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ILLINOIS COMMERCE COMMISSION 1 

DOCKET No. 13-0301 2 

REBUTTAL TESTIMONY OF 3 

RYAN J. MARTIN 4 

Submitted On Behalf Of 5 

Ameren Illinois 6 

 INTRODUCTION AND WITNESS QUALIFICATIONS I.7 

Q. Please state your name and business address. 8 

 My name is Ryan J. Martin.  My business address is One Ameren Plaza, 1901 Chouteau A.9 

Avenue, St. Louis, Missouri 63103. 10 

Q. Are you the same Ryan J. Martin who sponsored direct testimony in this 11 

proceeding? 12 

 Yes, I am. A.13 

 PURPOSE AND SCOPE II.14 

Q. What is the purpose of your rebuttal testimony? 15 

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

Commerce Commission (Commission) Staff witness, Ms. Rochelle M. Phipps and the direct 17 

testimony of Illinois Industrial Energy Consumers (IIEC) witness, Mr. Michael P. Gorman 18 

concerning the proposed capital structure of Ameren Illinois Company d/b/a Ameren Illinois 19 

(AIC or the Company) in this proceeding. 20 
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Q. Are you sponsoring exhibits with your rebuttal testimony? 21 

 I am sponsoring the following exhibits: A.22 

• Ameren Exhibit 12.1 - Data Request Response AIC-Staff 3.08 23 

• Ameren Exhibit 12.2 - Data Request Response AIC-Staff 3.07 24 

• Ameren Exhibit 12.3 - Recalculation: AEE Capital Structure  25 

 RESPONSE TO STAFF WITNESS MS. PHIPPS III.26 

Q. Ms. Phipps recommends adjustments to the capital structure based upon AFUDC.  27 

Do you agree with these adjustments? 28 

 No.  As I stated in my recent rebuttal testimony in Docket 13-0192 (AIC gas rate case), I A.29 

do not endorse Ms. Phipps’ CWIP/AFUDC-related adjustments.  However, as I understand the 30 

issue, the practical effect of those adjustments on the Company’s proposed capital structure is 31 

nominal.  Therefore, in an effort to narrow the issues, for the purposes of this proceeding, the 32 

Company accepts the adjustments. 33 

Q. How do you respond to Ms. Phipps’ proposed adjustment concerning the 34 

redemption of 9.75% bonds? 35 

 I disagree with her proposed adjustment.  As I have recently testified in Docket 13-0192, A.36 

the cost of redeeming the bonds was prudently incurred and should be recoverable.  The 37 

redeemed debt, which had a coupon rate of 9.75%, was replaced with debt with a coupon rate of 38 

2.70%.  The payment of premiums was required to induce investors to tender their 9.75% bonds, 39 

but the transaction still yielded positive net present value economics on a matched-maturity 40 

basis.  The premiums paid should not be viewed as a loss, but rather as the prudent cost to 41 

execute an economically favorable transaction that lowered the cost and extended the tenor of the 42 
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Company’s long-term debt portfolio.  Second, I disagree that the disallowance of a portion of 43 

these bonds in past cases automatically warrants an adjustment to premiums paid to redeem such 44 

bonds in this docket.  Further, this adjustment has a revenue requirement equivalent of 45 

approximately $1 million annually, which has an unduly and disproportionately punitive impact 46 

on AIC.  Ms. Phipps notes that the Commission recognized this adjustment in Docket Nos. 09-47 

0306 et al. (Cons.) and 11-0282, but the circumstances that Ms. Phipps relied upon to support her 48 

adjustment in the past simply no longer exist. 49 

Please explain how circumstances have changed? 50 

A. First, the issue in this case is simply different.  The present issue relates to the actual cost 51 

to redeem 9.75% bonds in order to secure a lower interest rate and extend the maturity of AIC’s 52 

long-term debt portfolio.  In AIC’s last gas case (Docket No. 11-0282), the issue was the amount 53 

of long-term debt recoverable at the full 9.75% interest rate.   The Commission approved an 54 

adjustment to disallow $50 million of a $400 million total debt issuance.  Below is an excerpt 55 

from the Commission's Order in Docket No. 11-0282 citing the prior rate Order in Docket No. 56 

09-0306: 57 

In Docket Nos. 09-0306 et al. (Cons.), the Commission addressed 58 
this issue. The Commission stated: 59 

It appears to the Commission that AmerenIP issued more long-60 
term debt than required for AmerenIP's utility operations, 61 
especially at a time when AmerenCIPS was relying on low cost 62 
money pool funds, contributed in part by AmerenIP, rather than 63 
resorting to the issuance of costly long-term debt. The Commission 64 
agrees with Staff that AmerenIP's proposal would unnecessarily 65 
burden ratepayers with $50 million in excess debt at a relatively 66 
high interest rate of 9.75%. The Commission will, therefore, adopt 67 
Staff's proposed long-term debt balance for AmerenIP for the 68 
purposes of this proceeding. Order (April 29, 2010) at 143. 69 
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The facts here are exactly the same and the Commission believes 70 
the results should be the same.  71 

(Order, Docket No. 11-0282, p. 75.) 72 

In this case, the facts are not the same as they were in 2009.  Ameren Illinois Company is 73 

now a merged entity.  Ameren Illinois Company now includes what were formerly AmerenCIPS 74 

and AmerenIP, as well as AmerenCILCO.  At the time this particular issuance was originally 75 

reviewed in Docket No. 09-0306, the three Ameren Illinois utilities were separate legal entities, 76 

with separate capital structures and separate rates.  That circumstance is no longer.  The original 77 

adjustment was premised upon the propriety of intercompany loans among separate legal 78 

entities, specifically from AmerenIP to AmerenCIPS, but today AIC now shares a capital 79 

structure common to all rate zones representing the three merged utilities.  Thus, to the extent 80 

AmerenIP hadn’t loaned $50 million of capital to AmerenCIPS, presumably AmerenCIPS would 81 

have been required to raise additional capital in some proportional amount in the contemporary 82 

time period.  Such a hypothetical issuance would have been issued at a high rate and would have 83 

been a target for redemption along with other high-coupon AIC bonds redeemed in 2012, as rates 84 

in the past 18 months have been historically low.  The bottom line is that the $50 million was 85 

needed by the combined Ameren Illinois utilities and continues to be needed by consolidated 86 

AIC.  An argument regarding which particular utility should have borrowed the money is moot, 87 

and any related adjustment to AIC’s long-term debt balance or redemption premiums is 88 

unwarranted.        89 

Second, in Docket No. 11-0282, the Commission accepted Ms. Phipps’ adjustment to the 90 

interest on a fraction of the issuance, $50 million of a $400 million debt issue, and the 91 

adjustment reduced the recoverable interest rate on that $50 million from 9.75% to the weighted 92 

average cost of debt, or 7.39%.  Even if that rate had actually been obtained in 2008, the debt 93 
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likewise would also have been subject to redemption and refinanced at the lower rate of 2.70% 94 

that was secured at the time of the debt redemption in 2012.  95 

Third, even assuming arguendo the adjustment is appropriate simply because an earlier 96 

adjustment was made with respect to the original issuance, the measure of the adjustment 97 

proposed in this case is disproportionate.  On a percentage basis, the Commission's adjustment 98 

allowed 100% percent recovery of the actual cost of debt on $350 million of the debt issuance, 99 

and allowed approximately 75% recovery on the remaining $50 million.  That equates to an 100 

adjustment that disallowed only a small fraction of the total debt costs, equivalent to a 101 

disallowance of approximately 3.1% of the total cost of the 9.75% debt.  Contrast that with the 102 

recommendation in this case to disallow 57.51% of the redemption costs.  The calculation is 103 

clearly and grossly disproportionate to the past disallowance.  To the extent the Commission 104 

does accept Staff's rationale for adjustment in this case, the Commission should only calculate its 105 

disallowance on a proportional amount, or 3.1% of the cost. 106 

Q. Ms. Phipps recalculates AIC’s cost of short-term debt to reflect a reduced annual 107 

credit facility fee that aligns with her conclusion that the Company’s corporate credit 108 

rating from S&P will improve upon divestiture of its merchant generation affiliate.  (ICC 109 

Staff Ex. 5.0, pp. 14-15.)  Do you agree with Ms. Phipps’ recalculation? 110 

 No.  Ms. Phipps speculates that Ameren Corporation’s divestiture of its merchant A.111 

generation operations will result in an improved senior unsecured credit rating for AIC from 112 

S&P of at least one notch, to BBB+.  (ICC Staff Ex. 5.0, p. 13.)  She concludes that improved 113 

rating will reduce AIC’s applicable annual credit facility fee to .0175% (from .225%) on the 114 

$800 million borrowing sublimit from the AIC credit facility available to AIC.  (ICC Staff Ex. 115 
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5.0, pp. 14-15.)  The problem with Ms. Phipps’ position is that it is just as easy to speculate as to 116 

occurrences that would drive AIC’s credit rating down, such as continued, successive counter-117 

constructive rate proceedings.  The point is that no one can predict with any degree of certainty 118 

the actions of the ratings agencies.  Accordingly, it is more reasonable to calculate AIC’s credit 119 

facility fee based on its actual credit rating in effect as of December 31, 2012, as the Company 120 

has done, in calculating its overall cost of capital in this proceeding. 121 

Q. Ms. Phipps proposes adjusting the Company's capital structure, arguing it is not 122 

appropriate for setting rates.  How do you respond? 123 

 I disagree with Ms. Phipps’ proposed adjustment.  She premises her adjustment on the A.124 

potential that the Company's capital structure has been subject to manipulation.  She presents no 125 

evidence of actual manipulation, nor does she articulate any basis for any intent on behalf of the 126 

Company to manipulate capital structure balances.  As the then Assistant Treasurer and now 127 

Treasurer for Ameren, I can attest that the 2012 year-end capital structure of AIC was the 128 

product of past AIC financial results and financing decisions and was managed specifically to 129 

support AIC operations, not those of other companies or affiliates.  AIC’s capital structure stands 130 

on its own and is managed by the Ameren treasury department for the benefit of AIC operations 131 

and credit quality, not for any other purposes.    The financing decisions made on behalf of AIC 132 

have been for the benefit of AIC and are intended to ensure the ongoing financial strength and 133 

stability of the Company, and Ms. Phipps offers no support for her arguments to the contrary.   134 
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Q. Do you have any other arguments concerning the use of proxy or imputed capital 135 

structure? 136 

 From my perspective, I understand the formula rate process to be distinct from a A.137 

traditional rate case and dependent upon actual year-end balances, rather than averages, 138 

forecasts, or proxy values.  The purpose is not to set rates indefinitely, as the formula rate 139 

program requires annual update filings, which is a distinction that I believe Ms. Phipps does not 140 

internalize within her analysis. While it might make sense for a state commission to impute or 141 

use a proxy capital structure to the extent there was actual evidence that a company was 142 

manipulating test-year equity balances to effectuate some kind of over-earning or cross-143 

subsidization scheme, that situation is not present here.   There is simply no evidence supporting 144 

Ms. Phipps’ allegation that AIC manipulated its capital structure to support affiliates of AIC.  145 

Again, AIC’s capital structure is designed and managed specifically to ensure the financial 146 

stability, strength, and creditworthiness of the Company, and I believe that the Company’s actual 147 

capital structure as of December 31, 2012 was reasonable for this purpose.   148 

Q. Does Ms. Phipps offer any other theories in support of her claim concerning the 149 

manipulation of capital structure? 150 

 In her discovery responses, Ms. Phipps' indicates that her adjustment is not premised A.151 

upon any management intent to manipulate, but, rather, that it is based upon the consequences of 152 

management actions at AIC.  (See Ameren Exhibit 12.1 which is Ms. Phipps' Response to AIC-153 

Staff 3.08).  She further alleges past manipulation of Ameren Corp's consolidated capital 154 

structure, questioning the propriety Ameren Corp’s infusing equity totaling $272 million into the 155 

Ameren Illinois utilities in 2009 while at the same time allowing Ameren Energy Generating 156 
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Company (“Genco”) to borrow $200 million in debt. (See Ameren Exhibit 12.2 which is Ms. 157 

Phipps' Response to AIC-Staff 3.07)  What Ms. Phipps fails to mention is that until August of 158 

2009, during the time of the equity infusions into the Ameren Illinois utilities, the Ameren 159 

Illinois utilities’ issuer credit ratings were speculative, or “junk”, grade at Moody’s (Ba1)1, due 160 

in part to a poor political and regulatory environment for utilities in Illinois.  Illinois rate freeze-161 

related credit concerns in 2007 resulted in credit rating downgrades that the Ameren Illinois 162 

utilities were trying to recover from when the financial crisis hit in 2008.  This crisis affected the 163 

Ameren Illinois utilities’ ability to access the debt markets on reasonable terms and contributed 164 

to the need for additional equity capital in 2009 to strengthen the credit profiles of the Ameren 165 

Illinois utilities.  Given this, and the fact that the Ameren Illinois utilities had just issued $887 166 

million of long-term debt in 2008, much of it at relatively high interest rates, further long-term 167 

borrowing would have been imprudent for purposes of maintaining a healthy, investment grade 168 

capital structure.  If the Ameren Illinois utilities would have issued another $272 million of debt 169 

financing, in lieu of equity infusions, it is questionable whether or not Moody’s would have 170 

upgraded the Ameren Illinois utilities’ ratings as it did later in 2009.  Further, despite Ms. 171 

Phipps’ claims that Genco was “less risky” than the Ameren Illinois utilities, until the August 172 

2009 Moody’s upgrades of the Ameren Illinois utilities, Genco actually had a stronger senior 173 

unsecured credit rating (Baa3) than did AmerenCIPS (Ba1)2, indicating a stronger credit profile 174 

for Genco at the time.  Finally, Ms. Phipps offers no compelling argument that the equity 175 

infusions into the Ameren Illinois utilities had any bearing on the decision to issue debt at Genco 176 
                                                

1 Moody’s ratings are referenced due to their methodology of rating each subsidiary independently. 
2 AmerenCIPS was the only Illinois utility that had unsecured debt.  Ameren Energy Generating had only a senior 
unsecured rating at Moody’s, thus being the only rating that can be compared with the Illinois utilities.  Further, if 
the other Illinois utilities had outstanding unsecured debt at the time, it would have also been rated Ba1 by Moody’s 
given that unsecured ratings equal issuer ratings. 
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(or vice versa), and the reality is that the transactions were completely independent of one 177 

another.  The decision to infuse equity into the Ameren Illinois utilities was based the need to 178 

strengthen the utilities’ capital structure and was in no way related to Genco’s decision to issue 179 

debt.     180 

Q. Should the Commission adjust AIC's equity ratio lower for 2012 simply because it 181 

believes there may have been a better capital structure attainable in 2012? 182 

 No.  AIC's capital structure was managed, and continues to be managed, prudently and A.183 

reasonably, with a focus on ensuring the financial strength and credit quality of the Company and 184 

maintaining access to capital markets under all market conditions at a reasonable cost and under 185 

reasonable terms.     The success of the Company’s 2012 debt issue, I believe, is clear evidence 186 

of the benefits of the Company’s healthy capital structure.  The debt offer was well received by 187 

investors, indicating strong market access, and the 2.70% rate of the debt represents the lowest 188 

10-year coupon in the Company’s history or Ameren Corp’s history.  Ms. Phipps simply has 189 

provided no evidence to support her assertion that AIC’s actual capital structure was imprudent 190 

or unreasonable.  As such, so adjustment to the Company’s actual capital structure is warranted 191 

or appropriate.   192 

Q. Ms. Phipps argues that AIC's capital structure should be adjusted due to AIC's 193 

affiliation with a merchant generation affiliate.  How do you respond? 194 

 In my opinion, AIC's risk and cost of capital are not adversely affected by virtue of its A.195 

indirect affiliation with Ameren Corp’s merchant generation affiliates.  As Ms. Phipps notes, the 196 

Company in 2012 refinanced 9.75% long-term debt with 2.70% long-term debt.  The low coupon 197 

rate achieved was consistent with the cost of debt issued within the same time frame by 198 
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comparable utilities.  Any modest premium paid by AIC was attributable to ongoing investor 199 

concerns regarding the supportiveness of the Illinois regulatory environment.  There is no 200 

evidence that AIC’s affiliation with other Ameren subsidiaries had any effect at all on the cost of 201 

the debt issued by AIC in 2012.   Additionally, I believe Ms. Phipps relies much too heavily on a 202 

single report of a single credit reporting agency, the Research Update issued March 14, 2013 by 203 

Standard and Poor's Rating Service (S&P), to support her claim of a Section 9-230 violation.   204 

Q. Please explain why you disagree with Ms. Phipps’ reliance on the recent S&P 205 

report. 206 

 As Treasurer of Ameren Corporation, I am highly cognizant of the influence of credit A.207 

ratings agencies on AIC’s cost of debt, which is why I pay close attention to the guidance and 208 

commentary presented in those reports.  However, I am careful not to rely too heavily on isolated 209 

statements in single reports.  Rather, I tend to review and consider reports of all three credit 210 

rating agencies for planning purposes, knowing that the agencies may have different approaches 211 

and perspectives.  It seems that Ms. Phipps’ contention of a Section 9-230 violation, resulting in 212 

alleged higher debt cost for AIC, is based on S&P’s suggestion that that the ratings of Ameren 213 

Corp. and its regulated utilities, including AIC, may be upgraded upon completion of Ameren 214 

Corp’s planned divestiture of its merchant generation business.  I don’t believe that such an 215 

upgrade, if achieved, will have any meaningful effect on AIC’s future cost of debt, just as the 216 

Company’s affiliation with Ameren Corp’s merchant generation affiliates has had no meaningful 217 

effect on the Company’s historical cost of debt.  In my experience, investor sentiment regarding 218 

the creditworthiness of AIC has been driven largely by the perceived supportiveness of the 219 

Illinois regulatory environment and AIC’s actual and forecasted credit metrics.  AIC’s indirect 220 
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and largely inconsequential affiliation with other Ameren Corp. subsidiaries has not been a cause 221 

for investor concern, such that an upgrade from S&P resulting specifically from Ameren’s 222 

divestiture of its merchant generation segment is unlikely to have any significant impact on 223 

AIC’s cost of debt.  As such, it is unreasonable to argue that AIC’s historical costs of debt would 224 

have been lower if not for its affiliation with Ameren Corp. subsidiaries, and Ms. Phipps 225 

provides no compelling evidence in support of her claim.  Again, I’d argue that the strongest and 226 

most relevant evidence supporting my assertion that AIC’s affiliation with Ameren Corp’s 227 

subsidiaries has had no adverse impact on AIC debt costs is the results of AIC’s 2012 debt 228 

offering, which was issued at a Company record-low 10-year coupon rate.   229 

Q. Please explain further why you conclude that Ms. Phipps does not support any 230 

proportion or measure of her adjustment? 231 

 The actual revenue requirement impact of Ms. Phipps’ adjustments is several million A.232 

dollars.  However, there is no evidence to support any argument that millions of dollars of 233 

incremental cost is being incurred at the AIC level by virtue of any affiliation with other Ameren 234 

Corp. subsidiaries or an imprudent capital structure.  Examination of all three credit reporting 235 

agency reports concerning the Company demonstrates clearly and irrefutably that the principle 236 

credit risk associated with the Company is the perceived supportiveness of the Illinois regulatory 237 

environment.  The use of Ameren Corp.’s capital structure, rather than the capital structure that is 238 

designed and managed specifically for the benefit of AIC, simply doesn't make sense, and Ms. 239 

Phipps has provided no compelling evidence to suggest that AIC’s actual December 31, 2012 240 

capital structure was imprudent or unreasonable or warrants adjustment for ratemaking purposes. 241 
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It is my understanding that absent evidence of imprudence, existing formula rate legislation 242 

requires the use of the Company’s actual year-end capital structure for purposes of setting rates.   243 

Q. What other reasons make it unreasonable to use the Ameren Corporation capital 244 

structure for AIC ratemaking purposes? 245 

 Ameren Corporation's capital structure is simply the combined product of financial A.246 

results and management decisions made by, or on behalf of, the individual subsidiaries in the 247 

Ameren family.  AIC’s capital structure, by contrast, is the product of financial results and 248 

management decisions made by AIC based on AIC-specific risks, circumstances, and interests.  249 

The combined capital structure of Ameren Corp. bears no direct relation to the capital structure 250 

that is designed and maintained specifically for AIC.  There are factors that have a material 251 

impact on Ameren Corp.’s combined capital structure, such as recent impairment charges related 252 

to the merchant generation business that reduced Ameren Corp.’s combined equity balance, that 253 

are completely unrelated to AIC.  As such, the use of Ameren Corp.’s capital structure for 254 

purposes of AIC ratemaking is unreasonable and inappropriate.  255 

Q. Are there any further reasons that Ameren Corp.'s capital structure is unreasonable 256 

to use for AIC ratemaking purposes? 257 

 Ameren Corporation's combined capital structure also includes $304 million of industrial A.258 

development bonds issued by Ameren Missouri, which  are  eliminated  from capital structure for 259 

ratemaking purposes in Missouri.  These bonds are included in the long-term debt of Ameren 260 

Missouri and consolidated Ameren Corp. but did not involve the raising of new capital.  The 261 

bonds were related to sale and leaseback transactions with two municipalities for the sole 262 

purpose of property tax abatement.  Using Ms. Phipps' workpapers, the capital structure of 263 
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Ameren Corporation net of  both the Ameren Missouri capital leases and the merchant 264 

generation public debt, neither of which bear any relation to AIC and the question of what would 265 

constitute a reasonable and appropriate capital structure for the Company, would be 52.5% 266 

equity, 1.13% preferred stock, and 46.37% long term debt.     I have attached as Ameren Exhibit 267 

12.3 a copy of Ms. Phipps’ modified workpapers to support this calculation.  The exhibit is 268 

provided for demonstrative purposes and should not be considered an endorsement by AIC for 269 

using the Ameren Corp capital structure as a proxy.   270 

Q. On page 19 of Ms. Phipps’ direct testimony, she indicates that the Company has not 271 

provided a study to Staff concerning future capital structure planning.  Please respond. 272 

 The Company has agreed to discuss with Staff the Company’s capital structure.  As part A.273 

of those discussions earlier this year, AIC learned of a study undertaken by Commonwealth 274 

Edison Company (ComEd) in furtherance of its Section 16-108.5 update dockets.  While the 275 

Company did not anticipate or plan for any obligation to provide Staff with robust supplemental 276 

analysis regarding its capital structure as part of the agreed-upon discussions, the Company 277 

nonetheless has agreed, at the request of Staff, to undertake a similar study and share the results 278 

with Staff as soon as practicable.  It was originally anticipated that the Company could provide 279 

information to further the capital structure discussion in early spring 2013.  However, during that 280 

time, Ameren Corp. was in the process of updating financial plans based upon current 281 

information and circumstances, including the planned divestiture of Ameren’s merchant 282 

generation business.  Additionally, the Company has limited resources for financial modeling of 283 

the nature requested, which requires the Company to project AIC-specific balance sheets for five 284 

years and provide calculation and analysis of certain credit metrics that are evaluated by credit 285 
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rating agencies for purposes of assigning credit ratings.  Nonetheless, the Company remains 286 

committed to working with Staff to evaluate AIC capital structure considerations and expects to 287 

provide Staff with the information requested prior to the deadline for submission of Staff rebuttal 288 

testimony in this proceeding.  AIC is hopeful discussions with Staff that follow will prove 289 

fruitful.  290 

 RESPONSE TO IIEC WITNESS MR. GORMAN IV.291 

Q. Mr. Gorman argues that the Company has proposed a capital structure that is 292 

unreasonable, how do you respond? 293 

 Mr. Gorman's analysis is flawed in that he relies upon speculative and subjective A.294 

measures of what he believes would have been a better capital structure for AIC during the 2012 295 

time period.  Moreover, I agree with Mr. Perkins that Mr. Gorman seems to lose sight of the fact 296 

that the Company is not proposing a test-year capital structure to be used indefinitely, as would 297 

be the case with traditional ratemaking. The AIC capital structure that I suggest in my direct 298 

testimony is a reflection of the actual year-end capital structure that was the product of financial 299 

activity undertaken with prudent and reasonable management objectives.  As such, no adjustment 300 

to the capital structure is necessary or warranted. 301 

Q. Do you agree with Mr. Gorman's assessment that regulatory risk has changed in a 302 

manner that reduces AIC's risk with regard to regulatory operations? 303 

 No, I do not agree with this assessment, because the argument to support this claim seems A.304 

premised on the notion that substantial and material risk has been eliminated with the advent of 305 

formula rate legislation, which is simply not the case. What Mr. Gorman fails to recognize is that 306 

while the new law certainly presents AIC with an improved opportunity to earn a fair return, it 307 



Ameren Exhibit 12.0 
Page 15 of 18 

 
does not guarantee such an outcome.  While I agree that the regulatory framework for electric 308 

utilities in Illinois has improved, the proper execution of formula rate legislation as intended 309 

poses a significant risk to AIC operations, a risk that has been highlighted by the credit rating 310 

agencies.   Also, it is important to note that the Company is required to meet aggressive capital 311 

expenditure, hiring, and performance metric goals to remain eligible to participate in the formula 312 

rate program, and there are risks and challenges associated with the Company’s ability to achieve 313 

such goals.    314 

Q. Are there other reasons that Mr. Gorman fails to accurately assess risk facing AIC? 315 

 Yes, Mr. Gorman makes no mention that the Company receives a fixed return on equity A.316 

(ROE) that is based on 30-year U.S. treasury yields that currently are historically low.  Mr. 317 

Gorman's adjustment is essentially a double count of risk reduction, because the Company's 318 

formulaic ROE already provides for a lower return.  As I noted in my direct testimony, for 2012, 319 

the ROE is 8.72%.  In Docket No. 12-0511 and 12-0512, the Commission recently noted that the 320 

average authorized return on equity for gas utilities in the United States right now is 9.94%, and 321 

Mr. Gorman has presented in the Ameren Illinois gas case an ROE recommendation of 9.10%.  322 

In contrast, the rate of return required for 2012 for EIMA participating electric utilities, 8.72%, is 323 

very low.  In my opinion, the benefits from a credit risk perspective of the formula rate 324 

framework, namely increased earnings predictability, are offset to a large degree by the 325 

inordinately low ROE currently provided for under such framework, as well as concerns 326 

regarding the constructiveness of ratemaking decisions that a presumably improved framework 327 

will actually yield.     328 
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Q. Do you agree with Mr. Gorman's assessment of credit rating agency analyst 329 

opinions of AIC's risk? 330 

 No.  Mr. Gorman presents only half of the story.  While there is optimism concerning the A.331 

improved regulatory framework, there are real risks that still loom for the Company.   The credit 332 

rating agencies have expressed considerable concern about the supportiveness of the regulatory 333 

environment in Illinois.  For example, in its June 13, 2013 AIC credit report, Moody’s cautions 334 

that “the ICC has a history of authorizing punitive rates of return and disallowances that led to 335 

contentious relationships with the utilities.  The poor regulatory treatment has been a key 336 

negative credit factor for utilities operating in Illinois." 337 

Q. Mr. Gorman argues that average equity ratios should be closer to average 338 

authorized levels in other jurisdictions.  How do you respond? 339 

 This argument is without merit.  Typically, utilities maintain equity ratios within a range A.340 

of 40%- 60%, and AIC’s actual equity ratio as of December 31, 2012, as computed for 341 

ratemaking purposes, is within that range.  Notable about Mr. Gorman's assessment is that it does 342 

appear that equity ratios have risen from 2008 to 2012.  Given the financial crisis and its 343 

aftermath that plagued the period he references, it is no surprise that companies have held on to 344 

cash and earnings and increased their equity ratios in recent years.  From AIC’s perspective, I 345 

believe it is essential for the Company to maintain a strong equity ratio to offset the effect on the 346 

Company’s credit profile of concerns regarding the supportiveness of the Illinois regulatory 347 

environment.  Note that AIC’s issuer rating is only two notches above junk bond status.  A 348 

healthy equity ratio offers a certain protection against credit shocks that could threaten the 349 

Company’s investment grade ratings in the future.  Maintaining access to capital markets under 350 
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all market conditions is critical to AIC’s ability to maintain key infrastructure and provide 351 

reliable, high-quality services on an ongoing basis.  Ongoing access to capital markets is 352 

particularly important now in light of the Company’s requirement to meet aggressive capital 353 

expenditure requirements as a participating electric utility pursuant to Section 16-108.5.  Finally, 354 

and most importantly, the equity ratio used is based on actual year-end 2012 capital structure 355 

pursuant to the provisions of Section 16-108.5.  Each year the ratio is updated to reflect actual 356 

values.  Mr. Gorman is attempting to normalize values used in a formula rate when the whole 357 

point of such a rate structure is for rates to track actual per period costs more accurately than the 358 

method afforded by test year-based ratemaking.    359 

Q. How do you respond to Mr. Gorman's argument concerning excluding an additional 360 

$54 million from the Company's equity balance for goodwill? 361 

 Mr. Gorman fails to recognize that purchase accounting was removed from the A.362 

Company’s capital structure for ratemaking purposes.  Mr. Stafford addresses this argument in 363 

his testimony in response to Ms. Phipps’ similar adjustment.  The salient fact here is that the 364 

Commission addressed how to eliminate the effects of purchase accounting on the Company's 365 

books, which includes treatment of both goodwill and other purchase accounting adjustments.  366 

Illinois Power and Central Illinois Light Company acquisitions were approved with specific 367 

accounting treatment provided for, and the Company has steadfastly adhered to this accounting. 368 

Q. How do you respond to Mr. Gorman's arguments concerning comparability of risk 369 

between ComEd and Ameren Illinois? 370 

 First, with respect to the equity ratio computed by credit rating agencies for purposes of A.371 

evaluating creditworthiness and assigning ratings, ComEd has a much higher equity ratio than 372 
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Mr. Gorman suggests, as wells as a higher ratio than AIC’s.  As noted in each companies’ 373 

Moody’s credit report, ComEd’s debt to capital ratio as of December 31, 2012 was 37%, 374 

suggesting an equity ratio of approximately 63%, and AIC’s debt to capital ratio as of December 375 

31, 2012 was 40%, suggesting an equity ratio of approximately 60%.  AIC’s equity ratio, as 376 

computed and evaluated by Moody’s for purposes of establishing credit ratings, was 377 

approximately 300 basis points lower than ComEd’s equity ratio.  ComEd only proposes a lower 378 

rate for ratemaking purposes because of pre-established regulatory treatment of certain PECO-379 

ComEd merger related accounting.  AIC’s also adjusts its capital structure to eliminate goodwill 380 

pursuant to Commission order, but such adjustment has a lesser impact on AIC’s equity ratio for 381 

ratemaking purposes.  Also, ComEd is a very large utility company in a major metropolitan area 382 

and has a large holding company parent that owns other large utility companies.  The business 383 

fundamentals of ComEd are very different from those of AIC, such that is unreasonable to make 384 

a simple comparison between the two companies or try to draw any conclusions about relative 385 

business risk from such a simple comparison.    386 

 CONCLUSION V.387 

Q. Does this conclude your rebuttal testimony? 388 

A. Yes, it does.  389 


