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I. INTRODUCTION 1 

 2 

Q. Please state your name. 3 

A. My name is Christopher C. Thomas 4 

 5 

Q. Are you the same Christopher C. Thomas who filed direct testimony in this 6 

proceeding? 7 

A. Yes. 8 

 9 

Q. What is the purpose of your rebuttal testimony? 10 

A. I respond to the rebuttal testimony of Commonwealth Edison Company (“ComEd” or 11 

“the Company”) witnesses Dr. Hadaway, Dr. Seligson, Mr. Trpik, Ms. Tierney, Mr. 12 

O’Connor and Mr. Fetter regarding the appropriate cost of common equity for ComEd.   13 

The Company presented a significant amount of testimony relating to credit metrics and 14 

the “regulatory ratings” for Illinois, which I respond to. 15 

 16 

Q. Please summarize your conclusions. 17 

A. Nothing in the Company’s rebuttal testimony justifies the Company’s proposed rate of 18 

return on common equity (“return on equity,” or “ROE”).  The Commission should 19 

instead adopt the rate of 8.94% which I recommended in my direct testimony, and which 20 

continues to be appropriate.  The Company is requesting an ROE of 11.5%, which is 150 21 

basis points above Staff’s recommendation and more than 100 basis points above any 22 

recently approved returns in Illinois.  Moreover, the requested ROE is well above the 23 
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range of estimates put forth by various Staff and intervenor witnesses – for example, 24 

Staff recommends a 10.0% and the IIEC 9.65%.  The difference between the ROE 25 

recommendations made by the various witnesses in this case exists for a variety of 26 

reasons, but the most significant are related to growth expectations.  As I will discuss 27 

below, I continue to advocate for determining growth expectations using the BxR internal 28 

growth method, as I believe it is able to more accurately reflect anticipated changes in 29 

company fundamentals such as the dividend payout ratio. 30 

 31 

II. THE COMPANY’S METHODS IMPROPERLY INFLATE THE RATE OF 32 

RETURN ON COMMON EQUITY 33 

 34 

Q. Does Dr. Hadaway correctly describe the methodology you used to determine your 35 

ROE recommendation? 36 

A. He does not.  Doctor Hadaway opines that I performed a Capital Asset Pricing Model 37 

(“CAPM”) analysis, but did not integrate these results in my 8.94% ROE 38 

recommendation.  He further infers that my recommendation is directly from my DCF 39 

results.1  This is inaccurate.  As I stated in my direct testimony, while I relied on my 40 

discounted cash flow (“DCF”) results, I verified those results by comparing them to the 41 

CAPM analysis.  My CAPM analysis produced a range of results from 6.69% to 9.05%.  42 

My DCF recommendation of 8.94% is within this range, albeit it at the upper range of 43 

what the CAPM predicts.  I used the CAPM to establish the reasonableness of my DCF 44 

                                                 
1 ComEd Ex. 37.0 at 26-27.   
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results.  The Commission has relied on the CAPM analysis in setting past ROEs and I 45 

have done the same here.    46 

 47 

Q. Dr. Hadaway disagrees with your use of a 20-year historical average of GDP growth 48 

in your multi-stage DCF analysis.  Why did you choose to use that average? 49 

A. I chose to use a 20 year historical average because the overall growth in Gross Domestic 50 

Product (“GDP”) over the last 40 years includes disproportionately high growth from the 51 

first 20 years of that period.  The second 20 years, including the most recent multi-year 52 

economic crisis, show far less growth in GDP.  Dr. Hadaway opines that the last 20 years 53 

of data is inappropriate and biased.  While Dr. Hadaway may criticize my 4.86% estimate 54 

as being too low, it is actually above the published consensus economist estimates of 55 

GDP growth.  As Illinois Industrial Energy Consumers (IIEC) Witness Mr. Gorman 56 

demonstrates Blue Chip Economic Indicators publishes consensus GDP growth 57 

projections twice a year. Based on its latest issue, the consensus economists’ published 58 

GDP growth rate outlook is 4.8% to 4.7% over the next 5 to 10 years, respectively.2  59 

Given this data, and the fact that Staff Witness Mr. McNally relied on a 5.0% estimate of 60 

GDP growth, it is easy to see that Dr. Hadaway’s 6% GDP growth estimate is the outlier.     61 

 62 

Q. Dr. Hadaway also disagrees with your internal growth rate calculations.  How do 63 

you respond? 64 

A. Dr. Hadaway argues that my internal growth rate method produces estimates that are low 65 

because the “required assumptions” he identifies as constant earnings and retention rates, 66 

                                                 
2 IIEC Ex. 1.0 at 25.   
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are not met in reality.3  This criticism is simply wrong.  The “required assumptions” he 67 

identifies (constant earnings and retention rates) are issues affecting all versions of the 68 

DCF model.  All of the witnesses in this case are addressing the constant earnings issues 69 

through the use of multi-stage DCF models (that is, DCF models that assume varying 70 

stages of growth rather than constant growth).   71 

 72 

Q. Why is a company’s internal growth rate important in this exercise? 73 

A.  Internal growth rates are important to analyzing how a company’s earnings are expected 74 

to grow over time – the amount of cash that a company has to return to its shareholders, 75 

or to invest in expanding its operations, is one measure investors use to assess the overall 76 

health of the company – how it is expected to grow - and ultimately how risky investing 77 

in a given company might be.  As I discuss in my direct testimony, I propose the internal 78 

growth method because it is a more accurate method of reflecting changes in the dividend 79 

payout ratio and the retention ratio (which is calculated as 1 - the retention rate).  When 80 

these ratios are expected to change, using only reported analysts’ earnings growth rates 81 

will result in inaccurate estimates of the cost of equity.  The BxR method, because it 82 

considers such changes in payout and retention ratios is therefore more accurate. As I 83 

discussed in my direct testimony, relying solely on analysts’ growth rate forecasts is a 84 

less accurate methodology that will overstate the cost of equity.  85 

 86 

                                                 
3 ComEd Ex. 37.0 at 27.      
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Q. In response to Staff witness Mr. McNally, Dr. Hadaway introduces a simple 87 

example that he claims illustrates why the BxR internal growth rate method should 88 

be rejected.  Do you have any response to this example? 89 

A. Yes.  Dr. Hadaway calculates an 8.99% ROE using Mr. McNally’s 10% estimate and the 90 

average retention rate of Mr. McNally’s proxy sample.4  Dr. Hadaway claims that this 91 

inconsistency with Mr. McNally’s own recommendation somehow implies that the BxR 92 

method should be rejected.5  In fact, Dr. Hadaway’s calculation confirms my 8.94% ROE 93 

estimate and highlights the bias introduced into Commission proceedings from analyses 94 

relying heavily on analysts’ growth rates, as Mr. McNally does.6  95 

 As I explained in my direct testimony, to ensure that the cost of equity determined 96 

in this proceeding is reasonable in light of the continuing problems in world financial 97 

markets, the Commission should base its analysis on three basic supplemental criteria: 98 

1. Earnings growth rate inputs must be reasonable in light of anticipated growth 99 

in GDP; 100 

2. The long term growth rate must not implicitly require continued earnings 101 

above the regulated firm’s cost of equity, as derived in the analysis; and 102 

3. The long term growth rates must not require dividend payout ratios that are 103 

not consistent with the capital expenditure growth rate and the return on 104 

equity. 105 

Current analysts’ 3 to 5 year growth projections do not meet these simple common sense 106 

tests.  Take for example the 5.53% analysts’ growth rate used in Mr. McNally’s constant 107 

growth DCF and in the first stage of his non-constant growth DCF.  This is a rate above 108 

                                                 
4 ComEd Ex. 37.0 at 18. 
5 Id.   
6 Staff Ex. 5.0 at 15&17.   
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the 5% long-term growth in GDP that Mr. McNally assumes.7  Evaluating a company’s 109 

internal growth can help the Commission to avoid the type of upward bias produced by 110 

the use of analysts’ growth estimates. 111 

 112 

Q. Dr. Hadaway points out that he proposed a slightly higher dividend yield than you 113 

used.8  How can the Commission determine which is appropriate? 114 

A. Comparing dividend yields in a vacuum doesn’t provide any valuable information, and 115 

Dr. Hadaway’s decision to single out the differences in dividend yields simply obfuscates 116 

the issues in this case, because any differences in the dividend yield are merely derivative 117 

of other the other issues identified by Dr. Hadaway and myself. The dividend yield is the 118 

projected dividend (current dividend times the expected growth rates) divided by the 119 

stock price.  It is the difference in these factors that accounts for the differences in the 120 

dividend yield.  Therefore any differences in the dividend yields used by Dr. Hadaway 121 

and I are driven by the relationship of dividends to stock prices when we performed our 122 

analyses, and the growth rates we use in our respective analyses.  123 

 124 

Q. Has your opinion on Dr. Hadaway’s risk premium model changed? 125 

A. No.  The Commission has historically rejected risk premium analysis other than the 126 

CAPM, and the Company’s rebuttal testimony does not provide the Commission with 127 

any grounds to reconsider this decision. 128 

 129 

 130 

                                                 
7 Staff Ex. 5.0 at 15.   
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Q. Has your opinion of Dr. Seligson’s comparable earnings analysis changed? 131 

A. No it has not. Dr. Seligson’s testimony on this issue is not persuasive.  The Commission 132 

should not alter its longstanding practice of ignoring the comparable earnings method. 133 

 134 

II. THE COMPANY’S UPDATED ROE ANALYSES REMAIN PROBLEMATIC 135 

 136 

Q. Have any Company witnesses updated their ROE analyses since their direct 137 

testimony? 138 

A. Dr. Hadaway’s updated analysis estimates ComEd's cost of equity is in the range of 10.3 139 

percent to 10.9 percent.9  This is a reduction from his direct testimony, which estimated a 140 

cost of equity from 10.6 to 11.1%.  Despite the drop in Dr. Hadaway’s estimates, the 141 

company is still seeking the 11.5% ROE it sought in its direct case. 142 

 143 

Q. Dr. Hadaway criticizes the graphs and tables you presented in your direct testimony 144 

to illustrate the relative riskiness of utility stocks.  How do you respond to his 145 

criticism? 146 

A. Dr. Hadaway argues that my analysis is “fraught with outright mistakes” and that my 147 

“calculations and conclusions are incorrect.”10  Dr. Hadaway highlights the differences in 148 

the adjustment methodologies applied by Yahoo Finance and S&P in presenting stock 149 

price information and the S&P 500 index.  There are valid points contained in Dr. 150 

Hadaway’s criticism, however he has oversimplified the discussion.  Fortunately, the 151 

technical debate on these issues is not important to the Commission’s conclusion in this 152 

                                                 
9 ComEd Ex. 37.0 at 32.   
10 ComEd Ex. 37.0 at 28.    
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case.  Even relying solely on Dr. Hadaway’s presentation of the data, my conclusions 153 

about the relative riskiness of public utility stocks, and the specific sample companies we 154 

are examining here, are the same.   155 

 156 

 Dr. Hadaway has presented “corrected” stock prices changes in the following table:11 157 

 158 

 159 

 160 

The companies in the sample of utility companies used by both Dr. Hadaway and I 161 

declined by 39.1% at a time when the overall stock market declined by 56.8%.  Even as 162 

the market was still 25.6% below its highest level, the sample utilities were only 7.3% 163 

below their collective high.  As this data shows, investor confidence in public utilities is 164 

higher than it is in other firms in the economy.  This was the point I made in my direct 165 

testimony.  The fact that the sample utilities fell less than the overall market, and were 166 

closer to their highs demonstrates the relatively unique status that public utilities have in 167 

the economy.  The regulated nature of public utilities affords them the opportunity to earn 168 

a fair return on their prudent and reasonable investment that is commensurate with the 169 

                                                 
11 ComEd Ex. 37.0 at 30. 



ICC Docket No. 10-0467 
AG/CUB Ex. 10.0 

 10

returns earned by other firms of comparable risk, a privilege not shared by other firms.  170 

This reduced risk is reflected in the rate of return on common equity, when calculated 171 

appropriately, as I have done. 172 

 173 

Q. How do you respond to Company witnesses Dr. Hadaway, Mr. Fetter and Mr. 174 

O’Connor regarding the impact of the recent financial crisis on the utility 175 

investment market? 176 

A. None of these witnesses present any quantitative evidence on this point that supports the 177 

Company’s request, a request that is significantly above the testimony presented by any 178 

other witness in this case.  The range between the ROE recommendations of Staff 179 

(10.0%) and CUB (8.94%) is 106 basis points, with IIEC (9.65%) in between, while the 180 

Company is requesting an ROE (11.5%)  that is 150 basis points above Staff’s 181 

recommendation and more than 100 basis points above any recently approved returns in 182 

Illinois.  The Company’s request is also between 124 and 160 basis points above the 183 

ROE’s approved for the Ameren Illinois Company’s electricity distribution operations. 184 

 Instead of quantitative evidence that justifies this huge request, the company’s 185 

arguments are largely rhetorical and without actionable substance.  Take Dr. O’Connor’s 186 

testimony for example.  Dr. O’Connor argues that the recent strength of utility companies 187 

relative to other firms in the economy somehow broadly demonstrates that the extensive 188 

evidence presented by staff and all of the interveners in this docket is wrong.12  Dr. 189 

O’Connor also seemingly argues that ComEd needs a huge and unsupported rate increase 190 

to improve Illinois’s regulatory rating.13  It’s this kind of nonspecific rhetoric that 191 

                                                 
12 ComEd Ex. 26.0 at 11.   
13 Id.   
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complicates the regulatory situation in Illinois.  The Company has not supported its 192 

requested rate increase, and instead of producing this support, the company has reverted 193 

to arguments that are designed to illicit an emotional reaction from the Commission.  194 

Similarly, Mr. Fetter’s diatribe about the importance of credit ratings should not influence 195 

the Commission’s decision, which should be based on the specific quantitative evidence 196 

presented in this docket.  Clearly, the Commission should see through this charade, 197 

disregard the company’s unsupported speculation, and rule only on the evidence in the 198 

case.   199 

  200 

Q. Should the Commission consider the Company’s credit ratings in making its 201 

decision about the appropriate ROE in this case? 202 

A. Certainly the Commission should be mindful of the Company’s ability to attract capital.  203 

However, it’s practically impossible, and inherently speculative, to peg an approved rate 204 

of return or rate increase to credit rating expectations.  Engaging in such a practice 205 

essentially invalidates all of the other issues that arise in a rate case.  The Company has 206 

not presented any specific evidence to demonstrate that it would be unable to attract 207 

capital on reasonable terms, thus the Commission should not consider the testimony on 208 

this issue as evidence.  It is mere speculation.     209 

 210 

Q. Should the Commission consider credit ratings in making disallowance decisions? 211 

A. I do not believe they should.  The Commission’s task is to look at the evidence presented 212 

on specific issues.  It’s simply inappropriate to suggest that the Commission should 213 

approve potentially imprudent or unreasonable spending just to maintain credit metrics.  214 
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This speculation simply clouds the issues and adds no value to the determination that the 215 

Commission must make on specific issues.   216 

 217 

Q. Has the Commission considered the “regulatory climate,” discussed by Messrs. 218 

O’Connor and Fetter, in any recent cases? 219 

A. Yes.  On December 15, the Commission discussed that issue specifically in another case 220 

involving ComEd, ICC Docket No. 10-0138.  The Company had presented very similar 221 

testimony from Ms. Abbott to what they have presented here regarding the “negative 222 

regulatory climate” in Illinois.  The Commission determined that testimony was not 223 

persuasive, finding: 224 

Moreover, Ms. Abbott’s testimony regarding the negative regulatory 225 
climate regarding Illinois utilities overlooks the fact that this Commission 226 
has been, for a long period of time, dedicated to ensuring that, only 227 
reasonable and legally-recognizable, costs are passed on to ratepayers. The 228 
fact that this Commission does not compare favorably to some other state 229 
regulatory commissions in similar positions is merely demonstrative of 230 
this Commission’s efforts on behalf of the consuming public to ensure that 231 
all costs that are passed on to the general rate-paying public are 232 
reasonable.14     233 

 234 

Q. Is there reason for the Commission to depart from that finding here? 235 

A. No, the testimony should be treated just as it was in Docket No. 10-0138, it 236 

should be given no weight in this case. 237 

 238 

 239 

 240 

                                                 
14 ICC Docket No. 10-0138, Final Order at 49. 
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Q. Should the Commission use other states as a comparison for determining the 241 

appropriate ROE in this case, as Dr. Hadaway suggests? 242 

A. Dr. Hadaway argues that recent allowed ROEs for electric distribution utilities 243 

have been approximately 9.98 percent.15  As the Commission has already found, 244 

such comparisons add little value to this proceeding. 245 

 246 

III. THE COMPANY’S REQUEST FOR AN “ENERGY EFFICIENCY” ADDER IS 247 
INAPPROPRIATE AND UNJUSTIFIED 248 

 249 

Q. Has your opinion on the 40 basis point “adder” to ComEd’s requested ROE 250 

changed? 251 

A. Not all.  Nothing in the Company’s rebuttal testimony address the serious flaws found by 252 

Staff and other intervenors with the Company’s proposal.  Dr. Tierney’s rebuttal 253 

testimony states that “the proposed adder would reduce ComEd’s incentive to subject 254 

itself to such penalties over the course of the years during which new rates would be in 255 

effect.”16  In response to Staff data request, DAB 1.01, the Company discusses its 256 

incentive to cease energy efficiency initiatives if its request is not granted:  257 

In the absence of any means by which ComEd might recoup some of the 258 
expected losses from efficiency measures, the utility might be incented, 259 
strictly on narrow financial grounds, to simply pay the statutory penalty 260 
instead of incurring those losses. Of course there are other forces at play - 261 
regulatory supervision, long-term corporate citizenship and customer 262 
relations, among them - that temper the utility's incentive to act to 263 
accomplish such a narrow, short-term financial outcome. Having some 264 
compensation for losses as provided by the adder further tempers that 265 
incentive, in large part due to the positive signals that would be sent by a 266 
Commission action to compensate ComEd for its greater risks and to 267 
offset some of its revenue losses. The customer benefits of reducing or 268 

                                                 
15 ComEd Ex. 37.0 at 9-10 and Ex 31.1.   
16 ComEd Ex. 39.0, p. 15. 
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even eliminating the narrow financial incentive to pay a penalty and 269 
forego delivery of energy efficiency programs include at a minimum 270 
helping to ensure that the objectives the General Assembly sought to 271 
achieve through the mandated efficiency programs will in fact be realized. 272 

 273 

   The Company is essentially threatening to stop all statutorily-mandated efficiency 274 

activity.  The Commission should not give any credence to such inappropriate 275 

suggestions.  276 

 277 

Q. Do any other parties support an ROE adder for energy efficiency programs? 278 

A. No.  All of the parties in this case, sans ComEd, do not support such an adder.   279 

 280 

IV. CONCLUSION 281 

 282 

Q. Has your overall ROE recommendation changed? 283 

A. No, the company has not presented any evidence that persuades me to alter my 8.94% 284 

recommended rate of return on common equity.  This rate of return adequately 285 

compensates investors in ComEd, as the company is not a relatively risky investment, a 286 

fact that is supported by the evidence in this case. 287 

 288 

Q. Does this conclude your rebuttal testimony? 289 

A. Yes. 290 


