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ILLINOIS COMMERCE COMMISSION 1 

DOCKET Nos. 11-0279, 11-0282 (Cons.) 2 

REBUTTAL TESTIMONY OF  3 

RYAN J. MARTIN 4 

Submitted on Behalf of 5 

Ameren Illinois 6 

I. INTRODUCTION 7 

Q. Please state your name and business address. 8 

A. My name is Ryan J. Martin, and my business address is One Ameren Plaza, 1901 9 

Chouteau Avenue, St. Louis, Missouri, 63103. 10 

Q. Are you the same Ryan J. Martin who provided direct testimony in this proceeding? 11 

A. Yes, I am. 12 

II. PURPOSE OF TESTIMONY 13 

Q. What is the purpose of your rebuttal testimony in this proceeding? 14 

A. The purpose of my rebuttal testimony is to respond to the direct testimony of Illinois 15 

Commerce Commission Staff (Staff) witness Ms. Rochelle Phipps. 16 

Q. Are you sponsoring any exhibits with your rebuttal testimony? 17 

A. Yes.  I am attaching and sponsoring the following exhibits: 18 

 Ameren Exhibit 24.1 – 2010 IL Credit Facility - Bank Commitment Fee Summary 19 

 Ameren Exhibit 24.2 – 2010 Credit Facility Closing Fee Invoice 20 

 Ameren Exhibit 24.3 – 2010 IL Credit Facility Arrangers Fee Letter 21 
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 Ameren Exhibit 24.4 – Adjusted Cost of Capital Summary 22 

 Ameren Exhibit 24.5 – 2010 Utility Commitment Fee Summary 23 

 Ameren Exhibit 24.6 – May 20, 2010 Fitch Credit Report 24 

III. RESPONSE TO STAFF WITNESS, MS. PHIPPS 25 

A. Capital Structure 26 

Q. Do you accept Ms. Phipps’ proposed CWIP/AFUDC-related adjustments to long-27 

term debt, preferred stock, and common equity balances? 28 

A. Yes, I accept the proposed adjustments, which are reflected in Ameren Illinois Company 29 

d/b/a Ameren Illinois’ (AIC or Company) proposed rebuttal 2012 forecast test year capital 30 

structure (see Ameren Exhibit 24.4).   31 

Q. Do you accept Ms. Phipps’ argument that the Company’s common equity balance 32 

should be reduced by $411 million to eliminate any purchase accounting-related balances? 33 

A. No, I do not agree with her proposed $411 million adjustment to common equity.  As 34 

discussed in Company witness, Mr. Ronald Stafford’s rebuttal testimony, the adjustment should 35 

be only $351 million, an amount equal to goodwill, net of purchase accounting adjustments, as of 36 

December 31 2010, as reported to the ICC in the year-end Form 21 ILCC.  This adjustment is 37 

reflected in the Company’s proposed rebuttal 2012 forecast test year capital structure (see 38 

Ameren Exhibit 24.4). 39 

Q. Please summarize the adjusted capital structure that you recommend? 40 

A. The capital structure that I recommend, which includes the effect of the adjustments 41 

addressed above, includes the following debt, common equity, and preferred stock balances and 42 

percentages:  43 
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Balance Percentage

Common equity 1,859,153,929$       52.87%
Preferred stock 59,194,837$            1.68%
Long-term debt 1,591,759,083$       45.26%
Short-term debt 6,473,199$             0.18%

Total 3,516,581,048$       100.0%  44 

B. Cost of Short-Term Debt 45 

Q. Do you agree with Ms. Phipps proposed cost of short-term borrowings of 2.24%? 46 

A. No, I do not.  Ms. Phipps based her recommendation on a historically low 30-day LIBOR 47 

rate, and not on any reasoned forecast of the test year LIBOR rate.   In contrast, Ameren Illinois 48 

based its calculation on the forecast average LIBOR rate for the test year.   49 

Borrowings under the Company’s credit facility, the source of short-term borrowings, 50 

bear interest at a rate equal to LIBOR plus a certain spread based on the Company’s senior 51 

unsecured credit rating.  Short-term borrowings are typically made on a 30-day basis, in which 52 

case the 30-day LIBOR rate applies.  The current spread payable on credit facility borrowings, 53 

based on the Company’s existing senior unsecured credit ratings of Baa3/BBB+, is 2.05%.   54 

In estimating the 30-day LIBOR rate that would be applicable to bank borrowings during 55 

the forecast 2012 test year, Ms. Phipps assumed a rate of 0.19%, which was the 30-day LIBOR 56 

rate on June 3, 2011.  In light of the fact that existing LIBOR rates are near historic lows and the 57 

prevailing opinion among economists is that rates will rise in the near term, we believe that 58 

forecasting the cost of 2012 credit facility borrowings based on existing LIBOR rates is 59 

inappropriate and unreasonable. 60 

The forecasted cost of short-term debt proposed in my direct testimony of 3.85% is based 61 

on a forecasted average 2012 LIBOR rate of 1.8%.  This estimate was based on our review of the 62 

Blue Chip Financial Forecasts (December 1, 2010) and more fairly represents the expected cost 63 
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of 2012 forecast test year borrowings. Ms. Phipps’ proposed short-term debt cost of 2.24% is 64 

inappropriate because she ignores a reasonable projection of the 2012 LIBOR rate that suggests 65 

that the rate will be much higher than 0.19% in 2012 when rates are set.  66 

Obviously, it is impossible to predict future interest rates with certainty.   Nevertheless, 67 

the Commission must take into account the reasonableness of assumptions relied upon in setting 68 

rates.  It is reasonable to rely on interest rate forecasts, which are based on expert analysis, for 69 

forward test year purposes. However, if the Commission should decide in this case that, in light 70 

of inherent uncertainty regarding future interest rates, the current LIBOR rate is the most 71 

appropriate measure of expected future rates, we would expect a consistent forecasting approach 72 

to be supported   by the Commission in the future, including periods when rates may be 73 

historically high.   74 

C. Credit Facility Fees 75 

Q. Do you accept Ms. Phipps’ arguments concerning a proposed reduction in Ameren 76 

Illinois Bank Commitment Fees associated with the Company’s credit facility? 77 

A. No, I do not agree with Ms. Phipps recalculation of bank commitment fees incurred in 78 

2010 in connection with the arrangement of Ameren’s and AIC’s three-year $800 million 79 

revolving credit facility (2010 IL Credit Facility).  Her miscalculation is based, I believe, on a 80 

misinterpretation of data provided by the Company in its response to Staff data request RMP 81 

1.04 (dated March 14, 2011).  The exhibit accompanying the Company’s response to such 82 

request presented bank commitment fees on a total Ameren summary basis, such that the exhibit 83 

included total bank commitment fees paid to banks in exchange for total commitments by each 84 

bank to Ameren’s three separate credit facilities.  However, each bank made distinct 85 

commitments to each individual facility, and the bank commitment fee paid to each bank for its 86 
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commitment to each facility was separately negotiated, as illustrated in the accompanying 87 

Ameren Exhibit 24.3, and separately billed, as illustrated in the accompanying Ameren Exhibit 88 

24.2.  As such, no recalculation or allocation of 2010 IL Credit Facility bank commitment fees is 89 

warranted.  90 

Ameren Exhibit 24.1 summarizes actual bank commitment fees paid to banks for their 91 

respective allocated commitments to the 2010 IL Credit Facility.  As reflected in the exhibit, 92 

banks that committed $47.62 million received a commitment fee equal to 87.5 basis points of 93 

their commitment, banks that committed $43.81 million received a commitment fee equal to 75.0 94 

basis points of their commitments, banks that committed $36.19 million received a commitment 95 

fee equal to 62.5 basis points of their commitments, banks that committed $28.57 million 96 

received a commitment fee equal to 37.5 basis points of their commitments, and banks that 97 

committed $19.05 million or less received a commitment fee equal to 25.0 basis points of their 98 

commitments.  Note that this bank fee commitment fee scale is consistent with language in the 99 

applicable arrangers fee letter (see Ameren Exhibit 24.3) that reads, “It is currently contemplated 100 

that the upfront fees payable to each Lender will be between 0.25% and 0.875% of the amount of 101 

their allocated commitments to the Illinois facility.” 102 

Q. Do you believe that Staff’s adjustment to Ameren Illinois Bank Commitment fees is 103 

unreasonable? 104 

A. Yes, I believe the adjustment is unreasonable.  Bank commitment fees paid in connection 105 

with the arrangement of the 2010 IL Credit Facility totaled $5.32 million, which equates to 106 

approximately 66.5 basis points of the 2010 IL Credit Facility size.  As noted above, this cost is 107 

squarely within the range of commitment fees noted in the arrangers fee letter.  As shown in 108 

Ameren Exhibit 24.5, the Ameren Illinois commitment fee rate was consistent with the rates paid 109 
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by other utilities that executed credit facilities during the first nine months of 2010.  As such, the 110 

company concluded that that bank commitment fees paid in connection with the 2010 IL Credit 111 

Facility were reasonable and prudent.  It is unreasonable and inconsistent with observable market 112 

data to assert, as Ms. Phipps does in her testimony, that Ameren Corp. and AIC could have 113 

attracted adequate bank capital to the 2010 IL Credit Facility offering a commitment fee of only 114 

25 basis points.    The fact is simple – if the Company had offered a fee of only 25 basis points 115 

for commitments, it would have received no credit from key lenders.  116 

Q. Are there any other problems with Staff’s position on this issue? 117 

A. I disagree with Ms. Phipps speculation that AIC’s affiliation with Genco resulted in any 118 

increases in 2010 IL Credit Facility bank commitment fees.  The 2010 Ameren Illinois facility 119 

and the Genco facility, and the fees associated therewith, are distinct and severable.  To the 120 

extent there was any interaction between the facilities as negotiated, it would have been one 121 

favorable to Ameren Illinois ratepayers.  To the extent there were any shared implications of the 122 

decision to negotiate and execute all three credit facilities at the same time, the economies of 123 

scale would have resulted in lower bank commitment fees. Based on my experience, banks are 124 

willing to accept a lower commitment fee rate for a larger combined transaction.   125 

Please note that I do agree with Ms. Phipps’ basis for allocating 2010 IL Credit Facility 126 

upfront fees (including arrangers fees and bank commitment fees) and annual facility and agency 127 

fees  between Ameren Corp. and the Company and her provision for the recovery of such fees as 128 

a basis point addition to AIC’s overall weighted average cost of capital.   However, such 129 

calculations and allocations should include the $5.32 million of bank commitment fees actually 130 

incurred and paid in connection with the arrangement of the 2010 IL Credit Facility, not the $2.0 131 
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million erroneously proposed by Ms. Phipps, and, accordingly,10 basis points should be added to 132 

the Company 2012 forecast test year weighted average cost of capital.   133 

D. Embedded Cost of Long Term-Debt 134 

Q. Does the Company accept Staff’s argument that the Commission should eliminate 135 

from the cost of long-term debt the interest costs related to a $50 million portion of 136 

AmerenIP’s 2008 issuance of $400 million 9.75% bonds that Staff believes was 137 

unnecessary? 138 

A. No, the Company does not agree with this argument, and believes that the proposed 139 

adjustment is unreasonable and unfair.  Although I was not a witness in the last case, I did work 140 

for the Company at the time of this issuance.  In securing $400 million of long-term debt 141 

financing in October 2008, AmerenIP acted in a prudent manner, based on careful consideration 142 

of relevant and observable facts and circumstances during a period of near global financial 143 

catastrophe, when the home loan derivatives market crippled the entire financial sector.  It is 144 

unfair to speculate after the fact, with the benefit of information not available at the time such 145 

prudent action was required, as to what AmerenIP should or should not have done in response to 146 

a massive global financial crisis. In this case, Staff has provided no evidence supporting any 147 

contention that the Company failed to act prudently at the time the debt was issued.   148 

This case is a future test year case, with a test year of 2012.  The Commission should 149 

decline to recognize Staff’s attempt to conjure remedies for past finance decisions of 150 

increasingly less import on the Ameren Illinois Company capital structure as it will exist in 2012.  151 

Staff’s analysis simply lacks empirical or otherwise logical support and should not be approved.    152 

Q. Does the Company agree with the Staff’s proposal to reduce the coupon rate with 153 

regard to AmerenCILCO’s $150 million 8.875% bonds by 263.5 basis points to 6.240%? 154 
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A.  The Company disagrees and believes the Commission should revisit and reconsider its 155 

decision issued in the last case.   As discussed in Ms. Phipp’s direct testimony, a new fact has 156 

emerged that supports reconsideration.  In the last case, Staff premised its 263.5 basis point 157 

interest rate reduction on its broad and baseless conjecture that the company could have issued 158 

the debt at a substantially lower coupon rate had it not been for AmerenCILCO’s ownership of 159 

Ameren Energy Resources Generating Company (AERG).  This theory, however, was 160 

specifically debunked when Fitch Ratings downgraded the company’s credit rating in May 2010, 161 

citing the divesture of the AERG assets as one reason supporting the downgrade.   Staff argues 162 

that the interest rate adjustment should stand because Fitch relied on several factors in its 163 

downgrade and that it is “…not possible to separate the net effect of one factor from other 164 

factors.” (Staff Ex.7.0, p.15, ll. 278-79) Ironically, that same logic runs counter to Staff’s 165 

previous argument in support of the very adjustment it proposes to perpetuate in this case. 166 

A number of factors contributed to Fitch’s decision to downgrade AmerenCILCO, and it 167 

is impossible to determine with any certainty which factors carried the greatest weight.  However, 168 

Fitch states directly in its credit report its opinion that AmerenCILCO’s divestiture of AERG 169 

weakened, to some unspecified extent, AmerenCILCO credit quality, so it is irrational for Staff 170 

to argue that AmerenCILCO’s previous ownership of AERG had any adverse impact, let alone 171 

any meaningful adverse impact, on AmerenCILCO credit ratings, perceptions of credit quality, 172 

or borrowing costs.  We are not arguing that the divestiture itself caused the downgrade, but it 173 

clearly was a contributing factor, and Fitch’s comments regarding the divestiture directly 174 

contradict Staff’s argument that AmerenCILCO’s credit rating was weakened by its ownership of 175 

AERG.  176 
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Q. What was Staff’s rationale for revaluing AmerenCILCO long-term debt in the last 177 

case? 178 

A. Staff presented testimony that took quotes of rating agency reports out of their broader 179 

context and used them to assert that but for one single factor, specifically AmerenCILCO’s 180 

ownership of AERG, the AmerenCILCO senior secured long-term debt rating would have been 181 

A2/A, rather than the actual ratings at the time of Baa2/BBB+.  Staff argues that the stronger 182 

rating would have reduced the coupon rate on the $150 million of senior secured bonds issued in 183 

December 2008 by a dramatic 263.5 basis points.  184 

Ms. Phipps’ argument is specifically based on the broad and unsupported assumption 185 

that, all else being equal, an improvement in AmerenCILCO’s overall business risk profile 186 

resulting from a hypothetical divestiture of AERG would have resulted in a dramatic 2 to 3 notch 187 

improvement in AmerenCILCO’s  senior secured debt rating.  Ms. Phipps assumed that Moody’s 188 

rating of AmerenCILCO’s business risk would have improved from “Medium” to “Low”.  She 189 

assumed that S&P’s rating of AmerenCILCO’s business risk profile would have improved from 190 

“Satisfactory” to “Strong”.  Then, based on consideration of presumptive improvements in the 191 

company’s credit risk profiles and key historical credit metrics, which it must be noted included 192 

the benefit of AERG cash flows, Ms. Phipps assumed a 3-notch improvement in the company’s 193 

Moody senior secured debt rating (from the actual rating of Baa2 to a speculated rating of A2) 194 

and a 2-notch upgrade in the company’s S&P senior secured debt rating (from the actual rating 195 

of BBB+ to A).  Ms. Phipps then estimated the coupon rate of a hypothetical A2/A-rated, 5-year 196 

senior secured bond issue based on a review of recent transactions, ultimately concluding that 197 

AmerenCILCO could have issued 5-year senior secured bonds in December 2008, in the midst of 198 

the global financial crisis, for 6.24%. 199 
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Q. Do you believe Ms. Phipps’ logic and approach was sound? 200 

A. No, I do not.  I believe her logic and approach are demonstratively flawed in several 201 

respects.  First of all, as noted above, in evaluating AmerenCILCO’s hypothetical credit rating 202 

with an improved business risk profile, Ms. Phipps considered historical metrics that were not 203 

adjusted to exclude AERG’s meaningful cash flow contributions to those metrics. As such, Ms. 204 

Phipps’ evaluation of AmerenCILCO’s standalone creditworthiness and hypothetical credit 205 

ratings was unfairly distorted and overestimated.  Note that AERG accounted for 88% of 206 

consolidated AmerenCILCO’s net income in 2007 and 76% of consolidated AmerenCILCO’s 207 

net income in 2008.  Evaluation of AmerenCILCO credit metrics absent AERG contributions 208 

would have revealed a much weaker credit profile and a lower implied rating, a rather obvious 209 

reality properly cited in the aforementioned Fitch credit report.   210 

It may be reasonable to argue that AERG unregulated operation added a certain degree of 211 

business risk to AmerenCILCO’s overall credit profile, but the cash flows that AERG provided 212 

had a significant positive impact on AmerenCILCO’s creditworthiness.  It is unreasonable, 213 

unfair, and misrepresentative to consider one impact and not the other, as Ms. Phipps did in her 214 

testimony.   215 

I also believe Ms. Phipps was wrong and unfounded to presume that a one-grade 216 

improvement in AmerenCILCO’s S&P business risk profile to “Strong” would necessarily result 217 

in a two notch upgrade of its S&P credit ratings.  Ms. Phipps specifically states the following in 218 

her direct testimony from AmenrenCILCO’s most recently concluded rate case: 219 

"Using the S&P Business Risk/Financial Risk Matrix, I concluded that 220 
changing CILCO's business risk profile to "Strong" (from Satisfactory), 221 
would likely raise its issuer rating to BBB+."  (Docket Nos. 09-0309 – 222 
09-0311 (cons.), Staff Ex. 5.0, Direct Testimony of Rochelle Phipps, p. 223 
17). 224 



Ameren Exhibit 24.0 
Page 11 of 16 

Such comment clearly represents a gross and improper simplification of a complex rating 225 

process.  A “Strong” business risk profile does not always lead to a BBB+ issuer credit rating.  226 

Currently, among the 25 electric utilities with “Strong” S&P business risk profiles, two are rated 227 

A-, nine are rated BBB+, two are rated BBB, nine are rated BBB-, one is rated BB+, and two are 228 

rated BB-.  Among the 39 utilities current rated BBB+, the rating Ms. Phipps argued 229 

AmerenCILCO would have achieved with a “Strong” business risk profile, 29 of them have 230 

“Excellent” S&P risk profiles (which is one grade stronger than “Strong”).  This distribution 231 

would suggest that, on average, a utility would need a business profile of “Excellent” to be 232 

reasonably assured of a BBB+ rating. Of course, four electric utilities with “Excellent” S&P risk 233 

profiles are rated BB+, likely due to weak metrics.  As noted above, AmerenCILCO’s credit 234 

metrics without AERG would have been considerably weaker, such that the chance of the 235 

company achieving a BBB+ rating, even with a “Strong” business risk profile, would have been 236 

remote.   237 

It’s also important to note that AIC, which does not include AERG, currently has an 238 

“Excellent” S&P business risk rating but an issuer credit rating of only BBB- , two notches lower 239 

than the BBB+ rating Ms. Phipps argued that AmerenCILCO would have achieved in 2008 with 240 

a weaker “Strong” business risk profile.   241 

Ms. Phipp’s analysis of AmerenCILCO’s Moody’s credit ratings is flawed in that she 242 

combines in such analysis elements of two separate Moody’s regulated utility rating 243 

methodologies that were not designed to be used in concert.  The primary basis for her analysis 244 

of AmerenCILCO’s credit ratings as of December 2008 was a rating framework that Moody’s 245 

issued and began utilizing in August of 2009.  Thus, the model that she relied upon to evaluate 246 

AmerenCILCO’s December 2008 credit rating and predict a AmerenCILCO T&D standalone 247 
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credit rating did not even exist in December 2008.  The methodology, which is still in effect 248 

today, is much more comprehensive and transparent than the prior model that Moody’s had used 249 

since 2005, which was based largely on three business risk categories and broad credit metric 250 

guidance for each risk category.  As summarized in my direct testimony, the current model is 251 

based on nine rating factors (including four key financial metrics), with each factor assigned a 252 

relative weight.  Moody’s assigns a rating level grade to each category, and the grades are 253 

weighted to produce an implied rating.  The actual rating assigned by Moody’s may vary by up 254 

to two notches from the rating implied by the methodology. 255 

For each key financial metric, the current Moody’s rating methodology provides specific 256 

guidance with respect to the range of metric values that equate to each rating level.  The 257 

methodology does not include the concept of business risk categories, nor does it provide 258 

separate sets of credit metrics guidance for a given business risk category.  Those were specific 259 

elements of Moody’s prior rating methodology that Ms. Phipps incorporated into her analysis 260 

that was otherwise based on the Moody’s rating framework issued in 2009.  Specifically, in 261 

predicting the AmerenCILCO issuer rating using the 2009 Moody’s rating methodology, Ms. 262 

Phipp’s ignored the specific credit metric guidance specifically provided in the 2009 model and 263 

instead erroneously relied upon credit metric guidance provided in the 2005 model.  It’s difficult 264 

to predict the precise impact of Ms. Phipps’ merging of the two models on Ms. Phipps’ analysis, 265 

but the approach is clearly inappropriate and suggests a lack of understanding of the rating 266 

process, such that the results of the analysis should not be relied upon.      267 

It is also meaningful to note that Moody’s stated in its 2009 methodology update that its 268 

“objective is for users of this methodology to be able to estimate a company’s rating within two 269 
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alpha-numeric notches”.  This statement further highlights both the inexact and highly subjective 270 

nature of the rating process and the fallacy of Ms. Phipps’ oversimplification of the process.   271 

Consider also that, prior to the AIC merger, AmerenCILCO, AmerenIP, and 272 

AmerenCIPS all had the same issuer credit ratings, suggesting that the effect on AmerenCILCO 273 

creditworthiness of any incremental AERG-related business risk was effectively mitigated by the 274 

strengthening impact on credit ratings of AERG cash flow contributions.  275 

 There is simply no evidence to support Ms. Phipps’ assumption that AmerenCILCO’s 276 

credit ratings would have been materially stronger in December 2008 if not for its ownership of 277 

AERG.  To the contrary, recent evidence, including the May 2010 Fitch report, suggests that its 278 

ownership of AERG had no adverse impact at all on the company’s credit profile.  This report 279 

has effectively disproved Ms. Phipps’ simplistic hypothetical speculations regarding 280 

AmerenCILCO’s credit ratings at the time of the bond issuance in question.   281 

Q. What is the effect of the adjustment to the coupon rate of AmerenCILCO’s $150 282 

million 8.875% bonds recommended by Mrs. Phipps in this case? 283 

A. The proposed interest expense disallowance, if approved again in connection with the 284 

current case, would equate to a disallowance of actual interest costs incurred of approximately 285 

$3.5 million and a reduction in annual revenues of $2.953 million.    286 

Q. Please explain how Staff’s direct testimony in this case now runs counter to the logic 287 

underlying the AmerenCILCO long-term debt disallowance in the previous case. 288 

A. After review of a Fitch release that unequivocally indicates that removal of AERG from 289 

AmerenCILCO in 2010 actually increased rather than decreased the Company’s credit risk, in 290 

this case Staff now asserts that one factor among many cannot form the basis to assess the 291 

incremental credit risk associated with AmerenCILCO’s previous ownership of AERG.  If one 292 
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factor among many cannot form such a basis, then it follows that Staff should not have relied on 293 

that same single factor to reach the astonishing, unsupported, and highly speculative conclusion 294 

in the last rate case that, but for its ownership of AERG, AmerenCICLO would be an A-rated 295 

utility affording it the luxury of a reduction in long-term debt cost of over 250 basis points.   296 

There is simply no evidence that supports such speculation by the Staff.   297 

Q. To be clear, are you arguing that AERG’s removal from AmerenCILCO ownership 298 

was the cause of the Fitch downgrade? 299 

A. No.  As Staff correctly points out, and as I noted in my previous testimony, other 300 

contributing factors, in addition to the removal of AERG, were cited by Fitch as causes of the 301 

downgrade. The relevant point is that the single factor that Staff speculatively relied upon to 302 

suggest that AmerenCILCO’s credit rating would have been significantly higher if not for its 303 

ownership of AERG has now been unequivocally refuted by direct evidence, an affirmative 304 

report by Fitch that suggested a deterioration of AmerenCILCO’s overall risk profile resulting 305 

from the AERG divestiture.  I am not arguing that the divestiture caused downgrade, but clearly 306 

in the opinion of Fitch it weakened AmerenCILCO’s creditworthiness and, to some unspecified 307 

degree, contributed to the downgrade.  That report states as follows: 308 

“The CILCO downgrade reflects the net reduction in electric and gas 309 
rates required by the Illinois Commerce Commission's (ICC) April 310 
2010 rate order and management's plan to transfer CILCO's non-311 
regulated merchant generation business, conducted through subsidiary 312 
AmerenEnergy Resources Generating Company (AERG), to an affiliate 313 
that owns Ameren's other merchant generation assets. As a result of the 314 
rate reduction and the loss of electric gross margin on merchant energy 315 
sales, Fitch expects credit metrics to trend downward and to be 316 
comparable to CILCO's 'BBB-' rated affiliates.” (Ameren Exhibit 28.6). 317 
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Q. Are there any further reasons that the Commission should reconsider Staff’s 318 

proposed disallowance? 319 

A. Yes, fundamental fairness.  Staff speculated in AmerenCILCO’s last rate case that 320 

AmerenCILCO credit ratings would have been stronger if not for its ownership of AERG, and 321 

that such improved credit ratings would have afforded AmerenCILCO a much lower cost of debt 322 

with respect to its December 2008 bond issue.  Fitch’s comments refute Staff’s speculation and, 323 

therefore, it would be patently unfair to continue to allow Staff to perpetuate this disallowance of 324 

actual costs incurred by the Company.  325 

Q. Do you agree with Ms. Phipps proposed coupon rate of 4.40% for the Company’s 326 

forecasted October 2012 $150 million bond issue? 327 

A. No, I do not.  Ms. Phipps based her recommendation on a historically low 10-year 328 

Treasury rate, and not on any reasoned forecast of the test year 10-year Treasury rate.   In 329 

contrast, Ameren Illinois based its calculation on the forecast 10-year Treasury rate for the test 330 

year.   331 

Ms. Phipps proposed interest rate of 4.40% is based on the current 10-year Treasury bond 332 

yield of 3.11% plus a spread of 129 basis points.  In light of the fact that 10-year Treasury yields 333 

are near historic lows and the prevailing opinion among economists is that yields will rise in the 334 

near term, we believe that forecasting the cost of an anticipated October 2012 bond issue based 335 

on existing yields is inappropriate and, in this case, unreasonably conservative. 336 

The forecast cost of this bond issue of 5.40% proposed in my original testimony is based 337 

on economic forecasts of the 2012 10-year Treasury yield plus an estimated spread to Treasury 338 

payable on a 10-year Baa1/BBB+ rated senior secured financing.  This estimate, I believe, more 339 
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fairly represents the expected cost of the Company’s anticipated October 2012 $150 million 340 

bond issue. 341 

Obviously, it is impossible to predict future rates with certainty, and interest rate 342 

forecasts, including those reviewed by the Company in developing its forward interest rate 343 

assumptions, are inherently subjective.  Nevertheless, the Commission must take into account the 344 

reasonableness of assumptions relied upon in setting rates.  It is reasonable to rely on interest rate 345 

forecasts, which are based on expert analysis, for forward test year purposes. However, as I 346 

noted previously, if the Commission should decide in this case that the current rate is the most 347 

appropriate measure of expected future rates, we would expect the Commission support the use 348 

of the same forecasting approach in all interest rate environments, including periods when rates 349 

may be historically high.   350 

IV. CONCLUSION 351 

Q. Does this conclude your rebuttal testimony? 352 

A. Yes, it does. 353 


