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 INTRODUCTION I.7 

Q. Please state your name and business address. 8 

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

Chouteau Avenue, St. Louis, Missouri, 63103.  10 

Q. Are you the same Ryan J. Martin who previously sponsored direct and rebuttal 11 

testimony in this proceeding? 12 

 Yes, I am. A.13 

Q. What is the purpose of your surrebuttal testimony in this proceeding? 14 

A. The purpose of my surrebuttal testimony is to respond to the rebuttal testimony of the 15 

Illinois Commerce Commission (Commission) Staff witness Ms. Rochelle M. Phipps regarding 16 

her proposed disallowance of certain long-term debt costs and the impact of a possible credit 17 

rating upgrade on Ameren Illinois Company d/b/a Ameren Illinois’ (AIC or the Coompany) debt 18 

cost. 19 

Q. Are you sponsoring any exhibits in support of your testimony? 20 

 Yes.  I am attaching and sponsoring the following exhibits: A.21 
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• Ameren Exhibit 33.1 Cost of Capital Summary 22 

• Ameren Exhibit 33.2 Embedded Cost of Long-term Debt 23 

Q. Have you updsated the Company’s cost of debt and weighted average cost of capital 24 

to reflect the Company’s current positon on surrebuttal? 25 

A. Yes, please see attached Ameren Exhibit. 33.1 and 33.2  The revised schedules reflect 26 

increases in the expected interest rates for the Company’s planned 2013 debt issuances.  Please 27 

see AIC witness, Mr. Craig D. Nelson's surrebuttal testimony for further discussion of this issue. 28 

 RESPONSE TO STAFF WITNESSES, MS. ROCHELE M. PHIPPS II.29 

Q. Ms. Phipps argues that the fact the Ameren Illinois Utilities are now a merged entity 30 

has "no bearing" on her proposed disallowance of 57% of the cost to redeem certain 31 

Illinois Power 9.75% bonds.  How do you respond? 32 

 First, Staff’s contention in past dockets was premised on the notion that AmerenIP should A.33 

have called back a $50 million short-term loan made to its affiliate, AmerenCIPS, in October 34 

2008, shortly before AmerenIP issued $400 million in long-term debt.  Thus, AmerenIP, in 35 

Staff’s view, termed out $50 million of short-term debt on behalf of AmerenCIPS and, in essence, 36 

subsidized AmerenCIPS and its ratepayers.  Today, those companies are merged as part of AIC, 37 

thus negating any cross subsidization argument, and the $50 million in question is a necessary 38 

component of the Company’s long-term capital structure.   Whether the $50 million of long-term 39 

debt was ultimately needed by AmerenIP or AmerenCIPS is completely irrelevant to the 2014 40 

Ameren Illinois capital structure and cost of capital debate.  Since the $50 million of long-term 41 

debt was ultimately needed by AIC, it would stand to reason that any cost disallowance 42 

associated with the tender of these bonds is unwarranted.    43 
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 Also, Ms. Phipps claims that the Commission disallowed the $50 million of IP debt  in 44 

Docket 11-0282.  However, the Commission did not make any such ruling.  The Commission 45 

expressly allowed recovery of interest associated with those bonds but revalued the interest rate 46 

to 7.39% for ratemaking purposes.  Had AmerenCIPS actually paid back the $50 milion loan in 47 

2008 and replaced it with its own long-term debt at 7.39%, that very debt would likely have been 48 

redeemed in 2012 as well given the new rate of 2.70 percent, which is much lower than 9.75 49 

percent or 7.39 percent.  The Company’s 2012 refinancing action was prudent, economically 50 

benefial, and approved by the Commission, and the Company should be allowed to recover the 51 

costs prudently incurred in connection with the transaction. 52 

Q. Ms. Phipps analogizes her adjustment to a rate base disallowance.  Is this a fair 53 

comparison? 54 

 No, plant disallowances are typically based upon a finding of imprudence.  Imprudence A.55 

was not alleged with respect to the 9.75% bond issuance.  Imprudence was never an issue with 56 

regard to the original adjustment.  Ms. Phipps has previously testified that the original 57 

adjustment was not premised on a finding of imprudence. In Docket No. 11-0282 when Ms. 58 

Phipps testified as follows: 59 

Q.  Thank you.  I have a few questions to ask about the AmerenIP 60 
2008 debt issuance.  It is my understanding tha your proposal in 61 
this case, as well as the last case, was to disallow essentially 50 62 
million of the $400 million doct issuance from IP in 2008? 63 

A. That is correct. 64 

Q. And this disallowance is not a disallowance associated with 65 
Section 9-230? 66 

A. That is correct. 67 
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Q.  This disallowance is presmised upon what you believe is 68 
excessive costs or imprudently procured debt in excess of what 69 
was needed, would you agree with that characterization? 70 

A. My adjustment to the IP debt issuance doesn't really relate 71 
to the costs; it is related to the fact that IP showed no long term 72 
debt. 73 

Q. Are you alleging impudent (sic) on the part of the utility in 74 
issuing that debt? 75 

A. I don't think I ever used the word "imprudent."   My 76 
argument was that IP issued more debt than it required and the 77 
Commission agreed with that. 78 

(Docket No. 11-0282, TR. p. 941-42) 79 

Ms. Phipps has never alleged that the Company issued bonds for imprudent purposes.   80 

Q. Are there any other reasons that the analogy used by Ms. Phipps is innapropriate 81 

for purpsoes of comparison? 82 

 Yes, the analogy simply doesn't sustain logical scrutiny, because the Company is required A.83 

to finance its operations on an ongoing basis.  Bond issuances are made at different times to raise 84 

capital to support operations.  When bonds reach maturity or are near a maturity date, they are 85 

generally refinanced.  Also, when the opportunity exisits, it is prudent to replace a bond with a 86 

relatively high coupon rate with a bond with a lower coupon rate to reduce costs for the 87 

Company and, ultimately, its ratepayers.  It may also be prudent to replace a bond with a near-88 

term maturity date with a bond that matures farther into the future to mitigate refinancing risk. 89 

Generally, the cost to redeem a bond prior to maturity is characterized as a "loss" for accounting 90 

purposes, but that does not mean the overall transaction is without economic value.  In most 91 

cases, and most certainly in the case of the Company’s 2012 tender offer and bond issue, the 92 

opposite is true.  The tender offer and refinancing transactions completed by the Company in 93 



Ameren Exhibit 33.0 
Page 5 of 7 

  

2012 resulted in positive net present value economics on a matched-maturity basis (a condition 94 

of the Commission’s approval), reduced the Company’s average cost of debt, and extended the 95 

average duration of the Company’s long-term debt portfolio.  All of these effects are beneficial 96 

to the Company and its customers, despite the accounting characterization of the transaction fees 97 

as a loss.     98 

Q. Do you have any further arguments concerning Ms. Phipps' adjustment to 99 

redemption costs? 100 

 Yes, in her rebuttal, she offers no response to my testimony questioning how, A.101 

notwithstanding the merits of her proposed adjustment, the measure of her proposed adjustment 102 

to redemption costs is appropriate and proportional relative to past Commission orders.  As I 103 

noted in my rebuttal testimony, in the last case, the Commission allowed recovery at 9.75% of 104 

$350 million of the $400 million total long term debt issuance.  Further, the Commission allowed 105 

recovery of the remaining $50 million at the weighted average cost of debt for the Company, or 106 

7.39%.  Thus, on a percentage basis, the Commission's adjustment allowed 100% percent 107 

recovery of the actual cost of debt on $350 million of the debt issuance, and allowed 108 

approximately 75% recovery of the actual cost of the remaining $50 million.  That equates to an 109 

adjustment that disallowed only a small fraction of the total debt costs, equivalent to a 110 

disallowance of approximately 3.1% of the total cost of the 9.75% debt.  Contrast that with the 111 

recommendation in this case to disallow 57.51% of the redemption costs associated with the 112 

same bonds.  The calculation is clearly and grossly disproportionate to the past disallowance, and 113 

the proposed adjustment appears to be punitive in nature.   114 

Q. On p. 12 and 13 of her rebuttal testimony, Ms. Phipps challenges the assertion 115 

refelect in my rebuttal testimony that “an upgrade from S&P resulting from Ameren’s 116 
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divestirure of its merchant generation segment is unlilely to have any significant impact on 117 

AIC’s cost of debt” on the basis that such an upgrade would reduce the Company’s cost of 118 

debt under its credit facility.  How do you respond?  119 

 First of all, Ms. Phipps takes my testimony out of context.  My assertion that an upgrade A.120 

would have no significant effect on AIC’s cost of debt was made in the context of a discussion of 121 

the impact of AIC’s affiliation with Ameren merchant generation affiliates on the Company’s 122 

cost of long-term debt.  There is certainly no evidence to suggest that such affiliation had any 123 

impact on the cost of the Company’s 2012 bond issuance, and for the same reasons I cited in my 124 

rebuttal testimony, I don’t believe an upgrade resulting from a merchant generation divestiture 125 

would have any impact on the cost of the Company’s future capital market transactions, 126 

including its planned 2013 bond offerings.   127 

 Second, while it is true that the cost of short-term borrowings under the Company’s credit 128 

facility are determined by the Company’s credit ratings, the change associated with an S&P 129 

upgrade to BBB+ would have no significant effect on the Company’s overall cost of debt.  If the 130 

Company were to receive an upgrade, the LIBOR spread it would pay on it credit facility 131 

borrowings would decrease by 20 basis points, from 1.275% to 1.075%. However, given that 132 

short-term debt respresents only 0.5% of total debt in the Company’s proposed capital structure 133 

in this proceeding, the change would decrease the Company’s overall weighted average cost of 134 

debt by only a nominal amount, from 6.509% to 6.508%, or 1/10th of one basis point. The effect 135 

on the Company’s overall cost of capital would be even less signifiicant.  136 

 Note that this estimated nominal increase in the Company’s credit facility borrowing cost 137 

will manifest only if the Company’s rating is in fact upgraded, which is not certain given 138 
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concerns regarding other factors impact the Company’s credit profile, including the 139 

supportiveness of the Illinois regulatory environment.   140 

 CONCLUSION III.141 

Q. Does this conclude your surrebuttal testimony. 142 

 Yes it does. A.143 
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