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ORDER 

 
By the Commission: 
 
 On December 23, 2010, Illinois-American Water Company (“IAWC” or 
“Company”) filed, with the Illinois Commerce Commission (“Commission”), a verified 
Informational Statement pursuant to Section 6-102(d) of the Public Utilities Act (“Act”), 
220 ILCS 5/1-101 et seq.  The Informational Statement seeks authorization for IAWC to 
refinance $60,085,000 of tax-exempt bonds and $6,000,000 of taxable bonds, which are 
referred to collectively as the “Prior Bonds.” IAWC proposes to fund the redemption 
price of all of the Prior Bonds through the issuance of notes (“New Notes”). According to 
IAWC, since at least 90% of the proceeds of the New Note(s) will be used for this 
purpose, “the provisions of Section 6-102(b) of the Act do not apply to the issuance and 
the provisions of Section 6-102(d) do apply.”  Paragraph 9 of the filing states, in part, 
“The issuance of the Note(s) in connection with refunding the Prior Bonds is 
contemplated to occur any time after January 22, 2011.”  
 
 On January 3, 2010, the Commission Staff (“Staff”) filed a verified Answer to 
IAWC’s Informational Statement. Among other things, Staff agrees that IAWC’s 
proposal is subject to Section 6-102(d) of the Act, and is not subject to Section 6-102(b) 
since at least 90% of the proceeds will be used for the purpose of refunding outstanding 
issues of stock, bonds, notes or other evidences of indebtedness. Staff recommends 
that the Commission enter an order authorizing the proposed transactions, subject to 
reporting requirements.  No hearings were held in this matter, and no petitions for leave 
to intervene were filed. 
 

Statutory Authority for Proposed Financing 
 
 In subsection (b) of Section 6-102, the first sentence provides in part as follows: 
 

The provisions of this subsection (b) . . . shall not apply to (3) any 
issuances of stock or of bonds, notes or other evidences of indebtedness 
90% or more of the proceeds of which are to be used by the public utility 
for purposes of refunding, redeeming or refinancing outstanding issues of 
stock, bonds, notes or other evidences of indebtedness . . . . 
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Subsection (d) of Section 6-102 provides in part as follows: 
 

(d) Any issuance of stock or of bonds, notes or other evidences of 
indebtedness, other than issuances of notes pursuant to subsection (c) of 
this Section, which is not subject to subsection (b) of this Section, shall be 
regulated by the Commission as follows: the public utility shall file with the 
Commission, at least 15 days before the date of the issuance, an 
informational statement setting forth the type and amount of the issue and 
the purpose or purposes to which the issue or the proceeds thereof are to 
be applied. Prior to the date of the issuance specified in the public utility’s 
filing, the Commission, if it finds that the issuance is not subject to 
subsection (b) of this Section, shall issue a written order in conformance 
with subsection (a) of this Section authorizing the issuance . . . . 
 

IAWC’s Proposal 
 
 As explained in Staff’s Answer, IAWC proposes to issue $66,085,000 of 
indebtedness to an affiliate, American Water Capital Corp. (“AWCC”), in one or more 
promissory notes (“New Note(s)”), for refunding the following indebtedness (“Prior 
Bonds”) issued in conformity with Orders of the Commission: 
 

Face Amount Series Issue Date Maturity Date ICC Docket No. 

     

$5,630,000 General Mortgage 9/23/1993 8/1/2023 93-0192 

$6,900,000 1st Mortgage 12/19/1996 12/1/2006 96-0500 

$5,770,000 1st Mortgage 2/25/1998 2/1/2028 97-0597 

$11,760,000 General Mortgage 2/24/1998 2/1/2028 97-0175 

$30,025,000 General Mortgage 6/23/1999 6/1/2029 98-0665 

$6,000,000 General Mortgage 3/15/1989 2/1/2019 88-0362 

 
According to IAWC, upon receiving Commission approval, IAWC will issue the 

New Note(s) to AWCC.  IAWC states the New Note(s) (1) will bear interest at a fixed 
rate to maturity, established at the time of remarketing; (2) will not be subject to any 
tender by holders or obligations of AWCC or IAWC to purchase prior to maturity; and (3) 
will be subject to such redemption provisions as are established at the time of 
remarketing.  AWCC will obtain the funds necessary for the New Note(s) through the 
issuance of its own securities (“AWCC Securities”), which will be supported only by the 
unsecured obligation of AWCC.  IAWC states the AWCC Securities will not be sold to 
any affiliate of IAWC without further approval by the Commission, and will not be 
entitled to any guaranty. 

 
 The New Note(s) will be issued to AWCC pursuant to the Financial Services 
Agreement approved by the Commission in Docket No. 04-0582.  Concurrently with the 
Informational Statement in the instant docket, IAWC filed a petition in Docket No. 10-
0737 pursuant to Section 7-101 of the Act requesting Commission authority for this 
affiliated interest transaction; IAWC indicated that it would not proceed with the 
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proposed refinancing absent approval of the petition in Docket 10-0737.  Pursuant to 
the Financial Services Agreement, IAWC will pay AWCC an amount to cover the 
expenses of the financing incurred by AWCC, including legal fees, accountant’s fees, 
underwriters’ or agents’ fees, and miscellaneous fees and expenses.  IAWC will not 
undertake a financing through AWCC unless the financing results in the lowest overall 
cost to IAWC for securities of comparable type, maturity and terms, and generates a net 
present value savings compared to the Prior Bonds.   
 

IAWC asserts that the provisions of Section 6-102(b) of the Act do not apply to 
the proposed issuance, and the provisions of Section 6-102(d) do apply, because at 
least 90% of the proceeds of the New Note(s) will be used for the purpose of refinancing 
existing obligations of IAWC. 
 

IAWC represents that, promptly after the issuance of the New Note(s), a Report 
and a copy of the final form of the applicable documents for the issuance will be filed 
with the Commission pursuant to 83 Ill. Adm. Code 240 (“Part 240”).  Consistent with the 
Commission’s Order in Docket No. 07-0371, such report shall include (i) the actual 
interest rates for the New Note(s); and (ii) a comparison of the issuance costs and 
interest rates for the New Note(s) issued to AWCC with estimates of the issuance costs 
and interest rates that IAWC might have incurred had IAWC issued unsecured 
indebtedness directly to investors. 
 

Staff’s Review and Recommendation 
 
 Staff reviewed the Informational Statement and Article VI of the Act.  Staff asserts 
that the Company’s proposal is subject to Section 6-101, which requires the Commission 
to provide proper identification numbers on the proposed indebtedness when issued, and 
Section 6-102(a), which requires a Commission Order authorizing the issuance of the 
proposed indebtedness.  The Order must also state the amount of the proceeds and 
purpose(s) to which they are to be applied, and that such application(s) is reasonably 
required. 
 

According to Staff, the Company’s proposal is not subject to Section 6-102(b) since 
at least 90% of the proceeds will be used for the purpose of refunding outstanding issues 
of stock, bonds, notes or other evidences of indebtedness. It is subject to Section 
6-102(d), which requires the Informational Statement filed by the Company and a 
Commission Order in conformance with Section 6-102(a). 

 
Staff states that the Company's proposal is subject to Section 6-108; however, 

since the proceeds will be used for the purpose of refunding outstanding issues of stock, 
bonds, notes, or other evidences of indebtedness that have been issued with the consent 
of the Commission, no fee is required for the proposed issuance. The Company’s proposal 
is also subject to 83 Ill. Adm. Code 240, which requires the Company, pursuant to Section 
240.30, to file reports relative to the issuance of the proposed indebtedness and 
application of the proceeds, unless the Commission Order provides otherwise. 
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Staff recommends that the Commission issue an Order, pursuant to Section 6-
102(a) of the Act, authorizing the transactions described in the Company’s Informational 
Statement and identifying the applicable provisions of the Act and Administrative Code.  
Staff further recommends that the Commission order the Company to file reports relating 
to the issuance of the securities approved in this Order pursuant to 83 Ill. Adm. Code 240, 
including the financing cost comparison described previously.  Finally, Staff asks that the 
utility “be specifically directed in the order that the reporting requirements are mandatory 
and that failure to make the mandated filings could result in an action against the utility 
seeking penalties for failure to comply with a Commission order, the requirements of 
statute, or the rules of the Commission.” 
 

Commission Conclusions, Findings and Ordering Paragraphs 
 
 The Commission finds that the refinancing of Prior Bonds proposed by IAWC 
should be authorized pursuant to Section 6-102(d) of the Act, subject to the conditions 
set forth herein.  
 

The Commission, having considered the record herein, is of the opinion and finds 
that: 
 

(1) IAWC is an Illinois corporation engaged in the provision of water service to 
the public in various areas of the State of Illinois and is a public utility 
within the meaning of the Act; 

 
(2) the Commission has jurisdiction over IAWC and the subject matter of this 

proceeding; 
 
(3) the recitals of fact set forth in the prefatory portion of this Order are 

supported by the record and are hereby adopted as findings of fact; 
 
(4) subject to the conditions set forth herein, IAWC’s proposal to issue up to 

$66,085,000 of indebtedness to American Water Capital Corp. in one or 
more promissory notes, for refunding and refinancing the indebtedness, 
also referred to as Prior Bonds, as identified in Paragraph 3 of the 
Informational Statement and in Staff’s Answer, is not subject to the 
provisions of Section 6-102(b) of the Act, and is hereby approved in 
accordance with Section 6-102(d) of the Act;  

 
(5)  the funds to be obtained from the issuance of the debt are reasonably 

required for, and all will be used for, the purpose of refinancing long-term 
debt and paying associated costs identified above; 

 
(6) in accordance with Section 6-101, IAWC shall cause the following 

identification numbers to be placed on the face of the New Notes: Ill. C.C. 
No. 6560, 6561, 6562, 6563, 6564 or 6565;  
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(7) IAWC shall comply with the reporting requirements of Part 240 and 
provide the additional information described above that it has committed to 
provide; the reporting requirements are mandatory and failure to make the 
mandated filings could result in action against the Company seeking 
penalties for failure to comply with a Commission Order, the requirements 
of statute, or the rules of the Commission; 

 
(8) the proceeds will be used for the purpose of refunding outstanding issues of 

bonds, notes, or other evidences of indebtedness that have been issued with 
the consent and authorization of the Commission; accordingly, no fee shall 
be required for the proposed issuance. 

 
 IT IS THEREFORE ORDERED by the Illinois Commerce Commission that the 
proposed issuance of New Notes by Illinois-American Water Company in an amount not 
to exceed $66,085,000 as described herein, is hereby approved in accordance with 
Section 6-102(d) of the Public Utilities Act, subject to the conditions and findings 
hereinabove. 
 
 IT IS FURTHER ORDERED that IAWC shall comply with Finding Nos. (3) 
through (8) of this Order. 
 
 IT IS FURTHER ORDERED that subject to the provisions of Section 10-113 of 
the Act and 83 Ill. Adm. Code 200.880, this Order is final; it is not subject to the 
Administrative Review Law. 
 
 By order of the Commission this 20th day of January, 2011. 
 
 
 
 (SIGNED) MANUEL FLORES 
 
 Acting Chairman 


