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Q. Please state your name and position. 1 

A. My name is Susan D. Abbott and I am Managing Director of New Harbor.  I 2 

 have previously submitted Direct (ComEd Ex. 2.0) and Rebuttal Testimony 3 

 (ComEd Ex. 19.0) on behalf of ComEd in this proceeding. 4 

Q. What is the purpose of your surrebuttal testimony? 5 

A. The principal purpose of this testimony is to refute various statements made by 6 

 Mr. Michael Gorman in his Rebuttal Testimony on behalf of Illinois Industrial 7 

 Energy Consumers. 8 

Q. Mr. Gorman claims you misinterpreted his direct testimony in which he 9 

 stated that the rating agencies have characterized as “improving” the credit 10 

 quality of the utility industry.  How do you respond to that? 11 

A. I do not deny that the rating agencies believe the credit quality of the industry in 12 

 general is improved.  What I was correcting was Mr. Gorman’s implication that 13 

 because the credit quality of the industry was, in general, improved, so was 14 

 ComEd’s. 15 

Q. Mr. Gorman suggests that the failed merger of Exelon and Public Service 16 

Enterprise Group may have had negative credit quality implications.  Is that 17 

a fair assessment? 18 

A. If Mr. Gorman is trying to deflect blame for the current state of ComEd’s credit 19 

standing from the political and regulatory environment in Illinois onto the 20 

company due to the potential merger, he is very much mistaken.  Announcements 21 

of potential mergers are routinely looked on as creating added risks:  the 22 

company’s focus will be on the merger instead of its core business, the regulatory 23 
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outcome is unknown at the time of the announcement, and how the merger is 24 

going to be effected is an unknown.  But a merger announcement does not plunge 25 

an otherwise healthy utility’s credit rating into non-investment grade territory the 26 

way a regulatory or political action can.  Usually it will result in a company’s 27 

rating being put on the Watch List, but a rating rarely changes as a result of an 28 

announcement. 29 

Q. Mr. Gorman continues to focus on the ability of the utility to recover its 30 

purchased power costs as the primary risk from a rating agency perspective.  31 

Do you agree with that focus? 32 

A. No.  As I stated repeatedly in my direct and rebuttal testimony, rating agencies 33 

have said that their concern is with both the legislative and regulatory 34 

environment.  They are concerned about recovery of power procurement costs, 35 

but are also very concerned about ComEd’s ability to recover its delivery costs.  36 

The agencies are watching this case very closely. 37 

Q. Mr. Gorman does not believe that ComEd retains substantial purchased 38 

power risk because of the creation of the Illinois Power Agency.  Do you 39 

agree? 40 

A. That remains to be seen.  The Illinois Power Agency is not up and running, has 41 

not completed a transaction, and is currently a concept more than a reality.  Mr. 42 

Gorman is emphatic that ComEd “no longer assumes this risk,” or the risk for 43 

purchased power recovery.  Theoretically that is true.  But rating agencies do not 44 

make rating decisions based on theory.  I have seen numerous examples in my 20 45 

years with Moody’s wherein ratings were maintained at lower levels because 46 
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analysts weren’t comfortable that what was “supposed” to happen actually would.  47 

Whether Mr. Gorman is comfortable with the idea that the mere creation of the 48 

Illinois Power Agency solves the purchased power problem is not relevant.  The 49 

rating agencies apparently do not agree with Mr. Gorman.  If Mr. Gorman were 50 

correct on this point and if the agencies viewed procurement as the principal risk, 51 

the agencies would have raised ComEd’s rating already, or at least changed its 52 

business risk assessment to something more normal for a regulated utility.  The 53 

fact that ComEd’s ratings have not been raised further demonstrates the 54 

importance of the outcome of this rate proceeding. 55 

Q. Mr. Gorman identifies two factors that he claims will significantly improve 56 

ComEd’s credit metrics going forward.  How do you respond? 57 

A. Mr. Gorman cites two issues.  First, he claims that the termination of the 58 

transitional funding instrument notes is a positive to credit quality, and incorrectly 59 

says that I conceded this in my response to a data request.  My response to that 60 

data request merely stated that the credit metrics included in my rebuttal 61 

testimony were not impacted by the transition debt because it would be 62 

extinguished by December of 2008.  Thus, to the extent there was an impact, it is 63 

already embedded in the metrics that I provided.  Second, Mr. Gorman says that 64 

an improvement in ComEd’s equity ratio will improve its credit standing.  65 

However, once again, any improvement in the capital structure from the last rate 66 

case to now is also already incorporated in the metrics I provided.  Furthermore, it 67 

is wrong to assume that de-leveraging by itself automatically improves credit 68 

standing.  A corresponding analysis of the state of cash flow is needed to 69 
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determine the impact.  A change in the level of equity by itself is meaningless.  70 

For instance, when interest rates change, the meaningfulness of leverage can vary 71 

substantially.  Therefore, if leverage is falling, that does not automatically 72 

translate into an improvement in credit quality.   Credit quality will be likely to 73 

improve only when cash flow is increased relative to outstanding debt.  The 74 

capital structure merely reflects the amount of debt a company has, but says 75 

nothing about how well that debt is covered by cash flow.  More fundamentally, 76 

however, ComEd’s debt burden will not be lower in the near future due to its need 77 

to invest in its infrastructure, and without a concurrent increase in revenues, the 78 

capital structure cannot improve.  79 

Q. Mr. Gorman suggests that the metrics you relied on in your testimony should 80 

be disregarded.  Do you agree with that? 81 

A. Not at all.  Whether Mr. Gorman would “disregard” future metrics is not relevant.  82 

The much more important question is whether the rating agencies would 83 

disregard them in favor of historical metrics, and the answer to that is clearly no.  84 

The 2009 metrics that Mr. Gorman would have the Commission “disregard” are 85 

calculated using the methodology the agencies would use, and because they are 86 

forward looking they are of much greater significance than metrics that would 87 

flow from circumstances occurring several years earlier.  Mr. Gorman’s position 88 

was based, in part, on an assumption that the credit metrics were unsupported, but 89 

that is not true.  The exhibits to Mr. McDonald’s rebuttal testimony set forth the 90 

calculation of the credit metrics based on the Staff’s position in direct testimony, 91 

while the calculation of the other metrics was provided in response to a data 92 
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request.  Similarly unfounded is Mr. Gorman’s implication that the credit metrics 93 

assumed a significantly different capital structure than that presented by ComEd 94 

in this case.  The S&P calculation of debt to total capital is different than the 95 

calculation for ratemaking purposes, as I previously discussed.  96 

Q. Is there an inconsistency between your direct and rebuttal testimony on the 97 

subject of goodwill as Mr. Gorman suggests? 98 

A. No.  The difference lies in how precise I was in explaining how S&P deals with 99 

goodwill.  In my direct testimony I did state that in accordance with their 100 

methodology, S&P would include goodwill to compare debt as a percentage of 101 

over all capital structure across companies.  Further, I pointed out that the 102 

comparisons on page 9 of my rebuttal testimony exclude goodwill, as does 103 

ComEd’s test year capital structure.  From a rating agency perspective, whether 104 

goodwill is included when determining credit ratings is generally a case-by-case 105 

decision, heavily influenced by whether the company receives any increased cash 106 

flows because of the goodwill.  ComEd does not.  Furthermore, for purposes of 107 

this case, the exclusion of goodwill from ComEd’s capital structure has already 108 

been established.  As a result, S&P would likely exclude goodwill when 109 

considering this one metric.  Whether goodwill is included or not does not have 110 

impact on the more important cash flow metrics:  FFO/Interest and FFO/Debt. 111 

Q. In summary, do you believe that Mr. Gorman correctly portrays what is 112 

significant to rating agencies? 113 

A. No.  Based on my long experience with Moody’s, I can confidently say that Mr. 114 

Gorman does not appreciate or understand the significance of many issues that are 115 
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material to rating agencies, and in particular the importance of the outcome of this 116 

rate proceeding.  For example, Mr. Gorman’s Rebuttal Testimony questions the 117 

significance of the metrics I presented by asking whether those metrics reflect 118 

“only the reasonable and prudent operating expenses as advocated by Staff.”  119 

They do, as I said, but more to the point here, credit agencies analyze actual and 120 

projected cash flows, which reflect expenses that remain an obligation of the 121 

Company even if they are unrecovered.  122 

Q. Does this conclude your surrebuttal testimony? 123 

A. Yes. 124 


