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DOCKET No. 13-0192 2 

REBUTTAL TESTIMONY OF  3 

RYAN J. MARTIN 4 

Submitted On Behalf Of 5 

Ameren Illinois 6 

 INTRODUCTION I.7 

 Witness Identification A.8 

Q. Please state your name and business address. 9 

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

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

Q.  Are you the same Ryan J. Martin who previously sponsored direct testimony in this 12 

proceeding? 13 

 Yes, I am. A.14 

 Purpose, Scope and Identification of Exhibits B.15 

Q. What is the purpose of your rebuttal testimony in this proceeding? 16 

 The purpose of my rebuttal testimony is to respond to the direct testimony of Illinois A.17 

Commerce Commission (Commission) Staff witness, Ms. Rochelle M. Phipps concerning her 18 

adjustments to AIC’s forecast test year capital structure and, consequently, its proposed overall 19 

cost of capital.  I also respond to the direct testimony of Illinois Industrial Energy Consumers 20 

(IIEC) witness, Mr. Michael P. Gorman concerning his adjustments to the Company’s proposed 21 
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capital structure and, specifically, the forecast balance of common equity.  Finally, I present 22 

AIC’s proposed rebuttal 2014 forecast test year capital structure for ratemaking purposes. 23 

Q. Are you sponsoring any exhibits in support of your testimony? 24 

 Yes.  I am attaching and sponsoring the following exhibits: A.25 

• Ameren Exhibit 19.1 – June 13, 2013 Moody's Investors Service Credit Opinion 26 
for Ameren Illinois Company 27 

• Ameren Exhibt 19.2 – Cost of Capital Summary 28 

• Ameren Exhibit 19.3 – Remaining CWIP Accruing AFUDC Adjustment 29 
Calculation 30 

• Ameren Exhibit 19.4 – Short-term Debt Balance 31 

• Ameren Exhibit 19.5 – Embedded Cost of Long-term Debt 32 

• Ameren Exhibit 19.6 – Embedded Cost of Preferred Stock 33 

 RESPONSE TO STAFF WITNESS MS. ROCHELLE M. PHIPPS II.34 

 Capital Structure  A.35 

Q. Do you agree with Ms. Phipps’ CWIP/AFUDC-related adjustments to AIC’s 36 

forecast long-term debt, preferred stock, and common equity balances discussed at pages 4-37 

5 of her direct testimony (ICC Staff Ex. 5.0)? 38 

 No.  I do not endorse Ms. Phipps’ CWIP/AFUDC-related adjustments.  However, as I A.39 

understand them, the practical effect of those adjustments on the Company’s proposed capital 40 

structure is nominal.  Therefore, in an effort to narrow the issues, for the purposes of this 41 

proceeding, Ameren Illinois Company d/b/a Ameren Illinois (AIC or the Company) accepts the 42 

adjustments, which are reflected in the capital structure detailed in Section IV of this testimony. 43 
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 Short-Term Debt Balance B.44 

Q. Do you agree with Ms. Phipps’ adjustment to AIC’s forecast 2014 average short-45 

term debt balance discussed at page 5 of her direct testimony and shown on ICC Staff 46 

Exhibit 5.02?  47 

 No.  Ms. Phipps adjusts AIC’s average short-term debt balance to reflect Staff’s overall A.48 

recommended rate increase, and therefore advocates a short-term debt balance approximately 49 

$965,000 greater than that proposed by AIC.  For the reasons discussed in AIC’s collective 50 

rebuttal filing, the Company does not accept a majority of the adjustments proposed by Staff in 51 

its direct testimony that result in Staff’s recommended revenue requirement.  Therefore, the 52 

Company continues to support its initially-proposed short-term debt balance, shown in Section 53 

IV.  As explained in my direct testimony (see Ameren Ex. 4.0, p. 6), that forecast balance was 54 

calculated pursuant to Section 285.4020 of the Commission’s rules, and the values comprising it 55 

continue to reflect management’s best estimate of AIC’s future monthly short-term debt balances 56 

through the 2014 test year. 57 

 Long-Term Debt Balance C.58 

Q. Ms. Phipps proposes to remove from AIC’s forecast long-term debt balance 57.51% 59 

of the cost of redeeming Illinois Power Company 9.75% bonds (ICC Staff Ex. 5.0, pp. 6-7).  60 

Do you agree with her adjustment? 61 

 No, I do not agree with her adjustment.  First, I take issue with her characterization of the A.62 

redemption cost as a "loss."  (See ICC Staff Ex. 5.0, p. 4.)  The redemption of the bonds was a 63 

financially sound and prudent transaction, as it allowed AIC to reduce the cost and extend the 64 

duration of its long-term debt.  The bonds redeemed were issued in the fourth quarter of 2008 65 

during the height of the credit crisis.  The redeemed debt, which had a coupon rate of 9.75%, was 66 
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replaced with debt with a coupon rate of 2.70%.  The payment of premiums was required to 67 

induce investors to tender their 9.75% bonds, but the transaction still yielded positive net present 68 

value economics on a matched maturity basis.  The premiums paid should not be viewed as a 69 

loss, but rather as the prudent cost to execute an economically favorable transaction.  Second, I 70 

disagree that the disallowance of a portion of these bonds in past cases automatically warrants an 71 

adjustment to premiums paid to redeem such bonds in this docket.  Further, this adjustment has a 72 

revenue requirement equivalent of approximately $1 million annually, which has an unduly and 73 

disproportionately punitive impact on AIC.  Ms. Phipps notes that the Commission recognized 74 

this adjustment in Docket Nos. 09-0306 et al. (Cons.) and 11-0282, but the circumstances that 75 

Ms. Phipps relied upon to support her adjustment in the past simply no longer exist. 76 

Q. Please explain why the circumstances have changed from the time the adjustment 77 

was originally approved. 78 

 First, the issue in this case is simply different.  The present issue relates to the actual cost A.79 

to redeem 9.75% bonds in order to secure a lower rate and extend the maturity of AIC’s long-80 

term debt.  In AIC’s last gas case (Docket No. 11-0282), the issue was the amount of long-term 81 

debt recoverable at the full 9.75% interest rate.   The Commission approved an adjustment to 82 

disallow $50 million of a $400 million total debt issuance.  Below is an excerpt from the 83 

Commission's Order in Docket No. 11-0282 citing the prior rate Order in Docket No. 09-0306: 84 

In Docket Nos. 09-0306 et al. (Cons.), the Commission addressed this issue. The 85 
Commission stated: 86 

It appears to the Commission that AmerenIP issued more long-87 
term debt than required for AmerenIP's utility operations, 88 
especially at a time when AmerenCIPS was relying on low cost 89 
money pool funds, contributed in part by AmerenIP, rather than 90 
resorting to the issuance of costly long-term debt. The Commission 91 
agrees with Staff that AmerenIP's proposal would unnecessarily 92 
burden ratepayers with $50 million in excess debt at a relatively 93 
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high interest rate of 9.75%. The Commission will, therefore, adopt 94 
Staff's proposed long-term debt balance for AmerenIP for the 95 
purposes of this proceeding. Order (April 29, 2010) at 143. 96 

The facts here are exactly the same and the Commission believes the results 97 
should be the same. (Order, Docket No. 11-0282, p. 75.) 98 

In this case, the facts are not the same as they were in 2009.  AIC is now a merged entity.  AIC 99 

now includes what were formerly AmerenCIPS and AmerenIP, as well as AmerenCILCO.  At 100 

the time the issuance was originally reviewed in Docket No. 09-0306, the three utilities were 101 

separate legal entities, with separate capital structures and separate rates.  That circumstance is 102 

no longer.  The original adjustment was premised upon the propriety of intercompany loans 103 

among separate legal entities, specifically from AmerenIP to AmerenCIPS, but today AIC now 104 

shares a capital structure common to all rate zones representing the three merged utilities.  Thus, 105 

to the extent AmerenIP hadn’t loaned $50 million of capital to CIPS, presumably CIPS would 106 

have been required to raise additional capital in some proportional amount in the contemporary 107 

time period.  Such a hypothetical issuance would have been issued at a high rate and would have 108 

been a target for redemption along with other high-coupon AIC bonds redeemed in 2012 as rates 109 

in the past 18 months have been historically low.  The bottom line is that the $50 million was 110 

needed by the combined Illinois utilities and continues to be needed by the consolidated AIC.  111 

An argument regarding which particular utility should have borrowed the money is moot, and 112 

any related adjustment to AIC’s long-term debt balance or redemption premiums is unwarranted.        113 

Second, In Docket No. 11-0282, the Commission accepted Ms. Phipps’ adjustment to the 114 

interest on a fraction of the issuance, $50 million of a $400 million debt issue, and the 115 

adjustment reduced the recoverable interest rate from 9.75% to the weighted average cost of debt, 116 

or 7.39%.  Even if that rate had actually been obtained in 2008, it likewise would also have been 117 
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subject to redemption and refinanced at the lower rate of 2.70% that was secured at the time of 118 

the debt redemption.  119 

Q. Do you have any other reasons to disagree with Ms. Phipps’ adjustment to the 120 

redemption cost? 121 

 Yes.  Even assuming arguendo that an adjustment is warranted in this docket related to A.122 

the prior disallowance, Staff's proposed adjustment calculation is grossly disproportionate.  123 

While I am not a lawyer or ratemaking expert, I would expect that the purpose of a disallowance 124 

is to make ratepayers whole rather than penalize the utility.  In the last case, the Commission 125 

allowed recovery at 9.75% of $350 million of the $400 million total long term debt issuance.  126 

Further, the Commission allowed recovery of the remaining $50 million at the weighted average 127 

cost of debt for Ameren, or 7.39%.  In the last rate order, the Commission described Staff's 128 

calculation, which it accepted, as follows: 129 

For the purpose of calculating the embedded cost of long-term debt (but not for 130 
the purpose of calculating the balance of long-term debt), Staff recommends 131 
reducing the balance of the $400 million 9.75% bonds that AmerenIP issued 132 
during October 2008 to $350 million. Staff says this adjustment is based on the 133 
Order from Docket Nos. 09-0306 et al. (Cons.) in which the Commission 134 
concluded that AmerenIP issued $50 million more long-term debt than required 135 
for its utility operations during October 2008. 136 

For the current docket, Ms. Phipps used the resulting calculated embedded cost of 137 
long-term debt, 7.39%, as the coupon rate for the remaining $50 million of 138 
AmerenIP’s October 2008 bonds.  (Order, Docket 11-0282, p.70.) 139 

Thus, on a percentage basis, the Commission's adjustment allowed 100% percent recovery of the 140 

actual cost of debt on $350 million of the debt issuance, and allowed approximately 75% 141 

recovery on the remaining $50 million.  That equates to an adjustment that disallowed only a 142 

small fraction of the total debt costs, equivalent to a disallowance of approximately 3.1% of the 143 

total cost of the 9.75% debt.  Contrast that with the recommendation in this case to disallow 144 
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57.51% of the redemption costs.  The calculation is clearly and grossly disproportionate to the 145 

past disallowance.  To the extent the Commission does accept Staff's rationale for adjustment in 146 

this case, the Commission should only calculate its disallowance on a proportional amount, or 147 

3.1% of the cost. 148 

Q. Ms. Phipps also proposes to adjust the interest rates lower for two series of $250 149 

million senior secured bonds that the Company expects to issue during December of 2013.  150 

(See ICC Staff Ex. 5.0, pp. 7-8.)  How do you respond? 151 

 I disagree with Ms. Phipps’ adjustment for five reasons: (1) she relies too heavily on a A.152 

single report of a single credit reporting agency, the Research Update issued March 14, 2013 by 153 

Standard and Poor's Rating Service (S&P); (2) she overestimates the likely impact of the 154 

possible rating upgrade suggested by such report; (3) she compounds those errors by adopting an 155 

historic interest rate from an Arkansas utility to estimate the coupon for AIC’s 10-year new 156 

issuance; (4) she uses an index as a proxy for estimating AIC’s coupon on its 30-year new 157 

issuance instead of much more accurate means available; and, finally and perhaps most 158 

importantly, (5) her measurement of the prospective cost of debt is inconsistent with prevailing 159 

indications as to what the treasury rate-driven component of new debt issuance cost will be in 160 

December 2013.   161 

Q. Please explain why you disagree with Ms. Phipps’ reliance on the recent S&P 162 

report. 163 

 As treasurer of Ameren Corporation, I am very cognizant of the influence of credit A.164 

ratings agencies upon the cost of debt that AIC is required to actually pay, which is why I pay 165 

close attention to what prospective guidance is presented in those reports.  However, I am careful 166 

not to rely too heavily on isolated comments in single reports.  This is the error that Ms. Phipps 167 
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makes when she relies upon the guidance reflected  in the March 14, 2013 report of S&P to posit 168 

that the divesture of an affiliated company will have the direct result of an increased rating for 169 

AIC.  First, I would note that the comment she relies upon is included in a section marked 170 

"Credit Watch" containing prospective information.  The same S&P report, like all such reports, 171 

caveats that ". . . the content should not be relied upon and is not a substitute for the skill, 172 

judgment and experience of the user, its management, employees, advisors and/or clients when 173 

making investment and other business decisions."  What S&P is essentially saying is that the 174 

prospective opinions of S&P are not absolute statements of fact, and the person reviewing the 175 

information should rely upon their own judgment in making financial decisions.  In planning for 176 

future debt issuances, in my experience, it is sound to review all three credit reporting agency 177 

reports as well as other sources, including market data, to formulate sound financial expectations.  178 

Additionally, as the financing activity approaches, contemporary market rates should be 179 

evaluated.  Therefore, I disagree with any approach that views a single credit ratings report as 180 

determinative of an actual attainable market rate in the future.  Also, it should be noted that a 181 

credit rating is simply one data point considered by an investor in evaluating the creditworthiness 182 

of an issuer and a particular investment opportunity.  Credit ratings are largely based on 183 

information available to the general public.  Information on which an upgrade might be based is 184 

likely already factored into the sentiments of investors.  Investors also understand that upgrades 185 

can be caused by a number of factors, some of which reflect meaningfully on some change in the 186 

creditworthiness of an issuer, and some that do not.  In my experience, investor sentiment 187 

regarding the creditworthiness of AIC has been driven largely by the perceived supportiveness of 188 

the Illinois regulatory environment and AIC’s actual and forecasted credit metrics.  AIC’s 189 

indirect and largely inconsequential affiliation with other Ameren Corporation (Ameren) 190 
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subsidiaries has not been a cause for investor concern, such that an upgrade from S&P resulting 191 

specifically from Ameren’s divestiture of its merchant generation segment is unlikely to have 192 

any significant impact on AIC’s cost of debt.  The upgrade would be more reflective of S&P’s 193 

family rating approach, as discussed further below, than any fundamental change in AIC’s credit 194 

profile, and investors know that.   195 

Q. Do you have any other concerns specific to Ms. Phipps' reliance on the possible 196 

upgrade signaled by the S&P report? 197 

 Yes.  I would first note that while S&P does certainly provide some hope for an upgrade, A.198 

it also indicates that the predictions of possible upgrade are subject to risk, specifically, ". . . the 199 

outcomes of future rate cases and our expectations for continued weak economic growth within 200 

the Company's regulated service territory."  Therefore, as I noted above, it is important to take 201 

the comments of a rating agency in a broader context and not accept them as determinative.  202 

With specific regard to the commentary that the divestiture of Ameren Corporation’s merchant 203 

generation assets benefits credit quality for all Ameren affiliates, S&P continues to take an 204 

Ameren enterprise-wide view of credit quality for AIC, taking into consideration issues affecting 205 

affiliated legal entities.  By "enterprise-wide" I mean to say that S&P tends to view all Ameren 206 

corporate affiliates together, rather than as separate and several business entities.  The other 207 

credit reporting agencies, Moody's and Fitch, do not take this enterprise-wide view.  In recent 208 

credit transactions, I believe that this view is shared by the market place.  Further, based on my 209 

experience, I tend to review all three credit ratings reports for planning purposes, knowing that 210 

all three have different approaches and may or may not provide sound indications of future 211 

access to market interest rates that correspond to any specific agency rating.  Ultimately, the 212 

market decides what the available rate will be.   213 
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Q. What is your concern with the interest rate Ms. Phipps uses to calculate the 214 

adjustment to the AIC December 2013 10-year debt issuance? 215 

 Compounding the problems associated with relying upon a single credit ratings agency A.216 

report to assume a ratings upgrade is certain to occur and overestimating the practical impact of 217 

any such upgrade, Ms. Phipps posits that such prospective action will automatically allow AIC to 218 

borrow at the same rate an Arkansas utility borrowed at in May of 2013.  (See ICC Staff Ex. 5.0, 219 

p. 8, n.5.)  This methodology does not yield a reasonable measurement of the debt rates that 220 

likely will be available to AIC in December 2013.  Even assuming arguendo that there would be 221 

an S&P upgrade, that the upgrade would allow AIC access to a lower cost of debt at the time of 222 

the financing, and that AIC and the Arkansas utility in question are equivalent credits, the 223 

prevailing market rates in December 2013 are expected to be higher than the 3.05% that was 224 

available to the Arkansas utility in May 2013.  Recent announcements by the Federal Reserve 225 

and Blue Chip interest rate projections indicate that we will be paying higher interest rates in 226 

December 2013 than we originally anticipated.  The rates available in May of this year that were 227 

available to the Arkansas utility cited in Ms. Phipps' testimony came at a time of historically low 228 

interest rates.  In the table below, I provide the Company's filed position with regard to the $250 229 

million December 2013 planned issuances, the issuances at rates we now expect to be available 230 

based on existing ratings and forward interest rate projections, and the rates that we could expect 231 

if we receive a ratings upgrade from S&P: 232 

      Rate Based On 
      Current Blue Chip 
    Rate Based On 4Q '13 Projections 
    Current Blue Chip With 1 Notch 
  Rate as Filed 4Q '13 Projections S&P Upgrade 
10-Year New Issue 3.25% 3.77% 3.74% 
30-Year New Issue 4.60% 4.91% 4.88% 
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Note that even with an upgrade, forward rates in December 2013 are expected to be higher than 233 

the rates originally filed in this proceeding.  Interest expense associated with AIC’s two new 234 

issuances is now expected to be $2,075,000 greater than the interest expense contained in the 235 

2014 budget at the time the case was originally filed. 236 

Q. Do you have any other concerns with Ms. Phipps’ adjustment? 237 

 Yes.  I do not agree that a single issuance by an Arkansas utility should be relied upon for A.238 

the projection of future interest costs for AIC.  Using a coupon rate on debt issued by one utility 239 

on one specific date as a proxy for another utility’s coupon rate is highly flawed.  Each utility has 240 

its own set of factors that affect how investors view their credit above and beyond what their 241 

credit ratings are at the date of issuance.  For example, on Monday, July 8, 2013, Duke Energy 242 

Indiana and PPL Electric Utilities were both in the market issuing 30-year first mortgage bonds.  243 

Both are utility operating companies and both issued the same principal amount, $350 million.  244 

The difference between the two were the credit ratings--Duke Energy Indiana was a full notch 245 

higher rated at both Moody’s (A2) and S&P (A) than PPL Electric Utilities (A3 and A-, 246 

respectively).  However, the lower rated PPL Electric Utilities actually priced at a tighter spread 247 

to the 30-year treasury yield (+115) than did the higher rated Duke Energy Indiana (+130), and 248 

thus secured a lower coupon (4.75% vs. 4.90%, respectively).  Therefore, one must come to the 249 

conclusion that there were overriding factors that negated the higher ratings in this case, allowing 250 

the lower rated PPL Utilities to price 30-year first mortgage bonds at a lower coupon on the same 251 

day than their higher rated peer. 252 
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Q. Should interest rate forecasts be used for estimating the cost of a future debt 253 

issuance? 254 

 Reliance on forward-looking tools, such as the forecasts I mentioned, is not only common, A.255 

but also appropriate when those tools are empirically derived.  Consider an analogy to the 256 

planning you might undertake to purchase or refinance a house or condo in two years time.  In 257 

planning for this activity, you would not expect interest rates today to remain constant because 258 

we all know that know rates are subject to change over time.  Consumers pay attention to interest 259 

rates because it impacts what they can afford, as well as their month-to-month cash flow.  So, in 260 

planning a purchase or refinancing, you would talk to your lender about rates, and maybe even 261 

pay close attention to Federal Reserve actions affecting interest rates as well as analyst 262 

predictions to gain an understanding of the trend.  In this manner, the utility is in an analogous 263 

position.  When planning for a utility that provides essential services to its customers, we simply 264 

can't count on low rates today being available two years from now.  Our financing activity is an 265 

essential function to the operation of our business, and we must actively plan for future 266 

contingencies based on known and reliable indicators of financial trends.  267 

Q. Do you agree with Ms. Phipps' use of the Moody’s Long-term A-rated Utility Bond 268 

Index as a proxy for AIC’s December 2013 30-year debt issuance? 269 

 No.  Using the Moody’s Long-term A-rated Utility Bond Index as a proxy for AIC’s 30-A.270 

year issuance in December 2013 is flawed for a few reasons.  First, according to Bloomberg, the 271 

index is composed of utility bonds that have maturities as close as possible to 30 years, but can 272 

have maturities as short as 20 years.  Given a normal upward sloping yield curve, a bond with a 273 

remaining life of 20 years will have a lower yield than a 30-year bond, all else being equal.  Also, 274 

the index tracks utility bond yields in the secondary market, bonds that have already been issued 275 
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to initial investors.  This differs from AIC’s new issuance of debt, the price of which will include 276 

a new issue concession estimated to range from 0.10% to 0.20% for utility issuers.1  This new 277 

issue concession, or premium, is the difference between an bond issuer’s secondary market yield 278 

and its new issue yield/coupon.  Finally, a much better and more accurate means to estimate 279 

AIC’s cost of new debt is to use an investment bank’s estimate of AIC’s spread to treasury yield 280 

and add it to the corresponding Blue Chip consensus forecasted treasury yield.  The investment 281 

banks develop their spread estimates by using their bond traders’ knowledge of how AIC’s 282 

currently outstanding bonds trade, which may be quite different than similarly rated bonds or 283 

bonds issued by other utilities.  These experts trade bonds of many different utilities each day 284 

and have an extensive knowledge of the industry and how the AIC credit trades relative to its 285 

peers.  The investment banks also utilize the expertise of their syndicate desks who specialize in 286 

placing newly issued bonds with the initial investors and can properly gauge the correct new 287 

issue premium necessary to successfully market AIC’s bonds to institutional investors.  This 288 

knowledge is combined with an overall assessment of market conditions to develop an highly 289 

accurate, customized spread to treasury estimate for AIC.  This method was used by the 290 

Company to estimate the coupon on both its 10-year and 30-year debt issuances in December 291 

2013.   292 

 Common Equity Balance D.293 

Q. Ms. Phipps removes approximately $462 million from AIC’s forecast common 294 

equity balance comprised of $356 million in balance sheet purchase accounting 295 

                                                 
1 UBS New Issue Market Summary for the week ended June 28, 2013. 
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adjustments and $106 million in income statement purchase accounting adjustments.  (See 296 

ICC Staff Ex. 5.0, p. 10.)  Do you agree with her adjustment? 297 

 No.  As discussed in more detail by AIC witness Mr. Stafford in his rebuttal testimony A.298 

(Ameren Ex. 17.0), the total amount of purchase accounting adjustments associated with 299 

Ameren’s acquisitions of AmerenCILCO and AmerenIP reflected in AIC’s capital structure 300 

should be $356 million—an amount equal to goodwill, net of purchase accounting adjustments—301 

consistent with the Commission’s express directives in Docket Nos. 04-0294, 11-0282 and 12-302 

0001.  I explained in my direct testimony (see Ameren Ex. 4.0, p. 12) that, pursuant to those 303 

directives, AIC reduced its capital ratio by that amount.  That reduction is reflected in AIC’s 304 

proposed rebuttal 2014 forecast test year capital structure, shown in Section IV of this testimony.  305 

As Mr. Stafford explains, any further purchase accounting adjustment related disallowance 306 

would directly contravene the Commission’s established precedent and should be rejected. 307 

 Bank Fees – Credit Facility E.308 

Q. Ms. Phipps recalculates AIC’s cost of short-term debt to reflect a reduced annual 309 

credit facility fee that aligns with her conclusion the Company’s corporate credit rating 310 

from S&P will improve upon divestiture of its merchant generation affiliate.  (ICC Staff 311 

Ex. 5.0, pp. 14-15.)  Do you agree with Ms. Phipps’ recalculation? 312 

 No.  As I noted earlier, Ms. Phipps speculates that Ameren Corporation’s divestiture of A.313 

its merchant generation operations will result in an improved senior unsecured credit rating for 314 

AIC from S&P of at least one notch, to BBB+.  (ICC Staff Ex. 5.0, p. 13.)  She concludes that 315 

improved rating will reduce AIC’s applicable annual credit facility fee to .0175% (from .225%) 316 

on the $800 million borrowing sublimit from the AIC credit facility available to AIC.  (ICC Staff 317 

Ex. 5.0, pp. 14-15.)  The problem with Ms. Phipps’ position is that it is just as easy to speculate 318 
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as to occurrences that would drive AIC’s credit rating down, such as continued, successive 319 

counter-constructive rate proceedings.  The point is that no one can predict with any degree of 320 

certainty the actions of the ratings agencies.  Accordingly, it is more reasonable to calculate 321 

AIC’s credit facility fee based on its current credit rating level, as the Company has done, in 322 

calculating its overall cost of capital in this proceeding. 323 

Q. Are there any other concerns with Ms. Phipps’ position on this issue? 324 

 Yes.  I would simply point out that, on one hand, Ms. Phipps argues “The most accurate A.325 

indicator of a future interest rate is the most recent interest rate.”  (ICC Staff Ex. 5.0, p. 7, ll. 326 

128-29.)  Yet, at the same time, she bases her credit facility fee adjustment, as well as other of 327 

her proposed adjustments, on speculation regarding a future S&P credit rating upgrade that may 328 

or may not happen.  This reflects the apparent internal inconsistency of Ms. Phipps’ testimony.   329 

 RESPONSE TO IIEC WITNESS, MR. MICHAEL P. GORMAN III.330 

 Regulated Utility Industry Market Outlook  A.331 

Q. Have you reviewed the introductory sections of Mr. Gorman’s direct testimony 332 

regarding the utility industry’s investment risk and that of AIC in particular?  (IIEC Ex. 333 

1.0, pp. 5-9.) 334 

 Yes.  Mr. Gorman paints a positive picture of the market outlook.  Based on his review of A.335 

certain market research, he concludes the regulated utility industry’s credit rating outlook is 336 

strong and will support AIC’s access to capital and its overall financial integrity in the test year. 337 

He also suggests implementation of the electric performance based formula rate scheme in 338 

Illinois and the announcement of the anticipated divestiture of Ameren’s merchant generation 339 

business have reduced AIC’s operating and investment risks.   340 
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Q. Do you agree with Mr. Gorman’s positive assessment of AIC’s credit rating and that 341 

of the regulated utility industry at large? 342 

 No.  Mr. Gorman tells only half the story.  His optimistic conclusion is based on selected A.343 

excerpts of S&P and Fitch reports that suggest the credit quality of regulated domestic utilities, 344 

including AIC, remains stable despite the slow economic recovery.  (See IIEC Ex. 1.0, pp. 6-9.)  345 

But there are negative factors weighing upon AIC’s cost of debt that Mr. Gorman overlooks.  For 346 

example, the June 13, 2013 Moody’s report attached to this testimony as Ameren Exhibit 19.1 347 

cautions that “The ICC has a history of authorizing punitive rates of return and disallowances 348 

that led to contentious relationships with the utilities.  The poor regulatory treatment has been a 349 

key negative credit factor for utilities operating in Illinois." 350 

 Capital Structure B.351 

Q. Have you reviewed Mr. Gorman’s adjustments to AIC’s proposed capital structure 352 

at pages 10-13 of his direct testimony? 353 

 Yes.  Mr. Gorman proposes three adjustments to the Company’s common equity balance: A.354 

(1) remove $13.8 million in non-utility investments; (2) remove $54.4 million in goodwill assets; 355 

and (3) exclude the $50 million equity infusion projected to occur in 2014.  Collectively, Mr. 356 

Gorman’s adjustments reduce AIC’s common equity ratio from 51.82% to 50.43%.   357 

Q. Do you agree with Mr. Gorman that it is appropriate to remove common equity 358 

supporting non-utility assets (IIEC Ex. 1.0, p. 11)? 359 

 No.  Mr. Gorman contends capital supporting non-utility, non-regulated property as A.360 

reflected on AIC’s December 31, 2011 FERC Form 1 should be removed from the Company’s  361 

capital structure used for ratemaking purposes because that property is unrelated to the cost of 362 

providing regulated utility service.  It is my understanding, however, that the non-utility assets 363 
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reflected on the Federal Energy Regulatory Commission (FERC) Form 1 are related to the 364 

purchase accounting related adjustments I discussed earlier in response to Staff witness Ms. 365 

Phipps.  Mr. Gorman’s adjustment here is misplaced for the same reasons Ms. Phipps’ purchase 366 

accounting related adjustment disallowances should be rejected.  AIC witness, Mr. Ronald D. 367 

Stafford explains in greater detail the flaw in these proposals. 368 

Q. Do you agree with Mr. Gorman’s adjustment to remove $54.4 million in goodwill 369 

assets from AIC’s common equity balance (IIEC Ex. 1.0, p. 11)? 370 

 No.  Mr. Gorman claims AIC failed to explain how the full balance of $411 million of A.371 

goodwill assets recorded on its March 31, 2013 FERC Form Q-3 was adjusted to reflect the 372 

amount of goodwill incorporated into AIC’s proposed capital structure.  He thus excludes $54.4 373 

million, reflecting the difference between $411 million and the $356 million the Company 374 

removed from its common equity balance.  Despite his contention, however, I expressly 375 

explained in my direct testimony that AIC removed the $356 million in purchase accounting 376 

related balances pursuant to the Commission’s directive in Docket No. 04-0294.  (Ameren Ex. 377 

4.0, p. 12.)  Mr. Gorman seems to ignore this, and instead proposes to remove the entire amount 378 

goodwill, rather than goodwill net of purchase accounting.  Again, AIC’s treatment of these 379 

purchase accounting related adjustments for ratemaking purposes is consistent with established 380 

Commission precedent; Mr. Gorman’s proposal is not.  For the reasons discussed earlier and by 381 

Mr. Stafford, his adjustment should not be adopted. 382 

Q. Do you agree with Mr. Gorman’s adjustment to remove from AIC’s common equity 383 

balance $50 million reflecting a forecast equity infusion in June 2014? 384 

 No.  Mr. Gorman contends this amount should be excluded because it is not “known and A.385 

measurable,” and he claims AIC has not supported why it is reasonable to increase its common 386 
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equity ratio related to the infusion.  (IIEC Ex. 1.0, p. 12.)  Mr. Gorman’s contention apparently 387 

overlooks that this ratemaking proceeding involves the use of a future test year; therefore, the 388 

ratemaking inputs are forecasts which cannot be “known and measureable.”  Although I am not 389 

an attorney, it is my understanding that the standard for cost recovery in a future test year 390 

proceeding in Illinois is that the cost at issue be just, reasonable and prudently incurred.  The 391 

anticipated 2014 equity infusion reflected in the Company’s forecast balance of common equity 392 

is the result of AIC’s budget and financial planning process, and it reflects the Company’s best 393 

judgment as to the balance in the test year.  I would also point out that Staff has reviewed AIC’s 394 

filing and proposed balance of common equity, and has not proposed a similar adjustment.  (See 395 

generally ICC Staff Ex. 5.0.) 396 

 PROPOSED REBUTTAL 2014 FORECAST CAPITAL STRUCTURE IV.397 

Q. Please summarize the adjusted capital structure that you recommend. 398 

 The capital structure that I recommend, which includes the effect of the adjustments A.399 

addressed above, includes the following debt, common equity, and preferred stock balances and 400 

percentages: 401 

 Balance Percentage 
Common equity $2,112,959,344 51.816% 
Preferred stock $58,696,935 1.439% 
Long-term debt $1,896,113,765 46.499% 
Short-term debt $10,029,650 0.246% 

Total $4,077,799,693 100.000% 

See also Ameren Exhibit 19.2.  Ameren Exhibits 19.3 through 19.6 set forth the calculations 402 

underlying the components of this capital structure. 403 
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Q. Are there any other adustments or corrections that are factored into your 404 

recommended capital structure and/or cost of capital? 405 

 Yes.  In addition to the CWIP/AFUDC – related adjustments that were detailed in Part II A.406 

of this testimony, the capital structure reflects one adjustment and one correction.  The 407 

adjustment is to the common equity balance and reflects AIC’s current rate increase assumption 408 

that is further detailed in Ameren Exhibits 17.1, 17.2 and 17.3, sponsored by Mr. Stafford.  The 409 

correction involves using the average 2014 long-term debt cost rather than the year-end cost.  In 410 

addition, the long-term debt balance differs slightly from my direct testimony due a change in 411 

methodology by going to a simple average of beginning and ending balances rather than a 412 

thirteen month-end average balance.  The corrected long-term debt balance and cost 413 

measurement methodology is consistent with Staff’s current approach and is contained in 414 

Ameren Exhibit 19.5.  415 

Q. Is the rebuttal capital structure that you propose prudent? 416 

 Yes.  The above proposed capital structure is prudent because it results in a reasonable A.417 

balance between the overall cost of capital and the expected costs of financial distress.  The 418 

proposed capital structure also supports AIC’s credit rating, which in turn promotes continued 419 

access to debt capital at a reasonable cost.  420 

 CONCLUSION V.421 

Q. Does this conclude your rebuttal testimony? 422 

 Yes, it does.  A.423 
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