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ILLINOIS COMMERCE COMMISSION1

DOCKET NO.                       2

DIRECT TESTIMONY3

OF4

LEE R. NICKLOY5

I.  INTRODUCTION AND WITNESS QUALIFICATIONS6

Q. Please state your name and business address.7

A. Lee R. Nickloy, 1901 Chouteau Avenue, St. Louis, Missouri 63103.8

Q. By whom are you employed and in what capacity?9

A. I am employed by Ameren Services Company (“Ameren Services”).  I hold the10

positions of Director – Corporate Finance and Assistant Treasurer for Ameren11

Corporation (“Ameren”) and its subsidiaries, including Illinois Power Company12

d/b/a AmerenIP (“AmerenIP”).13

Q. Please summarize your educational background and professional experience.14

A. I graduated Magna Cum Laude with a Bachelor of Science degree from Christian15

Brothers University in Memphis, Tennessee in 1989.  I earned a triple16

concentration in the Economics/Finance, Management, and Marketing programs17

of study.  Upon graduation I was employed by Shell Oil Company in the Chicago,18

Illinois refined products division.  In 1992, I was promoted to Financial Analyst19

and transferred to the company’s U.S. headquarters in Houston, Texas.  In 1994 I20

accepted the position of Assistant Treasurer with Enjet, Inc., a privately held21

crude oil refining and products trading company based in Houston with operations22

in the U.S. Gulf Coast region and internationally.  I was promoted to Treasurer23
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later that same year and was responsible for financing the company’s operational24

and trading activities.  I negotiated all financing facilities, issued debt, was25

responsible for banking relationships and cash management, and directed the26

company’s trading activities to maximize profitability given certain capital27

constraints.  In late 1995, I became Manager of Counterparty Risk for28

TransCanada Energy USA Inc.  In this position I managed the company’s29

counterparty risk exposure for a broad range of energy trading and marketing30

businesses and natural gas processing assets.  This responsibility entailed31

assessment of the financial condition and capitalization of the company’s32

counterparties and trading partners.  I conducted financial due diligence for the33

company’s new business and asset acquisition group.  In this position I also34

negotiated and managed the company’s domestic bank financing facilities and35

parental guarantees.  I left that company in 1998 to accept a position with36

Ameren.37

Q. What are your responsibilities in your current position with Ameren38

Services?39

A. In my current position, I am responsible for capital raising and financing40

activities, banking, short-term liquidity and borrowing facilities,41

liaison/communication with the rating agencies, monitoring and quantifying cost42

of capital, various capital budgeting activities and credit risk management.43
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44

II. PURPOSE AND SCOPE45

Q. Are you familiar with the transmission project described in the Petition filed46

in this proceeding?47

A. Yes.  I am familiar with the project at issue.  It is my understanding that48

AmerenIP has been notified by Prairie State Generating Company, LLC (“Prairie49

State”), an independent power producer, that it is developing an electric50

generating facility in Illinois to which AmerenIP is obligated to supply generator51

interconnection service.  In order to accommodate this new facility, this Petition52

for a Certificate of Convenience and Necessity has been filed seeking approval to53

construct three new 345 kV transmission lines and related facilities (the54

“Project”).55

Q. What is the purpose of your testimony?56

A. The purpose of my testimony is to explain why, and under what conditions,57

AmerenIP can support the financing of 10% of the Project during its construction58

phase without experiencing significant adverse financial consequences, as59

proposed in the Petition in this case.  I also explain that once the Project is in60

service and begins to generate cash flow, AmerenIP would be in a better position61

to own the portion of the Project financed and constructed by its affiliate.  Lastly,62

I explain how an affiliate of AmerenIP, Ameren Illinois Transmission Company63

("Ameren Transco"), which would construct the other 90% of the Project, can do64

so without experiencing significant adverse financial consequences.65

III.  FINANCIAL CONSIDERATIONS66
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Q. Is it your opinion that AmerenIP could not finance 100% of the Project67

during the construction phase without incurring significant adverse financial68

consequences to it or its customers, as that finding is required by statute?69

A. Yes. AmerenIP cannot meet the statutory test of Section 8-406 of the Public70

Utilities Act, 220 ILCS 5/8-406, which requires a finding that the utility is71

capable of financing the proposed construction without significant adverse72

financial consequences for the utility or its customers, because it will receive no73

incremental cash flows by which to cover or offset the debt incurred for74

construction of the Project, among other cash flow challenges. The absence of75

incremental cash flows has the effect of negatively pressuring key financial76

measures which are important for the rating agencies’ quantitative analyses of77

AmerenIP’s financial condition and the assignment of credit ratings. Further, the78

recent downgrade of AmerenIP’s credit ratings means it has less capacity to79

absorb additional debt before its ratings could be downgraded below investment80

grade.  Further downgrade of AmerenIP’s credit ratings is possible.  In fact,81

Moody’s has already signaled that a deterioration of AmerenIP’s key financial82

ratios could move the ratings lower.  AmerenIP’s current senior secured debt83

rating from Moody’s is Baa2, only two notches above sub-investment grade.  This84

rating is also under review for possible downgrade.85

I would consider a downgrade of AmerenIP’s credit ratings to be both a86

significant and an adverse impact on AmerenIP.  The result of a downgrade of87

AmerenIP’s credit ratings could include, but wouldn’t necessarily be limited to,88

higher borrowing and financing costs, more restrictive debt covenants, limited89
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and/or restricted access to capital, and suppliers of power and natural gas90

requiring credit enhancement/collateral in the form of cash deposits/margin and91

letters of credit. All of these events could have significant adverse financial92

consequences to both AmerenIP and its customers.93

Q. Can AmerenIP support the construction and related financing of 10% of the94

Project without experiencing significant adverse financial consequences as a95

result?96

A. Yes.  It should be noted my comments are related to that portion of the Project97

financed and constructed by AmerenIP and Ameren Transco which is funded98

through advances/loans from Prairie State and is reflected as debt on the balance99

sheet of the entity receiving such advance, and not any portion of the Project100

supported or funded through other means.  I have assumed that the total cost of101

the Project so funded can be up to approximately $87 million.102

By definition, AmerenIP will experience a minor level of degradation of its103

financial condition, as evidenced by a decline in certain key financial measures104

which are important for ratings purposes, for the 10% (or $8.7 million) of the105

Project it intends to finance and construct itself, due to the fact that it will be106

incurring debt during the construction phase of the Project but will not benefit107

from any incremental cash flow associated with the Project during this time.  All108

else being equal and taken by itself, this should not cause AmerenIP to experience109

significant adverse financial consequences, or could be mitigated in some manner110

such that adverse consequences are avoided.  Also, this amount is small relative to111

AmerenIP’s anticipated level of capital expenditures during this period.  Given112
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that the other 90% (or $78.3 million) of the Project will be financed and113

constructed by Ameren Transco - a separate legal entity - the effects of the related114

additional debt will not be reflected on AmerenIP’s balance sheet.115

Q. How is the Project financed during construction?116

A. Currently, and as mentioned above, AmerenIP and Ameren Transco will receive117

advances from Prairie State to fund 10% and 90%, respectively, of the Project118

construction costs.  These advances are reflected as loans, i.e. debt, on the balance119

sheet of the legal entity receiving such advance, and these advances accrue120

interest.121

Q. Once the Project is placed in service and begins to generate cash flow will122

AmerenIP be in a better position to own the portion of the Project financed123

and constructed by Ameren Transco?124

A. Yes.  If the asset is transferred to AmerenIP, along with all of the debt related to125

the cost of its construction, once the Project is generating cash flow and assuming126

it is earning an adequate return on equity, that cash flow should serve to offset the127

negative effects on key financial measures of the related additional indebtedness128

and interest obligations.  It is important to note, however, that Ameren Transco is129

not obligated to transfer its portion of the Project to AmerenIP upon completion130

nor is AmerenIP obligated in any way to accept any such transfer.  As I131

mentioned earlier, a large part of the deleterious effects on these metrics during132

construction is the fact the construction expenditures are funded entirely with debt133

in the form of loans/advances from Prairie State (which accordingly results in134

additional interest payment obligations) and are not offset by incremental cash135
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flow generation.  AmerenIP’s ability to acquire the 90% ownership share of the136

Project once it is placed in service without resulting in financial harm or137

degradation in its financial performance will depend on how much indebtedness138

AmerenIP would assume when acquiring this ownership interest and AmerenIP’s139

debt levels, cash flows (both from the Project and otherwise) and capital140

expenditure plans, among other factors, at that time.141

Q. Is Ameren Transco, which would finance and construct the other 90% of the142

Project, capable of doing so without significant adverse financial143

consequences for it or its customers?144

A. Yes, notwithstanding the high degree of debt and leverage in its capital structure.145

However, this entity is unique in that regard.  It is important to keep in mind that146

this would be a special purpose entity formed to construct a portion of the Project,147

and, during the construction phase of the Project, this entity would not have any148

customers. Currently, it has no other service obligations; it provides no other149

service but to construct the Project; it has no need to make or fund other capital150

expenditures to maintain other assets.  In addition, during the construction phase,151

none of the entity’s debt repayment or interest obligations related to the Project152

would become due and payable.  This would be different if Ameren Transco had153

other outstanding securities and/or was rated, but it will not.  In other words, there154

aren’t any adverse consequences to Ameren Transco resulting from the high155

degree of debt it will hold.  The entity doesn’t have any other borrowing needs, its156

funding is provided in advance by Prairie State, and there are no other external157

investors.158
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Q.        In the event, for whatever reason, Ameren Transco defaulted in its159

obligations or went bankrupt, could that have a deleterious effect on160

AmerenIP or its customers?161

A.        No. First, the possibility that Ameren Transco would default is remote and,162

therefore, any impact on AmerenIP is equally remote.  Ameren Transco will be a163

separate legal entity from AmerenIP.  Accordingly, AmerenIP will not be legally164

obligated in any manner to support or perform the legal obligations, including165

obligations for the payment of debt, interest or other sums, of Ameren Transco.166

The obligations of Ameren Transco will be non-recourse to AmerenIP, AmerenIP167

will not be a guarantor of Ameren Transco, nor will AmerenIP be obligated to168

lend to or provide any other form of capital support to Ameren Transco.169

Q. Does this conclude your testimony?170

A. Yes.171


