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I. INTRODUCTION AND SUMMARY 1 

Q. What is your name and prior participation in this Docket? 2 

A. My name is Ellen Lapson.  I am the founder and principal of Lapson Advisory, a division 3 

of Trade Resources Analytics LLC, of which I am a member.  I previously submitted pre-4 

filed direct testimony in this Docket.  My background, professional qualifications, duties, 5 

and responsibilities are unchanged. 6 

Q. What issues do you address in this testimony? 7 

A. The basic issue I continue to address is whether Rock Island Clean Line LLC (”Rock 8 

Island”) in its filing and other testimony has demonstrated that it has met the relevant 9 

financial standard required by Illinois statute1 for the Illinois Commerce Commission to 10 

grant a certificate of public convenience and necessity (“CPCN”) to Rock Island as an 11 

Illinois transmission utility and to construct, operate and maintain a proposed electric 12 

transmission line.  13 

Q. What conclusions do you reach in your rebuttal testimony? 14 

A. After examining Rock Island’s filings and testimony, including its rebuttal testimony, I 15 

continue to conclude that Rock Island has not shown that it “is capable of financing the 16 

proposed construction without significant adverse financial consequences for the utility 17 

or its customers.”  220 ILCS 5/8-406(b)(3).  Its rebuttal testimony does not demonstrate 18 

any current financial capability of the putative utility.  Additional information provided in 19 

                                                 
1 220 ILCS 5/8-406(b)(3) (“The Commission shall determine that proposed construction will 

promote the public convenience and necessity only if the utility demonstrates … (3) that the utility is 
capable of financing the proposed construction without significant adverse financial consequences for the 
utility or its customers.”).  
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Rock Island’s rebuttal testimony only further demonstrates that Rock Island is a shell 20 

company, a developer with no material current financial ability.  All of the testimony on 21 

behalf of Rock Island about its corporate parent and about the success of other unrelated 22 

projects in obtaining project financing does not address, let alone remedy, the absence of 23 

information demonstrating Rock Island’s present financial capabilities.   24 

Rock Island’s rebuttal testimony also spends considerable effort to promote its 25 

contention that it would be impossible for a speculative merchant development company 26 

such as Rock Island to provide additional proof demonstrating it is capable of financing 27 

the proposed construction, and therefore makes a plea that such financial standards 28 

should not apply to it.  Such contentions are tacit acknowledgment by Rock Island that it 29 

has not demonstrated it is now capable of financing the proposed construction or that it 30 

can do so without significant adverse financial consequences to it or its customers.   31 

I also conclude that while Rock Island’s acceptance of Staff’s proposed condition 32 

on commencing construction would limit some damages or harm that could result from 33 

proceeding with insufficient financial resources, it does not prevent all harm to the public 34 

that could result from granting a CPCN to a venture that has not demonstrated adequate 35 

financial capability.  The proposed condition does not demonstrate financial capability or 36 

freedom from adverse financial consequences to Rock Island or its customers.   37 

II. INADEQUATE PROOF OF ROCK ISLAND’S FINANCIAL CAPABILITY 38 

Q. Do you concur with Rock Island’s assertions that its prospects for obtaining 39 

financing are highly assured? 40 
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A. No, I do not.  Rock Island’s claims are based on a logical fallacy.  Examples of successful 41 

project finance funding for some prior unrelated projects does not prove that all projects 42 

in general or this project in particular can rely on receiving project financing on 43 

acceptable terms.  As I previously pointed out in my direct testimony, the examples cited 44 

by Mr. Berry in Rock Island Exhibit (“Ex.”) 10.16 (updating Rock Island Ex. 10.7) are 45 

not good comparators for the Rock Island project, and they do not establish a likelihood 46 

of future success for financing this project in particular.   47 

A. Precedent Transactions 48 

Q. What conclusions do you draw about the list of projects that obtained financing 49 

cited by Mr. Berry in Rock Island Ex. 10.16? 50 

A. Rock Island has updated the data it presented in Rock Island Ex. 10.7; the update appears 51 

as Rock Island Ex. 10.16.  Despite updating by adding a couple of transactions, the new 52 

Rock Island Ex. 10.16 further supports my earlier conclusion that the majority of the 53 

projects on the list are tariffed public utility projects and not merchant transmission 54 

projects, and thus they are not good precedents for Rock Island.   55 

Q. Please explain the two different classes of projects included among the financing 56 

transactions listed in Rock Island Ex. 10.16. 57 

A. Rock Island has classified the projects included in this exhibit as belonging to one of two 58 

“revenue models,” which Rock Island identifies as “Rate Recovery” and “Capacity 59 

Sales.”  “Rate Recovery” refers to projects that the financial markets classify as 60 

traditional tariffed utility projects in which a regulator sets a tariff based on regulated rate 61 

base and an allowed return.  The other model, which Rock Island classifies as “Capacity 62 
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Sales,” refers to projects in which the owner enters into either long-term or short-term 63 

sales of the facility’s capacity at prices that are set based on bilateral negotiations and 64 

market supply and demand.  Other names most often used in the financial community to 65 

describe this revenue model are “merchant transmission” or “bilateral merchant 66 

contract.”  67 

Q. Would the distinction between Rate Recovery and Capacity Sales project types be 68 

an important difference for investors? 69 

A. Yes, investors evaluate these types of projects differently.  When revenues supporting an 70 

investment come from a regulated utility tariff (the Rate Recovery model in the Rock 71 

Island exhibit), investors expect that the returns for both the debt and equity investments 72 

will be more predictable and less volatile than in merchant projects.  Equity investments 73 

in merchant projects may have higher upside profits if the project is very successful and 74 

greater downside risks than is the case when revenues are based on regulated utility 75 

tariffs.  Lenders also expect greater risk from merchant (i.e., Capacity Sales) projects than 76 

from utility-type (i.e., Rate Recovery) investments.  Although Capacity Sales projects 77 

may start out with long-term contracts for a significant part of their capacity, such that 78 

projected contractual revenues may provide for a full return of the investment over many 79 

years, some initial counterparty or counterparties may later default, leaving the project 80 

company with uncommitted capacity and revenue deficiencies in the longer term that 81 

must be replaced under changed market conditions.  This risk does not apply to Rate 82 

Recovery investments.  83 
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Q. Does Rock Island’s Ex. 10.16 (or the earlier Ex. 10.7) provide evidence of an 84 

abundance of funding in the financial markets for Capacity Sales projects similar to 85 

Rock Island? 86 

A. No.  Rock Island has failed to demonstrate any consistent record of funding for Capacity 87 

Sales contractual transmission projects similar to the proposed Rock Island project.  To 88 

illustrate my point, I have reorganized Rock Island Ex. 10.16 into my new ComEd Ex. 89 

5.1.  By reordering the transactions and grouping the projects by type it is easy to see that 90 

very few of the transactions listed in Rock Island Ex. 10.16 are comparable to Rock 91 

Island and the proposed Project.  Eight of the 12 projects that Mr. Berry cites as 92 

“precedent transactions” are examples of the Rate Recovery revenue model.  Only four of 93 

the 12 projects listed in Rock Island Ex. 10.16 are identified as based on the Capacity 94 

Sales model.  95 

Q. In Rock Island Ex. 10.16, is the aggregate amount of financing of the Capacity Sales 96 

projects comparable to the amount raised over the same period for Rate Recovery 97 

projects?  98 

A. No, on the contrary, the listed projects are not comparable based on the dollar amounts 99 

raised.  Fully 75% of the dollar amounts raised for the listed projects over the course of 100 

11 years are for Rate Recovery projects, and only 25% of the transaction dollars were 101 

raised for projects that rely on the Capacity Sales model.   102 
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Putting this into perspective, Rock Island has estimated that it will require roughly 103 

$2 billion in combined debt and equity financing2, whereas the sum of all the debt and 104 

equity financing that Rock Island has documented over the 11 years from 2003 to 2013 105 

for projects of the Capacity Sales model is under $1.8 billion, or less than the amount that 106 

Rock Island estimates it will need to raise for a single project.   107 

Finally, all four Capacity Sales projects shown in Rock Island Ex. 10.16 are 108 

examples of transmission facilities over relatively short distances interconnecting existing 109 

Regional Transmission Organizations (“RTOs”).3  None of the projects appearing in 110 

Rock Island Ex.10.16 are really comparable to the Rock Island project, which is a 111 

proposed long-haul connector of remote generation into an RTO.  112 

Q. Why do you view the Rock Island project to be dissimilar from the four Capacity 113 

Sales projects that appear in Rock Island Ex. 10.16? 114 

A. The four projects supported by Capacity Sales revenues (i.e., Cross-Sound Cable, Hudson 115 

Transmission, Linden Variable Frequency Transformer, and Neptune) have a lower risk 116 

profile than Rock Island.  The four that appear in the exhibit are all lines that link two 117 

areas within RTOs where there were already established amounts of electrical supply and 118 

load, so there was greater knowledge at the outset about the demand for the 119 

interconnection.  Furthermore, the only investments needed to implement those projects 120 

were captured within each project’s budget.  In contrast, Rock Island is proposing to 121 

connect an unknown set of independent power production facilities (wind farm owners, 122 

                                                 
2 Berry Addl. Supp. Dir., Rock Island Ex. 10.13, 3:70. 
3 See FERC Docket Nos. ER01-2099-000; ER00-1-000; ER07-543-000; and ER11-3017-000. 
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according to Rock Island) located at a distance from PJM Interconnection into the RTO.  123 

Those independent power producers will have to make meaningful investments on their 124 

side to connect with the Rock Island transmission line.  Some power producers will not 125 

be able to justify the investment to connect with Rock Island, or may not be able to fund 126 

their interconnection. These differences, combined with the greater length of the Rock 127 

Island project and its estimated cost of $2 billion, give the Rock Island project a less 128 

favorable risk profile than the four merchant (Capacity Sales) projects listed in Ex. 10.16. 129 

Thus, even putting aside the logical fallacy of presuming that the Rock Island 130 

project will certainly achieve financing because other merchant projects successfully 131 

funded, Rock Island has failed to establish that there are abundant precedents or any fully 132 

comparable precedents for funding a merchant project like Rock Island in the amount of 133 

$2 billion or more of combined debt and equity.  134 

Q. Mr. Berry asserts in his rebuttal testimony that transmission providers that rely on 135 

bilateral contracts (capacity sales) are of similar financial strength to tariff-based 136 

transmission providers because the transmission providers will impose a 137 

creditworthiness test upon the shippers who are their bilateral counterparties and 138 

require them to post collateral or letters of credit if their credit is poor.4  Do you 139 

agree with Mr. Berry’s conclusion that bilateral capacity sales revenues of merchant 140 

transmission projects are as reliable as the tariff-based revenues of rate-based 141 

recovery transmission projects? 142 

                                                 
4 Berry Reb., Rock Island Ex.10.14 REV, 11: 281-284. 
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A. No, I do not; and as I have already noted in this rebuttal testimony, investors do not view 143 

these two models as of equal financial strength.  In my experience, lenders and fixed 144 

income investors strongly prefer the Rate Recovery model and consider it more reliable 145 

and less volatile than Capacity Sales (i.e., merchant projects that rely on bilateral 146 

contracts).  Even if a merchant transmission company applies creditworthiness standards 147 

to shippers and requires letters of credit or collateral to secure the payment of 148 

transmission fees, these credit enhancement mechanisms are only effective for short 149 

periods ranging from a month to perhaps six months.  While they support revenue and 150 

cash flow in the near term, these mechanisms do not protect merchant transmission 151 

projects from longer-term risk of lost load and resulting cash flow deficiencies.  The 152 

tariff-based revenues of Rate Recovery projects are not subject to that risk.  Investors 153 

explicitly recognize that risk differential. Consequently, the record of successful 154 

financings by projects that function on the Rate Recovery model does not provide a 155 

precedent for the ability to finance Rock Island as a merchant transmission project of the 156 

Capacity Sales model.  157 

B. Other Factors 158 

Q. Do the experience of investors and officers of Clean Line Energy Partners LLC 159 

(“Clean Line”) prove that Rock Island will be successful in obtaining financing?5 160 

A. No.  The presence and involvement of experienced people in the management of Rock 161 

Island would be a helpful point for investors considering investment in the project, but it 162 

does not guarantee success in raising the large amount of capital needed to fund the 163 

                                                 
5 See Berry Reb., Rock Island Ex. 10.14 REV., 10: 253 – 11: 257. 
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proposed project.  It certainly does not make Clean Line’s shell subsidiary capable of 164 

financing the Project now. 165 

Q. Does the investment of $40 million by National Grid in Clean Line and the 166 

seriousness and dedication of the initial investors in Clean Line assure Rock Island’s 167 

success in financing the full project?6 168 

A. No.  National Grid’s investment provides development funding that Clean Line 169 

management may allocate to any or all of its various ventures and is not dedicated solely 170 

to Rock Island.7  Nor have the other original investors in Clean Line dedicated any 171 

committed funding to Rock Island.8  And, of course $40 million is a far cry from the 172 

capital required for the Project, as I point out below.   173 

III. FINANCIAL RESOURCES AVAILABLE TO ROCK ISLAND 174 

Q. Does Rock Island have any financial resources with which to fund the construction 175 

and completion of the transmission project? 176 

A. The testimony and exhibits offered on behalf of Rock Island do not provide any evidence 177 

regarding Rock Island’s independent financial resources.  To the extent that any 178 

information has been provided, it regards the financial resources of Clean Line, which I 179 

do not consider relevant to the financial requirements for Rock Island.   180 

Q. Can Rock Island depend upon investment from its parent company, Clean Line, or 181 

from Clean Line’s investors, such as National Grid?  182 

                                                 
6 Berry Reb., Rock Island Ex. 10.14 REV, 7:190-197.  
7 See Rock Island Response to Data Request ComEdRI 6.03(a) and (c).  
8 See Rock Island Response to Data Request ComEdRI 6.04(a) and (d). 
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A. Resources pledged to Clean Line are not directly available to Rock Island.  Clean Line 183 

has multiple projects under development simultaneously.  According to Clean Line’s 184 

website, five projects are under development, including: (i) Centennial West Clean Line; 185 

(ii) Grain Belt Express Clean Line; (iii) Plains and Eastern Clean Line; (iv) Western 186 

Spirit Clean Line; and (v) Rock Island Clean Line.  Clean Line may invest its funds in 187 

any one of these projects; further, Clean Line has not offered any evidence that it is 188 

limited to five projects, and if new opportunities present themselves, it may develop 189 

additional project ventures without limit. The special purpose entity structure separates 190 

the individual projects from one another, preventing cross-subsidization.  Clean Line may 191 

choose to support any project or withhold support from any project.  Even if all of Clean 192 

Line’s available and committed resources were allocated to Rock Island (which is not the 193 

case), Rock Island would still be a shell company.  For example, $40 million of capital 194 

committed by National Grid to Clean Line would represent only about 2% of the $2 195 

billion or more investment Mr. Berry has estimated for Rock Island. 196 

IV. THE PROPOSED “SAFETY VALVE” 197 

Q. Mr. Berry states that Rock Island has accepted Staff’s proposal that Rock Island’s 198 

CPCN be subject to the condition that “Rock Island will not install transmission 199 

facilities for the Rock Island Clean Line Project on easement property until such 200 

time as Rock Island has obtained commitments for funds in a total amount equal to 201 

or greater than the total project cost” and asserts that this “Safety Valve” proposal 202 
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fully eliminates any harm as a result of the developer starting construction without 203 

sufficient financial resources.9 Do you agree? 204 

A. First, we can only infer that the concern that led Staff to demand the “Safety Valve” 205 

mechanism is based on the reality that Rock Island has not demonstrated financial 206 

capability and Rock Island’s ability to finance is at best uncertain.  Second, the proposed 207 

“Safety Valve” does not demonstrate or establish Rock Island’s capability to finance the 208 

proposed construction.  It would prevent the developer from starting work with only a 209 

portion of the estimated total investment cost in place, but does not protect against harm 210 

to the public of a project that does not have sufficient initial funding to overcome 211 

unexpected delays, cost overruns, or other obstacles.  Even after meeting the conditions 212 

of the “Safety Valve,” Rock Island would have a finite amount of capital and could fail to 213 

have sufficient funding to complete the project if unforeseen circumstances arise.  214 

Q. Notwithstanding the presence of the “Safety Valve” mechanism, what harm might 215 

result to the public if the Commission permits the project, but the project fails to 216 

fulfill the “Safety Valve” conditions and does not begin construction? 217 

A. Landowners would have the value or salability of their properties depressed for several 218 

years by the pending project and would have to deal with uncertainty and inconvenience 219 

for a project that ultimately was not able to fund its construction.  Transmission 220 

customers (“shippers”) who planned to transmit power on the line would have tied 221 

themselves up for several years, losing the opportunity to arrange for transport from 222 

another project.  Commonwealth Edison Company would be required to expend time, 223 

                                                 
9  Berry Addl. Supp. Dir., Rock Island Ex. 10.13, 2:38-41; Rock Island Ex 10.14 REV., 4:76-79. 
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energy, and resources to plan interconnection with the project unnecessarily.  Finally, the 224 

Commission would be required to tie up its time and energy and divert its regulatory 225 

attention for a project that had no demonstrated financial resources and was ultimately 226 

unable to meet the conditions to begin construction.   227 

As these examples demonstrate, trying to paper over the risk to the public of a 228 

partially completed project does not eliminate all harm to the public from a project that is 229 

not able to obtain financing.  Imposing measures intended to mitigate harm does not 230 

eliminate potential harm and is not the same as showing a capability to finance, which is 231 

the statutory requirement as I understand it.  232 

Q. You state that transmission customers (shippers) may be harmed if Rock Island is 233 

unable to finance its construction or unwilling to go forward with the project due to 234 

changed economic conditions.  Does this differ from Rock Island’s views on this 235 

topic?  236 

A. Rock Island’s Response to ComEd Data Request 6.02 states as follows: 237 

Mr. Berry does not agree with the blanket and unqualified 238 
statement that “a transmission customer is harmed if it enters into a 239 
firm transmission capacity contract with a transmission supplier 240 
that is ultimately unable to provide transmission services.” The 241 
harm, if any, incurred by a transmission customer will depend on a 242 
number of factors, including: 243 

1) Whether the transmission customer makes 244 
payments to the transmission provider prior to the 245 
date the transmission provider fails to provide 246 
service;  247 

2) Whether the transmission customer makes financial 248 
or other commitments in anticipation of receiving 249 
transmission service that is not ultimately provided;  250 
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3) Whether the transmission customer has other 251 
alternatives to obtain the same or similar 252 
transmission service; and  253 

4) The cost of any such alternatives.”10 254 

This response by Rock Island suggests that Rock Island’s potential transmission 255 

customers have other alternatives to obtain the same or similar services, and will be 256 

actively pursuing other transmission arrangements in order to protect themselves against 257 

the possibility that Rock Island will fail to fund or that its sponsors will fail to carry 258 

through with the project. According to its original Petition, the wind project developers 259 

await the completion of this project because of a keen need for transmission access; 260 

however, according to Rock Island’s response, these shippers would not suffer harm 261 

because they have alternatives available and will simply scout out alternate arrangements.  262 

Rock Island cannot have it both ways. 263 

V. CONTENTION THAT THE FINANCIAL CAPABILITY TEST IS AN 264 
IMPOSSIBLE BURDEN 265 

Q. Mr. Berry asserts that requiring Rock Island to demonstrate financial capability in 266 

order to obtain a CPCN is an impossible burden that would make building the 267 

transmission line impossible.11  Do you agree? 268 

A. No, I do not.  At most, this is an argument that the applicable requirements make it 269 

impossible for a shell developer to become a utility in Illinois.  However, this is quibbling 270 

with the Illinois statutes and does nothing to refute my conclusion that Rock Island has 271 

not demonstrated financial capability or the absence of significant adverse consequences 272 

                                                 
10 Rock Island Response to Data Request ComEdRI 6.02 (emphasis added). 
11 Berry Reb., Rock Island Ex. 10.14 REV, 21:508-26. 
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to itself or customers.  There may be good and valid reasons for a requirement that limits 273 

the ability of shell companies to take up the regulatory time and attention of the 274 

Commission for speculative merchant ventures, while occasioning inconvenience, 275 

expense and uncertainty for landowners and utilities.  I also disagree with the assertion 276 

that the applicable financial standard makes it impossible for a shell company to qualify 277 

to become an Illinois utility and receive a CPCN – at least one way such an applicant can 278 

demonstrate existing financial capability is through committed financing from its parent 279 

or sponsors.  280 

VI. OTHER DEFICIENCIES OF ROCK ISLAND’S REBUTTAL 281 

Q. Do you have any other response to Rock Island’s rebuttal testimony relating to your 282 

testimony or the topic of financial capability? 283 

A. Yes, Mr. Berry criticizes my testimony because I did not cite any example of merchant 284 

transmission projects that failed to attain funding.12  However, I am not aware of any 285 

publicly available databases in which unsuccessful private financing attempts by 286 

developers are catalogued.  In fact, in the private project finance market, it is difficult to 287 

obtain information about projects that received funding or those that failed to be funded. 288 

As evidence, I would mention that Rock Island Ex. 10.16 lists two financing transactions 289 

for which the amount of equity funding is “Undisclosed”.  There is even greater incentive 290 

to conceal information about failures to fund transactions than to conceal information 291 

about successful funding.  292 

                                                 
12 Berry Reb., 10.14 REV., 16:395-397. 
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Second, Mr. Berry quoted out of context my testimony on behalf of PEPCO and 293 

Baltimore Gas and Electric at FERC, distorting the meaning of my testimony there. My 294 

testimony cites the benefits to the public of investment in transmission in relationship to 295 

transmission facilities that are planned and prioritized in the PJM Regional Transmission 296 

Expansion Plan, and does not relate to merchant transmission projects such as Rock 297 

Island.  298 

VII. CONCLUSION 299 

Q. Please summarize your conclusions and how they relate to the testimony you 300 

provide? 301 

A. First, I conclude that Rock Island has failed to demonstrate its capability of financing the 302 

proposed construction without significant adverse financial consequences to itself or its 303 

customers, as required by the relevant sections of the Illinois Public Utilities Act as a 304 

condition to receiving a CPCN.  305 

Second, all evidence highlights the fact that Rock Island is a shell company, a 306 

developer with no material current financial ability.  Testimony regarding the financial 307 

capability of Rock Island’s parent Clean Line or the financial strength of investors in 308 

Clean Line fails to demonstrate that Clean Line or its investors and backers have any 309 

commitment to provide funds to Rock Island.  310 

Third, the list of supposedly precedential financing transactions provided by 311 

Clean Line’s Mr. Berry is padded with transactions of utility tariff-based projects that are 312 

not comparable to Rock Island’s project.  In addition, even the four projects of the 313 

Capacity Sales revenue model that Rock Island presents as precedent transactions are not 314 
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fully comparable to Rock Island, and are less risky from an investor viewpoint than the 315 

Rock Island project. 316 

Fourth, Rock Island’s rebuttal testimony dwells on a plea that it would be 317 

impossible for a shell development company such as Rock Island to conform to the 318 

financial standard established in the Illinois Public Utilities Act, arguing that the 319 

Commission should not apply the financial standard to Rock Island.  However, as I have 320 

shown, this argument is without merit.  321 

Finally, the proposed “Safety Valve” mechanism would potentially mitigate some 322 

types of damage as a result of a project starting construction without sufficient financial 323 

resources at the outset to match the project budget, but does not prevent all harm to the 324 

public that could result from granting a CPCN to a financially inadequate venture.  325 

Adopting the proposed Safety Valve would not demonstrate or establish the applicant’s 326 

ability to fund the proposed construction.   327 

In summary, the Commission should reject Rock Island’s application absent a 328 

more convincing showing of financial capability.  329 

Q. Does this complete your rebuttal testimony? 330 

A. Yes. 331 


