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ILLINOIS COMMERCE COMMISSION 1 

DOCKET No. 12-0001 2 

SURREBUTTAL 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 surrebuttal testimony in this proceeding? 15 

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

Commerce Commission (Commission) Staff (Staff) witness Ms. Rochelle M. Phipps and Illinois 17 

Industrial Energy Consumers (IIEC) witness, Mr. Michael P. Gorman regarding, among other 18 

things, the level of common equity in the capital structure.   19 

Q. Are you sponsoring any exhibits with your surrebuttal testimony? 20 

A. No, I am not. 21 
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III. RESPONSE TO STAFF WITNESS, MS. PHIPPS 22 

 Ms. Phipps has withdrawn her recommendation to subtract only the goodwill Q.23 

portion of purchase accounting adjustments from the balance of common equity.  She now 24 

proposes to remove all purchase accounting adjustments from the Company’s common 25 

equity balance.  Is Ms. Phipps’ new recommendation reasonable and appropriate? 26 

A. No, it is not.  Mr. Stafford discusses in his testimony how this proposal is inconsistent 27 

with applicable accounting principles and prior Commission decisions, including the decision 28 

granting authority for the acquisition of the Illinois Power Company (IP) by Ameren Corporation 29 

(Ameren).   30 

 At lines 217-218 of her rebuttal testimony, Ms. Phipps claims that “AIC’s common Q.31 

dividends were paid from cash.”  Is this a correct statement of the source of AIC’s common 32 

dividends? 33 

A. No, Ameren Illinois Company d/b/a Ameren Illinois’ (AIC or the Company) dividends 34 

are paid in cash, but not from it.  Dividends are paid from the Company’s retained earnings.  35 

Cash is fungible, and at any given time a cash balance is a residual product of many variables.  36 

When a cash dividend is paid, cash balances are generally impacted, but the source of dividends 37 

paid is retained earnings.  I would defer to AIC witness, Mr. Ronald D. Stafford with respect to 38 

specific questions regarding the accounting and financial reporting of dividends, but the bottom 39 

line is that cash dividends are paid from retained earnings.     40 

 Beginning at line 222 of her rebuttal testimony, Ms. Phipps refers to the Company’s Q.41 

cash flow statement.  Does the cash flow statement reflect the source of the Company’s 42 

dividends? 43 
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A. A cash flow statement reflects the sources and uses of cash during a specified period.  44 

The cash flow statement would show any cash dividend paid as a use of cash.  However, the cash 45 

flow statement would not necessarily indicate the source of the cash dividend, particularly if the 46 

source was retained earnings.  As I explained above, the source of AIC’s common dividends is 47 

retained earnings, and, thus, the source of its dividends is not reflected in its cash flow statement.  48 

All that said I would defer to Mr. Stafford with respect to specific questions regarding the 49 

accounting and financial reporting rules applicable to cash flow statements.   50 

 Beginning at line 226 of her rebuttal testimony, Ms. Phipps contends that the “lines Q.51 

separating the components of common equity . . . are permeable.”  Would you please 52 

comment on this characterization? 53 

A. First of all, I question the propriety of the use of the term “permeable” in this context.  It 54 

seems to me that Ms. Phipps is suggesting that that Company may and did simply shift equity 55 

balances from one component of equity to another at its discretion.  That simply is not the case.  56 

Transactions impacting equity, including retained earnings and paid in capital, have a substantive 57 

purpose, and we account for all such transactions in strict compliance with prevailing accounting 58 

standards.  In accordance with such standards, dividends declared and paid by the Company are 59 

recorded as a reduction of retained earnings, and capital contributions received by the Company 60 

from its parent are recorded as increases in paid in capital.  Ms. Phipps specifically cites in her 61 

testimony both dividends paid by Illinois Power Company d/b/a AmerenIP (AmerenIP) in 2007 62 

and 2008, and capital contributions received by the Company in 2009, implying that the intent of 63 

such transactions was to transfer equity from retained earnings to paid in capital to avoid an 64 

unfavorable ratemaking adjustment to retained earnings.  Again, that is simply not true.  The 65 

dividends paid in 2007 and 2008 to the Company’s parent, Ameren, were needed and used to 66 
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support Ameren’s common stock dividend in those years, and the capital contributions received 67 

by the Company from Ameren in 2009 were necessary to strengthen the Company’s capital 68 

structure and liquidity in the aftermath of the global financial crisis.  The dividend payments and 69 

capital contributions were independent transactions and were accounted for in accordance with 70 

applicable accounting standards. Whether you consider equity to be “permeable” or not, there is 71 

no empirical evidence to support any allegation that there was an improper ‘”transfer” of equity, 72 

as Ms. Phipps suggests in her testimony.  73 

 Beginning at line 236 of her rebuttal testimony, Ms. Phipps alleges that “with the Q.74 

combination of AmerenIP common dividend payments by (sic) Ameren and the offsetting 75 

equity infusions of Ameren Corp to AmerenIP, the Company essentially transferred 76 

retained earnings balances to paid in capital.”  Please respond. 77 

A. This statement is inaccurate.  As discussed above, the transactions described by Ms. 78 

Phipps were affected for specific purposes and accounted for in according with applicable 79 

accounting standards.  As illustrated in the table below, dividends paid to Ameren by AmerenIP 80 

in 2007 and 2008, along with dividends paid by other Ameren subsidiaries, were used 81 

specifically to pay Ameren’s common stock dividend.   82 

 83 

2007 2008

Common Stock Dividends Paid to Ameren Corp.
UE 267$        264$        
CIPS 40            -           
Genco 113          101          
CILCO -           -           
IP 61            60            
Nonregistrant subsidiaries 46            109          
  Total 527$        534$        

Common Stock Dividends Paid by Ameren Corp. 527$        534$        
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 Note that, for both 2007 and 2008, total dividends paid to Ameren equal total common 84 

dividends paid by Ameren to its common shareholders during 2007 and 2008.  Ms. Phipps 85 

alleges that dividends paid by AmerenIP to Ameren were subsequently infused back into 86 

AmerenIP as a capital contribution, but that obviously was not the case, as Ameren paid out to its 87 

common shareholders all dividends it received from its subsidiaries in 2007 and 2008.  There 88 

was no money left to “transfer” back to AmerenIP as an equity infusion.   89 

 The source of the 2009 capital contributions received by AmerenIP was equity generated 90 

by Ameren in 2009 through a public sale of its common stock, the sale of common stock to 91 

participants in the company’s 401K plan, and the sale of common stock under Ameren’s 92 

dividend reinvestment program.  The 2009 public Ameren equity offering generated additional 93 

Ameren equity of approximately $535 million.  Sales of Ameren common stock under Ameren’s 94 

401K program and dividend reinvestment program also generated additional Ameren equity of 95 

approximately $91 million, $154 million, and $82 million, respectively, in 2007, 2008, and 2009.    96 

 Please provide the background on the dividend payments and equity infusions to Q.97 

which Ms. Phipps refers. 98 

A. The context and background of the dividends and equity infusions is important because it 99 

explains the substance and demonstrates the reasonableness of the transactions.  Ameren 100 

acquired IP from Dynegy in 2004, infusing roughly $900 million dollars into what was then a 101 

financially distressed utility.  At the time of acquisition, the Commission had restricted the 102 

payment of dividends from IP to Dynegy due to the financial state of the company, in an order in 103 

Docket No. 02-0561.  In the order in Docket 04-0294 approving Ameren’s acquisition of IP, the 104 

Commission decreed that the dividends restriction would be lifted when certain specified 105 

conditions were satisfied.  Subsequently, upon satisfaction of the criteria, in 2007, AmerenIP 106 
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resumed paying quarterly dividends to its parent, Ameren.  Those quarterly dividend payments 107 

continued into 2008 and supported the regular payment of common dividends by Ameren.  As 108 

we know, the state of the economy changed dramatically in October of 2008. A financial crisis 109 

caused to a large degree by a sharp devaluation of mortgage-backed securities resulted in a 110 

global liquidity crunch that affected many companies, including Ameren and AmerenIP.  111 

Ameren and its subsidiaries reacted quickly to preserve financial integrity and ensure adequate 112 

liquidity.  AmerenIP issued debt late in 2008.  Ameren generated net proceeds of approximately 113 

$535 million from a common stock offering in 2009. Approximately $61 million of these net 114 

proceeds were contributed to AmerenIP in order to bolster the Company’s financial standing and 115 

liquidity.  Ameren contributed an additional $94 million of equity to AmerenIP during 2009, 116 

including a first quarter infusion of $58 million and a fourth quarter infusion of $36 million, 117 

from equity proceeds generated in 2009 and prior years from the sale of Ameren common stock 118 

in connection with Ameren dividend reinvestment program and 401K plan.  Note that Ameren 119 

also decreased its common dividend during 2009 to preserve cash and liquidity and ensure the 120 

financial integrity of the company and its subsidiaries.   121 

 Should Staff have knowledge of the history you just related? Q.122 

A. Yes, the Commission Staff should be aware of the history described below.  Information 123 

regarding 2007 and 2008 dividends paid to Ameren by its subsidiaries, 2007 and 2008 common 124 

stock dividends paid by Ameren to its shareholders, the use of proceeds from Ameren’s 2009 125 

public common stock offering, and equity generated in connection with Ameren’s 401K and 126 

dividend reinvestment programs in 2007, 2008, and 2009, was all clearly disclosed in Ameren’s 127 

periodic 1934 Act filings with the Securities and Exchange Commission (SEC).  To the extent 128 

that Commission Staff did not have access to the information or was not aware of the 129 
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background underlying any of the transactions that impacted AmerenIP’s equity balances in 130 

2007, 2008, and 2009, Staff could have asked the Company for further clarification.  I have made 131 

myself available to answer questions from Staff during the course of this proceeding, and the 132 

presentation of Ms. Phipps’ rebuttal testimony is the first time I have been presented with this 133 

“transfer” theory.   134 

 Do these dividends and equity infusions suggest in any way that the Company was Q.135 

deliberately seeking to re-classify common equity balances on the balance sheet? 136 

A. No, they do not.  As noted above, the equity infusions in 2009 were not part of any 137 

nefarious transfer, but rather necessary to preserve and improve the financial health and liquidity 138 

of AmerenIP to ensure ongoing safe and reliable service for the utility’s customers.  Dividends 139 

from Ameren subsidiary companies are paid in the ordinary course to support the payment of 140 

regular Ameren common dividends.  Payment of Ameren dividends in turn demonstrates to 141 

investors that the use of capital, including that to support AIC’s regulated operations, will pay a 142 

return, thereby preserving and ensuring opportunities to receive future contributions of equity 143 

and debt financing for the benefit of the Company and, ultimately, its customers.   144 

  Do you agree with the adjustment related to construction work in progress Q.145 

proposed by Ms. Phipps? 146 

A. For reasons cited in my rebuttal testimony, I oppose Ms. Phipps’ proposed adjustment 147 

related to construction work in progress (CWIP). 148 

 Do you agree with the method of determining the rate of short-term debt proposed Q.149 

by Ms. Phipps? 150 
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A. To the extent that AIC has short-term borrowings during the year, I believe it would be 151 

reasonable and appropriate to use for ratemaking purposes the weighted-average cost of short-152 

term debt disclosed in the Company’s Form 10-K, as proposed by Ms. Phipps.  If the Company 153 

has no short-term borrowings for the year, I believe, as cited in my rebuttal testimony, that the 154 

Company’s short-term debt rate used for ratemaking purposes should equal the cost of short-term 155 

borrowings defined under the Company’s revolving credit facility.   156 

IV. RESPONSE TO IIEC WITNESS, MR. GORMAN 157 

 Mr. Gorman contends that your testimony in support of AIC’s common equity ratio Q.158 

is “totally deficient”.  Do you agree? 159 

A. No, I do not.  Without equivocation, I have supporting documentation for the actual 160 

balances presented for use in the formula rate reflected in my testimony filed in this proceeding.   161 

I attested to both the factual basis underlying these balances and the prudence and reasonableness 162 

of such balances.  I have done so from the perspective of a finance professional with nearly 17 163 

years of experience and with the knowledge associated with my position as the Assistant 164 

Corporate Treasurer for Ameren and its subsidiaries.  I can also reaffirm that the equity ratio 165 

presented remains prudent and reasonable. 166 

 Mr. Gorman contends that the use of formula rates results in a material reduction Q.167 

in operating and investment risks, as evidenced by credit rating analysts’ statements.  168 

Please respond. 169 

A. Mr. Gorman’s arguments are speculative.  Investment risk depends on a number of 170 

factors, and regulatory law and the regulatory environment are but two of many variables 171 

contributing to perceived investment risk.  To the extent Mr. Gorman’s theory holds, and 172 

investment risk declines, then, depending on market conditions, borrowing rates could decline.  173 
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 What Mr. Gorman asks us to do is to speculate about future risk and make significant 174 

changes in the Company’s capital structure based on such speculation.  What Mr. Gorman fails 175 

to note is that to the extent the Company’s risk does in fact decline through credit rating agency 176 

action, and such future action coincides with favorable market rates for long-term debt, the 177 

Company may be in a position to refinance its indebtedness at lower rates and pass along any 178 

benefits directly to customers through the formula rate process.    179 

 Mr. Gorman contends that a reduction in operating risk should be reflected in the Q.180 

capital structure by increasing debt leverage.  Do you agree? 181 

A. Again, Mr. Gorman is putting the cart before the horse.  A recapitalization that reduces 182 

the equity balance in favor of a higher percentage debt financing would tend to make the 183 

Company more risky and adversely impact the Company’s creditworthiness.  To the extent that 184 

business or economic conditions indicate that it would be favorable to include a higher 185 

percentage of debt financing in the Company’s capital structure, the Company may be in position 186 

the adjust its capital structure.  However, to speculate and increase debt leverage now may only 187 

result in a perception of increased default risk, thereby increasing the cost of any future AIC 188 

borrowing.  Under formula rates, such an impact would negatively affect customers, as they 189 

would bear the costs of the relatively higher borrowing rates.   190 

 On June 12, 2012, Moody’s upgraded certain AIC credit ratings.  Please comment Q.191 

on this action and how it reflects any changes in the Company’s perceived business risk. 192 

A. That is correct.  Moody’s recently upgraded AIC’s issuer rating from Baa3 to Baa2 193 

following a more than three month review process.  Certain other AIC ratings were also 194 

upgraded by one notch.  Moody’s cited the new formula rate legislation and expectation of 195 

improved cost recovery clarity as factors supporting the upgrade.  However, Moody’s reiterated 196 
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its concerns regarding AIC’s “challenging” regulatory framework and the overall supportiveness 197 

of the underlying regulatory environment in Illinois, which Moody’s continues to rate below 198 

investment grade.  Clearly, even with the recent passage of formula rate legislation, “ongoing 199 

regulatory uncertainly and unpredictability in Illinois” continues to contribute to a relatively high 200 

degree of business risk for AIC.  In upgrading AIC’s credit rating at this juncture, Moody’s 201 

expressly assumes that “the utility’s regulatory environment and cost recovery prospects do not 202 

deteriorate”.  Further, Moody’s warns that the Company’s “rating could be downgraded if the 203 

Energy Infrastructure Modernization Act (EIMA), a legislation and formula rate making rate 204 

procedures are not implemented as intended, if there are unsupportive rate case or other 205 

decisions,” or “if there is unfavorable or adverse political intervention in the regulatory process.” 206 

Strong credit metrics, including a healthy capital structure, are necessary to offset rating agency 207 

concerns regarding the supportiveness of the regulatory environment and ensue that the 208 

Company is able to maintain its investment grade rating.       209 

 It’s true that the rating upgrade is positive for AIC and its ratepayers, but the current 210 

rating is still only two notches above junk bond status.  At this time, the rating upgrade does not 211 

warrant a significant change in the capital structure of AIC, particularly in light of ongoing 212 

concerns about the implementation and true effect of the new formula rate legislation.   Rather, 213 

the Company should continue to monitor business and economic conditions and finance 214 

opportunities as they arise. In the future, positive credit rating actions that suggest rating agency 215 

perceptions of a more stable, predictable, and supportive regulatory environment could justify a 216 

fundamental change in the capital structure of AIC, including a change in the targeted equity 217 

ratio.  At this time, though, such a change cannot be justified.  218 
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 Mr. Gorman continues to endorse a cap on common equity of 50%.  Would such a Q.219 

cap be appropriate? 220 

A. No, the cap would impose an arbitrary restriction and constraint on AIC’s capital 221 

structure based on mere speculation.  The debt and equity structure of the Company should be 222 

established and managed based on careful evaluation of all relevant considerations, including the 223 

relative costs, benefits, and risks of debt and equity financing.    224 

 In the Commonwealth Edison Company formula rate case, Mr. Gorman proposed a Q.225 

55% cap on common equity.  Is there any justification for Commonwealth Edison 226 

Company having a common equity cap that is 10% higher than one that would be 227 

applicable to AIC? 228 

A. No, there is no rational or empirical support for such a position, and I believe this 229 

recommendation is demonstrative of the arbitrary nature of Mr. Gorman’s equity cap proposal.  230 

V. CONCLUSION 231 

Q.  Does this conclude your surrebuttal testimony? 232 

A.  Yes, it does. 233 
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