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	In the Matter of Missouri-American Water Company for Authority (1) to Issue up to $85,000,000 in Aggregate Principal Amount of Secured or Unsecured Long Term Debt and (2) to Issue and Sell Additional Common Stock to, or Receive Additional Paid-in-Capital From, Its Parent Company in an Aggregate Amount up to $15,000,000.
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Amended Staff Recommendation

COMES NOW the Staff of the Missouri Public Service Commission (Staff), by and through Counsel, and for its Recommendation, states as follows:

1. On or about May 30, 2002,  Missouri-American Water Company (MAWC or the 

Company) filed an Application for Commission approval to borrow up to $85,000,000 in secured or unsecured debt and to issue and sell additional common stock to, or receive additional paid-in-capital from its parent company, American Waterworks, in an aggregate amount up to $15,000,000.

2. The Staff has reviewed the MAWC’s Application and has summarized its 

conclusions in a Memorandum that is attached to this Recommendation, labeled Appendix A, and incorporated by reference.  (Staff filed an earlier Recommendation in this case on July 25, 2002.)

3. § 393.200.1 RSMo 2000, provides, among other things, that a regulated water or 

sewer company may issue notes (indebtedness) when necessary for the acquisition of property, the extension or improvement of its plant or system or to discharge lawful obligations.  This statute also states, in part, that the Commission can issue an Order approving indebtedness if the money sought is “reasonably required” for the purposes approved by the Commission in its Order.

4. The application indicated that the financial authority sought was based upon 

objectives articulated in the statute summarized in paragraph 3 just above. Staff concluded in its Recommendation that the proposed transaction was reasonable, subject to the imposition of certain conditions.

5. Staff has amended its Recommendation based on discussions with the Company 

in an attempt to provide greater financial flexibility as intended by the “shelf registration” proposed in this Application.  Staff’s conditions of approval, as amended, will allow the Company the opportunity to file a Request for Approval asking the Commission to increase the interest rate cap based on new pro forma financial information submitted by the Company should market conditions arise that prohibit the Company from obtaining financing at Staff’s recommended interest rate cap of 7.25 percent.

WHEREFORE, based upon the foregoing, the Staff respectfully recommends that the Commission enter an Order approving the Application with the following conditions:

A. That nothing in the Commission’s Order shall be considered a finding by 

the Commission of the value of this transaction for rate making purposes, and that the Commission reserves the right to consider the rate making treatment to be afforded these financing transactions and their results in cost of capital, in any later proceeding.

B. That the Company shall file with the Commission any information concerning 

deviations from the stated use of the funds or any information that would materially change the pro forma capitalization and financial ratios.

C. That at no time will the Company’s total borrowings, including all instruments, 

exceed its Missouri-regulated rate base.

D. That the interest cost of financing obtained through the efforts of American Water

Capital Corporation shall not exceed 200 basis points (2 percentage points) above the yield on U.S. Government Treasury Bonds having similar terms of maturity as published in The Wall Street Journal on the date prior to the date or dates on which the terms and conditions of the indebtedness shall be determined.  However, at no time shall the interest rate exceed 7.25 percent, without prior Commission approval.

E. That the interest cost of the General Mortgage Bonds issued by the Environmental 

Improvement and Energy Resource Authority (EIERA) shall not exceed 200 basis points above the most current Bond Buyer Revenue Bond Index at the time of issuance.  However, at no time shall the interest rate exceed 7.25 percent, without prior Commission approval.

F. That the interest cost of financing obtained through the State Revolving Fund 

administered by the Department of Natural Resources shall not exceed 7.25 percent (i.e., the estimated interest rate utilized by the Company for purposes of this filing) without prior Commission approval.

G. That the Company file with the Commission all final terms and conditions on the

 proposed financing, including, but not limited to, the aggregate principal amount to be sold or borrowed, price information, estimated expenses, portion subject to the fee schedule and loan or indenture agreement concerning each issuance.

H. That the Company file with the Commission any information concerning the use 

of the funds from the issuance(s) with regard to redemption of any outstanding debt, including Net Present Value calculations indicating the amount of interest cost savings.
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