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I. Introduction and Purpose 1 

Q. Please state your name, position and business address. 2 

A. My name is Steven M. Fetter.  I am President of Regulation UnFettered.  My business 3 

address is 1489 W. Warm Springs Rd., Suite 110, Henderson, Nevada 89014. 4 

Q. On whose behalf are you testifying? 5 

A. I am providing this surrebuttal testimony on behalf of Commonwealth Edison Company 6 

(“ComEd” or the “Company”).   7 

Q. Are you the same Steven M. Fetter who testified earlier in this proceeding? 8 

A. Yes.  I filed rebuttal testimony (ComEd Exhibit (“Ex.”) 45.0) in this docket before the 9 

Illinois Commerce Commission (“Commission”).   10 

Q. What is the purpose of your surrebuttal testimony? 11 

A. For the reasons stated herein, I encourage the Commission to reject two aspects of the 12 

rebuttal testimony of Mr. Michael P. Gorman, testifying on behalf of the Illinois 13 

Industrial Energy Consumers (IIEC Ex. 4.0).  Specifically, I disagree with Mr. Gorman 14 

when he states: 15 

1) that “The major flaw in Mr. Fetter’s reasoning is that he appears to disregard 16 

the need to set the authorized return on equity based on current market capital 17 

cost, rather than matching past return awards or pleasing analysts.” (at page 10, 18 

lines 210-212); and 19 

2) his reference to the Commission’s statement in an earlier ComEd rate case that 20 

“ComEd may not simply adopt the cost of equity set for other utilities scattered 21 
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around the country, for which the factors and circumstances are not necessarily 22 

similar.”  (at page 11, lines 234-237) 23 

II. Discussion 24 

Q. In his rebuttal testimony, Mr. Gorman stated in part that: “The major flaw in Mr. 25 

Fetter’s reasoning is that he appears to disregard the need to set the authorized 26 

return on equity based on current market capital cost, rather than matching past 27 

return awards or pleasing analysts.”  (IIEC Ex. 4.0, page 10, lines 210-212) Do you 28 

agree with Mr. Gorman’s statement? 29 

A. No.  I note that, with regard to the specific analysis and calculations related to the 30 

appropriate rate of return on common equity (“ROE”) for ComEd in this case, I defer to 31 

ComEd witness Dr. Hadaway and his testimonies that analyze past and current data in 32 

support of his recommendation of an ROE between 10.3 to 10.9%, a range that is clearly 33 

in tune with recent regulatory ROE determinations.   34 

To the contrary of Mr. Gorman’s suggestion, as I noted in my rebuttal testimony, 35 

Mr. Gorman’s 9.6% ROE recommendation is inconsistent not only with current 36 

prevailing national ROE levels, but, as discussed, it also does not match up with ROE 37 

norms during the past twenty years.  For a utility like ComEd, with credit ratings near the 38 

investment-grade/non-investment-grade dividing line (‘BBB’/’Baa3’), a Commission 39 

ROE determination outside the mainstream – especially coming so soon after the global 40 

financial crisis -- could seriously damage the Company’s credit profile, placing its 41 

investment-grade status in jeopardy to the potential harm of both customers and 42 

investors.    43 

Moreover, beyond the financial analysis underlying all of the ROE 44 

recommendations in this case, I encourage the Commission to recognize the fact that 45 
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investor decision-making is not purely a function of numerical calculations.  Investor 46 

required returns are influenced not only by current market measures, but also by emotion, 47 

perceptions, trends, fear, apprehension, and the like.  Indeed, what influences an investor 48 

the most is likely to be the question of “Is there a better investment to be made 49 

elsewhere?”  Any regulatory body that believes that its ROE determinations should be 50 

made in a vacuum, divorced from investor sentiment or consideration of alternative 51 

return levels offered in other jurisdictions, does so at its own peril.  As I emphasized in 52 

my rebuttal testimony: 1) regulatory climate and related investor perceptions matter, and 53 

2) nothing should be taken for granted in the current investing environment.       54 

Q. Those cautionary thoughts would seem to be at odds with the statement Mr. 55 

Gorman cites from the Commission’s earlier ComEd decision about costs of equity 56 

set for other utilities around the country.  Would you agree? 57 

A. Yes I do.  Having witnessed the ups and downs of utility financing activities as a 58 

regulator, a bond rater, and now as a consultant to utilities, commissions, and consumer 59 

advocates, and with all due respect to this Commission, I think it would be a mistake for 60 

a regulator to ignore what is happening in other jurisdictions with regard to regulated 61 

ROE decisions.  All utilities compete for financing, both short term and longer term, and 62 

the regulatory climate within a particular jurisdiction affects both the access a utility has 63 

to investor funding, as well as the cost that has to be paid for those funds.  One need only 64 

look at the recent financial crisis to see that access to funds on a short term basis 65 

essentially dried up for a period of time with longer term financing at times requiring 66 

secured or exotic transactions, especially for utilities within the “BBB” category.  I 67 

believe it is incumbent upon this Commission to render its decisions taking into account 68 

all factors that will influence ComEd’s credit ratings and investor sentiment with regard 69 
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to supporting the Company, so as to ensure that, going forward, ComEd will be able to 70 

access capital when needed and upon reasonable terms.    71 

Q. Does this complete your surrebuttal testimony? 72 

A. Yes. 73 


