from 103 

Company conservation initiatives.  This has resulted in a reduction of 104 

approximately $1.7 million in the projected level of Fuel and Purchased 105 

Power expense for the test year. 106 

Q12. Is the reduction in test year Service Company fees discussed by Mr. 107 

Kerckhove (IAWC Exhibit 5.00SUPP) also the result of cost control 108 

efforts? 109 

A. Yes.  The approximately $392,000 reduction in test year Service Company 110 

fees results from organizational changes at the Service Company.  This is 111 
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yet another example of IAWC’s and the Service Company’s continuous 112 

efforts to control costs and limit Service Company fee increases, as 113 

explained in my direct testimony (IAWC Exhibit 1.00).   114 

Q13. Please summarize the effect of these cost control measures on 115 

IAWC’s test year level of expenses. 116 

A. These cost control measures will result in a net decrease in the 117 

Company’s projected test year level of operating expenses, as compared 118 

to its original filing in this case. IAWC’s projected test year level of O&M 119 

expense reflected in IAWC’s update is approximately $2.3 million less 120 

than the amount in the original filing.  These cost reductions reflect 121 

IAWC’s continued efforts to control costs, maintain a flat level of O&M 122 

expense and mitigate the impact of rate increases on ratepayers. 123 

Generally, these test year cost reductions more than offset increases in 124 

other test year costs addressed in the Company’s supplemental direct 125 

(update) testimony, such as increases to pension and OPEB expense.  126 

IAWC’s projected test year level of O&M expense is now $101.5 million, 127 

which can be compared to IAWC’s authorized level of O&M expense in 128 

Docket No. 09-0319 of $103.7 million.  Overall, IAWC’s requested rate 129 

increase has declined by approximately $2.1 million as explained by Mr. 130 

Bernsen (IAWC Exhibit 7.00SUPP). 131 

Q14. Does this conclude your supplemental direct testimony? 132 

A. Yes, it does. 133 


