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Introduction

In response to the comments submitted by Boston Pacific Company, Inc. (“Boston Pacific”}, NERA Economic Consulting (“NERA”), the People of the State of Illinois (“Attorney General”), and Constellation Energy Commodities Group, Inc. (“Constellation”), the Ameren Illinois Utilities are submitting the following reply comments.  The Ameren Illinois Utilities generally support the comments submitted by the above mentioned parties and these reply comments are intended to build on the concepts included in those comments.

Benchmarks

Boston Pacific, NERA and the Attorney General all submitted comments in support of the use of benchmarks and offer further refinements to the benchmark process.  
Boston Pacific recommends the implementation of the benchmarking process in future years deserves further attention but does not make any specific recommendations.  
The Ameren Illinois Utilities support this recommendation.  Each year the process used in developing the benchmarks should be revisited to ensure that the resulting benchmarks are based on the appropriate, then current, market data and include all appropriate adjustments required to account for the specific difference between the specific product being procured by the Illinois Utilities and the product associated with the market data used.  These adjustments include, but are not limited to, basis adjustments, settlement type (real-time vs. day-ahead) and any risk premiums that bidders are likely to include in their price to account for credit risk, regulatory/legislative risk, and the risk associated with holding the price open from the time bids are due until the time contracts are executed.
NERA suggests a process for improving the benchmark process in future years from lessons learned from the prior year benchmark experience.  Specifically, NERA suggests that in future years the Procurement Administrator, the Procurement Monitor and ICC Staff review the prior year benchmark experience to see if lessons can be learned from that experience.  
The Ameren Illinois Utilities support this recommendation but suggest two minor modifications.  

1) Because of the possibility that the Procurement Administrator, the Procurement Monitor and even the individuals assigned to the procurement events could change from year to year, the Ameren Illinois Utilities suggest at the conclusion of each annual procurement process, the Procurement Administrator, Procurement Monitor and ICC Staff complete a review of the benchmark experience and submit a confidential report to the Illinois Commerce Commission (“Commission”).  The Commission would then make this report available to the Procurement Administrator, Procurement Monitor and ICC Staff in future years.  
2) In future years, the Illinois Power Agency should be included in the review of the benchmark experience and should receive a copy the previous year’s report from the Commission.

The Attorney General recommends that the Commission and the Illinois Power Agency may be able to save consumers money by establishing stricter market-based benchmarks in future years.
The Ameren Illinois Utilities support benchmarks that are as accurate as possible.  Bidders base their bids on current market conditions at the time the bid is submitted.  The benchmark values are confidential and play no part in the bidder’s calculation of the bid they submit.  Benchmarks that are too high would allow the inclusion of higher priced bids in the evaluation process and could potentially result in customers paying more in power supply costs. On the other side of the spectrum, benchmarks that are too low may have the effect of reducing the quantity of acceptable bids included in the evaluation process which may leave one or more products undersubscribed.  The cost to fill that product (or products) at a later date, either through an additional procurement event or in the spot market, will be based on the prevailing market conditions and therefore could be at a price higher or lower than what could have been procured had the benchmarks not been set too low.   
Credit Requirements
Boston Pacific and NERA submitted comments on the credit requirements included in the standard contacts used in the 2008 procurement events.
In their comments, Boston Pacific states they recognize that there is a cost to provide reciprocal credit provisions in standard contracts.  They also point out that this cost could grow much larger in the future as we transition from the 12 month contracts entered into as a result of the 2008 procurement process to potentially multi-year contracts in future year procurement processes.  Boston Pacific recommends that consideration be given to who is best able to mitigate this credit risk in future procurement processes.
NERA, in their comments, states that reciprocal credit provisions are unusual in the context of utility procurement.  NERA recommends that the decision to provide reciprocal credit provisions be revisited in the future as the utility credit ratings improve and there is demonstrated stability in the procurement process.

The Ameren Illinois Utilities agree with the recommendations of Boston Pacific and NERA.  As the procurement process is expanded in future years to include a larger percentage of the utilities load and to potentially include multi-year contracts, the cost of providing for reciprocal credit provisions could grow much larger.  The decision to offer reciprocal credit provisions should be re-considered in future procurement processes taking into account the then current credit ratings of the utilities and the perceived regulatory /legislative risk in the market.
Reduce Regulatory Uncertainty
NERA and Constellation submitted comments related to reducing the regulatory uncertainty which could result in risk premiums being included in the supplier’s bid prices.
NERA recommends that the Commission commit itself to only accepting or rejecting each bid recommended by the Procurement Administrator and making it clear that it will not accept a bid that is not recommended by the Procurement Administrator.  NERA believes that this will allow the Procurement Administrator to notify each bidder as to its maximum supply exposure earlier in the process, reducing bidder risk resulting from uncertain open positions.

Constellation recommends that the time between the submission of bids and the execution of contracts with winning suppliers be shortened and clear standards should be established for the acceptance or rejections of bids.
The Ameren Illinois Utilities agree with the recommendations of NERA and Constellation.  The Public Utility Act requires: (1) the Procurement Administrator and the Procurement Monitor to submit a confidential report to the Commission within two business days of the opening of sealed bids; (2) the Commission accept or reject the recommendations of the Procurement Administrator within two business days of receipt of the confidential reports; and (3) the utility to enter into binding agreements with the winning suppliers within three business days after the Commission decision.  The extent that any portion of this timeline can be shorted with certainty and made known to the suppliers in advance of the procurement event could result in lower bid prices.  In addition, providing suppliers better information as to their maximum supply exposure at the same time the Procurement Administrator submits its confidential report to the Commission also has the potential to result in lower bid prices.
Release Volumes Procured by Product
NERA suggests that the Commission consider releasing the volumes of each product procured along with the average prices for each product and the name of the winning bidders.

The Ameren Illinois Utilities agree with this recommendation. Not only will this make it easier for the public and other stakeholders to assess the success of the procurement process as suggested by NERA but it will also allow the customer to better assess the level of price risk that may remain if all of the products are not fully subscribed as was the case in the 2008 procurement process. 
