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Introduction 1 

Q1. Please state your name and business address. 2 

A1. My name is Rochelle Phipps.  I am employed by the Illinois Commerce 3 

Commission (“Commission”), 527 East Capitol Avenue, Springfield, Illinois  4 

62701. 5 

Q2. Are you the same Rochelle Phipps that previously submitted direct 6 

testimony in this proceeding? 7 

A2. Yes, I am. 8 

Q3. What is the purpose of your testimony in this proceeding? 9 

A3. I respond to the rebuttal testimony of the following Ameren Illinois Company 10 

(“AIC” or “Company”) witnesses: 11 

 Mr. Ronald D. Stafford (Ameren Ex. 11.0R), who testified regarding the 12 

common equity balance; and 13 

 Mr. Ryan J. Martin (Ameren Ex. 12.0), who testified regarding capital 14 

structure, CWIP adjustments to long-term capital components and the cost of 15 

short-term debt. 16 

Q4. Please summarize your conclusions and recommendations. 17 

A4. My recommendations have not changed from those presented in my direct 18 

testimony (ICC Staff Ex. 4.0).  I recommend an 8.66% rate of return on rate base 19 

for the Company. 20 



Docket No. 12-0293 
ICC Staff Exhibit 9.0 

2 
 

Average Capital Structure 21 

Q5. Please respond to AIC’s arguments opposing your proposal to use an 22 

average capital structure for formula ratemaking purposes. 23 

A5. AIC argues that an average capital structure is no less sensitive to manipulation 24 

than a year-end capital structure and does not produce a more accurate measure 25 

of the earned rate of return on common equity for a calendar year.1  I responded 26 

to each of those arguments in my Rebuttal Testimony in Docket No. 12-0001 27 

(AIC’s initial formula rate case), which is provided as Attachment A to this 28 

testimony, and for the sake of brevity, those responsive arguments will not be 29 

repeated here. 30 

Construction Work in Progress Adjustment 31 

Q6. Does the Company agree with your proposed construction work in 32 

progress (“CWIP”) adjustment to the long-term capital components? 33 

A6. No.2  I addressed the Company’s arguments against the CWIP adjustment in my 34 

Rebuttal Testimony for Docket No. 12-0001 (see Attachment A) and, for the sake 35 

of brevity, those responsive arguments will not be repeated here. 36 

Common Equity Balance 37 

Q7. Please respond to Mr. Stafford’s claim that your adjustment eliminates 38 

purchase accounting related to net income that is no longer “retained” by 39 

                                                            
1 Ameren Ex. 12.0, pp. 2-3. 
2 Ameren Ex. 12.0, p. 3. 
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the Company, thereby removing from the common equity balance over 40 

$100 million of retained earnings that were not generated by purchase 41 

accounting.3 42 

A7. I responded to this argument in my Rebuttal Testimony for Docket No. 12-0001 43 

(see Attachment A) and, for the sake of brevity, those responsive arguments will 44 

not be repeated here. 45 

Q8. The Company provides corrected calculations of purchase accounting 46 

adjustments related to net income for 2010 and 2011.  Does this affect your 47 

rate of return recommendation in this case? 48 

A8. No.  Although the Company provides corrected net income-related purchase 49 

accounting adjustments for 2010 and 2011,4 those corrections do not affect my 50 

recommendation, which is based on an adjustment to satisfy Section 9-230 that 51 

results in a 51% common equity ratio. 52 

Q9. Does the Company correctly characterize your testimony regarding 53 

purchase accounting adjustments? 54 

A9. No.  The Company errs when it states: 55 

Ms. Phipps’s unstated assumption is that the purchase accounting 56 

adjustments will be reflected in the retained earnings balance in 57 

perpetuity, no matter what else happens.  It would seem inarguable 58 

that if the retained earnings balance went to zero at some point, the 59 

                                                            
3 Ameren Ex. 11.0R, p. 12. 
4 See Company response to ICC Staff DR RMP 3.01R, which is provided in Attachment B.  Those 
corrections also do not affect the amount of net income in 2010 and 2011; rather, those revised figures 
result from the allocation methodology used by the Company. 
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purchase accounting adjustments would be eliminated, but Ms. 60 

Phipps’ view, apparently, is that if retained earnings are 61 

subsequently positive, the purchase accounting adjustments would 62 

be somehow resurrected.  How this could be so she never makes 63 

clear.5 64 

To the contrary, until all purchase accounting adjustments that flow through 65 

retained earnings are fully amortized, it will be necessary to remove net income 66 

related purchase accounting adjustments from the Company’s common equity 67 

balance.  Moreover, the adjustment is necessary whether or not AIC’s retained 68 

earnings balance is positive.  This proposed regulatory treatment would be 69 

identical to the purchase accounting adjustments recorded to Account 114, which 70 

also need to be deducted from the Company’s common equity balance until they 71 

are fully amortized. 72 

Capital Structure 73 

Q10. The Company claims, “Staff has presented no objective, numerical analysis 74 

that reducing the Company’s common equity ratio now would not result in 75 

a reduction to credit quality.”6  Have you evaluated whether reducing the 76 

Company’s common equity ratio to 51% would likely result in a credit 77 

rating downgrade for AIC? 78 

A10. Yes, I performed a quantitative analysis, which shows that a 51% common equity 79 

ratio would not cause a credit rating downgrade for AIC.  First, I determined the 80 

Company could achieve a 51% common equity ratio by replacing $80 million 81 

                                                            
5 Ameren Ex. 11.0R, p. 10. 
6 Ameren Ex. 12.0, p. 6. 
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common equity with long-term debt.  Then, I evaluated the effect of Ameren 82 

Illinois replacing $80 million common equity with $80 million, 6.39% 30-year, 83 

BBB-rated utility bonds on the financial risk benchmarks published by Standard & 84 

Poor’s (“S&P”) and Moody’s Investors Service (“Moody’s”).7 85 

Specifically, I calculated adjusted8 ratios for S&P's financial risk benchmarks: (1) 86 

funds from operations (“FFO”) to debt; (2) debt to earnings before interest, taxes, 87 

depreciation and amortization (“EBITDA”); and (3) debt to capital.  I also 88 

calculated adjusted ratios for Moody’s financial risk benchmarks: (1) cash flow 89 

from operations (“CFO Pre-W/C”) to debt; (2) CFO Pre-W/C, less dividends, to 90 

debt; (3) CFO Pre-W/C, plus interest, to interest expense; and (4) debt to 91 

capital.9 92 

Finally, I compared those adjusted ratios to the ranges that S&P and Moody’s 93 

publish for each of those financial risk benchmark ratios, which vary according 94 

the strength of the financial risk benchmark.  The adjusted ratios, which assume 95 

the Company replaces $80 million common equity with $80 million long-term 96 

debt, are very close to the unadjusted ratios.  In summary, my analysis showed 97 

that replacing $80 million common equity with long-term debt would not result in 98 

lower implied credit ratings for any of AIC’s financial risk benchmarks, as is 99 

                                                            
7 Citi Research, “Bond Market Roundup,” January 8, 2010, p. 16.  The current yield on 30-year BBB-rated 
utility bonds is 4.24%.  Citi Research, “Bond Market Round,” August 17, 2012, p. 17. 
8 In this context, “adjusted” refers to financial ratios that reflect an $80 million exchange of debt for 
common equity. 
9 The ratios, calculated in accordance with the S&P and Moody’s methodologies, were provided by the 
Company in response to ICC Staff DR RMP 1.06. 
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shown on Schedules 9.01 and 9.02, respectively.10  Thus, I conclude that a 51% 100 

common equity ratio for the Company would not result in a credit rating 101 

downgrade. 102 

Q11. Is AIC correct when it alleges that the gist of your argument is that AIC’s 103 

capital structure is stronger than it needs to be to maintain AIC’s current 104 

credit rating?11 105 

A11. No.  The Company’s allegation incorrectly implies that my adjustment to the 106 

Company’s capital structure is based on a reasonableness standard rather than 107 

Section 9-230 of the Act. 108 

Q12. Are you aware of any AIC affiliates affecting AIC’s cost of capital?12 109 

A12. Yes.  S&P expressly states that AIC’s affiliation with Ameren Corp’s competitive 110 

generation businesses have negatively affected AIC’s credit rating.  S&P states: 111 

Our corporate credit rating on [Ameren Illinois] suffers slightly from 112 

the company’s affiliation with Ameren’s nonrate regulated 113 

competitive generation businesses.  The competitive businesses’ 114 

fair business risk profile reflects their ultimate dependence on the 115 

market price of electricity, which has recently sharply declined.13 116 

                                                            
10 Despite this, in 2011, AIC’s discretionary dividend payment resulted in a financial risk metric that was in 
the below investment grade range.  Specifically, AIC’s retained cash flow ratio (i.e., (CFO Pre-W/C – 
Dividends ) / Debt) fell from the Aa-range in 2010 to the Ba-range in 2011 because AIC’s cash flow before 
dividends fell from $719 million to $493 million, yet its dividend payments increased from $137 million to 
$330 million.  Substituting the 2010 dividend payment of $137 million in the 2011 retained cash flow ratio 
calculation would have resulted in 2011 retained cash flow ratios that fall in the Baa-range (i.e., 16.4% 
unadjusted and 15.7% adjusted). 
11 Ameren Ex. 12.0, p. 4. 
12 Id. 
13 Standard & Poor’s, “Ameren Illinois Co.,” March 16, 2012, which is provided in Attachment C. 
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Conclusion 117 

Q13. Does this conclude your prepared rebuttal testimony? 118 

A13. Yes, it does. 119 
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2011 
Unadjusted Adjustment 2011 Adjusted

2010 
Unadjusted Adjustment 2010 Adjusted

Intermediate Significant Aggressive
FFO 416.2$           (3.0)$              413.2$           543.1$           (3.0)$              540.1$           
Debt 1,665.5$        80.0$             1,745.5$        1,814.8$        80.0$             1,894.8$        
FFO/Debt 25.0% 23.7% 29.9% 28.5% 30 - 45% 20 - 30% 12 - 20%

Debt 1,665.5$        80.0$             1,745.5$        1,814.8$        80.0$             1,894.8$        
EBITDA 673.3$           673.3$           709.2$           709.2$           
Debt/EBITDA 2.47               2.59               2.56               2.67 2 - 3X 3 - 4X 4 - 5X

Debt 1,665.5$        80.0$             1,745.5$        1,814.8$        80.0$             1,894.8$        
Capital 4,117.5$        -$               4,117.5$        4,390.8$        -$               4,390.8$        
Debt/Capital 40.4% 42.4% 41.3% 43.2% 35 - 45% 45 - 50% 50 - 60%

Debt 1,665.5$        80.0$             1,745.5$        1,814.8$        80.0$             1,894.8$        
Common Equity 2,452.0$        (80.0)$            2,372.0$        2,576.0$        (80.0)$            2,496.0$        
Total Capital 4,117.5$        4,117.5$        4,390.8$        4,390.8$        

6.39%
5.1$               
2.1$               

Business Risk Profile

 Minimal  Modest  Significant  Aggressive  
 Highly 

Leveraged 
Excellent* AAA AA A- BBB --
Strong** AA A BBB BB BB-
Satisfactory A BBB+ BB+ BB- B+
Fair -- BBB- BB BB- B
Weak -- -- BB- B+ B-
Vulnerable -- -- B+ B CCC+

*Ameren Illinois Company Business Risk Profile
**Ameren Corp.'s Business Risk Profile was upgraded from Satisfactory to Strong during November 2011.

Sources:
Company response to ICC Staff DR RMP 1.06
Citi Research, "Bond Market Roundup," January 8, 2010, p. 16
S&P, "Criteria Methodology: Business Risk / Financial Risk Matrix Expanded," May 27, 2009

A
A-

BBB
BB+
BB
--

Finaincial Risk Profile
S&P Business Risk / Financial Risk Matrix Expanded

Standard & Poor's Financial Risk Benchmarks
Implied Level of Financial Risk for Financial 

Risk Indicative Ratios 

Interest Rate =
Interest Expense =

Tax Savings from Int Exp (41% tax rate) =

Assumptions for New Long-Term Debt:

 Intermediate 
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2011 
Unadjusted Adjustment 2011 Adjusted

2010 
Unadjusted Adjustment 2010 Adjusted

Aa A Baa Ba
CFO Pre-W/C 493.0$           (3.0)$              490.0$           719.0$           (3.0)$              716.0$           
Debt 2,165.0$        80.0$             2,245.0$        2,220.0$        80.0$             2,300.0$        
(CFO Pre-W/C) / Debt 22.8% 21.8% 32.4% 31.1% 30 - 40% 22 - 30% 13 - 22% 5 - 13%

CFO Pre-W/C - Dividends 163.0$           (3.0)$              160.0$           582.0$           (3.0)$              579.0$           
Debt 2,165.0$        80.0$             2,245.0$        2,220.0$        80.0$             2,300.0$        
(CFO Pre-W/C - 
Dividends) / Debt 7.5% 7.1% 26.2% 25.2% 25 - 35% 17 - 25% 9 - 17% 0 - 9%

CFO Pre-W/C 493.0$           (3.0)$              490.0$           719.0$           (3.0)$              716.0$           
Interest Expense 157.0$           5.1$               162.1$           164.0$           5.1$               169.1$           

(CFO Pre-W/C + Interest) / 
Interest Expense 4.1                 4.0                 5.4                 5.2                 6.0 - 8.0X 4.5 - 6.0X 2.7 - 4.5X 1.5 - 2.7X

Debt 2,165.0$        80.0$             2,245.0$        2,220.0$        80.0$             2,300.0$        
Capital 5,512.0$        -$               5,512.0$        5,520.0$        -$               5,520.0$        
Debt/Capital 39.3% 40.7% 40.2% 41.7% 25 - 35% 35 - 45% 45 - 55% 55 - 65%

Debt 2,165.0$        80.0$             2,245.0$        2,220.0$        80.0$             2,300.0$        
Deferred Income Taxes 895.0$           895.0$           724.0$           724.0$           
Equity 2,452.0$        (80.0)$            2,372.0$        2,576.0$        (80.0)$            2,496.0$        
Capital 5,512.0$        5,512.0$        5,520.0$        5,520.0$        

6.39%
5.1$               
2.1$               

Sources: 
Company response to ICC Staff DR RMP 1.06 
Citi Research, "Bond Market Roundup," January 8, 2010, p. 16
Moody's Global Infrastructure Finance, "Regulated Electric and Gas Utilities," August 2009, p. 17

Implied Rating for Various Ranges of Financial 
Risk Benchmarks

Moody's Investors Service Financial Risk Benchmarks

Assumptions for New Long-Term Debt:
Interest Rate =

Interest Expense =
Tax Savings from Int Exp (41% Tax Rate) =
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Introduction 1 

Q1. Please state your name and business address. 2 

A1. My name is Rochelle Phipps.  I am employed by the Illinois Commerce 3 

Commission (“Commission”), 527 East Capitol Avenue, Springfield, Illinois  4 

62701. 5 

Q2. Are you the same Rochelle Phipps that previously submitted direct 6 

testimony in this proceeding? 7 

A2. Yes, I am. 8 

Q3. What is the purpose of your testimony in this proceeding? 9 

A3. I respond to the rebuttal testimony of: 10 

 Mr. Craig D. Nelson (Ameren Ex. 11.0), who testified on behalf of Ameren 11 

Illinois Company (“AIC” or the “Company”) regarding capital structure; 12 

 Mr. Ronald D. Stafford (Ameren Ex. 13.0), who testified on behalf of AIC 13 

regarding the common equity balance; and 14 

 Mr. Ryan J. Martin (Ameren Ex. 14.0), who testified on behalf of AIC 15 

regarding the CWIP adjustment to long-term capital components and the cost 16 

of short-term debt. 17 

Additionally, I will present my revised and corrected average common equity 18 

balance for AIC, which removes the inadvertent double counting for elimination of 19 

Other Comprehensive Income (“OCI”) and the effects of purchase accounting 20 
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adjustments, including goodwill.  Schedule 16.06 presents those changes, which 21 

result in an 8.86% rate of return on rate base, as shown on Schedule 16.01. 22 

Q4. Please summarize your conclusions and recommendations. 23 

A4.  I recommend an 8.86% rate of return on rate base, which reflects my updated 24 

adjustment to remove purchase accounting adjustments, including goodwill, from 25 

AIC’s common equity balance.  With that exception, my recommendations have 26 

not changed from those presented in my direct testimony (ICC Staff Ex. 7.0). 27 

Average Capital Structure 28 

Q5. Why does the Company oppose your recommendation to use an average 29 

capital structure for the formula ratemaking process described in Section 30 

16-108.5 of the Public Utilities Act (the “Act”)? 31 

A5. The Company alleges that my proposal to use an average capital structure “is 32 

unnecessary, is inconsistent with the terms of Section 16-108.5 of the Act, and 33 

would not produce results any more accurate than those produced by the 34 

Company’s approach.”1 35 

Q6. The Company claims, “an average capital structure solves a problem that 36 

does not exist, and merely introduces more complexity into the 37 

determination of the capital structure.”2  Is this correct? 38 

                                                            
1 Ameren Ex. 11.0, p. 8. 

2Id., p. 9. 
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A6. No.  The Company argues: 39 

The basis for Ms. Phipps’ proposal is her contention that average 40 

capital structures are “less sensitive to manipulation than capital 41 

structures measured on a single date.”  She then offers the 42 

example of a utility purposefully delaying a dividend from one year 43 

to the next in order to boost the common equity ratio.  Ms. Phipps’ 44 

example is not persuasive, because the Commission has the 45 

authority to review a utility’s capital structure for prudence and 46 

reasonableness.  In Ms. Phipps’ example, the Commission could 47 

find that a utility’s deliberate delay of a dividend was not or [sic] 48 

prudent or reasonable, and could adjust the capital structure to 49 

reverse the effects of the delay.3 50 

The Company’s argument ignores the reality that assessing the prudence or 51 

reasonableness of the timing of debt and equity financing is problematic because 52 

outside parties would be hard-pressed to refute a utility assertion that the utility 53 

changed the date of a debt issuance by a few weeks or months because of 54 

capital market conditions. 55 

As shown in Tables One through Three below, transactions as ordinary as 56 

issuing $100 million long-term debt to replace short-term debt, or conversely, 57 

using $100 million short-term debt to bridge long-term financing can affect a 58 

year-end capital structure, especially if those transactions happen towards the 59 

end of the year.  Table One shows that year-end capital structure is identical to 60 

the average capital structure when the month-end balances for each capital 61 

component remains constant every month for a given calendar year. 62 

                                                            
3 Id., pp. 8-9. 
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Table One:  End-of-Year versus Average Capital Structure (in millions) 63 

(Balances Remain Constant) 64 

 Short-Term Debt Long-Term Debt Common Equity 

 
End of 
Month 

Monthly 
Average 

End of 
Month 

Monthly 
Average 

End of 
Month 

Monthly 
Average 

12/31/09 $100  $900  $1,000  
1/31/10 $100  $100 $900 $900 $1,000 $1,000 
2/28/10 $100  $100 $900 $900 $1,000 $1,000 
3/31/10 $100  $100 $900 $900 $1,000 $1,000 
4/30/10 $100  $100 $900 $900 $1,000 $1,000 
5/31/10 $100  $100 $900 $900 $1,000 $1,000 
6/30/10 $100  $100 $900 $900 $1,000 $1,000 
7/31/10 $100  $100 $900 $900 $1,000 $1,000 
8/31/10 $100  $100 $900 $900 $1,000 $1,000 
9/30/10 $100  $100 $900 $900 $1,000 $1,000 

10/31/10 $100  $100 $900 $900 $1,000 $1,000 
11/30/10 $100  $100 $900 $900 $1,000 $1,000 
12/31/10 $100  $100 $900 $900 $1,000 $1,000 

Average  $100  $900  $1,000 

Capital Structure 

 Amount  Ratio  

Company Methodology    

Short-Term Debt (Average) $100  5.0%  
Long-Term Debt (End of Year) $900  45.0%  
Common Equity (End of Year) $1,000  50.0%  
Total Capital $2,000  100.0%  
       
Staff Methodology    
Short-Term Debt (Average) $100  5.0%  
Long-Term Debt (Average) $900  45.0%  
Common Equity (Average) $1,000  50.0%  
Total Capital $2,000  100.0%  
 65 

Refinancing $100 million of short-term debt with $100 million of long-term debt 66 

during December 2010, as illustrated in Table Two below, affects the end of year 67 

capital structure more than the average capital structure.  Although the 68 

refinancing of short-term debt with long-term debt does not change total debt, the 69 
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Company’s method for measuring capital structure would incorrectly indicate that 70 

total debt had risen.  The total debt ratio in the end of year capital structure 71 

increases to 52.3% from 50% and total capital for the end of year capital 72 

structure increases to $2,096 million from $2,000 million.  In contrast, the total 73 

debt ratio for the average capital structure correctly remains at 50% and total 74 

capital remains at $2,000 million.  75 
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Table Two:  Year-End versus Average Capital Structure (in millions) 76 

(Replace $100 Short-Term Debt with $100 Long-Term Debt in December 2010) 77 

 Short-Term Debt Long-Term Debt Common Equity 

 
End of 
Month 

Monthly 
Average 

End of 
Month 

Monthly 
Average 

End of 
Month 

Monthly 
Average 

12/31/09 $100  $900  $1,000  
1/31/10 $100  $100 $900 $900 $1,000 $1,000 
2/28/10 $100  $100 $900 $900 $1,000 $1,000 
3/31/10 $100  $100 $900 $900 $1,000 $1,000 
4/30/10 $100  $100 $900 $900 $1,000 $1,000 
5/31/10 $100  $100 $900 $900 $1,000 $1,000 
6/30/10 $100  $100 $900 $900 $1,000 $1,000 
7/31/10 $100  $100 $900 $900 $1,000 $1,000 
8/31/10 $100  $100 $900 $900 $1,000 $1,000 
9/30/10 $100  $100 $900 $900 $1,000 $1,000 

10/31/10 $100  $100 $900 $900 $1,000 $1,000 
11/30/10 $100  $100 $900 $900 $1,000 $1,000 
12/31/10 $0  $50 $1,000 $950 $1,000 $1,000 

Average  $96  $904  $1,000 

Capital Structure 

 Amount  Ratio  

Company Methodology    

Short-Term Debt (Average) $96  4.6%  
Long-Term Debt (End of Year) $1,000  47.7%  
Common Equity (End of Year) $1,000  47.7%  
Total Capital $2,096  100.0%  
       
Staff Methodology    
Short-Term Debt (Average) $96  4.8%  
Long-Term Debt (Average) $904  45.2%  
Common Equity (Average) $1,000  50.0%  
Total Capital $2,000  100.0%  
 78 

Finally, an opposite refinancing transaction – i.e., refinance $100 million of long-79 

term debt with $100 million of short-term debt during December 2010 – as 80 

illustrated in Table Three below, also affects the end of year capital structure 81 

more than the average capital structure.  The end of year capital structure would 82 
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misleadingly indicate that the total debt ratio had fallen to 47.5% from 50% and 83 

total capital for the end of year capital structure had fallen to $1,904 million from 84 

$2,000 million.  In contrast, the total debt ratio for the average capital structure 85 

correctly remains at 50% and the total capital remains at $2,000 million. 86 

Table Three:  Year-End Capital Structure versus Average Capital Structure  87 

(Replace $100 Long-Term Debt with $100 Short-Term Debt in December 2010) 88 

 Short-Term Debt Long-Term Debt Common Equity 

 
End of 
Month 

Monthly 
Average 

End of 
Month 

Monthly 
Average 

End of 
Month 

Monthly 
Average 

12/31/09 $100  $900  $1,000  
1/31/10 $100  $100 $900 $900 $1,000 $1,000 
2/28/10 $100  $100 $900 $900 $1,000 $1,000 
3/31/10 $100  $100 $900 $900 $1,000 $1,000 
4/30/10 $100  $100 $900 $900 $1,000 $1,000 
5/31/10 $100  $100 $900 $900 $1,000 $1,000 
6/30/10 $100  $100 $900 $900 $1,000 $1,000 
7/31/10 $100  $100 $900 $900 $1,000 $1,000 
8/31/10 $100  $100 $900 $900 $1,000 $1,000 
9/30/10 $100  $100 $900 $900 $1,000 $1,000 

10/31/10 $100  $100 $900 $900 $1,000 $1,000 
11/30/10 $100  $100 $900 $900 $1,000 $1,000 
12/31/10 $200  $150 $800 $850 $1,000 $1,000 

Average  $104  $896  $1,000 

Capital Structure 

 Amount  Ratio  

Company Methodology    

Short-Term Debt (Average) $104  5.5%  
Long-Term Debt (End of Year) $800  42.0%  
Common Equity (End of Year) $1,000  52.5%  
Total Capital $1,904  100.0%  
       
Staff Methodology    
Short-Term Debt (Average) $104  5.2%  
Long-Term Debt (Average) $896  44.8%  
Common Equity (Average) $1,000  50.0%  
Total Capital $2,000  100.0%  

 89 
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Q7. Would Staff’s proposal to use average capital structures for formula rates 90 

make it impossible to manipulate capital structure for ratemaking 91 

purposes? 92 

A7. No.  Nonetheless, since the average comprises thirteen observations, any single 93 

month end balance has less influence on the average.  In other words, the 94 

manipulation of capital structure through the timing of capital issuances and 95 

retirements would have a smaller effect on a capital structure comprising average 96 

balances than a capital structure comprising end of year balances. 97 

Q8. Is the Company’s assertion that an average capital structure does not 98 

qualify as an actual capital structure valid?4 99 

A8. No.  The Commission’s past practices and own rules recognize that the capital 100 

structure components may be measured using average balances.5  Furthermore, 101 

although Section 16-108.5(c)(2) of the Act specifies that rates reflect the utility’s 102 

actual capital structure for the applicable year, it does not specify the 103 

measurement methodology for capital structure. 104 

Q9. Please explain why average capital structures would more accurately 105 

measure the Company’s earned return on equity than capital structures 106 

measured on a single date for reconciliation purposes. 107 

                                                            
4 Id., p. 9. 

5 83 Ill. Adm. Code 285.4000(b). 
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A9. The Company proposes to calculate the rate of return on common equity for 108 

reconciliations as DS ROE = DS Net Income / DS Common Equity Balance.6  109 

The numerator, “DS Net Income,” represents earnings during the calendar year.  110 

In contrast, under the Company’s proposal, the denominator, “DS Common 111 

Equity Balance,” would be measured at a single point in time – the last day of the 112 

calendar year.  As such, the denominator would misstate the amount of common 113 

equity that the Company had invested during the twelve months over which AIC 114 

generated the net income reflected in the numerator.  The Company alleges that 115 

a rate of return on average common equity would not produce results any more 116 

accurate than the Company’s rate of return on ending common equity.7  To the 117 

contrary, Standard & Poor's uses average common equity in its calculation of 118 

return on common equity and financial literature recognizes that it is “common 119 

regulatory practice” to calculate a rate of return on average book equity.8  120 

Construction Work in Progress Adjustment 121 

Q10. Why does the Company oppose your construction work in progress 122 

(“CWIP”) adjustment? 123 

A10. The Company argues that my proposed adjustment to remove remaining CWIP 124 

from long-term capital components is without real purpose or effect; therefore, 125 

                                                            
6 Ameren Ex. 13.1, Sch FR A-3, line 32.  “DS” stands for “Delivery Service.”  The Company’s response to 
ICC Staff DR RMP 10.01 indicates the formula presented on Schedule FR A-3 erroneously includes 
preferred stock and the Company will correct this in surrebuttal testimony. 

7 Ameren Ex. 11.0, p. 8. 

8 Morin, Roger A., “Regulatory Finance: Utilities’ Cost of Capital,” Public Utilities Reports, Inc. (1994). 
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AIC does not believe there is any reason to make this adjustment.9  Yet, the 126 

Company supports removing CWIP from the short-term debt balance.10 127 

Q11. Please illustrate the problems associated with accepting adjustments to 128 

the short-term debt calculation associated with CWIP but rejecting the 129 

related adjustments to long-term debt and common equity. 130 

A11. Schedule 16.07 presents two scenarios for calculating an average capital 131 

structure:  (1) no removal of long-term debt and common equity assumed to be 132 

financing CWIP from ratemaking capital structure; and (2) removal of long-term 133 

debt and common equity assumed to be financing CWIP from ratemaking capital 134 

structure.   In summary, the second scenario, which removes long-term debt and 135 

equity financing CWIP from the ratemaking capital structure, results in an amount 136 

of capital financing CWIP, plus capital remaining after the removal of CWIP, that 137 

equals the amount of total capital on the balance sheet. 138 

In both scenarios, total capital equals $100, including $10 of CWIP.  Column 139 

Group (1) presents the total capital on a utility’s balance sheet.  Column Group 140 

(2) presents the balances of capital used to calculate the allowance for funds 141 

used during construction (“AFUDC”) rate applied to CWIP (in other words, the 142 

amounts of each source of capital the Commission’s AFUDC formula assigns to 143 

financing CWIP). 144 

                                                            
9 Ameren Ex. 14.0, p. 6. 

10 Ameren Ex. 2.2 (Rev.), Workpaper 12, MFR Schedule D-2. 
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Since the $15 January short-term debt balance is higher than the $10 CWIP 145 

balance, the Commission’s AFUDC formula assumes that short-term debt 146 

finances the entire $10 CWIP balance.  In February, the $5 short-term debt 147 

balance is less than the $10 CWIP balance.  Therefore, the Commission’s 148 

AFUDC formula assumes the entire short-term debt balance finances CWIP and 149 

that long-term capital components finance the remaining $5 of CWIP in the same 150 

proportion that they compose long-term capital.  Since there is $45 long-term 151 

debt and $50 common equity in February, the AFUDC formula assumes that 152 

long-term debt finances 47% of the remaining $5 of CWIP, or $2.4 (i.e., $45 long-153 

term debt ÷ ($45 long-term debt + $50 common equity) × ($10 CWIP - $5 short-154 

term debt)).  Similarly, the AFUDC formula assumes that equity finances 53% of 155 

the remaining $5 of CWIP, or $2.6 (i.e., $50 common equity ÷ ($45 long-term 156 

debt + $50 common equity) × ($10 CWIP - $5 short-term debt)). 157 

Column Group (3) presents the balances of capital remaining after the removal of 158 

CWIP.11  Since only short-term debt is assigned to CWIP in January, no 159 

adjustment to the long-term capital components is required and the amount of 160 

capital net of CWIP – i.e., $5 net short-term debt balance + $35 long-term debt + 161 

$50 equity – equals $90 in both the First and Second Scenarios.  In contrast, in 162 

February, the AFUDC rate formula includes long-term capital.  Nonetheless, the 163 

Company’s proposal would ignore the AFUDC formula’s assignment of long-term 164 

capital to CWIP. Consequently, Column Group (3) incorrectly shows $95 of 165 

                                                            
11 Hereafter, capital balances adjusted to remove some or all capital used to calculate the AFUDC rate 
shall be referred to as being “net of CWIP.” 
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capital net of CWIP in the First Scenario while the correct amount of capital net of 166 

CWIP, $90, is shown in the Second Scenario. 167 

Column Group (4), which equals the sum of Column Groups (2) and (3), shows 168 

that adjusting only short-term debt causes the sum of total capital financing 169 

CWIP, plus capital net of CWIP to exceed the $100 of total capital on the balance 170 

sheet (First Scenario).  That is, the First Scenario illustrates the problems 171 

associated with accepting the CWIP adjustment used to calculate the short-term 172 

debt balance but rejecting the CWIP adjustment to long-term debt and common 173 

equity.  In contrast, my adjustments to long-term debt and equity, as illustrated by 174 

the second scenario, avoid double counting capital (Second Scenario). That is, in 175 

the Second Scenario, the sum of total capital financing CWIP and capital net of 176 

CWIP equals the $100 of capital on the balance sheet. 177 

Q12. Please respond to the Company’s argument that “[t]his is an adjustment 178 

without a real purpose or effect.”12 179 

A12. Because AIC had no short-term debt outstanding during 2010, the CWIP 180 

adjustment does not affect the capital structure ratios for 2010 and, thus, it does 181 

not affect the rate of return on rate base for 2010.  However, the formula must 182 

include this adjustment in the event that AIC uses sufficient amounts of short-183 

term debt in future years to affect rate of return on rate base. 184 

                                                            
12 Ameren Ex. 14.0, p. 6. 
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Q13. Has the Company agreed to Staff’s construction work in progress 185 

adjustment in other ratemaking proceedings? 186 

A13. Yes.  Staff made the same adjustment in AIC’s most recent gas delivery services 187 

rate case, Docket No. 11-0282.  In that case, the Company witness Mr. Ryan 188 

Martin accepted Staff’s proposed CWIP adjustments to long-term debt, preferred 189 

stock and common equity balances.13 190 

Common Equity Balance 191 

Q14. Did you make any changes to your common equity balance? 192 

A14. I corrected my calculation of the average common equity balance where I 193 

inadvertently double counted the elimination of OCI.  Additionally, I am 194 

withdrawing my recommendation to subtract only the goodwill portion of 195 

purchase accounting adjustments and recommending removal of purchase 196 

accounting adjustments, including goodwill, from the Company’s common equity 197 

balance. Schedule 16.06 presents those changes. 198 

Q15. Did you revise the amount of your adjustment to remove purchase 199 

accounting adjustments, including goodwill, from that presented in your 200 

direct testimony as an alternative proposal for the Commission? 201 

A15. Yes.  My original recommendation removed $108 million of income statement 202 

purchase accounting adjustments, based on 2008 data.  Given that Company 203 

witness Mr. Stafford notes, “IP generated negative net income $7,446,481 from 204 

                                                            
13 Docket No. 11-0282, Ameren Ex. 24.0, p. 2. 
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purchase accounting in 2009 and 2010,”14 I revised my recommendation to 205 

reflect the negative net income purchase accounting related adjustments. 206 

Schedule 16.06 presents my revised average common equity balance 207 

calculation. 208 

Q16. Please respond to Mr. Stafford’s claim that your adjustment eliminates 209 

purchase accounting related to net income that is no longer “retained” by 210 

the Company, thereby removing from the common equity balance over 211 

$100 million of retained earnings that were not generated by purchase 212 

accounting.15 213 

A16. Mr. Stafford alleges that paying dividends can eliminate purchase accounting 214 

adjustments to net income.  This could only be true if the purchase accounting 215 

adjustments to net income were a necessary condition for AmerenIP to pay a 216 

portion of its common dividends.16  This is incorrect.  AIC’s common dividends 217 

were paid from cash, and as such, decrease the amount of funds available for 218 

investment.  In contrast, purchase accounting adjustments, including those to net 219 

income, do not represent changes in funds (i.e., cash) available for investment; 220 

they do not represent the generation of cash, which can then be invested in utility 221 

plant or distributed to investors in the form of common dividends.  This is 222 

illustrated in the Company’s cash flow statement, which subtracts purchase 223 

                                                            
14 Ameren Ex. 13.0, p. 16, footnote 7. 

15 Ameren Ex. 13.0, p. 17. 

16 Even if a condition is necessary, it might not be sufficient. 
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accounting adjustments from net income to calculate cash from operations.  In 224 

contrast, common dividend payments reduce cash.17 225 

Moreover, the lines separating the components of common equity, such as paid 226 

in capital and retained earnings, are permeable.  For example, from 2007 227 

through 2009, AmerenIP reduced capital available for investment through the 228 

payment of common dividends totaling $152 million, which was recorded as a 229 

reduction to the retained earnings component of common equity.  Immediately 230 

thereafter, beginning in the first quarter of 2009, Ameren Corp. contributed $155 231 

million to AmerenIP, which was recorded as an increase in the paid in capital 232 

component of common equity.18  The contributed capital (i.e., equity infusions) 233 

effectively returned to AmerenIP the $152 million in capital that AmerenIP had 234 

distributed to Ameren Corp. through the common dividend payments, with a net 235 

increase of $3 million to AmerenIP’s common equity balance.  That is, with the 236 

combination of AmerenIP common dividend payments by Ameren and the 237 

offsetting equity infusions of Ameren Corp to AmerenIP, the Company essentially 238 

transferred retained earnings balances to paid in capital.19 239 

                                                            
17 AIC 2010 FERC Form 1, Statement of Cash Flows, p. 120. 

18Schedule 16.08 provides a summary of AmerenIP’s common dividend payments and equity infusions 
from 2004 through the 3rd quarter of 2010.  Schedule 16.09 is an excerpt from Ameren Corp.’s 2009 Form 
10-K annual report, which summarizes AmerenIP’s consolidated statement of stockholders’ equity. 

19 Illinois Power Company implemented a quasi-reorganization in 1998 that eliminated a retained 
earnings deficit.  Per Illinois Power Company’s 1999 Form 10-K, “A quasi-reorganization is an accounting 
procedure that eliminates an accumulated deficit in retained earnings and permits the company to 
proceed on much the same basis as if it had been legally reorganized.  A quasi-reorganization involves 
restating a company’s assets and liabilities to their fair values, with the net amount of these adjustments 
added to or deducted from the deficit.  Any balance in the retained earnings account is then eliminated by 
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Q17. Please respond to the Company’s statement that it offered to meet with 240 

Staff “in an effort to answer questions and clarify any uncertainty on Staff’s 241 

part in understanding this adjustment, but Staff did not choose to discuss 242 

this further with the Company in advance of its filing of testimony in this 243 

proceeding.”20 244 

A17. I am not challenging the accuracy of AIC’s calculation of its purchase accounting 245 

adjustments.  Rather I am disputing how those adjustments should be treated for 246 

the purpose of setting rates. 247 

Cost of Short-Term Debt 248 

Q18. Does the Company agree with your cost of short-term debt proposal? 249 

A18. No.  AIC argues: 250 

…the cost of short-term debt on Form 10-K is an Ameren consolidated 251 

value, and it may not be appropriate for ratemaking purposes.  The 252 

Company would agree to use the cost of short-term debt stated in its 253 

current credit facility, which is LIBOR plus 205 bps.21 254 

Q19. Is the Company’s proposal to use LIBOR, plus 205 basis points, 255 

appropriate? 256 

                                                                                                                                                                                                
a transfer from common stock equity, giving the Company a ’fresh start’ with a zero balance in retained 
earnings.” 

20 Ameren Ex. 13.0, p. 16. 

21 Ameren Ex. 14.0, p. 8. 
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A19. No.  The Company’s proposal is inappropriate for formula ratemaking since it 257 

would not reflect the actual interest costs incurred by AIC for short-term 258 

borrowings.22 259 

Q20. Please respond to the Company’s argument that the cost of short-term 260 

debt on Form 10-K is an Ameren consolidated value, which may not be 261 

appropriate for ratemaking purposes.23 262 

A20. In the 2010 Form 10-K, the cost of short-term debt is an Ameren consolidated 263 

value because AIC did not borrow under its credit facilities that year.  If AIC had 264 

borrowed under its credit facilities during 2010, then the Form 10-K would 265 

present a daily weighted cost of short-term debt for only AIC.24 266 

Rate MAP-P Spreadsheets and Tariffs 267 

Q21. What changes do you recommend to the Company’s proposed Rate MAP-P 268 

spreadsheets? 269 

A21. I recommend the same changes to the Company’s proposed Rate MAP-P 270 

spreadsheets and tariffs, as presented in my Direct Testimony, ICC Staff Ex. 7.0, 271 

Sch. 7.07, with the following revisions: 272 

                                                            
22 Actual costs refers to actual costs incurred, as adjusted for prudence, reasonableness and any other 
adjustments warranted under Article IX of the Act. 

23 Ameren Ex. 14.0, p. 8. 

24 Company response to ICC Staff DR RMP 8.01. 
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Summary of Proposed Changes to Company SCH FR D-1 

Citation 

Staff Recommendation 

(ICC Staff Ex. 7.0, Sch. 7.07) 
Revised Staff 

Recommendation 

Line 5, 
Column 

(B) 

Change source to “Sch FR D-1 
WP 16, Average Adjusted 
Common Equity Balance, divided 
by 1,000” to reflect average 
common equity balance, less 
goodwill and any adjustments for 
remaining CWIP accruing 
AFUDC 

Change source to “Sch FR D-1 
WP 16, Average Adjusted 
Common Equity Balance, divided 
by 1,000” to reflect average 
common equity balance, less 
purchase accounting 
adjustments, including goodwill, 
and any adjustments for 
remaining CWIP accruing 
AFUDC 

Line 6, 
Column 

(B) 

Change source to “Sch FR D-1 
WP 15, Average Adjusted 
Preferred Stock Balance, divided 
by 1,000” to reflect the average 
preferred stock balance, less the 
portion of long-term debt that is 
reflected in the AFUDC rate 

Change source to “Sch FR D-1 
WP 15, Average Adjusted 
Preferred Stock Balance, divided 
by 1,000” to reflect the average 
preferred stock balance, less the 
portion of preferred stock that is 
reflected in the AFUDC rate 

Line 8, 
Column 

(B) 

Change source to “Sch FR D-1 
WP 12 Pg 1 Col (F) Ln 14” 

Change source to “Sch FR D-1 
WP 12 Pg 1 Col (F) Ln 14, 
divided by 1,000” 

NEW Sch 
FR D-1 
WP 12 

Calculate short-term debt 
balance and the cost to maintain 
credit facilities using work paper 
that is substantially similar to 
Schedule 7.02 

Calculate short-term debt 
balance and the cost to maintain 
credit facilities using work paper 
that is substantially similar to 
Schedule 16.02 

NEW Sch 
FR D-1 
WP 13 

Calculate adjustments to the 
long-term capital components 
that result from remaining CWIP 
accruing AFUDC using work 
paper that is substantially similar 
to Schedule 7.03 

Calculate adjustments to the 
long-term capital components 
that result from remaining CWIP 
accruing AFUDC using work 
paper that is substantially similar 
to Schedule 16.03 

NEW Sch 
FR D-1 
WP 14 

Calculate the average long-term 
debt balance and the embedded 
cost of long-term debt using work 
paper that is substantially similar 
to Schedule 7.04 

Calculate the average long-term 
debt balance and the embedded 
cost of long-term debt using work 
paper that is substantially similar 
to Schedule 16.04 

NEW Sch 
FR D-1 
WP 15 

Calculate the average preferred 
stock balance and the embedded 
cost of preferred stock using 
work paper that is substantially 
similar to Schedule 7.05 

Calculate the average preferred 
stock balance and the embedded 
cost of preferred stock using 
work paper that is substantially 
similar to Schedule 16.05 
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Summary of Proposed Changes to Company SCH FR D-1 (continued) 

Citation 

Staff Recommendation 

(ICC Staff Ex. 7.0, Sch. 7.07) 
Revised Staff 

Recommendation 

NEW Sch 
FR D-1 
WP 16 

Calculate the average common 
equity balance, including 
adjustments to remove goodwill, 
accumulated OCI and non-utility 
and unregulated affiliates, using 
work paper that is substantially 
similar to Schedule 7.06 

Calculate the average common 
equity balance, including 
adjustments to remove purchase 
accounting adjustments, 
including goodwill, and non-utility 
and unregulated affiliates, using 
work paper that is substantially 
similar to Schedule 16.06 

. 273 

Conclusion 274 

Q22. Does this conclude your prepared rebuttal testimony? 275 

A22. Yes, it does. 276 
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Schedule 16.07

First Scenario:
No removal of Long-Term Debt and Common Equity in financing CWIP from ratemaking capital structure:

100$       10$         
Short Long Short Long Short Long Short Long
Term Term Common Term Term Common Term Term Common Term Term Common Total
Debt Debt Equity Debt Debt Equity Debt Debt Equity Debt Debt Equity Capital

Jan 15.0$      35.0$      50.0$      10.0$      -$       -$       5.0$        35.0$      50.0$            15.0$      35.0$      50.0$      100.0$  
Feb 5.0$        45.0$      50.0$      5.0$        2.4$        2.6$        -$       45.0$      50.0$            5.0$        47.4$      52.6$      105.0$  

  Average 10.0$      40.0$      50.0$      7.5$        1.2$        1.3$        2.5$        40.0$      50.0$            10.0$      41.2$      51.3$      102.5$  

Second Scenario:
Removal of Long-Term Debt and Common Equity in financing CWIP from ratemaking capital structure:

100$       10$         
Short Long Short Long Short Long Short Long
Term Term Common Term Term Common Term Term Common Term Term Common Total
Debt Debt Equity Debt Debt Equity Debt Debt Equity Debt Debt Equity Capital

Jan 15.0$      35.0$      50.0$      10.0$      -$       -$       5.0$        35.0$      50.0$            15.0$      35.0$      50.0$      100.0$  
Feb 5.0$        45.0$      50.0$      5.0$        2.4$        2.6$        -$       42.6$      47.4$            5.0$        45.0$      50.0$      100.0$  

  Average 10.0$      40.0$      50.0$      7.5$        1.2$        1.3$        2.5$        38.8$      48.7$            10.0$      40.0$      50.0$      100.0$  

Notes:
  Total Capital = $100; CWIP = $10.
  (1) Total capital on utility's balance sheet.
  (2) Balances of capital used to calculate AFUDC rate applied to CWIP.
  (3) Balances of capital used to calculate rate of return on rate base.
  (4) = (2) + (3)

(1) Capital:

(1) Capital:

Ameren Illinois Company
Illustration of Double Counting Capital Invested in CWIP

(2) Financing CWIP: (4) Total Implied Capital ($)

(2) Financing CWIP: (4) Total Implied Capital ($)

(3) Capital Remaining after 
Removal of CWIP 

(3) Capital Remaining after 
Removal of CWIP

Docket No. 12-0293 
ICC Staff Exhibit 9.0 
Attachment A



Docket No. 12-0001
ICC Staff Exhibit 16.0

Schedule 16.08

Common Equity
Year Quarter Dividends Infusions
2004 1st 0 0

2nd 0 0
3rd 0 0

4th 0 871 1

0 871

2005 1st -20 0
2nd -20 0
3rd -20 0
4th -16 0

-76 0

2006 1st 0 0
2nd 0 0
3rd 0 0
4th 0 0

0 0

2007 1st 0 0
2nd 0 0
3rd 0 0
4th -61 0

-61 0

2008 1st -15 0
2nd -15 0
3rd -15 0
4th -15 0

-60 0

2009 1st 0 58
2nd 0 0
3rd 0 61
4th -31 36

-31 155

2010 1st -21 0
2nd -21 0
3rd -21 0
4th*

-63 0

Total -291 1026

*IP merged with CIPS and CILCO on October 1, 2010.

1 $802 million of the common equity contribution was used to refund debt.  
(Ameren 2004 SEC Form 10-K, p. 120)

Subtotal

Subtotal

Subtotal

Subtotal

Illinois Power Common Dividends and Common Equity Infusions:  10/2004 to 9/2010
(in millions)

Subtotal

Subtotal

Subtotal
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2009 2008 2007

Common Stock -$             -$             -$             

Other Paid-in Capital:
Beginning of year 1,194           1,194           1,194           
Capital contribution from parent 155              -                   -                   

Other paid-in capital, end of year 1,349           1,194           1,194           

Preferred Stock Not Subject to Mandatory Redemption 46                46                46                

Retained Earnings:
Beginning of year 7                  64                101              
Net income 79                5                  26                
Common stock dividends (31)               (60)               (61)               
Preferred stock dividends (2)                 (2)                 (2)                 

Retained earnings, end of year 53                7                  64                

Accumulated Other Comprehensive Income:
Beginning of year 4                  4                  5                  
Change in deferred retirement benefit costs (1)                 -                   (1)                 

Total accumulated other comprehensive income, end of year 3                  4                  4                  
Total Stockholders' Equity 1,451$         1,251$         1,308$         

Comprehensive Income, Net of Taxes:
Net income 79$              5$                26$              
Pension and other postretirement activity, net of income taxes of 
$-, $-, and $-, respectively (1)                 -                   (1)                 

           Total Comprehensive Income, Net of Taxes 78$              5$                25$              

December 31,

ILLINOIS POWER COMPANY

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

(In millions)

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The accompanying notes as they relate to IP are an integral part of these consolidated financial statements.

Docket No. 12-0293 
ICC Staff Exhibit 9.0 
Attachment A



 
Ameren Illinois Company's 

Response to ICC Staff Data Requests 
Docket No. 12-0293  

Rate MAP-P Modernization Action Plan - Pricing Annual Update Filing 
Revised Response Date: 8/6/2012 

 
 
 
 

RMP 3.01R 
  
Please add the data for years 2009, 2010 and 2011 to the tables provided in the Company’s response to 
ICC Staff DR RMP 4.01, Attach 3 in Docket No. 12-0001, titled, “Ratemaking Retained Earnings 
Adjustment.” 
 
 

RESPONSE 
Prepared By:  Ronald D. Stafford 
Title:  Manager, Regulatory Accounting 
Phone Number:  314-206-0584 
 
See RMP 3.01R Attach which corrects 2010 and 2011 purchase accounting net income for post-
merger CILCO PA activity identified in footnote (5). 
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Page 1 of 1

Ratemaking Retained Earnings Adjustment

Net Inc to Com (1) Dividends (1) Net
2004 27,628,201$     -$                        27,628,201$     
2005 94,744,484$     76,000,000$           18,744,484$     
2006 54,356,906$     -$                        54,356,906$     
2007 23,485,453$     61,000,000$           (37,514,547)$    
2008 2,669,189$       60,000,000$           (57,330,811)$    
2009 77,225,609$     31,000,000$           46,225,609$     
2010 (5) 248,880,546$   133,000,000$         115,880,546$   
2011 (5) 192,708,187$   326,000,000$         (133,291,813)$  
LTD 721,698,575$   687,000,000$         34,698,575$     

Net to Com Pur Actg (2) Non-PA
2004 27,628,201$     26,551,151$           1,077,050$       
2005 94,744,484$     34,299,208$           60,445,276$     
2006 54,356,906$     43,093,239$           11,263,667$     
2007 23,485,453$     678,269$                22,807,184$     
2008 2,669,189$       3,749,522$             (1,080,333)$      
2009 77,225,609$     (4,924,378)$            82,149,987$     
2010 (5) 248,880,546$   (1,757,893)$            250,638,439$   
2011 (5) 192,708,187$   1,076,422$             191,631,765$   
LTD 721,698,575$   102,765,540$         618,933,035$   

Div Adjtd PA (3) Div Adj Non-PA (3) Total
2004 6,551,151$       1,077,050$             7,628,201$       
2005 14,026,200$     24,718,284$           38,744,484$     
2006 43,093,239$     11,263,667$           54,356,906$     
2007 (4) (60,321,731)$    22,807,184$           (37,514,547)$    
2008 (4) (3,348,859)$      (53,981,952)$          (57,330,811)$    
2009 (4,924,378)$      51,149,987$           46,225,609$     
2010 (5) (1,757,893)$      117,638,439$         115,880,546$   
2011 (5) 1,076,422$       (134,368,235)$        (133,291,813)$  
LTD (5,605,849)$      40,304,424$           34,698,575$     

(5,605,849)$      Ratemaking Adj to Retained Earnings 

(1) Form 1, Pages 117 and 118
(2) All P/A for 2004 - adds back portion previously estimated to have occurred

on IPC's books if not eliminated in purchase accounting
(3) 1st Quarter 2005 dividends assigned 100% to 4th Quarter 2004 P/A Income

Remaining 2005 dividends allocated between 2005 P/A and non-P/A
(4) 2007 & 2008 dividends assigned first to PA accumulated post dividend earnings
(5) Beginning 2010, financial data includes AIC and post merger CIL PA.
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Research 

Ameren Illinois Co. 

Major Rating Factors 
Strengths: 

 Lower-risk, monopolistic, rate-regulated utility businesses that provide an 

essential service.  

 Lower-risk transmission and distribution businesses.  

 Improving management of regulatory risk in Illinois. 

Weaknesses: 

 Affiliation with Ameren's competitive generation businesses that ultimately depend on the market price of electricity.  

 Low power prices that will weaken the competitive businesses' cash flow. 

Rationale 

Corporate Credit Rating 

RatingsDirect

16-Mar-2012 

Current Ratings

BBB-/Positive/A-3 

View Recovery Ratings 

The ratings on Ameren Illinois (AI) reflect parent Ameren Corp.'s (Ameren) consolidated credit profile. The ratings also 

reflect AI's "excellent" business risk profile and Ameren's consolidated "significant" financial risk profile (as our criteria 

define the terms). 

AI's excellent business risk profile reflects its lower-risk, monopolistic, rate-regulated utility pure transmission and 

distribution (T&D) businesses that provide an essential service. The company serves about 1.2 million electric customers 

and 813,000 gas customers in central and southern Illinois, regulated by the Illinois Commerce Commission. Additionally, 

the company's electric transmission lines, which constitute about 13% of the company's total rate base and are regulated 

by the Federal Energy Regulatory Commission, provide some added diversification. Overall, we view the T&D 

businesses as lower-risk than the generation businesses that are included in many fully integrated electric utilities. 

We also recognize AI's improving management of regulatory risk in Illinois. At year-end 2011, the Illinois Governor signed 

Senate Bill 3036 into law that will allow for a formula process for determining rates, including the recovery of actual costs 

and a formula for calculating return on equity. We view these developments as potentially enhancing Ameren's credit 

quality and demonstrating Ameren's improving management of its regulatory risk. Recently, Ameren Illinois filed its first 

electric rate filing under the new law, requesting a rate decrease of $19 million. We expect that the company will continue 

to file annual distribution formula rate cases through this streamlined process, improving the stability of the utilities' cash 

flows and ultimately reducing regulatory lag. Additionally, in January 2012, the company received a $32 million gas rate 

increase after initially filing for $50 million, which we view as credit-supportive.  

Our corporate credit rating on AI suffers slightly from the company's affiliation with Ameren's nonrate regulated 

competitive generation businesses. The competitive businesses' fair business risk profile reflects their ultimate 

dependence on the market price of electricity, which has recently sharply declined. The competitive businesses' margins 

have steadily declined due to lower demand because of the recession and an increased supply of natural gas from shale 

gas that have contributed to lower natural gas prices. Furthermore, prolonged weakness of the power markets, 

particularly the flattening of the forward curve, reduces the value of the competitive businesses' hedging strategy to 

protect it from weak power prices.  

Ameren's significant financial risk profile reflects management's proactive decisions to reduce its dividend, issue equity, 

reduce operation and maintenance costs, and effectively manage capital spending. The company's financial measures 
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Liquidity 

 We expect the company's consolidated liquidity sources (including cash, FFO, and credit facility availability) to 

exceed its uses by about 1.9x over the next 12 months.  

 Consolidated debt maturities are manageable over the intermediate term, with $179 million and $355 million coming 

due in 2012 and 2013, respectively.  

 Even if consolidated EBITDA declines by 15%, we believe net sources will be well in excess of liquidity 

requirements.  

 The company has good relationships with its banks, in our assessment, and has a good standing in the credit 

markets, having access to the capital markets during the 2009 credit crisis. 

Recovery analysis 

Outlook 

have materially improved since 2009, and that improvement has been sustained. For the 12 months ended Dec. 31, 

2011, adjusted funds from operations (FFO) to total debt decreased to 21% from 21.8% at the end of 2010, adjusted debt 

to EBITDA remained steady at 3.8x, and adjusted debt to total capital improved to 51% from 53.1%. Although Ameren's 

financial measures should remain at these improved levels for the short term, we expect that they will somewhat weaken 

over the intermediate term because of increasing environmental capital expenditures, the termination of bonus 

depreciation, and continued weak market power prices. 

We expect Ameren's current positive discretionary cash flow to turn negative over the intermediate term as capital 

expenditures increase and decreasing margins at the competitive businesses pressure FFO. We expect that Ameren will 

continue to meet its cash needs in a credit-neutral manner. 

Our short-term rating on Ameren and AI is 'A-3'. The company has "adequate" liquidity and can more than cover its 

needs for the foreseeable future, even if FFO declines.  

We base our liquidity assessment on the following factors and assumptions: 

In our analysis, we assumed consolidated liquidity of about $3.8 billion over the next 12 months, primarily consisting of 

cash, FFO, and availability under the credit facilities. We estimate the company will use about $2.0 billion over the same 

period for capital spending, debt maturities, working capital needs, and shareholder dividends. 

Ameren's credit agreement includes a financial covenant requiring a consolidated ratio of total debt to total capital of no 

more than 65%. As of Dec. 31, 2011, the debt to capital ratio, as defined in the credit agreement, was 47%, 

demonstrating sufficient cushion with respect to the facility's financial covenant. 

We assign recovery ratings to first mortgage bonds (FMBs) issued by investment-grade U.S. utilities, which can result in 

the notching of issue ratings above a utility's corporate credit rating (CCR) depending on the CCR category and the 

extent of the collateral coverage. We base the investment-grade FMB recovery methodology on the ample historical 

record of nearly 100% recovery for secured bondholders in utility bankruptcies and on our view that the factors that 

supported those recoveries (limited size of the creditor class, and the durable value of utility rate-based assets during and 

after a reorganization, given the essential service provided and the high replacement cost) will persist in the future. Under 

our notching criteria, when assigning issue ratings to utility FMBs, we consider the limitations of FMB issuance under the 

utility's indenture relative to the value of the collateral pledged to bondholders, management's stated intentions on future 

FMB issuance, as well as the regulatory limitations on bond issuance. FMB ratings can exceed a utility's CCR by up to 

one notch in the 'A' category, two notches in the 'BBB' category, and three notches in speculative-grade categories. 

AI's FMBs benefit from a first-priority lien on substantially all of the utility's real property owned or subsequently acquired. 

Collateral coverage of about 1.3x supports a recovery rating of '1' and an issue rating one notch above the CCR. The 

FMB of the former Central Illinois Light Co. are covered by a separate indenture that enhances its collateral coverage 

to about 1.7x, which supports a recovery rating of '1+' and an issue rating two notches above the CCR.  

[16-Mar-2012] Ameren Illinois Co.

8/28/2012https://www.globalcreditportal.com/ratingsdirect/showArticlePage.do?rand=3ARiWCsoF7&articl...

Docket No. 12-0293 
ICC Staff Exhibit 9.0 
Attachment C



Related Criteria And Research 

 Liquidity Descriptors For Global Corporate Issuers, Sept. 28, 2011  

 Business Risk/Financial Risk Matrix Expanded, May 27, 2009  

 2008 Corporate Criteria: Analytical Methodology, April 15, 2008  

 Changes To Collateral Coverage Requirements For '1+' Recovery Ratings On U.S. Utility First Mortgage 

Bonds, Sept. 6, 2007  

Table 1 

Ameren Corp.--Peer Comparison

Industry Sector: Combo 

Ameren Corp.

Rating as of March 16, 
2012

BBB-/Positive/A-3 BBB/Stable/A-2 BBB/Positive/A-2 BBB/Stable/-- BBB-/Stable/--

--Average of past three fiscal years--

(Mil. $)

Revenues 7,419.7 14,093.5 11,423.0 8,268.7 14,140.1 

EBITDA 2,237.1 4,421.1 3,731.8 2,440.8 4,063.3 

Net income from cont. 
oper.

423.3 1,383.0 1,514.3 826.1 891.7 

Funds from operations 
(FFO)

1,892.8 3,518.1 2,788.5 2,311.4 2,762.9 

Capital expenditures 1,328.5 2,797.7 1,976.2 1,569.9 2,179.9 

Free operating cash 
flow

623.4 360.0 980.4 799.4 712.4 

Dividends paid 368.0 841.8 686.3 661.4 740.3 

Discretionary cash flow 255.4 (481.8) 294.0 138.0 (28.0)

Cash and short-term 
investments

474.0 692.7 469.6 872.4 698.3 

Debt 8,842.9 20,671.1 8,854.8 12,490.0 18,966.9 

Preferred stock 82.2 177.7 26.7 1,426.0 0.0 

Equity 7,924.2 13,986.7 9,380.4 8,659.1 10,123.0 

Debt and equity 16,767.1 34,657.8 18,235.2 21,149.1 29,089.9 

Adjusted ratios

EBITDA margin (%) 30.2 31.4 32.7 29.5 28.7 

EBIT interest coverage 
(x)

2.7 2.8 6.5 3.2 2.3 

Return on capital (%) 7.3 7.8 14.3 9.6 8.5 

FFO int. cov. (X) 4.5 3.8 6.7 4.8 3.2 

FFO/debt (%) 21.4 17.0 31.5 18.5 14.6 

The positive outlook on Ameren and AI reflects the company's gradually improving management of regulatory risk and 

our expectations that there is at least a one-in-three probability that it will continue to improve over the intermediate 

period. Standard & Poor's baseline forecast estimates that adjusted consolidated FFO to debt and adjusted debt to total 

capital will, over the intermediate term, approximate 19% to 21% and 50%, respectively. Fundamental to our forecast is 

the outcome of the company's rate case filing, market power prices, and our expectation of marginal economic growth. 

We would raise the rating if management is able to improve its business risk profile by either continuing to demonstrate 

its consistent ability to effectively manage regulatory risk or by exiting the competitive merchant business while 

maintaining FFO to debt of about 20%. We could maintain the rating if energy market prices continue to further compress 

margins so that consolidated FFO to debt drops to below 19% on a sustained basis or if the company's management of 

regulatory risk does not improve as we expect. 

American Electric 

Power Co. Inc. 

Public Service 

Enterprise Group Inc. PPL Corp. 

FirstEnergy 

Corp. 
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Table 2 

Table 3 

Free operating cash 
flow/debt (%)

7.0 1.7 11.1 6.4 3.8 

Discretionary cash 
flow/debt (%)

2.9 (2.3) 3.3 1.1 (0.1)

Net cash flow / capex 
(%)

114.8 95.7 106.4 105.1 92.8 

Debt/EBITDA (x) 4.0 4.7 2.4 5.1 4.7 

Total debt/debt plus 
equity (%)

52.7 59.6 48.6 59.1 65.2 

Return on capital (%) 7.3 7.8 14.3 9.6 8.5 

Return on common 
equity (%)

4.8 9.4 16.5 13.4 8.3 

Common dividend 
payout ratio (un-adj.) 
(%)

88.5 59.8 45.4 76.9 84.6 

Ameren Corp.--Financial Summary

Industry Sector: Combo

--Fiscal year ended Dec. 31--

2011 2010 2009 2008 2007

Rating history BBB-/Positive/A-3 BBB-/Stable/A-3 BBB-/Stable/A-3 BBB-/Stable/A-3 BBB-/Stable/A-3

(Mil. $)

Revenues 7,531.0 7,638.0 7,090.0 7,839.0 7,546.0 

EBITDA 2,214.1 2,296.9 2,200.3 2,087.0 2,100.1 

Net income from cont. oper. 519.0 139.0 612.0 605.0 618.0 

Funds from operations (FFO) 1,749.3 1,922.6 2,006.6 1,581.5 1,427.2 

Capital expenditures 1,066.8 1,134.6 1,784.0 2,086.3 1,485.0 

Dividends paid 378.0 372.0 354.0 529.0 521.5 

Debt 8,317.1 8,832.6 9,379.0 9,457.8 8,330.8 

Preferred stock 78.0 71.0 97.5 97.5 97.5 

Equity 7,997.0 7,813.0 7,962.5 7,081.5 6,871.5 

Debt and equity 16,314.1 16,645.6 17,341.5 16,539.3 15,202.3 

Adjusted ratios

EBITDA margin (%) 29.4 30.1 31.0 26.6 27.8 

EBIT interest coverage (x) 2.3 3.1 2.8 3.1 3.3 

FFO int. cov. (x) 4.2 4.7 4.7 4.4 4.2 

FFO/debt (%) 21.0 21.8 21.4 16.7 17.1 

Discretionary cash flow/debt (%) 6.0 4.2 (1.1) (11.1) (10.6)

Net Cash Flow / Capex (%) 128.6 136.7 92.6 50.5 61.0 

Debt/debt and equity (%) 51.0 53.1 54.1 57.2 54.8 

Return on capital (%) 6.2 8.0 7.8 8.0 8.7 

Return on common equity (%) 5.8 1.0 7.6 8.7 9.0 

Common dividend payout ratio 
(un-adj.) (%)

73.4 280.9 59.6 89.7 86.8 

Reconciliation Of Ameren Corp. Reported Amounts With Standard & Poor's Adjusted Amounts (Mil. $)

--Fiscal year ended Dec. 31, 2011--

Ameren Corp. reported amounts

Cash flow Cash flow 
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Debt
Shareholders' 

equity EBITDA
Operating 

income
Interest 

expense
from 

operations
from 

operations
Capital 

expenditures

Reported 7,004.0 8,068.0 2,151.0 1,241.0 451.0 1,878.0 1,878.0 1,092.0 

Standard & Poor's adjustments

Operating leases 214.2 -- 14.1 14.1 14.1 24.4 24.4 4.8 

Intermediate 
hybrids reported 
as equity

71.0 (71.0) -- -- 3.0 (3.0) (3.0) --

Postretirement 
benefit obligations

877.5 -- 8.0 8.0 -- 108.6 108.6 --

Capitalized 
interest

-- -- -- -- 30.0 (30.0) (30.0) (30.0)

Share-based 
compensation 
expense

-- -- 14.0 -- -- -- -- --

Asset retirement 
obligations

49.4 -- 27.0 27.0 27.0 (15.6) (15.6) --

Reclassification of 
nonoperating 
income (expenses)

-- -- -- 46.0 -- -- -- --

Reclassification of 
working-capital 
cash flow changes

-- -- -- -- -- -- (192.0) --

US 
decommissioning 
fund contributions

-- -- -- -- -- (21.0) (21.0) --

Debt - Accrued 
interest not 
included in 
reported debt

101.0 -- -- -- -- -- -- --

D&A - Impairment 
charges/
(reversals)

-- -- -- (125.0) -- -- -- --

Total adjustments 1,313.1 (71.0) 63.1 (29.9) 74.1 63.3 (128.7) (25.2)

Standard & Poor's adjusted amounts 

Debt Equity EBITDA EBIT
Interest 

expense

Cash flow 
from 

operations

Funds 
from 

operations
Capital 

expenditures

Adjusted 8,317.1 7,997.0 2,214.1 1,211.1 525.1 1,941.3 1,749.3 1,066.8 

Ratings Detail (As Of 16-Mar-2012)

Ameren Illinois Co.

Corporate Credit Rating BBB-/Positive/A-3

Commercial Paper
  Local Currency A-3
Preferred Stock BB

Senior Secured BBB

Senior Secured BBB+

Senior Secured BBB/Developing

Senior Unsecured BBB-

Corporate Credit Ratings History
22-Nov-2011 BBB-/Positive/A-3
03-Oct-2011 BBB-/Stable/A-3
11-Sep-2008 BBB-/Stable/NR
29-Aug-2007 BB/Positive/NR
23-Apr-2007 BB/Watch Neg/NR

*
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Business Risk Profile Excellent

Financial Risk Profile Significant

Related Entities

Ameren Corp.

Issuer Credit Rating BBB-/Positive/A-3

Senior Unsecured BB+

AmerenEnergy Generating Co.

Issuer Credit Rating BB-/Watch Neg/--

Senior Unsecured BB-/Watch Neg

*Unless otherwise noted, all ratings in this report are global scale ratings. Standard & Poor's credit ratings 
on the global scale are comparable across countries. Standard & Poor's credit ratings on a national scale 
are relative to obligors or obligations within that specific country.

Primary Credit Analyst: Gabe Grosberg, New York (1) 212-438-6043; 
gabe_grosberg@standardandpoors.com

Secondary Contact: Gerrit Jepsen, CFA, New York (1) 212-438-2529;
gerrit_jepsen@standardandpoors.com

No content (including ratings, credit-related analyses and data, model, software or other application or output therefrom) or any part 
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or retrieval system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, 
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timeliness or availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), 
regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by 
the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED 
WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A 
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