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* * * * * * * * *

I am testifying on behalf of Fitch Inc. and offer Fitch’s view as to what comprises fair and economically prudent regulation in today’s evolving electric utility industry.  

I further testify that implementation of staff’s rate proposal would result in an immediate significant downgrade to AmerneUE’s credit ratings by Fitch Inc. to the lowest investment grade category.  This immediate downgrade would occur because of foreseen deterioration of AmerenUE’s earnings, cash flow, and equity base.  All three elements are important to support debt and equity in a utility’s capital structure.  The foreseen decline in earnings, cash flow, and equity base would negatively impact all of the primary credit ratios analyzed by Fitch, namely,

· earnings before interest and taxes (EBIT) / interest expense

· earnings before interest, taxes, depreciation, and amortization (EBITDA) / interest

· cash from operations (CFO) to interest expense

· net CFO (after dividends)  to capital expenditures

· debt divided by total capital

· debt divided by EBITDA.

The impact to AmerenUE would be higher interest costs, less financing flexibility, and an increase in risk which would cause potential utility investors and creditors to be unwilling to provide funds on agreeable terms, not only from AmerenUE, but also from all Missouri utilities.  The construction of needed generation, transmission, and distribution infrastructure would be more expensive, at best, and unable to be financed, at worst.

I provide an overview of the electric utility crisis that is occurring in California and some parallels I see with the situation in Missouri.  I then discuss credit ratings and the capital market access of AmerenUE and how it could be affected if the Staff recommendations in this case were to be adopted.  I show how harmful it would be on AmerenUE’s financial condition for the Commission to accept the rate reduction Staff has recommended.

I testify that the most important factor in determining whether a particular jurisdiction provides fair and economically prudent regulation is the consistent application of sound economic regulatory principles.  Companies employ shareholder and bondholder funds to construct generation, transmission, and distribution assets in order to provide a high level of reliable service only if investors are willing to provide their funds at terms agreeable to both sides.  Investors will do this only when they are confident that they will have an opportunity to earn a fair return.  Broad-based incentive or performance-based ratemaking programs are the best means of providing economic incentives to companies and customers, which result in the efficiencies most closely matching those provided by a competitive market.

California’s divestiture of  electric generation occurred at a time when not a single new power plant had been developed within the state for over a decade.  A similar situation of electricity shortages could occur in Missouri if there are economic disincentives from regulation such as providing substandard returns on utility investment.  The resulting reduction in investor willingness to fund generation construction could increase the potential for a capacity squeeze like we have seen in California.
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