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SURREBUTTAL TESTIMONY 
OF 

KARLA O. TEASLEY 

	  

	  

I. WITNESS IDENTIFICATION AND BACKGROUND 1 

Q1. Please state your name and business address. 2 

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

Drive, Belleville, Illinois 62223. 4 

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

this proceeding? 6 

A. Yes I am. 7 

II. PURPOSE OF SURREBUTTAL TESTIMONY 8 

Q3. What is the purpose of your surrebuttal testimony? 9 

A. The purpose of Part 1 of my surrebuttal testimony is to respond to the 10 

rebuttal testimony of IIWC witness Mr. Gorman. In Part 2 of my 11 

surrebuttal testimony, to be filed on May 9, 2012, I will respond to Staff 12 

witness Mr. Sackett.  13 

III. RESPONSE TO IIWC WITNESS MICHAEL GORMAN 14 

Q4. Have you reviewed Mr. Gorman’s testimony?15 

A. Yes, I have.   16 

Q5. What conclusion of Mr. Gorman are you addressing? 17 

A. His conclusion regarding the appropriateness of using a gas proxy 18 

group to estimate IAWC’s return on equity.  Mr. Gorman argues, in 19 

response to IAWC witness Ms. Ahern’s testimony, that use of a gas 20 
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proxy group is appropriate as the “risk characteristics for the water 21 

industry are not so distinct that they fail to properly reflect similar risk 22 

experienced by other types of regulated utility operations.” (IIWC Ex. 23 

3.0, p. 3.)  24 

Q6. Do you agree? 25 

A. No.  Although he acknowledges the water utility industry’s need to meet 26 

environmental regulations and modernize infrastructure, I believe Mr. 27 

Gorman has failed to fully understand the risk characteristics of a water 28 

utility like IAWC.  IAWC’s water and wastewater operations are subject 29 

to federal, state and local laws and regulations, which control 30 

environmental protection, health and safety, water quality, water 31 

allocation rights, and collection, treatment and discharge of wastewater 32 

through monitoring and reporting requirements.  Two key environmental 33 

regulations include the United States Clean Water Act of 1972 and the 34 

United States Safe Drinking Water Act of 1974, as reauthorized in 1986. 35 

IAWC must also comply with a wide range of Illinois and local regulatory 36 

requirements in multiple locations, such as those related to groundwater 37 

and surface water sources, replacing and expanding water main 38 

distribution systems and multiple discharge points.  In addition, 39 

numerous regulatory agencies require permits for various aspects of 40 

IAWC’s business and the Illinois Commerce Commission sets standards 41 

for our operations. Given the nature of IAWC’s business, and 42 

particularly because it involves supplying water for human consumption, 43 
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any potential non-compliance with environmental laws or regulations 44 

(whether or not within the control of IAWC) represents a relatively 45 

greater risk for IAWC as compared to the gas industry and other non-46 

water industry entities. In order to meet the environmental requirements 47 

discussed above as well as replace aging infrastructure and modernize 48 

its systems, IAWC has invested almost $400 million in the last five years 49 

and under current conditions expects to invest in the range of $375-400 50 

million dollars over the next five years.  IAWC’s recent authorized 51 

returns on equity have allowed it to secure the capital needed to meet 52 

these needs, but securing the investment capital to meet these needs 53 

will become more difficult if IAWC’s return on equity fails to account for 54 

the risks these requirements impose.  Mr. Gorman’s embrace of a gas 55 

utility proxy is one example of an approach that fails to account for such 56 

risk.  Given that IAWC’s parent can and does invest in a number of 57 

regulated subsidiaries, it makes sense that IAWC’s return on equity be 58 

set such that the parent is encouraged to invest at the appropriate level 59 

in the provision of safe, adequate and reliable drinking water in Illinois. 60 

Q7. Does this conclude this portion of your surrebuttal testimony? 61 

A. Yes, it does.  62 


