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and is less sensitive to manipulation than end of year measurement dates.  
(May 29, 2012 Order at 123) 

 
Staff maintains that AIC has offered no cogent reason for the Commission to treat it 
differently than ComEd on this matter.  For all the foregoing reasons, Staff urges the 
Commission to adopt its methodology for calculating an average capital structure for 
formula rates and reject AIC’s proposal to determine formula rates using a year-end 
capital structure. 
 

3. Commercial Group Position 
 
 The Commercial Group observes that the Commission reached a conclusion on 
average versus year-end capital structure in Docket No. 11-0721 (May 29, 2012 Order 
at 123) similar to the decision it reached on rate base.  The primary consideration, the 
Commercial Group continues, is that the reconciliation capital structure reflects what 
that structure had been throughout the statutory “calendar year” and not at the end of 
that year.  The Commercial Group states that its arguments supporting use of an 
average rate base are also relevant to the decision on capital structure. 
 

4. Commission Conclusion 
 
 Section 16-108.5(c)(2) requires that the formula rates "[r]eflect the utility's actual 
capital structure for the applicable calendar year, excluding goodwill, subject to a 
determination of prudence and reasonableness consistent with Commission practice 
and law."  The Act, however, does not specify exactly how the "actual capital structure" 
is to be determined.  The Commission finds Staff's arguments for how to determine 
AIC's capital structure persuasive.  Staff's method is consistent with Commission 
practice and law and mitigates the risk of manipulation.  AIC's claim that Staff uses 2009 
data is not well taken given that the December 31, 2009 balances used by Staff are 
identical to opening January 1, 2010 balances.  AIC's argument is also disingenuous in 
light of its own use of December 31, 2009 data for calculating short-term debt balances.  
Accordingly, the Commission adopts Staff’s proposed average capital structure 
methodology with the knowledge that it will more accurately reflect AIC's actual capital 
structure. 
 

B. CWIP Accruing AFUDC Adjustment 
 

1. Staff Position 
 
 Staff recommends an adjustment to the average balances of long-term debt, 
preferred stock, and common equity to remove the portions already reflected in the 
AFUDC rate.  The Commission’s formula for calculating AFUDC assumes short-term 
debt is the first source of funds financing CWIP; however, it is not necessarily the only 
source.  That formula also assumes any CWIP not funded by short-term debt is funded 
proportionately by the remaining sources of capital (i.e., preferred stock, long-term debt, 
and common equity).  Thus, to avoid double counting the portions of long-term debt and 
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automatic reconciliation process, but AIC will actually receive compensation in the form 
of interest for any delay in cost recovery. 
 
 According to CUB, the purpose of the formula rate legislation is not to provide a 
participating utility with the greatest and earliest possible recovery.  CUB observes that 
Public Acts 97-0616 and 97-0646 stated that the General Assembly favored 
modernization of the State’s electric grid, and found that regulatory reform measures 
that increase predictability, stability, and transparency in the ratemaking process were 
needed to promote that investment.  CUB believes that requiring that rate base be 
calculated based on average year rate base rather than year-end rate base is 
predictable, stable and transparent, and ensures that only the utility’s actual costs are 
recovered from ratepayers. 
 

g. Commission Conclusion 
 
 As the Commission understands it, IIEC proposes the use of average rate base 
in all calculations relating to the formula rate while AIC proposes the use of year-end 
balances in all calculations relating to the formula rate.  Staff recommends using year-
end rate base balances for setting the future rate component of the formula rate for 
each year and using the average rate base for the reconciliation component for each 
year.  The remaining parties who address the issue recommend using a year-end rate 
base for the initial rate base but recommend using average rate base for all subsequent 
calculations in the formula rates. 
 
 The first step in resolving this issue is to recognize the obvious--that the rate 
setting process put in place by Public Acts 97-0616 and 97-0646 is quite different from 
the traditional rate setting process known by the Commission.  While the Commission 
understands AIC's attempts to draw analogies between traditional ratemaking test year 
principles and the formula rate process, the new statutory language clearly prevents 
complete reliance on traditional methods of setting rates.  Although some aspects of 
traditional ratemaking under Article IX are still applicable, the input data, the formula 
rate itself, and the reconciliation practice specified in the Act do not fit neatly into the 
traditional ratemaking paradigm.  AIC's reliance on the past use of year-end data in 
earlier rate cases therefore holds little sway over the Commission. 
 
 Each of the parties argues that the new provisions support their position on the 
use of average versus year-end rate base.  While some claim to know what was 
intended when Public Acts 97-0616 and 97-0646 were enacted, the Commission is not 
bound by the views of a few as to what the statute requires.  The record in this case 
warrants the finding that the language used in the statute leaves room for interpretation 
by the Commission. 
 
 Among the arguments interpreting the new statutory language is AIC's claim that 
the use of the word "final" in Section 16-108.5(d)(1) indicates that the legislature 
intended for the Commission to rely on year-end values taken from FERC Form 1.  If 
the General Assembly had used the term "year-end" there would be no question what 
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was intended.  AIC fails to explain why if the General Assembly intended for year-end 
information it did not simply use that term.  Rather, what is meant by "final historical 
data reflected in . . . FERC Form 1" is subject to more than one interpretation.  As 
pointed out in the record, FERC Form 1 contains plant data as well as other data for 
both the beginning of the subject year and the end.  FERC Form 1 contains "final" data 
for essentially the entire year. 
 
 Similarly, Section 16-108.5(c)(1) states that the performance based formula rate 
base shall do the following: "Provide for the recovery of the utility's actual costs of 
delivery services that are prudently incurred and reasonable in amount consistent with 
Commission practice and law."  The Act, however, does not specify exactly how the 
"actual costs of delivery services" is to be determined.  Using year-end rate base would 
suggest that the rate base value is constant from January through December.  If year-
end rate base is used, the rates put in place would not reflect the actual costs of 
delivery services through the entire year since it is understood that rate base will 
gradually increase as the infrastructure improvements contemplated under Public Acts 
97-0616 and 97-0646 are implemented.  If, however, an average rate base is used, the 
rate base for any particular year under the formula rate regimen would theoretically only 
be accurate around June and July.  Neither outcome perfectly reflects a participating 
utility's rate base.  To mitigate such imperfections, however, Public Acts 97-0616 and 
97-0646 incorporate a reconciliation with each annual formula rate filing.  The 
reconciliations will address any over- or under-recovery.   
 
 Having concluded that the legislature left room for interpretation of Public Acts 
97-0616 and 97-0646 and bearing in mind the impact on customers, the Commission 
finds that for purposes of determining the rate year revenue requirement, year-end rate 
base should be used.  For purposes of determining the reconciliation revenue 
requirement, average rate base should be used.  Calculating the overall revenue 
requirement for the formula rate each year in this manner reasonably reflects the 
language of the statute and sufficiently balances the interests of shareholders and 
customers.  Notably, in light of the increasing plant expenditures each year, the 
legislature arguably created a system under which under-recoveries by the utility will be 
the norm.  Using year-end balances and average balances in this manner will lessen 
the gap between the values to be reconciled and thereby minimize the reconciled 
under-recovery each year, to the benefit of customers.  Whatever the under-recovered 
amount is, AIC will earn interest on that amount to the benefit of shareholders.  The 
amount of interest is set forth below.  Accordingly, the Commission adopts the proposed 
use of year-end rate base for purposes of determining the rate year revenue 
requirement and average rate base for purposes of determining the reconciliation 
revenue requirement with the knowledge that it will accurately reflect AIC's actual cost 
of delivery services over the investment period set forth in Public Acts 97-0616 and 
97-0646.   
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3. Commission Conclusion 
 
 CUB recommends that the Commission do the following as it implements Public 
Acts 97-0616 and 97-0646: 
 

 Require each cost proposal to state all costs, and the expected benefits, and 
require the utility to commit to achieving those benefits. 

 Approve expenditure levels based on the costs of the best available performer, 
which is not necessarily AIC. 

 Approve a project as “prudent” only after gaining the necessary time perspective. 

 Using long-term planning, require AIC to connect proposed expenditures to 
projects that promise benefits, to avoid piecemeal approval of major, long-term 
capital investments.  

 Establish ongoing monitoring – not merely annual, post-hoc reviews— to ensure 
that project decisions can change as facts change. 

 
 AIC believes CUB's proposal is unnecessary and inconsistent with the Act.  
While the Commission appreciates the concerns expressed by CUB, its proposal is 
somewhat vague.  Given the record in this proceeding, the Commission is disinclined to 
adopt CUB's recommendation.  The Commission believes, however, that it is possible 
some of the concerns raised by CUB might be addressed in the rulemaking which the 
Commission concluded should be undertaken in Docket No. 11-0721. 
 
XII. FINDINGS AND ORDERING PARGRAPHS 
 
 The Commission, having given due consideration to the entire record herein and 
being fully advised in the premises, is of the opinion and finds that: 
 

(1) AIC is an Illinois corporation engaged in the distribution and sale of 
electricity and natural gas to the public in Illinois, and is a public utility as 
defined in Section 3-105 of the Act; 

 
(2) the Commission has jurisdiction over the parties hereto and the subject 

matter herein; 
 
(3) the recitals of fact and conclusions of law reached in the prefatory portion 

of this Order are supported by the evidence of record, and are hereby 
adopted as findings of fact and conclusions of law; the Appendix attached 
hereto provides supporting calculations for the rates approved herein; 

 
(4) the rates herein found to be consistent with Public Acts 97-0616 and 97-

0646 are based on AIC's FERC Form 1 for 2010; 
 
(5) for purposes of this proceeding, the net original cost rate base for AIC's 

electric delivery service operations is $ $2,001,936,000; 
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(6) the rate of return which AIC should be allowed to earn on its net original cost 
rate base is 8.86%; this rate of return incorporates a return on common equity 
of 10.05%, on long-term debt of 7.44%, on short term debt of 0.00%, and on 
preferred stock of 5.00%;  

 

(7) the rate of return set forth in Finding (6) results in base rate electric 
delivery service operating revenues of $808,030,000 and net annual 
operating income of $177,372,000; 

 
(8) AIC's electric delivery service rates which are presently in effect are 

inappropriate and generate operating income in excess of the amount 
necessary to permit the company the opportunity to earn a fair and 
reasonable return on net original cost rate base consistent with Public Acts 
97-0616 and 97-0646; these rates should be permanently canceled and 
annulled; 

 
(9) the specific rates proposed by AIC in its initial filing do not reflect various 

determinations made in this Order regarding revenue requirement; 
 
(10) AIC should be authorized to place into effect tariff sheets designed to 

produce annual base rate electric delivery service revenues of 
$808,030,000, which represents a decrease of $50,675,000 or 5.90%; 
such revenues, in addition to other tariffed revenues, will provide AIC with 
an opportunity to earn the rate of return set forth in Finding (6) above; 
based on the record in this proceeding, this return is consistent with Public 
Acts 97-0616 and 97-0646; 

 
(11) determinations regarding cost of service, rate design, and tariff terms and 

conditions, as are contained in the prefatory portion of this Order, are 
reasonable for purposes of this proceeding and consistent with Public Acts 
97-0616 and 97-0646; the tariffs filed by AIC should incorporate the rates 
and terms set forth and referred to herein; 

 
(12) the new tariff sheets authorized to be filed by this Order shall reflect an 

effective date not less than five nor more than ten working days after the 
date of filing, with the tariff sheets to be corrected within that time period if 
necessary, except as is otherwise required by Section 9-201(b) of the Act 
as amended; 

 
(13) the Commission, based on AIC’s proposed original cost of plant in service 

as of December 31, 2010, before adjustments, of $4,920,009,000, and 
reflecting the Commission’s determination adjusting that figure, 
unconditionally approves $4,908,210,000 as the composite original cost of 
jurisdictional distribution services plant in service as of December 31, 
2010; and 
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(14) all motions, petitions, objections, and other matters in this proceeding 
which remain unresolved should be disposed of consistent with the 
conclusions herein. 

 
 IT IS THEREFORE ORDERED by the Illinois Commerce Commission that the 
tariff sheets at issue and presently in effect for electric delivery service rendered by 
Ameren Illinois Company d/b/a Ameren Illinois are hereby permanently canceled and 
annulled effective at such time as the new electric delivery service tariff sheets 
approved herein become effective by virtue of this Order. 
 
 IT IS FURTHER ORDERED that Ameren Illinois Company d/b/a Ameren Illinois 
is authorized to file new tariff sheets with supporting workpapers in accordance with 
Finding (10) of this Order, applicable to electric delivery service furnished on and after 
the effective date of said tariff sheets. 
 
 IT IS FURTHER ORDERED that all motions, petitions, objections, and other 
matters in this proceeding which remain unresolved are disposed of consistent with the 
conclusions herein. 
 
 IT IS FURTHER ORDERED that subject to the provisions of Section 10-113 of 
the Act and 83 Ill. Adm. Code 200.880, this Order is final; it is not subject to the 
Administrative Review Law. 
 
DATED: August 22, 2012 
 
Briefs on Exceptions must be received by August 30, 2012. 
 
 
 

John D. Albers 
J. Stephen Yoder 
Administrative Law Judges 
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