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ILLINOIS COMMERCE COMMISSION 1 

DOCKET No. 13-   2 

DIRECT 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, a wholly-owned subsidiary of Ameren 13 

Corporation, as Assistant Vice President and Treasurer.  I also serve as Assistant Vice President 14 

and Treasurer of Ameren Illinois Company (AIC or Company). 15 

Q. Please describe your educational background and relevant work experience. 16 

A. See my Statement of Qualifications, attached as Appendix A to this testimony. 17 

Q.  What are your responsibilities as Assistant Vice President and Treasurer? 18 

A.  I am responsible for all areas of the treasury function, including, among others, corporate 19 

finance, cash and investment management, insurance, credit risk management, and shareholder 20 

services. Within the area of corporate finance,  I am responsible for, among other things, 21 

managing Ameren Corporation and its subsidiary companies’ short-term and long-term financing 22 
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activities, including debt and equity issuances and credit facility arrangements, monitoring the 23 

company’s liquidity position and key credit metrics, monitoring compliance with our debt 24 

agreements, managing relationships with credit rating agencies and banks, and monitoring 25 

capital markets for key developments, emerging risks, and opportunities, among other corporate-26 

finance related activities. 27 

B. Purpose, Scope and Identification of Exhibits 28 

Q.  What is the purpose of your direct testimony in this proceeding? 29 

A.  The purpose of my testimony is to support the delivery service revenue requirement 30 

update set forth in the testimony of Ameren witness Ronald Stafford, by providing information 31 

concerning AIC’s (1) capital structure, (2) cost of debt, and (3) return on equity, upon which that 32 

revenue requirement update is based. 33 

Q. Are you sponsoring any exhibits with your direct testimony? 34 

A. No.  I’m not sponsoring any exhibits with my direct testimony. 35 

II. CAPITAL STRUCTURE AND RETURN ON CAPITAL 36 

Q.  In the context of a formula rate proceeding, what capital structure does the Public 37 

Utilities Act (Act) mandate must be used in establishing a participating utility’s revenue 38 

requirement? 39 

A.  By way of background, this filing is to include a reconciliation of the revenue 40 

requirement that was in effect for the prior rate year (as set by the cost inputs for the prior rate 41 

year) with the actual revenue requirement for the prior rate year (as reflected in the applicable 42 

FERC Form 1 that reports the actual costs for the prior rate year). Continuing, as was applicable 43 

for the initial formula rate filing and its update in 2012, Section 16-108.5(c)(2) of the  Act, one 44 
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of the provisions of Illinois’s Energy Infrastructure Modernization Act (EIMA), requires for this 45 

filing that AIC's performance-based formula rate “shall” “[r]eflect the utility's actual capital 46 

structure for the applicable calendar year, excluding goodwill, subject to a determination of 47 

prudence and reasonableness consistent with Commission practice and law.”   48 

Q.  In this annual update filing for its formula rate, what capital structure has AIC used 49 

to support its proposed revenue requirement? 50 

A.  The revenue requirement was computed based, in part, on AIC’s actual capital structure 51 

for 2012, excluding the effects of purchase accounting.  AIC calculated its purchase accounting 52 

adjustment to the capital structure in the same manner that AIC proposed in its prior formula rate 53 

proceedings, Docket Nos. 12-0001 and 12-0293.  Aside from the purchase accounting-related 54 

adjustments, the capital structure I present in my testimony and that Mr. Stafford uses in support 55 

of his formula revenue requirement reflects the actual AIC capital structure for 2012.   56 

Q. Does the actual capital structure for 2012 reflect December 31, 2012 year-end 57 

balances or average 2012 balances? 58 

A.  AIC continues to advocate the use of year-end actual capital balances to set rates, rather 59 

than monthly averages, and believes that such an approach is consistent with the terms of 60 

applicable legislation.  However, recognizing that the currently approved template uses monthly 61 

average balances, I have used monthly average balances to calculate the 2012 capital structure.  62 

The 2012 capital structure presented in my testimony and used to compute the formula revenue 63 

requirement reflects average monthly 2012 capital balances, rather than December 31, 2012 64 

year-end capital balances, consistent with the Commission’s decisions in Docket Nos. 12-0001 65 

and 12-0293.    66 
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Q.  What were the components of AIC’s actual capital structure for 2012, based on 67 

average balances? 68 

A.  Based on average monthly balances, AIC’s capital structure for 2012 was composed of 69 

54.62% common equity (excluding goodwill), 1.66% preferred stock, 43.71% long-term debt, 70 

and 0.00% short-term debt. 71 

Q.  Do you believe that AIC’s 2012 actual average common equity balance was prudent 72 

and reasonable? 73 

A.  Yes.  In my opinion, AIC’s 2012 capital structure was consistent with sound financial 74 

practice, represents prudent business decisions, and was a reasonable capital structure to use in 75 

setting AIC’s formula rate revenue requirement.  In particular, the 54.62% common equity ratio 76 

was necessary to maintain strong  AIC financial ratios, including the debt to capitalization ratios, 77 

which are evaluated by credit rating agencies in connection with the agencies’ assessment of AIC 78 

creditworthiness and the agencies’ assignment of credit ratings.  It is important for AIC to 79 

maintain strong credit metrics in order to access funding necessary to meet the capital 80 

commitments, including those prescribed by the EIMA, as well as to maintain liquidity and 81 

availability of capital to finance ongoing utility operations.  Additionally, due to the public 82 

necessity of the services that AIC provides and the importance of maintaining reliable, high-83 

quality service at all times, AIC’s credit quality must support all necessary financing activity and 84 

afford the Company continuing access to capital markets in times of both normal market 85 

conditions and during times of economic disruptions, downturns, or crises, which are inherently 86 

unpredictable.  The AIC capital structure in effect for 2012 was  prudent and reasonable given 87 

AIC’s current regulatory environment, its capital requirements for the period and going forward, 88 
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and its needed to maintain and project financial strength and stability and a healthy, investment-89 

grade credit profile.   90 

Q. What was AIC’s actual capital structure as of December 31, 2012? 91 

A. As of December 31, 2012, AIC’s capital structure consisted of 54.33% common equity, 92 

1.68% preferred stock, 44.00% long-term debt, and 0.00% short-term debt.  Again, while 93 

monthly average capital balance were used to compute the revenue requirement in this 94 

proceeding, AIC continues to advocate the use of year-end actual capital structure balances to set 95 

rates and believes that such an approach is consistent with the terms of applicable legislation. 96 

Q.  Please explain the importance of strong credit metrics and credit ratings? 97 

A.  Credit metrics factor significantly into evaluations of a company’s credit profile and 98 

rating agency assignment of credit ratings. Sentiment regarding a company’s creditworthiness 99 

and the determination of credit ratings are also based on qualitative factors, including subjective 100 

assessment of specific business risks.  For AIC, strong credit metrics are necessary to offset 101 

ongoing credit rating agency concerns regarding the supportiveness of the Illinois regulatory 102 

framework and AIC’s ability to recover its cost and earn a reasonable return within such 103 

framework.  We believe strong credit metrics are essential to AIC’s maintenance of investment 104 

grade credit ratings.   105 

Investment grade credit ratings provide reasonable assurance that AIC will be able to 106 

access capital markets on a timely basis, at a reasonable cost, and under reasonable terms and 107 

conditions.  Access to sufficient capital is a critical to the perceived financial health and stability 108 

of AIC, and AIC believes that its credit rating should be securely investment grade in order to 109 

continue to support the financial integrity of the utility and ensure access to necessary capital in 110 

both strong and weak markets.  The 2012 equity ratio supports AIC’s current investment grade 111 
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rating and safeguards the ratings, to a certain degree, against potential adverse impacts of 112 

unforeseen events that could be detrimental to AIC’s creditworthiness.  Strong and stable credit 113 

ratings also may insulate AIC from adverse market conditions or credit shocks that could limit or 114 

restrict the access of weaker rated issuers to capital markets.   115 

Please note that expert witness Mr. John Perkins also addresses in his testimony the 116 

importance to AIC of strong credit ratings and ongoing capital market access, as well as rating 117 

agency sentiment regarding the Illinois regulatory environment.  118 

Q. Does AIC agree that the common equity balance should be established in a manner 119 

similar to the Commission’s decision in Docket Nos. 12-0001 and 12-0293, which mandated 120 

the use of an imputed, rather than actual, AIC capital structure? 121 

A.  No.  It is my understanding that AIC has filed appeals of the Commission’s final orders 122 

in Docket Nos. 12-0001 and 12-0293.  In each appeal, AIC has challenged the validity of the 123 

Commission’s decision not to use AIC’s actual capital structure when setting the utility’s 124 

formula rate revenue requirement.  In 2010 and 2011, AIC targeted a capital structure between 125 

50% and 55%.  The risk landscape of AIC in 2010 and 2011 dictated an equity ratio at the high 126 

end of the targeted range.  As a finance professional and Treasurer of Ameren, I do not agree 127 

with the conjecture that the mere existence of the formula rate mechanism by itself necessitates 128 

or supports some lesser equity ratio.  Having actively negotiated financings on behalf of AIC and 129 

being responsible for the day to day finance activities of the company, I believe the current  130 

equity content of AIC’s capitalization is prudent and necessary to maintain the financial strength 131 

and integrity of the Company.   While credit ratings agencies have noted the potential positive 132 

implications of the EIMA, they also have expressed concern over the implementation of the 133 

regulation as intended and the general unpredictability and volatility of the regulatory 134 
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environment in Illinois.  Moody’s continues to rate AIC’s regulatory environment at the sub-135 

investment grade Ba level, and S&P in a December 2012 publication on its assessment of U.S. 136 

utility regulatory environments characterized the Illinois regulatory environment as “less credit 137 

supportive.” Note that S&P rated 28 jurisdictions as a more credit supportive than Illinois and 138 

only three jurisdictions as less credit supportive than Illinois.   139 

Given ongoing rating agency concerns about the supportiveness of the Illinois regulatory 140 

environment and the operation of formula rate legislation and the importance to AIC of 141 

maintaining secure investment grade credit ratings, it is my conclusion an equity ratio at the 142 

upper end of the 50% to 55% target range was for 2012 and continues to be prudent.  Overall, I 143 

believe AIC’s actual capital structure is reasonable and appropriate and, therefore, should be 144 

used as a basis for setting formula-based rates. 145 

Q. Should the Commission use AIC’s parent company capital structure to establish 146 

rates?   147 

A. Staff has proposed in past cases that the capital structure of AIC’s parent company, 148 

Ameren Corporation, should be used in lieu of AIC’s actual capital structure for purposes of 149 

setting rates.   In the most recent AIC formula rate update case, the Commission adopted an 150 

equity ratio equal to that of Ameren Corporation based on its assumption that the adoption of 151 

EIMA had reduced AIC’s business risk and its argument the equity ratio of Ameren Corporation, 152 

should serve as an upper bound for AIC’s equity ratio.  The Commission declined to adopt the 153 

arguments advanced by Staff for an imputed equity ratio, but rather adopted the equity ratio 154 

based upon its inference concerning relative risk.  As a finance professional and Treasurer of 155 

Ameren, my conclusion is simply that the adoption of Ameren Corporation’s capital structure for 156 

ratemaking is inappropriate, without rational basis, and, as expert witness Mr. Perkins explains in 157 
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his testimony, inconsistent with both long-standing financial theory and utility rate-making 158 

precedent.  Additionally, I cannot support or assent to a reduced equity ratio based upon 159 

conjecture concerning the impact of formula rate legislation on AIC risk, particularly in light of 160 

existing rating agency sentiment regarding the proper implementation of formula rate legislation 161 

and the supportiveness of the Illinois regulatory environment.  Rather, my position regarding 162 

what constitutes a reasonable, appropriate, and necessary capital structure for AIC is based 163 

largely on observations of the market's perception of AIC credit quality and business risk, 164 

including examination of rating agency reports and direct experience with recent AIC financing 165 

activity.  The actual capital structure of AIC is prudent and necessary to support AIC's 166 

investment credit rating and provide reasonable assurance to necessary capital at a reasonable 167 

cost and under reasonable terms and conditions.    168 

Q. Are there any other reasons that you believe AIC’s capital structure should not be 169 

imputed based on Ameren Corporation's capital structure? 170 

A. Ameren Corporation’s capital structure is affected by concerns other than AIC operations 171 

and business risks, including Ameren Missouri operations and also unregulated generation 172 

affiliate operations.  These affiliates are not engaged in the provision of public utility service in 173 

Illinois and have different capital requirements and business risks altogether.    174 

Also, accounting entries related to affiliates can have a significant impact on Ameren 175 

Corporation’s consolidated capital structure and contribute to differences between Ameren 176 

Corporation’s actual equity ratio and AIC’s actual equity ratio.  But these accounting matters, 177 

and the resulting differences in equity ratios, have no relation to the matter of what represents 178 

and prudent and appropriate capital structure for AIC.  A good recent example is the merchant 179 

generation-related impairment charges recorded by Ameren Corporation in 2012, which reduced 180 



Ameren Exhibit 4.0 
Page 9 of 11  

 

Ameren Corporation’s equity ratio by approximately 500 basis points but had no bearing on or 181 

relation to AIC.  Clearly there’d be no rational basis for arguing that AIC’s equity ratio should be 182 

decreased by such an amount as a result of these unrelated accounting charges. 183 

To the extent there are concerns that AIC equity contributions from its parent are sourced 184 

from debt issued by the parent, it should be noted that the funding for such equity infusions are 185 

generated from Ameren Corporation equity issuances.  Equity contributions from Ameren 186 

Corporation to AIC come from equity raised by Ameren Corporation.         187 

The bottom line is that Ameren Corporation’s consolidated capital structure was designed 188 

and is maintained to support consolidated Ameren Corporation and its combined business risks, 189 

issues, and environment.  AIC’s capital structure was designed and is maintained to support AIC 190 

and its specific business risks, issues, and environment.   191 

Please note that Mr. Perkins discusses in greater detail in his testimony why it is 192 

inappropriate to impute a capital structure for AIC based on Ameren Corporation’s capital 193 

structure.   194 

Q. Do factors external to Ameren Illinois dictate the adoption of some other imputed or 195 

hypothetical capital structure? 196 

A. To the extent that Staff suggests, as it has done in the past, that AIC’s capital structure 197 

somehow includes risk or incremental cost of capital associated with an unregulated affiliate, I 198 

disagree.  AIC’s capital structure has been managed for one singular purpose: supporting AIC’s 199 

operations and maintaining AIC’s financial health and stability.  Having been actively involved 200 

in recent AIC financing activity, it is my experience there has not been any cross subsidization of 201 

risk or incremental cost of capital imposed on AIC by virtue of any affiliate association.   202 

This matter is also address by Mr. Perkins in his testimony. 203 
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Q.  What is the cost of the long-term debt component in AIC’s 2012 capital structure? 204 

A.  The 2012 cost of long-term debt is 7.42%. 205 

Q. Did you make any adjustments in calculating the cost of long-term debt? 206 

A. Yes.  I treated the AmerenIP debt issued in 2008 in the manner approved by the 207 

Commission in Docket No. 11-0282, AIC’s most recent gas rate case.  Accordingly, I set the cost 208 

of $50 million of that issuance at 7.42%, rather than use the coupon rate of 9.750%.   209 

Additionally, I set the cost of the $150 million of AmerenCILCO debt issued in 210 

December 2008 to 6.760%, as proposed by Staff in Docket No. 11-0282, rather than use the 211 

8.750% coupon rate of the issuance. 212 

Q. In the context of a formula rate proceeding, how does the Act mandate a utility’s 213 

return on equity must be calculated? 214 

A.  Section 16-108.5(c)(3) of the Act requires the utility’s cost of equity “shall be calculated 215 

as the sum of the following: (A) the average for the applicable calendar year of the monthly 216 

average yields of 30-year U.S. Treasury bonds published by the Board of Governors of the 217 

Federal Reserve System in its weekly H.15 Statistical Release or successor publication; and (B) 218 

580 basis points.”   219 

Q.  What is the ROE for 2012 that results from applying that formula? 220 

A.  Because the 2012 average Treasury yield was 2.92%, the 2012 ROE is 8.72%.   221 

Q. Have you made any adjustments to credit facility fees including in AIC’s weighted 222 

cost of capital? 223 
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A. No, I have included the credit facility fees within the weighted costs of capital at their 224 

actual value.  In past Commission dockets, a portion of the fees were disallowed based upon 225 

allegations concerning the inclusion of incremental cost by virtue of contemporaneous 226 

negotiation of AIC’s  credit facility with a similar, albeit smaller, credit facility for the benefit of 227 

Ameren Genco, an unregulated merchant generation affiliate.  However, when the AIC and 228 

Ameren Missouri credit facilities were renegotiated in 2012, the Ameren Genco credit facility 229 

was terminated, and Ameren Genco is not an allowed borrower under either the AIC facility or 230 

the Ameren Missouri facility.  The fees paid in connection with the AIC credit facility were fair, 231 

reasonable, and highly consistent with comparable market transactions, such that no adjustment 232 

to the fees is necessary or warranted.   233 

III. STATUS OF INFORMAL CONVERSATIONS WITH STAFF CONCERNING 234 

CAPITAL STRUCTURE 235 

Q. Has the Company engaged in informal meetings concerning capital structure 236 

planning and management? 237 

A. Yes.  The Company has discussed with Staff capital structure planning and forecasting 238 

for AIC.   A report detailing these communications is included in Appendix B to my testimony. 239 

IV. CONCLUSION 240 

Q.  Does this conclude your direct testimony? 241 

A.  Yes, it does.242 
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APPENDIX A 

STATEMENT OF QUALIFICATIONS 
RYAN J. MARTIN 

My name is Ryan J. Martin.  My business address is One Ameren Plaza, 1901 Chouteau 

Avenue, St. Louis, Missouri, 63103.  I am employed by Ameren Services Company as Assistant 

Vice President and Treasurer.  In this role, I am responsible for all areas of the Company’s 

treasury function, including, among others, corporate finance, cash and investment management, 

insurance, credit risk management, and shareholder services.   

I received my Bachelor of Business Administration degree, with a concentration in 

Accountancy, in 1995 from the University of Notre Dame.  I earned my CPA certificate from the 

state of Illinois in 1997.  I received my Master of Business Administration degree, with 

concentrations in finance, marketing, and strategy, in 2004 from Northwestern University’s 

Kellogg School of Management.    

I have more than seventeen years of experience in various audit, accounting, financial 

reporting, and finance roles.  I began my career in 1995 at Arthur Andersen LLP and worked in 

the firm’s Audit and Business Advisory practice for six years.  I left Arthur Andersen in 2000 to 

join Career Education Corporation, a Chicago-based public company that owns and operates for-

profit, post-secondary schools.  At Career Education Corporation, I managed the company’s 

accounting and financial reporting functions and at various times was also responsible for 

accounts payable, payroll, cash management, and insurance, ultimately being promoted to the 

role of Vice President of Finance and Accounting.  In 2007, I joined Ameren Services Company 

as Assistant Controller.  In that role, I managed the Company’s general accounting function and 

plant accounting function and was also responsible for accounting research and policy.  In March 

of 2010, I transitioned to the Finance department of Ameren Services Company as the Assistant 
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Treasurer and Manager of Corporate Finance.   In this role, I was responsible for managing the 

Ameren and subsidiary company short-term and long-term financing activities, including debt 

and equity issuances and credit facility arrangements, monitoring the company’s liquidity 

position and key credit metrics, monitoring compliance with our debt agreements, managing 

relationships with credit rating agencies and banks, and monitoring capital markets for key 

developments, emerging risks, and opportunities, among other corporate-finance related 

activities.    

 


