CONSUMERS ORGANIZED FOR ELECTRICITY

Direct Energy files to enter lllinois market to sell power to
commercial customers

RETAIL MARKET
Power Markets Week
Nov 21, 2005

Direct Energy Services describes its decision to enter lllinois' retail electricity market as "the next
logical step" several months after entering the state's natural gas market. Eventually, the Centrica
subsidiary may seek to sell power to the state's residential customers, which do not have an
alternative supplier competing for their business.

Last week, Direct applied to the lllinois Commerce Commission for a certificate as an alternative
retail electric supplier so that it can sell power in the service territories of Commonwealth Edison
and Ameren, the state's two largest utilities.

According to Direct's application, it plans "to offer customers electric energy and capacity on
contracts of various lengths up to several years." Direct said, "It continues to evaluate
opportunities to serve all retail customers in lllinois and may file to broaden its certificate at a later
date."

David Braun, director of business markets for the Stamford, Conn.-based company, said Direct's
entry into lllinois' gas market earlier this year "gives us significant momentum as businesses have
responded favorably to the predictability and stability that Direct Energy can uniquely provide.
Providing power to businesses in lllinois is the next logical step.”

A key factor in any decision by Direct to enter the state's residential market will be the outcome of
power procurement proceedings involving ComEd and Ameren at the ICC. The commission is
expected to rule by Jan. 24 on applications by the two companies for reverse power auctions next
year to purchase up to 28,000 MW to serve retail load starting Jan. 1, 2007.

For more than three years, competitive electric suppliers in Illinois have had the opportunity to sell
power to residential customers but none have done so, due to capped retail rates imposed in the
states restructuring legislation.

The ICC is expected to rule on Direct's request in a few months.
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Answers to some questions about deregulation (Question: What
happens in 20077?)

Editorial
The Courier News
Nov 14, 2005

Answer: On Jan. 1, 2007, ComEd customers can expect to see higher electric bills.

Q: How much higher?
A: Although that question is impossible to answer accurately today, various analysts predict
anywhere from 15 to 40 percent increases.

Q: Why this happening?

A: For most of its modern history, the state of Illinois required local energy monopolies to set their
prices based on whatever it cost them to generate each unit of electricity. But in 1997, the Illinois
General Assembly agreed to allow electric utility companies to set their prices based on the
market value of electricity. The change was to take effect in 10 years.

Q: What was the goal?

A: The deregulation act of 1997 made several dramatic changes to the lllinois electric industry
that were supposed to benefit all parties: Residential power consumers were guaranteed an
immediate 20 percent reduction in their electric bills, which brought Illinois rates in line with the
regional average. These rates were locked in for 10 years, and residential consumers have
enjoyed average, stable prices ever since.

Power companies were allowed to tap private investment to drastically cut costs at their power
plants, all of which were split off into subsidiary companies managed with the bottom line in mind.
Before the restructuring, ComEd's nuclear generators (which provide most of the power in
Northern lllinois) were among the worst run in the country while charging some of the highest
rates.

Today, those plants are running at more than 90 percent efficiency and can produce power
cheaper than almost anyone because every cost reduction means greater profits.

Finally, after 10 years of utility restructuring, the act calls on state regulators to relax their control
over the price of electricity and allow ComEd (which is now strictly a power distributor) to buy
power on a free market rather than from a supervised contract with its own sister generation
company.

ComeEd, in turn, will charge consumers whatever the regional power market says a unit of
electricity is worth at the time it is used.

Q: How does this market work?

A: Electricity is already bought and sold in a variety of regional markets, which work according to
the same basic principles of supply and demand as markets for soybeans, crude oil or any other
commodity.
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A commodity is a product that is the same no matter who produces it and can easily be moved for
sale into an area where demand (and prices) are higher. A truly free market is highly complex,
follows the purest form of supply and demand principles, and is not controlled by any single party.
The electricity market is unique in that, once generated, power cannot be stored for any
significant amount of time, which means the value of electricity shifts dramatically by season and
even by time of day.

For example, electricity is in greater demand (and costs more) at noon on July Fourth when
millions of air conditioners are running full blast than at midnight that same day. That said, most
power is bought through contracts that try to average out the wide swings in the daily value of
electricity.

ComeEd is proposing to begin buying its electricity off a regional market through a mechanism
called a "reverse auction," which works with the same style of bidding as in a normal auction
except that the direction is toward cheaper bids instead of more expensive ones.

Essentially, ComEd will start the bidding at a certain price level, and a variety of power generating
companies will offer however many units of electricity they'd be willing to provide at that price.
ComEd will then lower the price level until the more expensive bidders are priced out and the
amount of electricity offered matches what ComEd's customers will need.

Q: Why will all this mean higher prices?

A: It won't, necessarily. But nationwide demand for electricity has continuously risen while little
new generating capacity has been built. Rising demand plus stagnant supply equals higher prices
on a free market.

If, in the future, more power plants are built or more consumers embrace energy-efficient
gadgets, prices could go down. In the short term, however, most experts and even ComEd
acknowledge a free market will mean higher prices for lllinois residential consumers.

The irony for consumers is striking.

With regulation, lllinois' nuclear plants were producing energy so inefficiently that electricity was
relatively expensive here. Now, market forces have driven the plant-owners to produce electricity
at lower costs, but consumers can't get those prices because market forces (and inefficiencies
elsewhere) are holding prices up.

The key difference is that the money is going into fatter profit margins for the power company
rather than paying for inefficiencies. On the upside, strong profits lead to increased competition
and investment in new power plants.

Q: What's happening now?

A: A variety of groups have objected to the shift to free-market pricing in general, and the reverse
auction in particular.

State law has already committed lllinois to the former, and the Illinois Commerce Commission
has to make a decision on the latter in January.
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Gov. Blagojevich has threatened to fire any commissioner who votes to approve the reverse
auction, although he was recently blocked by the state Senate in his effort to appoint a prominent
deregulation opponent to chair the commission.

If the commission rejects the reverse auction, both it and ComEd will have to move quickly to find
an alternative method of obtaining power before the power company's current contract expires in
2007.
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Fear, lies and free markets: Power companies, consumer
advocates battle over electric deregulation

David Garbe
Beacon News
Nov 14, 2005

AURORA — The simmering controversy over how to deregulate lllinois electric utilities has
escalated into a full-blown public relations war, with interest groups on both sides launching
campaigns warning of impending disaster.

Following the leadership of Gov. Rod Blagojevich, Democratic politicians statewide have formed
a coalition with senior groups and the watchdog Citizens Utility Board to oppose the deregulation
strategy requested by the power companies.

In press conferences statewide last week, including one in Aurora hosted by Demaocratic State
Rep. Linda Chapa LaVia, the coalition warned consumers that the current plan will send
electricity costs soaring by 40 percent and announced the creation of a new Web site:
www.StopComEdRateHike.org.

Meanwhile, a new lobbying group, funded primarily by ComEd and endorsed by a bevy of
business associations, has launched a series of advertisements and press conferences of its
own.

The ComEd/business group, calling itself Consumers Organized for Reliable Energy (or CORE),
is using its media campaign to warn consumers that a failure to move ahead with deregulation
plans will result in a "California-style energy crisis," because ComEd will be unable to secure
reliable power contracts.

Each side has denounced the other for lying, fear-mongering and taking advantage of the
situation for personal gain.

And outside experts say there's a grain of truth in all of that rhetoric — on both sides.

The problem is that lllinois' energy deregulation policy is so arcane and complex that it's difficult
to sort out what the two sides are even really talking about, let alone whose arguments make
more sense.

One thing everyone can agree on is that prices are likely to go up starting in 2007, when ComEd
shifts to pricing based on a free energy market.

What kind of a price increase depends on who is doing the predicting. The CUB predicts prices
for residential consumers will rise by at least 37 percent as a result of the action; ComEd predicts
increases along the lines of 15 percent.

Beyond those predictions, the disagreements focus on ComEd's plan to buy energy using a
"reverse auction," in which a variety of power-generating companies will bid for the chance to sell
electricity to ComEd at the lowest possible price.
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Advocates for the plan, including one of the original deregulation architects State Sen. Steve
Rauschenberger, R-Elgin, argue that the free market nature of that arrangement is the only way
consumers can be guaranteed the lowest possible price over the long term.

Without the pressure of an open market, Rauschenberger said, power companies have no
incentive to run their plants efficiently or invest in new power generation. Decades of regulation in
lllinois resulted in power plants that were run so poorly that their rates were above average and
consumers had no choice but to pay them.

On the other side of the argument, the Citizens Utility Board says the "free market" arrangement
proposed by ComEd will involve little competition because most of the power for sale will still be
coming from the same few companies, one of the biggest of which will be ComEd's parent
company, Exelon.

While that's good for Exelon, Chapa LaVia and CUB representatives said they would rather see
consumers' prices stay near their current levels and retain some regulatory control.

CORE representatives countered that Democratic politicians were simply making political hay out
of a short-term rate increase without addressing the fact that Illinois has already committed to a
free market system, that a reverse auction is the best way to get there and that no one has come
up with any better proposal.

The CUB and Gov. Blagojevich said they expect the existing regulatory system to reject ComEd's
reverse auction proposal and come up with an alternative plan. ComEd executives said they
expect regulators to approve the plan despite the political pressure.

A decision is expected in January.
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CUB, Com Ed taking action in auction fight

Anna Marie Kukec
Daily Herald
Nov 8, 2005

Consumer groups and electric utility officials Monday held dueling news conferences to continue
campaigns that take their arguments about a controversial auction plan directly to consumers.
On the one side, the Citizens Utility Board formed a coalition with AARP, Citizens Action/lllinois
and some unions to launch StopComEdRateHike.org. The Web site and a toll-free number (800)
719-3020 encourage consumers to express their concerns to legislators about expected
increases in their electric bills.

On the other side, ComEd floated a suggestion for rate caps for consumers after a 10-year rate
freeze ends in 2007 and market rates determine prices.

“We have great concerns especially for our low-income and seniors moving off lower rates to
rates that reflect true market costs of power,” said Anne Pramaggiore, ComEd vice president of
regulatory and strategic services. “They’ll be making a great change and we’re considering a
safety net.”

Last December, a group that included CUB, ComEd and others filed a report with the Illinois
Commerce Commission that supported an auction, where utilities such as ComEd would bid for
power to distribute to customers. The lllinois market will deregulate by 2007 and some type of
plan is necessary to procure power.

But when ComEd filed a detailed plan in February, it was met with a lawsuit by the attorney
general’s office and other agencies and CUB opposed it. Last summer, the governor warned the
ICC not to approve the auction because he said the competitive market hadn’t developed as
anticipated and an auction would unfairly increase rates.

To avoid rate shock, Pramaggiore said ComEd is considering offering price caps that could defer

when customers would pay for a portion of the market value of electricity to a later date. The first

year cap could be 8 percent, the second year 7 percent and the third year 6 percent. Market rates
would then be phased in the fourth year, she said.

Pramaggiore said when or how consumers would make the deferred payment is unknown. She
also said ComEd still needs to determine any exit fees if customers leave for another electricity
provider before the deferred payment is made.

While both ComEd and CUB have said they want to negotiate a deal to soften the blow of higher
prices, they have not scheduled a meeting.

Instead, both have created coalitions for so-called educational campaigns.
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“We need to do this to combat the misinformation being spread by ComEd and CORE,” CUB
Associate Director Patricia Clark said. CORE is Consumers Organized for Reliable Electricity, a
group mainly funded by ComEd, which has been warning of California-style blackouts in lllinois.
CUB has said that with the auction to procure power, ComEd’s pending request for an increase in
distribution charges and other rate issues, electric rates could rise as much as 35 percent in
2007.

CUB also has expressed concerns that an auction could unfairly enrich ComEd’s parent
company, Exelon Corp., which is likely to be a major seller of power to ComEd.

Pramaggiore insisted the auction would encourage competition that could force down the price of
electricity.

CUB also has challenged CORE advertising tactics, arguing that failure to approve ComEd’s
auction plan won't result in an energy crisis.

CORE Monday criticized CUB for not providing an alternate plan.

“What's puzzling about this is CUB'’s inconsistencies. ... The reality is they're accusing CORE of
fear mongering when we've at least been consistent with the facts and in what we've been
saying,” said CORE spokeswoman Avis Lavelle.
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ComEd proposes capping rate hikes for 3 years

Mary Wisniewski
Chicago Sun-Times
Nov 8, 2005

ComEd has proposed restraining electricity rate increases to 8 percent, 7 percent and 6 percent
in the first three years after lllinois moves to a deregulated market.

"We are proposing a consumer safety net," said Anne Pramaggiore, vice president of regulatory
and strategic services for ComEd.

ComEd made the proposal as a way of easing the transition for consumers into a deregulated
market in 2007. In that year, electric rates will be unfrozen after 10 years.

Under ComEd's proposal, any price increase -- including a delivery rate increase and any hikes in
the cost of power -- would be capped for three years.

Charges that ran over the cap would be deferred until 2010, and then gradually paid off,
explained Bill McNeil, director of regulatory and strategic services for ComEd. "It's similar to a
loan," McNeil said.

ComeEd is discussing a rate cap as a compromise in the intense public debate over how utilities
will buy their electricity after 2006.

ComEd and Ameren favor a "reverse auction" system, saying it will bring the lowest market prices
by forcing suppliers to compete to win the lowest possible bid. The utilities say long-term
contracts will also shield consumers from high, spot-market prices.

The Citizens Utility Board and government officials, including Gov. Blagojevich, say the proposed
auction system will lead to unacceptably high prices for residential consumers, who aren't ready
for a competitive power market.

CUB claims electric rates will go up at least 37 percent -- 6 percent from a delivery rate increase,
14 percent from the auction system and 17 percent from a proposed change in the way power
plants are funded.

CUB also claims the utilities' proposal will "essentially eliminate" ICC oversight of the power
industry.

Blagojevich threatened to fire ICC commissioners who vote for the auction, and unsuccessfully
tried to make Martin Cohen, the former head of the Citizens Utility Board, ICC chair. The state
Senate rejected Cohen last week.
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"ComEd's 37 percent rate hike proposal would give a whole new meaning to the words 'electric
shock," said David Kolata, executive director of CUB. On Monday, CUB along with other
consumer and labor groups announced a new coalition to fight ComEd rate increases and the
creation of an information Web site, StopComEdRateHike.org.

Consumers Organized for Reliable Electricity, or CORE, an advocacy group primarily funded by
ComeEd, said CUB is trying to scare the public.

"What they seem to be selling is fear," said David Vite, president of the lllinois Retail Merchants'
Association and a member of CORE. "They're not selling something that can actually lead to a
resolution to the questions surrounding how lllinoisans can get their power post-2006."

CUB countered that CORE is trying to scare consumers with warnings about California-style
outages if ComEd doesn't get its way.
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Blagojevich's ICC pick ignites new debate

Dave McKinney, Mary Wisniewski Contributing
Chicago Sun-Times
Nov 2, 2005

Gov. Blagojevich's nominee to become the state's top utility regulator did not register as a
lobbyist for the past three years despite heading the Citizens Utility Board, which has had a
consumer-driven legislative agenda at the Statehouse.

Former CUB executive director Martin Cohen, whose nomination to head the lllinois Commerce
Commission appears in deep trouble, said he quit registering after 2002 because he quit lobbying
lawmakers on behalf of his group.

'He's not going to make it'

Yet Cohen has testified before legislative committees during that period and represented the
organization at a closed-door meeting in Blagojevich's office last spring alongside utility
executives and legislators to discuss an expiring state telecommunications law.

"If I should have registered, it was an honest mistake. It was my opinion and remains my opinion
that | did not lobby and did not need to register," Cohen said.

During the time he was not registered, Cohen said he never discussed CUB business one-on-one
with legislators or ICC officials.

But as a potentially bloody confirmation hearing looms Thursday, some state lawmakers and a
government watchdog group said they believe Cohen should have registered as a lobbyist.

"It raises another concern. But who wants to kick a man when he's down? He's not going to make
it through this process, so it's almost like piling on at this point," said Sen. Rickey Hendon (D-
Chicago), chairman of the Senate Executive Appointments Committee.

Hendon, who has called on Blagojevich to withdraw the Cohen nomination, said he probably has
only one "yes" vote among nine on his panel. Democrats and Republicans alike have questioned
how the former consumer advocate could be objective on utility rate requests at the ICC, though
Cohen has vowed to be impatrtial.

Lobbying efforts handed over

Cohen registered with the Secretary of State as a lobbyist from 1995 to 2002. After that point, he
said, CUB's lobbying efforts were conducted by David Kolata, the man who replaced him as
executive director when Blagojevich nominated Cohen for the ICC job this fall.
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"Marty would, on occasion when called by the General Assembly, testify before committees, but
there were other utility CEOs who also were not registered lobbyists at those same meetings,"
Kolata said. "If you're criticizing Marty here, you're also criticizing a whole slew of other people
from the industry. But the bottom line, Marty wasn't lobbying for CUB. That's what | did."

A check of the state lobbyist database showed that CEOs of Exelon, SBC, Peoples Energy and
Ameren were registered. NICOR's new CEO, Russell Strobel, was not registered as of late
September, records showed.

Track record praised

State law bars CUB employees from lobbying without adhering to state lobbyist registration
requirements. The law defines lobbying as "any communication with an official of the executive or
legislative branch of state government . . . for the ultimate purpose of influencing executive,
legislative or administrative action.”

Cindi Canary, director of the lllinois Campaign For Political Reform, praised Cohen's track record
at CUB but said he probably should have registered to comply with the expansive way state law
governs lobbying.

Blagojevich's office downplayed the significance of the latest development involving Cohen's
nomination and said the governor was sticking by his ICC choice.

"Marty Cohen has an undeniably solid record as someone who understands the complexities of
the energy industry and its impact on consumers and has shown on numerous occasions he can
be fair and work on all sides of the issues," Blagojevich spokeswoman Abby Ottenhoff said.

"Whether he was registered as a lobbyists after 2003 is irrelevant to the debate over his
qualifications to serve on the ICC."
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Nominee to head ICC did not register as lobbyist

Associated Press
Belleville News-Democrat, IL
Nov 2, 2005

SPRINGFIELD, lIl. - The governor's nominee to become the state's top utility regulator did not
register as a lobbyist for the past three years despite overseeing the Citizens Utility Board and its
Statehouse agenda.

Former CUB executive director Martin Cohen told the Chicago Sun-Times that he quit registering
after 2002 because he quit lobbying lawmakers.

But Cohen has testified before legislative committees during that period and represented CUB at
a closed-door meeting in Gov. Rod Blagojevich's office last spring alongside utility executives and
legislators.

"If | should have registered, it was an honest mistake. It was my opinion and remains my opinion
that | did not lobby and did not need to register," Cohen said.

Blagojevich has nominated Cohen to be chairman of the lllinois Commerce Commission, which
regulates power companies and other utilities. The idea of a consumer advocate serving in what
is supposed to be an impartial position has stirred strong opposition at the Capitol.

The question of whether he should have registered is likely to add to Cohen's problems.

"It raises another concern. But who wants to kick a man when he's down? He's not going to make
it through this process, so it's almost like piling on at this point," said Sen. Rickey Hendon, D-
Chicago, the chairman of the Senate Executive Appointments Committee.

Hendon, who has called on Blagojevich to withdraw the Cohen nomination, said he probably has
only one "yes" vote among nine on his panel.

Cohen registered as a lobbyist from 1995 to 2002. After that, he said, CUB's lobbying efforts were
conducted by David Kolata, who became CUB's executive director when Cohen was picked for
the ICC job.

"Marty would, on occasion when called by the General Assembly, testify before committees, but
there were other utility CEOs who also were not registered lobbyists at those same meetings,"
Kolata said. "If you're criticizing Marty here, you're also criticizing a whole slew of other people
from the industry. But the bottom line, Marty wasn't lobbying for CUB. That's what | did."
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A check of the state lobbyist database showed that CEOs of Exelon, SBC, Peoples Energy and
Ameren were registered. NICOR's new CEO, Russell Strobel, was not registered as of late
September, records showed.

Cindi Canary, director of the lllinois Campaign For Political Reform, said Cohen probably should
have registered.

Blagojevich's office downplayed the significance of the latest development and said the governor
was sticking by his ICC choice.

"Whether he was registered as a lobbyist after 2003 is irrelevant to the debate over his
gualifications to serve on the ICC," Blagojevich spokeswoman Abby Ottenhoff said.
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CUB is wrong about rate increase

Frank Clark, Letter to the Editor
The Daily Herald
Nov 1, 2005

On behalf of ComEd, | want to make one thing crystal clear: The Citizens Utility Board is flat-out
wrong to assert that a proposal under consideration at PJM would result in a 17-percent rate
increase for our customers.

It's not only wrong, it's a disservice. (PJM is the regional transmission organization to which we
belong.) CUB gets it wrong because it misinterprets the facts associated with the PJM proposal.
An analysis performed by independent expert consultants shows that the PJM proposal will have
a minimal impact on our customers’ bills — less than 1 percent over four years.

CUB made the same charge this past summer, and we corrected it at that time. Yet CUB
continues to mislead the public on this issue. For our part, we've acknowledged that some rate
adjustments will be necessary in 2007, given that energy prices are rising and ComEd’s own
costs have increased.

Our rates were cut 20 percent and have been frozen since 1997 — this will save residential
customers about $4 billion by the end of 2006. Even during this rate freeze, ComEd has invested
$3 billion since 2001 to improve reliability and meet the demand for electricity.

We also have publicly indicated our commitment to working with lllinois policy makers and other
key interests to avoid any undue rate shock for customers, especially low-income customers. In
fact, we are prepared to ensure that, following our rate increase, rates paid by our customers will
be no higher than 1995 levels. | hope this clarification is useful to your readers, many of whom
are our customers.
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Fair warning at the ICC

Editorial
Chicago Tribune
Nov 1, 2005

State Sen. Rickey Hendon has a message for Gov. Rod Blagojevich: Yank your controversial
nomination of consumer watchdog Martin Cohen to chair the Illinois Commerce Commission or
risk an embarrassing defeat in the Senate.

Blunt advice like that is a rare commodity in Springfield, especially when it comes from a key
member of the governor's own party. And in this case, it's good advice.

Hendon, a Chicago Democrat, co-chairs the Senate committee that will vet Cohen's fithess to
head the utility regulation panel. Hearings are scheduled for Thursday, and Hendon is signaling
loud and clear that there is enough unease with Cohen on both sides of the aisle to sink his
nomination.

Cohen is widely respected as a consumer advocate and is well versed in the complex field of
utility law and regulation. But he has spent the last dozen years running the Citizens Ultility Board,
which has taken sides on a wide range of regulatory disputes now before the ICC.

The role of CUB and its chairman is to oppose the utility companies. Cohen does that well.

But how would people react if Blagojevich had nominated, say, the president of Commonwealth
Edison to head the ICC? People would say he is impossibly conflicted.

An ICC commissioner, especially the chairman, has a very different role to play. Commissioners
are supposed to weigh utility disputes with an open mind. A utility executive with a predisposition
for his industry would make a poor choice to sit on the ICC. So, too, would a consumer advocate
like Cohen who has clearly prejudged cases.

"There is bipartisan trouble with Marty," Hendon said. "The committee members are just not sure
he can be fair because he's taken paositions on things that will now come before him as
chairman."

Exhibit A is Cohen's strongly stated opposition to a ComEd proposal to secure wholesale power
supplies through an auction process after 2006. That's when a long-range legislative plan to
phase in deregulation of electricity markets comes to an end. Blagojevich dislikes the ComEd
proposal, and his selection of Cohen to head the ICC is a transparent attempt to manipulate the
agency's decision.

The ComEd case presents the ICC with difficult questions. Critics of the utility contend its
proposal would lead to unjustified rate increases. ComEd argues it would prod electric suppliers
into competing to sell it power at lower prices and promote more reasonable rates and reliable
service for consumers over the long haul.
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The ICC's role is to sort out those conflicting claims with dispassion and objectivity. Cohen can't
do that. Blagojevich should heed Hendon's advice and find someone who can.
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