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Please state your name and business address.
My name is William P. McNeil. My business address is Commonwealth Edison
Company, One Financia Place; 440 South LaSalle Street, Suite 3300; Chicago, Illinois

60605.

By whom are you employed and in what capacity?
| am employed by Commonweath Edison Company (“ComEd’) as Director of

Regulatory Strategy.

Purpose of Testimony and Summary of Conclusions

What is the purpose of your testimony?

The purpose of my testimony is twofold. First, | discuss and comment upon the Public
Reports of the Staff (“Staff Report”) of the Illinois Commerce Commission (“ICC” or
“Commission”) and of the Illinois Auction Manager (“Auction Manager Report,” both
reports jointly referred to as the “Auction Reports’) that the Commission’s Initiating
Order has made a part of the record of this proceeding. In particular, | support various
changes to the lIllinois Auction that are proposed in the Auction Reports. Second, |
explain and support some additional changes that ComEd believes would be beneficia to
the auction process, reduce uncertainty and risk for suppliers, and help promote obtaining

the lowest expected cost of power.

Please summarize the main points of your direct testimony.
My direct testimony can be summarized in five main points.
First, the conclusions of Staff and the Auction Manager that the initia Illinois

Auction was “competitive” (Staff Report, p. iii) and a “resounding success’ (Auction
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Manager Report, p. 151) are correct. There is no need to make a fundamental change in
the structure of the Illinois Auction to achieve a competitive result or to serve the goal of
securing a reliable supply of full requirements electric supply for ComEd at the lowest
expected cost.

Second, the mgority of the recommendations made in the Staff Report with
regard to the conduct of the Illinois Auction are reasonable and should be adopted.
ComEd supports all of the objectives stated for improving the auction process contained
in the Staff Report including:

° Use of an Auction

. Auction Format

° Basic Product Definition

. Tranche Size

° Load Caps

° Methodology for Setting Starting Prices

° Price Decrements

. Volume Reductions

° Bidder Applications

° Fixed Price Contract Duration for Larger Customers
ComEd has also considered the recommendations of the Staff Report concerning
Enrollment Windows and Other Switching Rules; Fixed Price Product Contract Durations
for Residential and Small Commercial Customer Groups; and Post Auction Commission
Review of Results. While ComEd understands and supports the goals and objectives of
these recommendations, ComEd makes dlightly different recommendations as a means to

achieve these objectives. | discussthosein detail later in my testimony.
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Third, ComEd accepts all of the recommendations of the Auction Manager for
revisionsto the process. Those process recommendations generaly relate to:

° Bidder Applications
° Confidentiality of Bidder Information
° Information Dissemination

° Timing of the Auction Manager’s Post Auction Confidential Report to the
Staff

Fourth, ComEd makes the additional recommendations for improving the Illinois

Auction described in the following sections.

A. Enrollment Windows and Switching Rules

As apossible meansto lower the cost of securing full requirements electric supply
required to serve customers in the Large Load Customer Group and the Very Large Load
Customer Group (“CPP-A customers’), as those Customer Supply Groups are defined in
Rider CPP - Competitive Procurement Process (“Rider CPP”), ComEd recommends.

1 Reducing the enrollment window from 45 days, or 30 days as applicable,

to 20 days for CPP-A customers;

2. That CPP-A customers who default to ComEd bundled service (those who
are taking service under Rate BES-NRA — Basic Electric Service —
Nonresidential (Annual) (“Rate BES-NRA”) at the start of the enrollment
window following the 2008 Illinois Auction, and make no e ections during
the enrollment window following that auction), are committed to take
service under BES-NRA for the annual term beginning with the June 2008

billing cycle and continuing through the May 2009 hilling cycle. This
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change will not affect the rights of current BES-NRA customers to switch

to a RES through the May 2008 billing cycle.

B. Fixed Price Product Contract Dur ations for
the Blended Segment (* CPP-B Supply”)

1 ComEd recommends that an overlapping term structure consisting of one
(1) and three (3) year terms be utilized in future auctions.
C. Post Auction Processes

ComEd recommends that the Commission:

1.

Docket 06-0800

Reduce the number of days for ComEd's post auction Supply Charge
informational filing from nine business days to two. In the event that the
Commission decides not to initiate an investigation of the auction results,
the filing would be made within two business days of the Auction
Manager’s declaration of a successful result. In addition, in the event that
the Commission decides to initiate an investigation of the auction results
in a section, and the Auction Manager, the Commission Staff and the
Utilities with products in that section determine that the auction cannot be
rerun in a manner to address the Commission’s concerns, the filing would
be made within two business days of the announcement of the decision
that the auction will not be rerun. ComEd proposes to implement this
provision in conjunction with ComEd’s related proposed modification of
Rider CPP to clarify the determination of charges to recover ComEd's
supply costs for such an event that affects the Fixed Price Section, which |

discussin detail later in my testimony.
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2.

Tariff language that describes the determination of the charges to recover
ComEd's supply costs in the event the Commission initiates an

investigation of the auction results should be clarified.

C. Post Auction Data to Suppliers

ComEd recommends that:

1.

ComEd will provide a more certain estimate of CPP-A customer load that
reflects the results of customer actions during the enrollment window at
the earliest possible time, but no later than 30 calendar days following the
end of the enrollment window.

On a weekly basis, ComEd will provide switching data to winning CPP
suppliers. This data will contain annual estimated energy consumption,
Peak Load Contributions (“PLCs”), and customer counts for each of the

Customer Supply Groups, as defined in Rider CPP.

D. Procurement for Hourly Priced L oad Obligations

ComEd recommends that:

1.

Docket 06-0800

ComEd'’s cost of procuring supply for its hourly priced retail load should
be based on direct procurement from PJM rather than an Hourly Priced
Product in the auction. Under the Reliability Pricing Model (“RPM”)
program approved by the Federal Energy Regulatory Commission
(“FERC”) to become effective June 1, 2007, ComEd will procure directly
from PIM-administered markets electric energy, capacity, ancillary
services and all other such requirements to serve retail customers taking

service under Rate BES-H — Basic Electric Service — Hourly (“Rate

Page 5 of 33 ComEd Exhibit 1.0



116

117

118

119

120

121

122

123

124

125

126

127

128

129

130

131

132

133

134

135

136

137

BES-H"). Procurement directly from PIM-administered markets is an
efficient and effective means of procuring those resources for customers

who are on hourly priced rates.

Fifth, and finally, ComEd has considered recommendations made by suppliers
regarding the Supplier Forward Contracts (“SFCS’) and credit related issues, and finds
the following items to be acceptable:

1 Changing the accelerated payments provision of the SFCs (Sec. 9.1) to

require weekly rather than twice-monthly payments in the event of a
ComEd credit ratings downgrade below investment grade.

2. Permitting suppliers to supply the energy portion of their PIM Supplier
Responsibility Share from any PIJM e-Account that the supplier
appropriately designates, rather than from a specific, separate e-Account
(SFC Secs. 2.1.aand 7.4).

3. Removal of the requirement that the CPP Supplier must be registered to do
businessin Illinois (SFC Sec. 3.1).

4, Changes to Section 6.4 to clarify that a guarantor will be provided with a

single credit limit to cover all suppliers whose obligations it guarantees.

ComEd also finds certain additional recommendations made by suppliers to be
generaly acceptable. | discuss those items later in my testimony.

With the changes described above, Rider CPP, which the Commission previously
approved as just and reasonable, will be improved and continue to provide for a prudent,

just, and reasonable approach to procure the electric supply ComEd requires from the
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wholesale market in the post-Transition Period and to establish the market value of that

electric supply.

How is your direct testimony organized?

After discussing my background, | provide an overview of my and ComEd’s role in the
2006 Illinois Auction. | then discuss ComEd’ s position on the recommendations made by
Staff and the Auction Manager in their Auction Reports. Finaly, | describe the

additional modifications that ComEd is proposing to improve the auction process.

What exhibits are attached to and incorporated in your testimony?

A copy of the CPP-B Supplier Forward Contract (discussed later in my testimony) is
attached hereto as ComEd Ex. 1.1. This exhibit depicts the changes that ComEd is
proposing to make to the SFCs for their use in the upcoming auction, as well as changes
that were proposed by the suppliers with which ComEd agrees. Corresponding changes

will be made to the CPP-A SFC and will be filed with ComEd’ s compliance filing.

Witness Qualifications

What is your current position with ComEd?

| am Director of Regulatory Strategy for ComEd. In that capacity, | was closely involved
with al aspects of the development of the competitive procurement process that was
previously approved by the Commission. The ComEd team that | led was charged with
implementing the auction process approved by the Commission. In that role, | worked
closely with the Auction Manager and Staff in all aspects of the development of the

auction process that is described in their Auction Reports.
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Please describe your educational experience and business background.

| hold a BSEE from Tri-State University and an MBA from Rosary College (now
Dominican University). | have been employed in various capacities during my 29-year
tenure at ComEd. Prior to my current assignment, | held the position of Director of
Energy Acquisition. In that capacity, | was responsible for managing Comed’'s power
procurement to meet its retail and wholesale load obligations. Specifically, | procured
the power necessary to meet the requirements of customers on Comed’s Power Purchase
Option, customers on al of ComEd's retail bundled service rates, a number of
“grandfathered” ComEd wholesale contracts, and purchases from Qualifying Facilities.
While | was Director, the Energy Acquisition Department also administered the Power
Purchase Agreement with Exelon Generation, L.L.C., an dffiliate of ComEd. Other
responsibilities of that Department included collecting market price information on a
daily basis for the purpose of establishing market value pricing under ComEd’'s Rider
PPO — Power Purchase Option (Market Index), Rate HEP — Hourly Energy Pricing and
Rate RHEP - Residential Hourly Energy Pricing. The Department was also responsible
for reserving transmission service on behalf of ComEd's retail load, and scheduling
electric power and energy for ComEd's load served under Rider PPO-MI. The Energy
Acquisition Department was also the point of contact with respect to ComEd's annual
supply plan and reserve margin for the Mid-America Interconnected Network (“MAIN")

which was at that time the reliability council for the region.

Please describe other positions you held before becoming Director of Energy Acquisition.
| held the position of Director of Strategic Planning in Exelon Enterprises. In that

position, | was responsible for developing long-term strategies and plans to improve the
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financial performance of the business unit. Thisincluded identification and evaluation of
new business opportunities, ongoing performance monitoring and measurement of
existing businesses, and portfolio management recommendations driving investment and
divestiture decisions. Prior to that, | was Director of Marketing for ComEd with primary
responsibility for the large commercial and industrial customer segment. My duties in
that assignment included product development, product management, marketing

planning, and competitive pricing.

The 2006 Illinois Auction

Was the Illinois Auction conducted in accordance with the auction process approved by
the Commission in Docket 05-0159 and reflected in the applicable provisions of
ComEd’ s Rider CPP?

Yes, it was. The ComEd team that | led worked with the Auction Manager and Staff to
finalize auction documents and certain auction methods; helped plan the promotion of the
auction to suppliers, reviewed bidder training materials; participated in information
sessions; reviewed credit documentation during the application process, prepared
answers, via blind responses posted to the Illinois Auction web site, to various questions
from stakeholders; and observed aspects of the progress of the auction. In each case, the
process followed was in accordance with the tariffs on file and with the Commission’s
Order in Docket 05-0159 and procedures reviewed by the ICC Staff. Therefore, the
recommendations that ComEd makes in this instant docket are intended to be incremental

changes or modifications to that process.

The Commission did initiate an investigation with respect to the Hourly Section of the

[llinois Auction. How has ComEd responded to that investigation?
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ComEd proposed to procure the required electric power and energy for its hourly priced
load in accordance with the contingency plan outlined in Rider CPP and approved by the
Commission in its final order in Docket 05-0159. ComEd discussed this plan with Staff,
and pursuant to those discussions, ComEd proposed and the Commission accepted tariff
revisons implementing those purchases and clarifying the determination of supply
charges for capacity procured by ComEd directly from the PIM-administered markets to
more closely match the costs of such capacity. ComEd’ s purchases of electric power and
energy for these customers have occurred in PIM-administered markets subject to
regulation by the FERC, pursuant to tariffs on file with FERC. Additionally, with
FERC's approva of PIM’s RPM, which will become operational beginning June 2007,
ComEd is asking that the Commission’s Order in this proceeding reflect its approva of
ComEd'’s elimination of what, for ComEd, would be the obsolete Hourly Price Section
auction product. Obtaining electric power and energy for hourly price customers through
PIM-administered markets provides for procurement of supply with equivalent
competitiveness, transparency and efficiency as established for the auction process. |

discuss thisin detail later in my testimony.

ComEd’s Conclusions Regar ding the Recommendations of the Staff

In your summary, you stated that ComEd accepts the majority of the recommendations
that Staff made in its Auction Report. Can you explain the specific recommendations
that ComEd is supporting?

Yes. ComEd specifically supports the following Staff recommendations and finds them

to be reasonable and supported by our experience in the 2006 Illinois Auction:
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Use of an Auction

1. For the Fixed Price Section, continue to use a procurement auction.
2. For the Hourly Price Section, plan on using the alternative procurement
methods adopted following the September 2006 auction rejection of the

Hourly Price Section results.

Auction For mat

1 Retain the simultaneous, descending clock auction format.

Basic Product Definition

1. Continue to utilize the basic product definition of the tranche.

Tranche Size

1 Retain the current tranche size of approximately 50 MW at peak.

L oad Caps
1. Continue to use the 35% load cap.

Starting Prices

1 The Commission should continue to entrust the detailed methodology for
setting starting prices up to the Auction Manager, in consultation with

Staff.

Price Decrements

1. The Commission should permit the Auction Manager, after consulting
with Staff, to devise price decrement formulas that provide bidders with
some, but not complete, information concerning the state of excess supply
during the auction. Such formulas would continue to be included in the

Auction Manual.
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Auction Volume Reductions

1. The Commission should permit the Auction Manager, after consulting
with Staff, to devise protocols for the Auction Manager to declare volume
reductions at certain points during the auction and to determine which
portions of such protocols to make known to bidders in advance of the
auction.

Bidder Applications

1 In order to facilitate the Part 2 Application process for qualified bidders,
all modifications to pre- and post-auction security instruments that were
accepted for the 2006 Illinois Auction should also be accepted in the next
auction, provided that the suppliers must continue to meet those
requirements. Only new revisions will be considered during the
application process for the next auction.

Fixed Price Product Contract Duration for L arger Customers

1 Utilities should purchase 100% of the expected demand of larger
customers (over 400 kW for ComEd and 1 MW for Ameren) through

one-year contracts only.

ComEd’s Conclusions Regarding the
Recommendations of the Auction M anager

Does ComEd agree with and support the recommendations made by the Auction Manager
inits Auction Report and in its testimony that it has filed in this proceeding?
Yes, it does. | propose that those recommendations be accepted for the reasons stated by

the Auction Manager in its report and testimony.
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The Auction Manager opposes Staff’ s recommendation to modify the Part 1 Application
process to require suppliers to provide their Tangible Net Worth, show how they
calculated it, and provide citations to their financial statements. Do you agree with the
Auction Manager’s position?

It seems reasonabl e that imposing such arequirement on suppliers may run counter to the
goal of minimizing deficiencies in the application process, and the goa of maximizing
participation. This requirement may cause suppliers to have to dedicate more resources
to the Application process, knowing they must certify to every statement. Finally, it does
not appear to eliminate the need for independent verification by the credit team.
Therefore, |1 do not believe this recommendation will produce beneficial improvements to

the process.

Additional ComEd Recommendations

What recommendations is ComEd proposing for modifying the Illinois Auction process?
ComEd is proposing modifications to five aspects of the Illinois Auction: Enrollment
Windows and Switching Rules; Fixed Price Product Contract Durations for the CPP-B

Supply; the Post-Auction Process; Contingency Purchases; and the SFCs.

A. Enrollment Windows and Switching Rules

Please describe your recommendations with regard to the enrollment windows.

ComEd is recommending that the CPP-A enrollment window be shortened to 20 calendar
days, as a possible means to reduce future CPP-A prices. The price that resulted from the
2006 Illinois Auction for the CPP-A product ($90.12/MWh for the initial 17-month
CPP-A product) was significantly higher than the price that resulted for the CPP-B

product ($63.96/MWh for the initial 17-month CPP-B product). ComEd believes that
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this difference is largely explained by the switching risk premium necessary to
compensate the CPP-A suppliers for the risks associated with holding open a fixed price
to the CPP-A dligible customers, who are generally sophisticated purchasers of
electricity, and allowing them to observe market price movements before they decide
whether or not to elect the utility service. In order to reduce the magnitude of this risk
and hence the premium associated with this risk, Staff recommends in its Auction Report
that either the length of the enrollment window for CPP-A dligible customers be
shortened, or that CPP-A eligible customers be required to make their decision whether to
elect CPP-A service before the auction is held (Staff Report, p. 42). ComEd supports this
objective and recommends that the enrollment window be reduced from 30 calendar days
to 20 calendar days for the customers over 3 MW that are in the Very Large Load
Customer Group, and from 45 calendar to 20 calendar days for all other customersin the

Large Load Customer Group.

Has ComEd considered Staff’ s aternative recommendation of requiring larger customers
to “pre-commit” to take service under BES-NRA prior to the auction?

Yes. ComEd does not believe that a pre-commitment requirement for larger customersis
aviable option. A pre-commitment requirement would force customers to make service

decisions before they know the rates that are being offered.

Staff also recommends that an enrollment window be imposed on non-residential CPP-B
eligible customers. (Staff Report, p. 42) Does ComEd believe it would be beneficia to

impose an enrollment window for non-residential customers who are eligible for CPP-B

supply?
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ComEd opposes this recommendation, because there is no evidence that a significant risk
premium was embedded in the supply prices for these customers, and because such an
imposition could easily lead to alarge degree of customer confusion. ComEd serves over
300,000 non-residential CPP-B €ligible customers, and based on questions recently asked
by several of these customers, it is clear that many of these customers are confused about
switching rules, enrollment windows, and the service choices that are available to them.
As aresult, ComEd believes that it would be imprudent to limit these customers' ability

to elect CPP-B service by instituting an enrollment window at this time.

Have you quantified the possible effect on CPP-A prices due to shortening the enrollment
window?

Predicting the impact on future auction prices due to specific changes to the enrollment
window is not an exact science by any means; data are not available to perform a
comprehensive quantitative analysis. Furthermore, CPP-A prices may change in the
future due to a variety of other factors. However, | have performed a quantitative
anaysis that illustrates that shortening the enrollment window for CPP-A €ligible
customers to 20 calendar days could result in significantly lower switching risk

premiums.

What general observations serve as the foundation of your analysis?

The analysis is grounded on the fact that two main factors affect the risk associated with
customer switching that is borne by suppliers, and hence the magnitude of the switching
risk premium required to compensate suppliers for this risk. The first factor is the
propensity of customers to shop for more attractive supply options. Suppliers must

manage a larger amount of load uncertainty if CPP-A €eligible customers are likely to
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compare available Retall Electric Supplier (“RES’) offers with the utility service rate,
and make educated service choices accordingly. This factor is not generally affected by
the choice of the enrollment window duration, because the enrollment window does not
influence customers' sophistication with regard to their electricity service decisions. The

second factor that affects the switching risk premium is the magnitude of the possible

movements in electricity market prices between the time that the suppliers must commit

to their fixed rate and the time that customers must make their service decision. If market
prices rise significantly after the auction is completed, then the sophisticated CPP-A
eligible customers will tend to elect utility service, and CPP-A suppliers will be forced to
purchase electricity to meet their unexpected supply needs at the higher market prices.
Conversely, if market prices fall after the auction is completed, then CPP-A eligible
customers will tend to elect to be served by RESs, and CPP-A suppliers will be forced to
sell their excess supply at the lower market prices. The enrollment window, plus the time
after the auction is completed but before the enrollment window begins, represents the
amount of time during which suppliers are exposed to these market price movements. As
our analysis shows, a longer window will result in larger potential movements in market
prices. Thistrandates into greater downside risks for suppliers, which in turn resultsin a
higher switching premium embedded in the CPP-A price to compensate the suppliers for
this risk. Thus, reducing the length of the enrollment window should lead to lower

switching risk premiums and lower CPP-A prices.

Please describe how you measured potential market price movementsin your anaysis.
| studied actual historical market price movements over varying lengths of time to

characterize the potential future market price movements during enrollment windows of
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different lengths. Specifically, | studied historical electricity prices for 2007 delivery at
PIM Western Hub as quoted on the New Y ork Mercantile Exchange (“NYMEX”). PIM
Western Hub was chosen as the delivery point for this analysis because 2007 futures
prices at this delivery point were available for a relatively long period of time preceding
the start of 2007. Since NYMEX reports 2007 prices by month and on-peak/off-peak
period, | developed a single 2007 price as of a given date by weighting these prices by the
number of hours in the respective monthly on-peak/off-peak delivery periods. By
repeating this procedure for each day in which the necessary 2007 monthly on-peak/off-
peak prices were available, | was able to calculate the 2007 price as of each date.
Specificaly, | calculated the 2007 prices for each trade date starting March 30, 2005, and

ending December 29, 2006.
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375 Sample Data 1:

PJM Western Hub 2007 Oon-Peak and Off-Peak Futures Prices

2007
Trade Dates | PIJMWH Off PIMWHCn  PUNMWH ATC
&1./2008 51.38 .27 2437
22008 51.88 80.97 85,48
&'5/2008 52.01 80.53 8529
&52005 31.99 72.81 Ga. 73
&7/2008 50.83 .87 83.28
&2/2008 807 Tre4 8354
&'9/2008 50.47 T8.04 83.31
8122008 50.85 T8.85 53.95
81132008 51.02 T8.22 63.68
8142008 51.868 80.04 4.9y
GM152008 5284 83.28 G704
8182008 53.08 83.42 ar.z1
8rM¥2008 L. 8248 8822
820/2008 50.88 80.37 84.81
8/21/2008 50.897 80.58 8475
8222008 50.58 T9.53 8405
8232008 49.85 TB.47 2307
G262008 40,72 8.2 G224
8272008 5045 TE.B4 8373
6282006 B.18 7R84 f358
82%2008 50.20 T8.52 83.57
820:2008 5h.02 7=.15 83.84
732008 50.02 .19 83.81
TB2008 29,42 T7.88 8257
82008 4520 .28 8211
TIT2008 45,893 7714 2207
TAW2006 4230 7782 G2 55
71 1/2008) 49.59 78.07 8285
TAZ2008 45 88 7835 2202
T 2008 5048 80.80 8454
7142008 B1.13 B81.72 8537
T 72008 429,88 T8.27 83.05
782008 429,31 Tr.22 8231
TIH2008 43.35 7541 G284
T20/2008) 2977 T™=.12 2344
72172008 4089 7248 8367
7242008 5082 81.57 504
252008 50.01 80.88 54,35
7282008 50.23 82.83 8533
7272008 50.58 g2.93 G584
T2 2008 0.20 82,32 GE17|
Ti31/2008) 51.85 88.20 7. T4
376
377 Then, for each trade date, | calculated the percentage differences between the 2007 price
378 on that date and the prices 30, 65, and 70 calendar days later. If one of these later dates
379 was during a weekend or a holiday, | used the 2007 price from the closest trade date
380 before that calendar date. This provided a set of market price changes over each of the
381 three different time period lengths.
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382 Sample Data 2:

Historical Changes in PJM Western Hub 2007 ATC Futures Prices

PERIOD (Days)

30

Beginning Trade Date Beginning ATC Ending Trade Date Ending ATC ATC Change

6/1/2006 64.37 6/30/2006 63.61 -1.19%

6/2/2006 65.48 6/30/2006 63.61 -2.95%

6/5/2006 65.29 7/5/2006 62.57 -4.35%

6/6/2006 64.73 7/6/2006 62.11 -4.22%

6/7/2006 63.28 71712006 62.07 -1.95%

6/8/2006 63.59 7712006 62.07 -2.45%

6/9/2006 63.31 71712006 62.07 -2.00%

6/12/2006 63.95 7/12/2006 63.02 -1.47%

6/13/2006 63.68 7/13/2006 64.54 1.32%

6/14/2006 64.99 7/14/2006 65.37 0.59%

6/15/2006 67.02 7/14/2006 65.37 -2.51%

6/16/2006 67.21 7/14/2006 65.37 -2.81%

6/19/2006 66.32 7/19/2006 62.89 -5.47%

6/20/2006 64.61 7/20/2006 63.44 -1.84%

6/21/2006 64.75 7/21/2006 63.67 -1.69%

6/22/2006 64.05 7/21/2006 63.67 -0.60%

6/23/2006 63.07 7/21/2006 63.67 0.95%

6/26/2006 62.94 7/26/2006 65.32 3.65%

6/27/2006 63.72 7/27/2006 65.64 2.92%

6/28/2006 63.58 7/28/2006 65.17 2.44%

6/29/2006 63.57 7/28/2006 65.17 2.44%

6/30/2006 63.61 7/28/2006 65.17 2.39%
383 For each of these time period lengths, | then calculated the standard deviation of the
384 percentage market price movements as shown in the last column of the table above. The
385 standard deviation represents a measure of the potential change in market prices, and the
386 analysis clearly shows and quantifies the relationship between market price movements
387 and time period length. For example, the standard deviation of the price movements over
388 a 70-day period is 8.7%, while the standard deviation of the price movements over a 30-
389 day period isonly 6.2%. A summary of these resultsis shown in Table 1 below.
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402

Table1
Market Price Movements
(PIM Western Hub Historical 2007 Futures Price)

Price Change over “X”
Calendar Days

Standard Deviation

30 6.2%
65 8.5%
70 8.7%

Why did you measure the market price movements over time lengths of 30, 65, and 70
calendar days?

These time lengths correspond to the time periods over which suppliers have been
required or might be required to hold open their fixed-price CPP-A offer while customers
observe market price movements and make their service decisions. The CPP-A
enrollment window in the 2006 Illinois Auction was 50 calendar days.! However,
suppliers were exposed to switching risk over a longer period of time. Before the
enrollment window began, the ICC was provided five business days to approve the
auction results, and then ComEd was provided nine business days to make its supply
charge tariff filing. Thus, in the 2006 Auction, the suppliers were effectively exposed to
market price movements for approximately 70 calendar days, and not 50 calendar days
(using a calendar day to business day ratio of 7/5). Likewise, if the enrollment window is

shortened to 45 calendar days for the next auction as is currently planned,? suppliers will

! The enrollment window was 50 calendar days for the overwhelming majority of CPP-A eligible
customers, those with a peak demand less than 3 MW. For those with a peak demand over 3 MW, the
enrollment window was 30 calendar days.

2 The enrollment window is currently planned to be 45 calendar days for the overwhelming majority of
CPP-A dligible customers, those with a peak demand less than 3 MW. For those with a peak demand over
3 MW, the enrollment window is currently planned to be 30 calendar days.
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face switching risks over 65 calendar days. ComEd proposes to shorten the retail supply
charge informational filing period from nine business days to two business days and the
enrollment window to 20 calendar days. Implementing both would result in supplier

exposure over only 30 calendar days.

How did you use these assessments of the potential market price movements to reach
conclusions about the possible reduction in CPP-A bids due to a shortening of the
enrollment window to 20 days?

In order to gain insights about the effects on the CPP-A price due to changes in the
enrollment window, | observed the 2006 Illinois Auction prices for Ameren’'s 17-month
BGS-FP and (17-month) BGS-LFP supply products. Ameren’s BGS-FP and BGS-LFP
products are similar to ComEd’'s CPP-B and CPP-A products, except for one important
difference: unlike Ameren's BGS-LFP customers, ComEd’'s CPP-A customers that
default to utility service are allowed to leave that service at any time during the 17-month
term of service corresponding to the SFC's term of contract.®> Thus, the difference
between ComEd’'s CPP-B and CPP-A prices includes compensation for this additional
switching risk component, which makes it more difficult to isolate the effect on CPP-A
prices due to the length of the enrollment window. The 17-month BGS-FP price was
$64.77/MWh and the (17-month) BGS-LFP price was $84.95/MWh, a difference of

$20.18/MWh. Assuming that the cost-to-serve is roughly the same for the two customer

3 Other differences include the fact that Ameren’s BGS-LFP load category includes non-residential
customers with a peak demand of 1 MW or above, while ComEd’'s CPP-A |oad category includes non-
residential customers with a peak demand over 400 kW and generally below 3 MW. Furthermore,
Ameren’s BGS-LFP customers with a peak demand above 3 MW were provided an enrollment window of
30 days, not 50 days.
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groups (i.e. the differences in costs such as load shaping and capacity can be neglected),
this number can be assumed to represent the switching risk premium associated with the
50 calendar day enrollment window and the nine business day supply charge filing period
provided in the last auction. As explained above, this corresponds to a 70 day exposure
to market price movements and a standard deviation of potential price movements of
8.7% as shown in Table 1 above.

If, in the next auction, the enrollment window is set at 45 calendar days as
currently effective, and the supply charge filing period remains at nine business days,
then as explained above the suppliers will be exposed to market price movements over a
65 calendar day period. My analysis shows that the standard deviation associated with
market price movements over this period is 8.5%; by adjusting the switching risk
premium proportionally, we find that the premium may only be reduced by $0.46/MWh.*
However, if the Commission accepts ComEd’ s recommendation to reduce the enrollment
window to 20 calendar days and limit the time allowed for ComEd to file its supply
charges to two business days, a similar analysis shows that the switching risk premium
embedded in the auction price could be reduced by about $6/MWh.> Thus, the adoption
of ComEd’s proposed changes to the enrollment window and to the supply charge filing
period could reduce the CPP-A product price in future auctions by about $6/MWh.
ComEd also believes that a 20 calendar day enrollment window provides ample time for

the CPP-A €ligible suppliers to make their service decisions.

4$20.18* (8.5%/ 8.7% ) = $19.72, which is $0.46/MWh lower than $20.18

® The standard deviation of historical market price movements over a 30-day period is 6.2%, and $20.18 *
(6.2%/ 8.7%) = $14.38, which is $5.80/MWh (i.e., about $6/MWh) lower than $20.18
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Table 2

Implied Bid Premiums for Switching Risk
Stated Actual | Forward | Exercise . .
. . | | Potent
. Enrollment | Market Price Price mEg(;ed (I)Dfincéaj
Scenario Window | Exposure | (BGS- | (BGS- | b i | Reduction
Days) Day9) $FMWh) | (¥MWh)
2006 Auction 50 70 $64.77 | $84.95 | $20.18 | $0.00
2008 Auction
B 45 65 $19.72 $0.46
Current
Design
2008 Auction
Proposed 20 30 $14.38 $5.80
Design

Please describe ComEd’ s proposed changes to the switching rules.

ComEd supports Staff’s recommendation to eliminate the ability for CPP-A €ligible
customers who default to ComEd's fixed price bundled rate (Rate BES-NRA) to switch
to a RES after the enrollment window closes. This proposal would reduce the risks faced
by suppliers and hence should reduce the premium embedded in the CPP-A price to
compensate for thisrisk.

ComEd proposes that this recommendation, if accepted and implemented, would
only apply to customers who defaulted to Rate BES-NRA as a result of their actions or
inactions during the enrollment window following the 2008 Illinois Auction. That is,
customers who defaulted to Rate BES-NRA on January 2, 2007 are allowed to leave Rate
BES-NRA to switch to a RES at any time during the term of the CPP-A delivery period,
which extends through the end of the May 2008 billing period. The recommendation that

ComEd makes here would not retroactively affect the ability of those customers to
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exercise that choice through the May 2008 billing period. However, if those customers
who are currently being served under Rate BES-NRA either affirmatively elect Rate
BES-NRA or make no other rate option or supply choice during the enrollment window
following the next auction (scheduled for January 2008), and they do not elect to switch
to a RES on or before the start of their June 2008 monthly billing period, then they will
be obligated to take service under Rate BES-NRA for the full term beginning June 2008

through the May 2009 billing period.

Fixed Price Product Contract Durations or CPP-B Supply

What does ComEd recommend regarding the fixed price product contract durations for
CPP-B supply?

ComEd recommends that future auctions of CPP-B load should include overlapping
products of 12-month and 36-month terms. The introduction of an annual term contract
allows for suppliers with an interest in shorter terms to continue to participate in the
auction and may act to attract other participants with similar preferences. Note that this
option still provides opportunity for those suppliers with longer-term preferences to
participate in the 36-month offering. This proposal provides for the real possibility of
robust auction participation resulting in robust competition since it offers a balance of
terms that would hold appeal for a large universe of suppliers. Furthermore, the
introduction of additional products creates an environment that will provide for arbitrage
activity between these products thus competitively forcing more efficient pricing between

the products themselves.

What is ComEd’'s recommendation regarding the amount of load procured through 12-

month contracts versus the amount of load procured through 36-month contracts?
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A. Choosing the mix of 12-month and 36-month terms involves balancing the goals of

making the auction opportunity as attractive as possible for the maximum number of

suppliers and providing relatively stable rates for residential and small business

customers. With those variables in mind, ComEd believes that a reasonable approach

would be to set steady state targets of 25% of the total blended load requirement served

through 12-month terms, and 75% of the total blended load requirement served through

36-month terms. | have provided an illustration below of how the product term structures

in the next few auctions could be designed to achieve this transition. One should note

that in steady state 50% of the load for the fixed price blended product would be procured

annually versus 33% in the status quo case.

% Load
% B/FP Allocated % Load Served
Auction Load  toEach Under 36 Mo.
Year Procured Contract Contracts
2006] 100% 2009 2010 2011 2012 2013
33%
2008 33% B/FP-17 expires -- 33%
8% [.25%33%)

25% [.75*33%] 25+33=58%
2009 42% B/FP-29 expires 33.3% + 8.3% from 2008 Auction

17% [8%+(.25* 33%)]

25%) [.75*33%] 33+25+25=83%
2010] 50% B/FP-41 expires 33% + 17% from 2009 Auction

25%| [17%+(.25% 33%)]

25%) [.75*33%] 25+25+25=75%
2011 50% steady state: 3-year contract expires (25%) and 1-year contract expires (25%)

25%)

25%) 25+25+25=75%

C. Post Auction Processes
Q. What does ComEd recommend to improve the post auction processes, given its

experience in 2006?
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ComEd proposes a relatively simple recommendation relating to the post auction
timeline. ComEd recommends that the amount of time that the utilities are allowed to
make their supply charge informational filing with the Commission, following a
declaration of a successful auction result, be reduced from nine business days to two
business days. As explained previously, this eliminates seven business days of price risk
for suppliers (with respect to the CPP-A load) because the period during which they are
exposed to market price movements extends from the final day of the auction to the end
of the enrollment window. Reducing the time that ComEd is allowed to make its supply
charge informational filing will reduce the period of time in which the suppliers are

exposed.

Does ComEd have any other post auction process recommendations?

Yes. Other than recommendations related to contingency purchases in the event the
Commission decides to initiate an investigation (which | discuss in detail in the next
section), ComEd makes one additional recommendation. In the 2006 Illinois Auction,
the winning CPP-A suppliers had to accept some uncertainty with respect to how much
load they would be serving between the declaration of a successful auction result and the
beginning of the delivery period. Much of this uncertainty was created by the ability of
customers who “defaulted” to CPP-A supply to switch to a RES after the enrollment
window had closed. If ComEd’s recommendation to eliminate this option is accepted,
ComEd believes it can provide data to the CPP-A suppliers that are much closer to the
final actual load obligation much earlier in that time frame. This should make it easier
for suppliers to hedge their volume and price risks. Specifically, ComEd would agree to

provide CPP-A load data to suppliers at the earliest possible date, but no later than 30
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calendar days following the end of the applicable enrollment window. That load data
would be provided in the form of PLCs for customers who had affirmatively elected or

defaulted to service under Rate BES-NRA.

Procurement for Hourly Priced L oad Obligations

Following the 2006 Auction, the Commission decided to initiate an investigation into the
Hourly Price Section of the Auction. This required ComEd to implement a contingency
purchasing process to serve its hourly load obligations. Please explain how ComEd is
currently procuring electric power and energy for its hourly priced load requirements
under the contingency plan.

ComEd is purchasing resources to serve customers taking service under Rate BES-H
directly from PJM-administered markets. The resources required to serve ComEd
customers taking service under Rate BES-H (“Hourly Customers’) can generaly be
considered to be in one of three categories. electric energy, capacity, and ancillary

services.

. Energy: PIM charges ComEd for electric energy supplied to Hourly Customers
by applying the real-time locational margina price (“LMP") for the ComEd Zone
to the estimated hourly electric energy amounts contained in the load
responsibility schedules. The estimated hourly amounts and associated charges
are then trued-up 60 calendar days after the calendar month in which the electric

energy is delivered through PIM’ s 60-day reconciliation process.

. Capacity: Through May, 2007, ComEd is procuring capacity for its Hourly
Customers through PIM-administered multi-month, monthly and daily capacity

credit markets. Capacity credits were purchased in the fourth quarter of 2006 to
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meet an estimated average capacity obligation of ComEd’s Hourly Customers for
the period of January through May 2007. Since that time, ComEd is purchasing
or selling capacity credits in PIM’s daily capacity market to meet the exact daily
capacity obligation. | will discuss separately how PIM’s RPM capacity construct

will change capacity procurement beginning in June 2007.

. Ancillary Services. Ancillary services (e.g., Synchronized Reserve, Reactive

Service and Voltage Control) are also procured directly from PIM, and the cost
for these services for ComEd’s Hourly Customers are charged based on the daily
load responsibility schedules and PLC information at prices as determined by

PIM.

How will the implementation of PIM's RPM capacity construct change the procurement
process for serving the Hourly load requirements?

In accordance with Rider CPP as approved by the Commission, after PIM's RPM isin
place, ComEd will no longer actively procure the electric power and energy needed to
serve its Hourly Customers through the Illinois Auction. Supply will instead be procured
directly from PIM-administered markets. While participation in RPM is not voluntary,
ComEd is asking that the Commission’s Order in this proceeding reflect its approval of
ComEd's éimination of what, for ComEd, would be its obsolete Hourly Price Section
auction product, since it will procure electric power and energy for Hourly Customers
through PIM-administered markets. | note that Rider CPP and the Auction Rules will
need to be updated to reflect the fact that, for ComEd, there will no longer be a product in

the Hourly Price Section of the Illinois Auction.
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ComEd will continue to provide PIM the aggregate PLC information for its
Hourly Customers on adaily basis based on customer enrollments, and PIM will continue
to utilize this information to determine a daily capacity obligation. Under the RPM
construct, PIM will simply charge ComEd for capacity needed to meet the daily capacity
obligation of its Hourly Customers through a monthly Loca Reliability Charge
determined by applying the Fina Zona Capacity Price applicable to ComEd for the
applicable delivery year as determined through its RPM auctions to the daily capacity

obligations.

Contingency Pur chases

What recommendations is ComEd making regarding Contingency Purchases?

ComEd is proposing that Rider CPP be modified in order to clarify the determination of
the charges to recover ComEd's supply costs in the event there is no Declaration of a
Successful Result for the Fixed Price Section. The calculation of these charges is of
critical importance to al concerned and we believe that the language should be as clear
and easy to understand as possible. This language is not intended by ComEd to change

the charges or to otherwise affect the rights of any customer.

How would ComEd propose to clarify Rider CPP?

ComEd proposes to make this clarifying change through additional language to be
inserted in Rider CPP. The following three additional paragraphs would be inserted at
the page locations as noted:

1. On Sheet 294.13 as a stand-alone paragraph directly below the section heading:

TRANSLATION TO RETAIL CHARGES

Notwithstanding provisions of this Trandation to Retail Charges
part regarding the translation of Illinois Auction FAPs into retail
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585 supply charges, for a situation in which there is no Declaration of a

586 Successful Result for the Fixed Price Section of the lllinois

587 Auction, the terms, conditions, and equations provided in this

588 Trandation to Retail Charges part are applicable for the purpose of

589 determining retail supply charges using the FAPs determined in

590 accordance with the applicable provisions of the Market Value

591 section of this Trandation to Retail Charges part.

592 2. On Sheet 294.27 as a stand-alone paragraph at the end of the CPP Blended
593 Segment Market V alue subsection:

594 Notwithstanding the previous provisions of this CPP Blended

595 Segment Market Value subsection, for a situation in which there is

596 no Declaration of a Successful Result for the Fixed Price Section,

597 the FAPp for such Fixed Price Section equas the applicable

598 M SCesegment-

599 3. On Sheet 294.27 as a stand-alone paragraph at the end of the CPP Annual
600 Segment Market Va ue subsection

601 Notwithstanding the previous provisions of this CPP Annual

602 Segment Market Vaue subsection, for a situation in which there is

603 no Declaration of a Successful Result for the Fixed Price Section,

604 the FAP, for such Fixed Price Section equals the applicable

605 MSC%gment-

606 G. Supplier Forward Contracts

607 Q. What modifications is ComEd proposing be made to the SFCs for use in the 2008 Illinois
608 Auction?

609 A. For the 2008 Illinois Auction, we will only need to make use of the CPP-A and CPP-B

610 SFCs because we are proposing to procure supply for the Hourly Customers directly
611 through the PIM-administered markets. | have attached as ComEd Exhibit 1.1 aredlined
612 copy of the CPP-B SFC that depicts the changes we believe should be made to the SFCs
613 for use in the 2008 Illinois Auction. Similar changes would be made to the CPP-A SFC.
614 All of the changes are of five types: changes needed to make the SFC applicable to the
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2008 Illinois Auction as opposed to the 2006 Illinois Auction; changes necessitated by
the ComEd's proposal to eliminate the hourly auction for ComEd; changes necessitated
by changes to market rules, such as new PIM charges; changes that make the SFC more
internally consistent and grammatically correct; and changes that provide clarification as
to the intent of the SFC on various issues and resolve questions raised by suppliers and
other parties during the implementation of the 2006 Illinois Auction. This redlined
version of the SFC was circulated to all parties during the workshop process. All of these
changes are listed as Tentatively Uncontested on the Issues List. ComEd is not proposing

any substantive changes to the SFCs.

Arethere any other changes that are being made to the SFCs at this time?

Yes. During the workshop process, general consensus was reached on a number of SFC-
related issues that were raised by various suppliers. These issues were identified as
Tentatively Uncontested on the Issues List that the parties to this proceeding submitted.

The attached SFC incorporates these Tentatively Uncontested Issues. They are:

1 Changes to the accelerated payments provision of the SFC (Section 9.1) to
provide for weekly instead of twice monthly payment of bills in the event

that ComEd is downgraded below investment grade;

2. Changes to Sections 2.1.a (i) and 7.4 to permit a supplier to supply energy

from any PJM e-account it appropriately designates,

3. The elimination of the requirement that a supplier register to do business

in lllinois (Section 3.1), and corresponding changes to strengthen the
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requirement that the supplier maintain a registered agent in lIllinois

(Section 15.14); and

4, Changes to Section 6.4 to clarify that a guarantor will be provided with a

single credit limit to cover all suppliers whose obligations it guaranties.

In addition to these Tentatively Uncontested issues, ComEd also proposes the

following revisions:

5. A change to Schedule C making the responsibility for the payment of
charges relating to Transmission Owner Scheduling, System Control and
Dispatch Service the responsibility of the Company instead of the supplier
(see page C-5 of the SFC). Since ComEd already receives the credits for
this service, it seems appropriate for ComEd to pay the related charges, as

well; and

6. Changes to the Letter of Credit (Appendix E to the SFC) eliminating
unnecessary provisions, correcting errors and making clarifications. There

are no substantive changes to the Letter of Credit.

Q. Does ComEd anticipate making any additional changes to the SFCs during the course of

this proceeding?

A. It ispossible, yes. The suppliers raised a number of other SFC-related issues that ComEd

iswilling to accept, at least in part or in concept. In addition, PIM is considering levying
several additiona charges relating to marginal losses and RPM. Once PIM findlizes its
consideration of these charges, ComEd will revise Schedule C to incorporate them.

These charges will be assessed to the suppliers.
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658 Q. Is there any other SFC-related issue on which you wish to comment?

659 A. Yes, thereis. During the workshop process, participating suppliers had requested that the

660 SFC be revised to require ComEd to provide more detailed data on a more frequent basis
661 in the Data Room of the Illinois Auction Website. ComEd has agreed to post estimated
662 annual energy consumption, PLC, and customer counts data categorized by supply group
663 to the data room on aweekly basis. However, ComEd believes that the provision of data
664 should be described in informational documents posted to the Web site rather than
665 memorialized in the SFC. ComEd proposes that starting December 1%, 2007, data will be
666 provided on a weekly basis and this policy will be posted to the Website.Does this
667 conclude your direct testimony?

668 A. Yes, it does.
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