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OF 4 

RYAN J. MARTIN 5 

Submitted on Behalf Of 6 

Ameren Illinois 7 

I. INTRODUCTION 8 

Q. Please state your name and business address. 9 

A. My name is Ryan J. Martin, and my business address is 1901 Chouteau Avenue, 10 

St. Louis, MO 63103.  11 

Q. Are you the same Ryan J. Martin who previously provided direct and 12 

rebuttal testimony in this proceeding? 13 

A. Yes, I am. 14 

II. PURPOSE OF TESTIMONY 15 

Q. What is the purpose of your surrebuttal testimony? 16 

A. The purpose of my surrebuttal testimony is to respond to the Illinois Commerce 17 

Commission (Commission) Staff (Staff) witness Ms. Rochelle Phipps’ rebuttal testimony 18 

regarding issues affecting the cost of debt for Ameren Illinois Company (Company or 19 

AIC), and her proposed adjustment related to bank commitment fees.  My colleague and 20 

AIC witness, Mr. Ronald D. Stafford, will address the issue related to Ms. Phipps' 21 

overstated adjustment to capital structure related to goodwill and purchase accounting.   22 



Ameren Exhibit 42.0 
Page 2 of 12 

  

Q. Are you proposing any changes to the 2012 future test year capital structure 23 

that you proposed in your rebuttal testimony? 24 

A. No, I am not proposing any changes to the 2012 future test year capital structure 25 

that I recommend in my rebuttal testimony.  The capital structure that I continue to 26 

support is summarized below: 27 

 

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$       100.00%  28 

Q. Are you proposing any changes to the cost of short-term debt, the embedded 29 

cost of long-term debt, or the credit facility-related addition to weighted average 30 

cost of capital proposed in your rebuttal testimony? 31 

A. No, I am not. 32 

Q. Are you sponsoring any exhibits with your surrebuttal testimony? 33 

A. No.  While my surrebuttal testimony references certain exhibits previously filed, I 34 

am not sponsoring any additional exhibits. 35 

III. RESPONSE TO STAFF WITNESS, MS. PHIPPS 36 

A. Staff’s Adjustments to Short-Term and Long-Term Debt Rates  37 

Q. Do you accept Ms. Phipps’ arguments concerning actual vs. forecasted 38 

interest rates for use in calculating AIC’s 2012 short-term debt rate and the rate of 39 

AIC's forecasted 2012 long-term debt issuance? 40 
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A. No, I do not. The Company proposed a revenue requirement using a future test 41 

year in this case.  I used forecast interest rates to support the forecast 2012 short-term 42 

cost of debt and the forecast interest expense for a 2012 long-term debt issuance.  Ms. 43 

Phipps disagrees with using a forecast interest rate, arguing that current rates, actual 44 

known information, are a more accurate basis for the estimation of 2012 test year interest 45 

expense than 2012 forecasted interest rate information.  While I would agree with the 46 

obvious point that known information is more accurate than a prediction, an informed 47 

forecasted approach is warranted and appropriate for the purpose of forecasting 2012 48 

interest rates in a future test year rate case.   49 

B. Staff’s Adjustment to Interest Rate of AmerenCILCO 8.875% Bonds 50 

Q. Do you agree with Staff’s revised disallowance of long-term debt costs 51 

associated with AmerenCILCO’s 8.875% 2008 bonds? 52 

A. No, I do not.  While Staff did in rebuttal testimony increase its proposed interest 53 

rate for the former AIC legacy company Central Illinois Light Company d/b/a 54 

AmerenCILCO's (AmerenCILCO) 8.875% bonds issued in 2008 from 6.24% to 6.76%, 55 

the rate is still almost 220 basis points too low.  Staff’s highly speculative approach to 56 

adjusting the rate of these bonds is unsound, lacks any reasonable foundation, and 57 

unfairly prevents the Company from recovering the full cost of prudently incurred long-58 

term debt.  In her rebuttal testimony, Ms. Phipps again at length reiterates her analysis 59 

and corrects it slightly.  However, she continues to misapply Moody’s rating 60 

methodologies and make broad, highly subjective assumptions in furtherance of an 61 

unsupported and unduly punitive adjustment.  In the last case, Ms. Phipps, serving as a 62 

Staff expert with respect to the cost of debt, argued in her testimony that a credit rating 63 
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agency would view AmerenCILCO’s affiliation with AmerenEnergy Resource 64 

Generating Company (AERG) and CILCORP, Inc. (CILCORP) as detrimental to credit 65 

risk, which in turn would increase AmerenCILCO’s borrowing costs.  The Commission 66 

relied on that testimony and entered an order that disallowed the Ameren Illinois 67 

Utilities’ (and their successor, AIC) opportunity to collect millions of dollars in long-term 68 

debt costs prudently incurred.  After the Order was issued, Ms. Phipps’ theories were put 69 

to the test, as AmerenCILCO divested of its interest in AERG in the fall of 2010.  70 

Contrary to Ms. Phipps’ arguments, in May of 2011, Fitch Ratings affirmed what the 71 

Company already knew: AmerenCILCO’s affiliation with AERG did not have a 72 

detrimental effect on AmerenCILCO’s credit rating at the time the 2008 debt was issued.  73 

Fitch specifically cited AmerenCILCO’s planned divestiture and the resulting loss of 74 

AERG-generated cash flows as factors contributing to its decision to downgrade the 75 

credit rating of AmerenCILCO.  To reiterate, Fitch recognized AmerenCILCO’s 76 

affiliation with AERG as supportive, not detrimental, to AmerenCILCO’s credit quality. 77 

The Fitch report regarding AmerenCILCO’s creditworthiness and the adverse 78 

impact of the loss of AERG represents the independent expert opinion of a firm engaged 79 

in the business of evaluating creditworthiness and developing and supporting credit 80 

ratings.  With all due respect to Ms. Phipps' qualifications and experience, I believe the 81 

opinion of a respected, long-standing rating agency should carry greater weight in the 82 

consideration of the impact of AERG on AmerenCILCO credit ratings than should the 83 

suppositions or conjecture of Staff or the Company.  In its rebuttal testimony, Staff did 84 

acknowledge tacitly that its calculation of the disallowance with respect to the cost of the 85 

2008 AmerenCILCO bonds was overstated and adjusted upward its estimate of the cost 86 
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of such bonds  by approximately 50 basis points.  However, this correction is not 87 

adequate, in that it still would result in a disallowance of almost 220 basis points of 88 

prudently incurred interest cost.  The only basis for the Commission’s finding in the last 89 

case was Staff’s erroneous assessment of rating agency views of AERG’s impact on 90 

AmerenCILCO.  Staff’s partial correction of that sum is insufficient.  It must be fully 91 

corrected.  The adjustment proposed by Staff is simply untenable, and the issue should be 92 

reexamined by the Commission in this docket.   93 

Q. How do you respond to Ms. Phipps’ arguments concerning CILCORP’s 94 

effects on AmerenCILCO’s credit rating in 2008? 95 

A. Ms. Phipps also claims that AmerenCILCO’s former holding company (pre-96 

Ameren acquisition), CILCORP, also increased AmerenCILCO’s business risk due to 97 

debt service requirements associated with CILCORP-level indebtedness.  In defense of 98 

her flawed standalone AmerenCILCO credit rating evaluation that incorrectly considered 99 

historical AmerenCILCO credit metrics inclusive of sizable AERG cash flow 100 

contributions, Ms. Phipps seems to suggest that AERG cash flow contributions to 101 

consolidated AmerenCILCO credit metrics are irrelevant and should be in some way 102 

discounted or even ignored for purposes of evaluating standalone AmerenCILCO credit 103 

metrics because such cash flows served only to finance the costs of CILCORP debt, 104 

which were excluded from her analysis.   However, as Ms. Phipps illustrates in a table in 105 

her rebuttal testimony on page 12, AERG’s net income exceeded the CILCORP debt 106 

service costs by $34 million or 110% in 2007 and $21 million or 68% in 2008.  The 107 

relevant years to consider are 2007 and 2008 because they immediately follow the 108 

expiration of the rate freeze initially imposed by the Illinois General Assembly in 1997.  109 
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Even considering CILCORP debt service requirements, AERG-generated cash flows had 110 

a meaningful positive impact on AmerenCILCO’s cash flows and credit metrics, and it 111 

was inappropriate and illogical for Ms. Phipps to not consider the magnitude of such cash 112 

flows in her evaluation of AmerenCILCO’s hypothetical standalone credit rating. 113 

Moody’s does note, as Ms. Phipps asserts in her rebuttal testimony, that 114 

AmerenCILCO’s credit rating reflects its relationship with CILCORP.  Moody’s does not, 115 

however, comment on the extent of any such impact on AmerenCILCO’s credit rating. 116 

Q. Are you aware of any other evidence that refutes Ms. Phipps' argument 117 

regarding the impact of AmerenCILCO’s affiliate relationships on its credit ratings? 118 

A. If one were to assume, for the sake of argument, that AmerenCILCO’s affiliation 119 

with CILCORP and AERG did in fact have a meaningful adverse impact on 120 

AmerenCILCO’s credit ratings in 2008, one would reasonably expect AmerenCILCO’s 121 

credit ratings to have been weaker than former AmerenCILCO affiliated companies, 122 

Illinois Power Company d/b/a AmerenIP (AmerenIP) and Central Illinois Public Service 123 

Company d/b/a AmerenCIPS (AmerenCIPS), neither of which had any affiliations with 124 

an intermediate parent and an unregulated merchant generation company.  However, that 125 

was not the case.  AmerenCILCO’s credit ratings at the time of its 2008 bond issuance 126 

were in all cases as strong as and in some cases stronger than those of AmerenIP and 127 

AmerenCIPS. 128 

Given the similarities in the three businesses and the fact that all three utilities 129 

operate in the same jurisdiction, it is clear that AmerenCILCO’s affiliation with 130 

CILCORP and AERG had no meaningful adverse impact on AmerenCILCO’s credit 131 

ratings.  Ms. Phipps' arguments to the contrary are unsupported and in direct conflict with 132 
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the independent, expert opinions of the ratings agencies. As such, the interest expense 133 

disallowance proposed in her testimony should not be adopted, and the Company should 134 

be allowed to recover the full cost of the AmerenCILCO bonds that were prudently 135 

issued in 2008. 136 

Q. How do the coupon rates of recent AmerenCILCO senior secured note 137 

issuances compare to the coupon rates of senior secured notes recently issued by 138 

AmerenIP and AmerenCIPS? 139 

A. AmerenIP issued $400 million of ten-year senior secured notes in October 2008 at 140 

a coupon rate of 9.75%, which is almost 90 basis points greater than the coupon rate of 141 

the five-year senior secured AmerenCILCO notes issued in the same calendar quarter.  It 142 

is interesting to note that while Staff has challenged the necessity of $50 million of 143 

AmerenIP’s $400 million issue, it has not challenged the cost of the debt.  Meanwhile, it 144 

has proposed a disallowance of almost 220 basis points of the cost of AmerenCILCO 145 

debt issued only two months later at a lower coupon rate.  146 

 The two issuances noted above are instructive, but not perfectly comparable, as 147 

the issue dates and tenors are different.  However, in June 2006, AmerenCILCO and 148 

AmerenIP issued five-year senior secured notes on the exact same day, June 14, 2006.  149 

The coupon rate on the AmerenCILCO bonds was 6.20%, while the coupon rate on the 150 

AmerenIP bonds was 6.25%, five basis points greater, an indication that the market 151 

perceived AmerenCILCO, despite its affiliation with CILCORP and AERG, as less risky 152 

than AmerenIP.  Also, AmerenCILCO and AmerenCIPS each issued 30-year senior 153 

secured notes on June 14, 2006.  The coupon on both issues was an identical 6.70%, 154 
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another indication that the market perceived AmerenCILCO as no more risky than its 155 

former “unencumbered” Illinois utility affiliate, AmerenIP. 156 

 Note that AERG’s net income increased from $23 million in 2006 to $52 million 157 

in 2008.  Given the dramatic improvement in AERG’s operating results and the increase 158 

in AERG’s contributions to the strength of AmerenCILCO credit metrics, it would be 159 

unreasonable to suggest that AmerenCILCO’s affiliation with AERG was detrimental to 160 

AmerenCILCO credit quality in December 2008 when the affiliation clearly had no 161 

adverse impact on AmerenCILCO credit quality or the cost of its debt in 2006.   162 

 The results of the 2008 and 2006 bond issuances summarized above demonstrate 163 

clearly that, despite AmerenCILCO’s affiliation with CILCORP and AERG, investors 164 

perceived the creditworthiness of AmerenCILCO to be no weaker than the 165 

creditworthiness of AmerenIP and AmerenCIPS, a view that was shared by all three 166 

major rating agencies. Market data and credit rating agency opinions both directly refute 167 

Ms. Phipps' argument that AmerenCILCO’s credit ratings would have been several 168 

notches higher in 2008 and the coupon rate of its 2008 bond issue would have been 169 

almost 220 basis points lower if not for its affiliation with CILCORP and AERG.  As 170 

such, Ms. Phipps' proposed disallowance should be disregarded. 171 

Q. Do you have any additional observations regarding Ms. Phipps’ analysis of 172 

hypothetical standalone AmerenCILCO credit ratings? 173 

A.  As noted previously, Ms. Phipps revised her analysis in her rebuttal testimony 174 

after identifying an error in her process, and she now suggests that AmerenCILCO’s 175 

Moody’s senior secured credit rating would have been two notches stronger, rather than 176 

three notches stronger as previously argued, if not for AmerenCILCO’s affiliation with 177 
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AERG.  However, the results still suggest that her analysis is flawed and should not be 178 

relied upon.  Her efforts to determine the consolidated AmerenCILCO issuer credit rating 179 

implied by the application of the Moody’s rating methodology in effect at the time of 180 

AmerenCILCO’s 2008 bond issue suggest a consolidated AmerenCILCO issuer rating of 181 

A1, a remarkable six-notch improvement relative to AmerenCILCO’s actual issuer rating 182 

in 2008 of Ba1, as assigned by Moody’s.  Ms. Phipps adjusts her analysis to exclude 183 

AERG-related business risk (but notably does not exclude AERG cash flows from 184 

AmerenCILCO credit metrics) and concludes that AmerenCILCO’s standalone issuer 185 

rating would be Aa2, an issuer rating higher than that of any U.S. utility rated by 186 

Moody’s.  Ms. Phipps concludes simply that given the two-notch difference between her 187 

prediction of AmerenCILCO’s consolidated rating of A1 and her prediction of 188 

AmerenCILCO’s hypothetical standalone rating of Aa2, AmerenCILCO’s senior secured 189 

debt rating would have been A3 instead of Baa2, a two-notch improvement, if not for its 190 

ownership of AERG.    The flawed results of Ms. Phipps' analysis illustrate the pitfalls 191 

inherent in trying to predict credit ratings through the application of complex and 192 

subjective credit ratings agency rating methodologies.  Such a hypothetical analysis 193 

should not be relied upon as the basis for a significant interest expense disallowance, 194 

especially when the results of such analysis are in direct conflict with observable market 195 

data and expert credit rating agency opinions. 196 

C. Staff's Adjustment to Commitment Fees 197 

Q. Please respond to Ms. Phipps’ arguments for disallowing a majority of AIC’s 198 

portion of the commitment fees paid to banks in connection with the arrangement of 199 

the 2010 IL credit facility. 200 
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A. Ms. Phipps continues to assert a theory that AIC should be able to recover bank 201 

commitment fees associated with its requisite short-term revolving credit facility 202 

equivalent to only 25 basis points, relative to the 66.5 basis points actually paid in 203 

connection with the arrangement of the facility.  As a financial professional and Assistant 204 

Treasurer for the Company, it is my firm opinion that it would be impossible to procure a 205 

stable, reliable facility of the size required by AIC by offering all lenders a commitment 206 

fee of only 25 basis points.   While certain smaller lenders are willing to accept a 207 

commitment fee of 25 basis points for modest commitments to a credit facility, as was the 208 

case with the arrangement of the 2010 IL credit facility, larger, more stable, influential 209 

lenders capable of making more meaningful commitments to a facility and attracting 210 

other key lenders to a facility demand and are paid much higher commitment fee rates. 211 

 In my rebuttal testimony, I provided market information that included a listing of 212 

bank commitment fees paid by other like-rated utilities that also arranged credit facilities 213 

during 2010 (See Ameren Ex. 24.5).  This data confirms that AIC negotiated and paid a 214 

reasonable and fair market rate for its credit commitments. Ms. Phipps offers no market 215 

analysis, research, or comparison to support her position.  She does not offer even one 216 

example of an actual facility, irrespective of size or borrower credit rating, that was 217 

arranged for 25 basis points.  Simply stated, Ms. Phipps’ position both is unsubstantiated 218 

and in conflict with observable market data.  As such, her proposed adjustment to bank 219 

commitment fees should not be adopted. 220 

Q. Were the three credit facilities arranged by Ameren Corporation and its 221 

affiliates in September 2010 separately negotiated? 222 
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A. Yes.  The facilities were arranged contemporaneously, but they were separately 223 

negotiated and subject to separate documentation, as evidenced by the three separate 224 

arrangers fee letters provided in rebuttal testimony in Ameren Exhibit 24.3. 225 

Q. What was the amount of total commitment fees paid to lenders contributing 226 

to the IL credit facility?   227 

A. The total commitment fee for the IL credit facility was $5.32 million, as 228 

evidenced by the IL credit facility closing fee invoice provided in rebuttal testimony in 229 

Ameren Exhibit 24.2.  Approximately $3.3 million or 62.5% of the fee was allocated to 230 

AIC.  This allocation percentage is consistent with Staff’s proposed allocation percentage. 231 

Q. What was the weighted average commitment fee rate paid? 232 

A. Ameren Corporation (Ameren) and AIC paid $5.32 million for $800 million of 233 

credit, which equates to a commitment fee rate of 66.5 basis points. This rate is consistent 234 

with the commitment fee rate range cited in the IL credit facility fee letter provided in 235 

rebuttal testimony in Ameren Exhibit 24.3. 236 

Q. Why should AIC be allowed to recover the full amount of its 62.5% 237 

allocation of the commitment fees paid in connection with the arrangement of the 238 

2010 IL credit facility? 239 

A. Simply stated, Ameren and AIC paid a fairly negotiated, market rate for 240 

commitments to the 2010 IL credit facility.  The commitment fee rate paid is consistent 241 

with the commitment fee rates paid by other like-rated utilities that arranged facilities 242 

during 2010, as illustrated clearly by the market data provided in Ameren Exhibit 24.5.  243 

The facility, the arrangement of which was led by strong, stable, influential lenders, will 244 

provide AIC with an adequate and reliable source of liquidity during the term of the 245 
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agreement for a fair price.  As such, AIC should be allowed to recover the full amount of 246 

its allocation of the total commitment fee. 247 

D. Other 248 

Q. Do you have any other arguments concerning Ms. Phipps’ rebuttal testimony? 249 

A. Yes, Ms. Phipps did not in her rebuttal testimony address my disagreement with 250 

her adjustment related to AmerenIP’s 2008 debt issuance and her revised disallowance 251 

methodology used in this case.  It appears that Ms. Phipps is seeking to disallow 252 

AmerenIP cost of debt and has developed a new methodology to support that 253 

disallowance, but she has not offered any facts or analysis to support an allegation of 254 

imprudence, nor has she explained how her novel methodology fairly and/or 255 

appropriately addresses the alleged imprudence.  As such, her proposed adjustment 256 

should not be adopted. 257 

IV. CONCLUSION 258 

Q. Does this conclude your surrebuttal testimony? 259 

A. Yes, it does. 260 


