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ILLINOIS COMMERCE COMMISSION 1 

DOCKET No. 13-0301 2 

SURREBUTTAL 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, 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 and rebuttal testimony in 11 

this proceeding? 12 

 Yes, I am. A.13 

 PURPOSE AND SCOPE II.14 

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

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

Commerce Commission (Commission) Staff witness Ms. Rochelle M. Phipps.  Ameren Illinois 17 

Company (AIC or the Company) witnesses Mr. Stafford and Mr. Perkins also respond to Ms. 18 

Phipps' rebuttal testimony. My response to Ms. Phipps’ testimony may be summarized as 19 

follows: 20 
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• Ms. Phipps’ proposed disallowance of prudently incurred costs to redeem AIC 21 

debt is inappropriate and unnecessary given the merger of the Ameren Illinois 22 

utilities and, in any event, excessive and disproportionate relative to past 23 

Commission disallowances concerning the redeemed debt.  24 

• The Company’s actual capital structure as of December 31, 2012, which was 25 

designed and managed specifically to support AIC’s continued access to capital 26 

markets under all foreseeable market conditions, was prudent and reasonable and, 27 

consistent with formula ratemaking legislation, should be utilized to set rates in 28 

this proceeding.  29 

• Ms. Phipps proposes to use a 51% imputed equity ratio to establish rates in this 30 

proceeding but fails to prove that AIC’s actual equity ratio is unreasonable or 31 

imprudent.  As such, there is no basis under Illinois formula ratemaking 32 

legislation for the use of an imputed or hypothetical equity ratio in this case.  33 

• Ms. Phipps argues, in support of her proposed 51% imputed equity ratio for AIC, 34 

that Commonwealth Edison (ComEd)  operates within the same regulatory 35 

framework as AIC and achieves similar credit ratings to AIC’s with a much lower 36 

equity ratio.  This is simply a distortion of the relevant facts.  While ComEd’s 37 

equity ratio for ratemaking purposes is lower than AIC’s, due primarily to the 38 

relative size of purchase accounting balances that must be excluded from equity, 39 

ComEd’s equity ratio as computed by Moody’s and used to evaluate 40 
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creditworthiness and establish ratings is more than 200 basis points higher than 41 

AIC’s.  42 

• The use of an imputed capital structure in this case would effectively lower AIC’s 43 

actual return on equity by approximately 50 basis points, which could challenge 44 

the Company’s ability to attract investors and compete with other investment 45 

opportunities.  It would also undermine the intended benefits of Illinois formula 46 

rate legislation expected by key stakeholders, namely ratemaking predictability 47 

and consistency based on actual costs and balances absent evidence of 48 

imprudence.   49 

• While it is impossible to accurately predict rating actions based simply on 50 

evaluation of a company’s leverage ratio, as Ms. Phipps attempts to do, the fact 51 

that credit rating agencies and other third parties continue to view the 52 

supportiveness of the Illinois regulatory environment as non-investment grade, 53 

less supportive, or below average is indisputable.  This prevailing sentiment 54 

underscores the importance to the Company of maintaining a strong and healthy 55 

equity ratio that supports investment grade credit ratings and ongoing capital 56 

market access. It also highlights the importance of constructive rate case 57 

outcomes that, among other things, allow the Company to earn a return on it 58 

actual, prudent equity ratio.    59 

Q. What exhibits are you sponsoring with your surrebuttal testimony? 60 

 I am sponsoring the following exhibits: A.61 
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• Ameren Exhibit 20.1 - Standard & Poor’s Research Update dated March 14, 62 

2013 63 

• Ameren Exhibit 20.2 – Moody’s Credit Opinion – Ameren Corporation dated 64 

August 23, 2013 65 

 RESPONSE TO STAFF WITNESS MS. PHIPPS III.66 

A. Proposed Adjustment to Redemption Costs 67 

Q. Does Ms. Phipps continue to advocate an adjustment to remove a portion of the cost 68 

associated with AIC's redemption of certain 9.75% bonds in August 2012? 69 

 Yes. A.70 

Q. Ms. Phipps also contends that the fact that the Ameren Illinois Utilities are now a 71 

merged entity has "no bearing" on her proposed disallowance related to the bond 72 

redemption.  (ICC Staff Ex. 9.0, pp. 3-4.)  Why is this contention incorrect? 73 

 First, I would note that I have recently argued this very same issue in AIC's gas rate case A.74 

as a witness in that proceeding.  My arguments are the same in this docket.  Staff’s contention in 75 

past dockets was premised on the notion that AmerenIP should have called back a $50 million 76 

short-term loan made to its affiliate, AmerenCIPS, in October 2008, shortly before AmerenIP 77 

issued $400 million in long-term debt.  Thus, AmerenIP, in Staff’s view, termed out $50 million 78 

of short-term debt on behalf of AmerenCIPS and, in essence, subsidized AmerenCIPS and its 79 

ratepayers.  Today, those companies are merged as part of AIC, thus negating any cross 80 

subsidization argument, and the $50 million in question is a necessary component of the 81 

Company’s long-term capital structure.   Whether the $50 million of long-term debt was 82 
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ultimately needed by AmerenIP or AmerenCIPS is completely irrelevant to the 2014 Ameren 83 

Illinois capital structure and cost of capital debate.  Since the $50 million of long-term debt was 84 

ultimately needed by AIC, it would stand to reason that any cost disallowance associated with 85 

the tender of these bonds is unwarranted.    86 

Also, Ms. Phipps claims that the Commission disallowed the $50 million of IP debt in 87 

Docket 11-0282.  However, the Commission did not make any such ruling.  The Commission 88 

expressly allowed recovery of interest associated with those bonds but revalued the interest rate 89 

to 7.39% for ratemaking purposes.  Had AmerenCIPS actually paid back the $50 million loan in 90 

2008 and replaced it with its own long-term debt at 7.39%, that very debt would likely have been 91 

redeemed in 2012 as well given the new rate of 2.70 percent, which is much lower than 9.75 92 

percent or 7.39 percent.  The Company’s 2012 refinancing action was prudent, economically 93 

beneficial, and approved by the Commission, and the Company should be allowed to recover the 94 

costs prudently incurred in connection with the transaction. 95 

Q. Ms. Phipps analogizes her adjustment to a rate base disallowance.  Is this a fair 96 

comparison? 97 

 No, plant disallowances are typically based upon a finding of imprudence.  Imprudence A.98 

was not alleged with respect to the 9.75% bond issuance.  Imprudence was never an issue with 99 

regard to the original adjustment.  Ms. Phipps has previously testified that the original 100 

adjustment was not premised on a finding of imprudence. In Docket No. 11-0282 when Ms. 101 

Phipps testified as follows: 102 
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Q. Thank you.  I have a few questions to ask about the AmerenIP 2008 debt issuance.  103 

It is my understanding that your proposal in this case, as well as the last case, was to 104 

disallow essentially $50 million of the $400 million debt issuance from IP in 2008? 105 

 That is correct. A.106 

Q. And this disallowance is not a disallowance associated with Section 9-230? 107 

 That is correct. A.108 

Q. This disallowance is premised upon what you believe is excessive costs or 109 

imprudently procured debt in excess of what was needed, would you agree with that 110 

characterization? 111 

 My adjustment to the IP debt issuance doesn't really relate to the costs; it is related to the A.112 

fact that IP showed no long term debt. 113 

Q. Are you alleging impudent (sic) on the part of the utility in issuing that debt? 114 

 I don't think I ever used the word "imprudent."   My argument was that IP issued more A.115 

debt than it required and the Commission agreed with that.  (Docket No. 11-0282, TR. p. 941-42) 116 

Ms. Phipps has never alleged that the Company issued bonds for imprudent purposes.   117 

Q. Are there other reasons Ms. Phipps' attempt to analogize her adjustment to one 118 

approved by the Commission in prior dockets is misplaced? 119 

 Yes, the analogy simply doesn't sustain logical scrutiny, because the Company is required A.120 

to finance its operations on an ongoing basis.  Bond issuances are made at different times to raise 121 

capital to support operations.  When bonds reach maturity or are near a maturity date, they are 122 

generally refinanced.  Also, when the opportunity exists, it is prudent to replace a bond with a 123 
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relatively high coupon rate with a bond with a lower coupon rate to reduce costs for the 124 

Company and, ultimately, its ratepayers.  It may also be prudent to replace a bond with a near-125 

term maturity date with a bond that matures farther into the future to mitigate refinancing risk. 126 

Generally, the cost to redeem a bond prior to maturity is characterized as a "loss" for accounting 127 

purposes, but that does not mean the overall transaction is without economic value.  In most 128 

cases, and most certainly in the case of the Company’s 2012 tender offer and bond issue, the 129 

opposite is true.  The tender offer and refinancing transactions completed by the Company in 130 

2012 resulted in positive net present value economics on a matched-maturity basis (a condition 131 

of the Commission’s approval), reduced the Company’s average cost of debt, and extended the 132 

average duration of the Company’s long-term debt portfolio.  All of these effects are beneficial 133 

to the Company and its customers, despite the accounting characterization of the transaction fees 134 

as a loss. 135 

Q. Do you have any other concerns regarding Ms. Phipps' proposed adjustment to the 136 

9.75% bond redemption costs? 137 

 Yes, in her rebuttal, she offers no response to my testimony questioning how, A.138 

notwithstanding the merits of her proposed adjustment, the measure of her proposed adjustment 139 

to redemption costs is appropriate and proportional relative to past Commission orders.  As I 140 

noted in my rebuttal testimony, in the last case, the Commission allowed recovery at 9.75% of 141 

$350 million of the $400 million total long term debt issuance.  Further, the Commission allowed 142 

recovery of the remaining $50 million at the weighted average cost of debt for the Company, or 143 

7.39%.  Thus, on a percentage basis, the Commission's adjustment allowed 100% percent 144 

recovery of the actual cost of debt on $350 million of the debt issuance, and allowed 145 
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approximately 75% recovery of the actual cost of the remaining $50 million.  That equates to an 146 

adjustment that disallowed only a small fraction of the total debt costs, equivalent to a 147 

disallowance of approximately 3.1% of the total cost of the 9.75% debt.  Contrast that with the 148 

recommendation in this case to disallow 57.51% of the redemption costs associated with the 149 

same bonds.  The calculation is clearly and grossly disproportionate to the past disallowance, and 150 

the proposed adjustment appears to be punitive in nature.   151 

B. Proposed Adjustment to Credit Facility Fee 152 

Q. Does Ms. Phipps continue to propose a recalculation of AIC’s cost of short-term 153 

debt to reflect a reduced annual credit facility fee? 154 

 Yes.  Ms. Phipps continues to assume a reduced annual credit facility fee as a result of A.155 

her related assumption that the Company's corporate credit rating from S&P will improve upon 156 

Ameren's divestiture of its merchant generation affiliate. This is essentially predicating an 157 

adjustment based upon an assumption as to what a third-party might do in the future.  I would 158 

note that there are offsetting risks noted in the S&P report (Ameren Exhibit 20.1) upon which 159 

she relies that could prevent the upgrade from occurring.  Specifically, S&P notes in its report: 160 

The placement of the Ameren, AI, and AM ratings on CreditWatch with positive 161 

implications reflects the high probability of a further upgrade following the 162 

completion of the merchant sale. The CreditWatch placement also reflects our 163 

base case post transaction forecast that has FFO to debt of about 20% and debt to 164 

EBITDA at about 4x. These financial measures are consistent with the significant 165 

financial risk profile category and when viewed together with Ameren's excellent 166 



Ameren Exhibit 20.0 
Page 9 of 25 

 
business risk profile, could support a modestly higher rating. Key risks to our 167 

forecast include the outcomes of future rate cases and our expectations for 168 

continued weak economic growth within the company's regulated service 169 

territory. We could upgrade Ameren and its regulated subsidiaries if the company 170 

closes the transaction in a timely manner while meeting our expected financial 171 

measures. 172 

 S&P notes that it could upgrade the rating of Ameren Corporation and the Company if 173 

certain conditions are met, so an upgrade should not be assumed.  Key risks include the 174 

outcomes of future rate cases, and a disappointing outcome in this proceeding could challenge 175 

Ameren’s ability to achieve specified credit metrics expected by S&P, in which case the ratings 176 

may not be upgraded.   177 

 More importantly, the S&P report she cites is forward looking and was not applicable to 178 

the 2012 period, which is the subject of this proceeding.   179 

Q. Ms. Phipps dismisses as contradictory and unfounded your "argument" that "'an 180 

upgrade from S&P resulting specifically from Ameren's divestiture of its merchant 181 

generation segment is unlikely to have any significant impact on AIC's cost of debt.'"  (ICC 182 

Staff Ex. 9.0, p. 5.)  How do you respond? 183 

 There are a few issues here.  One, among the three credit reporting agencies, S&P is the A.184 

only agency that routinely considers the performance of affiliates in its ratings of AIC.  In my 185 

Rebuttal testimony, I explained why I believe this outlier approach is not dispositive of AIC 186 

credit worthiness.  Second, S&P is not offering any guarantee that an upgrade will actually 187 

happen, but rather has listed the divestiture as a factor that has put the Company on positive 188 
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watch.  Finally, as I have noted, S&P has noted risks facing the company that could bode against 189 

an upgrade to the extent such risks come to fruition.   190 

C. Management of Capital Structure 191 

Q. Although she states manipulation by AIC or Ameren Corporation is not the basis 192 

for her proposed Section 9-230 adjustment to AIC's capital structure, Ms. Phipps claims 193 

such manipulation has occurred.  (ICC Staff Ex. 9.0, p. 5.)  Do the alleged "examples" Ms. 194 

Phipps provides reflect an actual "manipulation" of AIC's capital structure? 195 

 No.  First, from the testimony, I do not follow whether AIC is being accused of capital A.196 

structure manipulation or not, and I also don't understand what Ms. Phipps considers capital 197 

structure manipulation to actually be.  I would think the word "manipulation" connotes some sort 198 

of willful nefarious act, which is simply unfounded in this case, but Ms. Phipps seems to equate 199 

“manipulation” with what I would consider proactive and prudent management of AIC's capital 200 

structure.  Dividend payments and capital contributions are indeed two types of transactions that 201 

may be used by a company to manage capital structure.  Admittedly, AIC has a high degree of 202 

discretion with respect to the timing and amount of dividend payments.  Likewise, Ameren 203 

Corporation has a high degree of discretion with respect to the timing and amount of capital 204 

contributions. That said, all discretionary transactions affecting capital structure are 205 

consummated for a reasonable and prudent business purpose.  As I’ve mentioned, the primary 206 

overall goal of the Company’s capital structure management is to achieve a reasonable balance 207 

between the benefits and costs of equity capital and the benefits and costs of debt capital.  More 208 

specifically, the Company’s underlying goal is to maintain a strong and healthy capital structure 209 

that provides reasonable assurance of the Company’s ongoing access, under all foreseeable 210 
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market conditions, to the capital necessary to provide quality, reliable service to AIC’s 211 

customers.  The Company’s equity infusions and dividend payments not only have prudent and 212 

legitimate business purposes but also are accounted for in accordance with applicable accounting 213 

standards, as affirmed by the Company’s independent public auditors.   214 

 With specific regard to the examples cited by Ms. Phipps, she neglects to cite the entire 215 

context of the period of the management decisions to infuse equity into AmerenIP.  Specifically, 216 

she takes issue with equity infusions in 2009, arguing that those infusions were unrelated to the 217 

upgrades that occurred that year.  I disagree.  While I was not the Treasurer at the time, I can 218 

certainly support that the decision to infuse equity capital into Illinois Power Company (IP) was 219 

entirely appropriate and for the betterment of IP.  Recall that Ameren Corporation acquired IP in 220 

2004 and assumed ownership of the utility in a state of financial distress (IP was dividend 221 

restricted by the Commission at the time of acquisition), only to subsequently find the company 222 

in the midst of controversy surrounding the lifting of a rate freeze in 2007.  It was facing a 223 

potential rate freeze that could have seriously degraded credit quality if not resulted in outright 224 

bankruptcy.  Only in 2009, after the rate freeze controversy subsided, the financial crises was 225 

behind the company, and overall credit metrics improved, did the company receive an 226 

investment grade credit rating.   227 

 Ms. Phipps’ allegations of capital structure manipulation are entirely unfounded.  Such 228 

claims serve only to weaken sentiment with respect to the supportiveness of the Illinois 229 

regulatory environment and promote speculation of a contentious relationship between the 230 

Company and Staff, both of which are detrimental to the Company’s credit profile.       231 



Ameren Exhibit 20.0 
Page 12 of 25 

 
D. Proposed Imputed Capital Structure 232 

Q. Ms. Phipps clarifies that the basis for her adjustment to AIC's capital structure is 233 

her assumption that, because a 51% common equity ratio is sufficient for Ameren 234 

Corporation, it is "more than sufficient" for AIC in light of the Company's lower business 235 

risk.  (ICC Staff Ex. 9.0, p. 7.)  Does that change your position on this issue? 236 

 First and foremost, while I am not a lawyer, my understanding is that the EIMA calls for A.237 

the use of year-end actual AIC capital ratios in setting rates, absent a showing of 238 

unreasonableness or imprudence.   Mere speculation concerning what would have been an 239 

optimal or even passable equity ratio involves a high degree of judgment and conjecture and is 240 

hindsight guesswork at best.  Additionally, from my perspective, the notion that the capital 241 

structure of a diversified holding company, Ameren Corp., should be used for ratemaking in lieu 242 

of AIC’s actual capital structure is illogical.  AIC is managed as a separate business entity, and 243 

the regulatory treatment it is afforded should be consistent with the specific financial conditions 244 

it is facing.  Ameren Corporation is not an Illinois utility and has revenue and risk diversified 245 

over several distinct business operations, including gas and electric businesses operating within 246 

three regulatory jurisdictions; Missouri, Illinois, and Federal.  It also has both rate-regulated and 247 

non-rate regulated risk and revenue sources.  Further, the more the Commission begins to mix 248 

non-utility risk and revenue considerations it uses to establish a capital structure, the more 249 

subjective the ratemaking process becomes.  The setting of rates for AIC becomes less about 250 

objective criteria and actual experience and more about guessing what an optimal ratio might be 251 

or the bare minimum equity ratio could have been for the purpose of maintaining financial 252 

integrity.  This realm of theoretical what-ifs, proxies, and imputations is why Mr. Perkins is 253 
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providing testimony in this proceeding. I am well-equipped to address the questions concerning 254 

the actual capitalization of AIC, and I rely upon Mr. Perkin's experience to address Ms. Phipps 255 

novel and speculative ratemaking theories.  From my perspective, it seems highly problematic to 256 

move away from the objectivity embodied in the use of year-end actual balances to more 257 

speculative measures of what could have been possible or optimal.   258 

As I noted in my rebuttal testimony, Ameren Corporation's capital structure is simply the 259 

combined product of financial results and management decisions made by, or on behalf of, the 260 

individual subsidiaries in the Ameren family.  AIC’s capital structure, by contrast, is the product 261 

of financial results and management decisions made by AIC based on AIC-specific risks, 262 

circumstances, and interests.  The combined capital structure of Ameren Corp. bears no direct 263 

relation to the capital structure that is designed and maintained specifically for AIC.  As such, the 264 

use of Ameren Corp.’s capital structure for purposes of AIC ratemaking is unreasonable and 265 

inappropriate.  266 

Q. Ms. Phipps’ argues that, from a credit rating perspective, a 51% equity ratio should 267 

be adequate for AIC because ComEd operates within the same regulatory framework and 268 

with equivalent ratings with a much lower equity ratio (ICC Staff Ex. 9.0)?  How do you 269 

respond? 270 

 I believe this is a wild distortion of the relevant facts on Ms. Phipps’s part.  The equity A.271 

ratio of 45.28% that she cites for ComEd, per its pending electric rate case, is a metric relevant 272 

only for ratemaking purposes.  It is computed in a manner inconsistent with leverage metrics 273 

calculated and evaluated by credit rating agencies for purposes of evaluating creditworthiness 274 

and assigning credit ratings.  The significant difference between ComEd’s and AIC’s equity 275 
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ratios reflected in their respective rate case proceedings (45.8% for ComEd and 54.33% for AIC) 276 

is primarily attributable to the relative size of purchase accounting balances that must be 277 

deducted from equity for ratemaking purposes. 278 

Ms. Phipps argues that ComEd’s equity ratio is lower than AIC’s, but the opposite is true, 279 

at least in the way that matters from a credit rating perspective.  As viewed by rating agencies 280 

and the investment community, AIC actually has more debt and less equity in its capital structure 281 

than ComEd.  Specifically, per Moody’s most recently published credit opinions, ComEd’s debt 282 

to capital ratio as of December 31, 2012 was 37.0%, and AIC’s debt to capital ratio as of March 283 

31, 2013 was 39.2%.  284 

Again, the Company manages capital structure for purposes of maintaining investment 285 

grade credit ratings and ensuring access to necessary capital, not to achieve a particular 286 

regulatory result.  As such, for purposes of evaluating the reasonableness and prudence of the 287 

Company’s capital structure, the relevant measure is how rating agencies and investors view the 288 

Company’s credit metrics, not how the equity ratio is computed for ratemaking purposes.    289 

Q.  Do you have any additional thoughts about Ms. Phipps’ reference to ComEd for 290 

purposes of evaluating the reasonableness of AIC’s capital structure? 291 

 ComEd  is a distinct operation from AIC and, again, I believe that AIC’s equity ratio A.292 

should be adjudicated by the Commission on the merits of the credit and business conditions 293 

facing AIC, not those of Ameren Corp or any other company.   294 

AIC has managed the Company’s capital structure to maintain credit quality in light of, 295 

among other Company-specific credit factors, a relatively high level of future capital expenditure 296 

obligations and ongoing concerns about the Illinois regulatory environment.   297 
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It also must be noted that the year-end capital structure for 2012 was the result of 298 

decisions made over the course of that year based upon the understanding of the facts and 299 

circumstances known at the time financial decisions were made.  It is unreasonable to use more 300 

than seven month of hindsight to second guess such decisions.   301 

Q. Ms. Phipps also speculates that the use of a 51% equity ratio for AIC would not 302 

trigger a rating downgrade because no rating downgrade followed the Company’s last two 303 

electric formulas rate case outcomes, which established rates based on equity ratios of 304 

51.49% and 51.00% (ICC Staff Ex. 9.0) .  How do you respond?       305 

 Again, Ms. Phipps assessment is flawed, as she fails to acknowledge, or perhaps does not A.306 

realize, that credit rating agency evaluation of the strength of AIC’s capital structure is based on 307 

its actual capital structure, not the structure imputed in a regulatory proceeding.  The latter may 308 

certainly have a significant impact on rating agency perception of the supportiveness of AIC’s 309 

regulatory environment, but in evaluating the strength of the Company’s credit metrics, rating 310 

agencies consider actual balances, as reported in AIC’s audited financial statements.   311 

 Note that AIC has not reacted to disappointing recent Commission decisions regarding 312 

capital structure by lowering it actual equity ratio to the equity ratio on which it is allowed to 313 

earn a return.  It has not done so because AIC believes its actual capital structure is prudent and 314 

reasonable and that a reduction in AIC’s actual structure to levels supported by Staff in this and 315 

recent proceedings would be detrimental to credit quality.  Thus, AIC to date has elected to leave 316 

equity in its capital structure that it is not permitted to earn a return on for purposes of protecting 317 

its credit quality.   This underscores AIC’s commitment to maintaining a strong and healthy 318 

capital structure that affords the Company ongoing access to necessary capital.  It also highlights 319 
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the fact that the Company manages capital structure for the benefit of AIC’s credit profile; it 320 

does not manipulate capital structure balances, as alleged by Ms. Phipps, to achieve a particular 321 

regulatory outcome.  322 

Q. What is the practical effect of the use for ratemaking purposes of an imputed or 323 

hypothetical equity ratio that is lower than the Company’s actual equity ratio? 324 

 In effect, it lowers the Company’s actual return on equity.  An Order that allows the A.325 

Company to earn 8.72% on an imputed 51% equity ratio is the same as earning an actual return 326 

of only 8.19% on AIC’s actual equity ratio as of December 31, 2012 of 54.33%.  The lower 327 

actual return on equity, relative to the return one would expect the Company to achieve under 328 

Illinois formula rate legislation, further weakens perceptions of the supportiveness of the Illinois 329 

regulatory environment, which puts downward pressure on credit ratings, and makes investment 330 

in AIC less attractive to investors.  Both of these effects have an adverse impact on the 331 

Company’s ability to access capital under competitive terms and conditions.    332 

Q. Ms. Phipps concludes that a common equity ratio of 51% at December 31, 2012 333 

would have been sufficient to maintain AIC's existing credit rating despite any rating 334 

agencies' concern about the Illinois regulatory environment (ICC Staff Ex. 9.0).  How do 335 

you respond? 336 

 I do not agree with this assessment.  During 2012, the Company was in the midst of a A.337 

regulatory transition to the EIMA that was the subject of litigation and controversy during that 338 

year.  While is it impossible to accurately predict how the rating agencies would have reacted in 339 

2012 to a significant decline in the Company’s equity ratio, such a decline would have weakened 340 

the Company’s credit profile, particularly in light of underlying legislative and regulatory 341 
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volatility that existed at the time.  Thus, I don’t agree with her analysis as of December 31, 2012, 342 

which is the relevant date for this proceeding.  As the EIMA moves forward, the ratemaking 343 

process becomes more consistent and predictable, sentiment regarding the supportiveness of the 344 

Illinois regulatory environment improves, and interest rates rise from near-historic low levels, 345 

there may be an opportunity to reduce the Company’s equity ratio.  However, currently, I have to 346 

remain cognizant of the skepticism that the credit ratings agencies hold concerning the AIC’s 347 

regulatory environment and execution risk regarding the operation of the EIMA as intended.  As 348 

Treasurer and a fiduciary of AIC, I must exercise caution in the capital structure decisions that 349 

affect the credit quality of the AIC.    It would simply be imprudent to allow a mix of increased 350 

leverage and negative regulatory outcomes to jeopardize the financial health of AIC.   351 

Q. Based on your understanding of the overall rating process, how do you respond to 352 

Ms. Phipps’ effort to predict what AIC’s credit rating would be if its equity ratio were 353 

lowered to 51%? 354 

 There are a number of critical flaws with Ms. Phipps’ argument and approach.  First of A.355 

all, she focuses only on capital structure as a predictor of credit ratings.  The reality is that ratings 356 

are based on a number of qualitative and quantitative factors, and, for Moody’s in particular, a 357 

company’s leverage ratio accounts for only 7.5% of the overall rating.  A much larger percentage 358 

of the rating, 25%, is attributed to the supportiveness of the regulatory environment, which 359 

Moody’s rates for AIC at the sub-investment grade Ba level.  Second, Ms. Phipps ignores the 360 

reality, or perhaps is simply unaware of the reality, that even with perfect information and 361 

through strict application of a rating agency’s published rating methodology, it is impossible to 362 

predict credit ratings with any degree of precision.  There is simply too much judgment and 363 
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subjectivity involved in the process, and the application of such judgment and subjectivity by 364 

rating agencies often causes actual ratings to differ from those that might be expected from the 365 

most careful evaluation of relevant quantitative and qualitative factors.  Both Moody’s and S&P 366 

state clearly in published reports detailing their rating methodologies that actual ratings may 367 

differ from the ratings implied through the application of their methodologies.  A perfect 368 

example of this reality may be found in the Moody’s Ameren Corp. credit opinion published in 369 

August 2013 (Ameren Exhibit 20.2).  As noted in the report, application of Moody’s rating 370 

methodology implies an issuer credit rating for Ameren Corp. of Baa2.  However, Moody’s, 371 

exercising judgment and discretion outside the scope of its rating methodology, elected to assign 372 

Ameren Corp. a weaker issuer credit rating of Baa3.  It would have been impossible to predict 373 

this downward adjustment through application of Moody’s rating methodology, and it is equally 374 

impossible for Ms. Phipps to predict with any degree of precision how rating agencies would 375 

react to a decline in AIC’s equity ratio.  376 

 Given the uncertainty and subjectivity involved in the credit rating process, it is simply 377 

imprudent to base ratemaking decisions on Staff speculation regarding credit rating agency 378 

reaction to certain changes, including a hypothetical reduction in the Company’s equity ratio.  379 

The Company certainly has credit ratings in mind as it manages capital structure, but its goal is 380 

not to predict ratings.  Rather the Company manages capital structure for the purpose of 381 

supporting investment grade credit ratings based on evaluation of available information and 382 

relevant facts and circumstances.  I will not speculate as to how rating agencies would react to a 383 

reduction of AIC’s equity ratio to 51%, other than to say that it would weaken AIC’s credit 384 

profile, but I will affirm my belief that AIC’s actual structure as of December 31, 2012 was 385 

reasonable and prudent and supported AIC’s investment grade credit ratings.   386 
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Q. Ms. Phipps argues a link exists between Ameren Corporation's capital structure and 387 

that of AIC because financial leverage at the parent level "crowds out" financial leverage 388 

at the subsidiary level, particularly where there is no effective structural separation 389 

between the two.  Do you agree with that representation? 390 

A. I do not agree with this assertion, and Mr. Perkins discusses this issue in his testimony.     391 

Q. Ms. Phipps accuses you of implying that the 2.70% interest rate on a single debt 392 

issuance is sufficient to justify AIC's 2012 capital structure?  (ICC Staff Ex. 9.0, p. 12.)  Is 393 

that a fair characterization of your argument? 394 

A. No, it is not.  The point I was making is that to the extent AIC's credit profile was truly 395 

impacted over concerns regarding its affiliate's affairs, such impact would have been 396 

demonstrable from results of actual financing activity.  The 2.7% coupon rate was a great 397 

outcome for AIC and its customers, and such an outcome likely would not have been attainable 398 

if there were inter-affiliate concerns that hampered AIC's credit quality. In the context of that 399 

particular bond issuance, I was aware of no investor concerns regarding AIC’s affiliate 400 

relationships, nor is there evidence that such affiliate relationships had any impact on AIC’s 401 

bond pricing.   402 

While the results of this transaction do not alone necessarily affirm the propriety of AIC’s 403 

capital structure, they do affirm the fact that the Company enjoys access to debt capital at 404 

competitive rates, the assurance of which is a primary goal of AIC’s capital structure 405 

management approach.   406 

Q. You and Ms. Phipps disagree regarding whether the credit rating agencies have 407 

recently characterized the Illinois regulatory environment as positive or negative.  Do you 408 
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believe the S&P, Moody's, and Fitch reports discussed by Ms. Phipps at pages 12-15 of her 409 

rebuttal testimony reflect a positive outlook, as she contends? 410 

 I believe she has electively cited the positive and optimistic portions of the credit reports A.411 

but has not addressed the risks and concerns that those reports also cite.  I think there have been 412 

some positive developments for AIC's credit quality in Illinois with the adoption of the EIMA 413 

and Commission approvals required to initiate that process.  However, given the series of 414 

complicated and at times contentious reforms in Illinois, the investment community remains 415 

skeptical of the state’s regulatory environment and supportiveness.  Overcoming that skepticism, 416 

I think, is key to obtaining a critical synergy of sustainable credit quality and minimal overall 417 

cost of capital as AIC begins to initiate some of the aggressive capital initiatives the EIMA 418 

requires.  419 

Q. Does Ms. Phipps comment on rating agencies’ reaction to regulatory changes in 420 

Illinois?  421 

 She does.  For example (on pages 12-13, lines 236-242), she quotes Moody’s: A.422 

“The upgrade of the ratings of Ameren Illinois reflects strong, stable cash flow 423 

coverage metrics and improved clarity on cost recovery following the passage of 424 

formula rate plan legislation in Illinois. Although the utility’s regulatory 425 

framework remains challenging, legislative support for the recovery of prudently 426 

incurred investments is a step in the direction towards better overall cost recovery 427 

prospects.” (Moody’s Investors Service, “Rating Action: Moody’s Upgrades 428 

Ameren Illinois,” June 12, 2012). 429 



Ameren Exhibit 20.0 
Page 21 of 25 

 
Then Ms. Phipps states: 430 

“That is, from a credit rating perspective, Moody’s viewed the formula rate plan 431 

as an overwhelmingly positive development in the Illinois regulatory 432 

environment.” 433 

Thus, in Ms. Phipps’ view, a “step in the right direction” for a regulatory framework that 434 

“remains challenging” is an “overwhelmingly positive development”.  It is so “overwhelmingly 435 

positive” that Moody’s continues to rate the Regulatory Environment in Illinois as a sub-436 

investment grade Ba, which constitutes 25% of the rating and counteracts the efforts of AIC to 437 

protect its rating through a strong capital structure, which has been recognized by the rating 438 

agencies.  As shown in the Moody’s upgrade quote above, the first factor mentioned by the 439 

rating agency is the “strong, stable cash flow metrics” which going forward may be pressured by 440 

lower depreciations and equity returns. 441 

Q. Did the Ameren Corp. credit report issued by Moody’s on August 23, 2013 (Ameren 442 

Exhibit 20.2) include any commentary regarding the Illinois regulatory environment? 443 

 Yes.  The report characterizes the Illinois regulatory environment as “below average” and A.444 

“challenging”. While Moody’s cites improvement in the regulatory framework with the passage 445 

of EIMA, it notes that “execution risk remains a concern given Illinois’ history of contentious 446 

relationships between the ICC and the states’ investor owned utilities, as most recently evidenced 447 

by the dispute between the ICC and investor-owned utilities over the application of EIMA in 448 

recent rate cases.”  The report also notes that “the ICC has a history of authorizing below average 449 

rates of return and various disallowances that has led to this contentious relationship” and that 450 
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“the poor regulatory treatment has been a key negative credit factor for utilities operating in 451 

Illinois.” 452 

 Moody’s believe EMIA and Senate Bill have potential to reduce ratemaking uncertainty, 453 

reduce regulatory lag, and create a more transparent and less politically-charged rate-setting 454 

process for the Company, but only if the legislation operates as the formulaic ratemaking 455 

paradigm it was designed to be.  Again, Moody’s views the framework itself as credit positive 456 

but is concerned about execution risk and the Company’s ability to realize the intended benefits 457 

of the legislation.  Moody’s expects EIMA to deliver more certainty in the ratemaking process in 458 

Illinois and notes that the outcome of this proceeding will “go a long way in demonstrating the 459 

effectiveness of EIMA.” If the certainty, predictability, and stability promised by EIMA fail to 460 

materialize, and rates are set based on Commission-imputed costs and balances rather than AIC’s 461 

actual prudent costs and balances, the Company’s credit profile will weaken, and its credit 462 

ratings could suffer.   463 

Q. How do the other rating agencies and analysts view Illinois regulation? 464 

 In spite of a certain amount of improvement in the regulatory framework, S&P continues A.465 

to view the environment as “less credit supportive.”  466 

While Ms. Phipps states that “the primary regulatory concern Fitch Ratings identifies in 467 

its credit rating report relates to an issue resolved by the recent passage of SB 9 – i.e., the 468 

average rather than year-end rate base” the same Fitch lowered its Outlook on AIC and has yet to 469 

raise the Outlook or the rating in spite of the removal of that one regulatory concern through 470 

legislative action that was pursued by AIC and other Illinois utilities. 471 
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 SNL, the primary provider of utility and energy industry data and analysis, continues to 472 

rate Illinois regulation as Below Average/2, the second lowest category of nine.  Only one 473 

regulatory regime is rated lower.  SNL re-affirmed its rating as of July 25, 2013. The legislative 474 

resolve brought about by SB 9 hasn’t affected SNL’s view of the negative Illinois regulatory 475 

environment.  476 

 Ms. Phipps also states in her testimony: 477 

Finally, the latest Moody’s credit opinion for Commonwealth Edison Company 478 

(“ComEd”) makes no reference to any ICC “history of authorizing punitive rates 479 

of return and disallowances,” despite the fact that Moody’s assigns ComEd and 480 

AIC the same “Ba” rating for “Regulatory Framework” and “Baa” rating for 481 

“Ability to Recover Costs and Earn Returns” and the same overall rating of 482 

“Baa2.”  483 

Q. How do you respond? 484 

 It seems obtuse to me to suggest that a concern regarding AIC’s credit profile explicitly A.485 

expressed by a rating agency in a credit opinion should be discounted, discredited, or ignored 486 

because the same comment does not appear in an arguably comparable utility’s credit opinion.  487 

Again, we manage the Company’s capital structure and make related decisions based on 488 

consideration of Company-specific risks, including direct rating agency comments about such 489 

risks.  To ignore such specific external evidence of third-party perception of AIC 490 

creditworthiness would be imprudent and irresponsible.   491 
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Q. How would you propose to address Staff's concerns regarding the feasibility of a 492 

more leveraged capital structure? 493 

 I believe that probably the best manner in which to address these concerns is through A.494 

expert to expert discussions with Staff, rather than litigation.  In the last case, the Commission 495 

ordered AIC to have discussions with Staff concerning capital structure similar to what was 496 

contemplated for ComEd.  However, the Company has been behind ComEd in this process.  .  497 

Further complicating matters was the press of other business and lack of internal resources at 498 

AIC to undertake the modeling work that ComEd had presented to Staff.  By the time the 499 

Company was able to provide this information, the Staff members of the Financial Accounting 500 

Division were busy with the press of other cases before the Commission.  In this docket, nothing 501 

could really have been done with regard to 2012.  However, the majority of the term of the 502 

EIMA formula rate treatment remains before us, and I believe that continued discussions could 503 

prove fruitful going forward.  ComEd and Staff have presented a framework that I believe could 504 

work for at least narrowing the issues before the Commission in future AIC formula rate 505 

proceedings.  The Company has provided Staff with a financial model and would be willing 506 

work with Ms. Phipps with regard to the year-end 2013 and 2014 capital structures through 507 

informal settlement discussions.  AIC will likely be able to put more resources into the modeling 508 

project and can provide more timely and informed information to the AIC financial staff this 509 

winter.  I believe this to be the best course of action to address Ms. Phipps’ concerns as the 510 

EIMA implementation continues.   511 
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 CONCLUSION IV.512 

Q. Does this conclude your surrebuttal testimony? 513 

 Yes, it does.  A.514 
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