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| ntroduction

Please state your name and business address.
My name is Chantale LaCasse. My business address is 1166 Avenue of the Americas,

New York, NY 10036.

By whom and in what capacity are you employed?
| am a Senior Vice President with National Economic Research Associates, Inc.
(“NERA"). | was aso retained, with the approval of the Illinois Commerce Commission

(*Commission” or “ICC"), to serve as the Auction Manager for the 2006 Illinois Auction.

Are you the same Dr. Chantale LaCasse that previously filed direct testimony in this
proceeding?

Yes, | am.

What is the purpose of your rebuttal testimony?
The purpose of my rebuttal testimony is to evaluate and consider the detailed

recommendations for improvement regarding certain aspects of the Auction process.

Which recommendations will you be evaluating?

In my rebuttal testimony, | will respond to the following recommendations:

1) recommendations put forward by Staff witnesses Kennedy and Zuraski regarding

tranche size (ICC Staff Exhibit 1.0, lines 316-386);

2) recommendations and comments on term structure by Dr. Kennedy and Mr. Zuraski

(ICC staff Exhibit 1.0, lines 387-424); and
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3) a proposa that the notional quantity language found in the second paragraph of

Section 5.4.a be made optional at the Supplier’s discretion.

| will respond to AG witness Rose's comments regarding the auction format and
the evaluation of its results. In particular, | will evaluate and respond to Dr. Rose's
comments on a reserve price and on other benchmarks that he suggests the Commission

use to assess the results of the Auction (AG Exhibit 1.0, lines 39-41 and 213-216).

With regard to the application process, | will explain why | continue to oppose
Staff witness Phipps' recommendation for bidders to provide their own assessment of
tangible net worth in the application process (ICC Staff Exhibit 2.0, lines 48-56).
However, | will offer an alternative recommendation that may improve the application
process in the way desired by Ms. Phipps while still aiming to minimize the risk that a
prospective supplier will submit a deficient application and be unable to remedy the

deficienciesin the time required.

| will also evaluate recommendations to improve the auction timeline and to

further define the confidentiality of bidder and auction information. These include:

1) the recommendation put forward by Dr. Kennedy and Mr. Zuraski regarding the
timing of the Confidential Report of the Auction Manager (ICC Staff Exhibit 1.0, lines

487-505);

2) the provision proposed by Dr. Kennedy and Mr. Zuraski for inclusion in Rider CPP
and in Rider MV to provide further definition to the treatment of confidential bidder and

auction information (ICC Staff Exhibit 1.0, lines 153-155 and 509-532); and
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3) the proposal to change the timing of future auctions.

How is your rebuttal testimony structured?

The sections of my rebuttal testimony follow in the order of the areas listed above. | will
comment on the definition of the product, the auction format and criteria to judge the
results of the Auction, the application process, and finally the timeline and confidentiality

of bidder and auction information.

Product

In the context of the Illinois Auction, what is atranche?

In the context of the Illinois Auction, a tranche is a percentage of the load for a load
category served under the auction contracts. For example, in the 2006 Auction, there
were 278 tranches for the CPP-B load category (ComEd'’s residential and non-residential
customers at or under 400 kW, except for self-generating customers). Each tranche

represented 0.36% of the load for that category.

You just stated that there were 278 tranches for the CPP-B load category. How is the
number of tranches set for aload category?

The number of tranches for each load category is set so that each tranche is
approximately 50 MW of peak demand on an eligible basis. This means that if all
customers €ligible to take CPP-B (the utility service) do take it, a tranche would be 50
MW of peak demand (by which | mean PIM peak load contribution). This methodology
was accepted by the Commission in Docket Nos. 05-0159, 05-0160, 05-0161, and 05-

0162 (the “Procurement Dockets”).
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Dr. Kennedy and Mr. Zuraski (ICC Staff Exhibit 1.0, lines 351-371) recommend that this
methodology be modified. What is the rationale put forward by Dr. Kennedy and Mr.
Zuraski for this recommendation?

Dr. Kennedy and Mr. Zuraski point out that although al tranches in the Auction are the
same size on an €ligible basis, the tranche size on an expected load basis varies
significantly between, on one hand, the tranches of residential and smaller non-residential
customers (CPP-B customers for ComEd and BGS-FP for the Ameren Illinois Utilities)
and, on the other hand, the tranches of larger non-residential customers (CPP-A
customers for ComEd and BGS-LFP for the Ameren Illinois Utilities). Larger customers
are more prone to choosing service from an alternative retail electric supplier (“RES’).
On an expected load basis, a tranche of CPP-A will be smaller than a CPP-B tranche and
aBGS-LFP tranche will be smaller than a BGS-FP tranche. These expectations are borne
out by the facts. Dr. Kennedy and Mr. Zuraski report (ICC Staff Exhibit 1.0, lines 337-
340) that currently, for ComEd, a tranche of the CPP-A load category is 7 MW in actual
size while a CPP-B tranche is 44 MW in actual size (i.e., measuring only customers that
do take the service).

Dr. Kennedy and Mr. Zuraski argue that this disparity in expected load associated
with the various products reduces the willingness of suppliers to switch between
products. Modifying the methodology of how the number of tranchesis set so asto have
tranches of more similar sizes across load categories will, in their opinion, increase the
willingness of suppliers to switch across the products and thereby increase competition

afforded by the simultaneous descending clock auction format.

Do you agree with this rationale?
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Yes. | believe that tranches of similar size promote the willingness of suppliers to switch

across products and favor competition in the Auction.

How do Dr. Kennedy and Mr. Zuraski propose to determine the number of tranches?

They recommend that the Auction Manager be authorized to redefine the size of the
tranches. They propose that the Auction Manager take into account switching statistics to
set the number of tranches so that each tranche is 50 MW on an expected load basis
rather than on an eligible load basis (ICC Staff Exhibit Ex. 1.0, lines 351-371). The
details of the methodology, like the details of the methodology for price decrement

formulas, would be determined prior to the release of the final Auction Rules.

Is determining expected load a simple task?

No. As a generad matter, determining the “expected load” is not a simple task and it
would yield at best a potentialy wide range of reasonable estimates. The expected load
for a load category will depend importantly on the price of utility service determined
through the Auction — a price that is not known several months before the Auction when
the expected load is estimated. The expected load in each load category will depend on
load growth and general economic conditions. The expected load in each load category
will aso depend on a number of other factors that are not knowable with much accuracy
a the time the estimate is made, such as the price of offerings by RESs, the ability of
RESs to market to different types of customers, and the features of the service offered by
RESs. The expected load may also depend on the number of customers that have
aready secured service from a RES on a multi-year basis, as such customers may not be
free to return to utility service during the next enrollment window. | note that, should a

pre-qualification for larger non-residential customers be adopted, the revised proposals
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by witness Blessing (Ameren Illinois Utilities Exhibit 6.0) on behalf of the Ameren
[llinois Utilities and by ComEd witness McNell (ComEd Exhibit 2.0) may provide

information in this regard.

Isit clear to you what Dr. Kennedy and Mr. Zuraski mean by “expected |oad” ?

For larger non-residential customers, | believe the concept is clear. The expected load isa
forecast or estimate of the load that would be anticipated during the one-year supply
period starting on June 1 after the Auction. All proposals regarding the term structure for
these larger non-residential customers are for a one-year term. Given the proposals by
ComEd (ComEd Exhibit 1.0, lines 63-71, lines 444-462) and the current customer
switching rules for the Ameren Illinois Utilities, the load is basically constant throughout
the year. Once CPP-A and BGS-LFP customers are on the service at the beginning of the
supply period in June 2008, they will have to remain on the service to the end of the
supply period, barring exceptional circumstances such as a customer leaving the utility
territory because it is going out of business. There is a single quantity to be forecasted
for each of the CPP-A and BGS-LFP categories. The determination of this forecasted or
expected load likely would yield a wide range of reasonable estimates because of the
uncertainty surrounding the factors that | identified above — but the concept is certainly
clear for these large non-residential customers.

The concept is not as clear for residential and smaller non-residential customers,
for two reasons. First, a CPP-B or a BGS-FP customer can leave during the supply
period to take service from a RES, and a customer currently taking service from a RES
can return to CPP-B or BGS-FP service (subject to them remaining on the service for one

year). Unlike larger non-residential customers, the pool of customers taking the service
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is not fixed during the supply period. The load could vary with migration. Thereis no
single quantity to be forecasted. It is then not so clear what expected load is — it could
mean the average load over the entire supply period, the average load over the next year,
the mid-point of some range of minimum or maximum load, or some other measure.
Second, supply for these customers is procured beyond a one-year horizon. Under all
proposals for the term structure of the CPP-B and BGS-FP products, whether it be the
proposal that | supported in my direct testimony (Auction Manager Exhibit 1.0, lines
1167-1175) of amix of 1-year and 3-year contracts, or Staff’s two alternatives (a mix of
1-year, 2-year, and 3-year contracts, and consecutive one-year contracts), there are
multiple product terms in the Auction and the 2008 Auction procures a portion of these
customers' needs up to May 2011. With various product terms, it is again not clear to me
what expected load is— it could be determined separately for each contract term included
in the Auction, there could be a single measure that applies to all customers in this load
category, or something in between. | would note that determining expected load —
however defined — to cover athree-year horizon is likely problematic. Retaill markets can
be expected to continue to develop and customers can be expected to become more aware

of their choices; quantifying these trendsislikely to be a difficult task.

Given the concerns you express, do you have suggested modifications to the Staff’'s
proposal that will, in your view, make it more effective at achieving its goals?

Yes. My first proposed modification is in setting the target for tranches for residential
and smaler non-residentia customers of the CPP-B and BGS-FP load categories. |
propose that the tranches for residential and smaller non-residential customers target 50

MW of actua load (by which | mean PIM peak load contribution for the CPP-B
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customers and the actual MISO peak load for the BGS-FP customers). This calculation
would be made shortly before tranche targets are finalized (by September 17, 2007
according to the timeline in Auction Manager Exhibit 1.9b). The calculation would use
the actual load for each of the CPP-B and BGS-FP load categories and would apply to all
terms or products associated with the load category. This avoids the necessity to define
expected load (i.e., to define the quantity to forecast) and it avoids the necessity to
consider this notion over a severa-year horizon.

My second proposed modification is in setting the target for tranches for larger
non-residential customers. | agree with Staff that the target for these tranches should use
an expected load notion that would account for switching statistics, as well as any other
relevant information. | propose that this information be used to obtain a range of
reasonabl e estimates of the expected load for the CPP-A and BGS-LFP |load categories. |
propose using the highest of these reasonable estimates to set the number of tranches for
the CPP-A and BGS-LFP load categories. The number of tranches would be set so that
the target for the tranche size is 50 MW (in terms of the PIM peak load contribution for
the CPP-A customers and the actual M1SO peak |oad for the BGS-LFP customers). For

example, suppose that the data was the following:

Table 1. Alternative proposal

1 CPP-B and CPP-A Load | BGS-LFP
BGS-FP Load Category Load
Categories Category
2 | Actua load 5,100 MW Expected Load 400 to 50to
(9/07) Estimates 3,200MW 1,200MW

Docket 06-0800 Page 8 of 8 Auction Manager Exhibit 2.0
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3 | Number of 102 Number of 64 24
tranches tranches

4 | MW per tranche | 50 MW MW per tranche | 50 MW 50 MW
(actual basis) (expected basis)

5 | MW per tranche | 63 MW MW per tranche | 75 MW 75 MW
(eligible basis) (eligible basis)

With a target of 50 MW of actua load, there would be approximately 102
tranches for the CPP-B and BGS-FP load categories (5,100 MW / 50 MW = 102). There
would be 64 tranches for the CPP-A load category so that the CPP-A tranche is 50 MW
(3,200 MW / 64 = 50 MW) using the highest estimate in the range of reasonable
estimates of expected load. Similarly, there would be 24 BGS-LFP tranches (1,200 MW /

50 MW = 24) of 50 MW on the basis of the highest estimate of expected load.

How is your proposal an improvement over setting tranches based on eligible load or
over Staff’s proposal?

Staff rightly points out that if tranches are set based on eligible load, thisis likely to lead
to tranches for residential and smaller non-residential customers being significantly larger
than tranches for larger non-residential customers on an expected and actual load basis.
My proposa addresses this concern by matching the expected size of the tranches for
larger non-residential customers to the size of the tranches of the residential and smaller
non-residential customers. (This is illustrated below: row 5 of Table 2 illustrates the
potential disparity when setting the tranches on an eligible basis while row 4 of Table 1
shows how this disparity is absent in the alternative) Staff’s proposal addresses this

concern aswell.
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Table 2. Tranches set on eligible basis (2006 method)
1 CPP-B and CPP-A BGS-LFP Load
BGS-FP Load Load Category
Categories Category
2 | Eligible Load 6,400 MW 4,800 MW | 1,800 MW
3 Number of 128 % 36
tranches
4 | MW pertranche | 55\ 50 MW 50 MW
(eligible basis)
5 MW per tranche
42MWto | 1.4MW to33.3
(actual and _ 39.8 MW 333 MW MW
expected basis)

My proposal, however, also addresses the opposite concern, that tranches for

residential and smaller non-residential customers would be significantly smaller than

tranches for larger non-residential customers. It addresses this concern by using the

highest reasonable estimate of load to set the tranches for larger non-residential

customers. This minimizes the risk that the estimate of expected load used for larger

non-residential customers is mistakenly low, so that there would be fewer tranches for

larger non-residential customers than there should be, and the tranches for larger non-

residential customers would end up being too large. (Thisisillustrated above in row 5 of

Table 1. if the estimate of expected load was too low so that in fact all eligible CPP-A

and BGS-LFP customers were to take the service unexpectedly, the actual size of

tranches would be 75 MW).
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You propose using actual load for residential and smaller non-residential customers.
Wouldn't it be simpler to target 50 MW of actual load for larger non-residential
customers as well?

It certainly would be ssimpler, but | do not believe that this would be advisable. Taking
actual load as the expected load for larger non-residential customers has an inherent and
recognizable bias. It assumes that there will be minimal changes in the decisions of
customers on the basis of the 2008 Auction results or as a result of any further
development of the retail market. However, several proposals have been put forward by
various parties in this proceeding related to the CPP-A and BGS-LFP products with the
goal of making these options more economical for consumers. Should the Commission
approve some or al of these improvements, and should they have the hoped-for effects,
the actual load in September 2007 will underestimate expected load in June 2008. If the
number of tranches were set on the basis of actua load for larger non-residential
customers, there would almost certainly be too few tranches in the Auction for the CPP-A
and BGS-LFP load categories, with the result that these tranches would almost certainly
be too big.

In fact, given current migration statistics, there would be a single tranche for the
BGS-LFP load category since there is approximately 50 MW of load currently on this
service (Ameren lllinois Utilities Exhibit 1.0, lines 116-117). This highlights the
concern opposite from the one that prompted Staff to make its proposal on tranche size.
If, following the 2008 Auction, customers were to return to utility service, the tranches
that suppliers would have to serve could potentially be much larger than the 50 MW of

expected load targeted by Staff. At the extreme, if all larger non-residential customers
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were to return to Ameren lllinois Utilities' service, the tranche would be approximately
1853 MW (Ameren Illinois Utilities' Exhibit 1.0, lines 116-117). Therisk that the actual
tranche size would be substantialy larger than the target of 50 MW is arisk that suppliers
would take into consideration in making their bids and is a risk that would tend to put an

upward pressure on the price for these customers.

How do you propose that the reasonable range of expected load and the maximum bound
of the range be determined?

| agree with Staff’s proposal that this methodology could be set, as for the decrement
formulas, by the Auction Manager in consultation with Staff and the Utilities, before the
findlization of the Auction Rules. It is appropriate for the details to be set before tranche
targets are calculated are announced on September 17, 2007, in advance of the Part 1

Application.

In the current tariffs, the next Auction would procure supply for each utility’ s residential
and smaller non-residential customers for a single three-year term, from June 2008 to
May 2011. Dr. Kennedy and Mr. Zuraski recommend that the Auction feature multiple
terms for serving residential and smaller non-residential customers (ICC Staff Exhibit
1.0, lines 129-137). Did you address thisissue in your direct testimony?

Yes. In my direct testimony, | note that the proposal from ComEd and the Ameren
[llinois Utilities to procure a blend of one-year and three-year contracts responds to
Staff’s objective to procure supply for this load category using multiple terms. As
discussed in more detail in my direct testimony (Auction Manager Exhibit 1.0, lines
1164-1228), | support this proposal because having a variety of contract termsislikely to

attract a wider pool of suppliers compared to having a single term. The wider pool of
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suppliers that a blend of one-year and three-year contracts would attract serves to
heighten the competition at the Auction. This in turn serves to deliver reliable supply to

customers at competitive market prices.

Dr. Kennedy and Mr. Zuraski propose two different structures of multiple terms in the
Auction: a mix of 1-year, 2-year and 3-year terms, or multiple consecutive one-year
terms. Can you explain the nature of the Auction products in Staff’s favored approach,
consecutive one-year terms, and in the Staff’ s alternative, which involves amix of 1-year,
2-year, and 3-year terms?

Certainly. Staff’s favored approach is to break the single three-year term to provide
supply for residential and small non-residential customers from June 2008 through May
2011 that is envisaged by the current tariff into three consecutive terms, each term being
of one year in duration. The first contract would be to provide supply from June 2008 to
May 2009 (“Year 1"). The second contract would be to provide supply one year hence for
aone-year term, from June 2009 to May 2010 (“Year 2”). Thethird contract would be to
provide supply two years hence for a one-year term, from June 2010 to May 2011 (“Y ear
3"). Inthe Auction, there would be an equal number of tranches for each term.

Staff’s alternative is to have the same mix of terms as in the 2006 Auction. There
would be three contracts for different terms. The first contract would be to provide
supply from June 2008 to May 2009 (the “1-year” product or term). This contract termis
common to both approaches. The second contract would be to provide supply again
starting in June 2008, but this time for atwo-year term, from June 2008 to May 2010 (the
“2-year” product or term). The third contract would be to provide supply for a three-year

term, again starting in June 2008 and ending in May 2011 (the “3-year” product or term).
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272 approach, the terms are consecutive. Thisisillustrated in the figure below.
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2715 Q. From a bidding perspective, is it significant that, in Staff’s preferred aternative, the

276 structure is one of consecutive terms rather than being a structure with overlapping terms,
277 asisthe case in Staff’ s alternative and as was used in the 2006 Auction?

2718 A. Yes, it is quite significant. Most bidders will consider consecutive one-year terms to be
279 “complements.” Products that go together are complements, like a right shoe and a left
280 shoe. Having an extraright shoe might occasionally come in handy, but generally aright
281 shoe is much more vauable if one has the left shoe to go along with it. In an Auction
282 with consecutive one-year terms, a bidder wanting to supply over, say, a two-year period
283 (from June 2008 to May 2010) must win in fixed proportions the two different terms in
284 the Auction: Year 1 (June 2008 to May 2009), and Y ear 2 (June 2009 to May 2010). The
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consecutive one-year terms are complements for this bidder. In an Auction with amix of
1-year, 2-year, and 3-year terms, the bidder can bid to supply a two-year term directly by
bidding to win tranches of the 2-year contract.

Essentially, then, the difference is this. An Auction with consecutive one-year
terms forces the bidder to buy right shoes and left shoes separately, with the possibility of
getting the odd right shoe without its mate. An Auction with amix of 1-year, 2-year, and

3-year terms allows bidders to buy shoesin pairs.

A bidder in an Auction with a mix of overlapping 1-year, 2-year, and 3-year terms may
also bid to win different terms. |Is the situation of a bidder bidding to win a multiple-year
contract in an Auction with consecutive one-year terms, like the one you just described,
really so different from a bidder bidding to win tranches of different terms in an Auction
with overlapping terms?

Yes, itis. Let’stake for example abidder in an Auction with amix of 1-year, 2-year, and
3-year terms that aims to supply mainly 3-year tranches but that also aims to win some 1-
year tranches. This means that the bidder is bidding to win a given amount of the 3-year
contract and a smaller amount of the 1-year contract if its expectations of the price
differences between these terms are accurate.

The similarity between this bidder and a bidder bidding to win a multiple-year
contract in an Auction with consecutive terms is that the bidder that we are considering
here also is bidding to win multiple terms. The much more significant difference
between these two situations is that the bidder wanting to bid on a combination of 1-year
and 3-year terms sees these products as substitutes rather than complements. Products are

substitutes when one can be used instead of another, like Coke® and Sprite®. Someone
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who likes both Coke® and Sprite® might like to buy cans of both, but if the price of
Sprite® were to triple, this person conceivably would turn to buying only Coke®.
Similarly, should pricesin the Auction be different from the bidder’s initial expectations,
for example because the difference in prices unexpectedly favors the 1-year term over the
3-year term, the bidder will likely adjust its bidding strategy to supply more on a one-year
horizon and less on a three-year horizon. Practically speaking, the bidder will switch
tranches from the 3-year contract into the 1-year contract. With prices sufficiently
different from itsinitial expectations, the bidder could change its mind entirely, switching

all itstranches into the 1-year term to bid to supply only the 1-year contract.

What is the importance of this bidder’ s incentive to switch from one term to another in an
Auction that hasamix of 1-year, 2-year, and 3-year terms?

It is the ability and incentive of bidders to switch that establishes prices for the 1-year, 2-
year, and 3-year terms that are consistent with the market’s view of differencesin cost of
serving these different terms. Bidders can and do respond to a price differential between
two products that is larger than what they believe is warranted by the difference in costs
or in risk. Bidders respond by switching tranches to the higher-priced product.
Switching to the higher-priced product makes the price of this product tick down faster
and closes the differential in price. At the end of the Auction, the prices of the different

terms and products are consistent with the market’ s views.

In an Auction with consecutive one-year terms, would switching occur in the same way
to establish prices that are consistent with the market?
The incentives to switch are damaged and diminished in an Auction with consecutive

one-year terms. Consider this time a bidder interested in serving a three-year contract in

Docket 06-0800 Page 16 of 16 Auction Manager Exhibit 2.0



331

332

333

334

335

336

337

338

339

340

341

342

343

344

345

346

347

348

349

350

351

352

353

an Auction with consecutive one-year terms. The bidder bids on each of the three
consecutive one-year terms. These contracts are complements for such a bidder. Just
like having only one right shoe, this bidder may place little value on obtaining only a
Year 2 contract without also obtaining a Year 1 and a Year 3 contract. Stated another
way, the price at which the bidder would be willing to serve the Year 2 contract alone
may be high compared to the average price at which the bidder would be willing to serve
the Year 1, Year 2, and Year 3 contracts together. Should prices in the Auction be
different from the bidder’s initial expectations, for example because the difference in
prices between the Year 2 and the Year 3 contracts unexpectedly favors the Year 2
contract, the bidder will not have the same incentive to switch tranches from the Year 3
contract toward the Year 2 contract. The bidder is interested in obtaining all three
contracts together and will not systematically bid to substitute one contract for another.
The bidder does not press the lever that would bring the price of the Year 2 contract
down. What is relevant to this bidder is the average price that the bidder could obtain
from serving all three years, and the price for any one of these terms is of much lesser
relevance. Although the bidder has the ability to switch, the bidder does not have an
incentive to switch from one contract term (or product) to another in response to the

prices of these two terms.

Are you saying that there would be no circumstances in which a bidder would switch
from one contract term to another in an Auction with consecutive contract terms?

No, there is a sharp lessening in the incentives to switch among products, and the
incentives to switch are damaged, but they are not totally absent. For example, our

bidder wanting to supply over a three-year term may reconsider its strategy when it sees

Docket 06-0800 Page 17 of 17 Auction Manager Exhibit 2.0



354

355

356

357

358

359

360

361

362

363

364

365

366

367

368

369

370

371

372

373

374

that the difference in prices between the Year 2 and the Year 3 contracts unexpectedly
favors the Year 2 contract. This outcome could be unexpected to the bidder because a
one-year contract a year further into the future should carry more risk and everything else
egual should command a higher price. On that basis, the bidder could decide to supply a
two-year term instead, covering only Year 1 and Year 2. The bidder could simply
withdraw its tranches of Year 3 to accomplish this. Alternatively, the bidder could aso
switch its Year 3 tranchesinto Year 1 and Y ear 2 tranches. It would switch into both the
Year 1 and Year 2 tranches because the bidder would consider these two terms as
complements and would want to supply both together. The bidder would switch from
Year 3 into Year 1 even if, everything else being equal, the difference in price between
Year 3 and Year 1 favored Year 3; in other words, the bidder could be willing to switch
toward a less favorable product as long as the combination of Year 1 and Year 2 was
sufficiently attractive. This is what | mean when | say the incentive to switch is
“damaged”: bidders can no longer be expected to behave by systematically switching
toward products and terms that are higher-priced when the price differential between
these products is too wide and putting downward competitive pressures on the prices of

these higher-priced products.

If this lessening of the incentives to switch among products or terms in an Auction with
consecutive one-year terms occurs, what is the consequence?
The consequence is that the prices in the Auction may not be as competitive or as fully

reflective of the market.
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Do you expect a structure with consecutive one-year terms to have other effects on
bidding behavior, especialy on the bidding behavior of bidders seeking multiple-year
contracts?

Yes. | expect agiven bidder that seeks a multiple-year contract (i.e., aterm of two years
or three years starting in June 2008) to bid less aggressively in an Auction with
consecutive one-year terms. By “less aggressively,” | mean that | expect such a bidder
would be unwilling to offer as high a quantity into the Auction and/or would be unwilling
to accept as low a price. Such a bidder is seeking to win tranches of several termsin a
given proportion — buying right and left shoes separately and trying to assemble them into
pairs — but the bidder realizes ahead of time that it may not succeed. Thereis arisk that
the bidder will not win the different terms in its preferred proportions and/or that it will
win only one component of its preferred combination at a price that is unattractive. For
example, a bidder could withdraw from bidding on both Year 1 and Y ear 2 once it can no
longer compete at the average price of Year 1 and Year 2, but it nevertheless wins
tranches of Year 2 at a price that it believes is unattractive. The bidder will anticipate
these risks and will devise its bidding strategy to avoid these risks. For example, instead
of withdrawing from bidding on both Year 1 and Year 2 only once it can no longer
compete at the average price of Year 1 and Year 2, the bidder may withdraw from
bidding earlier, when it still finds the price for Year 2 attractive on a stand-alone basis.
This results in a lessened downward pressure on prices. This may aso result in an
inefficient alocation of load. This would occur if the bidder bidding on both Year 1 and
Year 2 would have been willing to offer alower price than bidders that won the Year 1

and Year 2 contracts separately if it had an assurance of winning the tranches in the
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desired proportion. But without that assurance, the bidder bidding on both Year 1 and
Year 2 withdrew from bidding earlier, and other bidders won the Year 1 and Year 2
contracts separately at higher prices.

A bidder’s bidding strategy in an Auction with consecutive one-year terms is
necessarily more complicated for several reasons. First, it must evaluate a number of
additional risks and potential outcomes, such as winning a contract for only one piece of
its desired combination. Second, a bidder will base its decisions not only on the prices
for each one-year contract, but on various weighted averages of these prices that the
bidder will need to calculate round by round. Third, it is aso necessarily more
complicated because bidders have an opportunity to bid on the same contract term in
multiple auctions. For example, the contract term of June 2010 to May 2011 is bid out in
the 2008 Auction (as “Year 3”), and in the 2009 Auction (as “Year 2”), and in the 2010
Auction (as“Year 1"). A bidder that wants to bid on the contract term from June 2010 to
May 2011 not only can decide how much to bid, but can aso decide when (in which
Auction) to bid. These complications will result in higher preparation costs for bidders
and, | would expect, additional requests for extensions and pauses, increasing the time

required to complete the Auction.

Have professional economists specializing in auctions and game theory studied auctions
in which bidders bid on products that are complements, as in the Auction with
consecutive one-year terms?

Yes, they have, particularly auctions in which bidders acquire licenses to use certain
frequencies of the electromagnetic spectrum to provide a communication service, such as

cell phone service. Sometime in these auctions, some bidders will seek to establish a
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geographic footprint by acquiring several licenses for different cities or regions. A bidder
in this case sees the licenses for the various regions as complements. The issue
associated with a bidder winning some but not all of its preferred combination — just as
our bidder in the Auction with consecutive one-year terms winning only Year 2 — has
been dubbed the “exposure problem”. Professor Klemperer defines it as follows: “some
bidders may therefore end up stuck with objects that are worth very little to them because
they failled to win complementary objects (this is called the exposure problem), while

other bidders may quit the bidding early because of fear of this. Thus inefficiencies are

likely.” (Auctions. Theory and Practice, Princeton University Press, 2004, p. 63). In
genera, these economists recognize that inefficiencies could occur in these contexts and
recognize the new risks that bidders face. Auction theorists also point out that these
problems of inefficiency in allocation and pricing are exacerbated if some bidders view
the products as complements while others view the products as substitutes (Paul

Milgrom, Putting Auction Theory to Work, Cambridge University Press, 2004 p. 278).

Is there a way to resolve these inefficiencies and risks?

Perhaps. Professional economists specializing in auctions and game theory have been
studying auctions with “package bidding.” Package bidding means that bidders can bid
on any combination of products that they like without the risk of winning only some (but
not al) of the products in their preferred combination. Package bidding in the case of
consecutive one-year contracts would mean that a bidder wanting to supply a three-year
contract would be able to specify that it isbiddingon Year 1, Year 2 and Y ear 3 contracts
in fixed proportions, but that it does not want to win any one of these terms without the

others. Studying these auction formats involves the development of various rules to
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evaluate bids and determine winners. This design seeks to eliminate the risk faced by
bidders that | mentioned earlier, where bidders would bid less aggressively to avoid the

possibility of winning one-year terms in a suboptimal combination.

Are you advocating combining Staff’s structure of consecutive one-year terms with
package bidding?

No. Package bidding is still under study and the Federal Communications Commission
has not yet conducted auctions with package bidding as described above. There is an
easy way to approximate package bidding, which is to offer bidders the packages or
combinations that they are likely to want. The ComEd and Ameren Illinois Utilities
proposal, in offering 1-year and 3-year terms to bidders, does exactly this. Thisis aso

what Staff’s alternative proposal does, adding a 2-year term into the mix.

What do you conclude?

Staff puts its preferred approach forward with the objective of enhancing competition.
Staff rightly observes that “some suppliers have a comparative advantage in making
shorter-term commitments while other bidders have a comparative advantage in making
longer-term commitments’ (ICC Staff Exhibit 1.0, lines 399-401). However, what the
structure of consecutive one-year terms does is prevent bidders that have a comparative
advantage in making longer-term commitments from being able to offer prices that are
fully reflective of this comparative advantage. Such bidders face new risks through this
structure, risks that they do not face with amix of 1-year, 2-year and 3-year products, and
risks that |1 expect will cause them to bid less aggressively. | conclude that Staff’s

preferred approach may not achieve Staff’s goal of improving the Auction as it would
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result in less aggressive bidding, as it may fail to deliver competitive prices that are fully
reflective of the market and may lead to an inefficient allocation of load.
How do you respond to Staff’s belief that the structure of consecutive one-year terms
would enhance competition?
| believe that this analysis may be too narrow. Staff’s first reason to believe that the
structure of consecutive one-year terms would enhance competition is that this structure
would “facilitate direct competition between suppliers.” This appears to mean that Staff
believes that the Year 1 contract will benefit from all bidders (bidders with a comparative
advantage in making shorter-term commitments and bidding with a comparative
advantage in making longer-term commitments) competing to win this contract. Even if
al bidders did compete for the Year 1 contract, it would not be a benefit to customers.
First, as | explained above, bidders with a comparative advantage in making longer-term
commitments will not bid as they would have if they were bidding on a single three-year
term. They will bid less aggressively and potentially offer less into the Auction. Second,
there is no free lunch. The bidders with a comparative advantage in making longer-term
commitments will continue competing with bidders with a comparative advantage in
making shorter-term commitments at lower Year 1 prices only if the priceson Year 2 and
Year 3 —averaged in with the Year 1 price — are high enough to compensate them for the
supply they are offering. What is gained on the price of the Year 1 contract would be lost
on the prices of the Year 2 and Y ear 3 contracts.

Staff’s second reason to believe that this structure enhances competition is that
bidders with capacity tied up for the first and/or second 12 months would participate in

an Auction with consecutive one-year terms but would not participate in an Auction with
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amix of 1-year, 2-year, and 3-year terms. Of course thisis possible. However, | would
expect any effect on competition to be small, for two reasons. First, many bidders in the
Auction are sophisticated traders that are able to assemble the various components of the
full-requirements service, including capacity, in the wholesale markets; the fact that a
bidder cannot hedge with its own generation would not prevent its participation in an
Auction with a mix of 1-year, 2-year, and 3-year terms. Second, a bidder with capacity
tied up for the first and/or second 12 months would have the choice of participating in the
2008 Auction and bidding on a contract term starting more than one year hence, or of
participating in the 2009 Auction and bidding on a contract term starting in a few months.
Bidding closer to the supply period means less uncertainty for the bidder regarding future
price movements. | do not see it as a foregone conclusion that the bidder would
participate in the 2008 Auction and compete vigorously for the Year 2 or Year 3 product
when such a bidder has the opportunity to wait and bid with better information in the

2009 Auction.

Do you have additional data on how suppliers are likely to view Staff’s preferred option?
Yes. Inthe prospective supplier survey, submitted as Auction Manager Exhibit 1.8 in my
direct testimony, we asked respondents their opinions regarding various term structures
for the CPP-B and BGS-FP products for residential and small non-residential customers.
Responding suppliers ranked three options: a ladder of three-year contracts (option A),
three consecutive one-year contracts (option B), and a blend of one-year and three-year
contracts (option C).

Option B was most preferred by three respondents and least preferred by six

respondents (Auction Manager Exhibit 1.8, p. B-1). This is compared to no respondents
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who ranked option C (the mix of 1-year and 3-year contracts) as the least preferred
option. While no respondent believed that option B would preclude them from
participating in the 2008 Illinois Auction, 4 respondents believed that they would reduce
thelir level of participation.

Most of the respondents that disliked option B provided lengthy comments to
explain their position. These respondents maintained that option B would be more
difficult to price due to the awkward possibility of having a gap in the supply period.
They also maintained that option B would create risks that could not be actively managed
and would create difficulties in hedging due to the fact that the supply period could begin
one to two years after the auction. One respondent wrote “Option B does not provide for
enough interplay with retail markets and will likely result in more price voldtility,

jeopardizing both the auction process and results’ (Auction Manager Exhibit 1.8, page 3).

Y ou have testified at length on the negative consequences of the structure of consecutive
one-year terms. Do you think that Staff’s alternative proposal, a mix of 1-year, 2-year,
and 3-year contracts suffers from the same flaws?
No. Asl testified above, amix of 1-year, 2-year, and 3-year contracts will not be seen as
complements by bidders in the way that consecutive one-year terms would be seen as
complements. This mix of 1-, 2- and 3-year contracts present bidders with combinations
that are likely to be their preferred combinations. Staff’s aternative proposa avoids the
negative consequences of their preferred alternative.

Further, | believe that the Staff proposal for aterm structure mix of 1-year, 2-year,
and 3-year contracts would have benefits for the 2008 Auction that are similar to the

benefits of ComEd and the Ameren Illinois Utilities proposal for a term structure mix of
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1-year and 3-year contracts. Staff’s aternative structure, compared to having a single
contract term, would lead to a wider pool of suppliers, which serves to deliver reliable

supply to customers at competitive market prices.

Do you have any further information regarding how bidders would view a mix of 1-year,
2-year, and 3-year terms compared to a mix of 1-year and 3-year terms?

Yes. Based on the results of the prospective supplier survey (Auction Manager Exhibit
1.8, page B-9), the response of prospective suppliers is mixed. While no supplier is
averse to a 2-year term, few suppliers (5 respondents) believe that there are definitely
benefits to adding a 2-year term to a mix of 1-year and 3-year terms (Auction Manager

Exhibit 1.8, pages B-8 to B-9).

Mr. McNeil in recommending a blend of 1-year and 3-year products provided an
illustration to show how the product term structures in the next few Auctions could be
designed to achieve a transition to the recommended term structure (ComEd Exhibit 1.0,
lines 477-488). Would this transition be complicated by the presence of the 2-year term?

Not necessarily. There are several options available to achieve a transition to a state
where the load of residential and smaller non-residential customers would be divided
equally between a 1-year, a 2-year, and a 3-year term. | provide two simple examples
below of how this transition could occur. Under option 1, only a 1-year and a 3-year
term would be offered in the 2008 Auction and the number of tranches would be the same
for each of these two terms. Starting in the 2009 Auction, the load of residential and
smaller non-residential customers would be divided equally between a 1-year, a 2-year,
and a 3-year term and the number of tranches would be the same for each of these three

terms. Under option 2, a 1-year, a 2-year, and a 3-year term would be offered starting
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558 with the 2008 Auction. However, it would take until the 2010 Auction for the number of

559 tranches offered to be the same for all products.
560 Option 1:
76 Load
%B/FP  Allocated % Load Served Under
Auction Load to Each 36 Mo. Contracts
Year Procured Contract Annually
2007 2008 2009 2010 2011 2012 2013
2006 100% 33.33%
33.33%)
33.33% 33.33%
2008 33%j B/FP-17 expires 33.33% load at auction
16.67% [.50*33.33%]
16.67% [.50*33.33%)] 16.67+33.33=50%
2009 50%) B/FP-29 expires 33.33% + 16.67% from 2008 Auction = 50% load at auction
16.67% B [ 33-50%
16.67% 2-year [.33*50%]
16.67% B [ 33+50%] 16.67+16.67+33.33=66.67
2010 50%) B/FP-41 expires 33.33% + 16.67% from 2009 Auction = 50% load at auction
16.67% [ 250%)
16.67% 2-year [.33*50%]
16.67% B [ 3350%]  |16.67+16.67+16.67=50%
561
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Option 2:

Auction
Y ear

% Load
%B/FP  Allocated
L oad to Each % Load Served Under 36
Procured Contract Mo. Contracts Annually

2007 2008 2009 2010 2011 2012 2013

2006 100%, 33.33%

33.33%

33.33% 33.33%

2008 33%) B/FP-17 expires 33.33% load at auction

6.67% B [ 203333

10.00% 2-year [.30*33.33%]

16.67% B [ 50+33.33%] 16.67+33.33=50%
2009 40%) B/FP-29 expires 33.33% + 6.67% from 2008 Auction = 40% load at auction

6.67% B (16 40%)

16.67% 2-year [.42+40%)]

16.67% B [ 42+ 40%) 16.67+16.67+33.33=66.67%
2010 50% B/FP-41 expires 33.33% + 16.67% from 2009 Auction = 50% load at auction

16.67% B 3350%)

16.67% 2-year [.33°50%]

16.67% B (33+50%]16.67+16.67+16.67=50%

Docket

The Issues List includes the proposal that the notional quantity language found in the
second paragraph of Section 5.4.a of the Supplier Forward Contracts be made optional, at
the supplier’ s discretion. Do you support this recommendation?

No, | oppose this recommendation. The 2006 Auction had a single standard contract that
was used by all suppliers to a given utility. All bidders know the terms under which
supply will be provided because the terms are standardized and are set forth in an
agreement that is made available well in advance of the Auction. Given that all
prospective bidders accept these terms before the Auction, and given that all prospective
bidders are required to meet the same standard qualification requirements, bids can be

compared strictly on a price basis. The determination of the final prices and of the
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winners at the auction can then be made in a transparent way through the clock auction
format. A standard contract is also essential for ensuring fairness to al bidders; a process
that is known to be fair in turn promotes participation in the Auction.

The proposal that this provision be optional is tantamount to proposing that the
contract for the 2008 Auction not be standard and suppliers would potentially be
competing on different terms. While the proposal is described as an optiona choice by
the seller, any contract ateration that a supplier desires could be made optional. The fact

that it is optional does not change the fact that it makes the contract non-standard.

Could accepting optional language in the Supplier Forward Contracts associated with the
2008 Auction have other implications for future Auctions?

Yes. Despite the fact that the option or change is portrayed as innocuous, if this
recommendation for optional language in the Supplier Forward Contracts is adopted, this
would set a precedent by which the Supplier Forward Contract could be tailored to
different situations. This could encourage demands by suppliers for more supplier-

specific terms at the “supplier’ s option.”

Auction Format and Benchmark
Dr. Rose recommends that wholesale market prices be used as an appropriate benchmark
to evaluate the auction results (AG Exhibit 1.0, lines 39-41). Do you agree with Dr.
Rose?
No, | do not agree with his recommendation.

First, a a basic level, the products that are procured through the Auction — i.e,,
fixed-price full requirements service for Illinois utilities customers — do not have an

analogue in the wholesale markets. There is no visible product that is traded in the
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wholesale market upon which a direct comparison can be made. Any wholesale market
price benchmark is therefore at best imperfect.

Second, the proposal for a benchmark appears to ignore the fact that goals for the
Auction process were established in the Procurement Dockets, and that specific criteria
were established to conclude whether or not these goals were met. These are discussed
extensively in my direct testimony (Auction Manager Exhibit 1.0, lines 248-295). The
Commission has the ability to consider al information regarding the Auction process in
its entirety, including the evaluation of how the Auction process has or has not met its
goals. The Commission has the ability to consider any wholesale market information it
wishes in reaching its conclusions. There is no reason for the Commission to ignore this
wealth of its information and make its decision on the auction results by sole reference to

abenchmark.

Does Dr. Rose have a proposal for what benchmark to use?

No. Dr. Rose's recommendation, in addition to being conceptually flawed, also suffers
from lack of detail. Dr. Rose does not define what an appropriate wholesale market price
“benchmark” would be or how differences between this benchmark and the auction

product would be considered.

Dr. Rose recommends that the Commission consider a reserve price based on the
wholesale market price (AG Exhibit 1.0, lines 213-216). Do you agree that this
recommendation is an improvement for the Auction process?

No, | do not believe areserve price as he recommends would be an improvement for the

Auction process.
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By reserve price, | understand that Dr. Rose means the highest price that the
Commission will accept. If a supplier bids above the reserve price, the Commission
would automatically reject the bid, and conversely, if the final auction price were at the
reserve price or below, the Commission would automatically accept the bid.

Dr. Rose does not cite any literature or evidence to support his proposal that
setting a reserve price would lead to an improvement. | discussed this issue in my
testimony in the Procurement Dockets (ComEd Exhibit 19.0 lines 2216-2338 in Docket
05-0159, and Resp Ex. 19.0 lines 1836-1957 in Dockets 05-0160, 05-0161, and 05-0162).
There is awell-established result that, under very specific conditions, the best way to sell
an item is to use a standard auction (like the one used at Christie's) with an announced
reserve price. Thisresult is shown by Riley and Samuelson (Riley, John G & Samuelson,
William F, 1981. "Optimal Auctions,” American Economic Review, American Economic
Association, vol. 71(3), pages 381-92) and Myerson (Roger Myerson, “Optimal Auction
Design”, Mathematics of Operations Research, 1981, 6, pp. 58-73). These studies are
couched for an item for sale — they can be trandated for procurement to say that the best
way to procure an item (in terms of getting the best price for the buyer) is to use a

standard auction with an announced reserve price.

Why do you specify that the reserve priceis “announced” ?

According to these studies, for the best price to be achieved under those specific
conditions, generally speaking the buyer has to: 1) set areserve price below the amount at
which the buyer would personally be willing to purchase; 2) announce this reserve price
to the sellers; and 3) absolutely commit to buying if the reserve price is met and to not

buying if it is not. In the context of procurement for the Illinois Utilities, it would mean
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that the Commission would pre-announce a price and would relinquish any other ability
to review the bids. As long as the announced reserve price was met, the Commission

would not have the ability to reject the bids.

What are the “very specific conditions’ that you refer to above?

The specific conditions needed are the following:

1. There is afixed number (“n") of bidders at the auction.
2. The bidders bid independently.
3. The bidders are risk-neutral .

4, The “independent private values’ model describes the uncertainty faced by
bidders.

These conditions mean the following. The first condition means that the number of
bidders is given; in particular, the number of bidders cannot be influenced by the choice
of qualification criteria or auction format. The second condition means that bidders are
not colluding and are competing vigorously against one another. The third condition
means that bidders would neither be willing to pay to avoid risks nor would they be
willing to pay to be allowed to take risks. The last condition means that the evaluations
of the n bidders for the tranches at auction can be usefully modeled mathematically as n
independent draws from a given probability distribution. When this condition holds, it is

not valuable for a bidder to learn another bidder’s evaluation of the item in the auction.

Do you find that these conditions are applicable in the case of the procurement of full-

reguirements tranches?
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There are association rules that ensure that bidders bid independently, but the other
conditions named above are unlikely to apply to the procurement of full-requirements
tranches in the Illinois Auction. Most obviously, the last condition is unlikely to hold
because many bidders in the proposed auction will make an assessment of the same
future market opportunities and risks in putting together their bids. When assessing a
common market opportunity, one bidder’s evaluation is useful information to another

bidder, and the last condition discussed above would fail.

Dr. Rose states that “alowing the direct procurement of power through a sealed bidding
process may result in lower prices, if direct negotiation with suppliers is used to
determine a price” (AG Exhibit 1.0, lines 202-204). Do you agree that this proposal can
lead to an improvement in the Auction process?

Dr. Rose' s testimony in this regard is entirely vague and cannot be considered a proposal.
Dr. Rose is considering some combination of direct negotiations with suppliers and a
sealed bidding process and it is not even clear what his proposal is let alone whether it

would lead to an improvement.

Application Process

Ms. Phipps recommends to supplement the current review process for the Part 1
Application to require applicants to provide their calculation of Tangible Net Worth
(“TNW”), or the guarantor's TNW, depending on the entity fulfilling the financia
requirements, to show how they calculated it, and to provide citations to their financia
statements for each component of that calculation (ICC Staff Exhibit 2.0, lines 50-56).

What rationale does Ms. Phipps present for this recommendation?

Docket 06-0800 Page 33 of 33 Auction Manager Exhibit 2.0



688

689

690

691

692

693

694

695

696

697

698

699

700

701

702

703

704

705

706

707

708

709

710

Ms. Phipps noted that Intangible Assets (e.g., goodwill, patents, copyrights and
trademarks), which are needed for the calculation of TNW, are not always provided in a
uniform format in financial statements. Ms. Phipps believes that asking applicants to
provide an estimate of TNW against which the credit and application team can compare
its own estimate would help determine the sources of any differences and lead to a more

accurate estimate (ICC Staff Exhibit 2.0, lines 58-67).

What recommendation did you make in your direct testimony on this issue?

In my direct testimony (Auction Manager Exhibit 1.0, lines 1247-1261), | opposed
Staff’ s recommendation to require each prospective supplier to provide in its application
a calculation of the entity’s TNW with citations to financial statements to support their
calculation. | stated that this requirement to provide a calculation of the TNW islikely to
be prone to error and can only increase the number of deficiencies associated with the
Part 1 Application. Also, prospective suppliers will need to devote additional resources to
completing the application, while the team that reviews the applications continues to

perform their own calculation from the suppliers’ financial statements.

Having reviewed the arguments from Ms. Phipps, are you prepared to agree with her?

No. | still believe that requiring applicants to provide a detailed calculation of the TNW
has more disadvantages than advantages. However, | am prepared to support an
amendment to Ms. Phipps recommendation, which may accomplish her objectives while
failing to increase significantly the number of deficiencies associated with the Part 1
Application. | would propose that applicants have the option to provide the entity’s TNW
with supporting citations to their financial statements. If an applicant were to provide this

information with all supporting citations, the applicant would be assured that their
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calculation would be considered by the credit and application team in coming to their
own determination. If the credit and application team came to another conclusion, the
reason for this difference would be provided to the applicant. If an applicant did not
provide this information, the Auction Manager team would prepare the TNW ahead of
time with references to financial statements so that the credit and application team can
work more efficiently. In this latter case, the applicant would not be provided with the
credit and application team'’s calculation and would not have an opportunity to present its
own calculation for consideration by the credit and application team.

This amendment provides an incentive for applicants to provide the information
and submit accurate information while at the same time alowing entities that must
expend considerable resources (perhaps in obtaining internal approvals for the
calculation) not to provide this information. It is then likely that the applicants that do
provide this information with all supporting documentation will do so accurately, thereby
minimizing the deficiencies at the Part 1 Application stage. Further, the credit and
application team will always be working with an estimate of the TNW as the Auction

Manager team will prepare this estimate if it is not provided by the applicant.

V. Timelineand Confidentiality

Q.

Dr. Kennedy and Mr. Zuraski recommend either: (a) for Staff to be granted an additional
day for providing its Confidential Report to the Commission and thus extend the review
period for the Commission from five to six days; or (b) for the Auction Manager’s report
to be produced in one business day rather than two business days (ICC Staff Exhibit 1.0,
lines 142-152). Do these options accord with your own recommendation in your direct

testimony?
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Yes. As discussed in my direct testimony (Auction Manager Exhibit 1.0, lines 1233-
1246), | recommend that the Auction Manager provide the Confidential Report of the
Auction Manager one business day after the close of the auction. This recommendation
will provide Staff with an additional day to review the Auction Manager’s report and

maintain the overall five-day Commission review period.

Dr. Kennedy and Mr. Zuraski propose that the term “confidential bidding data’ be
clarified in both ComEd's Rider CPP and the Ameren lllinois Utilities Rider MV to
include all bidding data except for: (1) the names of the winning bidders; (2) the precise
number of registered bidders, the ranges of excess supply for each section and the going
prices for each product reported to bidders during the auction, and the number of tranches
of each product won by each of the winning bidders; and (3) any other information that
the Auction Manager and the Staff deem necessary to convey in their public reports on
the auction as described in the CPP Documents section and the CPA Documents section
of ComEd's Rider CPP and the Ameren lllinois Utilities Rider MV, respectively (ICC
Staff Exhibit 1.0, lines 509-532). Do you agree with this recommendation?

Yes. | agree with Staff’ s recommendation.

The Issues List contains a proposal to move subsequent Illinois Auctions up to early
December in each year. This would allow more time for bidders to prepare between the
largest wholesale full requirements statewide load auctions (in Maryland, New Jersey and
lllinois). Would you like to comment on this?

Yes. | believe that this proposal cannot be incorporated for the 2008 Illinois Auction but

should be considered for future Auctions. It will be important to the success of future
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756 Auctions to make sure that the Illinois Auction takes place at a time when suppliers are

757 able to prepare adequately and commit the resources necessary for participation.

758 Q. Does this conclude your rebuttal testimony?

759 A, Yes.
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