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Q1. Please state your name and business address. 7 

A. My name is Lee R. Nickloy.  My business address is 1901 Chouteau Avenue, St. 8 

Louis, Missouri 63103. 9 

Q2. Are you the same Lee R. Nickloy who provided earlier testimony in this 10 

proceeding? 11 

A. Yes. 12 

Q3. What is the purpose of your testimony? 13 

A. The purpose of my rebuttal testimony is to respond to the direct testimony of Staff 14 

of the Illinois Commerce Commission ("Staff") witness Mr. Phil Hardas, who 15 

recommends that the Commission direct Illinois Power Company d/b/a AmerenIP 16 

("AmerenIP" or the "Company") to take sole financial responsibility for the 17 

Project.  Mr. Hardas' recommendation is based on his conclusions that: i) the 18 

Project will not have significant adverse financial consequences if undertaken by 19 

AmerenIP alone, and ii) Ameren Illinois Transmission Company ("Ameren 20 

Transco") could not finance the Project.  As I will discuss, neither conclusion is 21 

correct, and Mr. Hardas' recommendation is highly irresponsible, and could cause 22 

a credit ratings result that would have harmful consequences for AmerenIP and its 23 

customers.  The only sensible path for the Commission to take is to approve the 24 
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Petition on the grounds proposed by the Petitioners – i.e., that Ameren Transco be 25 

responsible for 90% of the Project's cost.  This division of cost responsibility will 26 

allow a needed generation project to be developed without any significant adverse 27 

financial consequences for AmerenIP or its customers. 28 

Q4. What is Mr. Hardas' conclusion with regard to AmerenIP's ability to finance 29 

the Project? 30 

A. Mr. Hardas concludes that AmerenIP can finance 100% of the Project cost 31 

without any significant adverse financial consequences. 32 

Q5. How does Mr. Hardas arrive at that conclusion? 33 

A. He conducted an analysis using Standard & Poor's ("S&P") ratio guidelines 34 

(which ignores AmerenIP's current financial condition and ratings) and by 35 

implying – but not directly asserting – that ratings agencies will treat the debt 36 

associated with the Project differently from "conventional" debt.  Thus, he 37 

concludes that AmerenIP's credit ratings will not be affected by financing all of 38 

the Project costs. 39 

Q6. Is Mr. Hardas' position sound? 40 

A. No, not by any measure.  To the contrary, it is at odds with reality, and is more 41 

hope than analysis.  He argues first that AmerenIP can finance 100% of the 42 

Project cost because the estimated cost of the proposed construction is "small in 43 

comparison to AmerenIP's total utility plant and revenue for electric operations."  44 

(ICC Staff Ex. 2.0, p. 4.)  He then argues that adjusting AmerenIP's financial 45 

ratios to reflect the full Project cost would produce resulting financial ratios 46 

consistent with S&P's ratio guidelines for A and BBB rated utilities with a 47 



 
 

 -3- 
 

business profile score of 4 (AmerenIP's business profile score from S&P is now 48 

"8").  Thus, he concludes that AmerenIP's resulting financial ratios are consistent 49 

with S&P credit ratings of A and BBB.  Lastly, he dismisses the level of Project-50 

related debt on AmerenIP's books, because, in his view, "the project obligations 51 

would be less risky than conventional debt."  (ICC Staff Ex. 2.0, p. 5.)  He then 52 

implies – but does not state – that a rating agency would reflect this claimed lower 53 

risk in its credit assessment. 54 

Q7. Why is this reasoning unsound? 55 

A. There are several reasons: 56 

 First, his analysis presumes that AmerenIP is starting from a position of credit 57 

strength.  To the contrary, AmerenIP's prospective financial condition and credit 58 

ratings have been severely weakened over the last several months.  Its credit 59 

ratings are currently barely investment grade.  Moody's currently rates 60 

AmerenIP's senior secured debt Baa2 and has assigned an issuer rating of Baa3 61 

(their lowest investment grade rating).  S&P currently rates AmerenIP's senior 62 

secured debt BBB- (their lowest investment grade rating) and the Company's 63 

issuer rating from S&P is also BBB-.  AmerenIP's ratings from Moody's are under 64 

review for possible downgrade and its ratings from S&P are under negative credit 65 

watch – both indicating a very real threat of further ratings downgrades in the near 66 

term.  AmerenIP's status as an investment grade rated utility is in dire peril.  Any 67 

further weakening of its financial condition could produce a sub-investment grade 68 

rating. 69 
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At the time of the filing of my direct testimony in this proceeding, S&P's rating 70 

for AmerenIP's senior secured debt and its issuer rating were BBB+. 71 

 Second, by definition, AmerenIP's key financial metrics would be harmed by the 72 

incremental capital expenditures and debt (without offsetting incremental cash 73 

flow) associated with AmerenIP's financing and construction of 100% of the 74 

Project.  Although Mr. Hardas may argue that he does not believe such 75 

degradation would cause a ratings downgrade, his analysis is based solely on the 76 

use of S&P's ratio guidelines. These guidelines are not helpful or instructive in 77 

attempting to presuppose any ratings result, or lack of a result, at Moody's.  Also, 78 

S&P's ratings approach considers Ameren as a consolidated whole and does not 79 

focus specifically on individual legal entities as is the case with Moody's. 80 

 Of course, ratios alone aren't the primary determinant of credit ratings.  However, 81 

a decline in key financial measures should be cause for concern and could give 82 

rise to a ratings downgrade.  The erosion in metrics may not be material or such 83 

erosion may be mitigated by other factors, but these are factors that would be 84 

considered by the rating agencies in making their ratings decisions. 85 

 The ratings agencies are the independent arbiters of credit ratings.  They will not 86 

consider the analysis performed by Mr. Hardas in their review and assignment of 87 

AmerenIP's ratings. 88 

 Third, there is no reason to believe that any ratings agency would treat the debt 89 

associated with the Project any differently from so-called "conventional debt."  90 

Mr. Hardas cites no statement of any ratings agency, nor provides any example of 91 
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any instance in which any such distinction was made.  Indeed, the debt that 92 

accrues to fund Project expenditures bears interest as stipulated by FERC.  It is 93 

important to note here the distinction of risk differential between/among different 94 

forms of indebtedness from the perspective of the issuer/obligor versus that of the 95 

investor/lender.  Even if it were true that there were differences in risk between 96 

the indebtedness related to the funding of the Project expenditures and 97 

AmerenIP's other debt, the rating agencies will consider the Company's total 98 

amount of debt from the lender's perspective.  There is no distinction between 99 

FERC-mandated debt and any other.  For that matter, it could be argued that there 100 

are differences in risk between AmerenIP's senior secured debt, its loan 101 

obligations related to its pollution control indebtedness and its transitional funding 102 

notes.  This doesn't change the fact that in each instance AmerenIP has a future 103 

repayment liability associated with this debt and that these are liabilities which are 104 

accounted for as debt and are thus considered as debt in the ratings agencies' 105 

assessment of the credit quality of AmerenIP.  The funding for the Project 106 

expenditures will be accounted for in a similar manner and reflected on 107 

AmerenIP's balance sheet along with along with all of its other debt.  In the case 108 

of both this and AmerenIP's other indebtedness, these are funds provided to 109 

finance AmerenIP's assets whether completed or under construction.  If AmerenIP 110 

weren't receiving advances/debt from Prairie State to fund the Project costs it 111 

would incur debt from some other source to do so. 112 

 Mr. Hardas simply cannot conclude that the credit ratings of AmerenIP would not 113 

be lowered as a result of financing 100% of the Project cost, and thus cannot 114 
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conclude that significant adverse financial consequences would not result.  He 115 

cannot change the fact that adding debt without offsetting that debt with 116 

incremental cash flow will result in degradation of key ratings measures.  Mr. 117 

Hardas cannot speak for the rating agencies and thus cannot guarantee any ratings 118 

outcome.  He would have no way of knowing exactly how much "cushion" 119 

remains for erosion of AmerenIP's financial metrics before a downgrade would 120 

result.  The fact that AmerenIP's ratings are under review for possible downgrade 121 

and negative credit watch tells us that the answer to this is likely "not much." 122 

Q8. What would be the consequences of a negative ratings action on AmerenIP? 123 

A. In general, as an investment grade utility's credit condition deteriorates, credit and 124 

capital initially come at a higher cost.  However, once at sub-investment grade, 125 

not only would credit and capital come at a higher cost, the utility's ability to 126 

reliably access such sources of capital would be jeopardized and, depending on 127 

the circumstances and particular ratings, may not be available at all.  This 128 

negatively affects the utility's customers who pay rates based on the utility's cost 129 

of service. Also, vendors and suppliers become reluctant to provide unsecured 130 

trade credit.  Cash or letters of credit may have to be provided to purchase even 131 

the basics necessary for providing electric and gas services.  This also increases 132 

costs to customers.  The utility's ability to maintain and invest in its infrastructure 133 

would also be put at risk. 134 

 The next ratings downgrade at AmerenIP would result in the company receiving  135 

a sub-investment grade (or "junk") rating.  Such ratings would trigger significant 136 

collateral requirements from suppliers of critical commodities such as natural gas 137 
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and power.  Sub-investment grade ratings would also severely limit AmerenIP's 138 

ability to finance deferred purchased power costs as part of any plan to phase-in 139 

higher electric power costs for its customers as the Company has proposed. 140 

Q9. Are there other reasons why a downgrade to sub-investment grade status at 141 

AmerenIP would be distressing? 142 

A. Ameren issued $1.3 billion of common equity for the purpose of acquiring and 143 

recapitalizing Illinois Power Company.  The result of this was a restoration of the 144 

financial health of the Company, restoring it to investment grade status and 145 

providing it access to adequate working capital and long-term sources of capital.  146 

The maintenance of AmerenIP's investment grade ratings has been a high priority 147 

for Ameren.  As a result of ratings downgrades at AmerenIP and negative 148 

pressure on AmerenIP's key financial measures, Ameren has undertaken actions 149 

to prevent AmerenIP's ratings from slipping back into sub-investment grade.  150 

AmerenIP has not paid any common dividends during 2006.  The proposal to 151 

form Ameren Transco to alleviate financial harm at AmerenIP (yet allow for 152 

completion of the Project) is yet another example of Ameren's efforts.    153 

Q10. Why does Mr. Hardas oppose the Petitioners' proposed division of financial 154 

responsibility? 155 

A. Mr. Hardas argues that, because Ameren Transco has no existing assets or 156 

revenue, "Ameren Transco's current financial ratios would be nonexistent and 157 

would be much weaker than the financial ratios for AmerenIP." 158 
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Q11. What would be the consequences on AmerenIP's customers of weak financial 159 

ratios at Ameren Transco? 160 

A. Effectively, none.  As I explained in my direct testimony in this proceeding, 161 

Ameren Transco is a separate legal entity from AmerenIP.  AmerenIP will not be 162 

obligated in any manner to support the payment or legal obligations of Ameren 163 

Transco.  The obligations of Ameren Transco will be non-recourse to AmerenIP.  164 

AmerenIP will not be obligated to lend to or provide any form of capital support 165 

to Ameren Transco. 166 

Q12. What is the effect of the Staff's proposal? 167 

A. The effect of the Staff's proposal is to put AmerenIP and its customers at 168 

significant risk of adverse financial consequences in order to avoid the use of 169 

Ameren Transco as a financing vehicle, which, by contrast, would hold no 170 

meaningful risk of adverse consequences for AmerenIP or its customers.  There is 171 

no "cost" to AmerenIP by approving the use of Ameren Transco.  In fact, there are 172 

only potential benefits, both in terms of enhancing the ability of AmerenIP to 173 

maintain its credit ratings and to avoid higher borrowing costs (or worse) which 174 

could result from further decline of its ratings.  Accordingly, I believe Staff's 175 

recommendation is irresponsible, because it places risk on the utility and its 176 

customers when that risk is easily avoided. 177 

Q13. Does this conclude your rebuttal testimony? 178 

A. Yes, it does. 179 


