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ILLINOIS COMMERCE COMMISSION

Docket No. 06-0448

DIRECT TESTIMONY

OF

CURTIS PROBST

I. INTRODUCTION

Please state your name, position and business address.

My name is Curtis Probst. | am a Vice President and Head of the Asset-Backed
Securities (ABS) Finance Group of Goldman, Sachs & Co. (Goldman Sachs). My
business address is 85 Broad Street, New York, NY 10004.

On whose behalf are you testifying?

| am testifying on behalf of Central Illinois Light Company d/b/a AmerenCILCO,
Central Illinois Public Service Company d/b/a AmerenCIPS and Illinois Power
Company d/b/a AmerenlP (collectively, the “Ameren lllinois Utilities”).

What is the purpose of your testimony?

The purpose of my testimony is to: (i) give a brief overview of the asset-backed
securities market, (ii) explain certain significant factors regarding the structuring and
pricing of the securitization bonds at issue here (the Rate Mitigation Bonds), (iii)
summarize the pricing and closing process for the Rate Mitigation Bonds, and (iv)

discuss the elements critical to obtaining the highest feasible credit rating (and the
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relationship between obtaining the highest credit rating and achieving the lowest cost)

for the Ameren Illinois Utilities’ proposed issuance of Rate Mitigation Bonds.

Il. THE ASSET-BACKED SECURITIES (ABS) MARKET

Please describe asset-backed securities in general.
ABS are financial instruments that are secured by and payable from the ongoing cash
flow stream associated with an identifiable asset or pool of assets. In the case of the
Rate Mitigation Bonds, the identifiable asset is the bondable property (the Bondable
Property), primarily the right to receive cash flows generated from the billing and
collection of a bond charge. Collections of the bond charge constitute the source of
cash flow that is used to pay the principal and interest on, and other costs of, the Rate
Mitigation Bonds. In most ABS transactions (also generally referred to as a type of
securitization), the cash flows underlying the transaction are "bankruptcy-remote"
from the entity from which the cash flows are obtained (in the case of the Rate
Mitigation Bonds, each of the Ameren Illinois Utilities). The ownership of the asset,
the Bondable Property in this case, as well as the risks and rewards associated with it,
is normally sold to one or more special purpose entities (each, an SPE) that is
insulated from the bankruptcy and credit risks of the seller, as described below. In
the case of the Rate Mitigation Bonds, the sellers are each of the Ameren lllinois
Utilities.

As a result of the combination of an earmarked source for an identifiable cash
flow and remoteness from the seller's credit and bankruptcy risks, asset-backed

securities are generally perceived to have low risk and may receive a higher credit
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rating than debt securities issued by the seller. This often results in a lower financing
cost for the securitization as compared to conventional financing alternatives.

ABS are relatively common instruments in the fixed income markets, and in
2005, U.S. public ABS issuance exceeded $700 billion* (including securities backed
by auto loans, credit card receivables, student loans, and other asset types).
What are rate mitigation bonds?
Bonds like the Rate Mitigation Bonds are asset-backed securities that are backed by
non-bypassable charges on customers’ electric bills and initially were supported by,
among other things, enabling state legislation. The Rate Mitigation Bonds at issue
here are expected to be supported by new enabling state legislation that provides for
deferral of certain power procurement costs and the recovery of those deferred costs
through the issuance of Rate Mitigation Bonds. Rate Mitigation Bonds, as described
above, have been issued in connection with industry restructurings and for other
purposes under various names, including transition bonds, in a number of states. |
generically refer to them as Rate Mitigation Bonds in this testimony.
Please summarize the rate mitigation bond offerings completed to date.
To date, over $36 billion of Rate Mitigation Bonds have been issued on behalf of
numerous investor-owned utilities in different states including California,
Connecticut, Illinois, Massachusetts, Michigan, New Hampshire, New Jersey,

Pennsylvania and Texas.

! Source: Asset-Backed Alert. January 13, 2006.
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1. THE STRUCTURING AND PRICING OF RATE MITIGATION BONDS

What are the primary factors relative to the structuring and pricing of rate
mitigation bonds that may impact the level of bond charges?

Those factors include the interest rate on the Rate Mitigation Bonds, the timing of
principal repayment for the Rate Mitigation Bonds and the transaction costs,
including credit enhancement, associated with issuing, supporting and servicing the
Rate Mitigation Bonds. This portion of my testimony discusses generathy-the major
parameters that generally impact determination of an interest rate for a bond. Factors
associated with the costs of credit enhancement are discussed elsewhere in my

testimony.

A. Interest Rate on Rate Mitigation Bonds

What parameters determine the interest rate for a bond?

There are several parameters that typically impact determination of the interest rate
for any bond. These parameters include perceived credit risk, timing of principal
repayment, type of interest (fixed-rate or floating-rate), perceived liquidity and

market conditions.

B. Credit Risk

How does the market evaluate credit risk?
The most widely accepted measure of a bond’s credit risk is its credit rating. The
highest long-term credit rating available is a triple-A rating, which signifies the

lowest degree of credit risk. All other things being equal, obtaining a triple-A credit
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rating (through mitigating credit risks to the greatest extent possible) should lead to a
bond pricing at a lower interest rate than if a lower credit rating were obtained.

Are all triple-A rated bonds priced at the same interest rate?

No. As mentioned previously, various other factors including the timing of principal
repayment, type of interest, perceived liquidity and market conditions may also
impact pricing. Additionally, credit ratings are, by their nature, broad categories to
describe a bond’s relative credit risk, and the market may perceive varying degrees of

credit risk within a given rating category.

Will structuring rate mitigation bonds to a triple-A rating result in the lowest
bond charge?

Generally, yes. However, it is important that the benefits of a lower interest rate from
obtaining a triple-A credit rating offset the costs of obtaining that triple-A credit
rating (i.e.,, the costs associated with credit enhancement).  Typical credit
enhancement provisions for bonds of this type, and the process for obtaining a credit
rating more generally, are summarized elsewhere in this testimony. In general,
because of the statutory and regulatory provisions supporting Rate Mitigation Bonds,
credit enhancement (e.g., the Capital Subaccount, as described elsewhere herein)
generathynormally entails minimal out-of-pocket expense. So long as the rating
agencies continue to rely primarily on these statutory and regulatory protections in
assigning a credit rating to Rate Mitigation Bonds, | would expect the lowest interest
cost for the Ameren Illinois Utilities” Rate Mitigation Bonds to be achieved through

obtaining a triple A rating, all else equal.
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C. Timing of Principal Repayment

Generally, how is principal on the rate mitigation bonds repaid?

Because the source of repayment in this instance is a charge on customers’ electric
bills, collections are expected to be made over time in an amount sufficient to make
periodic payments of interest, principal and other ongoing costs of the Rate
Mitigation Bonds on specified payment dates (e.g., semi-annually). This is different
from typical utility debt, where principal is generally repaid in a single payment on a
given date (although interest is normally paid at regular intervals (e.g., semi-annually)
threughup to and including the principal repayment date).

The date by which investors expect to be repaid principal in full is generally
referred to as the “expected final maturity date.” However, bond charge collections
may be insufficient to repay the bonds by the expected final maturity date due
primarily to unexpected changes, including declines in energy consumption or
increases in customer charge-offs. Accordingly, for Rate Mitigation Bonds (and most
ABS) there is also a later “legal final maturity date.” In assigning a credit rating to
other similar bonds, the rating agencies have evaluated the likelihood of receiving
timely interest payments and being repaid principal in full by the “legal final maturity
date.”

Are other measures of the timing of principal repayment relevant to the
structuring and pricing of the rate mitigation bonds?
Yes. One such measure is the expected “weighted average life” of a security, which

represents the expected average time to repay principal. For a bond with a given
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maturity, if proportionally more principal is repaid in the later years, the weighted
average life will generally be longer. If proportionally more principal is repaid in the
earlier years, the weighted average life will generally be shorter. Rate Mitigation
Bonds, like most other ABS, are normally priced relative to a benchmark security
with a maturity date comparable to the weighted average life of the Rate Mitigation
Bonds. It is possible for a given offering of ABS to consist of multiple classes (or
tranches), each of which may be priced relative to a different benchmark depending
upon the weighted average life of each class.

Does the timing of principal repayment for the rate mitigation bonds affect the
level of the bond charge?

Yes, to the extent that any Rate Mitigation Bond offering, in aggregate, has a shorter
expected final maturity date, relatively more of the principal will have to be repaid in
a given year on average. To the extent that a Rate Mitigation Bond offering has a
longer maturity, relatively less of the principal will have to be repaid in a given year
on average. Therefore, all other things being equal, a longer maturity will typically
result in smaller periodic principal payments and, therefore, a lower periodic bond
charge, although customers will likely be obligated to pay the bond charge for a
longer period of time as compared to an offering with a shorter maturity.

What is an optional redemption feature?

An optional redemption feature allows the issuer of Rate Mitigation Bonds, at its
discretion, to redeem all or a portion of the Rate Mitigation Bonds on or after a
specified date prior to their repayment in full. Generally, Rate Mitigation Bonds have

contained a limited optional redemption feature referred to as a “clean-up call,” which
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is customary for many asset-backed securities. The clean-up call allows the issuer to
redeem all outstanding bonds if the aggregate principal balance outstanding falls
below a specified percentage of the aggregate initial principal balance, which has
been 5% for previous Rate Mitigation Bond transactions.

Should the presence of a clean-up call impact the financing cost of the rate
mitigation bonds?

No. Based upon current market conditions, a clean-up call should not impact the
financing cost of the bonds because of the limited range of circumstances under

which it applies.

D. Type of Interest

Have fixed and floating interest rates been used in issuances of rate mitigation
bonds?

Most Rate Mitigation Bonds have been issued with a fixed-rate of interest. Where
floating-rate Rate Mitigation Bonds have been issued, in order to eliminate the
potential volatility in the bond charge created by issuing floating-rate bonds, any
floating-rate Rate Mitigation Bond offering would normally need to include an

interest rate hedging arrangement.

E. Liquidity of the Rate Mitigation Bonds

What do you mean by liquidity?
Investors prefer (i.e., may accept a lower interest rate) to own securities that they can

readily sell or “liquidate” in the secondary market at a reasonable price. Securities
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which are issued in a large aggregate principal amount will generally tend to have
greater liquidity because there should normally exist: (a) many other owners of the
same security, (b) a greater level of information about the security in the marketplace,

and (c) a more active secondary market for the buying and selling of such securities.

F. Market Conditions and Marketing Process

Do market conditions play a large role in the pricing of bonds?

Yes. Factors such as the general level of interest rates and expectations for future
interest rates (which may be impacted by macro-economic or political factors), the
existing and anticipated supply of other debt securities, and the existing and
anticipated demand for other debt securities may impact the price and interest rate of
a bond.

What sort of marketing is typically conducted by the underwriters?

There are several components of the marketing process leading up to the pricing of
the bonds.

Each underwriter will typically contact members of its sales force to inform
them as to the specific terms of a given offering. Representatives of each underwriter
(including members of its sales force and individuals responsible for structuring Rate
Mitigation Bonds) will attempt to contact likely potential investors to inform them
about the specific transaction. Likely potential investors of the security will receive a

preliminary prospectus (a document filed with the SECSecurities and Exchange

Commission (“SEC) for the marketing of securities, or a similar document in the case

of a transaction that is not registered with the SEC). The underwriters (joined by
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representatives of the issuer or its affiliates) may conduct meetings with potential
investors, or may make recorded presentations available over the Internet. The
purpose of these elements of the marketing process is to increase investor awareness
of the offering, so as to potentially increase the size and number of investor orders for
the securities.

The lead underwriter and issuer will later establish informal pricing
benchmarks for securities and investors will generally provide indications of interest
for the securities at the pricing levels. This is usually an evolving process as broad
parameters for the pricing of the securities may be established initially and, later, may
be refined based upon market conditions and investor feedback.

During this process, the underwriters will continue to receive feedback from
investors which will assist them in making several determinations for the offering
such as the maturity characteristics of the bonds. Upon finalizing the characteristics
of the bonds, the underwriters will formally launch the transaction and begin
accepting orders from investors for a given amount of bonds they are willing to
purchase at certain prices and interest rates. Based upon the final demand, the price
and interest rate will be finalized.

As part of this process, there are also decisions relating to the specific timing
of the marketing and the pricing of the bonds. For example, underwriters may
accelerate or delay offerings to avoid known competing supply in the marketplace or

anticipated announcements relating to economic news or performance (e.q.,

announcement of unemployment figures or actions by the Federal Reserve Bank).
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IV. THE PRICING AND CLOSING PROCESS FOR RATE MITIGATION BONDS

When are the rate mitigation bonds priced?

The Rate Mitigation Bonds are priced (i.e., the issue size, price and the interest rate
are determined) after the marketing process described in the previous section of my
testimony.

When the bonds are priced, does the issuer receive funds immediately?

No. The actual sale of bonds by the issuer and receipt of net proceeds from the
underwriters (commonly referred to as the “closing” of a transaction) occurs a few
business days after the pricing of the transaction. Typically, Rate Mitigation Bond
transactions close approximately five business days after pricing, although this period
may be slightly longer to accommodate holiday periods or other circumstances.

Are there any conditions to closing?

Yes. The issuer and the entity acting as seller and initial Servicer must make several
representations and warranties. One important condition is that all approvals to
undertake the proposed transaction have been obtained, including regulatory
approvals relating to the Bondable Property, the bond charge and the Rate Mitigation
Bonds. To the extent that such approvals are not obtained, the transaction will not
normally close (i.e., no bonds will be sold and no proceeds received). It is very
unusual for transactions not to close on time, and any failure to close could require a
re-marketing of the transaction at additional expense, including a possible increase in

interest cost due to the perceived uncertainty or risk_(or increased cost due to changes

in market conditions).
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There are also certain events that excuse underwriters and investors from their
commitments to purchase the securities. These would typically include events such
as material adverse changes in the issuer’s financial condition and significant adverse
developments in the financial markets.

V. THE CREDIT RATING PROCESS FOR RATE MITIGATION BONDS

What characteristics of rate mitigation bonds do you expect the rating agencies
to consider important in establishing the credit rating of the Ameren Illinois
Utilities” proposed issuance of rate mitigation bonds?

| expect that the rating agencies will, among other things, consider the following
characteristics of the Rate Mitigation Bonds: (i) bankruptcy-remoteness from the
seller; (ii) servicing standards; (iii) predictability and non-bypassability of the bond
charge; (iv) standards governing an alternative retail electric supplier (aan ARES); (V)
credit enhancement; and (vi) the State Pledge and other statutory safeguards.

On the first characteristic, please describe the importance of protecting investors
from the risk of the seller's bankruptcy.

An important component of asset-backed securities is that the asset underlying the
securities (i.e., the Bondable Property) be "bankruptcy-remote” from the seller of the
Bondable Property (each of the Ameren Illinois Utilities, in the case of these Rate
Mitigation Bonds). Specifically, an asset-backed security is secured by, and payable
from, a cash flow stream associated with an identifiable asset, with the cash flow
stream expected to be sufficient to pay debt service and related costs. The ownership
of that asset should be transferred to a limited purpose entity, such as a limited

liability company, trust or special-purpose corporation, which is insulated from the

13
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bankruptcy and credit risks of the seller (thereby making it possible for the Rate
Mitigation Bonds to achieve a higher credit rating than the seller’s debt). These are
collectively referred to as special purpose entities (“SPES”).

What policies do you recommend to ensure that the SPE continues to receive its
revenues in the event of a default in payment by a servicer?

The Illinois Commerce Commission (“1CC”) should permit the SPE or the trustees or
representatives of the holders of Rate Mitigation Bonds, in the event of a default by
the seller in its servicing responsibilities, to appoint immediately a successor Servicer
for the Bondable Property. Such successor Servicer would promptly assume billing
and collecting responsibilities for the bond charge and assume all other rights and
obligations as though it were the Servicer at the time such Rate Mitigation Bonds
were issued. This should provide greater certainty that the bond charge will benefit
the owner of the Bondable Property, and should serve to enhance the credit quality of
Rate Mitigation Bonds.

On the second characteristic, please describe the importance of maintaining
servicing standards for the servicer.

Rating agencies have established criteria that govern the amount of time a Servicer
can commingle collections from assets it services (e.g., bond charge collections) with
its own funds. The purpose for these criteria is to limit the potential for cash flow
interruption to investors in the event of a Servicer bankruptcy where collections due
to investors are consolidated into the Servicer’s bankruptcy estate. These criteria
relate primarily to the Servicer’s short-term and/or long-term unsecured credit ratings

as these ratings may provide one indication of the likelihood of bankruptcy.
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Generally, if a Servicer has a certain minimum credit rating, the Servicer may
commingle collections arising from assets it services for up to one month. If such
ratings are not maintained, the maximum commingling period is normally limited to
two business days.

What is the importance to rating agencies of the third characteristic of
predictability and non-bypassability of the bond charge?

The revenue stream associated with the bond charge should be secure and predictable.
The rating agencies, in assigning a credit rating for Rate Mitigation Bonds, will assess
the predictability and stability of that revenue stream even under financial stress or
changes in circumstances.

It is important that the bond charge be non-bypassable. In other words, even
if (i) a third party bills a customer, (ii) a customer obtains electric power and energy
from a provider other than the seller or (iii) a customer switches distribution services
to a provider other than the seller, the customer is still obligated to pay the bond
charge. The SPE, not the seller or any other collection agent, including an ARES,
must have the right to receive such bond charge.

How do you expect the rating agencies to assess the predictability of the revenue
stream related to the bond charge?

In assessing the risks of Rate Mitigation Bonds, rating agencies have typically
reviewed an electric company's historical portfolio experience, requesting detailed
information on billing, accounts receivable, collections, delinquencies and
charge-offs attributable to customers in the seller's service territory. In general, the

collections ability of electric companies historically has been viewed as stable and

15



320

321

322

323

324

325

326

327

328

329

330

331

332

333

334

335

336

337

338

339

340

341

342

predictable by the rating agencies, due to the relatively small percentage of actual
charge-offs and the ability to enforce bill payment through service termination.

The right of an ARES to bill and collect amounts including the bond charge
can affect the predictability of the stream of payments. Therefore, when customers
choose an ARES, such ARES should be required to pay the applicable bond charge-te
the-Serviecer in accordance with the Servicer’s regular billing cycles, regardless of
whether such bond charge is paid by such customers.

What ICC policies would enhance the predictability of the revenue stream?
Continuation of existing electric service termination policies that permit the seller, as
Servicer, to terminate electric service to customers in accordance with Illinois law
and applicable regulations, should be maintained to minimize investors' credit risk in
the case of non-payment of the bond charge by individual customers (but not for
non-payment by an ARES of the bond charge duly paid by individual customers to
such ARES). These policies should apply to non-payment of the bond charge.
Termination policies are viewed by the rating agencies as an important tool for
inducing prompt payment from customers and for limiting losses from uncollectible
bills.

On the fourth characteristic, what concerns do the rating agencies have with a
third party ARES?

When the Servicer bills and collects the bond charge from ARESs and each such
ARES bills and collects the bond charge from customers, the Servicer may receive
the bond charge collections later than it otherwise would if it were billing and

collecting such charge from customers directly. The greater the delay in receipt of
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payment, the greater the potential risk of non-payment due to default or insolvency of
the ARES holding the funds. ARES billing and collection places increased
information requirements on the Servicer. It requires the Servicer to perform double
tracking of bond charge payments because the Servicer has the responsibility of
accounting for the bond charge payments due to Rate Mitigation Bond holders
regardless of which entity provides a customer's electric power. As a result, the
creditworthiness of the cash flows that constitute Bondable Property may be reduced,
thereby increasing risks to investors, potentially reducing the credit rating and
increasing the interest rate of Rate Mitigation Bonds that would be required by
investors. Such ARES billing and collection may also increase the bond charge as a
result of such interruption or delay in ARES payment.

What principal factors for billing, collecting and remitting the bond charge by
an ARES do the rating agencies typically consider important?

Rating agencies have typically considered the following principal factors:

1) The extent to which a Servicer receives timely information from an ARES,
solely for the purposes of performing its obligations as Servicer;

2) The ARES’s obligation to remit bond charge collections to the Servicer and
the length of time an ARES can commingle bond charge collections with its
own funds prior to their remittance; and

3) The procedures to transfer responsibility for billing, collecting and remitting
the bond charge in the event of an ARES default and the requirements placed
upon an ARES to reduce the risk of cash flow interruptions due to ARES
defaults.

Guidelines relating to billing, collecting and remitting the bond charge by

ARESs are important to the rating agencies and the absence of appropriate guidelines

could negatively impact the terms, and therefore the cost, of the Rate Mitigation
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Bonds. Thus, the seller should request in its financing order that the ICC approve a
minimum set of policies and procedures.

Have similar policies and procedures been included in financing orders for other
rate mitigation bonds?

Yes.

On the fifth characteristic of credit enhancement, please explain the types of
credit enhancement considered significant by rating agencies.

Credit enhancement is often necessary in asset-backed securities transactions to
provide investors with added assurance that principal and interest payments will be
made as promised. In transactions such as the issuance of Rate Mitigation Bonds,
rating agencies look for various types of credit enhancement, including the right to
make periodic adjustments to the bond charge, a Reserve Subaccount, and a Capital
Subaccount.

Please explain the purpose of periodic adjustments to the bond charge.

The purpose of making periodic adjustments to the bond charge is to ensure that the
SPE does not over- or under-collect relative to expected collections, on at least an
annual basis. Several factors could contribute to actual bond charge collections
differing from the amount expected: variability of energy usage; changes in payment
and charge-off patterns (including charge-offs relating to an ARES) and changes in
ongoing costs of the Rate Mitigation Bonds. The Servicer needs the ability to
periodically adjust the bond charge, up or down, by the adjustment mechanism

required under the enabling legislation.
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Why should the ICC approve a mechanism for periodic adjustments to the bond
charge?

The ICC should approve a mechanism for periodic adjustments to the bond charge, up
or down, as may be necessary to ensure timely recovery of fees and expenses of the
SPE, payments of principal of and interest on the Rate Mitigation Bonds, and the
funding or replenishment of the Capital Subaccount as discussed below. These
periodic adjustments should provide greater assurance that the aggregate bond charge
collections will be sufficient to satisfy debt service obligations to the Rate Mitigation
Bond holders and other fees and expenses of the transaction for the entire term of the
Rate Mitigation Bonds, in accordance with the expected amortization schedule and
should protect ratepayers against paying an unduly high bond charge if collections
significantly exceed forecasted levels. The bond charge adjustment mechanism is
viewed by the rating agencies as the primary form of credit enhancement and is
essential to achieving the highest credit ratings and minimizing the cost of other
credit enhancement. However, while it should significantly minimize the amount and
cost of other protections, it does not completely eliminate the need for other forms of
credit enhancement discussed below.

What are these other forms of credit enhancement?

Chiefly, a Capital Subaccount and Reserve Subaccount, which are established as
subaccounts of the Collection Account and are intended to ensure that the SPE has
additional cash at all times over what is required to pay debt service in case of a
shortfall in expected collections.

Please describe the capital subaccount.

19
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The funds in the Capital Subaccount also protect against the risk of insufficient
collections due to variability of energy usage, changes in payment and charge-off
patterns (including ARES defaults) and changes in ongoing costs of the Rate
Mitigation Bonds. The Capital Subaccount is normally funded up front upon
issuance of the bonds and any funds therein will be available to cover shortfalls in the
payment of fees, expenses, principal and interest on the Rate Mitigation Bonds on any
payment date. The amount of such Capital Subaccount will be determined by the
seller (with input from the rating agencies or tax authorities) prior to the time of Rate
Mitigation Bond pricing. The bond charge will be calculated in a manner intended to
replenish the Capital Subaccount to the extent amounts have been withdrawn.

Please describe the reserve subaccount.

Bond charge collections and investment earnings thereon may exceed amounts
payable as (a) fees and expenses of the SPE, (b) payments of principal of and interest
on the Rate Mitigation Bonds, and (c) allocations to the Capital Subaccount. Such
excess amounts will be deposited in the Reserve Subaccount to be held for the benefit
of investors and will be taken into account in calculating adjustments to the bond
charge such that amounts in the Reserve Subaccount shall be expected to be zero at
the end of the period for which the bond charge was adjusted.

On the sixth characteristic important to rating agencies, please describe the state
pledge and other statutory safeguards that are a factor in supporting the credit
rating of the rate mitigation bonds.

The Ameren lllinois Utilities’ ability to obtain a high credit rating on the Rate

Mitigation Bonds may be impaired if the financing order issued by the ICC does not
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contain a recitation of applicable statutory safeguards in addition to the required
findings and ordering provisions. Detailed recitations have been included in other
securitization orders. For this reason, | have been informed that the draft financing
orders (the Financing Orders), that the Ameren Illinois Utilities will request that the
ICC enter, will include language which tracks the relevant provisions of the enabling
legislation. These provisions include the pledge by the State, the irrevocability of the
Bondable Property and the Financing Orders, and the statutory lien placed on the
Bondable Property.

Regarding the first of these provisions, it is important that the Financing
Orders affirm the State's pledge, that it will not take or permit any action that would
impair the value of Bondable Property, or reduce, impair, or adjust the bond charge to
be imposed, collected, and remitted to financing parties, except for the true-up
procedures permitted by the enabling legislation, until the principal, interest and
premium, and any other charges incurred and contracts to be performed in connection
with the related Rate Mitigation Bonds have been paid and performed in full.
Affirmation of this pledge should further the predictability and stability of the
revenue stream, thereby helping to support the credit rating of the Rate Mitigation
Bonds.

Regarding the second of these provisions, it is important that the Financing
Orders, together with the bond charge authorized in the Financing Orders, be
irrevocable and not subject to reduction, impairment, or adjustment by further action
of the ICC except for the true-up procedures permitted by the enabling legislation,

and that the Rate Mitigation Bonds, when issued, will be entitled to all of the
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statutory benefits and protections of the Financing Orders without further action or

review by the ICC.

Third, it is important that the Financing Orders provide for the creation of a
first priority lien on the Bondable Property which, in accordance with the enabling
legislation, will attach automatically upon the issuance of the Rate Mitigation Bonds
and be continuously perfected as against any and all subsequent judicial or lien
creditors upon filing of appropriate notice with the ICC or the Secretary of State. If a
default or termination occurs under the Rate Mitigation Bonds, on application by or
on behalf of the financing parties, a court of appropriate jurisdiction should be
empowered to order the sequestration and payment to them of revenues arising from

the bond charge.

Does that conclude your testimony?

Yes.

22



