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MR. SHEAHAN: Welcone to the Illinois Comrerce

Comm ssion's policy session regarding solutions to
resource adequacy in Zone 4 of the independent system
operator market construct. This session is convened
pursuant to the Illinois Open Meetings Act, and our
guests and panelists should be aware that a court
reporter is present. A transcript of this session
along with copies of the presentation will be posted
to the Comm ssion's website.

Wth us are Comm ssioners Del Valle,
Edwar ds, and Rosales. W have a quorum l'd Iike to
t hank today's panelists for the effort they put into
the presentations, and I'd like to thank all of you
for attending.

The purpose of today's session is to
di scuss solutions to resource adequacy in M SO Zone 4
as a follow-up to the Comm ssion's session on
November 19t h di scussing resource adequacy generally
in the Ameren Illinois blueprint.

Organi zed by Comm ssi oner Edwards,
this session brought together subject matter,

experts, consumer advocates, utility representatives,
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regional transm ssion organizations, and
II'1inois-based generators.

Li kewi se, today's session will bring
t oget her relevant stakehol ders including response and
energy efficiency representatives to assess the
current state of resource adequacy in Zone 4,
determ ne whether there's a consensus on the problem
di scuss proposed solutions, and analyze the
ram fications of those solutions for consumers.

As Comm ssi oner Edwards voiced at the
previous meeting, the Illinois Commerce Comm ssion is
a quasi-judicial regulatory body and does not intend
to take a position on this topic beyond providing a
forum for its discussion. The I1CC's only interest is
ensuring that Illinois consumers receive safe,
reliable, and | east-cost electric utility service.

Resource adequacy is a concept which
focuses on ensuring enough energy capacity is
avail able to neet the needs of all consumers in a
particul ar area, to keep the lights; specifically
resource adequacy is essential to Illinois

st akehol ders given a well-supplied market provides
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protection against price spikes and |imts the
volatility that can lead to increases in consumer
rates.

Currently Zone 4 of M SO, or the
Ameren territory, constitutes the only portion of the
mar ket construct that is restructured. Meani ng t hat
conmpeting sellers supply electricity in the open
mar ket whil e other members in the M SO region are
vertically integrated where the utility owns al
| evel s the of the supply chain.

G ven that this can cause price
signals and |l ong-term planning to be |ess
predictable, the Illinois Commerce Conm ssion
antici pates hearing how the status quo can be
i mproved, and we'd just |like to highlight the
i mportance of having these di scussions.

To begin today's discussion, we'll
hear from three individuals regarding the current
state of resource adequacy in M SO Zone 4 to provide
background and a brief summation on the topics
di scussed at the Comm ssion's November 19th policy

sessi on.
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These individuals will assess anmong
ot her things whether excess supply is dimnishing in
the M SO footprint, and the fact that planning
resource auctions occur only two months prior to the
start of the planning period.

To begin the presentations, please
join me in welcom ng David Patton of Potomac
Econom cs. Dr. Patton is the independent market
monitor for M SO and is tasked with partially
i mpl ementing market monitoring and litigation
busi ness practices.

Dr. Patton reports to the M SO Board
of Directors and nonitors the activities of the
mar ket participants and the authorities without
interference with M SO or state regul ators.

Doct or Patton?

MR. PATTON: Thank you.

Al'l right. So earlier -- | appreciate
the invitation too and the opportunity to come talk
about resource adequacy. | think resource adequacy
i ssues can be confusing because -- well, everyone

recogni zes what electricity is and the notion of a
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mar ket for buying and selling electricity makes a | ot

of sense. Sonmetines it's |less easy to understand why

capacity markets exist.

So I'"'mgoing to talk a little bit
about the purpose served by the capacity market,
the -- sort of where we are in M SO as a whole, and
the issues that are confronting us in Zone 4 in
particular. W nmonitor markets throughout the U.S.,
so including New Engl and, New York, and Texas.

And so those markets together with
M SO, | think, employ the entire gambit of potenti al
designs -- capacity market designs including Texas,
who doesn't have a capacity market.

So I'"'mgoing to talk a little bit
about the differences and the choices you have in
front of you for Zone 4. So this first question |
think is an important question to understand when you
start thinking about capacity market. And that is
what is the purpose of the M SO markets?

For a long time | took for granted
what the answer to this question is. And the

guestion is: | s the purpose of the M SO market to
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facilitate efficient |Iong-term decision making? So

t hose are decisions that relate to investment and new
resources. But equally important, decision making on
when to retire existing units and how nmuch nmoney to
spend mai ntaining units.

| have al ways assunmed the answer is
yes, because one of the reasons we do regul ate the
whol esal e markets is to get better decision making
over the long term And so I list in these
checkmar ks one of the many reasons why | think the
answer to this is yes.

The problemin M SO has been, | think
an awful | ot of participants and most of the states
woul d argue that the answer is no. So that |eads us
in the state where we are today with potentially an
issue in Zone 4 that needs to be dealt wth.

So in thinking about why we have a
capacity market in the first place, if you were to
explore what would notivate somebody to build a unit
or to spend the noney to maintain an existing unit,
there's only three sources of revenue that are |listed

in the checkmarks there.
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One is the noney you can make during
normal hours and the energy and ancillary service
mar ket and realtime markets. The second source of
revenue, which can be as |large or larger, is the
revenues you earn when the systemis in a shortage.
And so these are periods where in a normal hour you
have the energy price m ght average $25, and the
shortage average, the price could be $2,000. So
al though they are infrequent, the amount of revenue
that's generated during shortages could be very, very
| ar ge.

And then third is the revenues that
you would earn from capacity markets. Now, so you
can think of a market |ike Texas is basically
designing their market to facilitate |long-term
deci sions based only on the first two checks and not
the third one.

And why doesn't that work? That would
work in theory, and a | ot of econom sts would say
t hat would work in theory. The problemis that we
have planning requirements that you can't satisfy if

you rely only on energy and ancillary service

10
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mar kets. The standard in nmost areas, how much
capacity you need would require shortage pricing in
t he range of $100-200, 000 MW hour.

So there's a disconnect between the
pl anni ng requirements and what nost fol ks think
electricity is actually worth when you're at the
poi nt where you're having trouble keeping the |ights
on. So, in short, relying only on an energy market
wi Il maintain enough resources to meet your planning
requi rement, so you need another stream of revenues
in order to accomplish that. The other thing is that
when you rely only on energy market revenues, the
revenues are highly volatile, difficult to forecast.

So the capacity market provides a
| evel of stability to the revenues and in all
i kelihood | owers the cost of investnment. So this
figure attenpts to summari ze what's happening in
Zone 4 in the 2015-2016 planning year and in the
2016- 2017 pl anning year.

So in terms of -- we're going to walk
t hrough this. Row A there shows you the total need

in Zone 4, so close to 12 gigawatts in 2015 and a

11
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little over 12 gigawatts in 2016. That change, we
don't have updated forecast, so that changes entirely
related to the planning standard change slightly. So
t hat could change a little bit.

But then we recognize that you can
meet some of your requirements in Zone 4 by importing
power from or relying on resources that are | ocated
outside Zone 4 to the extent that the transm ssion
system al | ows.

So you can see there in "15/'16, it
was 3100 megawatts, so a pretty good share in Zone 4
can be satisfied by resources that are | ocated
outside. That nunber actually went up by al nost
1200 nmegawatts, and that's based on a M SO eval uati on
of the transm ssion system

So on that is how much capacity we
actually need in Zone 4 to maintain reliability
because the inmport capability went up. The amount we
need in Zone 4 actually went down, so that's in
Row C.

So that's the demand side of the

equation, and how much we need. The supply side is

12



10

11

12

13

14

15

16

17

18

19

20

21

22

listed below. And the quantity of resources we
actually have in Zone 4 is almst 13 gigawatts. Some
of that is being exported to PJVM, where they have a
more functional market than M SO So it's
economcally attractive to export capacity at the
moment .

And so if you | ook at what's remaining
of the exports, the first row there, if you ignore
t he exports, we have a relatively significant surplus
in Zone 4 of about 3 gigawatts. If you recognize
that the units that are exporting are still going to
be | ocated in Zone 4 and for the time being are still
under the control of M SO, then that surplus |ooks a
little bit |arger.

And so what does that tell you? That
tells you that Zone 4 has a relatively significant
surplus. And so we're not in danger of having
reliability problems in Zone 4.

So the urgency, | think, of finding a
way to retain the megawatts that are in Zone 4 is not
is not critical in our opinion. Although in every

venue that we tal k about resource adequacy we talk

13
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about the shortcom ngs of the market and the fact
that we're not providing efficient signals to
mai ntain existing units and build new units.

The one thing | would say is the trend
t owards exporting has been rapid, and what can change
this picture in a hurry is units retiring because of
the market design flaws that currently exist in M SO
But the other thing | would say and inportant to
recognize is there's really two drivers of value for
capacity that's located in Zone 4.

One is is the need for the megawatts
to meet the local requirements in Zone 4. Secondly,
is the need to maintain -- to retain those megawatts
to neet the requirements in M SO as a whol e. And
M SO as a whole is nuch tighter than Zone 4.

So if you were to ask me if | owned a
generator in Zone 4 and | was evaluating where | was
| osing ny value related to the market issues in
capacity market, | think more value is being | ost not
bei ng compensated for the reliability value that |I'm
contributing to M SO as a whole than related to the

|l ocal issues in Zone 4.

14
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So | do think it's important, and |
don't think it's a bad idea to | ook at alternatives
t hat could be inmplemented just for Zone 4. But |
think you'd great much greater benefits if we could
devel op a consensus to try to solve the market design
probl ems mar ket wi de and M SO.

So what changes and where is the
design flaw in the M SO market that | keep referring
to? The first is how we represent demands. The
val ue of any product is related to the -- the price
for any product should be determ ned by supply and
demand. And the demand value is based on the
services that are provided by the good.

And so what services is being provided
by capacity? The service is reliability. And if you
t hi nk about as we build more power plans or we retain
mor e power plans, every additional megawatt of
capacity provides additional reliability value. And
as the surplus grows, that marginal reliability val ue
falls.

But ultimately, that value you can

think of as basically a slope that |I'm going to show

15
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you in just a nmonment. Unfortunately, the way we
model the demand for capacity in MSO is as a
vertical demand curve. What that inmplies is the |ess
megawatt we need to meet our m nimal requirement is
enormously val uabl e. It's as val uable as what it
costs to build a new unit or more. But once we've
met the m nimal requirement, the next megawatt is
wort hl ess. What you get is this (indicating).

So the supply is the green line. The
demand is the blue Iine. Most supply in the capacity
mar ket if they're covering their cost of retaining
and remai ni ng an operation, the marginal cost of
supplying capacity is very close to zero.

The main component of the margina
cost is what you're giving up, not exporting. But if
you ignore that for the monment, you get something
that | ooks like this (indicating).

Under this sort of market design, the
price can be close to zero alnost all the time. And
so there can be no expectation that the capacity
mar ket is going to fulfill the purpose that

menti oned earlier of generating revenue to notivate

16
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people to build or to retain their existing units.

So that's the nature of the problem
Every capacity market in the country that is arguably
functional has a sloped demand curve. There is no
capacity market that |I'm aware of that's structured
like this that is functional. And al most everyone
t hat has a sl oped demand curve began with a vertical
demand curve and then reformed itself because, in ny
opinion, it's relatively obvious that it's a fl awed

mar ket desi gn.

This is what | refer to as a sl oped
demand curve. In this market, the fact that the
supply is willing to offer is at very |low price

doesn't result in a clearing price that's very | ow
because in this picture, you can see that the price
is being set off of the demand curve.

It's being set by the marginal value
that the | ast megawatt is providing to the systens.
And as the surplus increases, the price will fall.
And when you -- as the surplus dimnishes the way it
is in MSO due to environmental regulations and ot her

factors, the price will rise. And when you get close

17
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to the mniml capacity requirement, you're going to
be setting prices that are attractive to investors,
so that the market will do a good job of notivating
people to build and retaining capacity that you need
to meet your requirenments.

So when you think about Zone 4,
al t hough it would be nice to have this structure in
M SO as a whole, | think one of the principa
components of any solution in Zone 4 would be a
representation of demand that | ooks |like this
(indicating) so that you can get a price for Zone 4
that reflects the |evel of surplus that exists and
sends an efficient signal to the suppliers in Zone 4.

The second comment that | was going to
tal k about briefly is the time frames in which you
procure capacity. | think there's a | ot of confusion
in thinking about this issue.

So some capacity markets procure
capacity three years in advance. And not only are
they referred to as forward capacity markets, they're
not really forward markets. Typical forward markets

are voluntary, and the buyers and sellers trade based

18
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on what they expect the good to be worth in realtine.

So if you |l ook at oil markets or gas
mar kets, there's a spot market and then there's a
forward mar ket . The forward market is largely a
financial market. What these markets are is a
mandat ory forward procurement, so you're taking the
spot market, and you're pushing it out three years.

The theory behind these is that it
woul d be nice to have new resources be able to offer
into the markets and conmpete with existing resources.
While that's nice in theory, | don't think it's been
shown to be terribly effective without a | ot of
addi tional provisions.

The realty is new resource owner would
be getting a one-year contract for a 30-year asset,
and so the option in isolation, |I think, has been
shown not to do a very good job of motivating
efficient decision making. Largely, the investors
have made the decision before they offer.

And various provisions that | |ist
here to try to correct that problem have even created

addi tional problens. Particularly a lock-in
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provision that would guarantee new resources, stream
of revenues. Because it discrimnates in favor of
new and it basically pushes existing resources out of
t he market.

So the other market design is what's
currently placed in M SO and the New York | SO, which
is a prompt procurenment. I n other words, you're
procuring capacity imedi ately before the planning
year. It doesn't have a | ot of the problens that the
forward procurenment does. You don't have the
forecast uncertainty, which New England has really
struggl ed with.

But what it does do is it sets an
efficient price that will facilitate forward
contracting. So you arguably still get the forward
revenues being generated, but they're generated in
the bilateral market rather than through the market
that's facilitated by the | SO

So the fact that a resource devel oper
needs a stable set of revenues, | think sometinmes
there's an assunption that you can't get that from

t he prompt procurement, but we believe that those do

20
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provi de that. So the short answer on this one is as
you | ook at alternative solutions for Zone 4, the
demand curve is essential.

| woul d be careful about assum ng that
the forward procurement is a beneficial conponent of
t he potential solution. And that was -- | know |
moved very quickly. | was hoping to save sone tinme
so that we can field questions.

MR. SHEAHAN: Thank you, Dr. Patton.

Next, please join me in welcom ng JR
Tol bert of Advanced Energy Econony. JR is a senior
director of policy at AEE, which is an association of
busi nesses working to make energy secure, clean, and
af f ordabl e.

Recently AEE engaged (i naudible) that
perform quantitative and qualitative analyses to gain
an understandi ng of peak demand reducti on standards
and their potential benefits, and how such standards
shoul d be designed. The study analyzed the potenti al
benefits and avoi ded costs for demand response
programs based on varying scenarios of penetration

and regul atory activity as well as analyze aspects of

21



10

11

12

13

14

15

16

17

18

19

20

21

22

program desi gn.

Pl ease join me in welcom ng JR.

MR. TOLBERT: Thank you, M. Sheahan, and thank
you to the members of the Comm ssion for inviting us
to participate in this inportant topic today.

What | want to do -- and let me first
start off by saying, and |I've talked to a couple of
folks that are in the crowd. | make no bones about
it that I'm not an expert on the depth of issues
i nvol ving resource adequacy in Zone 4.

What | hope to do is provide a
snapshot of some of the resources that are out there
to help nmeet resource adequacy concerns in Zone 4.

So what | want to do is to introduce to you to AEE
just a bit and then to junp into those issues

i nvol ving resource adequacy and particularly the role
of demand response and meeting -- demand response
energy efficiency and meeting resource adequacy

I Ssues.

So Advanced Energy Econonmy's m ssion
is transform ng public policy to enable the rapid

growt h of secure, clean, and affordabl e energy,
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SO ... and in these first two slides, you can see a
subset of Advanced Energy Econony's menbers and
recogni ze that these folks are the fol ks who are
trying to solve many of these issues that we face as
we deal with meeting our energy needs and meeting

t hose needs from a perspective of clean and secure
and affordable energy.

The Chair mentioned a recent report
that we did on peak demand reduction strategy in
which we had -- we'll go back to this one because it
wants to stay on this a little bit |onger. Okay.

So the Chairman mentioned a recent
report that we did where we had Navi gant Consulting
actually |l ook at the potential capacity for demand
response all across Illinois as well as the state of
Massachusetts. And then we broke out that capacity
for DR as well and -- the capacity for DR as well in
M SO Zone 4 four as well as the PJM area of the
st at e.

So I'll be wal king through that. As
Advanced Energy Econonmy thinks resource adequacy,

there's a couple of points that |I want to make and
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one of themw Il build off Dr. Patton's piece. First
is the considerations of resource adequacy had to be
about nore than simply having enough reserves to
ensure that we keep the |ights on.

If we view the issue strictly through
t hat plan, the cost to reserve capacity that is
rarely used oftentimes can outstrip the benefits. So
we need to make sure that we're also making sure
we' re keeping energy affordable for rate payers.

That's where we believe the val ue of
energy efficiency and demand response should come in
play as utilities. The Comm ssion and RTOs consi der
today's question. And then the third point there is
that with loom ng requirements in M SO and exports to
PJM t hat were referenced by Dr. Patton, it's
i mportant to plan in order to get out ahead of the
trends that are currently occurring in the market.

So to be thinking about public policy
as a way to deal with these issues before these
issues really arise, we have capacity -- there are
capacity excesses right now, our capacity surplus

ri ght now, using public policy to actually ensure
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that we stay in that manner rather than nmove
backwards. All right.

For us, I'll keep com ng back -- I'm
sorry that it keeps doing this -- our key
consi derations in our demand response strategy --
this is really difficult, sorry.

So our key considerations in DR
strategy Navigate considered a | ow, medium and high
case DR scenari o. For Illinois, we limted the
di scussion to the | ow and medi um scenari os because of
t he FERC anal ysis on the national testament of demand
response potential that said that there was 7.6
percent achi evabl e demand response participation in
I11inois.

The second key consideration from our
perspective was that we assume that 50 percent of
incremental peak reduction comes fromefficiency
i mprovenents in the system and that 50 percent can
come from demand response. So by increasing energy
efficiency, we can |ower the need for additional
capacity and then DR can help to reduce even nore.

And then as we | ooked at when DR woul d
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be called | ow-case scenario DR would be call ed when
the load hits 96 percent of expected peak. And in
the m ddl e case scenari o, DR would be called when the
| oad hits 95 percent peak.

And to think of it, the |Iow-case
scenari o would have no increase in peak demand for
over the course of the next ten years. And then the
m ddl e scenari o would have .25 percent annual peak
| oad production per year. "1l wait right there for
a m nute.

(Di scussion off the record.)

MR. TOLBERT: So the projections for the entire
State of Illinois. So this doesn't break out M SO
versus PJM, but | wanted to include this slide
primarily because it | ooks at the total peak |oad and
to provide this definition of how Navigant defined
actual peak |l oad, which is slightly different than
you may be used to seeing it.

So it's defined as a |oad actually
consumed taking into account existing and mandat ed
energy efficiency. So if you look into the outyears

of 2025 and you take existing mandated energy
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efficiency policies or existing policies to drive
energy efficiency in the state, this is the projected
peak | oad for the state. So | felt that that was
i mportant to include.
The next slide. So here's where we
actually get into demand response potential in
Zone 4. And | chose 2023 because it was an
outyear -- a significant outyear that was an outyear
t hat m ght get cast where the existing capacity --
where the existing capacity surplus is. And |I was
t hi nki ng, okay, so let's think of it in that regard.
And so the peak demand reduction
target would be 4,350 megawatts. And as we | ook at
it, what we see is -- well, let me back up a step
So for the state, peak demand
reduction 4,350 megawatts in the m d-case scenari o.
So that would be a .25 percent reduction per year
annually for ten years. W split that, assum ng
70/ 30 between PJM and M SO, and then we further went
in and said if the state did nothing to nmove on
demand response, there would still be a |evel of

demand response participation in the state.
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So what we actually |l ook at is we see
t hat demand response in 2023 in a m d-case scenario
of reducing .25 percent per year for ten years, you
could reduce peak demand by 464 megawatts. So that's
not huge, right? But it's a large -- that's one way
of thinking about it.

That's a | arge generating capacity
t hat you would be able to remove and reduce the need
for fromthe system So as we're thinking about
future retirements or exporting to PJM, this is one
way to think about, that's 464 megawatts that we
could use to actually meet our potential.

The ot her pieces that we wanted to
| ook at -- and this goes back to we really believe
t hat resource adequacy is about more than just
capacity. It also has to do with -- if you'll go to
the next slide; |I'msorry.

It also has to do with protecting the
rate payer and the consumer. So this actually | ooks
at the avoided cost associated with investments at
that m d-case scenario in 2023 again. So we woul d be

able to save rate payers. And you see -- and this

28



10

11

12

13

14

15

16

17

18

19

20

21

22

is -- add three nmore zeros, right? So you're | ooking

at $42,974,000 in savings in Zone 4 as a result of
avoi ded capacity cost.

So that leads into the benefits of
maki ng this investnment. So it's a way of thinking
about if we can avoid having to have that extra
capacity, we're able to make -- we're able to save
addi ti onal moneys there for rate payers.

So I'lI'l go back really quickly and
just to wrap up and hitting the button, | actually
ended up going much faster than | antici pated. But
in our mnds, as you're thinking about resource
adequacy, we would encourage utilities, we would

encourage comm ssions and our |SOs and RTOs across

the country to be thinking about these things both as

what are resources that we can invest in that would
keep us from having to build new generation that as
was mentioned by Dr. Patton that |ast megawatt is
extremely expensive.

And then in a region like MSO, it

drops, right? So how can we actually avoid having to

build some of those | ast. And we believe that demand
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response creates the potential to be able to reduce

t he needs and to save for consuners.
So with that, | thank you. And
hopefully this thing cal ms down.
MR. SHEAHAN: Thank you

Next up, we have John Moore of the

Nat ur al Resources Defense Counsel . John is a seni or

attorney at the Sustainable FERC Project. The
Project promotes the devel opment of a modern and

flexible and efficient high-powered electric grid

necessary to accelerate the depl oyment of renewable

energy, energy efficiency, and other clean energy

resources.

Specifically John advocates on behal f

of the Project and other clean energy and
environmental groups and regional transition
organi zati ons.
Pl ease join me in welcom ng John
MR. MOORE: Thank you, Chairman Sheahan and
Comm ssi oners. It's a delight to be here today
tal ki ng about this very important issue. Okay.

Gr eat .
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So, you know, | think the view on
resource adequacy in Zone 4 depends partly on
perspective, the perspective of nmeeting the
envi ronment organi zations and others that | work
with. We have our view and a perspective that
i ncludes several priorities.

One is assuring reliability throughout
the M SO footprint including Zone 4 through all hours
of the year, which we believe that based on the M SO
data so far has as the doctor suggested is true
t hrough 2020.

We want markets that facilitate the
devel opment and entry in revenue for new and existing
clean resources and retirement of dirtier ones
t hrough mechani sms such as the Clean Power Plan and
what not. And we recognize that -- or we urge that
within Zone 4 and M SO, in general, we need to
maxi m ze savings -- efficiencies through things this
i ke assuring the opportunity for resources outside
of Zone 4 to sell into Zone 4 and provide supply into
Zone 4.

You heard a little bit about that
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al ready. Maxi m ze demand managenment, J.R. tal ked
about that. | ncreased use of renewable energy; w nd
and solar in particular, which doesn't fare well
under existing capacity constructs.

And in using the Illinois Power
Aut hority and other options that | think we're going
to be tal king about again today. We think it's
really important to recognize that Zone 4 represents
the demand within Zone 4. It's about 5 percent of
the total.

M SO generation (inaudible) m x supply
and that the amount currently relying on the PRA is
| ower than that. So it's a small fraction of total
M SO demand. Zone 4 is essentially an island within
M SO, and M SO itself, you know, does not exist in a
vacuum because it has a lot of states in M SO. There
are also working on resource adequacy so the bottom
line is if, you know, to the extent need exists in
the future to address resource adequacy, it needs to
be tailored to fit that specific need and avoid
uni nt ended sequences for either Illinois and the

energy choices Illinois makes or the rest of the
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f oot print. Next slide please.

To put it even more crisply, Zone 4
resource adequacy is secure for the near term There
are many choices avail able to support and ensure
resource adequacy in the future, and we encourage
avoi di ng uni ntended consequences of major M SO
capacity market redesign. Only m nor changes we
believe are necessary. Next slide.

Dr. Patton has already covered nmost of
this. Wth a point being overall that there was
excess capacity in the zone even under the rules that
M SO used this year. The 23 percent planning reserve
margin essentially. And a significant number of
megawatts did not clear.

And there was additional intermediate
capacity resulting from counter flows from exports to
PJM. That's a function of physics nmore than marKkets,
and that's also avail able to nmeet demand. Next
slide, please

And we can pass on this as well. Next
slide. Just is a summary of what most of us know.

So the context we know is that we have pending
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conplaints in FERC involving Zone 4 that will likely
affect the action design -- research action design,
such as increasing net inports into Zone 4. W're
going to talk little bit more about those actions in
a m nute.

M SO i s maki ng ot her changes to the RA
that we'll address, resource adequacy. Seasonality,
| ocati onal considerations, and the gueue process. I
think we'll talk a little bit about these, and so
these are two activities occurring just within the
M SO sphere that will go into effect with Zone 4
resource adequacy. Next slide, please.

We al so know from the famous M SO
organi zation state survey that we have about 500
megawatt surplus over reserve margins, and that
i ncludes potential planned retirements. There is
addi ti onal queue generation avail able that is not
included in the OMS survey.

The i mport capability is growi ng up
significantly. And then state |laws, Clean Jobs Pl an
could have could add 3,500 megawatts of w nd and

solar in Illinois and other factors are going to
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influence a paradigm shift in the resource over time.
Next slide, please.

And | want to just address a little
bit more about the fact that the Clean Power Plan is
going to, regardless of how Illinois decides to
i mplement it, it will provide conpetitive advantages
to existing newer, cleaner resources and affect the
resource mx. There will be demand response energy
efficiency plus new resources that will offset
pl anned retirements and address peak demand.

There will be nmore rooftop solar and
ot her distributed energy resources. We think there
shoul d al so be more of a focus on seasonal w nter
peak resources, and assuring that those resources are
avai |l able to meet peak wi thout excessive costs, which
| think still happens to be the case now with a much
hi gher | evel of resources available to meet that
wi nter peak.

And then we're not California.
don't think we are saying that New York is
California, but we have a | ot of resources both in

Zone 4 already. | think it's pushing close to 1,000
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megawatts -- close to 1,000 megawatts, and we have a
| ot of other resources surrounding Zone 4. And
| ndi ana, Northern Illinois, lowa, and of course
M nnesota that all will affect resource adequacy in
M SO and PJM as wel | .

PJM has al ready done a study that
shows you can maintain reliability and significantly
reduce production costs with 30 percent of all your

energy. Not installed, but 30 percent of all your

energy comng from wi nd and sol ar. General Electric
did that study. It's a very good study. Next slide,
pl ease.

Thi s harkens back a little bit to what
J.R. said about demand response and energy
efficiency. This data is froma draft M SO report on
demand response, energy efficiency, and rooftop sol ar
and ot her potential that is in Zone 4 and the rest of
t he region

It comm ssioned AEG to do a study.
M SO does this every five years to project a
potential for DSM. We think it's very

conservative -- |'ve already told M SO this. But

36



10

11

12

13

14

15

16

17

18

19

20

21

22

even under the conservative assunptions, it's saying
t hat, you know, you're | ooking at over 1,000
megawatts of additional DSM capacity by 2025 and
doubl e that by 2035. Next slide, please.

This is an area where we really do
believe that the state and Ameren as ADDEC [ phoneti c]
doing a lot more to notivate effective, affordable
energy efficiency. It really |lags ComEd on the
energy efficiency through inmplenmenting the state EEPS
and ot her programs.

So just with energy efficiency and
putting aside, | think, nmost of the effects of any
capacity market that m ght inpact the devel opnent of
energy efficiency. There's a |lot more that can be
done within Ameren. And then thinking to the future,
we are now at a point where effective crisis response
demand can be integrated into whol esale markets and
you can get further savings, especially peak
reduction savings there to tap into.

And | think the Comm ssion has a very
i mportant role to play in achieving that especially

in the Ameren service territory. Next slide, please.
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So just to wrap up in the next couple
of slides, you know, this set of priorities are
priorities that our coll eagues have already talked
with at FERC in the context of the Zone 4 conplaints.
Set opportunity costs at zero for the next auction
and set MSO s initial reference | evel not at the PJM
| evel for the replacenment auctions, which |I think is
around $155 instead use some neasure (inaudible) for
exi sting resources.

Account for counter flows from exports
on a lto 1 basis. And I think this one deserves a
| ot nore study. (I naudi bl e), the methodol ogy of
l[imts on facilities but transm ssion facilities
bel ow 200 KBs because M SO has previously said that
it can do the dispatch and by ignoring those Iimts,
you get additional resources into the zone.

And | think another issue we're
considering -- | don't know where -- | don't know
that we're firmon this, but I think it needs to be
di scussed and part of a package is what are the
i mplications of conbining Zone 4 and Zone 5. Next

slide.
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And then there are other
priorities that also will affect Zone
for variable energy resources; the win
use effective |oad carrying capability
ELCC is a great way of assessing and c
and solar for its liability val ue.

It's a discount of the f

the system But there's been a | ot of

M SO supply

4. More credit

d and sol ar
or seasonal .

rediting w nd

ul I out put of

good wor k

done, and M SO is, you know, in some ways noving

towards this. It gives the wind and s
credit at the times it's needed. | th
credit for wind and solar is not quite
it's clean at | east. It's a start to
ELCC.

Somet hi ng nore than just
year round average of wi nd and sol ar,
get much depressed credit value for th
when, in fact, they're on the system a
someti mes when you need them And the

mar ket opportunities and better price

ol ar that
i nk seasonal
as good, but

move to the

using an all

whi ch means you

ese resources

t higher |evels

n i nmproving

formati on for

demand response, FERC is working on this now and M SO

has a demand response initiative that

i s addressing
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t hese types of issues that we strongly support,
gi ving demand response the opportunity to set the
price in realtime operating reserve margi n markets.
And that helps with price formation significantly.
And then moving to what PJM does, which is reducing
from5 megawatts down to something closer to 100
megawatts, the threshold for DR resources to
participate in the energy ancillary services markets.
Next slide.

| think the final slide |I want to make
is sort of a conmbination of |legal -- ny | egal
perspective and al so, you know, reality of what
capacity markets are today, each of those that have
t hem Primarily PJM markets (inaudible) -- Number 1,
and this is no disrespect to either M SO or to FERC,
but M SO is not -- even the Illinois Commerce
Comm ssion -- it doesn't have the sane procedural
protections and opportunity for noticing wi tnesses
that are used to doing in the | CC. It's a hybrid
creature. And it's by design all has |ess
transparency than at a state utility comm ssion.

Then we when you take what M SO
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proposes to FERC, it's not -- you know, you take

t hese FERC federal power act Section 205 filings
pretty much as you receive them They're up or down.
They don't have a | ot of opportunity to keep themin
the same way that you do in these kinds of contested
case filings here.

We actually saw that to some extent
with the M SO filing on the 2012 decision that FERC
made on the resource adequacy option. So it's a
cautionary -- it's sort of a |legal cautionary note |
have here about be careful of putting too many eggs
in a M SO basket; that you don't need to put the eggs
in the first place here.

And then finally, you know, from wi nd
and solar, the resources of the future, the current
capacity market design and the ones that Dr. Patton
menti oned aren't really favorable for these
resources.

And they are actually providing nore
val ue than the capacity markets, so any changes t hat
are made to address Zone 4 need to take into account,

you know -- they need to take into account better
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value for the wind and sol ar resources that are
plentiful in our region. Ful | market monetization
for resource, the energy efficiency and solar, and
ot her actions so that we don't, you know, make a
deci sion or agree on a decision that has unintended
consequences.

So with that, thank you. Chai r man.

MR. SHEAHAN: Thank you, John

| think we've got time maybe for just
one or two questions. We'Il start with Comm ssioner
Edwar ds.

MS. EDWARDS: Thank you very much.

So I know, J.R., you mentioned that
you think that resource adequacy is bigger than
capacity. And then John, you nmentioned that the |ICC
has a very important role to play. But that brings
me back to the question of exactly who is in the best
position to manage this issue, and whether, you know,
if it's ICC or M SO?

Who needs to kick the ball first, so
to speak?

MR. MOORE: | think the I1CC has a very
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i mportant | eadership role here. Because in Zone 4,
it's a lot more just than just the capacity market.
So you're involved in dealing with the Clean Power
Pl an right now. The 1 CC Comm ssion works with the
| PA, so you've got Illinois's interest at heart.

s it taking the lead? | think it's
wor ki ng closely with M SO on this. So | don't think
there's an either/or. There never is in these
t hi ngs. It's a variation of what | see a little bit
out of a nore than 1,000 regional system pl an.

There's a role for the states, there's
a role for M SO. | need -- you get a better outcone
from consumers when you work together, and | think
it's the Comm ssion's role to ask for the data, the
transparency, and to, you know, play out the
di fferent outcomes before you make deci sions.

MS. EDWARDS: It seems like it's such a thin
|l ine because we do have that jurisdictional issue at
the end of the day. W don't have a jurisdiction to
deal with whol esale issues, and so it's almst |ike
we do need to be involved, but yet we kind of al nost

can't be to some extent, so
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MR. MOORE: Com ng back to the capacity marKket
is not the beginning and end of the solutions in
Zone 4. So that's why | would encourage you to
mai ntain responsibility here.

MR. TOLBERT: The only thing that | would add
is the Commerce Comm ssion has an enormously
i mportant role to play in deciding what are the
resources that are actually there, what are the
resources that are approved whether it be demand
response energy efficiency, whatever those prograns
| ook |i ke, how are we actually inmplenmenting those.

So you all are an integral and
critical part of the decision-making process in what
shapes the resources that MSO is working with. So |
think that it's important for -- and | will use the
word "Il eadership" and "push" fromthe ICC to MSO to
make sure that the future for Zone 4 and the future
for Illinois |ooks |like the future that the Illinois
Commerce Comm ssion wants it to |look |ike versus
somebody el se.

MR. SHEAHAN: Thank you

Trying to keep us on time. \Why don't
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you join me in thanking the panelists. W're going
to take a 15-m nute break and come back at 10: 15.
(Recess taken.)

MR. SHEAHAN: All right. W're about ready to
get started again. Thank you again to our presenters
for their insights on the state of resource adequacy
in M SO Zone 4.

To commence our next discussion, we're
going to begin with a conversation focusing on
whet her or not resource adequacy IS an issue in Zone
4. We had sone di sagreement at our Novenber 19th
meeting and sonme possi ble solutions.

Leadi ng our discussion, |I'd like to
i ntroduce one of ny |egal and policy advisors,
El i zabeth McEr| ean. Pl ease join me in welcomng this
panel and Eli zabeth.

MS. McERLEAN: Thank you, Chairman.

As Chairman said, my name is
Eli zabeth, and I will be moderating Panel 2. Panel 2
is designed to hear with the relevant stakehol ders
whet her resource adequacy is an issue in M SO Zone 4

and also try to provide a forumto discuss potenti al
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sol utions.

As the Chairman prefaced, the point of
agreement anongst the panelists at the Comm ssion's
| ast meeting was that the market structure of M SO
Zone 4 was the root of most disagreenent.

Therefore, we will hear fromthe
panelists on that issue before we explore potenti al
solutions. The format of the panel will consist of
gquestions presented by nmyself with the opportunity to
hear from each of our panelists and for the panelists
to respond to each other. If time remains at the
end, we will also take questions with the audi ence.

The questions that will formthe basis
of our discussion will be posted on the screen
t hroughout . But before we begin, | would like to
i ntroduce our panelists. You will be hearing from
Jeff Bl aden, the executive director of market
devel opment at M SO, Jim Bl essing, the senior
director of power and infrastructure devel opment at
Ameren Illinois; Bill Berg, vice president of the
whol esal e mar ket devel opment at Exel on; Dean Ellis,

the vice president of regulatory affairs at Dynegy;
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Greg Poul os, the manager of regulatory affairs at
Ener NOC; Eri ka Di amond, vice president and gener al
manager of energy markets at EnergyHub; and David
Kol ata, the executive director at Citizens Utility
Board.

Pl ease join me, once again, in
wel com ng our panelists.

So to junmp start the discussion, the
first question to the panelists will be in your
opi nion, is resource adequacy an issue in M SO Zone
4? Anybody can jump in, or we'll go down the I|ine.

MR. BLADEN: "1l start. My name is Jeff
Bl aden with M SO. Back in March of this year, we put
out an issue statement for all of our stakehol ders
where we identified the nexus of our market design
and how well it would meet the needs of conpetitive
restructured parts of our footprint.

And we identified at that time, as |
said as far back as March, this was a growi ng concern
of M SO staff and to many of our stakehol ders. I
think we heard that confirmed at | east anopng the

st akehol ders that the market itself is the primary
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pl ace people are | ooking for assuring resource
adequacy and our own concerns about the marKket
design's ability to meet those needs is really what's
| ed us to put out the issue statement back in.

Al so noticed recently in October, we
further clarified and in more deal how we believe the
issue are the issues -- | think we've been clear that
we don't believe there's a resource adequacy issue
t oday or tomorrow, but particularly in Iight of the
changi ng environment for the resources driven by
environmental regul ations or technol ogy change, they
need to have a market design that is able to
facilitate an orderly transition of that in the
com ng years, is ever more relevant today.

And we believe the issues have the
right to be taken on.

MR. BLESSI NG: This is JimBlessing with Ameren
Illinois. As | said at the |l ast session on
Novenmber 191th, Ameren Illinois does see a long-term
resource adequacy issue driven by the M SO construct.
The thing that Dr. Patton |laid out pretty clearly was

that this year next year and in the short term there
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are sufficient resources that are avail able, but

t hi ngs can change qui ckly. There's a fairly
significant financial pressure in the existing
generators today. Just | ooking at energy prices

al one, which is a big conponent of what enables the
exi sting generation port to operate.

Recent use of energy markets show
prices bel ow 30,000. MWhereas in conmparison, you
know, 18 nonths ago, it was 38,000 megawatts. I f you
go back to 2006, 2007, around (i naudible). So
there's significant financial pressure on these
generators that you're going to have to find a way to
make that work, or we're going to start | osing
generation. And that can happen very quickly.

The environmental regulations and
(i naudi bl e) power plants' initial time frame is
around 2022, so that's going to come sooner than you
t hi nk. | think nowis the time to start planning the
transitioning to a construct that will incent new
generation with the current construct (i naudible)
more designed to price with the short-term val ue.

MR. ELLI S: Chai rman and Staff, first of all,
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Dean Ellis with Dynegy. l'd like to thank you very
much for hosting these policy sessions. | think the
first one was very constructive. And |I think this
morni ng's was very constructive.

These issues are very conmplex in terns
of they're very esoteric, and | think it really
requires a full (inaudible) of issues. Il think I"1]I
just a very briefly answer your question. So
Dynegy's comments are down to the day here, and then
quickly I'1l my time over to the rest of the panel.

Number one, first and forenost, we
believe M SO has a responsibility for resource
adequacy in southern Illinois. It's very anal ogous
to how PIJM has in northern Illinois. When |ooking at
the MSO tariff, it clearly states that the states
(i naudi bl e) jurisdiction for resource adequacy than
M SO does.

Clearly, that's no mechanism here in
southern Illinois for the state to ensure resource
adequacy, and so it's not an unconmon again in
northern Illinois. Usi ng that as an exanmple, the

rest of the states that are under market construct
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and RTO resource adequacy, again, is the
responsibility of the SO RTO. Again, to try to set
up our view and sonme of the comments we're making
going forward, we heard about a surplus. W talked a
| ot about is there in even a problemto solve. 111
wal k t hrough some of the exanmples of clearly why it
is a problem

Our view is that we're standing on the
beach, there's a tsunam off in the distance, and as
of right now, we may think there's not a problem but
there is a problem com ng. And, again, we'll walk
t hrough some exanples, so thank you

MR. BERG: Good nmorning, my name is Bill Berg

wi t h Exel on. |"d like to thank you for the
opportunity to talk hear today as well. Thi s
questi on of resource adequacy, | think the last tinme

Exel on provided some data which basically built up
the stack and conpared to the demand Dr. Patton
provi ded again today.

And | think on paper you can | ook at
the resources available to meet the need and say,

snap shot today, there is no problem And the
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reports that we're tal king about here is '"17, '18, so
we' re already nmoving out of the future here.

But what is m ssing fromthat analysis
is what is the price necessary to retain enough
resources to ensure resource adequacy? And this
gquestion of just adding up megawatts, conparing it to

demand wi t hout bringing price into the equation is

Wr ong. It's not -- it should not give you confort
that the zone will be resource adequate going
forward.

I f you | ook at what and just by
conparison Dr. Patton brought up exports are
i ncreasing. That is people trying to go after a
hi gher price, |leave M SO, and go to PJM and seek a
hi gher price. And retirenments. And | think
Dr. Patton recognized as did we |last time that
retirements can quickly change the situation in Zone
4.

And so what we all need to have
confidence in is that the prices that are being
generated in Zone 4 are making a market that both new

and existing resources want to invest in. And | wil
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tell you from Exelon's perspective, Zone 4 is not an
i nvest abl e market going forward w thout significant
reforms. And just, you know, this issue of
retirement because we can all debate will they
retire, will they not retire, | just did some price
compari sons.

I|f you | ook since 2009 through '15,
"16, and you average all the capacity of the price
for Zone 4, they're probably $30, $35. |If you renove
the $150 price we saw last time, it's probably closer
to $10. And then you go over to PJM where you have
capacity market in place for many years. You' ve had
significantly higher prices over that sanme time
period. And yet you've seen thousands of megawatts
retired.

| think yesterday in northern Illinois
where the prices are significantly higher than what
we' ve seen in Zone 4 and what we could expect to see
in Zone 4 going forward without significant changes.
Thank you

MR. POULOS: Greg Poul os with Ener NOC.

Chai rman, Comm ssi oners, thank you again for this
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opportunity.

| mentioned last time we were talking
at the policy session on resource adequacy and
pl anning in Zone 4 that we are -- demand response
(i naudi bl e) or even for services for energy
efficiency, that we do see a concern with M SO Zone 4
and the way the market is constructed.

| think you clearly see that because
of the -- we're tal king about reliability. W heard
a |l ot about reliability, and that's a part of
resource adequacy. | would also include resource
adequacy just no reasonable rates as part of that
construct.

| think that's clear whether you | ook
at M SO and how they determ ne resource adequacy.
You | ook at the Illinois Comerce Comm ssion how it
stated in their m ssion statements, and you heard a
little bit of that earlier in the first panel.

| think as you're | ooking at this,
demand response is a resource that definitely can
hel p reduce prices and should be a resource that

participates in an open market. Typically open
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mar kets you would see a resource |ike demand response
and others participate in. And some ways it's a
canary in a coal mne kind of thing. It's a flexible
resource and a fast-acting resource.

The fact that it's not in this market
should tell you that there's some market design
flaws. And the other thing that | would |Iook at in
this market is the way that prices are fluctuating so
qui ckly over all three years on this design going
fromextremely low to |ast year being $16.47 a
megawatt day and this year being $150 a megawatt day.
Those are extreme changes.

And where $150 nmegawatt day shoul d
attract the demand response. It sinmply cannot if the
resource and those resources, those participants, who
woul d be active don't know what it will be in a
coupl e of years. And that price visibility is
somet hi ng that does not lend itself for a market and
a resource |like demand response.

MS. DI AMOND: Hi . Eri ka Di amond for EnergyHub.
Thank you for having us.

We are a demand response aggregator
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for residential and small businesses. So | probably
echo a | ot of what they said. W don't operate in
this market, but we do operate in other markets

mai nly because the prices are higher, but they're
also reliable.

So we know year after year that
generally you're going to get around the sanme price
for resources so the investnment is (inaudible). Also
because we're operating such small types of
resources, it's really inportant for us to be able to
have a nmuch | ower m nimal threshold for resources.

So when sonmeone mentioned that earlier
going from5 megawatt mninumto 1 megawatt or
something in the kilowatt range, it's much easier for
our customers to meet.

And, again, | think what Greg said |
think DR is a great resource for a market where
there's a need for a flexible resource adequacy, and
there's been some di scussion also about whether
forward capacity markets are inmportant versus having
two- month cycle (inaudible) before auction.

But | think for us because we rely on
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technology to circuit and also (inaudible), so |
encour agi ng people to | ook at both.

MR. KOLATA: David Kolata with the Citizens
Utility Board. Thank you Chairman and Conm ssioners
for inviting me here today.

There isn't a resource adequacy issue

in short. | mean, | think there's a consensus on
that. And there won't be resource adequacy issued in
the long term If we do what we should do as a state

and essentially maxim ze the value of the investnment
goi ng on today.

What | mean by that is doing
everything we can to encourage demand response and
energy efficiency, doing what we can to maxim ze,
encourage distributed generation, focus on dynamc
pricing, which we think is a very overl ooked tool.

If we can get just 10 to 15 percent of people on
dynam c rates, | think that may have a great i npact
on | owering peak demand.

And t hen, you know, in general, | also
want to enphasize that if a plant was ever needed for

reliability, there are constructs that deal with
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t hat . Reliability must run constructs such that, you
know, if there's (inaudible) closed was going to pose
an issue wouldn't be allowed to get a contract.

So | think our focus on what we can do
as a state to enphasize the demand si de and
t echnol ogi es.

MS. McERLEAN: Thank you everyone.

Our next question to the panel is if
you believe resource adequacy is an issue in M SO
Zone 4 or if you believe there are issues with the
mar ket design of M SO Zone 4, how would you i nmprove
t he status quo, and what entity or entities -- by
default or design should be responsible for ensuring
| ong-term resource adequacy?

MR. POULOS: Okay. "1l start.

So the first question about who is
responsible, I couldn't tell you. | haven't | ooked
it up to see what everyone's bylaws |look like as to
who specifically is going to be responsible. But |
woul d think froma customer perspective, they're
going to look at -- they're going to | ook at Ameren

in Zone 4. They're going to |ook at Ameren if the

58



10

11

12

13

14

15

16

17

18

19

20

21

22

I ights go out. Or they're | ooking at high prices.

They're going to | ook at Ameren. Also
the Commerce Comm ssion is going to be in that
picture, and if you | ook at the m ssion statement of
t he Commerce Comm ssion, they're certainly talking
about making sure that there's reliability and
reasonabl e prices.

So | think that those two and both of
themwi Il ook at MSO, so I think all three of them
wi Il have some responsibility and claim sonme
responsibility for ensuring reliability and
reasonabl e pricing. So | think that and all three of
t hose bodies could have solutions to help reduce
prices.

| think there are solutions fromthe
status quo. "1l start with the fact that rising
prices, and | think I was |ooking at the Citizen
Utility Board website tal king about 30 percent
increase in prices because (inaudible), and I think
t hat when you have price increases |ike that,
customers wanted to be engaged.

And that is a perfect opportunity

59



10

11

12

13

14

15

16

17

18

19

20

21

22

right now to | ook at solutions when you can get
customers to do something. And they're going to want
to do sonmething, at which you have to give themthe
ability to do something. And | think from an Ameren
perspective, when you talk about the smart -- that
there are smart neters, | think that's certainly
providing nore opportunities for more programs to get

customers engaged, and they need to have the ability

to do that.

In the past we have tal ked about the
fact that Ameren should be just like (inaudible)
power plant or generally the market. They should

have incentives to do (inaudi ble) and demand response
and engage in software prograns so that they are, you
know, so (inaudible) want to be engaged.

From a Conmerce Comm ssion
perspective, | think kind of a sim/lar approach of
demand response, EE [phonetic], customer engagenment
programs will really help to reduce prices even to a
little bit of a level where they are (inaudible) you
can reduce -- capacity being built going forward.

From a M SO perspective, | think we

60



10

11

12

13

14

15

16

17

18

19

20

21

22

tal ked about it. | think the construct certainly
there is an opportunity a customer's engaged if the
right signals are sent to those customers, and that's
somet hi ng that needs to be worked on.

And | can see from M SO s wor ki ng
groups that they are trying to work on that a number
of ways.

MR. ELLI S: Dean Ellis again with Dynegy.

So Elizabeth let me take a crack at
it. Let me get to the basis of your question.

Obvi ously, there's a nunber of stakeholders in this

process. The consuners, the buyers, the Comm ssion,
M SO, all | think have many common interests here in
ensuring reliability is definitely one of them

And the pricing is obviously linked to
reliability and the physical resources that are out
there. The currently construct in M SO we've talked
about and Dr. Patton touched on is vertical demand
curve.

It produces this short term binary
effect that is not helpful to consumers and suppliers

ali ke as you've seen in this nmpst recent auction.
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Dynegy is (inaudible) curve, not just assume the year
price changes for suppliers but, again, also for
consumers. | think that kind of changes in
everyone's interests.

Why | describe this as a tsunam that
is here, we're just using the numbers from Panel 1
assum ng that three gigawatts surplus currently
t oday. Probably about 30 seconds we can get that by
two-thirds, and that one gi gawatt.

Approxi mately 500 gigawatts of that 2
gi gawatts surplus have just been (inaudible) within
facility who scheduled to |l ose mllions of dollars on
an average over the next five years. And without a
forward pricing, wthout an adequate price, it just
can't continue to |l ose that type of nmoney.

So those megawatts will come out of
t hat surplus. Also there's a nunber of other
dynam cs unique to southern Illinois such as the fact
that -- and Jim Bl essing can correct nme -- but I
think there's about 1,500 megawatts of generation in
southern Illinois that's actually rate based by

M ssouri | oad.
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So if you take that 1,500 negawatts
out of the stack right there, you just 2 out of 3,000
megawatts of this surplus, you have this effective
binary result of the vertical demand curve and half
of Dynegy didn't clear the |ast auction, the price is
effectively telling all those megawatts to retire.
That's 3,000 megawatts right there on
top of it. So it goes down to our view that we're
standing on the beach, we see a tsunam com ng at us,
we're trying to be as proactive as we can. W do
think there's a nunber of very constructive changes
t hat can be made not just in our interest but also in
consumers and the other stakehol ders' interest.
MR. BERG Thank you
| agree with the proper set of
st akehol ders. It involves M SO, consunmers, it
i nvol ves the industry, demand response, you know,

t hi ngs together we can work and come up with a good

sol ution.

| just want to pick up on this notion
of demand curve or as | call it can you invest in
t his market. Dr. Patton laid out in his
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wel | -documented that vertical demand curve produces
binary -- it's either very, very high or very, very
low. And | think we have enough auction that it's
going to clear a dollar or $150.

So as I'"'msitting here there's an
existing asset that's also suffered significant
| osses over the previous years and is actively
contempl ating retirement of our unit. "' m | ooki ng
at -- and this is the sanme |logic that a new entrance
or a demand response (i naudible) investment is
maki ng.

So if an existing unit -- let's just
make up numbers. | need $100 a megawatt day for over
five years to get a return on or return of this
i nvest ment . If 1'"m |l ooking at the M SO mar ket
recognizing it as a vertical demand curve, it's
either going to be 0 or very high. And the very high
is capped, by the way, so not so high.

Am | going to get my nmoney back, or
would | be better off taking my money el sewhere? And
| i kewi se, using the 2014 market poll prepared by

Dr. Patton, he inmplied required capacity paynment for
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new CCGT [phonetic] in Zone 4 is approximtely $300 a
megawat t . So what's that saying is the significant
change in expected energy margin, that asset needs
$300 a megawatt day over its life for it to be a
reasonabl e i nvest ment.

And so, you know, as | talk about the
investability of the market, | think the demand curve
is a key feature of that market so that there's sone
degree of predictability that both new and existing
resources can act upon and make an i nformed
i nvest ment.

So I'lIl just stop there for that.

MR. KOLATA: Qui ck comment before |I answer the
guesti on. | think that what is being argued here to
a certain extent is that markets are working, are
great when prices are high, but they have failed when
the prices are | ow.

Obviously we think that essentially
raises risk and privatizes profit. And it's a real
danger to that to the extent that we are going to be
doing a reforms market. We have to make sure that

everything is addressed at reasonable prices.
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And to the extent that we're going to
put price floors on market designs, well, sure should
be some price ceilings as well to share that risk

But to get to the question, | agree
with what John Moore said earlier. It's not
either/or. W do think that the I1CC and the | PA have
an incredibly important role to play in this because
ultimtely what we see are a very exciting trends on
t he demand side to generation.

These are things | mentioned earlier
(i naudi ble). These are all things within state
jurisdiction that we think can basically handle
what ever issue comes up and essentially maxim ze the
val ue of this market. If we do that, | think we'll
be fine.

MR. BERG: We've heard this on the | ast panel,

and we've heard it again. And I'msure it'll keep
com ng up. It's this notion that suppliers are
afraid of competition. And that this is just -- |ow

prices are just the result of good conpetition. And
| think that is false. Particularly when you're

tal ki ng about resource adequacy, the conpetition, the
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prices are the result of an adm nistratively
determ ned desi gn.

And t hat design in M SO currently has
known flaws that have been asked and answered at FERC
over time. And so it's not that we're afraid of
conpetition. In fact, I will point you again to PJM
where this design, a conpetitive design has been in
pl ace for years.

There's been probably 20,000 megawatts
of generation retirements. No one's conpl ai ni ng. So
they've | ost the conmpetitive battle, and there's been
20, 000 megawatts of new energy comng in as well.

That is a situation where there's a
robust market design that is actually facilitated, a
fair competition. What we have in MSO is a
dysfunctional market design. And so you can't call
it conmpetitive.

MR. BLESSI NG: JimBlessing with Ameren
I11inois. " m going to start off trying to answer
t he question you asked about who is responsible. And
| want to coment on a few things that | heard.

As far as who is responsible, | still
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poi nt back to Illinois policy as being a significant
driver here. So when we shift it to a regional
choice model in Illinois, we basically can determ ne
the markets for resource adequacy going forward.
That's the policy decision that was made.

So does that shift the responsibility
to those markets? Yeah, we're certainly relying on
mar ket, but | think us monitoring the policy decision
to make sure it's working is a big aspect, you know,
| ooking for (inaudible) or going out and supporting
changes to the whol esal e markets and hel p support the
policy choice we made.

It's really important the State of
I11inois has a huge role and all the stakehol ders
have a huge role in this. Couple things |I want to
comment on, |'m hearing a | ot about demand response
bei ng the solution here. And Ameren Illinois
definitely believes that demand response is part of
t he sol ution.

"' m not envisioning a world where new
generation will never be needed because of demand

response eventually we need to have a generation
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built in the State of Illinois. So while we don't
have an issue now, demand response certainly can help
us push the issue back even further. Eventual ly we
need to make sure that we're putting together a
construct that is going to incent all the generation
that's needed.

And it should be done so such that the
demand response and generation resources, they're all
pl aying on a level playing field. The ot her thing
that | just want to point out is that from a demand
response perspective now, in my mnd still points
poi nts back to the same issue that we have is we're
not seeing the right price signal for capacity.

| f capacity prices were in line with
what PJM has today and M SO, |'m confident that we
woul d have robust demand response prograns. But who
wants to curtail their |oad? Who wants to turn their
air conditioner off on a hot day if your conpensation
is going to be 3 or 4 cents versus significant
i ncentive.

So getting the market price signal

accurate not only helps the generation, but it's
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going to help the demands response flourish as well.
The other thing I wanted to coment on is the
vertical demand curve.

| certainly understand the need to
properly value that generation or resource for the
generation or demand response for the (inaudible)
beyond what the actual requirement is. | understand
t hat . | agree with that. But what | have actual
struggle with and the curve that Dr. Patton had up
there illustrated it very well.

It had a picture, showed a vertica
demand curve, and then it showed generation offers --
resource offers at near 0 and a dotted |ine going up
to that vertical curve. And what that illustrates
for me is really there's only two things setting what
t hat capacity price would be under that mechani sm

One is the quantity of resources
avai l abl e. And two, an adm nistratively set curve
for demand and the price of demand as different
| evel s. So what that tells me is that how you set
that curve is very inportant. If you ask 100 peopl e,

you m ght gotta 100 different answers.
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It's kind of the adm nistrative

determ nation of a demand curve. Thank you

MR. BLADEN: This is Jeff Bladen with M SO.
Just to be clear, from our perspective, and we
appreciate that the 1 CC has convened at this venue.
But we do ultimately have tariff obligations that we
have to live up to, and that really is what's driving
us.

And what we want to make sure of as we
go down this path, we're |ooking at what we may need
to change is that we're cognizant of the differences.
The nature of the market in Illinois versus other
parts of our footprint. And are we fully fulfilling
our obligation under our tariff not just for the
parts of our regional footprint that have vertically
i ntegrated planning processes, but also for states
like I'llinois -- with southern Illinois part of our
f oot pri nt.

Are we fulfilling our obligations to
ensure resource adequacy that are in our tariff given
the different nature of the market design in southern

Illinois. We outlined the (inaudible) of the price
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formation in our market design as it has a nexus with
(i naudi bl e) the ability to get the price right, to
get the resources that allow us to meet the 11-day --
10-year reliability standard that we have set out for
ourselves is extraordinarily important to us.

And the fact that we've put ourselves
out there on this issue is evidence of our desire to
see this nove forward in an orderly way, to have the
ri ght people in the roomto help us think through the
wi sdom of different approaches, and we appreciate the
| CC recogni zing the complicated nature of the
responsibilities here.

But we do believe we have the tariff

obligations that we have to adhere to.

MS. DI AMOND: | just want to go back to the
engagenment that Greg brought up earlier. | think
that price will definitely drive interest fromthe

mar ket for us, most of the consumers. And | think
hi gher energy prices (inaudible) obviously drive of
t hose customers in the energy world.

But | think there's also a real

opportunity in the way that the market for connective
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devi ces has grown so nuch. So as custoners do want
all these technol ogies on their own, they can be
moved much qui cker into markets |ike DR if the
climate is right.

So | think really changing those
constructs and helping this market to evolve wl
bring resources faster than we m ght have seen
bef ore.

MR. BERG: | just wanted to add one nore thing
about the demand response, which | agree, is an
i mportant part of the market. And let's take
what ever penetration rate the gentleman before
assumed, and we'll just subtract that fromthe 12,000
megawatts of demand in Zone 4.

| think you'll find you still need
exi sting generators. You can't demand response your
way out of -- maybe not all of them and maybe the
most inefficient generators will, in fact, retire.
But you can't ignore the fact that it takes all these
resources, and you want to ensure reliability.

What you, | think, would want is the

most efficient set of resources we think that demand

73



10

11

12

13

14

15

16

17

18

19

20

21

22

reliably and at the | owest possible cost. So when we
tal k about design, | think we are conpletely open to,
you know, figuring out what the problems are for, you
know, that are preventing demand response and energy
efficiency for participating in the market.

But they need to be considered and
integrated with the rest of the market so that you

cannot get the right set of resources to meet the

need at the | owest possible cost. And our market
contracts (inaudible), they should -- because it's
basically saying, |I'mjust going to give a basically

a 0 profit contract to one resource, and |I'm going to
again going to ignore everything below that, that
resource. Everything that's already there that

hasn't said, |I'mgoing to retire and just not -- it

beconmes a spiral that you quickly |ose control of.

If 1'"m an existing generator, and, you
know, |'ve made it through the tough times, and |I'm
hopi ng that sonmeone will exit the markets so maybe

the prices go up, and then (inaudible) they stay on
the market, it's like why did | stick around?

So they've been thoroughly rejected at
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FERC as well, and it's not a way to design the market
to ensure the efficient (inaudible).

MS. McERLEAN: | kind of want to comment on
somet hing that Jim had said and get your perspective
on whether or not you think that we still need new
generation or whether you need to maintain the
exi sting generation.

MR. ELLI S: "Il give you a few exanpl es and
perspectives on that. Of course, really all we ask
for is a level playing field, be it new resources, be
it any number of generation alternatives. Number
one, a level playing field is what we need to ensure
that the | owest cost effective solutions are picked
be them New generation, existing generation, and
the |ike.

Upgrade (i naudi bl e) our generation
facilities across the country, none of which
(i naudi bl e) here in southern Illinois. But
particularly in PJM we upgrade our (inaudible)
facilities significantly. Number one, the price
signal and the incentive isn't there, so that

(i naudi ble). And those increments in upgrades in
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facilities, we can achieve the fraction of the cost
to say building new generation. So right there,
that's that a very efficient outcome, not just for us
as suppliers but ultimtely for consumers.

We' ve been abl e across the country
provi di ng enough supply al nost equal to a new
generator (inaudible). When we | ook at the materi al
(i naudi bl e) especially -- where we're being driven to
i ncreased efficiency, again, wthout the proper
pricing, there's just no incentive to make the
investment or driving the notivation that we require
(i naudi bl e) that investment.

We have made that investment in the
past and several upgrades (inaudible) to achieve the
outcome of the existing. (I naudi bl e) cheap
$30 mllion just those things, again, the proper
incentive to do so? So, again, numerous existing --

we just ask a level playing field, no preferenti al

treat ment.

And then lastly, | will just mention
we do have -- Ameren is aware of a new facility. W
are currently in the mddle of a $500 mlIlion
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project, a facility, a very large -- we conpletely --

we have about $200 mllion left. That investment is

really being driven by the nunber of environnment al

regul ati ons beginning with those regul ations here in

the State of Illinois that require that investnent.
So that raises significant risk of

straining an investment, and ironically, (inaudible)

make sure M SO policies of the State of Illinois.
MR. BERG | don't think it's a question of new
versus existing. | think what you want is a

conmpetition on the margi n between existing and new.
And | think that's what we've seen in the other
mar ket s.

You have the older unit that are
facing environmental upgrades, or they're facing
required capital (inaudible). And you want those
resources to the extent they're cheaper than new to
win the, you know, to clear at the expense. And vice
versa.

I f you have a resource that requires
so much capital and it's so inefficient and it's

offer is so high, the econom c solution could be new.
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So what you want is a healthy conmpetition on the
margin, and |1'd say that's where demand response
would fit in well. What we've seen is demand
response typically meets prices well bel ow some of
t he existing high cost generation.

So to the extent they're in the stack,

t hey put down the pressure on aggregate price, but

you still have that conpetition between new and
exi sting.

MR. POULOCS: Il will just add from a
perspective, | agree with those comments. The goal

of the (inaudible) ask for the demand response is to
have markets that we can participate in. That there
be a | evel playing field, would give everyone same
opportunity -- all resources the same opportunity.
And, second, the real goal of the
demand response is to reduce the need for -- to build

new power plants going forward. That's one of the

primary goals in terms of -- all we had in the
capacity market is going forward. It won't ever
repl ace generation because it is not energy. It is

reducti on energy.
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So it's really reducing that peak and
hel ping to build those reliability needs. And it can
be a more flexible resource particularly from
(i naudi ble). Those are really the goals.

MS. McERLEAN: Thank you

| also kind of want to touch upon
whet her -- this m ght be nmore related to M SO, but
whet her Zone 4 itself can have a market design with
the rest of the M SO region.

MR. BLADEN: Never say never, first off.

There's lots of interesting ways to
address these chall enges. So | think the short
answer is yes. The degree to which it differs the
ability to have a comon product across the whole
footprint is something we would assure at some point
such that we are able to maintain a value of the
regi onal dispatch we have in day-to-day operations.

We woul dn't want to have fundanentally
econom cal obligations when you sinmply wal k across
the state border from generators that are otherw se
equi val ent to one ot her. | think on the face of it,

it certainly seens feasible that you can have
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mechani snms that address the issues that have been
outlined here that don't preclude having a compn
product that's deliverable on a day-to-day basis for
regi onal operations.

MR. BLESSI NG: JimBlessing with Ameren
I11inois.

In respect to that, | tend to agree
that it can be a separate solution for Zone 4, but
the thing that we just need to make sure that we're
recognizing is we don't make (inaudible) with respect
to M SO.

And what's particularly inmportant to
Ameren Il linois there is that we have built a robust
transm ssion system There are customers currently
t hat pay for, and we need to make sure that we're
fully utilizing that asset ensuring that the extent
there is generation avail able or other resources,
capacity resources, avail able outside Zone 4.

If that transm ssion capability can
get to Zone 4 we need to make sure that we're
referring to the ability to point to those resources.

MR. KOLATA: So | agree with Jeff and Ji mthat
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it is probably possible that you can have a distinct
set of rules for Zone 4. | don't think particularly
it's a good idea. | think (inaudible) the purpose of
a regional market there's a real island.

And to the extent that we're going to
go that route, (inaudible) essentially signaling out
Illinois, it would probably make nmore sense
(i naudible) if that -- is to use the |IPA and state
| evel mechanisms to handle the issue. | don't really
see what the value would be in that sort of stance.

MR. ELLI S: So Dean Ellis with Dynegy. A
coupl e quick points. Nunmber 1, there are severa
exampl es across the country where we have different
mar ket constructs within constrained regions --

(i naudi bl e) New York City just by virture of where
it's located is (inaudible). And Long Island, it is
actually an island. And they have slight different
constructs what's called -- the rest of state zone of
New Yor K.

So it's not unique. Bui | di ng on that
then, | think it's very clear that not only

(i naudi bl e), but we do need to treat Illinois --
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southern Illinois that is different than the rest of
M SO. You have 14 out of 15 states in M SO that are
traditionally regul ated and vertically integrated
construct, and it is very, very different.

They do not have retail choice. They
do not have whol esale conpetition. They are al nost
ni ght and day as you can i magine across the utility
spectrumin southern Illinois.

And | don't think when M SO was
created nobody envisioned that this would happen.
It's happened just through the evolution of M SO.
(I'naudi ble) utilities | eave and we've ended up -- so
it's alnmost just through evolution of the last 5 to
10 years that M SO has involved into this construct
where you have 14 out of 15 traditionally regul ated
state, and then the redheaded stepchild of Illinois
as it's considered in Illinois -- in M SO, sorry.

|'ve been to two of the three | ast
M SO annual neetings where | heard a board member
from M SO stand up and say, Resource adequacy is the
responsibility of the state not M SO. Speaking of 14

out of 15 states, (inaudible) M SO doesn't have t hat
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ability to take responsibility for resource adequacy.
So | think, again, not only is it a

matter of yes, we can have a construct for southern

I11inois.
MR. BLADEN: |'d like to just comment on about
what was -- | think a mention of the value of being

in M SO may be going away at a different market
design or a different mechanism for procuring
resource adequacy capacity in southern Illinois.

|'d like to as strongly as | can
possi bly say that that is absolutely positive to
something that M SO will not allow to happen. The
broad regi onal value of our marketplace and the val ue
of regional capacity and energy savings from shari ng
t hose resources across this regional footprint are
t he hall mark of what we do.

And there is under no circunmstance of
any situation where we would allow that to be
depl et ed. So when | say | think it's plausible that
we could have mechanisms that allow for the
procurenment possibly at different time frames or with

different mechani sns such as Dr. Patton's
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recommended, the first thing that we will do is
ensure that whatever the mechani snms or the changes
are, they don't have the potential, even the
potential to deplete the broad regional value that is
delivered fromthe regional dispatch that we operate.
So | just want to be as clear as | can about that.

MS. McERLEAN: Dean had said, you know, certain
people -- or certain states have already left M SO in
the past. And could you explore that a little bit
more, and al so coment on Zone 4's joining Zone 5.

MR. ELLIS: Obviously, southern Illinois could
concei vably |l eave and go to PJM It woul d be
homogenous (i naudi ble) PJM and just |ooking into a
real conpetition perspective, there's robust
competition and PJM states there's not in M SO
states, there's robust (inaudible) conpetition that
(i naudi bl e) demand response. And PJM it doesn't in
M SO (i naudi bl e).

So just froma very high

| evel perspective, obviously southern Illinois
bel ongs in the market |ike PJM However, what we
have now is hybrid market. It's got some issues that
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i nvol ve descri bing various (inaudi ble) passions. So
| think there's a couple considerations.

One, it's not just about capacity.

You have to | ook at the energy (inaudible). W would
effectively be moving (inaudible). There's sinple
things like exit fees and when the other utilities

have left MSO in the past, the fees went from very
| arge numbers to very manageabl e numbers.

| think that there's nmore work that
could be done (inaudible). Because | think there's
one there that (inaudible) is one possibility. There
are sonme barriers. There's also the timng issue.
So we do advocate really | ooking at a number of
potential options if a carve out for Zone 4 in M SO
can't be (inaudible) in a reasonable anount of time
or it simply just doesn't make sense for any number
of reasons, | don't think we should give up on moving
(i naudi bl e) southern Illinois to PIM

Again, just clearly it would be much
more honogenous -- it would be much nore honmogenous
just for the State of Illinois. No ot her state is

bi furcated so dramatically between two | SOs and two
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very different 1SOs than the State of Illinois is.

| live in Texas currently, and |
actually live in the traditionally regul ated
vertically integrated part of Texas. On my way home,
| pass a nunmber of billboards that offer free nights
and weekends of electricity and other things, and I
don't have access to those.

So in 30 mles | pass all those
opportunities when |I head home, and |I'm | ocked into
one utility no retail conpetition, and it's a very
small slice of Texas but, again, it does create -- it
woul d create sonme nice opportunities for retail
conpetition and whol esal e conpetition and ot her
benefits.

MR. BERG: Starting with conmbi ning Zone 4 and
5 my first question being why? 1Is it -- and when
you're just creating |ocational areas in a market,
you -- they should be bounded by physics and
engi neering realities, which is there's a |oad, there
are resources, there's an inmport capability to get in
the zone, and the Ilimts are what the limts are.

So if combining Zone 4 and 5 is

86



10

11

12

13

14

15

16

17

18

19

20

21

22

engrounded in those principles, you know, that's
okay. But it doesn't answer the fundamental
guestion. Zone 5 as | understand is regul ated
vertically integrated zone. Zone 4 is not.

So we're back to this question of now
we' ve conbi ned them presumably for the right
reasons. Are we saying that Zone 4 resources are
goi ng wi thout reform are going to continue to be a
part of the resource adequacy m x, now Zone 4 and 57
| don't think so.

Unl ess you deal with the issues that
the resources in Zone 4 are facing, conbining zones
says, | just have a bigger zone that's resource
adequat e. | don't see the state regulators in
M ssouri building the plants to neet southern
Il'linois's needs and charging the customers who don't
have a choice that cost. It's not going to happen

MR. BLADEN: |'d i ke to tackle the question
where there was a suggestion | think that was inmplied
t hat somehow the M SO mar ket design is inconpatible
with dependent retail markets. | think -- | couldn't

di sagree with that more. While we may have
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recogni zed that there was a market inprovement with
the capacity market to allow it to better reflect the
needs in southern Illinois, the market design that

M SO operates is well regarded broadly by FERC and

ot hers.

In fact, and in the nost recent
dockets it held a price formation. M SO s held
out -- many of the features M SO S held out is the
gold standard. So while we certainly are commtted
to maki ng reforms when and where they are needed --
in fact, as | said, we started this process back in
Mar ch. | think the suggestion somehow that nmoving
into PJM woul d be a better solution for southern
IlTinois | think is mssing by a wi de margin.

The nature of what these whol esale
mar kets do for customers, and M SO S case,
extraordinarily |large benefits sharing of resources
across the | argest geographic footprint in the United
States that represents some of the | owest cost
resources in the United States.

So the suggestion that being in a

different RTO m ght fix problems, | think is m ssing
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t he boat. \What we believe is the right answer here
is to tackle the challenges that are identified and
we self-identified them and tackle them w thout
del ay.

MR. POULOS: | certainly recognize that the
mar kets works for many of the states. And from a
demand response perspective, there is a |ot of demand
response in the M SO market. VWhether it's or
(i naudi bl e) generation, there is very little in
the -- in Zone 4. That would not be the case if it
was PJM.

It doesn't mean it has to be

(i naudi bl e). | don't think that's a necessary
sol uti on. | mean, we talk if fixes as Dr. Patton
tal ked about them | think there are corrections that

can be made that can be help that situation and
provi de anot her resource and have that opportunity.

| would al so add that from an energy
ground efficiency perspective, that the ComEd zone,
PIJM, has | think some of the -- by a wide margin
energy efficiency that is being offered into the PIM

mar ket than the rest of PJM
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So | think that ComEd has figured it
out that part of the I1CC -- under the |ICC provisions
t hat energy efficiency can be a great resource. So |
do think there's some great benefits (inaudible).

You have to be able to deal with one
RTO. Certainly 1'"ve seen that in Ohio. They only
have to deal with one. From our perspective, | do
t hi nk, though, that it's not the whole case. You
don't have to go to (inaudible). There are -- it's a
complicated fix.

| think there are other things that

can be done. | mean -- didn't want to mention those
that currently -- | think the statement that Zone 4
is an island is appropriate. | do think that it does

not do the best job right now at providing
opportunity for resources.

MR. BLESSI NG: \Whether Ameren should be in M SO
or PJM a potential move, you know, |'ve heard a | ot
of good comments on some of the benefits; pros and
cons. What really would be required is a robust
analysis of all (inaudible) -- capacity markets are

one small component of what M SO brings to Ameren
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II'linois and its customers. So we really would need
to take a very robust view of all of the benefits and
costs associated with such -- really see if it makes
sense.

The one thing that is a big hurdle is
the exit fees that would be associated with that. So
if Ameren were to pick up and move from M SO
(i naudi ble) -- PJM woul d be subject to exit fees to
conpensate M SO with the infrastructure they built in
order to support Ameren Illinois. We woul d have to
pay them that.

We al so would maintain responsibility
for our share of transm ssion expansi on projects that
have occurred over the years. At the same time when
we went to PJM PJM has a little bit different set of
rul es. Rat her than having fol ks who were there at
the time (inaudible) -- so Ameren Illinois customers
woul d have to pay for the transm ssion expansion that
occurred up to the day we left in M SO, but then we
woul d al so have to pay those same costs relevant to
PJ M. | don't -- | can't put a dollar value on that

ri ght now.
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| asked our transm ssion fol ks that,
and they said it's just a conmpl ex question. It's
hard to put an answer to, but what they did tell me
that the value of the transm ssion expansion or
i mprovements in MSOis in the billions range.

And we woul d be responsible for
mai nt ai ni ng our share of that cost and paying for it
about 8 percent of the M SO footprint for the next
four years. So try to figure out what that would be
and the exit fees. | think that's a pretty
significant number, but, yeah, | can't give you a
number right now.

| tend to agree -- and I'Ill point out
that M SO is kind of gone full circle on this. \Wen
they first started the market -- capacity markets,
t hey had a market in which any generation could
deliver to any point within the entire footprint.

And they recogni zed probably that
there are limtations, and we wanted to go with a
concept. I n doing so, they broke it down into very
smal | pieces. | think currently there's nine zones

in MSO, and | think it's nore than just a question
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should Zone 4 and 5 be conbined into -- you know,
maybe it's the right time to |l ook at the entire zone
and see if physics really supports the way the zone
can be conbined. And maybe it's not Zone 4 or 5.
Maybe it's other zones that we can be combi ned as
wel | .

MR. KOLATA: Yeah, | agree with what Jim said.
| think we (inaudible) -- take a | ook at Zone 4 and
5. Utimately if physics and engi neering should
decide it. | want to just note that physics and
engi neering (inaudible) -- | think that this is
somet hing we should | ook at very, very closely.

| also agree with what Jimsaid with
PIM Sonmet hing we | ooked at, made argument for it,
and against it, but | think we have to very much | ook
at the cost associated with and make sure that
ultimately it's in the customers' best interest.

MR. BERG We don't really have a strong
opi nion on the question of should Ameren join PIJM
We think in terms of, you know, next steps, | think
we're on the right path which is we know what works

in conmpetitive markets.
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M SO seens willing to enbrace it.
We're here today, and we think that will be the best
path forward in terms of resolving this issue. And
in terms of timng, we talked a | ot about the short
termand the form and (i naudi ble) -- but what we are
| ooking is an inmplementation beginning in '17, '18,
which is a year and a half away from now.

But if you think about the process
t hat has to occur to have something take effect in
17, '18, we've got about six monents of stakehol ders
to develop a design. And it needs to be filed at
FERC. FERC will take sonme time to wrestle through
t his.

So that is the fastest path I think to
resolve the resource adequacy issue. And | think the
one that makes the nost sense which is focus on M SO
for now and not get into this question of should
Ameren Il linois join PIJM or not because | think that
Jims raised a | ot of points, which is, you know, a
| ot of good points which is there will be a | ot of
anal yses. There's a potential for a |ot of costs,

and | think it will just take too much time for you
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guys to feel confortable that resource adequacy while
it's good today will be maintaining tomorrow.

MR. ELLI S: Clearly, we support the formation
of mobre zones when appropriate. By form ng nore
zones to reflect |ocational constraints and the |ike
(i naudi ble) -- you provide nmore accurate signals that
are constrai ned.

You al so have nore accurate cost
al l ocation (inaudible) -- when you have nore zones.
| think David Patton has argued for nore zones, and
t he upside of more zones conpared to fewer is if they
don't bind, then the zones just financially conbine
t hensel ves.

They merge through the result of the
mar kets nationally. So it definitely -- you know,
there's no harmin nmore zones and with regard to
Zone 4, 5 specifically, it's not just two states that
are continuous with one another.

There's the city river
t hat (inaudible) -- flows that creates transm ssion
constraints between the two. And t he physics have

shown that there's no export capability out of

95



10

11

12

13

14

15

16

17

18

19

20

21

22

M ssouri . So the engineering alone is telling you
that the two zones -- specifically those two zones --
shoul dn't be combi ned.

And | think that's part of the reason
you're seeing some of this going back and forth
should 4 and 5 be combined. They're under one
utility, so it makes sense from that standpoint. And
t hen once you get into the (inaudible) -- and the
export actually did demonstrate that there are some
practical engineering and physical limtations
bet ween the two. Thank you

MS. McERLEAN: Thank you

So | think I"mgoing to allow any of
you if you have any final comments before we open it
up to questions.

MR. BERG: Just one nore. | think an inmportant
design feature that | would like to highlight, it has
to do with kind of a pay for performance concept. We
have seen this evolution of performance incentive in
capacity markets. First starting in New Engl and, PJM
just did it in what they call capacity performance.

VWhat drove both of those RTOs, |
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believe, to this point was the recognition that the
current penalty structure embedded in capacity
constructs 1.0 was virtually non existent. You have
had resources that could collect capacity revenues
all year long to the extent they were actually needed
in any given day, and they didn't perform The
actual penalty that they suffered was i nmense.

And it goes to show I think any
redesi gn needs to learn the |lesson that the other
RTOs have | earned. There's a |ot of good | ogic out
there. And it does provide a clear message to
consumers who generally do not |ike making capacity
(i naudi ble) -- to say, it's nmoney for nothing that --
if you do have a strong performance instead of
resources resources that -- and those resources do
not perform when they're needed by the system

operator, all that noney that consumers pay goes

back.

And it's an important feature that |
think -- that | know Exelon will be pushing for in
Zone 4, and hopefully others will agree. Thank you.

MR. POULOS: "1l go back to nmy first statenment
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that | made, which is customer engagement. You have
prices that went up about 30 percent of our customers
as | said in Zone 4. And customers are certainly

| ooking for opportunities to participate, whether
it's whol esal e market, whether it's through a state
program | i ke (inaudible) -- a saving program or

t hrough Anmeren.

What they're trying to do with their
smart meters or (inaudible) program there are
certainly customers who would | ove the opportunity
and woul d be able to help the situation if they had
t he mechani sms avail abl e. | think all three, all
Ameren to the Comm ssion to M SO, given those
customers the chance to be engaged and the
opportunities particularly there's new day and age we
go to the I1SOs and the states all around the country
you could see opportunities being taken advantage of
is critical.

G ving those customers that chance and

mor e engaged there will be nmore satisfied going
forward.
MS. DI AMOND: | think our customers, consunmers,
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in general are already engaged, (inaudible) -- with
Ameren and Illinois. They're getting nmore excited
about those, and | think more broadly. And so
there's a great opportunity that engaged customers
can make themreally a part of the process as opposed
to being opposed to the process. | think there's a
rare opportunity here.

MR. ELLI S: Dean Ellis with Dynegy. Just
closing remarks in getting back to our viewthat,
again, we're standing on the beach, the water is
starting to recede, you see a tsunam com ng sinmly
fromthe perspective of, well, there may be a snap
shot 3 gigawatt surplus currently in southern
II'linois; again, you can quickly erase that when you
take into account that generation fee much nmore than
the surplus right now currently receives $0 for
capacity even as a result of this next option.

This is not a hypothetical exercise.
We' ve seen this play out before. W saw it had a
very simlar vertical (inaudible) -- as Patton had
menti oned, New Engl and quickly moved away from t hat.

They banned the vertical demand curve and after seven
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years of prices clearing (inaudible) -- set for and

t hen resources could no | onger hang on, and this wave
of retirement (inaudible) -- pushed the supply on the
ot her side of that vertical demand curve -- on the

ot her side of that vertical cliff, and then all the
sudden now the prices are appearing at the ceiling
rat her than the floor.

And when you now trying to catch up

buil d anot her. So again this is (inaudible) --
exercise, it's not hypothetical. W've seen it play
out el sewher e. | think we're about to see the sane

t hing play out, and we think that there's a |l ot for
both the consunmer perspective and supplier
perspective. | think there's more of an interest

t han not.

MR. KOLATA: As we | ook at the big trends in
the industry today, surprisingly howlittle is being
di scussed to a certain extent. \When you receive the
client cost of solar, you |look at smart grids, and
automation potential. What we do with big data,
that's what we should be focused on and prising to

the list as well. These are all things within state
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jurisdiction.
When we say we want to maxim ze the

val ues of the market, that's essentially what we were
tal ki ng about earlier and part of that as well.
There isn't a short termfor liability issue
(i naudi ble) -- there certainly won't be -- to
maxi m ze consunmer value, and that's where we should
be.

MR. BLESSING: And to close, | think we are in
a position where we do have some resources today. So
we' ve got sonme time to kind of work through the
sol ution. But thinking down the road, | don't think
the right solution -- | think we have an opportunity
to get to the bottom of this and arrive at a solution

and drive the markets rather than the markets drive

us to something | ess desirable -- lost my train of
t hought, so I'll stop there.
MR. BLADEN: | guess I'll close by saying that

M SO s in the business of assuring reliability. W
do it on a ten second basis with efficient markets.
We do it on a five-m nute basis with efficient

mar kets. We do it on hourly basis with efficient
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mar ket s.

We certainly try to do it on an annua
basis with efficient markets. But at the same tinme,
we al so have to do all of that in tandem and in
compl ementary ways with state policy choices. The
state regul ators have very clear jurisdiction for
many el ements of our business and the ways in which
this reliability is assured.

Efficient prices to the | owest costs,
and that's really our goal here, is to try and assure
what we're doing for delivering resource adequacy
with capacity markets in southern Illinois is
delivering efficient prices. It's working to
compl ement the state policy choice, and ultimately
gets all resource choices and options an equal shot
at participating and delivering what they can in
their unique fashion. \Whether it's demand response
or meter resources of new technol ogi es or existing
resources that are still needed to neet those
reliability requirements. W want to make sure that
the markets that we are operating are delivering the

pricing that allow the | east cost choices to be
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sel ected and to be maintai ned.

MS. McERLEAN: Thank you. | think we'll first
hear Comm ssioner or Chairman if they have any
guesti ons.

MS. EDWARDS: Thank you, Elizabeth.

This question is directed to Jeff. So
in the first policy session, he did speak -- | don't
have in front of me just ny notes, but we did talk
about a separate Zone 4 market design construct. And
| believe he said that such a construct in a market
design is -- such a market design would not
negatively impact the other zones in the M SO
f oot print. It sounded |i ke you were saying that
woul d not wor k.

So can you explain that, or |
apol ogize if | m sunderstood.

MR. BLADEN: ' m happy to explain it, and ny
apol ogies if something | said confused you.

No, | couldn't agree more with what ny
col |l eague said. We firmy believe that whatever
adj ustments we make that are designed and neet

specific needs for southern Illinois, we will work to
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ensure that those complement and work in tandem with
the way with resource adequacy is. It is
effectively -- and that's really sort of going in
opposi tion.

We're pretty confortable you can
achi eve that outcome. There are other RTOs that have
specific mechanisnms for specific parts of the
footprint that are not a challenge at all to deal
with in realtime operations, a day-to-day,
hour -t o- hour operations.

So in terms of maintaining reliability
and addressing the issues that you were referring to
t he exact details of the construct that we m ght
conclude with working with stakeholders, it is
appropriate for southern Illinois.

| can't speak to those details yet
because because we haven't had the chance to go
t hrough those issues. We will go into it, and they
need to work in tandem and effectively conme to seans
with one another with operation.

MR. ROSALES: Foll owi ng up on the Conm ssion --

because it's an island in Zone 4, and actually | can
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ask everybody here. |s there an opportunity to move
to a PIM style business model within the zones of
M SO?

MR. BLADEN: First thing I'd like to address is
this concept of southern Illinois being an island.
Wthin M SO s market design and in our operations, we
certainly don't see southern Illinois as an isl and.
There's extraordinarily robust transm ssion across
southern Illinois fromnorth to south from east to
west .

There isn't any electrical island of
t he sort. Some m ght argue that the policy
di fferences creates an economc island in a sense,
but I don't think we see it as an island. And the
need to have slightly different approaches for
resource adequacy in Illinois there's a reflection of
the need to work in a conplementary matter to the
state differences that exist.

In terms of whether we could move
towards a PIJM style market for design for southern
IlTinois, | think that's plausible. But, again,

wi t hout presupposing what we m ght come up with as
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part of our statement (inaudible) -- 1 wouldn't want
to suggest that it is the only outcome that's
possi bl e either.

MR. BLESSI NG: | agree that southern Illinois
and PIJM style within MSO is a solution that could
occur. But if you take that broader and if your
t hought process is a PIMtype solution for the entire
M SO footprint, I think it would be very difficult to
get the other states' stakeholders to support that.

So | just want to make that difference
aggregation that, you know, within the Illinois
footprint, it's probably possible. But if you're not
trying to drive an entire footprint of M SO s
st akehol der process (inaudible) -- that could be very
chal | engi ng.

MR. ROSALES: "1l just be interested in
Zone 4. And as | spoke before it came up a number of
times, and (inaudible) -- there's a few people that
agreed on that. And | wanted to know if by moving to
t hat model would it elimnate that some of you, you
know, have mentioned as well.

MR. BERG: Yeah, | think |I said it's possible.
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| think it is possible too. And you know when |
t hi nk of Zone 4 as an island, | want to be clear I
don't think that Zone 4 is an electrical island.

It's highly interconnected with PIJM
and the rest of M SO | think of it more as there's
a revenue recovery. It's a revenue recovery island.
Al'l the other M SO states, they have their revenues
(i naudible) -- fromtheir retail customers, and that
doesn't exist in Zone 4 -- when |I think of Zone 4 as
an island, it's revenue recovery.

MR. POULOS: "1l only add -- 1'd add that it
was an initial approach that M SO took for their
mar ket was to do al most an exact same PJM styl e.

And one of the reasons for that as |
recall was because then it would be more connected to
PJM and transfer resources back and forth. It's an
interesting notion to even think about that. | don't
think it has to be the fix, but it's certainly one
t hat M SO went down to start with. They got
significant pushback from most of the states. And so
(i naudi ble) -- with the M SO region, so it changed

their formt.
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MR. KOLATA: | think its probably possible to
do that, but the issue is with the consumer. \What we
should do is put the custonmer and its needs to be
consumer centered and make sure what that whatever we
come up with is going to result in the | east cost
rates for customers.

| think a lot of this discussion is to
sort of generator-centric. At the end of the day we
need to make sure that whatever rules that we have
are going to produce the | owest possible rates for
consumers.

MR. BERG: \While maintaining reliability.

MR. BLADEN: | want to echo the concern about
| east cost. That certainly is in our m ssion as
wel |, that the mechanisns that we're utilizing are

producing the reliability outcomes that are acquired
at the | owest cost keeping all the technol ogy
options, all the business model options a chance to
partici pate and conpete.

MR. BLESSING: And | just want to add too that
while | agree |least cost is inmportant, volatility is

i mportant as well and making sure that customers have

108



10

11

12

13

14

15

16

17

18

19

20

21

22

stabl e prices. It's an important aspect of this as
well, just driving for the | owest cost solutions at
all times if that results in a situation where you

wi Il have violent price spikes in the future, that

m ght not the best. So it's got to be a bal ancing

act between those two.

MR. ELLI S: Dean Ellis with Dynegy. Bui | di ng
on a number of comments of the PJM style capacity
mar ket is definitely an option. | think we | oosely
refer to a PIM style design that really the
fundamental elements are a demand curve and m ni mum
buyers side and sell side (inaudible) -- that are
fundamental in PJM design. So (inaudible) -- we've
got to get right. We' ve got to get the price
correct, whether it's with PJM or not.

MS. McERLEAN: If the Comm ssioners don't have
guestions, | will open it up to the audience.

MS. EDWARDS: | know we've generally talked
about the fact that this is not necessarily a right
now i ssue, that right now we have sufficient
capacity. But it's clear that this is inevitable.

If we continue the path that we're at, we will have
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retirements which will lead to a capacity probl ens.

Davi d, you mentioned that there is no
issue right now, that it's not necessarily something
t hat we need to address right at the moment we need
to be capitalizing on what we currently have in
energy efficiency and demand response.

But after hearing themtalk about the
fact that demand response organi zations don't want to
enter in the M SO because of that inconsistency and,
you know, unreliability. It's kind of Iike how do we
maxi m ze that?

MR. KOLATA: Well, | agree that there are sone
reforms needed in general to nmake it easier for
demand response and energy efficiency to conpete. So
| think there are some things that can be done there.

But | do think if we |ook at a future
that if we play our cards right, we can greatly
increase energy efficiency. W can greatly increase
demand response. W're going to see a |lot nore
di stri buted generation | think by focusing too much
of our discussion on traditional base | oad power, and

you know, again, | would remark that a |lot of this

110



10

11

12

13

14

15

16

17

18

19

20

21

22

di scussion is being -- | think by | ow natural gas
prices and just simply a market structure that sone
woul d argue was wor ki ng when prices were higher.

And that | think fundamentally is a
problem  That concept and way of thinking about it
is very problematic for consumers. That's al ways our
concern, so we're certainly willing to focus and talk
about forms, ways we can encourage demands response
and energy efficiency.

But we have to make sure that what
we're doing is in the best interest of consuners, and
we want to make sure that we're really focusing on
the future that we want rather than protecting what
we've traditionally done in the past.

MS. McERLEAN: All right. | think we should
t hank our panelists one nmore time, and we will break
for lunch until 1:15.
(Recess taken.)
MR. SHEAHAN: Okay. Welcome back. | hope
everyone had a good lunch. This afternoon's panel is
i ntended to address the ram fications of the proposed

solutions for resource adequacy and residenti al
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i ndustrial and manufacturing custonmers.

To |l ead the discussion, please join nme
in welcom ng Anastasia Palivos, one of ny two | egal
and policy advisors.

MS. PALIVOS: Thank you for the introduction,
Chai r man.

| will be your noderator for Panel
No. 3. Panel 3 is designed to hear fromthe
representatives of the various consumer interests to
assess the advantages and detriments of the solution
di scussed this morning. The discussion will explore
t he proposed solutions by asking the panelists a
series of questions.

The form of the panel will consist of
gquestions presented by nmyself with the opportunity to
hear from each of our panelists and the opportunity
for the panelists to respond to each other.

If time remains at the end, we wil
t ake questions from the audi ence. Bef ore we begin
this discussion, | will briefly introduce our
panel i sts.

Wel come back. We will be hearing from
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Jeff Bl aden, the executive director of market

devel opment at M SO, Jim Bl essing, the senior
director of power and infrastructure devel opment at
Ameren Il linois; Susan Satter, the senior assistant
attorney general of the public utilities bureau at
the attorney general's office; Bruce Canpbell
director of regulatory affairs at Johnson Controls;
Paul Nobl e, representative of international

br ot herhood of electrical workers; and |lastly, Brett
Bal ke, electric energy manager at Archer Daniels

M dl and.

So it seened like the main takeaway
fromthis morning's discussion was that there does
not seemto to be a resource adequacy issue in M SO
t oday. But beyond that, there seens to be a | ot of
differing opinions.

So to commence our discussion, | would
like to ask the panelists first if there are any
aspects of this nmorning's discussion that you woul d
like to touch upon.

MS. SATTER: "1l start. Here we go.

| think it's important that there's an
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agreement today that Zone 4 has sufficient capacity
for today and for the short term for the near future.
That means that we're not in a crisis situation.
That means there is time to consider policy responses
to assure resource adequacy going forward.

| think another thing that we heard
today was that there are many different approaches to
addressing resource adequacy, and that there are
parties throughout the state be it demand response
providers, be it generators, be it policy makers.

There are environmental advocates
wor ki ng on the Clean Power Plan or regul ators.
There's the Utility and their responsibility to their
customers. Of course, there's the Comm ssion.

There are a | ot of eyes | ooking at
this problem and there are a |ot of moving parts.
And all of these different eyes and all these
different ideas will work together to get us where we
need to go. And we have to be careful not to think
there's a single solution or there's a single entity
that's going to control the result or ultimtely be

responsi bl e. Because | think as somebody pointed out
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this morning, consumers will ook to Utility, they
will look to the Commerce Comm ssion, they will | ook
to public officials. But all of us, | think, are
responsi ble for |l ooking at this problem

And then there were a few things that
were mentioned today. One was the notion that the
demand curve needs to be changed. And I just wanted
to comment that on Novenmber 20, the FERC addressed
t he demand curve question, the question, slope demand
curve. And the first time declined the adopted M SO
construct.

So to the extent that the FERC had
revi ewed that question, they have made that deci sion
more than one time. Another question that was raised
was whet her the capacity charges at M SO were
vol atile, and the problemw th the volatility of the
M SO capacity prices.

| have a couple coments on that. The
volatility of the M SO prices, there was a big junmp
| ast sunmer. So it went from $16.75 to $150. That
was a big junmp. Now, | think the Conmm ssioners know

and maybe some ot her people know, my office filed an
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action at FERC of that increase in price. It was
(i naudi ble) -- the exercise of power.

One issue that was not raised was the
effect of market power on affordability and on price
formation. We think that's the key factor that
cannot be overlooked. We think that the nunbers
denonstrate that this is something that we all have
to be aware of.

And the second thing is there was some
guesti on about moving to a PJM styl e nmodel . But |
woul d just like to point out that PIM s prices, while
generally higher than M SO s, have also reflected
quite a bit of volatility.

So, for example, in 2011, 2012, the
price was $110 per megawatt day. The next year
$16. 46. Same kind of volatility that we saw here.
The next year was $27.73. Rel atively | ow prices for
capacity. Then it junped up to $126. About two
years |l ater, dropped back down to essentially $50.

So the notion that volatility is
somet hing that you can avoid by going to a PJM nmodel

is not supported by the PJM experience. And |
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understand this volatility, the overall prices in the
PJM have been higher than in M SO. That is, | think
not a question.

But the effect is that residenti al

customers who pay about $60 a year nmore for capacity

(i naudi bl e) -- Commonweal th Edi son -- for industrial
customer the differently is very notable, a mllion
dollars a year. So this change in capacity market

construct makes the difference for consuners.

And | think we have to be careful when
we | ook at the different options to understand that
they all have problenms, they all have volatility, and
to approach the problem as dynam c a way as possi bl e.
Thank you

MR. SHEAHAN: | wonder if some or all of you
can comment on whether that Zone 4 price has
reflected the true cost of capacity. | think there's
ki nd of an important point.

MR. BALKE: This is Brett Balke.

We assumed the market is the one that
directs what value of the product is -- is that

wor ki ng? There it is.
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We assunme that the market is dictating
what the value of the product is. It has -- it did
great over the years.

MR. SHEAHAN: My question is whether, you know,
the $16. 75 reflects the actual cost. | nmean, it's
dramatically |lower, right, than anything el se. So
why is that? What costs aren't represented in that?
And | understand from a consumer standpoint that's a
great thing, right?

But from the standpoint of sort of
t hi nki ng down the road, you know, where the horizon
is, you know, if you've got vertically, you know,
i ntegrated generators, utilities on one side could
sort of selling excess because, you know, their costs
are sort of treated differently. They're not
necessarily thinking about building on capacity to
serve Zone 4.

MS. SATTER: If I may, capacity is an

i nteresting product. Because -- and | think that
maybe it'll be helpful to define capacity. My ki nd
of simple definition -- and please correct ne or
expand if appropriate -- is that it is the ability to
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produce electricity when needed.

Now, when a company or an i ndividual
utility enters into a contract for electricity for
energy, they're expecting electricity to be provided.
Now, there's variations in demand all the time. And
| suppose maybe capacity deals with some of that, but
capacity is kind of a residual cost.

Because the generators providing
(i naudi ble) -- to kilowatt hours, they have to have a
certain anmount of capacity under contract to provide
the kil owatt hours that they've agreed to provide,
right? And the scope of it, right? The depth of it.

So when -- | think it's recogni zed
t hat as energy prices go down, there's -- the
generators want these capacity prices to go up
because they have a total amount that they want
cover ed.

But | think it's difficult to identify
a specific

MR. CAMPBELL: This is Bruce Campbell from
Johnson Control s.

| woul d say that the Zone 4 prices
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reflected a value of those resources in the market.
They basically -- they were a reference point to --
in reference to the market value. And so it's a
val uati on. Kind of how I | ook at this.

If -- so you end up having the cost of

capacity in this particular instance in southern

I11inois. In this particular instance being
established by PJM price. It's a reasonabl e
val uation (inaudible) -- is it reasonable in southern
I[1linois? | couldn't say.

But, you know, if | take a step back,
| would say that | personally think that Dr. Patton's

recommendati ons deserve a | ot of review and support.
And | think that they capture a | ot of concerns that
| see in the market.

Let me take a step back. We're
representing consumer interest here in this panel.
will say -- | will tell you that while Johnson
Controls is a user in Illinois, my partner conmpanies
is providing services. So my interest is not exactly
aligned with the customers in that respect. But |

will tell you that nmy customers, when they | ook at
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this thing, they get that capacity -- the reliability
cost. And they are okay with paying a fair price.

They -- you know, part of the deal
when PJM established their current market was the
demand response be a viable resource. And that was
built in, so customers could have the opportunity to
get the amount of reliability that they were willing
to pay for and what they were used to.

And t hat was established by, you know,
the valuation -- the valuation as Dr. Patton
expl ai ned. When you have nore than the m ni mum
amount of capacity, that doesn't nmean there is a no
val ue; there is value.

And usually no one |ikes higher
prices, but they get that nothing's free. So the
guestion is, do you have -- do customers then have
the ability the to offset their cost to deal with

this capacity cost? And | would say the other piece

to that is in that capacity -- in that value that the
demand response can bring to the market. One of the
chal | enges that you have in southern Illinois

is (inaudible) -- because demand response can't
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effectively participate. Thank you.

MR. BLADEN: First, I'"d like to note that --
this is Jeff Bladen with M SO. | generally agree
with M. Canpbell's characterization and difference
bet ween val ue and cost, but | do want to spend just a
moment reflecting on some of what we heard from
Dr. Patton explaining the nature of the capacity
product.

It is different materially from a
simpl e econom ¢ contract that one enters into with
t he expectation of electricity being delivered
because an econom c contract, the consequences of are
simply payment.

But the nature of the capacity product

is more than that. It is not intended to sinply be a
financial conpensati on. It's a planning criteria
where we are trying to assure that we will not have a
failure to deliver. In fact, there will be enough

capacity built whether it's demand response or power
generation or other new technol ogy such that we don't
experience the failure to deliver.

That's the nature of the product, and
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that's why | think it's important to distinguish
bet ween a sinple energy bilateral contract than a
failure to deliver, turns into a financial damages.

And so as we think about the nature of
value relative to cost, which I think is a
di stinction that M. Canpbell made, ultimately in
order to devel op and deliver the kind of reliability
t hat we have set up for ourselves with our one day
10-year standard, you need to have the value of the
product that assures that reliability converge with
the cost of it.

And that's -- there can be periods
when the value is less than full cost. And there can
be periods when you may well find that the value is
greater than full cost. But ultimately over time
(i naudi bl e) -- otherw se people won't be back there.
And you won't get the reliability that you are saying
you must have.

And so the market design that

ultimately delivers those things is efficient. When
you | ook at volatility -- and Susan's right to point
out that you'll never get rid of volatility entirely.
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But volatility in markets has the effect of raising
costs, not lowering them

Any investment professional that you
speak to would tell you that if you need to borrow
money to build something and the revenue streans

attached to the asset that you've built are vol atile,

the investors will want a return because the risk
attached to the volatility.

Same is true with power. You agree to
which there is great volatility (inaudible) --

associ ated with the energy or capacity. That has the
effect of requiring investors to seek higher rates of
return on their invested capital. And that is a
pretty well established econom c principle.

So while you simply can't get rid of
volatility, it's the nature of markets. \When you
have mar ket designs that are in the primry
mechani sm have being built that is a result of the
outcome (inaudible) -- we are concerned about the
ability to get assets built and secondly trying to
(i naudi bl e) -- principles.

MR. BLESSI NG: Yeah, | think my comment is Kkind
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of what Jeff just said. The direct answer 5 to $16
is not sufficient to cover the cost in ny
perspective. And |'ve seen that firsthand with
Amer en.

We can go back to the document
(1 naudi bl e). So clearly, the cost basis are higher
t han what the market's providing. So unrelated
mar kets don't guarantee they'll cover your costs
every year. But we need to make sure the markets are
structured such that over time, that convergence that
Jeff was tal king about that will exist, that over
time, with the highs and the | ows, they have an
opportunity to recover those costs.

Ot herwi se, there's no reason for them
to be there. | don't care whose generator it is, |
don't know if it's demand response. We need to have
some generation out there of some sort owned by
somebody where the markets do not support that
gener ati on. It sets us up for a huge problem down
t he road. Thank you

MS. PALIVOS: Thank you.

Next, | would like to ask the
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panelists as a representative of consumers, do you
have concerns about the resource adequacy of M SO
Zone 4. If so, can we briefly touch on them
MR. BALKE: This is Brett Balke. As a

representative of today, |I'mfrom Indiana, but | am
actually here on behalf of the IMA. W represent
basically the industrial consumers in Illinois, but
we recognize there's commercial and residenti al
consunmers as wel |

|''m responsible -- 1I'"Il give you sone
of my background. | ve been doing this now for well

over 25 years; responsible for electricity. So |

have to study these markets all the time. | used to
work for the power conpany. In fact, a reference to
power station being closed, | guess | did an okay job

out there because it stayed around another 30 years.
That plant, is it due for retirement?
That's what Dynegy is going to do. The concerns, |
guess, is that the cost -- and sonmeone made a conmment
about (inaudible) -- well, if we had been under a PJM
mar ket for the |l ast nine years, we did an analysis,

and this average over the |l ast nine years has been
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been $56 a megawatt.

And in that analysis based on the
Ameren footprint, 10,000 negawatts, the cost of that
annually is about $200 mllion a year over the | ast
nine years of additional costs unto southern Illinois
consumers. That's a significant amount of noney
that's been -- we have saved under our M SO system

So at this point, we are in a market
t hat we believe is keeping us under econom c
conditions to be in an environment |ike PJM woul d
have cost consumers of southern Illinois $200 mllion
a year over the |ast nine years. That would equate
to almost $2 billion. That's a significant anount of
econom c activity that's been inpacted by the
benefits in the M SO market.

So we are trying to |look forward to a
stable market in some respect. We want -- we
recogni ze markets adapt. We recognize its capacity
mar ket has adapted. So we're trying to analyze it
and move forward. But to say there's a problemwith
the system | don't believe there's a problem with

the system at all
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We

have -- as somebody referenced,

have demand response, we have --

we

Susan made comment s

about all the different aspects we have nmoving
forward. | f we change our market or change the way
we do business, we will never be able to really

eval uate how the mar ket works.

or

we

WOor

takes time to adapt.

don
11

dys

If we change from a one-year

one-year auction to a three-year

aucti on,

program

how wi |l |

ever be able to evaluate how the M SO process

ks? We have a systemthat's functioning,

So

| think from that

And we have adj ust

it just

to it.

perspective, we

't have a resource adequacy problem here in

i noi s. And |

don't really see a certain

functional point in the near

future,

future could be five to ten years.

ten years what's going to happen

we can move forward. But nobody knows what

| f

answers are.

the

MR. NOBLE:

| BEW

and the near

somebody can show me five to

My name i s Paul

Nobl e.

that's great.

t hose

m with

Then
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First of all, 1'd like to thank the
Chai rman and the Comm ssioners for allowing us to be
here today. | represent several thousand of | BEW
members of organized | abor. And the enployees that
work for the generators and the utility conpani es as
wel | .

And | disagree strongly. | do believe
there is a problem | think it's been well
documented here through all the testinmny we've heard
this morning from M SO recogni zi ng that the current
mar ket structure does not pronote investment. And
that's going to lead to a disaster if it's not
addr essed.

And | think everybody has recognized
that the current market structure does not pronote
investment. \What people | talk to want because we' ve
been through this a lot, they want safe reliable
electricity, Number 1, with stable pricing at the
| owest possible cost. It's the same thing we've
heard. And we believe in a current -- the state of
Illinois, its current state, as a result of the

customer choice. And we feel the only person
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responsi ble for resource adequacy in Illinois right
now absent of some type of legislation is M SO

And we think the sooner they act, the
better. A couple of reasons. Nunmber 1, we can
dism ss the river being 30 years old. W m ght be
able to say, Well, so what? W can |ose the nucl ear
wor k plant there, but you're taking possible
solutions off the table. And we don't want to be
dealing with resource adequacy when we have
efficiency.

If we've identified the problemthat
we know is there, if we know there are solutions and
we don't act, that's just insane. W, know what's in
in front of us. | think the sooner the better, if we
can do this. | personally think M SO should have
something with FERC in the spring so by the next
auction, we could be bidding with the market reforns.

And | think it's that serious. The
one thing that hasn't been tal ked about today has an
econom c i npact. And we've tal ked about pricing, but
t he people -- what the people don't understand, the

peopl e that have had to get (inaudible) -- or notices
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that they're going to | ose their jobs because the
pl ant's cl osing.

The school districts that rely on the
tax base for up to 50 to 60 percent of their total
budge is the tax, that's inmportant. And the
consumers are educated. We've educated them on that.
They understand the value in these resources. Not to
keep on mentioning (inaudible) -- how could we even
consi der being able to conply with the CPP?

There's other things comng down the
pi ke, and today's the day to deal with this problem
We recognize it. We know it's there. And | think
its all been pretty well said.

MR. CAMPBELL: This is Bruce Campbell with

Johnson Control s.

| don't think that -- or even southern
Il'linois has a resource adequacy problem | think
that's been adequately denonstrated, but | think we
may have a pricing problem Your prices -- you know,

this whole process is triggered by relatively high
prices in Zone 4. As | said earlier, that's -- |

don't think that's based on anything particularly
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going on in Zone 4 or M SO.

| think it's really triggered by M SO
rule with respect to how often caps are set. And in
this case (inaudible) -- with the opportunity we
have. So you've got a pricing problem One thing ny
company does is help offset high cost. And PJM the
mar ket nonitor said without the demand response, the
prices would have been twi ce as high as they actually
were. That is a demand curve.

| don't know it would have been any
different if there had been (inaudible) -- in the
Zone 4, if the prices would have been any different.
And | think that's a problem And | think that --
don't know how to solve that problem other than
putting on something |like a demand curve in place.

How you do that, | don't know. I
think there are -- later on I'lI|l perhaps -- I'Il have
some thoughts about the potential for the ICC to step
in on a statew de basis, but I'Il wait for some of
the questions to get to that in that discussion.

But | just think the -- Jeff's point,

one of the things you want a capacity market to do is
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to tell industry what to do. What that market could
be a signal for action to build resources to
(i naudi ble) -- response market. And the question is,
does your market design do that today?

| don't think it does. And, you know,
we need to know how to remedy the situation.

MS. SATTER: | think this nmorning's session was

i mportant in that just about everybody acknow edged
t hat today we do not have a resource adequacy
problem  Today we've 3,000 megawatts nmore than we
need. 3,000 negawatts bid into the M SO market that
did not clear.

So there is capacity out there that
exceeds the demand. We have a market system So
t hat means that prices are based on supply and
demand. We have excess capacity so it should not be
surprising that the prices for capacity are | ow.
That's kind of, you know, econom cs 101.

Now, | ast year the price spiked. ' ve
al ready stated what we believe the cause of that
spi ke was. You know, exercise the market power when

you've got a (inaudible) -- to the supplier. But

133



10

11

12

13

14

15

16

17

18

19

20

21

22

when you've got a situation where there's so much

excess capacity in the region that is supposed to

supply the region, it can't be a surprise that the
prices are | ow.

And maybe that's the price signal that
is okay. 3,000 nmegawatts is the nunmber of units.
Everything is not going to go away. We're not going
to fall off a cliff. There will be units com ng on,
there will be supply comng on, there will be plants
that close, and I would expect the prices would
reflect that change unl ess people feel that there's a
more i mmedi ate need to push the market in one
direction or another notw thstanding the supply and
congressman bal ance.

So | just think that there is time to
respond to whatever changes in supply are com ng our
way . There are a | ot of actors who are involved in
this, a lot of moving parts. As -- there can be
pl ants that close, there can be generation plants
that close. There can be industrial plants that
close. There you' ve got additional capacity. You

have demand response, energy efficiency that's by
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stat ute.

There are a | ot of nmoving parts here,
and | think if the fundamental is supply and demand.
And the fundamental situation is excess capacity, and
we rely on markets we can't be surprised that prices
are low. And we shouldn't expect anything different,

so thank you.

MR. BLESSI NG: "1l start with a direct answer
to the question. | said this earlier in the previous
panel . | do think it's a problem And in my mnd if
20 years ago, | had a role in which I was doing

financial analysis to try to construct (inaudible) --
a market for generation, and | | ooked at the market
structure. And | just don't see how econom cs worKks,
how anyone with this |level of market pricing and
structure is there -- that's interest.

But I'd also like to talk a little bit
about prices. M. Noble tal ked about, you know,
customers want stable prices as well.

Susan, you nentioned that the PIJM
price construct does continue to have sone volatility

in those prices as well.
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So, you know, we m ght need to be
t hi nki ng about this broader than just M SO sol utions
and thinking about in conjunction with M SO markets,
right? |If there's something in the -- at the state
| evel we can do to try to encourage the bil ateral
contract that Dr. Patton said would be required going
forward regardl ess of the changes we make.

And then when | | ook at what's really
hi ndering bilateral contracting in capacity markets
for large industrial customers, | think they control
their own destiny. I f they want to go out on their
own behal f, they have the ability to do that.

For residential customers and to sone
small commrercial customers, they don't have that
direct access to whol esal e markets whether it be
retail suppliers or via |IPA procurements. And what
really hinders the ability of the |IPA for exanple,
for the long-termis that the utility portfolio, you
just don't know what we're going to serve a year from
now much | ess three to five years from now.

So (inaudible) -- three years, but

even three years out (inaudible) -- something just to
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kind of just throw on the table as a suppl ement
solution would be, you know, possibly |ooking at a
solution that would bring capacity back out of the
retail product and make it the responsibility of the
utility for all customers.

And it doesn't have it be for -- you
know, |arge customers think they've got their piece.
You can break it up whatever you want (i naudible) --
or residential sonething. But if you pull that
product back into utility procure product and |et the
| PA at that point, he will have much more certainty
three years fromnow, five years from now, 20 years
from now, the volume of the product that he needs, it
would free up the ability to do those bilatera
contracts that Dr. Patton says this would be needed
and provide a |lot nore for customers.

MR. BLADEN: The core question is, is there a
resource adequacy problem The lights aren't going
out tonmorrow. So in that sense, no. In the sense of
is the market operating efficiently in support of the
needs of southern Illinois? There's a real chall enge

here. You know, the distinction between the playing
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process in other states relative to the retail
construct.

And the policy structure of Illinois
is that southern Illinois, the M SO market is the
primary mechani sm at which market participants,
whet her they're generators or demand response
providers, it is the primary mechani sm by which they
are seeking whether to invest or not.

And so on the basis of that, we do
have a resource adequacy chall enge going forward in
southern Illinois that | ooks |ike we need a market
that will help better signal those that are primarily
in the market for investment direction.

I n other parts of the footprint,
that's not the case. They're not | ooking for
investment. They're working to decide when and where
are the best. All right. So in this instance, we
have a set of challenges in front of us that we are
very cogni zant of and feel responsibility for M SO
given our tariff obligations.

| will say that with regard to the

whet her it's through the Illinois power authority or
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ot hers taking on the chall enge of procuring and

pl anni ng resources through a capacity for contracting
certainly has a potential to be a reliable option; |
will say frommy perspective, we will be concerned to
which all of the load in the capacity are not being
dealt with through some mechanismas is the case for
ot her states.

So | think we would still find it
appropriate to | ook at market reforms that woul d
signal investnment that's needed. The last thing I']I
say is that a market construct that is sending the
appropriate investment signal does not mean higher
prices. It means an appropriate investnment signal
which may very well be a |low price because the
investment i s not necessary.

Some, | think, if rightly argued that
we' ve had surplus historically in M SO since the
initiation, and therefore prices have been |l ow. The
concerns are today particularly as we see the reserve
mar gi ns goi ng down, and as we see the new regul ati ons
comng at us that will likely mean a transition that

are meeting customer needs for reliability and in
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order to assure an orderly transition of good
i nvestment price signals.

It's crucial that we start these
di scussions for solutions, what the solutions wil
| ook |i ke now. | do want to lastly say that as we
t hi nk about how nmuch of the condition we face. This
is not a quick process. From our perspective
meani ngf ul and robust discussion in the M SO process
that will take months, many nonths. And a FERC
process that will take months, many nonths.

And to the extent that M SO needs to
make meani ngful technol ogy investments in order to
facilitate thinking that would be responsive of
solutions, that will take time as well. So while we
may not today or tonorrow face a resource adequacy,
in order to deal with it, we will have to be having
t hese di scussions now. We simply can't avoid making
judgments in the relatively near nonths not years for
how you want to nmove forward to hel p support the
needs of Illinois consumers getting to a reliability
to a price that had val ue.

MR. ROSALES: | need to excuse nmysel f. | have
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a call, and I don't want to offend you. | appreciate
your time, so thank you very much. | apol ogi ze.

MS. PALIVOS: Thank you for those responses.

Jeff, | know you nmentioned these new
revel ati ons com ng up. So my question to the
panel i sts: How do you foresee the Clean Power Pl an
i mpacting this discussion?

MR. BLADEN: "1l try to briefly address that
just as | mentioned it. The highest |evel, we make
simply anticipate that the Clean Power Plan is going
to mean -- if inmplemented, in some formit wll --
roughly what's been proposed is a nmeani ngf ul
transition of resources that are meeting customer
needs for both reliability and econom c energy needs.

And in that environment with a big
transition in front of us, we would expect the market
to be relied upon to find the nmost econom c options
to meet the need given the environnment al
requi renments. And so with that, ranping up of a
transition, having the right market signal to
identify investment choices in southern Illinois is

all the nmore relevant for pursuing it.
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MS. SATTER: Clearly the Clean Power Plan is

i mportant to change in the market. | think it's
i mportant to keep in m nd what the goals of the plan
Is. It is to shift to a cleaner energy. It is to
shift to renewabl e energy when possi bl e, when
appropriate. And there are incentives and rules in
t hat plan that are going to enable that change.

There are incentives for things |ikes
energy efficiency and demand response on all |levels.
Not the industrial |evel, but the consumer |evel.
That's the stage that will have to be devel oped, and
(i naudi ble) -- plan is | think an opportunity to | ook
at resource adequacy.

In fact, in doing that the plan, the
EPA explicitly recognized reliability as a core val ue
is a very inportant objective to preserve
reliability. And they have included FERC in that
process. Again, to ensure that's there's
reliability. And there will be changes, and | think
one of the problems with moving quickly on some of
the mar ket design profiles is that they've been out

there for several years. You have to accommodat e

142



10

11

12

13

14

15

16

17

18

19

20

21

22

what's going on now with the Cl ean Power Pl an, or
what we're expecting with the Clean Power Pl an.

So | think it's a conmplicated factor.
It brings in more parties. But | think it's an
i mportant factor that really indicates where the grid
shoul d be going. But | think it's a key thing that
needs to be kept throughout this discussion.

MR. BLESSI NG: In my m nd, the objective of
Cl ean Power Plan is to transition to cl eaner assets.
So that just enphasizes that where -- there are going
to be -- we basically have price signals and the
mar ket structure to support that.

And those resources don't have to be
generation. They can be demand response generation.
It doesn't need to be traditional generation. The
Cl ean Power Plan elevates this issue that may have
more that -- if we probably had the time, it takes
some of that time away to prepare for it.

MR. CAMPBELL: Bruce Canmpbel .

| think the Clean Power Pl an

creates -- is a tool. This norning there was

di scussi on about is Zone 4 an island in M SO. And
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you can -- there were various discussions -- opinions
about what that is. But to the extent that it's an
econom c island, how does one deal with it if M SO
can't restructure its market in a way that integrates
this retail access region and incorporate it into its
design so that all resources can fairly participate,

t he Cl ean Power Plan may be a tool that the

Comm ssion could use to kind of equalize the -- raise
the | evel that |SOs resources could conpete on a

| evel playing field.

And | know my customers can't conpete
in a Zone 4 even today's market structure. | can
i magi ne, however, that Clean Power Plan provisions
m ght support nore demand response in other ways and
t hat m ght be a tool that the Comm ssion can use to
get from here to there.

Anot her piece to this and -- but
related to the FERC proceeding (inaudible) -- it also
brings into question the ability to have demand
response. My conpany believes that should the Court
deci de that the (inaudible) -- that the demand

response access should only be through retail, if you
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want demand response in Zone 4, then the Comm ssion
is going to have to start, so it's something to think
about in ternms of what you as a Comm ssion can do to
facilitate nore activity and demand response and
alternative resources within this overall M SO
framewor k. Thank you

MR. NOBLE: | think that it only makes the
probl em wor se. | think it's clear the current market
structure impedes any investnment in new technol ogy
t hat coul d hel p. It puts current resources at risk.
When you | ook in the PIJM market, you're seeing a
generator converting, going to gas.

They're able to do that, and the
mar ket is structured where they can make t hat
i nvestment, and there's not a chance it would happen
wi t hout significant reforms at M SO.

MR. BALKE: | don't necessarily agree with the
conversion (inaudible) -- national gas because ri ght
now PJM natural gas prices are significantly | ower.
Lower than they have been in such a long time, and
t hat was not something that we would anticipate ten

years ago.
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The Cl ean Power Plan is sonmething that
is nore a national thing in many respects. This is
much broader. This goes beyond the State of
I11inois. Illinois has its issues to address within
our state, those conmponents. From t hat perspective,
it's a whole much broader based thing.

So the Clean Power Plan will have an
i nfluence on us, but it is something that will be
just part of an natural progression. There's not a
choi ce. It's not something that we cannot do.

MS. PALIVOS: Thank you for those responses.

And noving on to our |ast question.
What effect does the energy market have on the State
of Illinois's econom c devel opment? | know, Paul,
you were speaking to this.

MR. NOBLE: Yeah. | think it's -- we can't do
anything without electricity. | believe that. And
we have to have safe, reliable, and even stable
prices at the best costs. That's just what we have
to have.

MS. SATTER: So when | | ook at the energy

mar ket, there's also a question of devel opment and
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consumer resources. | think it's, clear as M. Noble
poi nted out, other econom c devel opment, other

i ndustries, need electricity to make products, to
provi de services, whatever it is.

And Illinois has benefitted from | ower
energy prices over the past several years. W have
benefitted fromthe market structure that we enmbrace
back in "97, '"98. And | think that you want to be
careful not to |lose that by focusing too nmuch on
incenting generation. When really incenting
generation should be part of the overall market.

As busi nesses grow, businesses require
electricity. Busi nesses will enter into bilateral

contracts to obtain that energy. They could enter

into long-term contracts. If they know that they
need to, the price (inaudible) -- all of these noving
parts are inmportant. From a consumer point of view,
the smaller the energy bill, the nmore nmoney there is

to spend on things |like, you know, the | ocal
pi zzeria, the beauty parlor or barber shop or
products. Those are all econom c drivers.

We did put together some slides which
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you graciously put up, and | just wanted to refer to
themto show the i npact of capacity charges on Anmeren
customers' billings. So, for example, to this slide
here is a 1500 kilowatt hour wi nter space heat

cust omer .

So for that custoner, they saw a big
jump this year in their price, and the effect of the
$150 capacity charge was a capacity conponent that
went from $3 to $24. That's a big junp.

$943 wi nter usage. That's sizeabl e,
but not spacey. So, you know, you're |ooking at $13
extra per nonth, and some usage simlarly you see
about a $10 increase from $1.50 to $11.71 for
capacity Illinois. So that nmeans that that money is
now not avail able to be spent on other things, and
t hese prices do matter.

A ot of service territory is not
doing well. W have areas, we have counties, and the
Ameren service territory with 19 percent of the
popul ati on bel ow the poverty line, 16.7 percent. We
have medi an i ncomes around $40, 000.

So these charges are very significant.
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And when that money is no | onger avail able for
consumers, they can't use it to drive the | ocal
economny. So yes, it's inmportant to incent

devel opment when devel opnment is needed, but the
supply and demand doesn't call for increased prices
to incent the devel opment, we think it's inportant to
keep in mnd that there's other uses for those funds.
And | think that that does drive econom c devel opnment
by having this money available in the comunities.

MS. EDWARDS: Sue, | know that your response
and commentary tal ks about econom c devel opment. And
| think it's pertinent to two parts. And one part
obviously is the consumer and the energy bill. And
obviously, you're right. The higher the energy bill
t hat | eaves | ess nmoney to get your child' s braces or
what ever it is, right? Pizza.

But on the other hand, | think, as
M. Noble pointed out, if we continue down this, if
we maintain the status quo of the situation right
now, and, yes, there's no immnent threat, there's no
problemright now. But if we just stayed where we

are and there are retirements because of the fact
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that we're just maintaining, that does lead to a
significant | oss of jobs. And there's the other half
of econom c devel opment where a | ack of jobs --
mean, then they definitely can't have pizza. They
can't have water.

MS. SATTER: Absolutely. \When you have
enpl oyment in the energy sector, you have enpl oynment
in the energy efficiency sector. | mean, in fact, in
Il'linois, jobs in energy efficiency have been grow ng
at a faster rate than the econony.

Same with solar installations for
di stri buted generation. So while you mght | ose jobs
at a particular plant, you'll have other jobs at --
in other sectors, even energy notwi thstandi ng a
possi ble growth that's driven by |ow prices.

For exanple, in industries other than
electricity. Steel, for exanple. | mean, those are
also jobs. Yes, nobody wants to | ose the energy
related or the generation related jobs, but | think
t he point of econom c development is it's a -- we
have a bigger picture, and the picture includes the

i ncredi ble benefits that | ow energy prices provide to
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compani es who are hiring and to househol ds who are
pl owi ng that money back into their | ocal comunities.
MR. BLADEN: | just want to quickly add because
it feels to me Iike the conversation is somehow
suggesting that it's either/or. It's either invest
in energy efficiency and solar and the demand
response or invest in new power plants or vacating
ol d power plants.

"1l tell you from M SO s perspective,
we are utterly ambivalent to which resource type or
what segnment of the resource -- what segment delivers
the reliability that we're charged with identifying
to markets.

In fact, our goal is to simply
identify the least -- get the reliability to set the
standard. And | would go on to say that our goal
with the market design would be that it's not
encour aged (i naudible) -- any and all research types,
energy efficiency, demand response, or anything else,
to be part of the solution. But to do it in an
efficient way with efficient pricing that doesn't

have some of the attributes that we descri bed as
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problematic when it's being used as a primary
i nvestment signal, which is the case.

So | want to draw this distinction
that we certainly don't believe this is an either/or
decision. An efficient market ought to be able to
account for any kind of resource that can be needed
and to judge through efficient pricing signals, which
ones ought to win, which ones taught to | ose.

MR. BLESSI NG: | have one nmore comment, is that
| think the conversation |I'm hearing kind of circles
me back to that tradeoff, the bal ancing act, between
pricability and the | owest possible price.

So these customers who can benefit
fromthe | owest possible price, | think also benefit
from having some assurance that the price can be
somewhat stable. So if it's a low price this year,
and if it skyrockets next year, then it comes back,
that's difficult for themto deal with as well

And then from a busi ness devel opnment
perspective for southern and central I1llinois,
busi nesses are going to | ook to have the ability to

come in and have some reasonabl e expectati on of what

152



10

11

12

13

14

15

16

17

18

19

20

21

22

t he power supply prices are going to be. It's going
to be less attractive to have a business start up in

Illinois if you have no idea what the price is going

to be. | think stability hel ps as well.
MR. BALKE: This is Brett Balke. | don't deal
with (inaudible) -- 1 do it all across America. W

have deregul ated operations in Alberto, Ontario, New
Yor k, Pennsylvani a, Texas. | have to deal with these
mar kets every day.

| have had suppliers trying to
convince nme to buy electricity up in Ontario for
years. Fi ve-years contracts. | can tell you that's
t he best deal | never did because the time that price
was at five cents, they said the prices are just
going to go up. Prices declined.

In fact, the last 12 months prices of
electricity in Ontario is the realmof 2 cents per
kil owatt hour. So the best deals |'ve never done has
gone too far forward in the markets.

When you see val ue and you see
certainty but at a premum that's the problem One

of the elements |'ve | ooked because | do this for a
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l[iving, is that when |I | ook at forward markets, a | ot
of forward market prices | see on energy markets

there's about a 20 percent premumrelative to the

i ndex.

That's a significant prem um for price
certainty. | can lock in prices for my guys every
day. |'ve had this conversation with because prices

were very low. And he says, how nmuch noney you're

going to save me? | said save you? | said this is
how much it will cost you because what |'m doing
t oday, the way |'m managi ng your cost, |'m just

giving you nore price certainty.

So I'lIl pay for nore electricity. He
says, That's not my busi ness. | need to be in the
mar ket so we stay in the market.

| ndustry has to manage itself that
way. Susan made a coment about metal industries.
Their margins are very thin. They worry about energy
prices a | ot. Di fferent compani es have different
risks they're willing to take. It's about risk.

ADM eval uates its risk, and | act

accordingly. So what we do as a conpany is try to
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get to the |least cost within a reasonable |evel of
risk. And that's what we try to do, and that's what
we try to acconplish.

So what | hear in this concept that
payi ng for more stable prices anticipate paying nore
is not a good signal for Illinois. Mar ket advant ages
here in Illinois | wish we could attract businesses,
but there's other reasons businesses can attract.

And, in fact, PJM even with their
aucti on market, they still have full plans where they
have power plants shutting down. W have businesses
closing every day. W do have some new businesses
com ng in. It's a conplicated issue.

One of the things we haven't talked
about is that if prices rise, customers can't afford
to operate their business any |onger. So we have a
demand structure. This issue, it cuts both ways. So
to say that, you know, southern Illinois could afford
to pay nore for electricity, |I'mnot sure that's what
we really desire. W want the | east cost possible.
Stable. W believe we're at a stable price now. At

| east that's nmy perspective.
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Contracting out five years for
electricity, that's hard for me to do in a business
like | operate. We don't know what the markets are
for the next five years. It's kind of a tricky thing
to do. It's impossible. We don't do it.

MR. CAMPBELL: This is Bruce Canpbell.
| want to say first of all | agree
with Jeff with respect to discussions on what he was
t al ked about on efficiency. I f you remember what
happens in Zone 4 with high prices, nobody knows
whet her it was at a right price or not, and nobody
will ever know.

Nobody knows the right prices no
matter what we do. But we can do better. And
remenmber that even we have a vertical curve, or
they're both demand curves. They're both
adm ni stratively set. So the question, are they
delivering the price and the market signal issue you
want themto deliver, and it's a guess.

Anybody put them together, it's a
guess. It's a educated guess. People come up with

costs of new entry or carrying forward the costs and
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so forth, which is a reasonable measure. And,
frankly, PJM, he did argunments about it every time he
comes up to renew.

So there's never agreement on it. We
do the best we can. But is it giving you something
that's reasonably opposed to -- | think it's
reasonably close over the long term | also want to
poi nt out something that Dr. Patton mentioned when he
was goi ng through his presentation very quickly.

Conparing various sides of the market

structures. And he made a comment that | agree with.
And I'1l tell you |I've been at PJM for |onger than I
care to admt. | was in the room when they were

doing the settlenment that created RPM [ phonetic], and
l'"'mreally famliar with it. And | know they have a
(inaudible) -- I"'minclined to agree with Dr. Patton
t hat you don't have to do two, three years forward.
You can do a one-year pronmpt |ike New
York does, and | suggest that M SO and others start
| ooki ng at mar ket designs. There's no particul ar
reason to copy everything PJM does, and that's one

aspect that you m ght consi der keeping at M SO is one
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you're | ooking at ahead.
MS. PALIVOS: Thank you.

Before | open it up to questions from
t he audience, | want to give the panelists an
opportunity to share any | ast words or thoughts.

MR. BLADEN: | guess I'd like to close from

M SO s perspective. W are a public interest
organi zation. We're a nonprofit. We deliver
reliability with efficient markets that represent the
| east cost way to get that w thout an outcone.

And that's what we're | ooking for. W
recognize that in southern Illinois, there's a
different set of facts on the ground, the rest of the
footprint. And we have identified a few areas that
we'd like to see inprove and appreciate the Comerce
Comm ssion taking the discussion and bringing the
parties together to have these conversations because
ultimately our process will be best (inaudible) -- by
wel |l informed stakeholders. And we do anticipate
this process to nove forward. As | said earlier,
mont hs not years.

In order for us to have some sol utions
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on the operating within as soon as a year and a half
from now, but anticipating anything sooner than is
probably untenabl e. But we do have a (inaudible) --
we take seriously the tariff obligation. W have to
find a way to have reliability with all |east cost
options avail abl e.

MR. BLESSI NG: l'd i ke to thank the Conm ssion
for taking on this topic to a second tine. I
appreciate it. | appreciate all the panelists on
t his panel and the previous panel for comng in to
openly discussing this topic. | do think it's an
i mportant topic.

Everybody knows, Ameren Illinois, we
don't own generation. W do have a power supply,
obligation for certain customers that portfolio the
purchases we make. We pass through the costs doll ar
for dollar. We have no ability to make noney off
this. We think this is an inmportant issue. W're
not here to try to make noney off this. We're here
to try to figure out what's truly in the best
interest of the State of Illinois and customers going

f or war d.
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So, again, | thank everyone for being
here and having this dialogue, and hope we can
continue having a dial ogue going forward.

MS. SATTER: | reiterate and thank you and have
appreciation for the panel.

As for going forward, | think that we
need to be cautious, and we need to be aware of all
the moving parts that are affecting prices. [11inois
has opted for a market energy for an energy market as
opposed to a regul ated market. And there are
rules -- market rules. And those rules have to be
cogni zant of not just the interest of one group, but
in the interest of all the groups, people who are
consumers, people who are industrial consumers,
residential as well as the generators and the
providers of the different demand response services.

| understand that M SO has established
what they're calling a task teamto begin to | ook at
this issue for Zone 4 specifically. It seens that
this is something that's of interest to Illinois
st akehol ders in general. And as that task team

begins to operate in January, | would hope that we
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will all be involved and | ook at the market rules not
just with an eye to incenting additional investnment
resources, but with an eye to developing a fair type
of mar ket rules.

We have conpl ai ned. My office has
filed an action along with other consumers at FERC
compl ai ni ng of market design in the M SO capacity
construct. And we would hope that those problenms
will also be included in any discussion so that we
don't focus on one thing to the detriment and the
harm to ot her aspects.

And so |I'm | ooking forward to that, to
this task team process. And |'m hoping that it'l]l
involve the Illinois Commerce Comm ssion as well as
ot hers, so thank you.

MR. CAMPBELL: Bruce Canpbell again.

| also want to thank the Conmm ssion
and Staff for inviting me to be here today. | want
to thank the guys for sticking it out. | wasn't sure
you' d be here after lunch, but thanks again.

You know, we've tal ked a | ot about

various aspects of it. | hope it's been educationa
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for all of you. It certainly has been an educati on
for me. | will tell you that | would |Iike my company
to be active. And we will not be happy until we see
the right pricing in that region.

| don't know how you get from here to
there. That's a challenge. And M SO is working
wor ki ng to get there. Dr. Patton has some ideas on
how to get there. The Comm ssion, hopefully a few
t hi ngs you can | ook at.

We want to bring our capabilities to
your customers. And to Susan's comments, we think
t hat we can bring demand (i naudible) -- Ameren, they
wi ||l be doing good devel opment, bringing nmore jobs to
t hat part of your state. So, again, thanks for
havi ng me here today.

MR. NOBLE: | just want to thank the Comm ssion
and M SO for taking this critical problem on. |t
needed to be addressed.

MR. BALKE: Again, 1'd like to thank the
Chai rman and Comm ssioners for being present today.
| enjoyed it very much. The intriguing thing about

this is that | would pay for these costs for ADM, and
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Il will try to find ways for our operations. There

are other companies that -- coll eagues and ot her
i ndustries that | hope that they can survive all this
as wel | .

It's a challenge. There's many things
we all have to work on. Being in this business as
long as | have, |1've had the experience to see how
the prices ebb and fl ow. | realize five, six years
ago, prices in the MSO territory were up around five
and a half cents per kilowatt hour, in a market
that's 0.04 or so.

It's been an econom ¢ benefit to our

busi nesses, to our economy in Illinois. Has it
wor ked so well for the utilities and generators?
Everyt hi ng goes through cycles. | think we have to

realize to let this process transition slowmy. W
don't need to rush to decisions. Thank you.
MS. PALIVOS: Thank you.
Do you have any questions?
MS. EDWARDS: | do actually. Thank you very
much for com ng. Thank you, Anastasia, for

moderating this great panel.
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| guess nmy question m ght be directed
to Sue. Sue, you're ny favorite. You know t hat.

It seenms |ike we tal ked about this
t his morning and, again, today that there is no
i mm nent issue. But it seenms that there's a little
(i naudi ble) -- even start exploring the issue.

It's kind of like -- maybe this is not
a good conparison, but, you know, if you're going to
take the SAT or the the ACT in your senior year of
hi gh school, why can't you start studying your
sophomore year? What is the harmin starting to

explore these issues, to delve into some of these

solutions. You seem very alnost -- and |I'm wondering
if I"'mmssing something that

MS. SATTER: | don't have any -- | ooking at
these issues, | think that it's perfectly legitimte.
And on top of it, I think the Clean Power Pl an
requires it. And | think that various current state

statutes particularly the Energy Efficiency Statute
and renewabl e energy portfolio. All those things
require | ooking at resource adequacy.

My hesitation is assum ng that the
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problemis that the prices are not high enough.
That's my problem So if you -- | don't -- | am
hesitant to go into a process, to |ook at a problem
assum ng that the problemis that the prices are

i nadequat e.

When it seenms to me that the prices,
in fact, are reflecting the supply demand bal ance
t hat we have today. Now, in the future, things wil
change. There's short-term changes. There are
| ong-term changes. We will see these happeni ng over
time. And then |I think the appropriate changes wil
arise.

So my hesitation is not that we | ook
at the resource adequacy issue. And, in fact, we
will be participating in the M SO process. My
problemis assum ng that the solution is higher
prices, and that the problemisn't the prices aren't
hi gh enough.

MS. EDWARDS: So we need to agree on what the
issue is before we nove forward to the sol ution.
MS. SATTER: Well, yes. | think you do.

You' ve got to know what your problemis before you

165



10

11

12

13

14

15

16

17

18

19

20

21

22

try to solve it. And |I'd say if the problemis that
we want to assure that there are adequate | east-cost
resources for Zone 4, that's a legitimte question.

If we go a step farther and say, We're
trying to -- we see the problemis a failure to
provi de enough money to incent generation build,
that's different. Now we're saying the market's not
wor ki ng. There's not enough money for the generators
to do what they m ght not even need to do because we
haven't enough capacity.

| mean, we don't know whet her they are
going to need nore resources to build because maybe
we don't need that particular type of build. Price
of solar com ng down. Energy efficiency is
happeni ng. | don't know.

So |'m not prepared to say that the
problemis that the prices aren't high enough. I
mean, | can't take that.

MS. PALIVOS: Thank you.
Any ot her questions fromthe audi ence?
MR. ROBERTSON: My name is Eric Robertson. I

represent the Illinois Industrial Energy Consumers.
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And especially given Sue's last conmment, | noticed an
excerpt froma recent FERC order on a M SO case that
came out earlier this month.

And |'d be curious as to whether or
not the panel or nenbers of the panel agree or
di sagree with this statement by FERC: Additionally,
| ow prices in and of themselves do not denmonstrate
that a market is not just unreasonabl e. For
i nstance, such prices are justified in instances
where a region contains substantial excess capacity
unrelated to an uneconomc entry. Simlarly, we
di sagree with NRG s argunent that the current M SO
capacity market structure | acks a robust and
transparent means of incent merchant generators to
remai n vi abl e. Such resources could sell capacity as
part of a long-term bilateral contracts |locking in a
| evel of capacity revenues based on their expected
val ue over the life of the agreenments or could sell
their capacity in the auction each year. I n neither
case must rates in order to be just and reasonabl e
assure viability as such resources so |long as the

prices in the market reflect the supply and demand
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condi tions. Dependi ng on these conditions, merchant
generators, particularly those who elect to sell into
t he auction, could be considerably nore or |ess
profitable than resources whose costs are recovered
the cost of service rates.

So my question to the panel is do you
guys di sagree or agree with FERC' s determ nation
here?

MR. BLADEN: Far be it for me to disagree with
the entity M SO? They clearly stated the nature of
how efficient markets are supposed to work, and
certainly how we would expect M SO s markets to worKk.

What's m ssing fromthat, of course, |
al ways want to draw a quote out of a much | arger
docket and context of a broader precedent that exists
on these issues at FERC is the question of what is
t he proper way to | ook at the supply and demand
bal ance. W th a business, really what they were
pointing to one is the supply demand are the
determ native factors and what drives price. You' |
get efficient -- as they've said in other cases. And

we had our issue statement that we put out in October
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t hat we need to recognize the margi nal and increment
val ue of additional resources is a crucial element of
getting a good supply and demand bal ance over tine.
And hence, their approval prior in
ot her regions |like PIM they're approval of demand
curves is a mechanismto do that is a reflection of
the view that FERC repeatedly affirms that you do
need to recognize the market val ue of supply.

And Dr. Patton nmentioned earlier --

again, | draw that out in Iight of the expectation
that Illinois MSO s -- would be a primary signal for
whet her you invest. Again, whether that's not true,

whet her it's not the primary signal, the issues
change. When it is true and it is the primary
signal, that will (inaudible) -- it would a good and
efficient market to send that signal (inaudible) --
we' re not | ooking for necessarily nore higher prices.
We're | ooking for efficient prices from any resources
t hat are capable of delivering the kind of
reliability that's expected.

MS. SATTER: In response to that quote, it's

interesting that that order is -- it was a denial of
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rehearing of many petitions that were brought

chall enging the M SO construct. It had been pending
for a while, and the decision came on November 20th
right after. It was kind of an interesting timng

i ssue.

But | think that what FERC is doing is
addressing a |lot of the concerns that we are
addressing here as well. And they went through a | ot
of the same arguments and the sanme issues including
the sl oped vertical demand curve in that order.

So | think it's an instructive order,
and obviously we agree with FERC' s conclusion on the
issue that they are referred to. But | think the
overall, it's a larger order, and | think it's a very
informative order, just what's the discussion right
now on these issues.

MR. BALKE: | agree with what Sue said in the
sense that one of the coments is the conment where
you hear the comments about southern Illinois is an
i sl and. It's frightening to think of southern
Il'linois as an i sl and. And to have that perspective

come forward as we got to pick something.
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We' re pushing ourselves into a
situation that is not all enconmpassing of M SO s
system So it's kind of how you bal ance this out is
really a challenge. You can't -- you have to have a

very gl obal type of solution, not an island.

MR. NOBLE: | don't really know if that goa
was M SO s Zone 4's current construct. So | don't
know how to conmment but | think -- | do know -- what
|'ve seen is we've seen one utility Ameren

compl etely, and we've had two others. And |I haven't
seen theminvesting in Zone 4 M SO. | just haven't
seen it.

MS. PALIVOS: Thank you, sir, for your
guestion. Thank you to all of your panelists for
their thoughtful and informative responses. Let's
give them a round of appl ause.

MR. SHEAHAN: | just want to thank everyone for
com ng, our panelists this morning and this
afternoon. | want to thank Anastasia and Elizabeth
as well as Comm ssioner Edwards for organizing these
sessi ons. It's obviously a highly important topic.

We | ook forward to a continued di scussion in M SO s
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| eadership and continuing with those di scussions.

So thank you. We're adjourned.

(Wher eupon,

adj our ned.)

the above matter

was
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