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STATE OF ILLINOIS 
ILLINOIS COMMERCE COMMISSION 

 

 
ILLINOIS POWER AGENCY 
 
Phase 2 of the initial approvals for 
FutureGen Industrial Alliance, Inc. 

 : 
: 
: 
: 
 

 

Docket No. 13-0034 

 

 
 

STAFF OF THE ILLINOIS COMMERCE COMMISSION 

REPLY BRIEF ON EXCEPTIONS 
 

The Staff of the Illinois Commerce Commission ("Staff"), by and through its 

counsel, and pursuant to Section 200.830 of the Commission's Rules of Practice (83 Ill. 

Adm. Code 200.830), respectfully submits its Reply Brief on Exceptions (“RBOE”) in the 

above-captioned matter. 

 

I. INTRODUCTION 

On March 20, 2013, in accordance with the procedural schedule adopted by the 

ALJ (ALJ Ruling dated March 7, 2013), Initial Comments were submitted by the 

following: Staff, the Illinois Power Agency (“IPA”), the FutureGen Industrial Alliance, Inc. 

(“FutureGen Alliance”), Commonwealth Edison Company (“ComEd”), Ameren Illinois 

Company (“AIC”), and the Coalition of Energy Suppliers (“CES”).  On April 10, 20131 

Response Comments were filed by: Staff, FutureGen Alliance, ComEd, the IPA and 

                                            
1
 On April 2, 2013 the FutureGen Alliance filed an unopposed motion seeking to moving the due dates for 

Response Comments and Reply Comments from April 3
rd
 and April 17

th
 , respectively to April 10

th
 and April 

24th respectively.  On April 3, 2013 the ALJ issued a procedural ruling granting the FutureGen Alliance’s 
motion. 
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CES.  AIC did not file any Response Comments.  On April 24, 2013 Reply Comments 

were filed by Staff, FutureGen Alliance, ComEd, the IPA, CES and AIC.  On May 8, 

2013, the ALJ issued a Proposed Order (“ALJPO” or “PO”).  The ALJ set May 15, 2013 

and May 22, 2013 for the filing of exceptions and reply exceptions, respectively.  On 

May 15, 2013, exceptions to the ALJPO were filed by:  Staff, FutureGen Alliance, AIC, 

and ComEd.  Staff’s RBOE addresses one of the issues raised in the FutureGen 

Alliance’s brief on exceptions (“BOE”). 

 

II. Cash Flow Model Issue 

The Commission should not lose sight of the purpose of the Levelized Fixed 

Carrying Charge Rate (“LFCCR”) in addressing the issue of the frequency of the cash 

flow model to use in calculating the monthly fixed payments to be made by utilities to 

FutureGen. The Proposed Order correctly notes that the LFCCR allows for the recovery 

of and a return on Future Gen’s capital expenditures. The Commission has already 

determined that the appropriate return on equity is 10%. A key question before the 

Commission in this proceeding, however, is the model for calculating the monthly fixed 

payments to which the return on equity is but one of the inputs. Depending on which 

model is used (i.e, annual, quarterly, or monthly), the effective return on equity to be 

earned by FutureGen can differ from the 10% the Commission authorized. The model 

that best approximates the actual cash flow streams (e.g., inflows such as payments 

received by Future Gen and outflows such as payments FutureGen makes to pay off 

debt, pay dividends, and taxes) that would occur over the life of the investment will 

produce the effective return on equity that is closest to 10%. Otherwise, due to the 
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effect of compounding, the rate actually earned would be higher than the stated rate. 

This is the same concept as compound interest earned on a savings account wherein a 

deposit earns interest not only on the principal but also on the interest that was already 

earned. Calculation of the earned return by equity investors in this case works similarly. 

The more frequently the cash flows are received, the more times the authorized return 

of 10% is compounded over the course of a year, and therefore the higher the resulting 

earned return.  

The Commission, therefore, has three options: 

(i) Monthly Cash Flow Model 

 If the Commission desires that its authorized 10% return on equity be 

maintained and it adopts a monthly model in determining the fixed monthly charge, then 

the expected rate of return on equity will equal the authorized rate of return of 10%. This 

is because the monthly model is consistent with the frequency of FutureGen’s expected 

cash inflows.  The sourcing agreement’s charges billed to utilities (which comprise the 

majority of the expected cash inflows from this investment) will be applied on a monthly 

basis.  Thus, a monthly model best approximates a major cash flow stream and 

consequently would result in an earned return that matches most closely to the 

authorized return.  

If the Commission desires that its authorized 10% return on equity be maintained 

and it adopts a annual model in determining the fixed monthly charge, then the return 

on equity input in that model should be ordered to be 9.57% as noted on Page 20 of the 

Proposed Order. This is to account for the fact that an annual model does not factor in 

the actual monthly frequency of the majority of FutureGen’s expected cash inflows.   
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(ii) Quarterly Cash Flow Model 

If the Commission desires that its authorized 10% return on equity be maintained 

and it adopts a quarterly model in determining the fixed monthly charge, then the return 

on equity input in that model should be less than 10% but that number is not in the 

Proposed Order or in the record.   

(iii) Annual Cash Flow Model 

If the Commission chooses an annual model, FutureGen’s equity investors would 

expect to earn more than 10% since, on average, FutureGen would earn a return of 

approximately 0.833% per month, which will then be compounded each month resulting 

in an annualized return of 10.47% as shown on page 20 of the Proposed Order.  This is 

a mathematical certainty since it is known that FutureGen’s key cash inflow (i.e., the 

fixed payments received from utilities under the sourcing agreement) is to be paid 

monthly (Sourcing Agreement, Section 7.2). 

In summary, Staff believes a monthly cash flow model is the most reasonable 

because the sourcing agreement’s charges to be billed to utilities by FutureGen will be 

applied on a monthly basis. (ALJPO at 20) The ALJPO adopts a quarterly cash flow 

model because dividends are typically paid quarterly (ALJPO at 26-27).  Future Gen 

proposes an annual cash flow model because it claims it has no specific knowledge of 

the actual monthly cash flows that will occur (ALJPO at 23).  Regardless of which cash 

flow model the Commission chooses to adopt, it should do so with the knowledge of the 

effect that the frequency of actual cash flows has on the expected rate of return.  
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III. Reply to FutureGen Alliance 

A. Levelized Fixed Carrying Charge Rate (“LFCCR”) 

 At page 4-5 of its BOE, FutureGen Alliance states: 

 The Proposed Order adopted Staff’s proposals in part, and if upheld, it 
would have three principal adverse effects: first, the proposed methodology 
significantly reduces the LFCR, thus reducing the annual fixed payment by 
approximately 8%, second, it would otherwise produce project economics that 
are not commensurate with market requirements; and third, it would undermine 
the long-term certainty required by investors as to return of and on their capital 
investments. 

 
(FutureGen Alliance BOE, pp. 4-5)  Each of the above statements is false.   

 First, “significantly reduces” is a subjective term, but in Staff’s view neither Staff’s 

proposed monthly LFCCR methodology nor the ALJPO’s quarterly LFCCR methodology 

“significantly reduces” the annual fixed payment.  With the 6.82% interest rate 

assumption used in all the examples presented in this docket (FutureGen Alliance 

Response, Ex. A (Agras Affidavit), p. 4; Staff Initial Comments, p. 16), the ALJPO’s 

quarterly LFCCR methodology, as Staff understands it, would produce an LFCCR of 

11.406%, which is only 0.676% less than FutureGen Alliance’s 12.082% (FutureGen 

Alliance Response, Ex. A, p. 5).  The lowest LFCCR computed with Staff’s monthly 

methodology (assuming an effective annual return to equity of 10%) is 11.308% (Staff 

Reply Comments, p. 8), which is only 0.774% less than the 12.082% LFCCR produced 

by FutureGen Alliance’s methodology.  FutureGen Alliance reports a much more 

significant difference of 8% for the ALJPO’s LFCCR and 9% for Staff’s proposed 

LFCCR, although it is unclear how FutureGen Alliance arrived at these values.  By 

Staff’s computations, even taking ratios of the different LFCCRs (rather than the actual 
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differences themselves) results in changes below 8% and 9%.  For instance, 

0.676%/12.082% equals only 5.6%, while 0.774%/12.082% equals only 6.4%. 

 Second, the record does not show that the ALJPO’s resolution of the LFCCR 

“would otherwise produce project economics that are not commensurate with market 

requirements.”  Rather, the record shows that, given the frequency of cash flows 

expected, a nominal rate of return below 10% will result in an effective rate of return of 

at least 10%.  (Staff Initial Comments, pp. 10, 16, 17-18; Staff Reply Comments, pp. 7-

8)  Furthermore, while FutureGen Alliance continues to insist that “annualized 

calculations eliminate some of the uncertainty, variability and burden associated with 

the various timings and calculation of critical cash flow events,” Staff has shown this 

assertion to be false.  (Staff Reply Comments, pp. 8-9)  Rather than eliminate 

uncertainty, the annualized calculations preferred by FutureGen Alliance merely ignores 

uncertainty. (Id.)   

 Third, the ALJPO resolution of the LFCCR will not “undermine the long-term 

certainty required by investors as to return of and on their capital investments,” since 

the ALJPO retains the concept of a LFCCR that remains constant throughout the term 

of the sourcing agreement.  Furthermore, with either FutureGen Alliance’s preferred 

methodology or the methodology approved in the ALJPO, investors can determine the 

LFCCR value for any assumed set of debt financing terms.  Arguably, the ALJPO 

resolution enhances certainty for the ultimate impact of the LFCCR on equity returns, 

since the ALJPO would wait until the loan payback schedule is determined before 

finalizing the LFCCR computation.  
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 FutureGen Alliance also argues that the ALJPO errs by departing from and 

undermining the LFCCR that appeared in the sourcing agreement that was approved in 

Docket No. 12-0544.  However, as the ALJPO correctly recognizes, the approval of that 

sourcing agreement was a partial approval, and the Commission clearly reserved most 

of its decisions about the FutureGen sourcing agreement for this Phase 2 proceeding.   

 Finally, FutureGen Alliance argues that the ALJPO errs in its assumption of 

quarterly dividend distributions.  For instance, FutureGen Alliance states, “it is not 

unusual in project-finance lending to require borrowers to meet four quarters of debt 

service coverage and maintain other reserve ratios for a similar period prior to allowing 

any distributions of cash.” (FutureGen BOE, p. 14).  However, FutureGen Alliance has 

already included within its “pre-approved capital costs” an allowance for debt service 

reserves (Submission and Request for Approval of Pre-Approved Total Capital Costs of 

the FutureGen Industrial Alliance, Inc., 2/19/2013, p. 14; Submission by FutureGen 

Industrial Alliance, Inc. of Revised Sourcing Agreement, 3/8/2013, filing Exhibit A – Part 

3, sourcing agreement Exhibit 5.2(c)), for which it will be earning a return of an on.  

Hence, even if “it is not unusual in project-finance lending to require borrowers to meet 

four quarters of debt service coverage and maintain other reserve ratios for a similar 

period prior to allowing any distributions of cash,” that limitation may not apply to the 

FutureGen venture.   
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IV. CONCLUSION 

 For all of the above reasons, Staff respectfully recommends that the Commission 

reject FutureGen Alliance’s proposed exceptions to the ALJPO related to the Levelized 

Fixed Carrying Charge Rate methodology.   
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