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Q: Please state your name and business address. 1 

A: My name is Phil A. Hardas.  My business address is 527 East Capitol, 2 

Springfield, Illinois 62701.  3 

Q: Are you the same Phil Hardas who filed direct testimony in this proceeding? 4 

A: Yes. 5 

Q: Please state the purpose of your rebuttal testimony. 6 

A: I will respond to the rebuttal testimony of Ameren witness Lee R. Nickloy. 7 

Q. Please evaluate Mr. Nickloy’s rebuttal testimony. 8 

A. Mr. Nickloy’s rebuttal testimony contained no information or analysis that would 9 

cause me to change my opinion regarding either AmerenIP’s or Ameren 10 

Transco’s capability of financing the proposed construction (“Project”) without 11 

significant adverse financial consequences for the utility or its customers. 12 

 Q. Please respond to Mr. Nickloy’s assertion that AmerenIP’s key financial metrics 13 

would be harmed by incremental capital expenditures and debt (without 14 

offsetting incremental cash flow) associated with AmerenIP’s financing and 15 

construction of 100% of the Project.  16 

A. Mr. Nickloy clings to the argument that a reduction in financial performance, as 17 
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measured by certain financial measures, can place negative pressure on ratings 18 

that are significant enough to cause the rating agencies to lower AmerenIP’s 19 

credit ratings.  Using Mr. Nickloy’s rationale, any amount of additional debt on 20 

AmerenIP’s financial statements could place negative pressure on ratings.  21 

However, without any supporting analysis, Mr. Nickloy somehow draws a line 22 

separating the amount of the Project costs AmerenIP can safely finance from the 23 

amount it cannot.  While I agree that AmerenIP can finance 10% of the Project, 24 

Mr. Nickloy has not demonstrated it cannot finance 100% of the project. 25 

Q. Please comment on Mr. Nickloy’s statement that you “dismiss[] the level of 26 

Project-related debt on AmerenIP’s books, because, in [your] view, the project 27 

obligations are less risky than conventional debt.” 28 

A. Mr. Nickloy is wrong.  My analysis considered the repayment structure of the 29 

advance from Prairie State and the effect of the debt on AmerenIP’s cash flow 30 

ratios even if one treated the Prairie State advances like conventional debt.  In 31 

contrast, Mr. Nickloy’s position is that an increase in debt obligation without 32 

offsetting cash flow will result in degradation of key rating measures.  As I 33 

discussed in my direct testimony, Prairie State Generating Company, LLC 34 

(“Prairie State”) will pay for the project costs up front.  Under the terms of the 35 

indebtedness to Prairie State, repayment will be in the form of credits and is 36 

deferred until the Project goes into service.  In other words, AmerenIP will incur 37 

no incremental cash outflow during the construction period.  Once the Project 38 

goes into service, the indebtedness to Prairie State will have a dedicated cash 39 

flow stream for repayment.  AmerenIP forecasts suggest an annual repayment in 40 

transmission credits to Prairie State of $8.3 million and average annual Project 41 
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revenue of $15.4 million from 2009 through 2015.1  I have not found any rating 42 

agency report on how the Federal Energy Regulatory Commission-approved 43 

terms of repayment affect credit risk.  However, it is improbable that a credit 44 

rating agency would not consider repayment terms of a company’s debt 45 

obligations in assessing credit worthiness.   46 

Q. Please respond to Mr. Nickloy’s assertion that your analysis “ignores AmerenIP’s 47 

current financial condition and ratings” and “presumes AmerenIP is starting from 48 

a position of credit strength”.  49 

A. Mr. Nickloy’s claim that I ignored AmerenIP’s current financial conditions and 50 

ratios is based upon changes in AmerenIP’s credit rating subsequent to my 51 

analysis.  I agree that S&P downgraded AmerenIP’s credit rating from BBB+ to 52 

BBB- and AmerenIP’s business profile score from “4” to “8” after my direct 53 

testimony was filed.  Nevertheless, the change in S&P credit ratings and 54 

business profile does not change my conclusion.  S&P lowered its long-term 55 

credit ratings on Ameren Corp.’s Illinois subsidiaries due to concern over the 56 

possible legislation mandating an electric rate freeze extension for up to three 57 

years.  S&P lowered its long-term credit ratings on Ameren, Union Electric Co., 58 

and Ameren Energy Generating Co. to reflect deterioration in the consolidated 59 

business profile and financial metrics, which were somewhat sub par for the 60 

previous rating level, compounded by the stress of near-term weakening of the 61 

Illinois utilities, which account for roughly 30% of Ameren's funds from operations 62 

and operating income.  The Standard and Poor’s report dated October 5, 2006 is 63 

attached as ICC Staff Exhibit 6.1. 64 

                                            
1 AmerenIP response to Staff data request PH 1.2.  
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  Q. Did you update your analysis to reflect AmerenIP’s lower business profile score 65 

and credit ratings from S&P (due to concern over the possible legislation 66 

mandating an electric rate freeze extension)?  67 

A. Yes.  Below, Tables 1 and 2 present AmerenIP’s adjusted financial ratios for the 68 

2006-2008 construction period and Standard & Poor’s benchmark ratios for BBB 69 

and BB rated utilities with a business profile score of 8.  The funds from 70 

operations interest coverage ratio provided by AmerenIP is consistent with S&P 71 

credit ratings of BBB and the funds from operations to total debt ratio is 72 

consistent with S&P credit ratings of BB.  AmerenIP’s calculations demonstrate 73 

that the project debt would result in small declines in its financial ratios.  As 74 

demonstrated below, even with those small declines, AmerenIP’s ratios remain 75 

in the same range for the funds from operations (“FFO”) interest coverage ratio 76 

and funds from operations to total debt ratio.  In my judgment, since this project 77 

would not draw any cash flow away from AmerenIP’s other utility operations, it is 78 

reasonable to conclude that AmerenIP is capable of financing the proposed 79 

construction without significant adverse financial consequences for the utility or 80 

its customers. 81 

 82 

 83 

 84 
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Table 1 - Benchmark Ratios Excluding Proposed Construction 85 

Financial 
Benchmark 

Ratio 
AmerenIP's Ratios without      

        Prairie State Construction 

S&P Financial Benchmark 
Ratio Targets for Business 
Profile Score 8 

  AmerenIP 
2006 

AmerenIP 
 2007 

AmerenIP 
2008 

BBB   Rated 
Utilities       

BB   Rated 
Utilities      

FFO Interest 
Coverage XXX XXX XXX  XXXX XXXX 
FFO to Total 
Debt XXX XXX XXX XXXX  XXX  

 86 

Table 2 - Benchmark Ratios Including Proposed Construction 87 

Financial 
Benchmark 

Ratio 
AmerenIP's Ratios with         

   Prairie State Construction 

S&P Financial Benchmark 
Ratio Targets for Business 
Profile Score 8 

  AmerenIP 
2006 

AmerenIP 
 2007 

AmerenIP 
2008 

BBB   Rated 
Utilities       

BB   Rated 
Utilities      

FFO Interest 
Coverage XXX XXX XXX  XXXXX XXXX 
FFO to Total 
Debt XXX XXX XXX XXX  XXX  

 88 

Q: Given the changes to AmerenIP’s business profile score and credit ratings from 89 

S&P, does Ameren Transco have a greater ability than AmerenIP to meet the 90 

requirements in Section 8-406(b)(3) of the Act? 91 

A: No.  Ameren Transco does not have existing assets or revenue.  Ameren 92 

Transco’s current financial ratios are nonexistent and would be much weaker 93 

than the financial ratios for AmerenIP.  Furthermore, Mr. Nickloy fails to indicate 94 

why Ameren Transco must continue to own a portion of the Project beyond the 95 
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construction period. 96 

  Q. Mr. Nickloy criticizes your analysis for focusing solely on S&P’s ratio guidelines 97 

and failing to address the result the downgrade would cause at Moody’s.  Do you 98 

have any response? 99 

A. Mr. Nickloy’s entire analysis consisted of the same two adjusted financial ratios.  100 

In his direct testimony, Mr. Nickloy did not present any ratios to support his 101 

claims regarding the effects of the financing.  Therefore, I requested Mr. 102 

Nickloy’s financial ratios, incorporated them into my analysis, and submitted 103 

them as part of my Direct Testimony.   104 

Q. Do you have any response to Mr. Nickloy’s statement that “there in so distinction 105 

between FERC-mandated debt and any other”? 106 

A. My position is not that the debt will be viewed differently because it is “FERC-107 

mandated”.  The distinguishing features of the debt that I believe will be 108 

considered by credit rating agencies are:  (1) that AmerenIP will incur no 109 

incremental cash outflow during the construction period, and (2) when AmerenIP 110 

begins repayment of the debt, it will have a dedicated cash flow stream for 111 

repayment. 112 

Q: What is your recommendation? 113 

A: In my judgment, the proposed transaction meets the requirements of Section 8-114 

406(b)(3) of the Act.  Therefore, I recommend the Commission find that 115 
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AmerenIP is capable of financing 100% of the proposed construction without 116 

significant adverse financial consequences for the utility or its customers.  117 

Additionally, I believe that the Alternative Method for financing the Project is 118 

unnecessary. 119 

Q: Does this conclude your direct testimony? 120 

A: Yes. 121 

                           = Redacted Sections 122 
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