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ILLINOIS COMMERCE COMMISSION 1 

DOCKET No. 12-0001 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 previously submitted testimony in this 11 

proceeding? 12 

A.  Yes, I am. 13 

II. PURPOSE OF TESTIMONY 14 

Q.  What is the purpose of your rebuttal testimony in this proceeding? 15 

A.  The purpose of my rebuttal testimony is to respond to the testimony of Illinois Commerce 16 

Commission (Commission) Staff (Staff) witnesses Mr. Michael McNally and Ms. Rochelle M. 17 

Phipps, and Illinois Industrial Energy Consumers (IIEC) witness, Mr. Michael P. Gorman 18 

regarding the composition of Ameren Illinois Company d/b/a Ameren Illinois’ (AIC or the 19 

Company) capital structure for ratemaking purposes.  In particular, I respond to criticisms of the 20 
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level of common equity in the Company’s proposed capital structure, and I explain why the 21 

proposed level of common equity is reasonable and appropriate.   22 

Q. Are you sponsoring any exhibits with your rebuttal testimony? 23 

A. No, I’m not. 24 

III. RESPONSE TO STAFF WITNESS, MR. MCNALLY 25 

Q. Mr. McNally testifies at page 2 of his direct testimony that having either too much 26 

or too little common equity in the capital structure will raise the cost of capital.  Do you 27 

agree? 28 

A. Yes, I do.  I agree that it is important to focus on having an appropriate level of common 29 

equity, and that when developing a reasonable and appropriate capital structure, we must be 30 

mindful of the risks of both having too much common equity and not having enough common 31 

equity. 32 

Q. Mr. McNally also testifies that Section 16-108.5 of the Illinois Public Utilities Act 33 

“severs the inherent link between the rate of return on common equity and the level of 34 

financial risk associated with a utility’s capital structure.”  Do you agree? 35 

A. Section 16-108.5 fixes the rate of return on common equity as a function of 36 

contemporaneous yields on the 30-year U.S. Treasury bond.  Mr. McNally appears to suggest 37 

that this fixed relationship between the rate of return on equity and U.S. long-bond rates 38 

somehow frees utilities from concerns about the level of financial risk associated with capital 39 

structure.  It does not, for at least two reasons: first, utilities still have to be concerned about the 40 

level of financial risk to maintain adequate and appropriate credit ratings; and second, utilities 41 

still have an obligation to act prudently with respect to their capital structures.  Nothing in 42 
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Section 16-108.5 releases utilities with formula rate tariffs under that section from either 43 

concern. 44 

Q. Mr. McNally suggests that “rigorous Commission oversight of the capital structure” 45 

is required to counter any incentive under Section 16-108.5 to increase common equity 46 

ratios.  Please respond. 47 

A. I do not believe that any additional or more rigorous Commission oversight is required to 48 

ensure that utilities establish and maintain appropriate common equity ratios.  As I explained, 49 

utilities with formula rates under Section 16-108.5 continue to be obligated to exercise prudence 50 

with respect to their capital structures, and I would expect the Commission to continue to review 51 

the prudence of the utilities’ actions with respect to those capital structures.   52 

Q. Mr. McNally recommends that the Commission order the Company “to work with 53 

Staff to explore more leveraged capital structures for future years.”  Does the Company 54 

oppose this recommendation? 55 

A. No, we do not oppose it.  We are willing to explore the topic of appropriate capital 56 

structure with the Staff.  I interpret Mr. McNally’s testimony to suggest that it would be 57 

premature to mandate a particular capital structure now for use in future years, and I agree with 58 

that.  The Company believes it would be useful to discuss particular issues surrounding the 59 

composition of its capital structure with the Staff outside of the context of a contested 60 

proceeding. 61 

Q. Mr. McNally also recommends that the Company subsequently provide a report on 62 

capital structure to the Commission with its 2013 formula rate filing.  Does the Company 63 

agree with this recommendation? 64 
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A.   Yes, the Company agrees, with one caveat.  Mr. McNally does not seem to suggest that 65 

the Company would be required to provide a report that presents a consensus on what constitutes 66 

an appropriate capital structure, but to the extent that Staff is asking that the Company and Staff 67 

be required to report some consensus to the Commission, the Company would object.  We will 68 

meet with the Staff and explore the topic of capital structure composition in good faith, but the 69 

Company does not believe that it would be appropriate to require the Company to reach an 70 

agreement on a potentially contested issue.   71 

Q. Does the Company agree with the Staff’s recommended capital structure for the 72 

purpose of setting initial rates? 73 

A. No.  As discussed by Mr. Stafford and Mr. Nelson, the Company believes that the various 74 

adjustments proposed by Ms. Phipps are inappropriate and should be rejected. 75 

Q. Mr. McNally contends that, apart from the adjustments proposed by Ms. Phipps, 76 

the Company’s proposed capital structure is not appropriate for setting rates.  Do you 77 

agree? 78 

A. No, I do not.  Mr. McNally offers two bases for his position.  First, he argues that the 79 

adoption of the Company’s capital structure would violate Section 9-230 of the Act.  Second, he 80 

argues that the Company’s common equity ratio is excessive relative to the average common 81 

ratio of comparably-rated electric utilities.  I do not agree that either of his arguments supports a 82 

finding that the Company’s capital structure is not appropriate. 83 

Q. Do you agree that the Company’s proposed capital structure violates Section 9-230 84 

of the Act? 85 
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A. No.  I am not a lawyer, but I generally understand that Section 9-230 prohibits the 86 

inclusion in rates of any cost associated directly or indirectly resulting from a utility’s affiliation 87 

with unregulated or non-utility companies.  Mr. McNally reaches his conclusion based on a 88 

comparison of the Company’s capital structure to that of its parent, Ameren Corporation.  He 89 

contends that Ameren Corporation’s common equity ratio of 52.54% represents “an upper 90 

bound” for AIC’s common equity ratio.  He then concludes that because AIC’s common equity 91 

ratio is 54.3%, the increment above Ameren Corporation’s common equity ratio is the direct or 92 

indirect result of affiliation with unregulated or non-utility companies.  In fact, as I will discuss, 93 

the Company has been required to elevate its common equity ratio to a level greater than that of 94 

its parent and other comparably-rated electric utilities due to rating agency perceptions of an 95 

adverse regulatory environment in Illinois. 96 

Q. How has the regulatory environment affected the Company’s common equity ratio? 97 

A. The Company’s common equity ratio “evolved” (as Mr. McNally aptly put it) over a 98 

number of years prior to this proceeding.    A Moody’s investment grade credit rating is a strong 99 

external, independent indicator of a healthy capital structure. For an investment grade rating in 100 

the Baa category, which is the lowest of the four Moody’s investment grade credit rating levels, 101 

Moody’s expects a regulated utility’s debt to capitalization percentage to be within the range of 102 

45% to 55%. Certain key credit metrics, such as the debt to capitalization ratio, account for only 103 

30% of Moody’s overall rating, while 50% of the rating is attributable to (1) the supportiveness 104 

of the regulatory framework in which the utility operates and (2) the company’s ability to 105 

recover costs and earn fair returns within that framework. In the last few years, Moody’s has 106 

expressed concerns about the supportiveness of the regulatory environment in Illinois, which the 107 

agency rates at the sub-investment grade Ba level. Given the adverse impact of Moody’s 108 
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assessment and rating of the Illinois regulatory environment on AIC’s overall credit rating, it has 109 

been important for AIC to maintain a debt to capital ratio, which accounts for 7.5 percentage 110 

points of 30% rating weight assigned to key credit metrics, near the low end of the 45% to 55% 111 

range in order to maintain its investment grade rating and ensure access to capital on reasonable 112 

terms and conditions.   In short, strong credit metrics have been necessary to offset credit rating 113 

agency concerns regarding the supportiveness of the Illinois regulatory framework and AIC’s 114 

ability to recover its cost and earn a reasonable return within such framework and, we believe, 115 

have been and continue to be essential to AIC’s maintenance of investment grade credit ratings.  116 

Q. Do positive statements from ratings agencies subsequent to the adoption of the 117 

formula rate legislation mean that the Company can now reduce its common equity ratio? 118 

A. I believe that it would be premature for the Company to take any steps in that regard.  119 

The ratings agency statements, while striking a positive note, have been cautious.  We will await 120 

both the actual results from the operation of formula rate tariffs and further guidance from the 121 

ratings agencies before taking any steps to make material changes to AIC’s capital structure. 122 

IV. RESPONSE TO STAFF WITNESS, MS. PHIPPS 123 

Q. Ms. Phipps proposes an adjustment that purports to affect the balance of long-term 124 

debt, common equity and preferred stock.  Will the Company accept that adjustment? 125 

A. No.  This is an adjustment by which Ms. Phipps purports to remove the portion of capital 126 

structure components associated with AFUDC.  This is an adjustment without a real purpose or 127 

effect.  Ms. Phipps has acknowledged in a data request response that the proposed adjustment 128 

does not affect the capital structure ratios or rate of return or any other component of the initial 129 

rates.  The Company does not believe there is any reason to make this adjustment. 130 
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Q. Ms. Phipps also makes an adjustment to the cost of long-term debt related to a 131 

refinancing that the Commission has made in prior cases.  Does the Company accept this 132 

adjustment?  133 

A. No.  Ms. Phipps makes an adjustment to the cost of a debt issuance that has no impact on 134 

the revenue requirement after May 2, 2010.  Because the Company is using a year-end capital 135 

structure, there is no need to make that adjustment to the Company's proposed capital structure. 136 

Q. Ms. Phipps also makes an adjustment to deduct AmerenCILCO’s investment in 137 

AERG from common equity.  Does the Company accept this adjustment? 138 

A. No.  Because the Company is using a year-end capital structure, this adjustment is not 139 

necessary.  The AERG investment is not included in the year-end capital structure amounts. 140 

Q. Ms. Phipps also adjusts the Company’s credit facility costs.  Will the Company 141 

accept this adjustment? 142 

A. No.  The Company acknowledges that Ms. Phipps presents an adjustment that the 143 

Commission has previously adopted, but the Company continues to believe that the adjustment is 144 

not warranted or appropriate.  AIC has a separate credit facility, the cost of which was not 145 

adversely affected in any way by any affiliate.  Moreover, comparable fees were paid during 146 

2010 by other utilities with similar credit ratings, including Peoples Gas Light and Coke 147 

Company (Peoples) and Commonwealth Edison Company (ComEd). AIC paid a fee equivalent 148 

of 66.5 basis points, whereas ComEd paid 60.5 and Peoples, together with its affiliates, paid an 149 

approximate range of 65-70 basis points. Accordingly, the Company continues to believe that the 150 

full amount of its credit facilities fees should be reflected in rates. 151 
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Q. Ms. Phipps also recommends that in future filings, the cost of short-term debt 152 

should be based on Form 10-K data.  Does the Company agree? 153 

A.  The Company agrees that the cost of short-term debt is not separately presented on FERC 154 

Form 1.  However, the cost of short-term debt on Form 10-K is an Ameren consolidated value, 155 

and it may not be appropriate for ratemaking purposes.  The Company would agree to use the 156 

cost of short -term debt stated in its current credit facility, which is LIBOR plus 205 bps. 157 

V. RESPONSE TO IIEC WITNESS, MR. GORMAN 158 

Q. Mr. Gorman recommends that the common equity ratio be set at 50% in this case.  159 

Is his proposal reasonable? 160 

A. His proposal is not reasonable.  Mr. Gorman bases his argument solely on his observation 161 

that the Company’s common equity ratio of 54.3% is higher than the common equity ratios in the 162 

Company’s 2009 rate case.  As I have explained, the Company had valid reasons for increasing 163 

its common equity ratio since the last case, and those reasons remain valid.  Further, Mr. Gorman 164 

neglects to mention that the Commission approved a common equity ratio of 53.272% in the 165 

Company’s gas rate order issued in January, 2012, which was an affirmation of the 166 

reasonableness of the steps the Company has taken to strengthen its capital structure.  Note that 167 

Mr. Gorman testified in that case and proposed no adjustments to AIC’s capital structure.  Mr. 168 

Gorman’s selection of 50% is arbitrary and unsupported, and its use could jeopardize the 169 

Company’s credit ratings. 170 

Q. Mr. Gorman also proposes that the Commission set 50% as a common equity ratio 171 

cap for use in future years.  Is this proposal appropriate? 172 

A. No, it is not.  For all the reasons I have stated, the Company is not in a position to select a 173 

specific limit on its common equity ratio.  The Company will meet with the Staff and explore the 174 
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concept of more leveraged capital structures in good faith, but the Company cannot commit to 175 

any specific equity ratio now, and it would be reckless to do so. 176 

VI. CONCLUSION 177 

Q.  Does this conclude your rebuttal testimony? 178 

A.  Yes, it does. 179 
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