
Ameren Exhibit 12.0 

ILLINOIS COMMERCE COMMISSION 

DOCKET No. 12-0293 

 

 

REBUTTAL TESTIMONY 

OF 

RYAN J. MARTIN 

 

 

 

Submitted on Behalf 

Of 

AMEREN ILLINOIS COMPANY 
d/b/a Ameren Illinois 

 

 

 

July 31, 2012 

  



Ameren Exhibit 12.0 

TABLE OF CONTENTS 

 Page No. 

I. INTRODUCTION......................................................................................................... 1 

A. Witness Identification ....................................................................................... 1 

B. Purpose, Scope and Identification of Exhibits ............................................... 1 

II. RESPONSE TO STAFF WITNESS, MS. PHIPPS ................................................... 2 

A. Average versus Year-end 2011 Capital Structure ......................................... 2 

B. CWIP Accruing AFUDC .................................................................................. 3 

C. Purchase Accounting Adjustments ................................................................. 3 

D. Proportion of Common Equity ........................................................................ 3 

E. Cost of Short-Term Debt .................................................................................. 8 

III. RESPONSE TO MR. SMITH AND MR. BROSCH ON RECONCILIATION 
INTEREST .................................................................................................................... 9 

IV. CONCLUSION ........................................................................................................... 10 

 



Ameren Exhibit 12.0 
Page 1 of 10 

ILLINOIS COMMERCE COMMISSION 1 

DOCKET No. 12-0293 2 

REBUTTAL TESTIMONY OF  3 

RYAN J. MARTIN 4 

Submitted on Behalf Of 5 

Ameren Illinois 6 

I. INTRODUCTION 7 

A. Witness Identification 8 

Q. Please state your name and business address? 9 

A.  My name is Ryan J. Martin, and my business address is One Ameren Plaza, 1901 10 

Chouteau Avenue, St. Louis, Missouri, 63103. 11 

Q.  By whom are you employed and in what capacity? 12 

A.  I am employed by Ameren Services Company (AMS), a wholly-owned subsidiary of 13 

Ameren Corporation (Ameren), as Assistant Treasurer and Manager of Corporate Finance. I also 14 

serve as Assistant Treasurer of Ameren Illinois Company (AIC or the Company). 15 

Q. Are you the same Ryan J. Martin who sponsored direct testimony in this 16 

proceeding? 17 

A. Yes, I am. 18 

B. Purpose, Scope and Identification of Exhibits 19 

Q.  What is the purpose of your rebuttal testimony in this proceeding? 20 

A.  The purpose of my testimony is to respond to the direct testimony of Illinois Commerce 21 

Commission (Commission) Staff (Staff) witness, Ms. Rochelle M. Phipps on capital structure 22 
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issues.  I also address direct testimony filed by Illinois Office of the Attorney General and AARP 23 

(AG/AARP) joint witness, Mr. Michael L. Brosch; and Citizens Utility Board (CUB) witness, 24 

Mr. Ralph C. Smith. 25 

Q. Are you sponsoring any exhibits with your rebuttal testimony? 26 

A. Yes. Attached to my testimony as Ameren Exhibit 12.1 and 12.2 are the Rebuttal and 27 

surrebuttal testimonies I submitted in Docket 12-0001, respectively.  As noted below in several 28 

instances, many of the issues in this docket are the same as the issues in the previous docket, 29 

These common issues are likely to be decided by the Commission prior to the conclusion of this 30 

Docket.  Therefore, I have attached those testimonies to my testimony here.   31 

II. RESPONSE TO STAFF WITNESS, MS. PHIPPS 32 

A. Average versus Year-end 2011 Capital Structure 33 

Q. Ms. Phipps calculates an average 2011 capital structure instead of a year-end 34 

December 31, 2011 capital structure.  Does AIC oppose this methodology? 35 

A. Yes.  AIC witness, Mr. Craig D. Nelson explains why AIC opposes the use of an average 36 

capital structure in setting formula rates.  Mr. Nelson explains why Staff’s adjustment to actual 37 

year-end capital structure based on an “average” capital structure for 2011 based on monthly 38 

balances is not appropriate under Section 16-108.5(d) of the Public Utilities Act (the Act). 39 

Q. Do you agree with her opinion that an average capital structure is less sensitive to 40 

manipulation than a year-end capital structure? 41 

A. No.   42 

Q. Do you agree with her opinion that average capital structure produces “a more 43 

accurate measure of [AIC’s] earned rate of return on common equity for a calendar year”? 44 
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A. No, but I believe this issue will be determined in Docket No. 12-0001.   45 

B. CWIP Accruing AFUDC 46 

Q. Ms. Phipps also makes an adjustment to reduce the balances of long-term capital 47 

components (Long-Term Debt, Preferred Stock and Common Equity) to remove portions 48 

she claims are reflected in the calculation of allowance for funds used during construction.  49 

Do you agree with this adjustment? 50 

A. No, but I believe this issue will be determined in Docket No. 12-0001.   51 

C. Purchase Accounting Adjustments 52 

Q. Ms. Phipps reduces the monthly balances of common equity by the amount of (1) 53 

balance sheet purchase accounting adjustments, including goodwill, which are collapsed 54 

into ICC Account 114, and (2) “income statement purchase accounting adjustments,” 55 

which she claims flowed through retained earnings.  Do you agree with this adjustment? 56 

A. No.  AIC witness, Mr. Ronald D. Stafford discusses this in his rebuttal testimony.  57 

Additionally, I believe this issue was addressed and will be resolved in Docket No. 12-0001. 58 

D. Proportion of Common Equity 59 

Q. Phipps contends that the Company’s actual capital structure contains an excessively 60 

high common equity ratio.  Do you agree? 61 

A. No, I do not.  Ms. Phipps’ position is based on her view that the Company’s actual 62 

common equity ratio violates Section 9-230 of the Act; improperly exceeds the common equity 63 

ratio of AIC’s parent, Ameren; fails to reflect a reduction in risk due to enactment of the formula 64 

rate legislation; and is inconsistent with the capital structures of other utilities with comparable 65 

credit ratings. 66 
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Q. Please respond to Ms. Phipps’ assertion that the Company’s actual capital structure 67 

could violate Section 9-230 of the PUA.   68 

A. Like Ms. Phipps, I am not a lawyer, so I am not offering a legal opinion.  I am aware that 69 

Section 9-230 generally prohibits reflecting in rates any incremental cost of capital resulting 70 

from the utility’s affiliation with an unregulated or non-utility company.  I am not aware of any 71 

impact of the activities of any Ameren affiliate on AIC’s cost of capital, and I am not aware of 72 

any credit ratings agency statement to the contrary.  The Company asked Ms. Phipps to identify 73 

any incremental cost to the Company of activities undertaken by affiliates, and she did not 74 

identify any such incremental cost, either.  Her position appears to be that the capital structure 75 

could violate Section 9-230 because, in her view, Ameren Corporation directs AIC to maintain 76 

an excessive common equity ratio.  I do not know whether that would constitute a violation of 77 

Section 9-230, because I am not a lawyer. 78 

Q. Can you summarize Ms. Phipps’ basic position? 79 

A. Yes.  The gist of Ms. Phipps argument is this: AIC’s capital structure is stronger than it 80 

needs to be to maintain AIC’s current credit rating. 81 

Q. Is this position consistent with the facts? 82 

A. No, it is not.   AIC was upgraded to its current credit rating after: 1) it moved to 83 

strengthen its capital structure over the last few years, and 2) Illinois adopted the formula rate 84 

legislation.  When AIC was upgraded by Moody’s, both those factors were known.  What Ms. 85 

Phipps is effectively arguing is that Moody’s would have upgraded AIC to the same rating with a 86 

weaker capital structure. 87 

Q.  Is there any objective basis for her opinion? 88 
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A. No, there is not.  The facts are straightforward.  As I mentioned, two significant 89 

developments have occurred to affect the level of risk that AIC will default on its debt.  The first 90 

is that AIC has strengthened its capital structure.  In general, the more equity that a company has, 91 

the lower the risk that it will default on its obligations.  A credit rating is an assessment of the 92 

likelihood that a company will be able to service its debt.  When there is more equity and less 93 

debt, all other things being equal, the chances are greater that a company will be able to meet its 94 

debt obligations. 95 

 The second development was that the Company elected to participate in the formula rate 96 

program adopted by the Illinois General Assembly.  In general, the more certain that rates will 97 

generate sufficient revenue to meet debt obligations, the less likely it is that the Company will 98 

default on its debt obligations.  Accordingly, participation in the formula rate program should be 99 

consistent with an improved credit rating to reflect enhanced credit quality. 100 

 The problem with Ms. Phipps’ position is that Moody’s did not upgrade the Company’s 101 

credit rating until after both of these developments occurred.  In other words, both developments 102 

are factored into Moody’s analysis.  Moody’s upgraded AIC with its strengthened capital 103 

structure and with the formula rate process in place.  What Ms. Phipps is now saying is that AIC 104 

over-strengthened the AIC capital structure, and that Moody’s would have reached the same 105 

conclusion at a 51% common equity ratio as at the Company’s actual common equity ratio. 106 

Q. What basis does Ms. Phipps offer for that conclusion? 107 

A. She offers two: that other electric utilities with the same rating have a lower common 108 

equity ratio and that Ameren Corporation has a 51% common equity ratio.  I find neither to be 109 

persuasive. 110 
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Q. Do the capital structures of other electric utilities show that AIC’s capital structure 111 

is too strong? 112 

A. No, they do not.  In general, the other electric utilities have not faced the same degree of 113 

regulatory risk that the Company has.  The Illinois regulatory regime has been extremely 114 

problematic over the last several years, and even with the formula rate process in place, Moody’s 115 

continues to cite it as a factor that puts downward pressure on the ratings of utilities in the state.  116 

This cannot be over-emphasized, and it should not be ignored in any analysis of the Company’s 117 

capital structure.  The adoption of the formula rate process has not completely offset the systemic 118 

regulatory threat to the Company’s credit quality, as the section of the Moody’s report quoted by 119 

Ms. Phipps plainly shows. 120 

Q. Should Ameren’s common equity ratio establish an upper limit to the Company’s 121 

common equity ratio? 122 

A. No, it should not.  The risks that AIC’s situation pose to Ameren’s credit quality may be 123 

partially mitigated by the parent’s investment in other companies.  The very specific risks that 124 

AIC has faced have been mitigated somewhat by the strengthening of the capital structure and 125 

the formula rate process.  Staff’s assumption that the capital structure can now be weakened is 126 

simply unfounded.  Staff has presented no objective, numerical analysis that reducing the 127 

Company’s common equity ratio now would not result in a reduction in credit quality, i.e., a 128 

ratings downgrade. 129 

Q. What would be the significance of a ratings downgrade? 130 

A. A one notch downgrade would return AIC to the precipice it was adjoining for far too 131 

long: below investment grade status.  AIC was one notch – one significant event – from below 132 
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investment grade status. The recent upgrade has simply given the Company more breathing 133 

room. 134 

Q. Is the Company’s current credit rating relevant in this inquiry? 135 

A. Yes.  This is not an instance in which AIC has a Cadillac credit rating where a Chevrolet 136 

would suffice.  Instead, AIC has a workable credit rating, but it is by no means bulletproof.  AIC 137 

would ultimately like to see itself rated more highly than it is today, and the way to do that is not 138 

by weakening the capital structure.   139 

Q. Is there an optimal credit rating? 140 

A. The specific mix of capital is a decision that balances the various considerations to 141 

produce what is hoped to be the lowest overall cost of capita relative to the risk and costs of 142 

financial distress.  If a company has too much equity, its cost of debt goes down, but cannot 143 

offset the overall effect of the equity capital on the overall cost of capital.  If a company has too 144 

little equity, increased debt costs and the possibility of financial distress can exceed the decrease 145 

in equity costs.  It is difficult to precisely identify the point where the overall cost is the lowest, 146 

but in general I believe that the Company and its customers would be best served by a capital 147 

structure that produces a credit rating somewhat stronger than the rating the Company has today.  148 

To the extent that the market perceives an ongoing, significant reduction in regulatory risk, that 149 

capital structure could be weaker than the one the Company has today.  However, we are not 150 

there yet. 151 

Q. Is it possible that weakening the Company’s capital structure could increase its 152 

credit rating? 153 
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A.  No, it is not.  The best that the Company could hope for is that its credit rating would 154 

remain unchanged. 155 

Q. Are there any other reasons not to weaken the Company’s capital structure now? 156 

A.  Yes.  In Docket No. 12-0001, Staff made what I consider to be a very sensible proposal: 157 

the Company and the Staff sit down and discuss specific leverage approaches and their 158 

implications.  Staff has apparently decided not to allow that process to occur, and has instead 159 

proposed a different level of leverage before Docket No. 12-0001 has concluded. 160 

Q. In footnote 8 to her direct testimony, Ms. Phipps states that the “optimal capital 161 

structure” is a function of dynamic operating risk and investor risk preferences.  Does Ms. 162 

Phipps’ imputed capital structure for AIC represent the “optimal capital structure” for 163 

AIC? 164 

A.  She offers no quantitative analysis to suggest that it is.  165 

E. Cost of Short-Term Debt 166 

Q. To calculate the cost of AIC’s credit facilities, Ms. Phipps claims to use the cost of 167 

the September 10, 2010 credit facility authorized in Docket 11-0282 with adjustments she 168 

believes are necessary pursuant to Section 9-230.  Do you agree with her adjustment? 169 

A. No.  The Company acknowledges that Ms. Phipps presents an adjustment that the 170 

Commission has previously adopted, but the Company continues to believe that the adjustment is 171 

not warranted or appropriate.  AIC has a separate credit facility, the cost of which was not 172 

adversely affected in any way by any affiliate.  Moreover, comparable fees were paid during 173 

2010 by other utilities with similar credit ratings, including Peoples Gas Light and Coke 174 

Company (Peoples) and Commonwealth Edison Company (ComEd).  AIC paid a fee equivalent 175 
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of 66.5 basis points, whereas ComEd paid 60.5, and Peoples, together with its affiliates, paid an 176 

approximate range of 67—70 basis points.  Accordingly, the Company continues to believe that 177 

the full amount of its credit facilities fees should be reflected in rates.  178 

III. RESPONSE TO MR. SMITH AND MR. BROSCH ON RECONCILIATION 179 
INTEREST 180 

Q. Have you reviewed the proposals submitted by CUB and AG/AARP on the 181 

appropriate carrying costs on over- or under-collected balances resulting from annual 182 

reconciliations under formula rates? 183 

A. Yes. 184 

Q. Does the Company agree with Mr. Smith’s hybrid proposal for different interest 185 

rates on under- and over-collected balances? 186 

A. No.  Mr. Nelson explains why Mr. Smith’s proposal is not appropriate. 187 

Q. Do you agree with Mr. Smith’s theory that any under-collected balances would be 188 

short-term balances that could be financed with short-term debt? 189 

A.  No, I do not.  I believe this issue will be determined in Docket No. 12-0001. 190 

Q. Mr. Brosch similarly claims that annual under-collected balances do not require 191 

permanent financing and there is no basis to assume that incremental equity financing will 192 

be necessary.  Please respond. 193 

A.  The financing needs are not short-term because an under-allocation would require two full 194 

years to be recovered 195 
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IV. CONCLUSION 196 

Q. Does this conclude your direct testimony? 197 

A.  Yes, it does. 198 
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