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STAFF STATEMENT REGARDING RETURN ON EQUITY 

 Having reviewed Public Act 097-0096, the QSI Consulting, Inc. report submitted on 

behalf of the Illinois Power Agency (“IPA”), the Brattle Group’s analysis submitted on 

behalf of Chicago Clean Energy, LLC (“CCE”), and other documents presented, Staff 

states as follows: 

1. The ultimate return on equity that CCE’s investors can expect to earn is highly 

speculative, as there is an immense number of variables and assumptions 

involved in attempting to forecast a future outcome. 

2. During the hearing the Brattle Group discussed its analysis of the cost of equity for 

the Project, but never presented the ultimate expected return. 

3. Regardless, Staff believes that the Commission should focus on the ROE provided 

by the equity portion of the capital recovery charge when applied to the sales 

volume established in the sourcing agreement (the “Base ROE”) rather than the 

ultimate return on equity CCE may expect to earn.  The extent to which CCE can 

earn an ROE beyond that rate is not only highly speculative, but would constitute 

the incentive for clean-coal technology that the Commission is explicitly directed to 

take into account in its determination of the return on equity.  220 ILCS 5/9-220(h-
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3)(1)(B), as amended by Public Act 097-0096.  That is, the extent to which CCE is 

able to earn an ROE beyond the Base ROE reflects a successful execution of the 

Project, which would result in the additional savings for rate payers.  Thus, 

establishing a commercially reasonable Base ROE would “balance an incentive for 

clean-coal technology with the need to protect ratepayers from high gas prices,” as 

required by the Public Act. Id. 

4. Given the contract volume for pricing purposes of 42,064,500 MMBtu indicated in 

the IPA report, the proposed $0.93 per MMBtu equity portion of the capital 

recovery charge would produce a dollar return of $39.12 million. 

5. With a 30% equity ratio, the Project’s $2,938,225,690 total capital cost1 would 

require $881.5 million of equity. 

6. A dollar return of $39.12 million on $881.5 million of equity represents a pre-tax 

rate of return on equity of 4.44%. 

7. The equity investment in the Project exhibits characteristics similar to convertible 

securities, which, in exchange for a lower contract rate of return, provide 

investors with the option of converting a debt or preferred stock security into a 

common equity security; both essentially offer a contracted payment with the 

potential for greater upside.2  Since a convertible security would provide a 

contractual return below that of non-convertible debt for the same underlying 

                                            
1
 This is based on the Capital Development Board’s (“CDB”) range for, and CCE’s estimate of, the capital 

costs to be recovered under the sourcing agreement, as specified in Section (h-3)(1)(A), which were 
presented in CDB’s report to the Commission submitted November 10, 2011 and CCE’s report to the 
Commission submitted November 10, 2011. 

2
 However, unlike a convertible security, in this case the investor does not have to relinquish the contract 

rate of return in exchange for the greater potential upside. 
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project, the ROE in this proceeding should be lower than the non-convertible 

debt for the Project.  Since the 4.44% pre-tax return resulting from the application 

of the equity portion of the capital recovery charge to the sales volume established 

in the sourcing agreement is less than the 7.25% cost of debt contemplated in the 

Brattle Group’s analysis, a pre-tax Base ROE of 4.44% is reasonable. 

8. Therefore, Staff recommends the Commission adopt an equity portion of the capital 

recovery fee that produces an ROE of no more than 4.44%. 

9. Since the dollar return on equity is a function of the contract volume used for 

pricing purposes, if a contract volume other than the 42,064,500 MMBtu assumed 

above is approved for pricing purposes, a different capital recovery fee would be 

needed to produce an ROE of 4.44%.  Thus, Staff recommends that the 

Commission use the following equation to derive the proper equity portion of the 

capital recovery fee should it approve, for pricing purposes, a contract volume 

other than 42,064,500 MMBtu, by entering the X input and solving for Y: 

 

    .
X

 = Y
%44.4707,467,881$

 

 where Y  the equity portion of the capital recovery fee (in $ per MMBtu); and 

  X  the contract volume approved for pricing purposes (in MMBtu). 

 

10. Pursuant to the Chief Administrative Law Judge’s (CALJ’s) Ruling dated 

November 17, 2011, the Staff reserves its position regarding (1) the sourcing 

agreement including specific clauses or paragraphs to which an agreement has 
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not been reached; (2) capital costs; and (3) operation and maintenance costs. 

The Staff will submit its Statement of Position regarding these issues on 

December 9, 2011, pursuant to the revised schedule established by the CALJ’s 

Order. 

 WHEREFORE, the Staff of the Illinois Commerce Commission respectfully 

requests that its recommendations be adopted in their entirety consistent with the 

arguments set forth herein. 

       Respectfully submitted, 
       ___________________________ 
       James V. Olivero 
       Matthew L. Harvey 
       Counsel for the Staff of the 
       Illinois Commerce Commission 
 

Illinois Commerce Commission 
Office of General Counsel 
 
527 E. Capitol Ave. 
Springfield, Illinois 62701 
(217) 785-3808 
 
160 North LaSalle Street 
Suite C-800 
Chicago, Illinois  60601 

       (312) 793-2877 
 
November 18, 2011 
 

 


