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ILLINOIS COMMERCE COMMISSION 1 

DOCKET NO. 06-0800 2 

REBUTTAL TESTIMONY 3 

OF 4 

JAMES C. BLESSING 5 

I INTRODUCTION 6 

Q. Please state your name and business address. 7 

A. My name is James C. Blessing.  My business address is 1901 Chouteau Avenue, 8 

St. Louis, Missouri 63103. 9 

Q. Are you the same James C. Blessing who filed direct testimony in this 10 

proceeding? 11 

A. Yes. 12 

Q. What is the purpose of your rebuttal testimony?     13 

A. The purpose of this testimony is to respond to certain of the statements and 14 

concerns expressed by intervenors in their direct testimony in this case.  My 15 

failure to address a particular statement or argument should not be construed as an 16 

endorsement of the same. 17 

II SUPPLIER FORWARD CONTRACT (SFC) 18 

Q. What is the purpose of this section of your rebuttal testimony? 19 

A. The purpose of this portion of my rebuttal testimony is to respond to certain non-20 

credit related SFC issues raised by Dynegy witness Mr. Barry Huddleston.  Credit 21 

related issues raised by interveners are being addressed by Mr. Timothy L 22 

Moloney on behalf of the Ameren Illinois Utilities. 23 
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Q. What non-credit related issues will you discuss that were raised by Mr. 24 

Huddleston? 25 

A. I will address the following issues raised in Mr. Huddleston’s direct testimony: 26 

1. Damage provisions contained in Section 5.3.c.   (Lines 215-233) 27 

 2. Sharing of the impacts of changes in MISO Rules.  (Line 251-267) 28 

 3. A penalty imposed on the utility if the supplier is unable to supply due to 29 

infrastructure problems on the utilities’ system. (Lines 269-298) 30 

 4. Line of Demarcation for taxes.  (Lines 299-308) 31 

 5. Procurement of Ancillary Services.  (Lines 309-345) 32 

 6. Separate SFCs for each of the three Ameren Illinois Utilities.  (Lines 346-33 

357) 34 

 7. Utility Assignment of SFC.  (Lines 233-249) 35 

Q. Please discuss the first Dynegy SFC issue. 36 

A. Mr. Huddleston seeks to include in the SFC damage provisions related to the 37 

failure of the Ameren Illinois Utility to accept Basic Generation Service – Fixed 38 

Pricing (“BGS-FP”) Supply, language which is symmetrical to the damage 39 

provisions contained in Section 5.3.b that result of a BGS-FP Supplier default. 40 

(DYN Exhibit 1.0 at page 10)  After reviewing Mr. Huddleston’s testimony and 41 

proposed changes to the SFC, the Ameren Illinois Utilities are willing to accept 42 

the change in concept and agree to make the following modifications to the SFC 43 

in order that Sections 5.3.b and 5.3.c be symmetrical.  We believe, on balance, 44 

this is a fair compromise. 45 
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5.3.c Failure By the Company to Accept BGS-FP Supply Tendered by the 46 

BGS-FP Supplier 47 

Damages resulting from the failure of the Company to accept BGS-48 
FP Supply tendered by the BGS-FP Supplier necessary to meet the BGS-FP 49 
Supplier Responsibility Share of BGS-FP Load under this Agreement shall 50 
consist of the positive difference (if any) between the amounts that would 51 
have been payable to the BGS-FP Supplier hereunder had the Company 52 
accepted the BGS-FP Supply tendered by the BGS-FP Supplier necessary to 53 
meet the BGS-FP Supplier Responsibility Share of BGS-FP Load under this 54 
Agreement minus the amount realized by the BGS-FP Supplier in disposing, 55 
in a reasonable commercial manner, of the BGS-FP Supply not accepted by 56 
the Company; provided, however, that the Company shall not be required to 57 
accept quantities of Energy, Capacity or any other component of BGS-FP 58 
Supply utilized by Customers on an instantaneous basis as a function of 59 
electrical load, in excess of such Customers’ instantaneous consumption of 60 
such component of BGS-FP Supply.  Damages include, but are not limited 61 
to the following: 62 

(i) all charges that are assessed by the MISO to the BGS-FP 63 
Supplier that, but for the Company’s failure to accept delivery, would not 64 
have been charged to the BGS-FP Supplier; 65 

(ii) reasonable administrative and legal costs associated with 66 
disposing of the BGS-FP Supply for which the Company failed to accept 67 
delivery; and 68 

(iii) financial hedging costs reasonably incurred by the BGS-FP 69 
Supplier as a result of having to dispose of  BGS-FP Supply for which the 70 
Company was obligated, but failed, to accept delivery pursuant to this 71 
agreement. 72 

 73 

Q. Please discuss the second Dynegy SFC issue. 74 

A. Mr. Huddleston proposes that the SFCs be modified to provide for a sharing of 75 

the cost of MISO rule changes between suppliers and the Ameren Illinois 76 

Utilities.  The Ameren Illinois Utilities do not agree with this change.  I would 77 

first note that Mr. Huddleston’s testimony is more than a bit misleading in its 78 

description of this issue.  When one makes a detailed reading of DYN Ex. 1.1, it 79 
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is quite evident the actual language Mr. Huddleston proposes to include in the 80 

SFC does not represent a simple sharing of such consequences.   Rather, it is clear 81 

that he only proposes to share the consequences of such a rule change when they 82 

are negative to the supplier – thus continuing to have 100% of any positive 83 

consequence accrue to the benefit of the supplier.  Intentional or otherwise, this is 84 

not an appropriate sharing as Mr. Huddleston’s testimony reads.  Second, the long 85 

list of changes referenced in the language goes far beyond MISO rule changes to 86 

include such nebulous terms as MISO “pricing”, “market conditions” and “market 87 

rules”.   I am simply unable to determine the limits – if any – of what he is 88 

suggesting.  As I read this language, any changes in market conditions – e.g., 89 

something as simple as the supply and demand balance, the price of crude oil, 90 

changes in weather patterns or a change in forward pricing – will now result in a 91 

sharing of any negative consequences (as the positive consequences are fully 92 

retained by the supplier).   Such far-reaching, ambiguous language is clearly 93 

unacceptable.  Third, I would ask how such “adverse financial consequences” 94 

could reasonably be determined.   While it may appear easy to determine the 95 

consequence of a price change, for example, with specified prices and volumes; 96 

attempting to quantify the cost of a change such as what time MISO closes the 97 

day-ahead demand bidding, for example, is nearly impossible, and even then 98 

purely theoretical.   I suggest the adoption of Mr. Huddleston’s proposal will 99 

result in near-constant litigation over the minutia of each change that any given 100 

supplier may divine.  The SFCs should not be modified to incorporate such 101 

sharing language – particularly language which would force the Ameren Illinois 102 
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Utilities to share the cost of negative consequences without being able to enjoy 103 

any of the benefit of positive consequences and which is so broad in scope as to 104 

be nonsensical.   This is especially so when one considers that the consumer bears 105 

the ultimate cost of a MISO rule change, whether borne by the supplier and 106 

incorporated in its pricing, or shared between such a supplier and the utility, with 107 

the latter including such costs within the customer’s rate.  The customer will only 108 

see a savings to the extent that the level of the winning bids at auction is lower 109 

than it would be otherwise AND that this reduction is greater than the cost 110 

transferred to the utilities and incorporated into rates.  Put simply, the intent of the 111 

Auction process is not to make the price of the auction products the lowest 112 

possible, but rather to end up with the lowest overall cost to the consumer when 113 

all things are considered.   114 

Q. As indicated earlier, Mr. Huddleston’s proposal regarding this second issue 115 

also includes a provision that the Ameren Illinois Utilities’ would bear 100% 116 

of the negative consequences of any such change which they initiated or 117 

proposed.  Do you agree with this particular portion of his proposal? 118 

A. No.  As detailed above, the entire proposal should be rejected as even the premise 119 

behind the proposal is in error.  The MISO Stakeholder process involves a wide 120 

variety of market participants; including suppliers, generators, LDCs, regulators, 121 

municipalities, cooperatives, customer groups and industry consultants.  No single 122 

participant is able to dictate change.  In fact, the voting structure within this 123 

process is such that those with common ownership have a single vote.  For 124 

example, all of the Ameren utilities – both in Illinois and Missouri, Ameren 125 
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Services Company, Ameren Energy Marketing, Ameren Energy Resources, etc. – 126 

collectively have one vote.  Similarly, Dynegy, and all of the associated entities 127 

within Dynegy have one vote.   The smallest co-op member of MISO has one 128 

vote. Change in the Stakeholder process is effected through majority support of 129 

the 96 stakeholders who hold a vote and clearly having only one vote for the 130 

entire corporate family does not allow the Ameren Illinois Utilities to dictate 131 

change.   Further, given the voting structure within MISO, I am unclear as to how 132 

Mr. Huddleston would determine that one of the Ameren Illinois Utilities had 133 

initiated or proposed a change.  I foresee even more dispute and litigation over 134 

this issue as suppliers may attempt to cast any proposal by any Ameren entity – 135 

even one which was itself a BGS Supplier - as initiated by one of the three 136 

Ameren Illinois Utilities.  Additionally, Mr. Huddleston’s proposed language 137 

would seemingly attempt to discourage the utilities from proposing changes at 138 

MISO, which are beneficial to the overall market, but which may have a negative 139 

consequence for certain entities. 140 

Q. Please discuss the third Dynegy SFC issue. 141 

A. Mr. Huddleston proposes that the SFCs be modified “to include language that 142 

requires utilities to pay Suppliers damages for instances where the utilities did not 143 

follow Prudent Utility Practice resulting in load not being served by Suppliers.”  144 

The Ameren Illinois Utilities do not agree with this change.  My reasoning for 145 

initially opposing this proposal was detailed in my Surrebuttal testimony (Ameren 146 

Ex. 18) in ICC Dockets Nos. 05-0160/0161/0162 consolidated.  Nothing to date 147 

would lead me to change my position.   148 
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To summarize my opposition, Mr. Huddleston’s proposal would change the 149 

nature of the SFCs from a full requirements product for the amount of energy 150 

actually consumed to a “take or pay”.  As an example of the impropriety of the 151 

Dynegy proposal, every outage on the system could be subject to a potential 152 

prudence review and likely result in frequent dispute and possibly litigation 153 

between the parties.  It would also result in a transition from a regulatory process 154 

where prudence review is initiated by customer complaints to review initiated by 155 

suppliers.  Even if imprudence were determined for a given outage, the payment 156 

of damages requires the calculation of the “as if” load and a proof by suppliers of 157 

what their actual, even specific damages were – neither of which is an exact 158 

science, and would likely lead to further litigation. 159 

  The purpose of including damage provisions into a contract is to incent proper 160 

behavior, and to provide a remedy when this does not occur.  The Ameren Illinois 161 

Utilities already have such incentive without including such an unmanageable 162 

provision in the SFCs.   163 

Q. What benefit does Mr. Huddleston attribute to this recommendation? 164 

A.  The benefit of Mr. Huddleston’s “remedy” as reducing cost is dubious.  I would 165 

challenge the notion that the ultimate price of the SFCs would be appreciably 166 

impacted by the inclusion of such a provision.  Given that during periods of 167 

outage a supplier will either be able to sell what would the be excess supply (if the 168 

supplier was long), or avoid the purchase of supply (if the supplier was short), the 169 

amount of damages is necessarily dependent upon the available market prices at 170 

that time, but, in any case, is substantially less than the simple loss of revenue.    171 
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  I would note again that the purpose of achieving the lowest overall cost to 172 

consumers – not the lowest possible auction price.   Even if including this 173 

provision in the SFC may result in a slightly lower price for the auction products, 174 

that does not necessarily translate into a lower overall cost to consumers, as one 175 

must now figure in the potential cost of litigation every time an outage occurs.    176 

Q. Please discuss the fourth Dynegy SFC issue. 177 

A. Mr. Huddleston proposes that the SFCs be modified to clarify that the line of 178 

demarcation for taxes is at the delivery point.  Mr. Huddleston did not propose 179 

any specific language for this issue based on his belief that the utilities would be 180 

proposing acceptable SFC modifications as part of their direct testimony in this 181 

case.  The Ameren Illinois Utilities have indeed proposed SFC modifications in 182 

their direct testimony to address this issue.  (Ameren Illinois Utilities’ Exhibit 2.0, 183 

p. 12) 184 

Q. Please discuss the fifth Dynegy SFC issue. 185 

A. Mr. Huddleston discusses the process in which the Ancillary Services required to 186 

serve the BGS Load is procured from the market and states that “Ameren should 187 

be required to procure ancillary services in a timely manner so that Suppliers will 188 

know the cost before the auction.” 189 

Q. How do the Ameren Illinois Utilities respond? 190 

A. The Ameren Illinois Utilities’ current contracts for Ancillary Services will expire 191 

on December 31, 2007.  Therefore, it will be necessary for the Ameren Illinois 192 

Utilities to procure the required Ancillary Services prior to January 1, 2008.  With 193 

the next Illinois Auction scheduled for mid-January 2008, this means the 194 
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procurement will be complete and the Ameren Illinois Utilities’ estimate of the 195 

resulting Ancillary Services rates will be posted to the MISO OASIS site prior to 196 

the auction.  The posting of estimated rates rather than actual rates is necessary 197 

due to the nature of the pricing terms included in the ancillary services purchase 198 

contracts.  The existing ancillary services contracts include a variable pricing 199 

structure and it is anticipated that the contracts that result from future 200 

procurements of ancillary services will include variable pricing as well. 201 

Q. Please discuss the sixth Dynegy SFC issue. 202 

A. Mr. Huddleston proposes that the Ameren Illinois Utilities should use three 203 

separate SFCs, one for each of the three utilities.  The modifications that the 204 

Ameren Illinois Utilities believe are required to implement this recommendation 205 

are already included in Ameren Illinois Utilities Exhibit 2.1, which was filed as 206 

part of my direct testimony. 207 

Q. Please discuss the seventh Dynegy SFC issue. 208 

A. Mr. Huddleston proposes to modify Section 15.3 of the Ameren SFC to make this 209 

provision symmetrical.  After reviewing Mr. Huddleston’s testimony and 210 

proposed changes to the SFC, the Ameren Illinois Utilities are willing to accept 211 

the change as proposed with the exception that the proposed language will be 212 

inserted at the end of the third sentence rather than at the end of the second 213 

sentence.  The following is Section 15.3 of the Ameren SFC with Mr. 214 

Huddleston’s modification included: 215 

15.3 Assignment 216 

Parties shall not assign any of their rights or obligations under this 217 
Agreement without obtaining (a) any necessary regulatory approval(s) and 218 
(b) the prior written consent of the non-assigning Party, which consent shall 219 
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not be unreasonably withheld or delayed; provided, however, that the 220 
Company agrees that it shall grant its consent to a proposed assignment by 221 
the BGS-FP Supplier if the proposed assignee meets all of the Company’s 222 
creditworthiness requirements then in effect under Article 6.  No assignment 223 
of this Agreement shall relieve the assigning Party of any of its obligations 224 
under this Agreement until such obligations have been assumed by the 225 
assignee and all necessary consents have been obtained.  Any assignment in 226 
violation of this Section 15.3 shall be void; provided, however, the 227 
Company may assign any or all of its rights and obligations under this 228 
Agreement with prior written notice to the BGS-FP Supplier but without the 229 
BGS-FP Supplier’s consent, to any entity succeeding to all or substantially 230 
all of the assets of the Company, if such assignee agrees, in writing, to be 231 
bound by all of the terms and conditions and all necessary regulatory 232 
approvals are obtained and further provided, however, that the proposed 233 
assignee meets all of the creditworthiness requirements then in effect 234 
under Article 6.  The BGS-FP Supplier may, with prior written notice to the 235 
Company but without obtaining the approval of the Company, assign the 236 
accounts, revenues or proceeds under this Agreement to a third party.  The 237 
Company agrees that, following receipt of such notice of the assignment of 238 
accounts, revenues or proceeds and such other documentation that the 239 
Company may reasonably request, the Company will pay amounts 240 
becoming due to the BGS-FP Supplier under this Agreement directly to the 241 
designated assignee; provided, however, that nothing herein shall enlarge or 242 
expand the rights of such designated assignee beyond the rights granted to 243 
the BGS-FP Supplier and the right of such designated assignee to receive 244 
payments shall be subject to all defenses, offsets and claims of the Company 245 
arising under this Agreement.  The Company further agrees that, in the 246 
event necessary regulatory approvals to effectuate an assignment have been 247 
sought in good faith but that action by the regulatory body is pending, the 248 
Company shall accept the performance of the proposed assignee as a Party 249 
to this Agreement, as co-obligor with the BGS-FP Supplier proposing to 250 
assign its interest, until such approvals are obtained; provided, however, 251 
that, in the event the regulatory body declines to grant its approval, the 252 
request for approval of the assignment shall be deemed to have been 253 
rejected for good reason. 254 

PRODUCT DESIGN 255 

Q. What is the purpose of this section of your rebuttal testimony? 256 

A. The purpose of this portion of my rebuttal testimony is to respond to certain 257 

product design issues raised by Staff and interveners in their direct testimony in 258 

this case – in particular, CUB witness Mr. Christopher Thomas, IIEC witness Mr. 259 
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Robert Stephens and Dr. Thomas Kennedy and Mr. Richard Zuraski of the Staff 260 

of the Illinois Commerce Commission (“Staff”). 261 

Q. What product design issue will you discuss that was raised by CUB witness 262 

Mr. Thomas? 263 

A. At lines 489-523 of his direct testimony (CUB Exhibit 1.0), Mr. Thomas 264 

recommends that the Ameren Illinois Utilities develop a separate auction product 265 

for it DS-1 and DS-2 customer classes (customers with demands up to 150 kW).  266 

Mr. Thomas makes this recommendation in an attempt to isolate those small 267 

customers whose supply options (and thus switching risk) are “extremely limited” 268 

at this time so as to reduce the risk premiums associated with volumetric 269 

uncertainty. 270 

Q. What is the Ameren Illinois Utilities’ position on this issue? 271 

A. The Ameren Illinois Utilities do not object to dividing the Residential and Small 272 

Business (“R&SB”) customer group into two customer procurement groups: 1) 273 

including all residential customer and those non-residential customers with peak 274 

demands up to and including 150 kW; and 2) including those non-residential 275 

customers with peak demand greater the 150 kW up to including 1,000 kW.   276 

Q. If the Commission were to accept Mr. Thomas’ recommendation to divide 277 

the R&SB customers into two customer procurement groups, what contract 278 

supply periods would the Ameren Illinois Utilities propose for each of these 279 

groups? 280 

A. The Ameren Illinois Utilities would propose procuring the residential and non-281 

residential with peak demands up to and including 150 kW with a mix of one-year 282 
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and three-year contract supply periods for the reasons discussed at lines 197-223 283 

of my direct testimony (Ameren Illinois Utilities’ Exhibit 2.0).  For the customer 284 

group which includes non-residential customers greater than 150kW and up to 285 

and including 1000 kW, the Ameren Illinois Utilities recommend procuring 100% 286 

of the supply using one-year contract supply periods. 287 

Q. What product design issue will you discuss that was raised by IIEC witness 288 

Mr. Stephens? 289 

A. In his direct testimony (IIEC Exhibit 1.0) Mr. Stephens recommends continuing 290 

the use of a prequalification process, but expands the scope of the process – 291 

segmenting customers subject to an enrollment window into one of three groups: 292 

1) those willing to pre-commit (prior to the auction) to take the fixed price 293 

services; 2) those willing to accept an enrollment window of five days; and 3) 294 

those who desire a longer enrollment window.  Mr. Stephens then recommends 295 

that the next Illinois Auction include separate products for each of these three 296 

customer groups. 297 

Q. Do you have any concerns with Mr. Stephens’ recommendation to procure 298 

three separate products for the customers subject to an enrollment window? 299 

A. Yes, I do.  While I tend to agree with Mr. Stephens’ opinion that dividing 300 

customers based on enrollment requirements may be a good approach, I also 301 

believe that we should not include products in the auction that will likely not 302 

produce a desirable result.   303 

Q. What are your specific concerns with the products Mr. Stephens is 304 

proposing? 305 
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A. First, I believe it is highly unlikely that any one customer, much less a sufficient 306 

number of customers to even come close to constituting at least one full 50 MW 307 

tranche, would be willing to pre-commit, prior to the auction, to take a product 308 

not knowing the price that will result from the auction.  And second, I am 309 

concerned that dividing the load as Mr. Stephens has suggested would likely 310 

result in one or more products with very little load in them which then may doom 311 

those products to failure. 312 

Q. So what is your recommendation regarding Mr. Stephens’ proposal? 313 

A. While, as described above, I do have some concerns, there may be a way to 314 

modify the proposal to make it worth further consideration.  First of all, I would 315 

recommend eliminating the idea of creating a product for customers who may 316 

choose to pre-commit.  As I stated previously, I find it highly unlikely that 317 

customers will be interested in such a risky proposition.  Second, I would give the 318 

Ameren Illinois Utilities and the Auction Manager the flexibility to procure the 319 

entire load using a single product or to divide the load into two products (one 320 

product for those customers who elect a seven-day enrollment window in the 321 

prequalification process and a second product for those customers who elect a 322 

longer enrollment window in the prequalification process) based on the results of 323 

the prequalification process.   324 

Q. Please summarize your revised proposal. 325 

A. My revised proposal would then be as follows:  The Ameren Illinois Utilities 326 

would be required to complete a pre-qualification process for all customers with 327 

peak demands greater than 1 megawatt.  As part of that survey, each customer 328 
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who elects to make its load eligible for the fixed price product would then be 329 

asked to check one of two boxes: 1) that they would like their load included in the 330 

seven calendar day enrollment window product; or 2) that they would like their 331 

load included in the 20 day enrollment window product.  This customer survey 332 

would need to be completed at least one week prior to the date that the final 333 

tranche size data is announced.  The Auction Manager, in consultation with the 334 

Ameren Illinois Utilities and Staff, would then analyze the results and determine 335 

if there is a sufficient amount of load (i.e. at least 50 MW of eligible load) in each 336 

of the two products to divide the customers, if feasible, into these two products.  If 337 

the answer is no, a single product would be procured using the enrollment 338 

window indicated by the results of the pre-qualification process.   339 

Q. What product design issues will you discuss that was raised by Staff 340 

witnesses Dr. Kennedy and Mr. Zuraski? 341 

A. Staff witnesses Kennedy and Zuraski make two product design recommendations 342 

that I will discuss.  First, they recommend that the Auction Manager be given the 343 

ability to adjust the size of the tranches based on switching statistics, and second, 344 

they recommend the use of multiple contract supply periods with a preference for 345 

the use of consecutive one-year contracts. 346 

Q. Please discuss the first Staff issue. 347 

A. In their direct testimony, Staff witnesses Kennedy and Zuraski recommend that 348 

“the Auction Manager be authorized to redefine, by customer group (such as 349 

CPP-B versus CPP-A) the size of tranches prior to the finalization of the auction 350 

rules, based on her analysis of the utilities’ switching statistics.”  They make this 351 
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recommendation in attempt to keep the actual load served under the tranches of 352 

the various products roughly equal and thus facilitating competition between the 353 

products. 354 

Q. Do the Ameren Illinois Utilities have any concerns with this approach? 355 

A. Yes, the Ameren Illinois Utilities are concerned that this approach may have an 356 

unintended negative consequence.  To illustrate, consider the BGS-LFP product 357 

which only represents approximately 50 MW of load in total, spread across 37 358 

tranches.  If the Auction Manager were to use these statistics to redefine the 359 

tranche size as recommended by Staff, this would result in only one tranche of the 360 

BGS-LFP product in the next Illinois Auction with the winner of the one tranche 361 

being responsible for serving 100% of the BGS-LFP load.  The concern is that 362 

while this single tranche is expected to serve roughly 50 MW of load based on 363 

historical switching statistics; the reality is that the supplier who wins this single 364 

tranche will be expected to serve 100% of the BGS-LFP actual load up to the full 365 

1850 MW in the albeit extreme case that all customers eligible to take the product 366 

choose to do so.  While it is unlikely that the full 1850 MW of BGS-LFP load 367 

would sign up for the product following the next Illinois Auction, it is possible if 368 

not likely that with the adoption of certain modifications to the product design, 369 

such as significantly reducing the time between the close of the auction and the 370 

end of the enrollment period, the BGS-LFP tariff could become more economic 371 

for eligible customers and a significant amount of load could sign up for the 372 

product.  This may make suppliers reluctant to bid on this product.  373 

Q. So what is your recommendation regarding Staff’s proposal? 374 
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A. If the Commission should decide to accept Staff’s proposal to redefine the size of 375 

tranches based on the Auction Manager’s analysis of the utilities’ switching 376 

statistics, an upper limit should be placed on the eligible load that can be included 377 

in a tranche.  That upper limit, for example, 300 MW of eligible load, would be 378 

determined by the Auction Manager in consultation with the Staff and the Ameren 379 

Illinois Utilities. 380 

Q. Please discuss the second Staff issue. 381 

A. In their direct testimony, Staff witnesses Kennedy and Zuraski expressed their 382 

concern that including only three-year contracts for the R&SB customers in future 383 

auctions may have the unintended effect of deterring some suppliers from bidding 384 

in future Illinois Auctions.  They go on to discuss two possible solutions: 1) using 385 

a mix of varying length contracts, such as 12-month, 24-month, and 36-month; 386 

and 2) using contracts for one-year delivery periods that cover different time 387 

periods.  They note that the latter option is their preferred approach. 388 

Q. Do the Ameren Illinois Utilities agree? 389 

A. As I discussed in my direct testimony the Ameren Illinois Utilities are now 390 

proposing to procure a mix of one-year and three-year contracts in the next 391 

Illinois Auction in an attempt to entice supplier bidding.  I also note in my direct 392 

testimony that a mix of one-year and three-year contracts appears to by preferred 393 

by suppliers based on the survey performed by the Auction Manager (Auction 394 

Manager Exhibit 1.8).  395 
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Q. Do the Ameren Illinois Utilities have any concerns with the Staff’s preferred 396 

approach to procure contracts for one-year delivery periods that cover 397 

different time periods? 398 

A. Yes, the concern is that some suppliers may not be interested in committing to 399 

supply a one-year contract with deliveries beginning more than two years after the 400 

close of the auction.  Based on this lack of interest, suppliers may choose to 401 

reduce their participation in the auction or not participate at all in order to avoid 402 

getting stuck serving a product with deliveries beginning more than two years in 403 

the future. 404 

Q. Please describe how a supplier would get “stuck” serving this product. 405 

A. Assume for a moment there is a supplier who is only interested in serving the full 406 

three year term.  When bidding in the auction this supplier would bid equal 407 

quantities of each of the three one-year contracts to get to the three-year supply 408 

obligation it desires.  As long as the average price of the three contracts remains at 409 

or above the price at which the supplier is willing to supply for the three-year 410 

term, then the supplier is fine.  But, if the average price were to drop below the 411 

price the supplier is willing to supply, the supplier would want to withdraw some 412 

or all of the tranches from all three products.  The supplier gets stuck if, because 413 

there are other suppliers bidding only on the contracts for year one and/or year 414 

two, there is excess supply for the year one contract and excess supply for the 415 

year two contract but no excess supply for the year three contract.  In this case, 416 

the supplier withdrawing some or all of its tranches from all three products would 417 

have his withdrawal approved for the year one product and the year two product 418 
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but his withdrawal denied for the year three product.  And if no tranches are 419 

switched to the year three product in subsequent rounds of the auction, that 420 

supplier would be stuck serving a product it does not want to serve.   421 

Q. Wouldn’t this tend to drive the auction price lower by providing additional 422 

incentive to this type of supplier to keep bidding on all three products at 423 

lower prices? 424 

A. That may be the result but it is also possible that this type of supplier could 425 

choose to reduce his level of participation in the auction or choose not to 426 

participate at all, which would likely result in higher final auction prices. 427 

Q. Does this conclude your rebuttal testimony? 428 

A. Yes. 429 
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