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INTRODUCTION

Please provide your name, employment, address and background relevant to
your appearance as a witness in this proceeding.

My name is Philip R. O’Connor and | am employed by Constellation NewEnergy,
Inc. (“NewEnergy”), an intervening party in this proceeding, as Vice-President
for the Illinois Market. NewEnergy is licensed to operate as an alternative retail
electric supplier (“ARES”) in Illinois, and is located at 550 W. Washington Blvd.
in Chicago. | formerly served as Chairman of the Illinois Commerce Commission
(“Commission”), and over the past decade and a half, | have testified in a number
of proceedings before the Commission, both with respect to retail open access
issues and other matters. My resume is attached to my testimony as CES Exhibit

1.1.

On whose behalf are you testifying?

| am testifying on behalf of the Coalition of Energy Suppliers (“CES” or the
“Coalition”). The members of CES are NewEnergy, Direct Energy Services, LLC
(“Direct”), MidAmerican Energy Company (“MidAmerican”), Peoples Energy

Corporation (“Peoples”) and U.S. Energy Savings Corp. (“U.S. Energy”).

This ad hoc coalition has been formed to propose measures to foster the
development of a competitive retail electric market in Illinois. The positions set
out in this direct testimony represent the positions of the Coalition as a group, but

do not necessarily represent the positions of individual CES member companies.
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However, each member of the Coalition believes that the positions set forth in this
testimony represent an improvement over the competitive procurement proposal
advanced by Central Illinois Light Company d/b/a AmerenCILCO, Central
Illinois Public Service Company d/b/a AmerenCIPS, and Illinois Power Company
d/b/a AmerenlP (collectively, “Ameren”) in this proceeding. Additionally, some
members of the CES believe that further changes are necessary to improve
Ameren’s procurement proposal. Those Coalition members are filing direct

testimony on their own behalf in support of their additional proposed changes.

What is the purpose of your testimony?
The main purpose of my testimony is to explain the specific recommendations of
the Coalition to improve Ameren’s proposed power procurement method. 1 also

will summarize the testimony of other CES witnesses on related matters.

First, 1 will address the reasons that CES supports the auction concept for the
Ameren service areas at this time. Second, | will walk through several of the
Coalition’s recommendations. Third, in order to place Ameren’s proposal (and
the Coalition’s recommendations) into the proper context, | will address
competitive market and regulatory developments relevant to the Commission’s
considerations. Finally, | will describe the relevance to the Ameren procurement
proceeding and to subsequent delivery service proceedings of the Memorandum
of Understanding (“MOU”) entered into by CES, its members, and certain other

parties with ComEd.
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RECOMMENDATIONS REGARDING AMEREN’S PROPOSAL

As the Commission examines Ameren’s competitive procurement proposal,
are there general considerations that the Commission should keep in mind?

Yes. First, the Commission, market observers and participants in the Illinois
retail electric market recognize that competition has not yet flourished in the
Ameren service areas, in contrast to the choice market for larger commercial and
industrial customers in the ComEd service area. Thus, there should be a general
presumption that approaches and policies that have worked to benefit those
customers inside the ComEd service area should be translated into the Ameren
service areas. Second, along the same lines, the Commission should seek to take
advantage of opportunities to make similar or uniform policy and implementation
decisions for the Ameren and ComEd procurement models. The Commission has
recognized that such uniformity would benefit customers throughout the state.
(See ILL. ComMm. ComMm’N, Competition in Illinois Retail Electric Markets in
2004, Report to the General Assembly dated April 2005 at 3 (“convergence [of
the Ameren and ComEd market platforms] will provide further benefits for retail
customers in Illinois.”).) Although the Administrative Law Judge denied Staff’s
Motion to Consolidate this proceeding with the ComEd proceeding, the Ruling
properly noted that “a coordinated approach” between the two proceedings was
appropriate. (See ALJ Ruling dated April 12, 2005 at 3.) Thus, there should be a
presumption that policy and implementation issues should be decided similarly, if

not uniformly, for Ameren and ComEd.
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Why does the Coalition believe that it would be appropriate for the
Commission to approve an auction-based methodology for Ameren to
procure its power following the mandatory transition period?

Overall, the auction procurement method proposed by Ameren is similar to the
auction process that has been tried and tested in New Jersey; that experience in
New Jersey generally suggests that Illinois reasonably could adopt an auction

methodology, tailored to the Illinois electric markets.

Also, it is worth noting that the topic of the post-transition procurement method
was analyzed during the Commission’s Post-2006 Initiative (the “Initiative”)
workshops that were held throughout 2004. The results of those discussions
indicate that the auction approach, in general, has the fullest complement of the
desirable procurement characteristics that were identified by the Initiative
participants. Coalition members participated in the Initiative’s Procurement
Working Group, and the framework for the views of the CES is informed by the
members generally subscribing to the efficacy of an auction procurement method.
None of the other procurement models analyzed by the Procurement Working
Group possessed as many of the eighteen desirable attributes as the type of
general auction approach proposed in this proceeding. In that respect, the filing
of an auction procurement method by Ameren should not be regarded as the result
solely of work by Ameren, but rather as a general method that was developed in
the cooperative and open atmosphere of the Post-2006 Initiative’s Working

Groups and the aftermath.
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Are there specific features of an auction approach that make it adaptable for
the Illinois electric market?

Yes. The auction approach has a number of specific characteristics that make it a
reasonable approach for Illinois at this time. Importantly, the auction approach

addresses the following four (4) key concerns with respect to Illinois:

First, a properly designed auction method, by reason of its full
requirements tranche structure, should serve to mitigate the potential
effects of concentration of ownership of certain types of generation. The
Commission Staff Report on the Post-2006 Initiative issued in December
2004 describes the value of a vertical tranche auction structure in
mitigating market structure problems. At page 12 of that report, the
Commission Staff opines that, “In terms of dealing with market power and
affiliate abuse concerns, the transparency of the vertical tranche auction is
its central strength.” (ILL. ComM. CoMM’N, The Post 2006 Initiative:
Final Staff Report to the Commission, December 2, 2004 available at

http://www.icc.illinois. gov/ec/ecPost.aspx.)

Second, the design of the auction should be expected to attract generation
owners as well as financial firms, thus expanding the number of

competing wholesale participants.
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Third, since the resulting auction price, by definition, would represent the
costs of utility generation supply, there should be little question about the
inclusion of these costs as a component of bundled rates and the Power
Purchase Option (“PPO”). The Commission is familiar, as are state utility
commissions around the country, with the incorporation of wholesale
supply costs into retail service rates. The auction is merely a method of
acquiring those supplies and in this proceeding that method would be

designed subject to Commission approval.

Fourth, because a variety of risks will be borne by the competing auction
participants, the auction process should simplify the Commission’s
evaluation of utility cost of capital in the subsequent delivery service rate

cases Ameren will file.

Is using a properly designed auction as a procurement methodology
consistent with the Illinois Public Utilities Act?

Yes. It is reasonable to expect that a properly designed auction will produce
wholesale energy prices that reflect market conditions at the time the auction is
conducted and should also help to keep the costs of the utility’s operation of the
delivery network free of commodity-related risk and cost. The auction method
also should improve the calculation of the market value energy charge (“MVEC”)
component of the PPO rates. The Electric Service Customer Choice and Rate

Relief Law of 1997 (“Choice Law” or “1997 Choice Law”) indicates that, in the
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event that utilities do not own generation and must acquire supply in the

wholesale market, the price of the wholesale supply should have a reasonable

relationship to the costs indicated by the Commission-approved MVEC

methodology. The Choice Law provides that the MVEC methodology can rely on

a variety of inputs, including contracts applicable to the utility’s service areas.

The auction would yield such energy contracts.

Which specific implementation issues of significance should be addressed in

order to better assure the success of the proposed auction procurement

approach for Ameren?

There are six (6) main areas of implementation that I will address. These are:

The initial auction should be held in May 2006 as Ameren has
proposed.

The customer groupings proposed by Ameren should be revised.
Specifically, Ameren’s proposed grouping of all residential and business
load below 1 MW of demand together into the same Basic Generation
Service — Fixed Pricing (“BGS-FP”) customer grouping should be revised
through a bifurcation at the 400 kW level. CES proposes that those
customers with peak demands between 400 kW and 1 MW should be
offered a one-year retail product, based on a single-year wholesale auction
similar to that offered to customers with demands over 1 MW. This one-
year product should be the automatic default service for the 400 kW to 1

MW customers and not require a contract. CES members Direct Energy
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Services, LLC and U.S. Energy Savings Corp. believe that further
revisions in the Ameren customer groupings are desirable and justified and
will address those matters in separately filed testimony.

The enrollment window for customers over 1 MW should be revised.
Customers with demand over 1 MW should have a 75-day enrollment
window for the proposed single-year, fixed-price product, consistent with
the PPO enrollment window that has been in effect and functioning well in
the ComEd area for the past several years. Ameren’s proposed
considerably shorter 30-day window should be rejected in favor of a
proven 75-day window.

Ameren’s translation tariff must be revised to address migration risk
as it would not allocate migration risk premium to recognize differing
migration potential across customer classes and thus will tend to shift the
cost burden of that premium to smaller customers.

The Supply Procurement Adjustment Charge (“SPA”) should be
revised to properly reflect all direct and indirect costs related to Ameren
administering the new BGS-FP, Basic Generation Service — Large
Customer Fixed Pricing (“BGS-LFP”), and Basic Generation Service —
Large Service Real-Time Pricing (“BGS-LRTP”) products. Further,
uncollectible expenses should be accounted for separately between
“delivery services”-related uncollectible expenses and “energy”-related

uncollectible expenses, and charged to customers accordingly.
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. Ameren’s proposal to assess a charge solely upon customers of ARES
and other RESs (collectively, “RESs”) over 1 MW should be rejected
as anti-competitive and unduly discriminatory. Ameren, though its
proposed “Rider D — Default Supply Service Availablity — Large”
surcharge, seeks to impose a supply-related charge upon all customers
over 1 MW who are not using Ameren’s auction-acquired supply; in

effect, creating a supply-related non-bypassable delivery service charge.

These issues also are addressed to varying degrees in CES Exhibit 2.0, the Direct
Panel Testimony of CES witnesses Mario Bohorquez and Wayne Bollinger, and
in CES Exhibit 3.0, the Direct Panel Testimony of CES witnesses John L.

Domagalski and Richard S. Spilky.

THE INITIAL AUCTION SHOULD BE HELD IN MAY 2006

What have Ameren and ComEd proposed regarding the timing of their
respective initial auctions?

The utilities have expressed an interest in avoiding an auction during the summer
months when it is possible that temporary weather conditions might have an
inordinate impact on the longer term market. Ameren has proposed that the first
auction to set prices and procure supplies for the post-transition period occur in
May 2006. ComEd has proposed September 2006 for the initial auction. Despite
these two different proposals, the utilities have also expressed a belief that the

Commission should choose one or the other date so that both auctions occur at
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relatively the same time or in close proximity to one another. CES agrees with
Ameren and has proposed in the ComEd proceeding that both utilities conduct an

initial auction in May 2006.

Why does CES recommend a May 2006 date for the initial auction?

There are at least three (3) independent reasons why the Coalition urges the
Commission to designate May 2006 for the initial auction for both Ameren and
ComEd. All of these reasons are directed toward providing increased flexibility
and options for the Commission, for regulators and policymakers and, most

importantly, for customers.

First, customers should be the main focus of this proceeding, and Illinois public
policy treats the opportunity to exercise choice as a key element in benefiting
customers. That being the case, a May 2006 date for the initial auction would
provide additional time for customers below 1 MW of demand to assess their
options prior to the end of the mandatory transition period on January 1, 2007.
The auction structure likely will require important education and study on the part
of these customers. A May 2006 auction date would be consistent with promoting

opportunities for customer choice.

Second, although the auction approach has been used in New Jersey and therefore

within the PJM Interconnection, LLC (“PJM”), the application of the model to a

new region within PJM and to MISO could involve any number of details that

10



229

230

231

232

233

234

235

236

237

238

239

240

241

242

243

244

245

246

247

248

249

250

251

CESEx. 10

deserve attention. The implementation of this new auction structure suggests that
a May 2006 initial auction date is preferable, as it allows for the auction to be
delayed to September if need be. For example, if systems are not ready or if the
Commission or auction manager decides that there are potential problems with the
May bidding, delay may be required. On the other hand, a September date for the
initial auction leaves little room for rectifying any problems if discovered late in

the game.

Third, deadlines work. By setting a May 2006 initial auction date, which is
nearly a year from now, the Commission will be encouraging a time frame that
will help move all parties in the direction of defining the post-transition rules of
the game, thus bringing more certainty to the environment for customer decision-
making. This would be consistent with the goal of the MOU that ComEd has
entered into with the Coalition and others. Further, the success of initial auctions
in Illinois may be affected by the membership of ComEd and Ameren in two
different Regional Transmission Organizations (“RTOs”). PJM, the RTO to
which ComEd belongs, has had considerable experience in accommodating the
New Jersey auctions and also has shown a willingness and ability to
accommodate decisions by states to provide for open access at the retail level.
The Midwest Independent System Operator (“MISO”), the RTO to which Ameren
belongs, however, has not had experience with auctions and has not yet fully
accommodated those states, such as lIllinois, that have chosen to permit open

access at retail. By setting a prospective May 2006 date for the initial auction, the

11
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Commission will be taking an important step in properly focusing MISO on the
need to accommodate the auction and to coordinate with PJM if necessary. If
there remain any RTO-based obstacles to an auction at that time, then the option
for a delay to September 2006 from May 2006 can be exercised for the initial

auction date.

Is it essential that both the Ameren and ComEd auctions be held
simultaneously?

No. If the Commission chose to set the initial auctions for May 2006, for
instance, it is entirely possible that one auction could commence and conclude

shortly before the other.

THE CUSTOMER GROUPINGS PROPOSED BY AMEREN SHOULD BE REVISED

Please describe how Ameren has proposed to offer different products to
different customer groupings.

Ameren has proposed establishing two customer groupings. First, residential
customers, small business customers, and other business customers with demands
less than 1 MW would be grouped together for a one-year fixed-price offering
labeled BGS-FP, which would be based on multi-year, laddered auction products.
BGS-FP would be a default product that would not require a customer to make an
affirmative election or sign any contract with Ameren. The customers under 1
MW offered the BGS-FP would be broken into several customer classes for

purposes of “translation” of the auction price into retail rates. However, unlike

12
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the ComEd translation tariff, the Ameren proposal would not allocate migration
risk premium in a manner intended to recognize differing migration potential

across customer classes.

Second, all other customers, those over 1 MW of demand, would be grouped
together for a one-year, fixed-price offering labeled BGS-LFP. Customers
eligible for BGS-LFP would be required to make an affirmative election and enter
into a contract within a 30-day sign-up window. Any BGS-LFP eligible customer
not having made an election for RES service or for BGS-LFP would default to
BGS-LRTP, an hourly, real-time priced product. Additionally, any customers,

including residential and small business could elect the hourly service.

Please describe how Ameren’s proposed customer groupings should be
revised.

The Coalition recommends that the BGS-FP customer grouping should be
bifurcated at the 400 kW level. Larger business customers within the 400 kW
to 1 MW demand group would be separated from all those below that level and
offered a one-year, fixed price product akin to that offered to customers over
1 MW in demand, that we can call “BGS-LFP2.” However, that product would
be an automatic default product for customers with less than 1 MW in demand,

not requiring an affirmative election.

13
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Under this approach, the small customer grouping, residential and smaller
commercial retail customers with peak demands up to 400 kW, would continue to
be offered the one-year, fixed-price product based on the blended multi-year,
laddered auction product. The following chart, which is reproduced as CES EXx.
1.2 and attached to my testimony, illustrates the customer groupings under the

Coalition’s approach:

CES Proposed Customer Grouping

h, N
BGS-LFP >1 MW
75 day sign up window
N
TVear 400 kW — 1 MW
pr)(l)ducts BGS-LFP2 DASR “anytime”/ No sign up required / Default Service
b, N
BGS-FP Residential up to 400 kW

DASR “anytime”/ No sign up required / Default Service
Blended Products

What would be the tangible difference between Ameren’s proposed auction
products and the Coalition’s proposal?

Under the CES proposed revision, customers between 400 kW and 1 MW of
demand would be better aligned with customers over 1 MW whose characteristics
and migration potential are more in keeping with their own. The tangible
difference between Ameren’s proposed BGS-LFP retail product and the

Coalition’s proposed “BGS-LFP2” retail product for customers between 400 kW

14
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and 1 MW customers is that, under the Coalition’s proposal, the customers over
1 MW still would be required to affirmatively elect the service, while those under
1 MW would not. Thus, the BGS-LFP2 retail product would be the default
service whereas the default product for customers over 1 MW would be the

hourly product associated with BGS-LRTP.

Is this proposal similar to the proposal that the Coalition is advocating that
ComEd adopt?

Yes. In the ComEd proceeding, the Coalition likewise has advocated conducting
an auction for customers with peak demands of between 400 kW and 1 MW. As
discussed in greater detail below and in the Direct Panel Testimony of CES
witnesses Domagalski and Spilky, establishing this additional auction is even
more important for Ameren if it is not required to provide for some allocation of
migration risk premium across customer classes within the BGS-FP grouping.

(See CES Ex. 3.0 at 84-216.)

Under the Coalition’s proposal, how many customers would be served under
each of the proposed products?

According to Ameren, as of December 31, 2004, in round numbers, the group that
would be served with the multi-year, laddered wholesale product would be
residential and business customers under 400 kW of demand, accounting for
about 1,201,000 customers, of which about 145,000 are non-residential. This

group accounts for about 17,600 GWh annually or 49% of total Ameren system

15
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There are 855 customers in the group between 400 kW to 1 MW of

demand, accounting for over 2,000 GWH annually or about 6% of total Ameren

system load. Thus, the Coalition’s proposal would shift a little over 6% of total

Ameren system load from the multi-year, laddered wholesale product to a single-

year, wholesale product.

What principles suggest that the Commission should revise Ameren’s

proposal along the lines you have proposed?

Revising Ameren’s customer groupings as proposed by the Coalition would better

align the customer groupings with the following:

The realities of the current competitive market in Illinois, in which
customers with peak demands of over 400 kW have shown a considerably
greater propensity to switch than have those below that level. This is
confirmed not only by data from the Ameren service areas but especially
by the data from the ComEd service area (which likely better
approximates the post-transition era in Ameren than Ameren’s own
transition period switch data).

Facilitating multi-year supplies in the auction, by allowing wholesale
suppliers to focus more precisely upon the costs and risks associated with
serving residential and smaller business customers; and

Achieving greater precision in the allocation of migration risk premiums
among customers directly in the auction rather than through the inherently

problematic translation Prism.

16
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How would the Coalition’s revision to the proposed customer grouping better
align the groups with current market realities?

Experience so far indicates that customers in the proposed new BGS-LFP2
customer grouping have had a greater appetite for choice than have customers
below that level. The switching statistics in both the Ameren and ComEd service
areas are instructive on this point as is the business experience of RESs. In fact,
as discussed below, the data and experience in the ComEd service area during the
transition period likely are more instructive than even Ameren’s own experience
to date. That is, given an appropriate ruling by the Commission in the instant
proceeding, competition likely will develop in the Ameren service areas after the
transition period to the same extent that it already has developed in the ComEd

service area.

What is the Coalition’s viewpoint on how competition has developed
throughout the transition period in the Ameren service territories?

There are several reasons why, from the standpoint of retail competitive
providers, competition has failed to develop in the Ameren service territories.
None of these reasons should be new to the Commission, as most have been
recognized by the Commission in certain reports issued to the General Assembly
or raised in other dockets, and would include the following:

e Retail tariff terms and conditions and business practices that have acted to

impede the development of customer choice, such as:

o The inability of a RES to obtain all PPO pricing data elements,
including transmission and ancillary services and the daily load

17
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profiles used in the AmerenlP service territory (since they change
daily) makes modeling of the MVI extremely difficult for RESs.

0 Lack of timely response to RES and/or customers in providing the
PPO calculations which determines their CTC and PPO eligibility;

0 A very short window to shop, especially with regard to the multi-year
transition charges in AmerenlP;

O Transition Charge and PPO information was not available on
AmerenlP’s website for all customers;

0 Lack of uniformity in switching processes and business practices
related to obtaining the customer data necessary to serve retail load;

e Transmission reservation policies and practices that have acted to impede the
development of customer choice; and

e Extremely onerous energy imbalance provisions.

The lack of competitive development in the Ameren service territories is neither
merely a chance result nor the simple effect of low bundled rates in those service
areas. Rather, much of the difference between competitive development in the
ComEd service territory versus development in the territories of Ameren derives
from explicit utility policies and practices. Although Ameren has made some
progress recently to address some of these issues, the lack of competition in the
Ameren service areas, combined with the reasonable recommendations herein
provide a compelling case for the Commission to impose conditions upon its

approval of Ameren’s proposal in the instant proceeding.

Should the Commission be concerned about the lack of competition in the

Ameren service territories as it considers Ameren’s proposal?

18
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Yes. After over five (5) years of customer choice implementation, the instant
proceeding provides the Commission with an opportunity to bring the benefits of
both wholesale and retail competition to customers in the Ameren service
territories. Acting now is necessary so that consumers experience exactly what
the General Assembly intended - a meaningful transition to vibrant competitive
wholesale and retail markets. Whereas ComEd has worked throughout the
transition period to develop tariff proposals and business practices that ostensibly
support open access and simplified processes for RESs, the Ameren Companies,
by contrast, have maintained business practices that hinder the development of
competition in their respective service territories. The end of the transition should
also be the end of institutional obstacles, intended or inadvertent, that frustrate
customer choice. No doubt, the Ameren delivery services case will present a key

opportunity to demolish these obstacles once and for all.

Please comment on the switching statistics in the Ameren service territories.

Much of what can has been represented as competitive development in the
Ameren service territories has actually been legacy special contracts and the PPO
enlistment. RESs are directly serving only a handful of very large customers in
the downstate service territories. lllinois Power’s PPO is a good illustration of the
difficult and complex process customers face in attempting to effectuate retail
choice. As a general matter, customer choice for medium industrial and
commercial class customers in the IP service territory has been inconsequential.

The Commission’s reports and switching statistics illustrate this point — as of the
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end of 2004, just over 90% of IP’s delivery services customers under 1 MW were
taking PPO service (926 of 1,021) and about nearly 60% of IP’s large-user
delivery services customers had switched to the PPO (53 of 89). (See ILL. ComMmMm.
ComMm’N, Competition in Illinois Retail Electric Markets in 2004, April 2005 at 6,
7.) These data indicate that in Ameren the PPO has played a different role than in
ComEd. In Ameren the PPO has been a lower priced offering in a climate
inhospitable to the entry of new providers. It should be noted as well that
Ameren’s response to CUB Data Request 1.04 permits a calculation that of the
total non-PPO switched load within Ameren-IP, affiliates of the utility serve 95%
of all usage as of December 2004. Nonetheless, this does demonstrate that
customers are willing to actively seek out better prices even when the options are

limited, as they have been by Ameren’s flawed market design.

Have there been past recommendations for how to foster the development of
competition in the Ameren service territories that would be instructive for
the Commission?

Yes. Since the Commission began the process of implementing the Customer
Choice Act, numerous recommendations have been advanced for changes in tariff
provisions and business practices of the Illinois utilities designed to make the
“rules of the game” more uniform and consistent. However, the Commission thus
far has chosen not to mandate statewide uniformity for existing retail and
wholesale business practices. (See generally ICC Docket Nos. 99-0117; 00-0490;

01-0423; and Docket Nos. 02-0656, 02-0671, 02-0672 (consol.).)
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Why do you believe it is appropriate for the Commission to look to the
experience within ComEd as a predictor of post-transmission switching
appetite for customers inside the Ameren service areas?

Understandably, because there have been so many obstacles to choice in the
Ameren service areas during the transition period, Ameren switching data are not
quite as instructive for anticipating post-transition conditions in Ameren as are the
transition period experiences in ComEd. If the Ameren companies had embraced
customer choice in the same manner that ComEd did, we would have seen much
more customer switching in the Ameren service areas during the transition period
and greater participation in the Ameren service areas by RESs active in the
ComEd service area. With the end of transition charges, Ameren’s integration
into MISO, appropriate decisions by the Commission in the instant proceeding,
and continued Commission oversight and intervention as necessary, we are
confident that similar switching levels can be achieved in the Ameren service

areas.

Please discuss the switching information provided by ComEd in ICC Docket
No. 05-0159 as it relates to how the Commission should address the
migration risk premium associated with Ameren’s procurement proposal in
the instant proceeding?

In the ComEd proceeding, ComEd witnesses Crumrine and Alongi presented a
helpful breakdown of switching information by classes of customers below 1 MW

of demand. (See ComEd EX. 7.6, attached to this testimony as CES Ex. 1.3) As

21



476

477

478

479

480

481

482

483

484

485

486

487

488

489

490

491

492

493

494

495

496

497

CESEx. 10

of December 31, 2004, only about 37% of load between 400 kW and 1 MW in the
ComEd service territory was still served through bundled rates while 77% of
business load under 400 kW was still served on bundled service. In response to
CUB Data Request 1.04, Ameren provided similar information, which showed
that switching among Ameren area business customers from 400 kW to 1 MW
was substantially greater than among Ameren area business customers under 400
kW. In the group of business customers under 400 kW, about 93% of load was
still served through bundled service in December of 2004 while in the group from

400 kW to 1 MW, about 77% of load was still being served under bundled rates..

Would it be appropriate for the Commission to re-examine the customer
groupings following the initial auction?

The issue of what products should be offered to which customers should be a
topic for thoughtful consideration by the Commission in the annual post-auction
collaborative effort along with other issues. The Commission has been well-
served by its ability to respond to various market developments, and it should
continue to evaluate the products and customer class demarcations to look for
further opportunities to promote the development of the competitive retail electric

market in lllinois.

How would your proposal better align the auction products with Ameren’s

existing customer classifications?
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Since the commencement of the mandatory transition period, we have seen the
relevance of the 400 kW demand level as a workable threshold. ComEd, for
example, has used that demand level as the point at which interval metering was
required. And, as competition has developed, the 400 kW level became the
ComEd threshold above which customers would be assigned individual CTCs.
This, in turn, has allowed customers above 400 kW to enter into multi-year supply
arrangements with RESs to match the multi-year CTCs that were also made
available. As such, these customers could fix their supply contracts and CTCs
through the end of the transition period, thereby gaining the assurance of fixed

energy prices over an extended period.

In the Ameren areas, since there were four separate utilities in question, the
conventions across Downstate have varied." However, the Ameren utilities have
utilized an even lower threshold for the imposition of interval metering
requirements. In general, customers below 400 kW of demand have been
required to have interval metering. For example, Ameren-CIPS requires that new
customers above 100 kW wishing to take delivery service must have interval
metering installed. Thus, at the 400 kW level the Commission can be assured that
interval metering is already in place and that there would be no new requirements

placed on customers.

! The four (4) Ameren utilities have since been collapsed into three in lllinois with the assignment of the
AmerenUE customers in Illinois to AmerenCIPS.
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How would this bifurcation better align the procurement process with the
objective of better assuring the auction’s success?

The prospects for a successful auction will likely improve if the 400 kW to 1 MW
group is separated from the groups below 400 kW for the initial multi-year
laddered auction by focusing the auction’s capacity for multi-year, laddered
contracts on residential and small business customers. With both Ameren and
ComEd, the Commission should adhere to the basic principle of assuring that
residential and smaller business customers should be the focus of benefits that
may accrue from multi-year wholesale auction. It should not be taken for granted
that the multi-year, laddered wholesale products will be subscribed to in an
Ameren auction to the extent desired to accommodate the intended result for all
customers up to 1 MW. Any shortfall dilutes the intended beneficial impact for

residential and small business customers.

How would this bifurcation align the procurement process with ComEd’s
procurement proposal?

Bifurcation would lead to greater uniformity between the procurement process of
Ameren and ComEd. Since Ameren and ComEd have both recognized the value
in proposing a similar competitive procurement process based upon the New
Jersey BGS auction, it would follow that the Commission should strive to
minimize the differences between the two proposals. By the Commission

establishing a common and consistent demarcation line between the annual and
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blended products across the state, customers and competitive suppliers will be

operating under a common set of rules.

Would the Coalition’s BGS-LFP2 proposal deny customers the ability to
have multi-year price stability?

Not at all. To the extent that business customers over 400 kW wish to have multi-
year price stability, they can easily secure such stability directly in the
competitive market through RESs, since the supply for serving those customers
can be secured through bilateral wholesale deals not subject to the auction
process. The experience of the past couple of years with multi-year CTCs in the
ComEd service territory illustrates that customers of this size have the ability to

evaluate and acquire multi-year contracts.

What impact would the Coalition’s proposal have upon the rates for smaller
commercial and residential customers?

The CES proposal should prove beneficial to residential and smaller business
customers. It is possible that some people may subscribe to the notion that the
inclusion of more business load in the auction for residential supply will somehow
moderate or otherwise benefit residential and smaller business customers.
However, the Ameren proposal would appear to shift whatever migration risk
premium there is for larger under 1 MW of demand customers in the BGS-FP
auction price to residential and smaller business customers. The proposed

Ameren Prism ignores migration risk even though the entire point of the Prism is
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to eliminate class cross-subsidies and to conform pricing to cost causation. |If
anything, the lumping of customers greater than 400 kW into the multi-year
laddered portion of the auction, as proposed by Ameren, is more likely to
confound and complicate the situation. The way to get rid of the kind of
inadvertent, administratively-imposed distortions that might be inherent in a
translation tariff allocation of migration risk premium is not to ignore it in the
construction of the Prism. A better solution is to draw the line for customer
classes such that the risk allocation can be better internalized in the auction

process itself.

How would the proposed bifurcation better align the auction with the goal of
avoiding unintended consequences?

There is good reason to take steps to insulate residential and smaller business
customers from any splash-over of a risk premium associated with demonstrated
differences among customer groups in migration propensity, whether that splash-
over would be a function of the auction bid pricing or estimates made by Ameren
embedded in the translation methodology. It would be a cleaner approach to
assure that migration risk premiums are internalized into separate auction
products for full requirements service for the two groupings created under the
Coalition’s bifurcation proposal. The proposed bifurcation would also result in
fewer complications and would minimize worries about cross-subsidies — a

problem that has often plagued the regulatory climate.
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Please explain any problems associated with competitive declarations under
Ameren’s proposal.

The issue of competitive declarations is yet another reason to bifurcate the BGS-
FP customer group. There is the possibility that over the next several years
customers in some of the Ameren service areas with demands over 400 kW will

achieve levels of competitive choice that might warrant competitive declarations.

Retaining the customers between 400 and 1 MW in the multi-year laddered, 3-
year rolling auction product group would present the genuine possibility that
wholesale commitments for later years would be “stranded” to the extent that
there were competitive declarations for such customers. That is, wholesale
suppliers for the relevant load could be in the position of having committed to
supplies at fixed prices for customers who have become ineligible for the
associated retail product, as those customers exit utility service and become
ineligible to return the blended rate. Understandably, wholesale suppliers could
have a strong incentive to oppose competitive declarations, even when the

statutory standard had been achieved for such declarations.

There is the further problem that Ameren is affiliated with generation and trading
entities that similarly might find themselves at risk of having “stranded”
wholesale commitments if a competitive declaration were made. It does not
require an overly active imagination to suggest that this presents the potential for

Ameren (the wires company) to be pressured by Ameren’s generation affiliate to
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refrain from an otherwise warranted competitive declaration. The point here is
not to suggest that any specific impropriety will develop, but rather to note that
the auction process should not be designed so as to incorporate temptation. The
auction should be designed so as to avoid creating unnecessary Cross-pressures
that could frustrate the potential for competitive declarations, which is one of the

most important features of the Choice Law.

Would you anticipate significant additional costs associated with establishing
the Coalition’s proposed BGS-LFP2 auction product?

No. Since the single-year product offered to customers between 400 kW and
1 MW would be identical to that offered to customers over 1 MW, except for the
default and migration rules, there would seem to be few additional transaction

costs associated with this additional auction product.

MIGRATION RULES

Please summarize the “migration rules” that Ameren has proposed.

The three salient elements of the migration rules proposed by Ameren and

deserving comments are:

e a“DASR anytime” rule by which BGS customers under 1 MW may choose to
leave utility bundled service for RESs under DASR time lines that permit next
meter cycle service;

e a one-year stay requirement for all customers returning to bundled service

from RESs service; and
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e a 30-day sign-up window for the annual BGS-LFP products offered to

customers over 1 MW.

Please comment on the “DASR anytime” rule.

The Coalition endorses Ameren’s “DASR anytime” proposal for customers under
1 MW on BGS service. The opportunity for a customer, at any time during the
year, to depart from the fixed-price bundled service offering to take service from a
RES has been a feature of the Illinois competitive market that has contributed to
its success so far. Customers are accustomed to a DASR anytime rule and the

auction is perfectly able to accommodate that rule.

Please comment on the one-year stay requirement.

Ameren has proposed that a customer who returns to take service under Ameren’s
BGS-FP product be required to take that service for one-year from the date the
customer returns to that service. This would be consistent with current and past
practice in which customers who returned to bundled service did so for a one-year
period. It should be noted, however, that the current one-year stay requirement on
return to bundled service that has been operative during the mandatory transition
period applies to existing frozen retail rates. Thus, the returning customer is
aware and chooses the price for the one-year period. Under Ameren’s proposal,
the customer that is required to stay for a year will have a known price only for
the remainder of the then-current price period and then will have a new, unknown

price set following another auction.
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Please comment on the proposed 30-day sign-up or enrollment window.
As discussed in more detail below, the Commission should reject the proposed
30-day enrollment window in favor of maintaining the existing 75-day enrollment

window that is used for the ComEd PPO and that has proved successful.

ENROLLMENT OR SIGN-UP WINDOW

Please discuss the duration of the enrollment window proposed by Ameren.

For commercial and industrial customers with demand of 1 MW or greater that
qualify for the one-year fixed-price product, Ameren has proposed a 30-day
window during which these customers must make an affirmative decision to take
this service. In the alternative, such a customer may choose to take service from a
RES; failure to act will result in such customers being placed on an hourly, real-

time product, BGS-LRTP.

How should Ameren’s proposed enrollment window be modified?

The Commission should reject this proposed 30-day sign-up window and opt
instead to retain the 75-day window that has applied to selection of the ComEd
PPO and that has worked well over the past several years. AmerenlP’s PPO
offerings have been based on bi-monthly re-pricing and sign-up windows that can
range from as little as 2 days to as many as 45 days for a given customer,
depending on the customer’s meter reading date juxtaposed to the re-pricing date.

This ungainly situation has been one more obstacle to choice in the Ameren
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service area and Ameren should not be allowed to impose another sign-up

window variation similarly uncharitable to customer choice.

Why do you recommend that the Commission reject Ameren’s proposal to
impose a 30-day enrollment window?
There are several reasons that the Commission should direct Ameren to adopt a

75-day sign-up window.

Customers want it. Customers have told us explicitly that they prefer a 75-day
window over a 30-day window. Implementing a 75-day window would afford
more time for customers to evaluate their alternatives. Business customers, for
the most part, do not have personnel or offices dedicated to buying electricity.
Therefore, buying electricity for retail customers is an activity that takes them
outside of their normal processes and is an occasional, rare activity. Many retail
customers purchase electricity employing lengthy committee processes; for many,
the decision to buy electricity is made by a board of directors during their monthly
meetings. This is especially true of governmental entities, park districts and
school districts, hospitals and many other types of retail customers. They simply
need more than 30 days to analyze their electricity choices, make proposals to
their directives, negotiate contracts and finally close their purchase transactions.
Experience demonstrates that many customers hire energy consultants and issue
requests for proposals to identify their best supply choice. These processes often

take longer than 30 days. A 75-day window would allow sufficient time for these
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procurement processes to occur. The practices in Ameren that have led to wide
variations, 2 to 45 days, in PPO sign-up windows have been a problem. This is
discussed further in the Direct Panel Testimony of Coalition witnesses

Domagalski and Spilky. (See CES Ex. 3.0 at lines 515-33.)

It allows for more time to correct mistakes. It may prove especially important
following the first auction to allow time for corrections to be made given the
newness of the experience in Illinois. The risk of error in rate calculations and
allocations of wholesale costs and the potential negative effect will be particularly
acute the first time that a pricing process is implemented live. A 75-day window
would allow sufficient time for a utility to make the appropriate changes, should
an error be discovered during the sign-up window. Coalition witnesses
Bohorquez and Bollinger discuss this further in their direct testimony. (See CES

Ex. 2.0 at lines 68-115.)

There is no empirical evidence in Illinois that maintaining the existing 75-day
sign-up window would be costly. At this point, there is no empirical basis for
identifying a particular risk premium that might be associated with a 75-day
window. Unless and until credible evidence is presented in this regard, the
Commission can appropriately stay with a tried and true approach that accords
customers degrees of freedom for exercising choice that have proven workable.
The MVEC methodology currently in effect has never included an adjustment to

the MVEC based upon the length of time of the enrollment window. This is
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rather obvious in the case of Ameren in which the enrollment windows have
ranged between 2 and 45 days. In short, there is no basis upon which the
Commission could conclude that the cost of keeping the price open for 75 days is
other than negligible. Further, based upon the benefits of holding the window
open for 75 days, it would be reasonable, consistent and appropriate to retain the

window, even if there is an actual incremental cost for this option.

AMEREN SHOULD BE REQUIRED
To INCLUDE A PROVISION FOR MIGRATION
PREMIUM ALLOCATION IN ITS TRANSLATION TARIFF

Please explain how Ameren has proposed to allocate the migration premium
in its translation tariff.

Ameren has failed to include a migration premium in its proposed translation
tariff. Unlike ComEd, Ameren has made no provision in its Prism for what
should be a reasonable expectation of higher migration potential for customers
with higher demand levels than for customers with lower demand. Ameren’s
translation tariff ignores the matter of allocating migration risk within the
customer classes in the grouping of customers under 1 MW of demand. The
failure to address allocation of migration risk premium will tend to shift the cost
burden of that premium to smaller customers. This matter is addressed in more
detail in the Direct Panel Testimony of Coalition witnesses John Domagalski and

Richard Spilky. (See CES Exhibit 3.0 at lines 84-216.)
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How should the Ameren Prism be revised to allocate the migration risk
premium?

The obstacles to choice in Ameren during the mandatory transition period have
rendered the switching data for Ameren less indicative of post-transition
migration potential than would be transition period switching data for ComEd.
Therefore, CES recommends that at the time the data inputs for the Ameren Prism
are set prior to distribution to registered auction bidders, Ameren should utilize
the same switching levels, as a percent of relevant Ameren class load, as would be
indicated by the ComEd data. That is, the Commission should direct Ameren to
adopt the approach to migration risk treatment in the Prism that CES has

recommended for use by ComEd in its Prism.

How does the CES approach to migration risk differ from the approach that
ComEd took in its proceeding?

ComEd erred in underweighting the migration potential for PPO load, assuming
that only half of the customers who presently are being served under the PPO
would switch to RESs if the economics dictated doing so. Such an assumption is
not supported by the switching statistics or our experience in the competitive
market. In the ComEd proceeding, CES recommended that ComEd Prism’s
assignment of a 50% migration potential to PPO load be raised to 100%. Making
that adjustment for Ameren is even more important, since the PPO has played a
relatively greater role in customer choice in the ComEd service territory than in

the ComEd service territory. In short, it should be assumed in the Prism
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calculations that all PPO customers would switch to RES supply if the economics

so dictate.

Why do you believe that customers who presently are being served under the
PPO would switch to RES if the economics dictated doing so?

There are numerous indications that PPO customers would switch to RESs
supply. First, PPO customers have demonstrated that they are evaluating
competitive options and have shown the ability to choose their supply source
under delivery service conditions. It should not be presumed that use of the PPO
by these customers involves an abiding commitment by customers to stay with the
utility. In Ameren, because of rules and conditions inhospitable to customer

choice, the PPO has been the key option for customers seeking savings.

Second, in there has been substantial turnover in PPO load and a good deal of
migration between delivery services supply from RESs and the PPO in the
ComEd service area. CES Exhibit 1.4 attached to this testimony shows that the
percentage rates of change in load migrating in and out of ComEd PPO service
are higher by some considerable measure than for RESs service. Statistics as of
each December after 1999 show that for business customer classes under 1 MW
in demand, percentage changes in PPO load have generally been as substantial as
those for RES load. In CES Exhibit 1.4 demonstrates that in the ComEd proposed
Large Customer class (400 kW - 1 MW), the average yearly percentage change in

the period 2000-04 was 22% for ComEd PPO load, and 24% for RES load.
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Further, there is a strong indication, given the sometimes inverse directions in the
percentage changes of PPO and RES load in given years, that there is substantial

migration between the two supply sources.

For the Ameren service territory, of course, the imbalance between PPO and RES
service levels complicate the data. CES Exhibit 1.5 attached to this testimony
shows that migration into the Ameren-CIPS PPO as well as into RES service was
at rates year over year in the hundreds and even thousands of percentage points.
The migration figures for Ameren-1P and for Ameren-CIPS are such that there
can be no doubt that customers in each area have shown a desire to shop for better
prices and that if there were options other than the PPO and utility bundled

service those options would be considered and chosen when advantageous.

All of the above represent strong indications of in and out migration that, if fully
considered, should lead to concluding that PPO migration potential should be
pegged at 100%, the same as for RESs load, for purposes of the allocation of
migration risk premium in the Ameren Prism which at this point completely

ignores such allocation.

Should the Commission take any different approach to revising Ameren’s
Prism to allocate migration risk premium if the Commission accepts the
Coalition’s proposal to have a separate auction product for the customers in

the 400 kW to 1 MW customer grouping?
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No. The issue of allocation of the migration risk premium should be addressed
even if the Commission accepts the proposal to revise the structure of the
offerings to customers below 1 MW. If load for customers between 400 and
1 MW were extracted from the BGS-FP portion of the auction, there would still
be the task of allocating migration risk premium contained in the auction price
over the remaining customer classes. While the overall premium requiring
allocation would be lower, given the expected lower migration risk of those
remaining customers in the BGS-FP group, customers in gradations from
residentials up to 400 kW still would have to be distinguished by their migration

proclivity.

SUPPLY PROCUREMENT ADJUSTMENT CHARGE

What changes should be made in Ameren’s Supply Procurement Adjustment
Charge (“SPA™)?

Ameren has developed a volumetric Supply Procurement Adjustment Charge, that
is more appropriate than ComEd’s proposed Supply Adjustment Charge (“SAC”),
which ComEd seeks to impose charges fixed by customer class. However,
Ameren has weighted the volumetric charge in a fashion that tends to place a
greater burden on residential and small business customers than is warranted.
Ameren does little to justify this apportioning. The Coalition’s proposal for an
evenly applied volumetric SPA is discussed in more detail in the Direct Panel
Testimony of Coalition witnesses Domagalski and Spilky. (See CES Ex. 3.0 at

262-406.)

37



840

841

842

843

844

845

846

847

848

849

850

851

852

853

854

855

856

857

858

859

860

861

862

CESEx. 10

DEFAULT SUPPLY SERVICE AVAILABILITY CHARGE

Please explain Ameren’s proposed Rider D - Default Supply Service
Availability Charge.

Ameren’s proposed Rider D — Default Supply Service Availability Charge —
would assess certain RES customers a charge, apparently related to Ameren
offering hourly service. Ameren proposes to assess a per-kWh volumetric fee on
all non-utility supply customers over 1 MW, supposedly as a charge to
compensate for the option such customers have to switch to the hourly, real-time
service, BGS-LRTP. In Ameren’s response to IIEC Data Request 1-19, attached
to this testimony as CES Ex. 1.6, Ameren witness Wilbon L. Cooper, says that
Ameren has “hard coded” a fee of 15 cents per megawatt-hour (15 ¢/MWh). In
this context, “hard coded” seems to mean that Ameren would try to fix the
capacity price prior to the bidding in the auction. This pre-ordained price would
be a noticeable add-on for customers who are not taking any utility supply service
whatsoever, who may never take the hourly service, and who have not indicated

an intention to take the service.

How does Ameren justify is desire to impose this charge?

Ameren makes no effort in its direct testimony to provide any justification for this
“non-bypassable” charge as it is described in the proposed Ameren Rider D tariff.
In the Ameren response to data requests Ameren has asserted that, “In essence,
Rider D represents a capacity option premium, giving customers the right to take

BGS-LRTP as default service” and that, “[t]his approach has been used
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successfully in the New Jersey auction process. Once the MISO establishes a real
time capacity market, the Ameren Companies [sic] approach will have to be re-
evaluated.” (See Ameren response to EPS Data Request 2.01, attached to my

testimony as CES Ex. 1.7.)

Further, Ameren has admitted that it has no study or analyses to support its “hard
coded” anticipated charge of 15 ¢/MWHh. (See IIEC Data Request 3-6, attached to
my testimony as CES Ex. 1.8.) Thus, Ameren has no basis for anticipating that it
will incur any incremental cost at all; much less specific costs that would be tied
to this charge. Further, while the alleged anticipated costs are presented as being
supply-related, Ameren has proposed that the charge be imposed on delivery

service customers only.

What would the implications be for customers and the development of
competition if the Commission were to approve Ameren’s proposed Rider D?
Ameren’s proposed Rider D is unduly discriminatory, unreasonable, unjust.
Ameren seeks to impose upon RES customers a charge for a “service” that is not
being utilized, and may never be utilized by those customers; a charge on RES
customers for a supply-related “service” that Ameren will provide; a charge that is
not justified by a cost-of-service study (or any analysis whatsoever); a charge that
ComEd has not seen fit propose, although ComEd has provided and will continue
to provide the same “service.” Thus, if the Commission were to allow this charge

to be imposed, Ameren would succeed in doing something that the Commission
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has done its best to avoid — including supply costs in delivery service rates in
much the same way that CTCs have been attached directly to delivery service
charges during the transition. On both a practical and a theoretical level, if the
Commission were to approve this charge, it would be a significant blow to the

development of competition in the Ameren service areas.

MAJOR DEVELOPMENTS IN THE ILLINOIS REGULATORY CLIMATE

Please describe the major developments in the regulatory climate in Illinois
since the passage of the 1997 Choice Law and the instant filings.

The most important feature of the regulatory environment is that, as a general
matter, the Commission has adopted a positive and reasonably proactive posture
in administering the Choice Law. The Choice Law provided considerable
flexibility to the Commission to adapt its regulations to market conditions. The
Commission has exercised its authority to foster competitive market development
and generally has chosen a progressive path in decisions regarding competitive

market implementation.

The Commission’s decisions helped in the cultivation of an atmosphere in which
market participants, utilities, competitive suppliers such as utilities operating
outside their service areas and licensed RESs have increasingly been able to focus
attention and effort on improving commercial conditions and doing business
rather than expending resources on contentious regulatory proceedings with

uncertain outcomes. Moreover, the Commission showed leadership and concern
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for business customers by ratifying the dockets that implemented the Global
Settlement that Ameren, ComEd, consumer groups, businesses, and RESs
negotiated in early 2003. By doing so, the Commission created the conditions
necessary for businesses to enter into multi-year retail contracts; as a result of the
Commission’s actions with respect to the Global Settlement, businesses could, for
the first time, hedge their supply and CTCs for the duration of the transition

period, thereby ensuring budgetary certainty.

This leadership from the Commission has proven to be a steadying force in the

evolution of the competitive market in Illinois.

Has the market been able to develop well under the Choice Law?

The Choice Law has proven to be more flexible and durable than we might have
had reason to expect when it passed. Credit is due to the General Assembly for
having taken the time to produce a measure that many parties were able to
contribute to and to support. The Commission has been assertive in exercising the
substantial discretion the law provides to the regulator. While we are still more
than a year and a half away from the end of the mandatory transition period on
January 1, 2007, it is fair to say that the commercial and industrial market in
Northern Illinois served by ComEd has developed well under these conditions,
while in the Ameren wires service area in Central and Southern Illinois, progress
has been less satisfying. The role of CTCs in limiting full access to the benefits

of the market is still a concern, for instance, and there are some utility practices

41



932

933

934

935

936

937

938

939

940

941

942

943

944

945

946

947

948

949

950

951

952

953

954

CESEx. 10

that appear to inhibit customer choice and to increase unnecessary transaction

Ccosts.

What empirical measures would suggest the level of success so far in the
development of the market?

There are four (4) empirical measures that suggest substantial market
development. The first measure is the total portion of load that has moved from
bundled service to delivery service. The second is the range of business
customers demonstrating an appetite for competitive sourcing and contracting for
alternative supply. Third is the dollar savings that customers have realized
through competitive supply sourcing compared to price levels in place under
frozen rates. Fourth is the participation in the market by RESs competing against

one another.

Please discuss the first measure, the portion of load that has migrated to
delivery services.

The amount and portion of load switched to delivery services can be analyzed
according to various categories, such as PPO load or load served by RESs. The
Commission posts switching statistics on its website and recapitulates the data in
its annual reports on the status of competition to the General Assembly. CES
Exhibit 1.9 attached to this testimony shows the amounts of load and the portions
of load that have switched from traditional bundled service under frozen rates to

alternative, market priced supply. In the ComEd service area at year-end 2004
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over 21,000 business customers had switched, accounting for almost 52% of all
usage by business customers above 15,000 kWh per year. In the Ameren service
territories over 1,600 business customers have gone to delivery service,

accounting for almost 33% of all non-small business load.

CES Exhibit 1.10 attached to this testimony shows that slightly less than one-third
of all switched load is served through the PPO statewide. Put another way, about
9% of total usage by all customers in the combined ComEd and Ameren service
areas is served by the PPO while 21% of total load is served by RESs. From
another perspective, ComEd Exhibit 7.6 (CES Ex. 1.3) allows for a calculation
that 25% of all business load below 1 MW of demand was served under the PPO
at the end of 2004 (3,965 GWh / 31,490 GWh) while RESs served 35% (11,117
GWh / 31,490 GWh). The substantial role of the PPO should not cloud the
recognition that customers have demonstrated an appetite for making
arrangements other than for service under the traditional bundled tariffed rate.
Choosing to take PPO service is indeed a choice to move from traditional bundled
service to a contract-based, market priced product. In Ameren, the relationship is
reversed, with PPO service accounting for about 8% of all business load under 1
MW (761 GWh / 9,579 GWh) and RES service accounting for one-and-a-half

percent (144 GWh / 9,579 GWh).
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Please discuss the second measure, the range of business customers
demonstrating an appetite for competitive supply.

As can also be seen in CES Exhibit 1.9, customers over 1 MW have been
especially prepared to consider their energy purchase as a separate matter from
delivery. However, this willingness extends to business customers under 1 MW

of demand as well.

The switching statistics reported by the Commission in its most recent Annual
Report to the General Assembly on the Status of Competition in 2004 show that,
at the end of last year, on an aggregate basis, over half the usage by customers in
the Ameren and Ameren service area with demands in excess of 1 MW was
served through delivery services. As can be seen in CES Exhibit 1.9, in the
ComEd service area, the level was over three-fifths, 63.3%, of all such load while
in Ameren it was somewhat less than half at 46.6%. The combined figure for

ComEd and Ameren is 56.6%.

The data from the Commission report reflected in CES Exhibit 1.9 shows that the
nearly 6% of customers with less than 1 MW of demand in the ComEd service
area served through delivery services accounted for about 40% of the load of that
grouping of customers. In the combined Ameren service areas about 1% of non-
small business customers under 1 MW of demand switched, accounting for 10%
of load within that group. As is readily apparent, the percentage of usage by

customers with under 1 MW of demand that has switched to alternative supplies
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through delivery services is significantly greater than the percentage of the
number of such business customers switching. Customers with demands below 1
MW that have switched tend to have greater than average usage within that group
of customers. This should be considered an expected result given our experiences
with other network industries’ restructuring. Customer choice does not displace
monopoly all at once. On average, larger customers tend to move toward choice
sooner in competitive transitions than do smaller customers. We can expect,
however, that with the demise of CTCs, especially class-based CTCs for
customers below 400 kW, smaller customers will exhibit a growing appetite for

choice.

Please discuss the third measure, savings realized relative to the tariffed rates
for bundled service frozen under the Choice Law.

The realized savings compared to frozen bundled rates, is necessarily an estimate.
The data available on the Commission’s website and on the legislated mitigation
factors provide a sound foundation for the estimate. Overall, a reasonable
estimate based on the savings calculations outlined below and then the application
of judgment would produce a realized savings of about $1 billion for business
customers in ComEd and Ameren service territories from the commencement of
open access in October 1999 to the end of 2004 and in the succeeding several

months. That averages to about $15 million per month of open access.
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Please describe the savings calculation method you employed.

The basic method of establishing realized savings was to multiply the number of
kilowatt hours in each utility service territory provided through delivery service
by the mitigation factors in effect in the period of time the kilowatt hours were
served. CES Exhibit 1.11 shows the breakdown of savings related to kilowatt
hours by time period for ComEd and for the combined Ameren utility service
areas. For the period of October 1999 through December 2004, the calculation

produces minimum savings realized of over $762 million.

If the initial calculation yields a savings estimate statewide of $762 million for
business customers, how do you go about estimating additional savings that
raise that figure to nearly $1 billion?

There are four reasons that total actual savings would approach $1 billion as of
year-end 2004. The first reason is the structure of CTC assessments. CTCs are
purely volumetric in assessment and therefore have had some distorting effects.
Customers with class, rather than individual, CTCs and with high peak demand
can realize relatively greater savings because moving to delivery services can
allow them to avoid high demand charges for energy embedded in the frozen

tariffs.

The second reason is that especially in the earlier stages of any competitive

transition, a higher percentage of savings and absolute dollar savings tend to be

required to motivate customers to make the leap into a choice environment than
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would be necessary at later stage of competitive market development. Thus, in
Illinois’ transition customers with larger than average savings tended to be first

movers toward competitive markets.

The third reason is that the intensity of competition among RESs for customers
has led to aggressive pricing that have conveyed additional savings to customers.
My experience with NewEnergy suggests to me that it has not been at all unusual
for certain customers to realize greater savings than the minimum that would
otherwise have been suggested by the mitigation factor in place at the time due to
competitive pressures and other customer-specific characteristics. As a general
matter, for every customer interested in exercising choice and for whom the
economics worked under the prevailing rules of the game, there have been several

RESs similarly interested in serving each such customer.

Fourth, because a greater freedom for contract design in the competitive energy
market than that permitted under tariffed services, many customers with large
electrical loads have been able to tailor their alternative supply contracts to better
match the required flexibility of their operating needs, leading to both direct
energy cost savings per unit of production and to other operational savings as

well.
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Please discuss the fourth measure, participation in the market by RESs.

As of May 31, 2005, the Commission website identified a total of sixteen (16)
RESs eligible to serve non-residential customers above 15,000 kWh per year,
only three of which are certificated solely for the ComEd service territory. The
Commission recently granted ARES certificates to two (2) additional retail
electric suppliers who are active throughout the United States. (See ICC Docket
Nos. 05-0257, 05-0305.) Although a number of RESs would appear to have little
or no sales activity, those RESs that have been actively engaged in the Illinois
market have built considerable books of business and, on a continuing basis, seek
out additional customers. One good indicator of the activity in the market can be
seen in the reports made public each summer by the Mid-America Interconnected
Network (“MAIN”). The “Load and Resource Audit” Summer Assessment report
to the MAIN Board of Directors provides, among other things, data on the
estimated demand served by load serving entities, including RESs within the
service areas of each of the Illinois member utilities of MAIN. It is possible to
track the general level of market participation by the various RESs through these

reports.

CES Exhibit 1.12 attached to this testimony contains information extracted and
summarized from the MAIN Summer Assessment Reports for 2001, 2002, 2003
and 2004 showing a significant distribution of load responsibilities for the various
RESs over time. Competitive activity among RESs for customer load is evident.

The market cannot be seen as static or unaffected by competitive activity given
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these figures. In the ComEd area, from the summer of 2001 through summer
2004, estimated demand increased for all but one of the eight individual RESs
shown as load serving entities (“LSE”) scheduling deliveries into ComEd.
Further, there has been some shifting in rankings of RESs by the amount of

estimated demand.

THE MEMORANDUM OF UNDERSTANDING

Please discuss the relevance of the Memorandum of Understanding between
ComEd and theCES.

Importantly, ComEd has entered into an MOU with respect to a number of
important post-transition service conditions that have a relationship to the role
that auctions would play. (A copy of the MOU (ComEd Ex. 1.6 in ICC Docket
No. 05-0159) is attached to this testimony as CES Ex. 1.13.) The signatories to
the MOU are ComkEd, the Coalition of Energy Suppliers (Direct Energy,
MidAmerican, NewEnergy, Peoples, U.S. Energy Savings, and Strategic Energy,

LLC) and the Illinois Retail Merchants Association (“IRMA”).

Please explain the significance of the MOU as it relates to the details of
Ameren’s proposed procurement methodology and translation tariffs.

While Ameren has not at this point entered into a similar MOU, the important
principles addressed by the MOU are at least as important in the context of
assuring customer choice opportunities in Ameren. Competitive development in

Ameren needs to be brought up to date with the majority of the electric market in
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Illinois and the MOU’s principles, if adopted by the Commission, would

contribute to that end.

It is fair to say that important regulatory decisions tend to be made in a time frame
that is not necessarily coordinated with the timing parameter in which business
customers are required to make energy planning decisions. This regulatory
incongruence with business timing can have important impacts on a business’s
investment, hiring and operating needs. The parties to the MOU concluded that it
would be in the interest of customers and other participants to bring as much
weight of agreement and certainty to bear as possible on questions important to
business energy decisions. While no set of parties to a proceeding before the
Commission can dictate an outcome to the Commission, the Commission appears
to give some deference to the considered judgment of parties agreeing on
important issues. The MOU was intended to solicit that deference from the
Commission and thereby communicate to customers levels of certainty on a
modest number of important questions such that they can make energy decisions
for the post-transition period without necessarily awaiting final Commission

orders in the procurement or delivery service cases.
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Why is it important or valuable for business customers to be able to contract
on a forward basis for post-2006 supplies prior to the conduct of an auction
or even prior to final Commission orders?

If business customers have adequate certainty about the post-transition “rules of
the game” to enter into forward contracting for supplies, there will be substantial
value not only for the contracting customers but for other customers and
participants in the market as well. Between now and the time of an auction,
market prices for electric supply are going to fluctuate. The real flowering of the
competitive market will come with the ability of customers to take advantage,
individually, of the timing of supply purchases rather than being limited to a
utility or regulatory schedule as largely has been the experience thus far in the
transition. Many business customers are interested in contracting for a known
price for their energy supplies in order to take advantage of dips in wholesale
market prices and to better estimate their energy budgets and thereby better plan
investment, hiring, production and operations. Assuring that businesses in Illinois
would have the ability to arrange their energy supplies through forward contracts
would represent an advantage for the state and an important condition for in-state

job creation.

Moreover, forward contracting for post-2006 supplies by business customers
through their RESs would be an excellent means by which regulators and market
participants can take the “pulse” of the market on an ongoing basis. The ability of

business customers to pick and choose their time for contracting based on market
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conditions rather than being largely bound to prescriptive contracting periods will
both contribute to and be a good measure of liquidity of supplies and the ability of

RESs to meet these customers’ needs.

How do you propose that the Commission apply the principles in MOU to
Ameren?

It would be most appropriate for Ameren to execute its own version of the MOU
with the Coalition and others, and for that to be introduced into evidence in this
proceeding. However, if that does not occur, it would be perfectly appropriate for
the Commission and/or Commission Staff to direct Ameren to prepare its delivery
service tariff filing in a manner that would easily permit the Commission to apply

those principles.

SUMMARY OF RECOMMENDATIONS

Please summarize the Coalition’s recommendations in the instant

proceeding.

There are six (6) primary recommendations outlined in my direct testimony.

Specifically:

o The Commission should direct Ameren and ComEd to conduct their
initial auctions in May 2006, as proposed by Ameren.

o The Commission should direct Ameren to establish the BGS-LFP2
auction product advocated by the Coalition. Business customers with

peak demands between 400 kW and 1 MW should be offered a one-year,
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fixed price product based on single year bids made in the auction. The
product should be almost identical to the one-year, fixed price product
offered to customers over 1 MW of demand. The differences would be
that, whereas customers over 1 MW of demand would be subject to an
enrollment window, customers under 1 MW of demand would (1) be
subject to the same migration rules as residential and business customers
under 400 kW of demand; and (2) default to the fixed-price retail product
if they do not affirmatively opt for RESs direct service.

The Commission should direct Ameren to expand its enrollment
window for the over 1 MW customer class. Customers with demand
over 1 MW should have a 75-day enrollment window for the proposed
single-year, fixed-price product. Ameren’s proposed considerably shorter
30-day window should be rejected in favor of a proven 75-day window.
The Commission should direct Ameren to revise its translation tariff
to address migration risk.  Ameren’s proposed translation tariff
improperly fails to recognize differing migration potential across customer
classes. As a result, Ameren’s proposal would shift the cost burden of that
premium to smaller customers.

The Commission should direct Ameren to revise its Supply
Procurement Adjustment Charge (“SPA”) to properly reflect all
direct and indirect costs related to Ameren administering the new
supply-related products. Further, uncollectible expenses should be

separately accounted for between “delivery services”-related uncollectible
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expenses and “energy”-related uncollectible expenses, and charged to
customers accordingly.

The Commission should reject Ameren’s proposed “Rider D — Default
Supply Service Availability — Large” as unjust, unreasonable, and
unduly discriminatory. This proposed surcharge, improperly would
impose a supply-related charge upon all customers over 1 MW who are
not using Ameren’s auction-acquired supply; in effect, creating a supply-

related non-bypassable delivery service charge.

Does this conclude your direct testimony?

Yes.
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