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Pursuant to the Notice issued on February 11, 2013, the Staff of the Illinois 

Commerce Commission (“Staff”) does hereby submit the following verified answers to 

the questions posed: 

1) What is the propriety of rounding to the nearest half-point on the customer 
deposit rate as currently called for under Section 280.70 and proposed for 
continuation under Section 280.40? Are there administrative efficiencies 
gained through rounding? Are these administrative efficiencies maintained if 
the customer deposit rate is not rounded to zero?  

 
Answer:   

 
The rounding language first appeared with the provision that took effect on Sept. 

7, 1982, when it was Rule 7 of General Order 172:  “The rate of interest will be the 
same as the rate existing for one year United States Treasury bills at that point in time 
when the determination of the interest rate is made by the Commission.  The interest 
rate will be rounded to the nearest one-half (1/2) of one percent (%).”  6 Ill. Reg. 10917, 
10922. 

 
Notably, the rule that was originally proposed on first notice in that rulemaking did 

not refer to rounding or to Treasury bills.  The original proposed language simply said 
that the interest rate for deposits was to be determined by the Commission each 
December for the following year, and no reference was made to a specific standard or 
source for the interest rate.  A number of parties commenting on the proposed rule 
objected to the absence of a standard; the rule in existence at that time set a rate of 
7%.  The Commission’s final order adopting revised Rule 7 (as well as several other 
revisions to rules in G.O. 172), does not explain why the reference to rounding was 
included in the final rule.  Docket No. 81-0613, order entered Aug. 25, 1982.  The 
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provisions in G.O. 172 were later codified as Part 280, and the rule on deposits as 
section 280.70.  7 Ill. Reg. 13218. 

 
The Commission used the same approach—rounding, and Treasury bills—when 

it established the interest rate for deposits held by telecom companies.  7 Ill. Reg. 2108, 
2128-29, eff. Feb. 4, 1983 (G.O. 218, Rule 12(h)(1), later codified as Part 735, section 
735.120). 
 
 
2) Do you support removing rounding to the nearest half-point from the 

calculation of the customer deposit rate? If not, why?  
 
Answer:  
 

As discussed above, it is not clear why the rounding convention was adopted by the 
Commission. Further, Commission Staff is not aware of administrative efficiencies 
gained through rounding. Given the near ubiquitous use of computers among public 
utilities, a customer deposit rate that is not rounded to the nearest half percent should 
not be burdensome. Thus, Commission Staff supports removing the existing rounding 
convention.  
 
 
3) What is the propriety of relying on the one-year yield on U.S. treasury 

securities in setting the customer deposit rate? Does this rate adequately 
compensate customers? This rate is set using the “average . . . for the last full 
week in November,” while return on equity under Section 16-108.5 of the 
Public Utilities Act is set through incorporating “the average for the applicable 
calendar year of the monthly average yields” of treasury bonds. Would a more 
blended average using data from across the full year akin to the Section 16-
108.5 methodology make sense here?  

 
Answer:   

Ideally, an interest rate would reflect the riskiness of the moneys deposited with 
the utility.  Commission Staff is not aware of any provision in statute or regulation that 
prohibits utilities from co-mingling customer deposits with the utility’s other moneys.  
Consequently, a customer deposit is effectively a loan to the utility and, therefore, 
should reflect the utility’s cost of borrowing.  However, using a company’s cost of 
borrowing is complicated by the following: 
 

 Estimating the utility’s cost of borrowing at the annual frequency of customer 
deposit interest rate adjustments is complicated if the utility has not issued 
debt with a one-year term to maturity. 

 Utilities have different costs of borrowings and, therefore, setting the interest 
rate relevant to individual utilities through a rule would be at least 
administratively cumbersome, if not impossible. 
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The two preceding bullets indicate a single interest rate that represents a 
reasonable compromise for all utilities is appropriate. 
 

U.S. Treasury rates are the most visible, easily observable rates.  Corporate 
bond yields are not easily obtained for large utilities let alone for small utilities.  Using 
the yield of a Treasury security with a one-year term to maturity is reasonable given that 
interest is reset on an annual basis.  (83 Ill. Adm. 280.70(e)(2)) 
 

Customer deposits are a recoverable expense for ratemaking purposes.  
Therefore, raising the customer deposit rate will increase a utility’s revenue 
requirement.  This increase will fall more heavily on customers that do not have to 
provide customer deposits than those that do. 
 

The interest rate is set in advance of the year to which it will be applied.  The best 
estimate of future interest rates is the most currently available observation.  Therefore, 
the average annual interest rate for a prior year is likely to be a less accurate estimate 
of next year’s interest rate than the November estimate used currently.  (November was 
chosen to allow time to put the interest rate before the Commission to issue its Order 
setting the interest rate in December.)  The only way that a twelve-month average for a 
prior year would be a more accurate estimate is if the Commission set the interest rate 
for the year retroactively (for example, setting in January 2013 the interest rate to apply 
to 2012 by using the average Treasury bond yield for 2012.) 
 
4) Do you propose a different methodology for calculating the customer deposit 

rate? If so, what is that methodology and why should it be preferred?  
 
Answer:   
 

No. As explained in the response to question #3, the use of a one-year Treasury 
bill yield to set the customer deposit rate is reasonable since: a) it is observable; b) the 
customer deposit rate is reset on an annual basis; and c) any higher interest rate would 
ultimately raise utility rates. 
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       Respectfully submitted, 

       ____________________________ 

Megan C. McNeill 
Michael J. Lannon 
Staff Counsel 
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