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ILLINOIS COMMERCE COMMISSION
DOCKET NO. 06-0800

DIRECT TESTIMONY
OF
CRAIG D. NELSON
Please state your name and business address.
My name is Craig D. Nelson. My business address is One Ameren Plaza, 1901
Chouteau Avenue, St. Louis, Missouri 63103.

Please describe your education and work experience.

| am Vice President - Strategic Initiatives of Ameren Services Company ("Ameren
Services") and Vice President — Power Supply Acquisition of 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 (the "Ameren Illinois
Utilities™). | earned a bachelor's degree in accounting in 1977, graduating with
highest honors and a master's degree in business administration in 1984. Both
degrees were awarded by Southern Illinois University — Edwardsville. 1 am a
Certified Public Accountant. | worked for Arthur Andersen & Co. from 1977 to
1979, when I joined Central Illinois Pubic Service Company as a Tax Accountant. In
1979, I was promoted to Income Tax Supervisor. | served in various tax and
accounting positions until 1985 when | was appointed Assistant Treasurer. In 1989, |
became Treasurer and Assistant Secretary, a position | held for seven years. In 1996,
I was elected Vice President of Corporate Services. After Union Electric and

CIPSCO Incorporated merged, |1 was named Vice President, Merger Coordination for
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Ameren Services effective December 31, 1997. In 1998, I assumed the additional
responsibility of Vice President of Regulatory Planning. Effective June 1, 1999, I
was appointed Vice President, Corporate Planning. Effective October 15, 2004, | was
appointed Vice President- Strategic Initiatives. Most recently, effective September 1,
2006, | was also appointed Vice President — Power Supply Acquisition for
AmerenCILCO, AmerenCIPS and AmerenlIP. My duties and responsibilities include
Ameren's business and corporate services initiative and power supply acquisition for
the Ameren Illinois Utilities.

What is the purpose of your direct testimony in this proceeding?

My direct testimony recommends changes in the auction process that would serve to
improve the auction process and/or reduce certain risks to power suppliers, thereby
creating the potential to reduce the overall cost of power and energy for customers of
the Ameren Illinois Utilities. My testimony also recommends a change in the
Supplier Forward Contracts (“SFCs”) which would enhance the reliability of power
supply for customers.

Beyond these changes are there other auction improvements and contract
changes being offered by the Ameren Illinois Utilities?

Yes. Mr. Jim Blessing, in his direct testimony, will be detailing several other changes
which serve to reduce risk to suppliers (and thus are expected to result in a lower
price).

What improvements to the auction process are you recommending?
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My first recommendation is to reduce the number of days between the end of bidding
and the end of any applicable enrollment window. This can be accomplished by
implementing two specific changes:

1. Reduce the number of days the Ameren Illinois Utilities have to submit the
Retail Supply Charge Informational filing from nine to two business days
from the declaration of a successful result.

2. Shorten the enrollment window for all BGS-LFP Customers to 20 days.
Also, | recommend that suppliers be provided more frequent and timely updates of
customer switching activity during the enrollment period.

Why do you recommend a reduction in the number of days between the end of
bidding in the auction and the end of the applicable enrollment window?
Simply put, reducing this timeline is expected to result in a lower cost to customers
served with BGS-LFP supply.

Why would you expect this to result in a lower cost to these customers?
BGS-LFP suppliers face an uncertain load obligation until such time as the
enrollment window closes. When the enrollment window closes, they must serve the
resulting load obligation at the price determined in the auction. The closer that these
two events occur (the end of the auction and the end of the enrollment window), the
less risk these suppliers face. Conversely, the further apart these two events occur,
the more risk these suppliers face. This risk exists regardless of whether the supplier
commits supply resources for its maximum potential obligation and then disposes of
any excess once the obligation is known, or waits until the obligation is known and
then commits the needed supply resources.
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This uncertain load obligation and the risk that the price of electricity may change
during this period, to the detriment of the supplier, is reasonably expected to be
factored into a supplier’s willingness to serve this load at a given price. And, the
greater the risk, the greater the premium one would expect a supplier to include in its
calculations.

What would suggest to you that such a risk premium would be included by
suppliers?

The significant difference between the final auction price for BGS-FP Supply and
BGS-LFP Supply is a strong indication that such a premium was applied. Given that
(1) there is no switching uncertainty after the window closes (as opposed to the BGS-
FP where such switching could continue throughout the term of the contract), (2) the
load shape of the BGS-LFP eligible load has had a higher load factor in every month
since June 2003 and (3) the SFC for BGS-LFP was virtually identical to that of BGS-
FP, that seemingly leaves the great uncertainty regarding the ultimate load obligation
and the price volatility risk during the window as the driving force for the price
disparity.

If the length of time between the end of bidding in the auction and the end of the
enrollment window is the cause of this premium, why wouldn’t you expect an
even larger premium in the BGS-FP class, where the customers are not locked
in, but rather can switch throughout the contract term?

If these customers were expected by suppliers to have the same propensity to switch
as the BGS-LFP customers, | would expect there to be an even larger premium
associated with the BGS-FP Supply than with the BGS-LFP Supply. However,
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nothing in my experience would suggest that this is the case. To the contrary, my
experience indicates a much higher propensity to switch by BGS-LFP customers.
The existence of the enrollment window itself was an acknowledgement of the BGS-
LFP group’s propensity to switch.

You suggest that the first step in reducing this timeline is to reduce the number
of days the Ameren lllinois Utilities have to submit the Retail Supply Charge
Informational filing from nine to two business days. Is this realistic?

Yes. As will be further detailed by Mr. Lenny Jones there are no significant hurdles
to this being accomplished. In fact, in the first auction, this data was provided in five
business days.

Your second recommendation dealt with shortening the customer enrollment
window. Wasn’t this an issue in the prior docket?

Yes. The length of the window was the subject of considerable debate in the prior
docket — one which attempted to balance providing customers with sufficient time to
analyze competing offers and the price premium associated with the load uncertainty
created by the enrollment window.

In its Final Order in Dockets 05-0160/0161/0162 Cons. (p. 213), the Commission
stated its belief that “the duration of the enrollment window will have a direct,
significant and immediate impact on the development of the Illinois retail
electricity market.” Did the enrollment window in fact have such an impact in
your opinion?

Absolutely. I believe that the length of the enrollment window for BGS-LFP
suppliers contributed to a substantial price premium for the BGS-LFP product and
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that this created substantial headroom for ARES. In the face of BGS-LFP prices
which included this premium only 28 out of the 540 customers (5.2%) eligible to take
BGS-LFP Service did so (the 28 customers represent only 50 of 1853 MW’s of peak
demand (2.7%)). Customer switching activity has been extremely robust since the
close of the enrollment window.

Are you suggesting that customer switching is not desirable?

Absolutely not. The Ameren lIllinois Utilities are indifferent as to whether customers
purchase their power and energy supply from ARES or the Utilities. However, it was
not my understanding that it was the intent of the Commission to turn the Utilities’
fixed price rate offering into a non-economical alternative for customers, in effect
forcing them off of the service. Instead, the intent should be to offer economical
choices to customers.

Are there other actions that the Ameren Illinois Utilities could take during the
enrollment window to reduce uncertainty for BGS-LFP Suppliers?

Yes. | am recommending that BGS-LFP Suppliers be provided with frequent updates
of customer activity during the enrollment period. Specifically, postings on
enrollment statistics would be provided to Suppliers. As shown in the table below
notices were received by the Ameren Illinois Utilities throughout the enrollment
period. Providing updates on this data during the enrollment period could provide

suppliers with indications of enrollment behavior.

CHI-1579323v1
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Notices Received/Numbers Enrolled

>3 1-
Day MW  3MW  Enrolled
1-10 19 14 1
11-20 53 50 0
21-30 98 71 2
31-40 39 0
41-50 184 13

170 358 16

Updates would be provided throughout the enroliment period no later than the close
of business of each Monday, for responses received during the prior week.

Are there other factors to consider in this second auction regarding the
enrollment period?

Yes. In the first auction, most BGS-LFP eligible load was already on utility supply
(including PPO) and had to opt-out of the BGS-LFP group. In this coming auction,
the opposite is the case — the vast majority of BGS-LFP eligible load is being served
by ARES, and as such, must opt-in.

Additionally, it must be recognized that during the enrollment period there was
considerable debate in the Illinois General Assembly related to a potential extension
of the rate freeze.

Why would these two issues matter?

In the first auction, this large majority all had to make an enrollment decision at the
same time, and if they enrolled or took no action they lost access to all other supply
alternatives for a full year. Now, with the tables turned, the availability of BGS-LFP
at a point in time is just one of the options available to them. If they fail to act during
that window, they still have multiple alternatives available to them. Additionally,
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they may have no need to act during this time, as they may have entered into longer
term agreements with alternate suppliers, and thus would not view BGS-LFP as an
available option anyway. Also, given the high level of switching that has already
occurred, it is reasonable to assume that much of the marketing groundwork has
already been laid. Customer contact has been made, relationships developed and
customers have experience under their belt. This should facilitate the process when
the next BGS-LFP enrollment is available.

The debate in the General Assembly introduced uncertainty for customers, effectively
holding out the possibility of another rate option for them. It is reasonable to assume
that customers may have held back from making definitive elections regarding their
power supply while they waited to see what happened on this issue.

Are you proposing that the enrollment window for all BGS-LFP customers be
reduced to 20 days?

Yes.

Why is 20 days appropriate?

| believe 20 days strikes the appropriate balance between providing customers with
sufficient time to compare the outcome of the auction and the desire to limit the price
premium associated with the length of time between the end of bidding and the close
of the enrollment window. A significant portion of customers have already
demonstrated the ability to take action within this time period. As demonstrated in
the chart above, | would note that 42% of the over 3 MW and 18% of the 1-3 MW
responses received during the enrollment period came in during the first 20 days. Of
the remainder, 40% (49% of the > 3 MW and 35% of the 1-3 MW) were received on
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180 the final three business days of the applicable enrollment window. This suggests that
181 it is reasonable to believe that whether the period is 20, 30 or 50 days there is a
182 significant group of respondents that will wait until the last day to provide such a
183 notice to eliminate a supply option.
184 Reducing the window to 20 days, when combined with the reduction in the amount of
185 time provided to make the Retail Charge Informational Charge filing will
186 significantly reduce the lag between the close of the auction — the point at which the
187 suppliers potential obligation is truly created — and the end of the enrollment window
188 — the point at which the obligation is known with reasonable certainty. To illustrate
189 this reduction, the following chart compares the timeline using the current deadlines
190 with that using our proposed changes for a January 2008 Auction where bidding
191 would end on January 18, 2008. (Please note that this date is for illustration purposes
192 only and is should not be viewed as a recommendation for when the auction should
193 be held.) As you can see our proposal would reduce the time lag between the close of
194 bidding and the end of the auction by more than 50%.
Current Timeline Proposed Timeline
Fri 1/18 Close of Bidding Fri 1/18 Close of Bidding
Mon 1/28 Declaration of Successful Result Mon 1/28 Declaration of Successful Result
Fri 2/8 Informational Filing/Supply Charge Wed 1/30 Informational Filing/Supply Charge
Sat 2/9 Start of Enrollment Period Thurs1/31 Start of Enrollment Period
Mon 3/10 End of 30 Day Enrollment Period Tues 2/19 End of 20 Day Enrollment Period

Tues 3/25 End Of 45 Day Enrollment Period
Total Days From Close of
67 Total Days From Close of Bidding 32 Bidding

195
196 Q. Are there other potential benefits with reducing this timeline?
197 A Yes. Reducing this timeline would provide greater flexibility around potential start

198 dates for the auction.
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In your purpose statement above, in addition to the auction process changes
discussed above to reduce the timeline between the close of the bidding and the
end of the enrollment period, you mentioned a change in the Supplier Forward
Contracts that will enhance the reliability of power supply for customers. What
is that change?

The current SFC requires suppliers to identify to the Ameren lIllinois Utilities the
resources that they will use to provide capacity to the Utilities to meet their resource
adequacy requirements. However, it also contains a provision to allow a supplier to
provide notice to the Ameren Illinois Utilities that it believes such information is
commercially sensitive and thus not provide the information. 1 am proposing the
removal of this provision.

How will removing this provision enhance the reliability of power supply?

The statutory obligation for providing power and energy to customers rests with the
Ameren Illinois Utilities themselves. Not allowing the Utilities themselves access to
the very information that confirms that this obligation is met places the Ameren
Illinois Utilities in an untenable situation. Removing this provision will provide the
Utilities with timely access to the information necessary to verify that this obligation
and related resource adequacy obligations are met and to allow them to take action to
remedy the deficiency if they are not.

Doesn’t the SFC make the Supplier and not the Ameren Illinois Utilities
responsible for reliability and resource adequacy?

As noted above, the ultimate obligations rest not with the supplier but with the
Ameren Illinois Utilities. The Utilities, and not the suppliers, are the Load Serving
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Entities (“LSEs”) for the loads. The resource adequacy obligation is imposed upon
the LSEs. Our ability to meet this obligation for the BGS Load is secured through the
auction and the resulting SFCs. Should a supplier fail to provide sufficient resources
to allow the Ameren Illinois Utilities to meet these obligations, the Utilities are
obligated to take action to remedy the deficiency.

What are the consequences if an LSE has failed to meet its resource adequacy
obligation?

Ultimately, there is a risk of being directed by the MISO to shed load. Prior to such
an event however, the LSE would not be in compliance with the MISO Tariff (a
FERC-approved tariff), applicable RRO requirements and obligations of any planned
reserve sharing group of which it may be a member. While there are no specific
financial penalties at this time for such non-compliance, there is considerable
discussion of such penalties in the future. Additionally, should an LSE’s membership
in a planned reserve sharing group be revoked as a result of such non-compliance, it
IS possible that its reserve requirement would be increased.

Why would the LSE be at risk of targeted load shedding?

MISQO’s day-ahead and real-time resource sufficiency reports are intended to identify
LSEs who are capacity deficient. Those entities who do not resolve such deficiencies
increase their potential for being directed by MISO to shed load when there is a
capacity deficiency in MISO.

Does this raise any specific issues in the case of BGS Load?

Yes. A BGS Supplier’s supply obligation is not defined by a discrete group of
customers out of the larger class of BGS Customers, but rather they serve a
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percentage of the overall obligation. Further, virtually none of the Ameren Illinois
Utilities’ retail distribution customers have supervisory controls in place on their
loads to allow that only they and no one else is disconnected. What this means is that
when, e.g., AmerenCILCO is ordered to shed load it is not possible to only shed
BGS-LFP customer load associated with marketer X. It is not even possible to only
shed BGS-LFP load. In fact, if such a targeted load shed were to occur, the load shed
would likely include BGS-FP, BGS-LFP, RTP-L and ARES loads.
Since the Final Order was issued in the prior docket have the Ameren lllinois
Utilities had experience related to this issue which is pertinent here?
Yes. | would note three specific items here:
e only one of the nine BGS Suppliers invoked this provision of the SFC and did
not provide this information directly to the Ameren Illinois Utilities;
e as we noted in the prior docket, this information is made available to
Ameren’s Transmission Services function by the MISO; and
o the Utilities have had significant experience purchasing capacity to meet their
RTP-L load obligation.
What is the significance of the first item?
| believe it strongly supports the argument against the notion that providing such
information to the buyer is harmful to the process. The one supplier who invoked this
provision had a capacity obligation of only 0.2% of the total BGS-Load capacity
obligation. Suppliers representing 99.98% of the obligation provided the data
directly.

What is the significance of the second item?
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If the argument against providing the information is that it is commercially sensitive,
surely the fact that the information is available anyway directly refutes this argument.
The specific resource data that is the subject of the SFC’s provisions was made
available to Ameren’s Transmission Services function in the course of the Network
and Commercial Model review process. Furthermore, the development within MISO
of a day-ahead and real time resource sufficiency report creates an obligation to
communicate unit specific data to the balancing authority — which in this case is
Ameren’s Transmission Services group.

What is the significance of your third item?

When the Commission opened an investigation of the BGS-LRTP results, the supply
obligation for this load remained with the Ameren Illinois Utilities themselves. In
order to meet this obligation they have been purchasing capacity from the market. As
part of each transaction, the supplier is required to identify a specific MISO
deliverable resource providing said capacity. In the initial RFP for such capacity the
Ameren Illinois Utilities solicited bids for up to 2150 MWs of capacity and received
offers totaling 5054 MWs. This is a strong indication that the inclusion of this
requirement was not an impediment to obtaining a competitive result.

What do you believe that your experience since the last auction, as illustrated by
these three items, suggests in the context of this discussion?

It demonstrates that the argument regarding identifying resources suppliers will use to
fulfill their obligations under this contract to the buyers — the Ameren Illinois Utilities
— will somehow result in higher prices is more of an academic exercise than a
practical reality.
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Continuing to include a provision in the SFCs that permits a supplier to not supply
this information directly only serves to complicate the administration of the
agreement — it certainly does not protect any supposed commercial sensitivity of the
data itself.

Are there any other points you would like to make on this issue?

Yes. | don’t believe that it is an over-simplification of the matter to state that it is
only common sense to expect that the buyer of something should be able to confirm
that it receives what it purchases. The SFC specifies that capacity is being sold by the
supplier. Verification of receipt is a fundamental concept in any transaction. The
Ameren Illinois Utilities clearly should be permitted to verify on a timely basis, for
themselves and their customers, that they are receiving what they are paying for.

In summary, what is the expected result should your proposals be adopted?
Lower cost and enhanced reliability. These recommendations and those of the other
Ameren witnesses serve to reduce uncertainty within the process and thus reduce risk
to the suppliers. Risk of load uncertainty related to customer switching is addressed
by my recommendations to reduce the time lag between the close of the auction and
the end of the enrollment period. Uncertainty relating to interpretation of the SFCs
and various credit-related issues are addressed by the recommendations proposed by
Mr. Jim Blessing in his testimony. In summary, our recommendations are expected
to result in lower costs for customers.

Does this conclude your direct testimony?

Yes.
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