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1 
  

DIRECT TESTIMONY  1 

OF 2 

SCOTT RUNGREN 3 

I. WITNESS IDENTIFICATION 4 

Q. Please state your name and business address. 5 

A. My name is Scott Rungren.  My business address is 727 Craig Road, Saint Louis, 6 

Missouri 63141. 7 

Q. By whom are you employed and in what capacity? 8 

A. I am employed by American Water Works Service Company ("Service Company") as a 9 

Financial Analyst III.  The Service Company is a subsidiary of American Water Works 10 

Company, Inc. (“American Water” or “AWK”) that provides various services to 11 

American Water’s utility subsidiaries, including Illinois-American Water Company 12 

(“IAWC” or “the Company”), on whose behalf I am testifying, and American Water 13 

Capital Corp. (“AWCC”). 14 

Q. Please summarize your educational background. 15 

A. In May of 1983, I received a Bachelor of Science degree in Business Administration with 16 

a major in Energy Management from Eastern Illinois University.  In May of 1986, I 17 

received a Master of Business Administration degree with a specialization in Finance 18 

from Northern Illinois University. 19 

Q. Please summarize your employment experience. 20 

A. From 1986 to 1999, I was employed by the Illinois Commerce Commission 21 

("Commission").  I held various positions while employed there.  I joined the Finance 22 

Department of the Commission in 1987, and was promoted to Senior Financial Analyst in 23 
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1989.  In 1993, I transferred to what was then called the Energy Programs Division, 24 

returning to the Finance Department in 1995, again as a Senior Financial Analyst.  I 25 

remained in the Finance Department at the Commission until February of 1999.  In 26 

March of 1999, I began employment with Cinergy Corp., working in the Retail 27 

Commodity Services group and focusing on their Real Time Pricing program.  In 2001, I 28 

began performing long-run generation planning studies for Cinergy's Kentucky and 29 

Indiana service areas.  In May of 2007, I joined the Service Company as a Senior 30 

Financial Analyst.  My present duties with the Service Company include the preparation 31 

of financing and rate-related filings for American Water’s Central Division operating 32 

companies. 33 

Q. Have you testified before any regulatory agencies with respect to accounting and 34 

other matters? 35 

A. Yes, I have testified several times before the Commission.  I have also testified before the 36 

Missouri Public Service Commission, the Indiana Utility Regulatory Commission, the 37 

Public Utilities Commission of Ohio, and the Kentucky Public Service Commission.  I 38 

have also presented prepared testimony before the Iowa Utilities Board. 39 

Q. Are you generally familiar with the financial condition, business, and properties of 40 

IAWC? 41 

A. Yes, I am. 42 

Q. Please describe the business of IAWC. 43 

A. The Company is a corporation organized and existing under the laws of the State of 44 

Illinois with its principal office in the City of Belleville, Illinois.  IAWC currently owns, 45 

operates, and maintains potable water production, treatment, storage, transmission and 46 
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distribution systems, and wastewater collection, pumping, and/or treatment systems for 47 

the purpose of furnishing water and wastewater service for residential, commercial, 48 

industrial, and governmental users in its various districts.  IAWC’s service districts 49 

include Alton, Cairo, Champaign, Chicago Metro, Interurban, Lincoln, Pekin, Peoria, 50 

Pontiac, South Beloit, Sterling and Streator.  Overall, IAWC serves approximately 51 

308,000 customers in 126 communities in Illinois.  IAWC is a wholly-owned subsidiary 52 

of American Water, a holding company that owns the stock of water and sewer utility 53 

regulated subsidiaries operating in 16 states. 54 

II. REQUESTED RELIEF 55 

Q. What is the purpose of your testimony in this proceeding? 56 

A. The purpose of my testimony is to seek Commission approval of IAWC’s planned 57 

$13,000,000 long-term debt financing with its affiliate, AWCC. 58 

Q. Are you familiar with the Petition filed by IAWC in this proceeding? 59 

A. Yes, I am. 60 

Q. What authorizations is IAWC seeking in this proceeding? 61 

A. IAWC is seeking approval under Section 7-101 of the Illinois Public Utilities Act (“Act”) 62 

to enter into an affiliated interest transaction with AWCC for its proposed long-term debt 63 

financing.  In Docket 04-0582, the Commission confirmed that IAWC was authorized to 64 

engage in short-term borrowing transactions with AWCC pursuant to the terms of the 65 

Financial Services Agreement approved in that docket.  However, in Docket 04-0582 the 66 

Commission provided that IAWC would need additional approval from the Commission 67 

under Sections 6-102 and 7-101 of the Act to engage in any future long-term debt 68 

borrowing from AWCC.  Accordingly, IAWC has filed this Petition under Section 7-101 69 
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of the Act for approval of the affiliated interest transaction described in its Informational 70 

Statement (the “Informational Statement”) and in the Petition.  In recent dockets, IAWC 71 

has received Commission approval to incur long-term indebtedness through AWCC, 72 

subject to certain conditions discussed below (See, e.g., Docket Nos. 09-0179/09-0180 73 

(cons.), 09-0247/09-0248 (cons.), 07-0371, 09-0427, and Docket Nos. 12-0576/12-0577 74 

(cons.)).  In each of those Dockets IAWC also received approval to engage in an affiliate 75 

transaction. 76 

  Concurrently with filing this Petition, IAWC filed an Informational Statement 77 

under Section 6-102(d) of the Act (220 ILCS 5/6-102(d)).  As set forth more fully below, 78 

the Informational Statement seeks, among other things, authorization for IAWC to issue 79 

and sell on or prior to December 31, 2014 indebtedness in the form of one or more 80 

promissory notes issued to AWCC. 81 

Q. Please describe AWCC. 82 

A. AWCC is IAWC’s affiliated financing company.  AWCC and IAWC are both wholly-83 

owned subsidiaries of American Water, and so are affiliated interests under the Act.  84 

AWCC is dedicated to providing financial services to American Water’s subsidiaries, 85 

including IAWC. 86 

Q. What relief is IAWC seeking with respect to the Informational Statement? 87 

A. In the Informational Statement, IAWC is seeking approval from the Commission under 88 

Section 6-102(d) of the Act to issue and sell or incur in one or more transactions 89 

indebtedness in the form of:  (i) one or more promissory notes (“Taxable Notes”) issued 90 

to AWCC pursuant to the approval for such transactions given by the Commission in the 91 

Order entered May 16, 2000 in Docket 00-0306 and reaffirmed in Docket 04-0582; 92 
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and/or (ii) one or more promissory notes issued to AWCC (“Tax-Exempt Notes”) to 93 

evidence loans from AWCC of the proceeds of one or more tax-exempt financings 94 

undertaken by AWCC and one or more governmental bodies or political subdivisions of 95 

the State of Illinois (“Governmental Issuer”) for the benefit of IAWC. (Taxable Notes 96 

and Tax-Exempt Notes are collectively referred to as “Notes”).  The aggregate amount of 97 

Notes issued under the authority sought herein will not exceed $13,000,000 outstanding 98 

at any time and that immediately following the issuance(s) approved herein, the 99 

Company’s ratio of common equity to total capitalization shall not be less than 40%.  100 

III. THE FINANCING PROGRAM 101 

Q. Please describe IAWC's proposed long-term debt financing. 102 

A. As noted above, IAWC is seeking authority to issue up to $13,000,000 in one or more 103 

issuances of Notes.  The purposes of the proposed issuances are: (i) refunding, redeeming 104 

or refinancing outstanding issues of bonds, notes or other evidences of indebtedness, 105 

including short-term debt incurred to temporarily fund construction expenditures 106 

expected to be incurred for the construction or improvements of or additions to its 107 

facilities and (ii) for other corporate purposes, including payment of certain issuance 108 

expenses of the proposed Notes.  At least 90% of the proceeds of the Note(s) will be used 109 

for the purpose of refinancing existing obligations of IAWC. 110 

Q. Will IAWC report to the Commission when it issues securities pursuant to the 111 

financing authority requested in this proceeding? 112 

A. Yes, it will.  IAWC will file with the Commission a written report on the terms of each 113 

issue of Notes within thirty days after it occurs and thereafter as specified in 83 Ill. Adm. 114 

Code Section 240. 115 
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Q. What is the Company’s current expectation with respect to the terms of the Notes? 116 

A. The Notes will be issued to AWCC pursuant to the Financial Services Agreement 117 

between IAWC and AWCC that has been reviewed and approved by the Illinois 118 

Commerce Commission in Docket 04-0582.  The Company’s expectation is that the 119 

Notes will be funded by AWCC’s issuance of a 10- year taxable bond.  Further, based on 120 

an expected issuance date of November 15, 2013, the interest rate is currently projected 121 

to be within the range of 3.8% to 4.0%.  This projection is based on a spread above the 122 

forward yield curve for a 10-year Treasury bond. 123 

Q. Please explain why using the yield on U.S. Treasuries as the base rate for the Notes 124 

is appropriate. 125 

A. U. S. Treasury Bond yields are widely followed as a benchmark for many interest rate 126 

calculations and are most often used by the market to price utility bond offerings. 127 

Q. Why would the IAWC issue the Notes to AWCC rather than do a separate financing 128 

with an unrelated lender? 129 

A. IAWC does not have as ready access to capital markets as does AWCC.  Issuing notes to 130 

AWCC will allow IAWC to realize economies of scale associated with a larger AWCC 131 

issuance, thereby resulting in lower issuance costs for IAWC than if it issued the debt 132 

directly to an outside lender.  AWCC will fund the Notes to IAWC through long-term 133 

senior unsecured debt instruments (“AWCC Securities”) issued in a public offering or 134 

private placement by AWCC.  In addition, the AWCC Securities will be issued in a 135 

transaction of a sufficient size to ensure that AWCC is able to obtain a favorable market 136 

rate.  IAWC expects that the interest rate or rates it will pay in connection with the Notes 137 

issued to AWCC, which are in turn funded by AWCC through the AWCC Securities, will 138 
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be no greater, and may be lower, than it could obtain if it issued its own securities.  139 

IAWC will not issue Notes to AWCC unless it can determine that, based on market 140 

conditions applicable at the time, such issuance will result in the lowest overall cost 141 

available to IAWC for the securities of comparable type, maturity, and terms.  The 142 

AWCC Securities will not be issued to or guaranteed by any person that constitutes an 143 

“affiliated interest” of AWCC or IAWC. 144 

Q. Is it possible that IAWC could obtain tax-exempt financing through AWCC? 145 

A. Yes, it is.  AWCC could obtain tax-exempt financing on behalf of IAWC from a 146 

governmental issuer, such as the Illinois Finance Authority (“IFA”).  IAWC would then 147 

issue a Note (“Tax-Exempt Note”) to AWCC at the same terms as those obtained by 148 

AWCC.  The Company currently has four tax-exempt debt issuances that were placed 149 

through AWCC, with AWCC acting as the obligor to the debt issued by the IFA.   150 

Q. Will the Notes be subject to redemption? 151 

A. The Notes will be prepayable as provided in the Financial Services Agreement.  The Tax-152 

Exempt Notes will be prepayable as allowed or required by the loan agreement with the 153 

governmental issuer.  154 

Q. Once executed, will the proposed financing impact the Company’s capital 155 

structure? 156 

A. No, it will not.  The Company’s proposed financing is being undertaken to replace an 157 

existing long-term debt issuance that is maturing on December 21, 2013.  Although both 158 

the new and existing debt could be on the Company’s books for a short period, by the end 159 

of 2013 the existing $13 million will have matured, leaving the Company’s capital 160 

structure unchanged.  161 



IAWC EXHIBIT 1.0 

 -8- 
 

Q. What is IAWC’s current capital structure? 162 

A. As of August 31, 2013, IAWC’s capital structure consists of 47.22% common equity, 163 

48.65% long-term debt, and 4.13% short-term debt.   164 

Q. What is the total estimated cost the Company expects to incur in connection with the 165 

proposed financing Program? 166 

A. The Company currently expects that total issuance costs will not exceed two percent of 167 

the face amount of the Notes.  This estimate includes the statutory issuance fee of 168 

$31,200 that was calculated pursuant to Sections 6-108 and 6-108(2) of the Act, and is 169 

based on the maximum outstanding amount of the Notes ($13,000,000) to be issued. 170 

 Q. How does IAWC propose to treat, for purposes of its books of account, the expenses 171 

expected to be incurred in connection with the Notes. 172 

A. The Company proposes to treat the expenses related to the issuance as a deferred charge 173 

and amortize that deferred charge over the life of the Notes.  174 

IV. AFFILIATE APPROVAL 175 

Q. Why is approval appropriate under Section 7-101? 176 

A. As indicated above, IAWC does not have as ready access to capital markets as does 177 

AWCC, and the AWCC Securities will be issued in a transaction of sufficient size to 178 

ensure that the financing attains a favorable market rate.  In addition, IAWC will be able 179 

to take advantage of the economies of scale afforded by obtaining the debt financing 180 

through AWCC, which will ensure that the transaction is undertaken at the lowest cost.  181 

Further, affiliate approval has been granted for similar issuances in the past, such as in 182 

Docket Nos. 09-0179/09-0180 (cons.), 09-0247/09-0248 (cons.), 07-0371, 09-0427, and 183 

Docket Nos. 12-0576/12-0577 (cons.).   184 
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Q. Can IAWC seek lower cost financing options with unaffiliated parties if they are 185 

available? 186 

A. Yes, it can.  The Financial Services Agreement with AWCC does not prohibit or restrict 187 

IAWC from borrowing from other parties or obtaining financial services from other 188 

parties whenever and on whatever terms it deems appropriate.   189 

Q. What charges will IAWC incur for the transaction? 190 

A. Under the Financial Services Agreement, IAWC will pay AWCC an amount to cover 191 

IAWC’s pro-rata share of the issuance expenses incurred by AWCC in conjunction with 192 

its bond issuance.  Estimated expenses associated with bond issuances include legal fees, 193 

accountant’s fees, underwriters’ or agents’ fees, and miscellaneous fees and expenses, 194 

which in the aggregate are not expected to exceed two percent of the principal amount of 195 

the Notes.  As indicated above, IAWC expects that overall transaction costs payable by it 196 

in a transaction through AWCC will be lower than the transaction costs it would incur if 197 

it issued its own debt securities. 198 

Q. Does this conclude your testimony? 199 

A. Yes, it does. 200 


