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I. INTRODUCTION 1 

A. Witness Identification 2 

Q. Please state your name and business address. 3 

A. Ellen Lapson.  My business address is 370 Riverside Drive, New York, NY 10025. 4 

Q. By whom and in what capacity are you employed? 5 

A. I am the founder and principal of Lapson Advisory, a division of Trade Resources 6 

Analytics LLC, of which I am a member.  Lapson Advisory provides independent 7 

consulting services relating to the valuation and financial strength of utilities and 8 

infrastructure companies.  Through Lapson Advisory, I advise clients on how to improve 9 

their access to capital and debt markets on favorable terms and I testify as an expert 10 

witness relating to utility and project finance and utility capital market matters.  In 11 

addition, I conduct executive seminars to teach utility credit analysis, corporate and 12 

project finance, and financial analysis. 13 

B. Summary of Testimony 14 

Q. What are the purposes of your direct testimony? 15 

A. I have been asked to review on behalf of Commonwealth Edison Company (“ComEd”) 16 

the Petition and supporting materials submitted to the Illinois Commerce Commission 17 

(“ICC”) by Rock Island Clean Line, LLC (“RI”) seeking a Certificate of Public 18 

Convenience and Necessity (“CPCN”) to act as a transmission public utility and to 19 

construct, operate, and maintain new transmission facilities (the “Project”) requiring in 20 

excess of $1 billion in investment, and to provide my professional opinion on the 21 

financial aspects of the request and of the financial capabilities of RI.    22 
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C. Background and Qualifications 23 

Q. What is your professional background? 24 

A. Since 1969, I have worked in the financial services industry with special focus on the 25 

financial analysis of utility debt and equity securities.  Of my more than 43 years of 26 

experience as a financial professional, I have for more than 40 focused on financial 27 

analysis and securities evaluation within the broad utilities and infrastructure sector.  My 28 

roles in that sector have spanned lending, structured financing, credit analysis and rating 29 

and risk evaluation, and providing strategic advisory services. 30 

Prior to founding Lapson Advisory, from 1994 through December, 2011, I was a 31 

Managing Director and before that a Senior Director of the utilities, power, and gas 32 

analytical team at Fitch Ratings (“Fitch”), one of the three prominent credit rating 33 

agencies in the U.S. market.  During my 17 years at Fitch, I evaluated or supervised other 34 

analysts evaluating the credit of hundreds of electric, gas, and water utilities, primarily in 35 

the U.S.  From 2004 through 2011, I also supervised and wrote the credit rating criteria 36 

applied in the electric, gas, and water sector.  An important part of my responsibility was 37 

to initiate and maintain ongoing contact with U.S. fixed-income investors, portfolio 38 

managers, and debt and equity securities analysts.   39 

Prior to joining Fitch, for 20 years from 1974 to 1994, I was in commercial and 40 

investment banking at Chemical Bank and Chemical Securities (now J.P. Morgan, Inc.).  41 

For 15 of my 20 years there, I arranged funding and advised companies in the utility 42 

sector and related sectors such as power generation and fuels.  For five years, I was a 43 

bank divisional controller and managed internal treasury, accounting, and financial 44 

control functions.  Before becoming a utility banker, I started my career in the investment 45 
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community as an equity analyst for six years at Argus Research Corporation, specializing 46 

in the gas, telephone, and electric utility sectors. 47 

Q. What is your educational background? 48 

A. I hold a Bachelor of Arts degree from Barnard College in 1969, and earned a Master of 49 

Business Administration degree with a concentration in Accounting from New York 50 

University’s Stern School of Business in 1975. 51 

Q. Do you hold any professional licenses or belong to any professional organizations? 52 

A. Yes.  Since 1978 I have been recognized as a Chartered Financial Analyst (“CFA”) 53 

charter holder and a member of the CFA Institute.  Since 1996, I have been a member of 54 

the Wall Street Utilities Group, an organization of professional equity and debt analysts 55 

who focus on utility sector securities. 56 

Q. Are you familiar with the financial aspects of electric transmission infrastructure? 57 

A. Yes. At Fitch from 2001 through 2011 I participated regularly in rating electric 58 

transmission entities. I participated in rating committees to rate the obligations of 59 

corporate transmission entities such as American Transmission Company LLC, 60 

independent system operators and regional transmission organizations, including 61 

Midcontinent Independent System Operator (formerly, the Midwest Independent 62 

Transmission System Operator), and project financings of both merchant and tariff-based 63 

transmission projects in the U.S. and internationally. I am currently involved as a witness 64 

in two electric transmission utility rate cases pending at the Federal Energy Regulatory 65 

Commission (“FERC”).   66 
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Q. Are you familiar with the project finance market and project finance debt and 67 

equity practices? 68 

A. Yes, I am. In my years as a banker, I structured debt financing for project financings of 69 

energy and power facilities.  At Fitch I evaluated or served on the rating committees for 70 

project-financed electric transmission projects.  I participated in writing Fitch’s rating 71 

criteria for evaluating project finance debt in the energy, utilities, renewable energy, and 72 

electric transmission sectors.  I dealt with many major project sponsors, equity providers, 73 

mezzanine debt providers, and lenders that are active in project financing.  74 

Q. Have you previously given testimony to regulatory bodies concerning financial 75 

transactions and the capital markets? 76 

A. Yes.  I have appeared before and provided testimony to FERC, the New York Public 77 

Service Commission, and other regulatory commissions.  I am currently an expert witness 78 

on behalf of the New England Transmission Owners in Docket EL11-66 and on behalf of 79 

Baltimore Gas and Electric Company and subsidiaries of PEPCO Holdings, Inc. in 80 

Docket EL13-48-000, pending before FERC.  I have provided testimony before the ICC 81 

in one docket, about 15 years ago, concerning securitization.  A summary of matters in 82 

which I testified and my other relevant experience is found in ComEd Exhibit (“Ex.”) 83 

2.01. 84 

D. Itemized Attachments to Direct Testimony 85 

Q. Are there are other attachments to your direct testimony? 86 

A. Yes.  In addition to ComEd Ex. 2.01, attached to my testimony are: 87 
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 ComEd Ex. 2.02 (Confidential), which is RI’s balance sheet, produced by RI as 88 
Confidential Attachment 1 to its response to ILA Data Request 1.76;  89 

 ComEd Ex. 2.03-2.06, which are the applicable project finance rating criteria 90 
currently in effect at Moody’s Investors Service (“Moody’s) (ComEd Ex. 2.03), 91 
Fitch (ComEd Ex. 2.04 and 2.05), and Standard & Poor’s Financial Services, LLC 92 
(“S&P”) (ComEd Ex. 2.06) to rate a debt issuance by an entity such as RI; and   93 

 ComEd Ex. 2.07, which is a discussion draft and request for comment released to 94 
the public by S&P in January 2013 regarding their proposal to revise their method 95 
for evaluating pre-completion/construction risks.  96 

II. RI’S CURRENT FINANCIAL CAPABILITY 97 

Q. In your professional opinion, do the Petition, testimony, and exhibits submitted by 98 

RI currently demonstrate that RI is capable of financing the construction of the 99 

Project without significant adverse financial consequences to RI? 100 

A. The information provided by RI in its Petition and direct testimony demonstrates that 101 

RI’s financial resources are not currently sufficient to fund the construction of the 102 

proposed Project.  At best, the information provided regarding access to financing can 103 

only be described as “aspirational.” 104 

Q. How does RI’s current capitalization compare to the capital requirements to 105 

complete the Project? 106 

A. Based on information RI provided to the ICC, the estimated capital required to construct 107 

and complete the project is $2 Billion.  (RI Ex. 10.8).  At this early stage, the actual 108 

budget is unknown, even putting aside the uncertainties Mr. Naumann discusses (ComEd 109 

Ex. 1.0), $2 Billion is a very rough order of magnitude estimate.  RI witness Mr. Berry 110 

estimates that as a rule development expenses (excluding detailed engineering work) 111 

prior to commencing construction typically run approximately 1-2% of total project costs, 112 

or approximately $20 to $40 million of the project budget.  113 
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I estimate that of the total cost of a transmission project, such as the 114 
Project, approximately 1% to 2% is spent in development activities 115 
(obtaining siting authority, interconnection studies, routing, permitting, 116 
and public outreach) .... 117 

Berry Dir., RI Ex. 10.0, 31: 640 - 642.  118 

In contrast, RI’s balance sheet (ComEd Ex. 2.02) shows that as of Dec. 31, 2012, 119 

RI had received members’ equity contributions of ***BEGIN CONF  END XXXXXXX120 

CONF*** of which ***BEGIN CONF  END CONF*** had already been spent XXXXX121 

as of that date on development activities and fixed assets relating to development.1   122 

Q. What is the current financial commitment of the equity investors in RI’s ultimate 123 

parent to RI and the proposed Project? 124 

A. The sources that have been provided to date do not document any financial commitments 125 

from equity investors to the Project.  Mr. Berry sidesteps the question and does not 126 

provide any details whatsoever, speaking of the experience of the owners’ of RI’s 127 

ultimate parent rather than any committed capital to this Project:   128 

Q. Do the equity investors in Clean Line have the commitment and 129 
experience to support this plan? 130 

A. In my opinion, yes.  As Mr. Skelly describes, both ZAM Ventures 131 
and the Zilkha family have deep experience in the energy field, 132 
including in electric power and renewable energy.  Both ZAM 133 
Ventures and its affiliates and the Zilkha family have previously 134 
made significant investments in start-up companies in the energy 135 
industry, including companies developing renewable resources 136 
projects, and are deeply experienced with our development and 137 
financing model. 138 

RI Ex. 10.0, 40:840 - 847. 139 

                                                 
1 These values have been designated as Confidential by RI and are redacted from the Public 

version of my testimony.   
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In addition, the Petition states that the original equity investors are providing 140 

capital to fund only the development process, which as I noted Mr. Berry estimates 141 

comprise approximately 1-2% of total project costs, or $20 to $40 million.  As with Mr. 142 

Berry’s testimony itself, the Petition does not state that there is any defined commitment 143 

by any person to fund even the full development costs: 144 

Clean Line’s equity investors are providing capital to enable Clean Line 145 
and its subsidiaries to undertake the initial development and permitting 146 
work for the Rock Island Project and Clean Line’s other transmission 147 
projects in order to bring the projects to a state of development and 148 
licensing .... 149 

Petition, ¶53.  150 

On November 27, 2012, National Grid USA announced that its subsidiary 151 

GridAmerica Holdings Inc. had agreed to purchase a 40% interest in Clean Line Energy 152 

Partners LLC (“Clean Line”), the ultimate parent of the applicant RI, for $40 million.2  153 

Since the amount of members’ contributions to the equity of RI is less than $40 million, it 154 

appears likely that (a) some of the purchase price went directly to the original equity 155 

members to reduce their equity contributions or provide them with a development profit, 156 

(b) some of the $40 million investment by GridAmerica Holdings may be in the form of 157 

an undrawn commitment to be advanced to fund future development costs, and/or (c) the 158 

investment was used to fund initial costs of unrelated projects being proposed by Clean 159 

Line through entities other than RI.  But, indicating where the money actually went 160 

would be speculation on my part because no such information has been provided about 161 

the investment’s relevance to the Project.  162 

                                                 
2  RI Ex. 10.12, 1:16-19, 3:69-70, 4:76-77. 
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Q. Do the Petition, testimony, and exhibits submitted by RI identify additional equity 163 

or debt capital that RI has a right to draw on to make up the difference between 164 

estimated total Project costs and the commitments to fund the development process 165 

costs?   166 

A. No, the information submitted by RI does not identify any other commitments of equity 167 

or debt capital to fund any amount other than development costs – that is, the remaining 168 

98 - 99% of the project budget. 169 

Q. Is the Project currently at a stage where a lender, be it a conventional or project 170 

finance lender, would be expected to commit to lend the required additional capital 171 

to complete the Project? 172 

A. No, in my experience, absent a full guarantee from a credit-worthy project sponsor, 173 

lenders require detailed information about virtually every aspect of a project before 174 

providing loan commitments.  Investors in project equity also have high requirements for 175 

documentation prior to making major capital commitments, although strategic equity 176 

investors may make smaller “seed money” commitments in advance of full details, such 177 

as the investment by GridAmerica Holdings in a development company that is a parent, 178 

one or two levels removed, of RI. 179 

Q. What types of information would a financial analyst expect to see before he or she 180 

could conclude that an entity was capable of financing a $2 billion capital 181 

investment? 182 

A. A condensed list of the information and documents that prospective debt investors 183 

typically require prior to committing to provide financing includes the following:   184 
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 Contracts with shippers or capacity agreements;  185 

 Interconnection agreements; 186 

 Detailed estimates of necessary costs and investments;  187 

 Contracts for construction and procurement of materials (Engineering, 188 

Materials Procurement, and Construction contracts); 189 

 Economic models capable of projecting revenues, expenses, financing costs, 190 

gross and net income, and standard financial ratios, etc.; 191 

 Relevant real estate permits and rights of way; 192 

 Environmental permits and assessment of environmental impacts; 193 

 Independent engineering report with opinions on the adequacy of the 194 

construction plan and budget, budgeted contingencies, appropriate 195 

completion tests, and the likelihood of completion by a date certain or 196 

effectiveness of liquidated damages in the event of failure to complete; and 197 

 Equity contribution commitments. 198 

Project equity investors would generally use similar information, with the 199 

exception of the last item, of course.  Equity investors and some lenders may issue 200 

commitments that are conditional upon satisfaction of an item above that is either missing 201 

or not complete, but it would be quite exceptional to get a commitment even on a 202 

conditional basis if none of the items above were available, as is the case with the RI 203 

project.  204 
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III. THE FUTURE FUNDING OPTIONS RI DESCRIBES 205 

Q. Does RI state how it hopes to acquire the capital required to complete the Project? 206 

A. Only in a general manner.  RI states its intention to obtain debt and equity capital from 207 

third-party investors familiar with and currently active in project financing in the U.S. 208 

power and gas sector.  It does not identify the investors, the form or terms of the 209 

investments, the cost of the capital, or any conditions that any investor may impose.   210 

Q. Please explain to the Commission what using “project finance” means? 211 

A. A general definition is the financing of long-term infrastructure, industrial projects or 212 

public services within a separately capitalized financial structure organized for a specific 213 

and limited purpose, such that debt and equity used to finance the project are paid back 214 

from the cash flow generated by the project.  According to the International Project 215 

Finance Association (IPFA), project financing  216 

... means essentially that lenders look to the project’s assets and revenue 217 
stream for repayment rather than to other sources of security such as 218 
government guarantees or the resources of the project sponsors.   219 

See http://www.ipfa.org/about/projectfinance/. 220 

Q. Does RI identify the amount of project finance debt that will be required? 221 

A. Based on RI Ex. 10.8, it appears that approximately 70% of the funding, or $1.4 billion 222 

will be sought in the form of debt, requiring the balance in the form of equity of $600 223 

million.  224 

Q. Does RI currently have accurate knowledge about the terms under which such 225 

lending might ultimately occur? 226 

A. No.  RI has not disclosed any such information.  227 
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Q. Does RI discuss the maximum costs or other limitations of the terms under which 228 

that capital would have to be made available in order for RI to proceed with the 229 

Project?  230 

A. No such information has been provided.  It is my opinion that it is unlikely that RI or its 231 

advisors will have developed a firm view on that topic prior to completing detailed 232 

engineering studies and forecasting in detail the total costs and likely or potential 233 

revenues of the Project.   234 

Q. Can one be certain or reasonably certain that the required capital can be obtained 235 

through “project finance” channels on practical terms?  236 

A. No.  Every year, many more projects apply to equity and debt providers for funding than 237 

are ultimately successful in obtaining funding at reasonable terms that make economic 238 

sense to all parties.  239 

Q. RI witnesses identify other transmission projects that have relied, at least in part, on 240 

capital obtained through project finance.  (RI Ex. 10.0, 32:678 – 33:704; RI Ex. 10. 241 

7).  Can the ICC take from those examples that RI can successfully finance this 242 

Project in that manner? 243 

A. No.  Mr. Berry lists steps that a typical project developer would undertake to seek project 244 

financing.  See RI Ex. 10.0, 31:655 – 32:661; 38:810 - 39:839; RI Ex. 10.13, 2:27 – 245 

4:111.  While Mr. Berry’s description of the process is correct, I disagree with his level 246 

of certainty that following those steps will with a high degree of assurance lead to 247 

successful funding.  If I may offer an analogy, I can say with great certainty that a person 248 

wishing to become a violinist in the Chicago Symphony Orchestra needs to acquire a 249 



Docket No. 12-0560 
ComEd Ex. 2.0 

Page 12 of 16 

violin, find a violin instructor, apply him or herself conscientiously to years of lessons 250 

and practice, and apply for an audition for an open seat at the orchestra.  It would be 251 

misleading, however, to say that any individual who follows those steps will with great 252 

certainty gain a seat in the violin section of the Chicago Symphony Orchestra.  253 

Listing a number of transmission projects that have successfully achieved 254 

financing, as Mr. Berry does (RI Ex. 10.0, 32:676 – 33:686; RI Ex. 10.7), is tantamount 255 

to my listing the members of the violin section of the Chicago Symphony Orchestra as 256 

evidence that I will certainly become a member of the violin section of the orchestra if I 257 

follow the same regimen that they did. 258 

Q. Is RI fully comparable to the various project-financed electric transmission projects 259 

that RI’s witnesses cite as comparable?  260 

A. No.  Seven of the electric transmission projects cited by Mr. Berry (RI Ex. 10.0, 32:678 – 261 

33:704) and listed in RI Ex 10.7 receive their cash flow from payments by customers 262 

through a utility tariff with a high degree of assurance, not from a combination of 263 

bilateral contract revenues and merchant revenues, as would be the case for RI.  In the 264 

Applicant's Exhibit 10.7, the following project financed electric transmission projects are 265 

shown as having a “Rate Recovery” revenue model:  266 

1. PATH 15 267 

2. Trans-Bay Cable 268 

3. Trans-Allegheny Interstate Line Company 269 

4. Sharyland CREZ 270 

5. Cross-Texas Transmission 271 

6. Wind Energy Transmission 272 
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7. Lone Star Transmission CREZ 273 

Those seven projects would be viewed in the financial markets as having more assured 274 

(less risky) revenue sources than RI, because RI's planned revenues would be derived 275 

from bilateral contract payments from wind projects or wind project developers, that is, 276 

counterparties with relatively low counterparty credit ratings.   277 

The only projects listed in RI Exhibit 10.7 that depend on the “Capacity Contract” 278 

revenue model, presumably similar to RI, are:  279 

1. Neptune 280 

2. Cross-Sound Cable 281 

3. Linden Variable Frequency Transformer 282 

While the table in RI Exhibit 10.7 does not disclose the financial funding size of the 283 

Linden transformer project, Neptune and Cross-Sound Cable appear to have financed 284 

smaller transaction amounts, less than half the $2 billion (roughly estimated) combined 285 

debt and equity needed by RI to fund its construction.  Moreover, Neptune and Cross-286 

Sound Cable were not generator interconnection projects, but interconnected RTOs 287 

otherwise separated by bodies of water that the line spanned.  Consequently, it is not 288 

evident that any of the transactions cited by the Applicant witnesses as precedents are 289 

truly comparable to the financing challenge that RI will face.   290 

Q. How do the RI’s witnesses describe the level of certainty that they currently have 291 

that the Project will ultimately be financed, constructed, and completed? 292 

A. RI’s Petition (at ¶ 53) states as follows:  293 

Clean Line and Rock Island are capable of financing the construction of 294 
the Rock Island Project without significant adverse financial consequences 295 
to Rock Island and its customers.  Clean Line and Rock Island have 296 
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adequate financial resources and capital commitments to carry out the 297 
necessary development work for the Rock Island Project (and Clean 298 
Line’s other projects) prior to engaging in project-specific financings for 299 
the construction of the Rock Island Project.  Clean Line’s equity investors 300 
are providing capital to enable Clean Line and its subsidiaries to undertake 301 
the initial development and permitting work for the Rock Island Project 302 
and Clean Line’s other transmission projects in order to bring the projects 303 
to a state of development and licensing at which Clean Line and its 304 
subsidiaries can enter into project-specific financing arrangements with 305 
investors and lenders to secure the capital needed to complete 306 
development and construction of the projects and place them into 307 
operation. 308 

From the testimony and data responses, however, it is obvious that the “commitment” in 309 

the passage above refers at most only to the funding of the initial development and 310 

permitting phase, and not to any equity or debt financing for subsequent phases.  311 

RI witness Berry states that he is “confident” of successfully acquiring the 312 

necessary funding via unspecified project financing: 313 

Q. Are you confident that the project finance markets will support the 314 
construction of the Rock Island Project? 315 

A. Yes. Large amounts of liquidity exist in the capital markets for 316 
transmission projects that have reached an advanced stage of 317 
development. 318 

RI Ex. 10.0, 33:687.  He repeats this seemingly confident view later in the same 319 

document: 320 

Q.  If Rock Island is able to obtain the regulatory approvals and the 321 
transmission contracts as you describe, do you foresee any difficulty 322 
in obtaining the necessary financing to build the Project? 323 

A. I do not.  Several precedent transactions have demonstrated that 324 
project finance for transmission lines is a viable model. 325 

Id., 39: 831-35.  Yet, in supplemental testimony submitted after his original testimony 326 

(RI Ex. 10.0) was filed, Mr. Berry addressed the prospect that the Project will not attract 327 
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bilateral contracts sufficient to support that financing.  He confirmed that the Project will 328 

not be constructed until and unless future contingencies are met.  RI Ex. 10.13, 3:96 – 329 

4:111. 330 

Moreover, I cannot find any discussion by RI of any other risks associated with 331 

successful project completion, besides the brief discussion in RI Ex. 10.13.  However, in 332 

fact, completion on time and on budget is considered the most risky aspect of project 333 

finance.  ComEd Exs. 2.03 through 2.06 contain the rating methodologies currently used 334 

by S&P, Moody’s, and Fitch to evaluate project finance debt.  All three agencies’ rating 335 

criteria address completion risk in detail, and S&P released a request for public comment 336 

in January 2013 indicating its plan to enhance its evaluation of pre-337 

completion/construction risks.  For that reason, after reaching successful completion, 338 

projects are often able to refinance at a lower interest rate or have built in step-downs in 339 

interest rate, in recognition of the lower risk present after successful construction 340 

completion and commercial operation.  The impression created by Mr. Berry’s testimony 341 

is that achieving project financing guarantees project completion and commercial 342 

operation.  Unfortunately, this is not always the case.  343 

Q. What may happen when project financed entities fail to achieve project completion? 344 

A. That depends on what caused the failure to complete.  Some reasons that a project may 345 

fail to complete include, for example: an unanticipated environmental hurdle or 346 

injunction delaying completion and causing unanticipated excess costs; over-runs in labor 347 

or equipment costs exceeding the project’s contingency budget; or a contractual 348 

counterparty becoming bankrupt and failing to honor a contractual commitment.  Even if 349 
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the anticipated costs to complete exceed the available funding, if the economic prospects 350 

of the facilities can be salvaged, it may be possible to bring in fresh equity either from 351 

existing equity holders, or restructure, bringing in fresh equity from new investors.  If the 352 

economic prospects of the project have diminished, in some cases a project may remain 353 

incomplete for a long time or be abandoned.  Project entities may default on their project 354 

debt.  So even if a project is successful in achieving funding of the construction phase, 355 

that is not in itself a guarantee of successful completion and commercial operation.  356 

Q. Does this complete your direct testimony? 357 

A. Yes.  358 


