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November 21, 2014

Ms. Elizabeth A. Rolando, Chief Clerk
llinois Commerce Commission

527 E. Capitol Avenue

Springfield, IL 62701

Re: Docket No. 14-0236 — Final Special Report (3™ Quarter 2014)

Dear Ms. Rolando:

In accordance with lllinois Administrative Code Title 83, Part 240, enclosed for filing on behalf of
Illinois-American Water Company is a Special Report in Docket No. 14-0236. This report is
being provided in duplicate.

Please file the report and return a file-marked copy to the undersigned in the enclosed return
envelope.

Very truly yours,

Scott W. Rungren
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STATE OF ILLINOIS

ILLINOIS COMMERCE COMMISSION

ILLINOIS-AMERICAN WATER COMPANY

Ilinois-American Water Company’s ) Docket No. 14-0236
Informational Statement under Section )
6-102(d) of the Public Utilities Act )

FINAL SPECIAL REPORT — 3" QUARTER 2014

TO THE ILLINOIS COMMERCE COMMISSION:

Pursuant to Administrative Code Section 240.20, Illinois-American Water Company (“IAWC”)
- submits the following report for the period of July 1, 2014 through September 30, 2014.

a) In respect to the issuance and sale of’ RE@ E %V E D

1)

2)

3)

Capital Stock
NOY 21 2014

CHIEF CLERK'S OFFIC{E _
{llinois Commerce Commission

A) and B) Not applicable.

Bonds and other securities

A) and B) Pursuant to Docket No. 14-0236, Petitioner issued the following
securities during the reporting period;

Amount & Type of Security | Date Issued | Rate Price/$100

$20,000,000 Promissory Note | 8/14/2014 | 3.40% | 99.867% of Principal

$62,000,000 Promissory Note 8/14/2014 | 4.30% | 99.589% of Principal

All classes of securities

A) The securities identified above were issued to American Water Capital
Corp. (“AWCC”), which is the financing subsidiary of American Water Works
Company (“American Water”), and an affiliate of Illinois-American Water
Company (“IAWC”). The total amount, $82 million, was part of a $500 million




b)

two-part offering by AWCC, both parts of which were issued on August 14, 2014.
Specifically, IAWC’s $20 million portion was part of AWCC’s $300 million
bond. This is a 10.5-year bond due 3/1/2025 with a 3.4% coupon. IAWC’s $62
million portion was part of AWCC’s $200 million bond. This is a 28-year bond
due 12/1/2042 with a 4.3% coupon.

B) As of September 30, 2014, the Company has issued total long-term debt in
the amount of $82 million under the approval granted in this docket. This debt
was issued on August 14, 2014 in the form of two Promissory Notes to AWCC,
one in the amount of $20 million and the other in the amount of $62 million. The
$20 million was issued at a discount of $26,600, or at 99.867% of the principal
amount, and the $62 million was issued at a discount of $254,820, or at 99.589%
of the principal amount.

C) As of September 30, 2014, the total issuance costs incurred by IAWC
associated with the securities issued pursuant to the authority granted in Docket
No. 14-0236 have been $1,307,177.94, including the bond discount. The legal
fees of $10,030.50 incurred directly by IAWC, and the ICC fee in the amount of
$196,800, were allocated to the Notes based on the proportion of their face
amount to the total face amount. The itemization of issuance costs for each
Promissory Note is as follows:

$20 Million Promissory Note
Underwriter Legal Bond | Total Issuance
Fee Fees Misc. Fees | ICC Fee | Discount Costs

$130,000 | $7,495.42 | $30,665.05 | $48,000 | $26,600 | $242,760.47

$62 Million Promissory Note

Total
Underwriter | Legal Bond Issuance
Fee Fees Misc. Fees | ICC Fee | Discount Costs

In respect to application of proceeds:

$542,500 $8,114.14 | $110,183.33 | $148,800 | $254,820 | $1,064,417.47

Proceeds from the new issuances, $82,000,000 (minus expensesifér2 dséd b reduce the
Company’s outstanding short-term debt balance.

CHIEF CLERK'S OFF!cg-: .
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In respect to unapplied proceeds:

As of September 30, 2014, JAWC has no remaining unapplied proceeds from the
authorization granted in Docket No. 14-0236. The Company has utilized the full



authorization granted by the ICC and, thus, will not issue any additional securities
pursuant to this docket.

Pursuant to Finding Number (9) on page seven of the Final Order in Docket No. 14-0236, IAWC
is required to provide the following:

Illinois-American Water Company shall comply with the reporti |
requirements in Part 240 (83 1ll. Adm. Code 240.10 ef seq.)ﬁE@ EEV
reports shall include (i) the actual interest rate for the Notes; and (11) a

comparison of the issuance costs and interest rate for the Notes issuefi(y 2 1 2014

to American Water Capital Corp., with estimates of the issuance costs

and interest rate that Illinois-American Water Company might ha@IEF CLERK'S OFFICE .
incurred, had it issued unsecured indebtedness directly to inwgtais[Gommerce Commission

D

Debt financing through AWCC, IAWC’s financing affiliate, currently allows IAWC to borrow at
.a lower interest rate due to AWCC's higher S&P credit rating of A-. Illinois-American’s current
assessment is that, on a stand-alone basis, the Company’s Standard & Poor’s credit rating would
be BBB. Thus, with respect to IAWC’s $20 million Note, issuing the debt through AWCC
resulted in an interest rate that was lower by approximately 30 basis points than if IAWC had
issued the debt on a stand-alone basis to a third party. For this same reason, with its $62 million
Note, IAWC was able to obtain an interest rate that was approximately 31 basis points lower by
issuing through AWCC rather than issuing the debt on its own to a third party. The analysis that
derived these estimates is described below.

$20 Million Promissory Note — 10.5 Year Term at 3.4%

The Company’s normal procedure is to use data from Bloomberg Online to determine the spread
between the yield applicable to IAWC’s estimated credit rating with that of the yield applicable
to AWCC’s credit rating. Unfortunately, Bloomberg Online does not provide a yield curve for
A- rated utility bonds, which is AWCC’s current S&P credit rating. Rates are provided for
BBB+ and A rated utility bonds, however. Thus, for purposes of this analysis, the yields on 10-
year BBB+ and 10-year A rated utility bonds were averaged in an effort to approximate the yield
on a 10-year A- rated utility bond. Based on data from Bloomberg Online on August 14, 2014,
the spread between the 10-year BBB utility bond yield and the average of the 10-year BBB+
utility bond yield and the 10-year A rated utility bond yield was 30 basis points (3.4569% -
3.1606%). The maturity used for the yields from Bloomberg Online is consistent with the
maturity of the Note issued by IAWC. Thus, placing the $20 million long-term debt financing
through AWCC with its stronger credit rating of A- resulted in IAWC obtaining a coupon
interest rate that was approximately 30 basis points lower than it could have obtained if it issued
this debt on its own.

Based on AWCC’s current S&P rating of A-, and the Company’s estimate that IAWC would
have been assigned an S&P rating of BBB if the Company had purchased a rating, the interest
rate that TAWC would have obtained on the $20 million Note is estimated at approximately
3.70%, which reflects the afore-mentioned 30 basis point spread above the 3.40% rate that



TAWC obtained through AWCC. Based on these assumptions, the interest cost savings is
$60,000 annually, which is $630,000 over the 10.5-year term of the Note.

With respect to issuance costs, IAWC benefitted from the fact that its $20 million debt issuance
was part of a larger $300 million debt offering by AWCC. The economies of scale produced by
pooling IAWC’s debt financing with those of other American Water subsidiaries resulted in
lower issuance costs being allocated to IAWC than IAWC would have incurred had it issued the
bonds directly to investors. As shown in the table below, the Company’s estimate of the
issuance cost savings is $499,996. The table shows the actual issuance costs incurred by IAWC

as compared to the Company’s estimates of those costs assuming IAWC had issued the bonds
directly to investors. The comparison excludes the bond discount.

Actual and Estimated Long-Term Debt Issuance Costs

ilssued Through: | If Issued By

S (Actual) _(Estimated)

Total Issuance Amount 7§ 20,000,000 $20,000,000

Urdreritars Fes s ls 1300000 s 130,000

Roting Agoney Fee-NMoodys " iseaol 180,000

Raling Agoncy Fee -88P T g0 T 78 800

‘Accountant (extemal) ST 2,800 } 42 000

‘ié'é"uefs Counse! T

Trustee L 600 : QO =
Tt Cowmmal T s e « T E
Hlinols Commerce Commission Fee ‘ 48,000 2 o %
‘Local Legal Fees o 2,446 - X O
e 4040 - T 5
Total lssuance Cost § 216,160 2 w5
| : ia S
Issuance Expenses as % of Issuance Amount ~ 1.08%: S ‘-02
Difference -

'AWCC lssuance Amount '$ 300,000,000
JAWC Issuance as a% of AWCC Total Issuance 6.67%

Issuance Costs for IAWC - $ 216,160':_______

$ 76,157

* The underwriters' fee assumes public debt i issuance via the mstl_t_ut_:_(_)_nal__ma__r_lggt_s__ ]
" 1AWC share of the AWCC total issuancecosts ;



$62 Million Promissory Note — 28 Year Term at 4.3%

The Company used the same procedure as described above to estimate the interest savings
incurred from issuing the $62 million debt offering through AWCC rather than issuing it directly
to investors, except for using 30-year utility bonds to calculate the spread. This term was used to
closely approximate the 28-year term of the Company’s debt offering. For this analysis, the
yields on 30-year BBB+ and 30-year A rated utility bonds were averaged in an effort to
approximate the yield on a 30-year A- rated utility bond. Based on data from Bloomberg Online
on August 14, 2014, the spread between the 30-year BBB utility bond yield and the average of
the 30-year BBB+ utility bond yield and the 30-year A rated utility bond yield was 31 basis
points (4.5164% - 4.2087%). Thus, placing the $62 million long-term debt financing through
AWCC with its stronger credit rating of A- resulted in IAWC obtaining a coupon interest rate
that was approximately 31 basis points lower than it could have obtained if it issued this debt on
its own.

Based on AWCC’s current S&P rating of A-, and the Company’s estimate that IAWC would
have been assigned an S&P rating of BBB if the Company had purchased a rating, the interest
rate that IAWC would have obtained on the $62 million Note is estimated at approximately
4.61%, which reflects the afore-mentioned 31 basis point spread above the 4.30% rate that
TAWC obtained through AWCC. Based on these assumptions, the interest cost savings is
$192,200 annually, which is $5,381,600 over the 28-year term of the Note.

With respect to issuance costs, IAWC benefitted from the fact that its $62 million debt issuance
was part of a larger $200 million debt offering by AWCC. The economies of scale produced by
pooling IAWC’s debt financing with those of other American Water subsidiaries resulted in
lower issuance costs being allocated to IAWC than IAWC would have incurred had it issued the
bonds directly to investors. As shown in the table on the next page, the Company’s estimate of
the issuance cost savings is $246,427. The table shows the actual issuance costs incurred by
IAWC as compared to the Company’s estimates of those costs assuming IAWC had issued the
bonds directly to investors. The comparison excludes the bond discount.
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Actual and Estimated Long-Term Debt Issuance Costs

Issued Through| | If Issued By -
& . chc R T T
" (Actual) (Estlmated)
Total Issuance Amou"‘,,'ff' ... 8 62000000  7$62,000,000

Undeniitars Fea ™~ T e ey § 502500
Rating Agency Fee - Moody's  3%,80: | 119,000

Rating Agency Fee - S&P 7 sra00 1 120,000

Accountant (extemal) ' - 8680, | 28,000,
il e o L 15780
SEC Filing Fasg e e A
Printing & Misc - L 2,446
e T 850
T e ‘-
llinois Commerce Commission Fee 148,800 | 148 ,800

Local Legal Fees " 7sm 7,54

Total Issuance Cost ' 3 809,597 1  |$ 1,056,024 |

Issuance Expenses as % of lssuance Amount  1.31%| [ 1.70%

Difeence 1§ 240427

AWGE lssuance Amount $ ~SEsEe e T
IAWC Issuance as a % of AWCC Total Issuance 7 31.00%;

issuance COStS for IAWC . e 809,597** T 686 554

* The undelwnters fee assumes pubhc debt |ssuance \Aa the mstltuteonal markets
" JAWC share of the AWCC lotal issuance costs R B

This is IAWC’s final report for this docket. As noted in Part C above, the Company has utilized
the full authorization granted by the ICC. Thus, the Company will not issue any additional

securities pursuant to this docket. RE g EVE

Dated: November 21, 2014. NOV 21 2014
CHIEF CLERK'S OFFICE
ILLINOIS-AMERICAN WG ROHRAR ommission
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Rich Kerckhove
Assistant Treasurer
Illinois-American Water Company




VERIFICATION

Rich Kerckhove, Assistant Treasurer of Illinois-American Water Company, being first duly
sworn, deposes and states that he is familiar with the facts stated in the foregoing Special Report
and that said facts are true and correct to the best of his knowledge, information and belief.

},— .
Rich Kerckhove
Assistant Treasurer

[llinois-American Water Company

SUBSCRIBED and SWORN to before me this
2} 8 day of November, 2014,

S 1y T

Notary Public

STACI A, OLSEN
Notary Public « Notary Seal
STATE OF MISSOUR
8t. Charies County
My Commission Expires: March 20, 2017
Commisalon #13516210

RECEIVED
NOV 21 201

CHIEE CLERX'S OFFICE
llinois Cuimieice Commission



