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testimony and schedule which were prepared in written form for introduction into evidence in
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BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the Matter of Union Electric Company,
d/b/a Ameren Missouri’s Tariff to Increase
Its Revenues for Electric Service

Case No. ER-2014-0258

N s o

Surrebuttal Testimony of James R. Dauphinais

Introduction

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
James R. Dauphinais. My business address is 16690 Swingley Ridge Road,

Suite 140, Chesterfield, MO 63017.

ARE YOU THE SAME JAMES R. DAUPHINAIS WHO HAS PREVIOUSLY FILED
TESTIMONY IN THIS PROCEEDING ON BEHALF OF MISSOURI INDUSTRIAL
ENERGY CONSUMERS (“MIEC”), INCLUDING NORANDA ALUMINUM, INC.
(“NORANDA”)?

Yes, [ am.

WHAT IS THE SUBJECT OF YOUR SURREBUTTAL TESTIMONY?

My surrebuttal testimony addresses the Rebuttal Testimony of Ameren Missouri
(“Company”) witness Jaime Haro regarding the inclusion of wholesale transmission
expenses and revenues other than those for the transmission of purchased power in
the Company’s fuel adjustment clause (“FAC”). In addition, | respond to the Rebuttal
Testimony of Company witness Matt Michels and Commission Staff witness Sara

Kliethermes regarding the Actual Net Energy Cost (“ANEC”), and Midcontinent

James R. Dauphinais
Page 1

BRUBAKER & ASSOCIATES, INC.



10

11

12

13

14

15

16

17

18

19

20

21
22
23
24
25
26

Independent System Operator, Inc. (“MISO”) load-based charges not included in the
Company’s ANEC, that the Company would avoid, if Noranda’s New Madrid facility
were to shut down.

The fact that | do not address a particular issue should not be interpreted as
approval of any position taken by Ameren Missouri, Staff or any other party in rebuttal

testimony.

IN YOUR DIRECT TESTIMONY, YOU EXTENSIVELY USED THE TERMS NET
BASE ENERGY COST (“NBEC”) AND ACTUAL NET ENERGY COST (“ANEC”).
PLEASE STATE AGAIN THE MEANING OF THOSE TERMS.

Ameren Missouri’'s NBEC is its base rate revenue requirement for: (i) its expenses
includable in its FAC minus (ii) its revenues that are includable in its FAC. Ameren
Missouri’s ANEC is its actual revenue requirement for: (i) its expenses inciudable in
its FAC minus (ii) its revenues that are includable in its FAC. Under Ameren
Missouri’'s current FAC (and the version of its FAC that it is proposing in this
proceeding), subject to a finding of prudence by the Commission, 95% of the
difference between Ameren Missouri’s ANEC and its authorized NBEC is recoverable
from customers through Ameren Missouri’'s FAC between Ameren Missouri’'s base

rate proceedings.

PLEASE SUMMARIZE YOUR SURREBUTTAL TESTIMONY CONCLUSIONS.

They continue to be as follows:

e All of Ameren Missouri's wholesale transmission expenses and revenues not
associated with the transportation of fuel or purchased power should be
removed from Ameren Missouri’'s FAC since Section 386.266.1, RSMo (Supp.
2011) only permits the inclusion of the cost of transportation for fuel and
purchased power in an FAC — not the cost of transportation of power that is
not purchased power. This will remove all of Ameren Missouri’s wholesale

James R. Dauphinais
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transmission revenues and 96.5% of its MISO wholesale transmission
expenses from its FAC. This adjustment will not affect Ameren Missouri’s
base rate revenue requirement. However, it will increase the portion of that
base rate revenue requirement included in Ameren Missouri’'s NBEC by
approximately $7.6 million' based on the test year wholesale transmission
revenue and expense data Ameren Missouri included in its direct case. This
NBEC adjustment will need to be recalculated during the true-up phase of this
proceeding due to the significant drop in MISO point-to-point transmission
expenses that Ameren Missouri has seen since the December 19, 2013
integration of Entergy into MISO.2

e The ANEC, and MISO load-based charges not included in Ameren Missouri’s
ANEC, that Ameren Missouri would avoid if Noranda’s New Madrid facility was
shut down ranges from $28.03 to $29.39 per MWh on a normalized historical
basis using the same three year averaging approach with the Polar Vortex
Anomaly normalized out that Ameren Missouri, Commission Staff and MIEC
used in the revenue requirement part of the case to determine off-system
sales prices. The number will vary some depending on the specific method
used to estimate the annual reduction.

The Company’s rebuttal testimony with respect to wholesale transmission
expenses and revenues relies on its absurd assertion that all of its power for its
customers is purchased from MISO. If this were true, the entire output of the
Company’s generation facilities would be dedicated to its off-system sales and no
generation fuel cost would be assigned to its customers. However, this is not the
case as can be seen from Company’s principal NBEC schedule, Schedule LMM-17,
which clearly shows most of the Company’s generation fuel cost is being assigned to
customers, not off-system sales. In addition, if the Company’s generation was

dedicated to off-system sales, it would raise serious concerns with the inclusion of the

Company’s generation facilities in rate base. The Company’s rebuttal testimony

'$36.9 million in wholesale transmission revenues and 96.5% of $30.4 million in MISO

wholesale transmission expenses would be removed from Ameren Missouri's NBEC.

As an alternative to excluding all of Ameren Missouri's wholesale transmission revenues and

96.5% of its MISO wholesale transmission expenses, MIEC would be amenable to excluding all of
Ameren Missouri's wholesale transmission revenues and expenses from its FAC. This alternative
would exclude $36.9 million in wholesale transmission revenues and $32.3 million in wholesale
transmission expenses from Ameren Missouri's NBEC, which would increase Ameren Missouri's
NBEC by approximately $4.6 million rather than $7.6 million.

James R. Dauphinais
Page 3

BRUBAKER & ASSOCIATES, INC.



10

11

12

13

14

15

16

17

18

19
20

21

22

23

24

arguments on this issue should be given no weight as they are based on an absurd
assertion.

With respect to the Company’s rebuttal testimony from Mr. Michels regarding
the ANEC, and MISO load-based charges not included in the ANEC, avoided if the
Noranda facility shuts down, the Company’s position that forecasted market prices
should be used in estimating this avoided cost should be rejected because those
forecasted values are not known and measurable. In addition, the Company’s
alternative method of using seven-years of historical data with the Polar Vortex
Anomaly should be rejected because it is inconsistent with the method used by the
Company, Staff and MIEC to determine the Company’s NBEC value and fails to
consider the ability of the Commission to review the Noranda rate over its proposed
seven-year term, if warranted.

With respect to the Staff's rebuttal testimony from Ms. Kliethermes on this
same issue, one of her three avoided cost estimates should be completely
disregarded when evaluating the proposed Noranda rate. Specifically, her avoided
cost estimate of $35.88 per MWh should be completely disregarded because it is
based on only 12-months of historical data of which six months are dominated by the

Polar Vortex Anomaly and its aftermath.

Inclusion of Wholesale Transmission
Expenses and Revenues in Ameren Missouri’s FAC

PLEASE RESTATE YOUR DIRECT TESTIMONY CONCLUSION WITH RESPECT
TO THE INCLUSION OF WHOLESALE TRANSMISSION EXPENSES AND
REVENUES IN THE COMPANY’S FAC.

| concluded:

James R. Dauphinais
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“‘All of Ameren Missouri’s wholesale transmission expenses and
revenues not associated with the transportation of fuel or purchased
power should be removed from Ameren Missouri’s FAC since Section
386.266.1, RSMo (Supp. 2011) only permits the inclusion of the cost of
transportation for fuel and purchased power in an FAC — not the cost
of transportation of power that is not purchased power. This will
remove all of Ameren Missouri’'s wholesale transmission revenues and
96.5% of its MISO wholesale transmission expenses from its FAC.
This adjustment will not affect Ameren Missouri’'s base rate revenue
requirement. However, it will increase the portion of that base rate
revenue requirement included in Ameren Missouri's Net Base Energy
Cost (“NBEC”) by approximately $7.6 million® based on the test year
wholesale transmission revenue and expense data Ameren Missouri
included in its direct case. This NBEC adjustment will need to be
recalculated during the true-up phase of this proceeding due to the
significant drop in MISO point-to-point transmission expenses that
Ameren Missouri has seen since the December 19, 2013 integration of
Entergy into MISO.” (Dauphinais Direct at 2)

Q HAVE YOU REVIEWED THE REBUTTAL TESTIMONY OF MR. HARO ON
BEHALF OF THE COMPANY IN RESPONSE TO YOUR DIRECT TESTIMONY ON
THIS ISSUE?

A Yes.

Q DOES THE COMPANY AGREE WITH YOUR DIRECT TESTIMONY CONCLUSION
WITH RESPECT TO THIS ISSUE?

A No. With respect to wholesale transmission expenses incurred to transmit off-system
sales, the Company:

e [ndicates | have previously testified these costs should be included in the FAC;

%$36.9 million in wholesale transmission revenues and 96.5% of $30.4 million in MISO
wholesale transmission expenses would be removed from Ameren Missouri's NBEC.

*As an alternative to excluding all of Ameren Missouri’s wholesale transmission revenues and
96.5% of its MISO wholesale transmission expenses, MIEC would be amenable to excluding all of
Ameren Missouri’'s wholesale transmission revenues and expenses from its FAC. This alternative
would exclude $36.9 million in wholesale transmission revenues and $32.3 million in wholesale
transmission expenses from Ameren Missouri's NBEC, which would increase Ameren Missouri's
NBEC by approximately $4.6 million rather than $7.6 million.

James R. Dauphinais
Page 5

BRUBAKER & ASSOCIATES, INC.



N —

g b w

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

e Indicates these costs have been included in the Company’'s FAC since the
inception of the FAC; and

e Argues my recommendation would create a mismatch in the FAC by including
off-system sales revenues in the FAC while excluding the transmission cost
incurred to produce those off-system sales revenues from the FAC.

(Haro Rebuttal at 14-17)

With respect to wholesale transmission expenses incurred for the
transmission of purchased power, the Company essentially argues Ameren Missouri
purchases all of its power needs for its customers from MISO and sells the entire
output of its generation facilities as off-system sales (/d. at 17-29).

With respect to wholesale transmission revenues, the Company indicates the
Company agreed to include them in its FAC in its last base rate proceeding and

continues to think it makes sense for them to be included in the Company’s FAC

(Id. at 29-30).

HOW DO YOU RESPOND TO THE COMPANY’S ARGUMENTS WITH RESPECT
TO WHOLESALE TRANSMISSION EXPENSES INCURRED TO TRANSMIT
OFF-SYSTEM SALES?

When my testimony in Case No. ER-2012-0166 was given, | did not review Section
386.266 and whether recovery of wholesale transmission expenses incurred to
transmit off-system sales through an FAC was permissible under Missouri law. In this
case, however, the MIEC has focused on Section 386.266.1, RSMo., and believes,
as do |, that only wholesale transmission expenses incurred for the transportation of
purchased power are recoverable under the FAC. | am not a lawyer, and therefore
did not analyze this legal issue in connection with my testimony in Case

No. ER-2012-0166.
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From a policy perspective, | continue to stand by my Case No. ER-2012-0166
testimony with respect to the inclusion of wholesale transmission expenses incurred
to transmit off-system sales to the extent it is ultimately determined legal to recover
these expenses in the FAC. These are short-term incremental costs that are incurred
to enable off-system sales margins to be earned in order to lower the Company’s
ANEC a.nd, thus, its fuel adjustment factor. However, if Section 386.266.1, RSMo
(Supp. 2011) does not allow the inclusion in the FAC of wholesale transmission

expenses incurred to transmit off-system sales, they cannot be included in the FAC.

IF THESE EXPENSES ARE EXCLUDED FROM THE FAC AS YOU HAVE
RECONMMENDED IN YOUR DIRECT TESTIMONY IN THIS PROCEEDING, WOULD
IT CREATE A SIGNIFICANT MISMATCH IN THE FAC AS SUGGESTED BY THE
COMPANY SINCE OFF-SYSTEM SALES REVENUES WOULD STILL BE
INCLUDED IN THE FAC?

No. The vast majority of Ameren Missouri’s off-system sales are to MISO and, as
such, do not have any wholesale transmission expenses associated with them. In
addition, the wholesale transmission expenses associated with those off-system
sales made by the Company outside of MISO are dwarfed by the fuel costs incurred
to make those off-system sales. Consequently, excluding the wholesale transmission
expenses incurred to transmit off-system sales from the FAC will have very little

impact and thus will not create a mismatch of any significance in the FAC.

James R. Dauphinais
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HOW DO YOU RESPOND TO THE COMPANY’S CLAIM IN MR. HARO’S
REBUTTAL TESTIMONY THAT IT PURCHASES ALL OF ITS POWER FOR ITS
CUSTOMERS FROM MISO?

The claim is absurd. The absurdity becomes clear when the implications of the claim

are considered.

WHAT ARE THE IMPLICATIONS OF THE CLAIM IF IT WERE TRUE?

If we ignore the fact the Company generates almost all the power it sells to its

customers, and instead engage in the fiction that it sells all of its generated power to

MISO as off-system sales and buys it back for its customers as purchased power:

o The fuel and purchased power cost for power paid by customers would be equal
to the wholesale market price for power -- not the Company’s cost to produce
power in its own generating units supplemented by occasional wholesale market

purchases; and

e The entire output of the Company’s generation facilities would be dedicated to the
production of off-system sales -- not to serving the Company’s customers.

Under this scenario, the Company’s accounting with the Commission would
not assign any generation fuel costs to customers -- only purchased power costs
would be assigned to customers. In addition, there would be grounds for the
Commission to remove from the Company’s rate base the entire net plant of the
Company’s generation facilities since those facilities would no longer be serving the

Company’s customers.®

5Obviously, if this was done, the fuel expenses, O&M expenses and off-system sales

revenues associated with the Company’s generation facilities would also be removed from rates.

James R. Dauphinais
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WHAT DO THE COMPANY’S OWN ACCOUNTING SCHEDULES IN THIS
PROCEEDING SHOW?

The Company’s own accounting schedules show that most of the fuel cost it incurs is
incurred to serve its load -- not its off-system sales. Specifically, referring to Ameren
Missouri witness Laura Moore's Schedule LMM-17, in the calculation of its NBEC in
its direct testimony, the Company indicated that $682,452,000 would be incurred for
fuel consumed in its own generation facilities to serve its load (i.e., its customers) and
only $171,791,000 would be incurred for fuel consumed in its own generation for
off-system sales (Schedule LMM-17 at lines 1 and 7). Clearly, if the Company was
purchasing all of its power for its load and selling all of the power it generates as
off-system sales, it would show $0 of generation fuel cost to serve its load and
$854,243,000 of generation fuel cost for off-system sales. The Company is clearly

not claiming this on its own schedules in this proceeding.

HAS THE COMPANY EVER PREVIOUSLY ADMITTED THAT IT DOES NOT
PURCHASE ALL OF ITS POWER FOR ITS CUSTOMERS FROM MISO?
Yes. In its September 7, 2006 comments to the Commission in Docket
No. EX-2006-0472 regarding fuel and purchased power cost recovery mechanisms
such as FACs, the Company stated:
‘FACs allow utilities to timely pass through the necessary costs
(subject to full prudence review and other consumer protections
discussed below) associated with obtaining the fuel needed to fire the
generation that serves customers, as well as the costs associated with

purchased power needed to supplement the energy and capacity
available from the utility-owned generation.”

(Docket No. EX-2006-0472, Comments of Union Electric Company
d/b/a AmerenUE, September 7, 2006 at page 2, emphasis added)

James R. Dauphinais
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This statement, which was made well after the Company’s integration in MISO
and the April 1, 2005 startup of the MISO Day 2 energy markets, clearly shows that
the Company has previously recognized it serves its load from its own generating
units and supplements this generation with power purchases. The Company’s
participation in the MISO market on behalf of its customers does not artificially

convert the Company’s generated power for its customers into purchased power.

DOES THE FEDERAL ENERGY REGULATORY COMMISSION (“FERC”) SPECIFY
HOW GENERATION AND LOAD THAT IS CLEARED ON AN HOURLY BASIS IN
RTO MARKETS SUCH AS THAT OF MISO SHOULD BE CLASSIFIED?

Yes. In Order No. 668, FERC specified how the hourly clearing in RTO markets of
load and generation should be addressed under the uniform system of accounts by
public utilities such as the Company. Under Order No. 668, public utilities must net
their MiSO-cleared load and generation in each hour and report that net amount as
either: (i) a sale for resale (i.e., off-system sale) under Account 447 when the utility’s
cleared generation exceeds the cleared load or (ii) a power purchase under Account
555 when the ultility’s cleared load exceeds its cleared generation. Thus, under
FERC’s accounting rules, in each hour, a public utility has either an off-system sale to
MISO or a power purchase from MISO -- not both. As FERC indicated in Order No.
668:

“‘Netting accurately reflects what participants would be recording on

their books and records in absence of the use of an RTO market to
serve their native load.” (FERC Order No. 668 at paragraph 80)

James R. Dauphinais
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MR. HARO ARGUES THAT THE TOTAL PURCHASED POWER ANMOUNT YOU
CITED FROM A WORKPAPER OF COMPANY WITNESS MARK PETERS IS A
NET AMOUNT (HARO REBUTTAL AT 21-22). HOW DO YOU RESPOND?

The amount in question is the total of the Company’s purchased power. The only
netting that takes place is what takes place in each hour. As | have noted, in each
hour, the Company’s cleared load and cleared generation is netted as either an
off-system sale to MISO or a power purchase from MISO. This does not make the
purchased power total | cited from Mr. Peters’ workpaper a net amount. Furthermore,
as | have also noted, if the Company purchased all of its power needs for its
customers from MISO, it could not assign any of its generation fuel cost to its load in
Ms. Moore’s Schedule LMM-17 -- all of the Company’s fuel cost for generation would

have to be assigned 1o its off-system sales.

MR. HARO INDICATES THAT THE COMPANY BIDS ITS LOAD AND OFFERS ITS
GENERATION INTO THE MISO MARKET ON A GROSS BASIS AND ITS MISO
SETTLEMENT STATEMENTS CLEAR THESE ITEMS ON A GROSS BASIS (HARO
REBUTTAL AT 23-27). HOW DO YOU RESPOND?

| have never suggested in my direct testimony that this is not the case. However, this
does not change the fact that, in each hour, the Company has either an off-system

sale to MISO or a power purchase from MISO -- not both.
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Page 11

BRUBAKER & ASSOCIATES, INC.



10

11

12

13

14

15

16

17

18

19

20

MR. HARO CLAIMS THAT CERTAIN LANGUAGE IN THE MISO TARIFF THAT
SUGGESTS NETWORK INTEGRATION TRANSMISSION SERVICE PROVIDES
FOR DELIVERY OF POWER FROM A TRANSMISSION CUSTOMER’S
GENERATION TO ITS LOAD IS SIMPLY LANGUAGE THAT MISO HAS FAILED
TO UPDATE (HARO REBUTTAL AT 27-29). HOW DO YOU RESPOND?

The language is not outdated and not inconsistent with the balance of the MISO
Tariff. It would be a stretch beyond reality to assume, as Mr. Haro has, that the word
‘regulate” in the preamble that Mr. Haro references has the same meaning as
Schedule 3 Regulating Reserve. Furthermore, MISO market participants are ailowed
to dispatch their own generation facilities under the MISO Tariff and business
practices. This is accomplished through the generation “must-run” and
“self-schedule” provisions of the MISO Tariff. The relevant sections of the preamble

cited by Mr. Haro are not outdated or out of sync with the rest of the MISO Tariff.

HOW DO YOU RESPOND TO MR. HARO’S POSITION WITH RESPECT TO
INCLUSION OF WHOLESALE TRANSMISSION REVENUES IN THE COMPANY’S
FAC (HARO REBUTTAL AT 29-30)?

If the Commission ultimately concludes the wholesale transmission expenses in
dispute can be legally included in the FAC, then | would agree wholesale
transmission revenues should also be included in the FAC provided it is legal to do

SO.
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Estimate of the ANEC and Non-ANEC
Load-Based MISO Charges Avoided by
Ameren Missouri if Noranda’s New Madrid Facilities Shut Down

PLEASE RESTATE YOUR DIRECT TESTIMONY ESTIMATE OF THE ANEC, AND
LOAD-BASED MISO CHARGES NOT INCLUDED IN THE COMPANY’S ANEC,
THAT THE COMPANY WOULD AVOID IF NORANDA’S NEW MADRID FACILITIES
SHUT DOWN.

| estimated that the Company would avoid between $28.03 and $29.39 per MWh of
energy sold to Noranda. This direct testimony estimate was determined on a
normalized historical basis using the same three year averaging approach with the
Polar Vortex Anomaly normalized out that the Company, the Commission Staff and
MIEC has used in the revenue requirement part of this case to determine the
off-system sales prices used in the determination of the Company’s NBEC

(Dauphinais Direct at 28).

Response of Company Witness Matt Michels
HAS THE COMPANY RESPONDED TO YOUR DIRECT TESTIMONY ESTIMATE?
Yes. Company witness Matt Michels has offered rebuttal testimony in response to my

estimate.

PLEASE SUMMARIZE HIS REBUTTAL TESTIMONY ON THIS ISSUE.

As in Case No. EC-2014-0224, the Company continues to advocate calculating the
avoided cost on the basis of forecasted prices over the proposed term of the Noranda
rate (seven years in this proceeding). Notwithstanding, the Company believes a
historical-based estimate, if used, should be calculated on the basis of a historical

average of data of the same length as the proposed term of the Noranda rate (again,

James R. Dauphinais
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seven years) with Polar Vortex Anomaly included rather than using three years of
historical data with the Polar Vortex Anomaly normalized out. In addition, the
Company opposes the market price reduction for the loss of Noranda load that |

included in the low end of my avoided cost estimate (Michels Rebuttal at 22-26).

DID THE COMPANY PROVIDE ITS OWN HISTORICAL-BASED AVOIDED COST
ESTIMATE IN MR. MICHELS’ REBUTTAL TESTIMONY?

Yes. Using seven years of historical data with the Polar Vortex Anomaly included,
the Company estimated the ANEC, and load-based MISO charges not included in the
Company’s ANEC, that the Company would avoid if the Noranda facility shut down
ranges from $32.77 to $34.13 per MWh of energy sold to Noranda. The lower end of
this range includes my Auction Revenue Right (“ARR”) adjustment and my market
price reduction for the loss of Noranda load. The upper end of the Company’s range

excludes these two adjustments (Michels Rebuttal at 26).

HOW DO YOU RESPOND TO THE COMPANY’S POSITION THAT, WHEN THE
AVOIDED COST PRICE IS CALCULATED ON A HISTORICAL BASIS, IT SHOULD
BE CALCULATED USING SEVEN YEARS OF HISTORICAL DATA WITH THE
POLAR VORTEX ANOMALY INCLUDED?

| disagree with the Company. First, while Noranda has proposed a seven-year term,
Noranda has also recognized that the Commission can review the rate in future base
rate proceedings. As such, the proposed rate could be modified by the Commission
during that seven-year term. As a result, there is no need to sync up the length of the

averaging period for historical data with the length of the term of the Noranda rate.
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Second, the Company’s attempt in Mr. Haro’s testimony to differentiate the
setting of a rate for Noranda from the setting of the Company’s NBEC in its base
rates falls flat. Specifically, Mr. Haro indicates normalizing out anomalies may be
appropriate for setting a short-term baseline, such as the NBEC, for which ongoing
true-ups are made through mechanisms such as the FAC, but it is not for a rate such
as that proposed by Noranda (Michels Rebuttal at 25). However, the Company’s
memory is apparently short for, as | detailed in my surrebuttal testimony in Case No.
EC-2014-0024, in Case No. ER-2007-0002, the Company proposed to hormalize out
certain market anomalies from a three year average of historical prices for its NBEC
even if th‘e Commiission chose not to grant the FAC it requested in that proceeding

(Case No. EC-2014-0224 Dauphinais Surrebuttal at 10-12).

THE UPPER END OF THE COMPANY’S SEVEN YEAR HISTORICAL AVERAGE
AVOIDED COST ESTIMATE EXCLUDED YOUR ARR ADJUSTMENT AND YOUR
MARKET PRICE REDUCTION FOR THE LOSS OF NORANDA LOAD. HAS THE
CONMPANY OFFERED ANY TESTIMONY IN THIS PROCEEDING IN OPPOSITION
TO YOUR ARR ADJUSTMENT?

No. In fact, the Company’s avoided cost estimate based on its forecasted market
prices, which | will discuss later in my testimony, included my ARR adjustment.
Inclusion of my ARR adjustment in the upper end of the Company’s seven-year
historical average avoided cost estimate would lower the upper end of the Company’s
seven year historical avoided cost estimate by ™ **per MWhto*___ ** per

MWh.
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PLEASE SUMMARIZE MR. MICHELS’ CRITICISMS REGARDING YOUR METHOD
FOR DETERMINING THE IMPACT ON WHOLESALE MARKET PRICES OF A
LOSS OF NORANDA'’S LOAD.
Mr. Michels makes two major arguments with respect to my analysis. First, he
contends that my analysis is flawed because | have implicitly assumed that hourly
changes in load and price, regardiess of the location where the change in load
occurred, are reflective of the impact of a reduction of load across all hours at a
specific location (Michels Rebuttal at 25-26). He then extends this argument
suggesting further that my regression analysis ignores the fact that the hourly
fluctuations in MISO’s load would exist with or without Noranda and also that the
hourly fluctuations in price are primarily a function of these hourly changes in load,
including the location of such changes, which would exist whether or not the smelter
remains on the system (/d.).

Mr. Michels’ second argument was to offer a suggested analysis that in his
opinion would be a more appropriate way to determine the impact on wholesale

market prices due to a specific reduction in load (/d.).

HOW DO YOU RESPOND TO MR. MICHELS’ CONCERNS?

Mr. Michels is correct that my analysis was not location specific with regard to the
load reduction. My analysis examined total hourly MISO load and wholesale
AMMO.UE® LMP price changes in MISO during the period from 2011 — 2013.
Consequently, | have considered all hourly fluctuations in MISO load inclusive and
exclusive of Noranda. Furthermore, the intent of my analysis was to empirically

estimate the impact on the wholesale price of electricity at the AMMO.UE CP Node

®AMMO.UE is the MISO pricing node where the Company clears its load in the MISO market.
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due to a change of load within MISO. MISO uses Locational Marginai Pricing (“‘LMP”)
to determine the location specific wholesale price of electricity. However, LMP is
actually an aggregation of three smaller pricing components: the Marginal Energy
Component (“MEC”), the Marginal Loss Component (“MLC”), and the Marginal
Congestion Component (‘MCC”). The LMP is equal to the sum of the MEC, MLC and
MCC.

The MEC is the largest component of the AMMO.UE LMP and is not location
specific. In fact, in a system of infinite transmission capacity and no losses, the LMP
would be the same at every point on the system and the LMP would be equal to the
MEC. My analysis is based on the reasonable determination that to exclude changes
in the MLC and MCC components of the LMP is a conservative approach. That is to
say, excluding them, if anything, understates the market price reduction that would

result from the loss of Noranda’s load.

IF YOUR ANALYSIS IS BASED ON ONLY CONSIDERING THE MEC
COMPONENT OF THE LMP, WHY DID YOU PERFORM IT TO ESTIMATE THE
PERCENTAGE CHANGE OF THE LMP TO A UNIT LOSS OF LOAD INSTEAD OF
A PERCENTAGE CHANGE OF THE MEC TO A UNIT LOSS OF LOAD?

| did so to be conservative. My analysis was actually performed both for a
percentage change of LMP and a percentage change of MEC. The percentage

change of LMP approach yielded a lower value. | chose to use it to be conservative.
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YOU HAVE INDICATED THAT UNLIKE THE MEC VALUE, THE MLC AND MCC
VALUES ARE LOCATION SPECIFIC. IN ADDITION, YOU HAVE INDICATED IT
WAS CONSERVATIVE TO EXCLUDE THESE TWO LOCATION SPECIFIC
COMPONENTS FROM YOUR ANALYSIS. PLEASE EXPLAIN WHY IT WAS
CONSERVATIVE FOR YOU TO DO SO.
It was conservative to do so because a reduction of load at the AMMO.UE Node can
only decrease the MCC and MLC values at the AMMO.UE Node and Ameren
Missouri’'s generation nodes -- not increase them. Specifically, a reduction of load at
Noranda’s facility is a reduction of market demand at the AMMO.UE Node, which can
only lower the MCC and MLC values by at least a very small amount at that node.
Furthermore, if during a given hour there is no transmission congestion
between the AMMO.UE Node and the Ameren Missouri generation nodes, the same
MCC and MLC reductions at the AMMO.UE Node would also be seen at the Ameren
Missouri generation nodes. If there is transmission congestion between the
AMMO.UE Node and Ameren Missouri’'s generation nodes, the AMMO.UE Node
MCC and MLC reductions will be seen to a lesser degree or not at all at the Ameren
Missouri generation nodes. However, under no circumstances would the loss of
Noranda load cause the MCC and MLC values at the Ameren Missouri generation
nodes to increase because a loss of Noranda load can neither increase demand nor
decrease supply in the wholesale energy market at those locations. Thus, the overall
effect of excluding MCC and MLC values from my analysis was to conservatively
understate the percentage change in LMP that would result from a loss of Noranda

load.
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DO YOU AGREE THAT AN ANALYSIS USING A SIMULATION TOOL THAT
MODELS LOCAL TRANSMISSION AND CONGESTION (SUCH AS VENYX’S
PROMOD) IS A MORE APPROPRIATE WAY TO DETERMINE THE IMPACT ON
WHOLESALE MARKET PRICES OF A SPECIFIED REDUCTION IN LOAD?

| do not dispute the analysis suggested by Mr. Michels would produce an estimate of
the impact on wholesale prices due to a specified load reduction and such an
analysis would capture the location specific congestion effects that my analysis did
not consider. However, this type of analysis would also be based on numerous
simplifying assumptions in the market model as well as simulated and forecasted
data, where as my analysis relies on actual MISO operating data.

Mr. Michels chose not to perform the analysis he proposes even though the
Company currently licenses a number of products from Ventyx. Without actually
performing the analysis, one could speculate on what the results might be. However,
my analysis has quantified the expected percent change in wholesale prices due to a
change in MISO load using actual (not simulated) data. Furthermore, as Mr. Michels
admits, “hourly fluctuations in price are primarily a function of [these] hourly changes
in load, including the location of such changes...” which is the very premise on which
my analysis is based. That is, that we can estimate the change in wholesale prices
by statistically analyzing historic changes in price versus the corresponding historic
changes in load. Furthermore, as | have discussed, excluding the location specific
effects from such an analysis only acts to conservatively understate the wholesale
market price reduction that would result. My wholesale market price reduction
estimate for the loss of Noranda load adjustment was reasonably determined and

should be incorporated into all of the avoided cost estimates.
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DO YOU CONTINUE TO RECOMMEND THE COMMISSION USE YOUR
$28.03 PER MWH THREE YEAR HISTORICAL AVERAGE OF MARKET PRICES
WITH THE POLAR VORTEX ANOMALY NORMALIZED OUT AVOIDED COST
ESTIMATE?

Yes. For the reasons | have discussed above, it remains the most reasonable

avoided cost estimate.

IF DESPITE YOUR RECOMMENDATION, THE COMMISSION CHOOSES TO
UTILIZE A SEVEN-YEAR HISTORICAL AVERAGE OF MARKET PRICES WITH
THE POLAR VORTEX ANOMALY INCLUDED FOR THE AVOIDED COST
ESTIMATE, HOW SHOULD IT BE UTILIZED?

It should be utilized with my ARR adjustment and market price adjustment for the loss
of Noranda included, essentially the Company’s $32.77 per MWh value. In addition,
the $32.77 per MWh value should not be compared to the first year value of the
proposed Noranda rate of $32.50 per MWh. To be fair, it should be instead
compared to the seven-year average of the proposed Noranda rate of $33.49 per

MWh.

DID THE COMPANY ALSO PROVIDE AN AVOIDED COST ESTIMATE BASED ON
ITS FORECAST OF WHOLESALE MARKET PRICES OVER THE PROPOSED
SEVEN YEAR TERM OF THE NORANDA RATE?

It did so indirectly in Mr. Michels’ rebuttal testimony by providing an estimate of
$272 million as the difference between Noranda revenues under the Noranda
proposal and the avoided cost to serve Noranda based on forecasted prices; and
more directly in Mr. Michels’ rebutital testimony workpapers.
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Specifically, in Mr. Michels’ rebuttal testimony workpapers, the Company
provided an avoided cost estimate of ** ** per MWh of energy sold to Noranda
based on its forecast of future wholesale market prices. This estimate inciludes my
ARR adjustment but not my market price reduction for the loss of Noranda load
(Michels Rebuttal at 28-29 and Workpaper UE_REB-UE_REB_021_Michels-Att-MRM

Workpaper Noranda Price Comparison.xlsx).

IS IT APPROPRIATE TO USE FORECASTED MARKET PRICES TO ESTABLISH A
RATE FOR NORANDA IN THIS PROCEEDING?

No. As I discussed at length in my surrebuttal testimony in Case No. EC-2014-0224,
neither forward market prices for energy nor the Company’s own forecasted market
prices for energy and capacity are known and measurable values. As a result, they
should not be utilized in setting a rate (Case No. EC-2014-0224 Dauphinais
Surrebuttal at 36-37). In addition, as | also discussed at length in my Case
No. EC-2014-0224 surrebuttal testimony, the Company itself has opposed the use of
forward market prices to set the NBEC portion of its base rate revenue requirement,
has only used 12-month forward prices when it has previously referenced forward
prices in base rate proceedings and has not in any of its recent base rate
proceedings utilized its own forecast of future market prices for capacity and energy

(Case No. EC-2014-0224 Dauphinais Surrebuttal at 35-38).
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PUTTING ASIDE THE REASONS FORWARD MARKET PRICES AND THE
COMPANY’S OWN FORECAST OF MARKET PRICES FOR CAPACITY AND
ENERGY SHOULD NOT BE USED TO ESTABLISH A RATE FOR NORANDA, DO
YOU HAVE ANY CRITICISM OF THE COMPANY’S FORECASTED SEVEN YEAR
AVOIDED COST ESTIMATE OF **___ ** PER MWH OF ENERGY SOLD TO
NORANDA?

Yes. The capacity and energy portions of the forecast are stale. In addition, in light
of the fact the Commission can review the reasonableness of the proposed Noranda
rate during its seven-year term, the capacity and energy portions of the forecast are
overstated. In a nutshell, certain assumptions in the Company’s forecast may be
reasonable for considering decisions with respect to resource planning that risk the
incurrence of irrevocable costs, but they are not reasonable with respect to decisions
that do not risk the incurrence of irrevocable costs such as whether Noranda’s
proposed rate is reasonabile.

As discussed in the Surrebuttal Testimony of my colleague Nicholas L.
Phillips, based on more recent forward market information for electricity and natural
gas and removal of the consistent premium over spot market prices that forward
market prices have historically implicitly included, the average forecasted energy
market price over the seven-year period should be approximately $29.03 per MWh
rather than the Company’s **___ ** per MWh. In addition, | have reviewed the
Company’s forecast of market prices for capacity over the same seven-year period
and recommend downward adjustments to that portion of the Company’s avoided

cost estimate based on seven years of forecasted prices.
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PLEASE DESCRIBE YOUR CONCERN WITH THE COMPANY’S FORECASTED
MARKET PRICE FOR CAPACITY OVER THE PROPOSED SEVEN-YEAR TERM
OF THE NORANDA RATE.

The Company’s forecast of the market price for capacity assumes a rapid ramp up to
the gross Cost of New Entry (*CONE”) in the MISO 2019/2020 and 2020/2021
planning years. While there is a finite possibility that the market price for capacity in
one or more of the Local Resource Zones (“LRZ") in MISO may rise to the value of
gross CONE, Ameren Missouri presents no compelling evidence that there is a high
likelihood of this occurring over the proposed seven-year term of the Noranda rate. In
fact, as discussed in the Company’s 2014 Integrated Resource Plan, it is simply
assuming the market price will reach gross CONE in 2021 and remain there based on
expectations of capacity becoming constrained in the MISO market at that time
(Ameren Missouri 2014 Integrated Resource Plan at 16). However, a lot can happen
in the six years between now and 2021. Therefore, it is far from given that the
capacity market will be constrained in 2021, and, even it is, that it will cause MISO

capacity market prices to rise to gross CONE.

ARE THERE OTHER REASONS TO BELIEVE THE VERY HIGH CAPACITY
MARKET PRICES THAT THE COMPANY FORECASTS FOR THE LAST THREE
YEARS OF SEVEN YEAR TERM OF THE NORANDA RATE ARE NOT LIKELY TO
MATERIALIZE AS CLAIMED BY THE COMPANY?

Yes. First, unlike in the ISO New England, New York ISO and PJM capacity markets,
the vast majority of the load in the MISO market is served by vertically integrated
ufilities under regulated retail rates. As a result, there is only a very limited reliance
on the capacity market in MISO and that market is residual in nature. This makes it
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less likely than in the other Regional Transmission Organization (“‘RTO”) markets for
the actual annual capacity market in MISO to become tight enough to produce
auction clearing prices for capacity at gross CONE levels. Second, the most recent
Loss of Load Expectation ("LOLE") study completed by MISO identified significant
transmission limitations for exports of capacity from MISO LRZ 5 that may seriously
restrict Ameren Missouri’s ability to make off-system capacity sales in the MISO
annual Planning Resource Auction (‘PRA’).” This may significantly depress the
market price for capacity in LRZ 5, where Ameren Missouri is located, versus the
remainder of northern and central MISO, where market prices for capacity may be

much higher.

HOW WOULD YOU PROPOSE TO MODIFY THE COMPANY’S CAPACITY
MARKET PRICE FORECAST?

| propose to eliminate the rise to gross CONE in the Company’s forecast and instead
apply the percent change from 3™ year to the 4™ year in the forecast (**__**%) as the
annual capacity market price escalation for the 5" through 7" years of the forecast.
This yields a more reasonable average forecasted capacity market price of **____ **

per kW-month over the seven-year period than the Company’s ** ** per

kW-month average over the same period.

MISO Planning Year 2015-2016 Loss of Load Expectation Study Report, November 1, 2014

at pages 5, 16 and 20. A copy of this report is provided in my Schedule JRD-12.
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IF YOU COMBINE THE FORECASTED ENERGY MARKET PRICE REDUCTIONS
PROPOSED BY MR. PHILLIPS WITH YOUR FORECASTED CAPACITY MARKET
PRICE REDUCTIONS, WHAT DOES IT DO TO THE COMPANY’S SEVEN-YEAR
FORECASTED MARKET PRICE AVOIDED COST ESTIMATE OF *__ ** PER
MWH?

It lowers the estimate significantly.  Specifically, the Company’s seven-year
forecasted market price avoided cost estimate would be lowered to $34.89 per MWh.
This estimate does not include the impact of the market price reduction for the loss of
Noranda load that would occur. Assuming the impact of the market price reduction is
of the same magnitude as it is in the historical market price-based avoided cost
estimates, it would lower the $34.89 per MWh another $1.05 per MWh to $33.84 per
MWh. This is $0.35 per MWh higher than the seven-year average of Noranda’s
proposed rate of $33.49 per MWh. However, the $33.84 per MWh avoided cost
estimate is just a forecast. The actual avoided cost may be either lower or higher
depending on the spot energy market prices and annual capacity market prices that
actually occur in the future. In addition, as Noranda has recognized in its testimony in
this proceeding, the Commission can revisit the proposed Noranda rate in future base

rate cases if warranted.

Response to Staff Witness Sarah Kliethermes

HAS THE COMMISSION STAFF RESPONDED TO YOUR DIRECT TESTIMONY
ESTIMATE?
Yes. Staff witness Sarah Kliethermes has offered rebuttal testimony in response to

my estimate. Specifically, she has offered the following three avoided cost estimates:
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e $29.00 per MWh based on the Staff fuel run energy cost to serve Noranda,
with transmission and other costs to serve;

e $31.50 per MWh based on the average wholesale cost of Noranda energy
found in Case No. EC-2014-0224, with transmission and other costs to serve;
and

e $35.88 per MWh based on 12-month ending July 1, 2014 wholesale energy
prices with transmission and other costs to serve.

ARE THESE ESTIMATES REASONABLE?

The $29.00 per MWh estimate falls within the $28.03 per MWh to $29.39 per MWh
range of my direct testimony avoided costs estimate. It is in the band of
reasonableness, but, as | discussed in my direct testimony, | continue to believe my
low-end estimate of $28.03 per MWh is the most accurate avoided cost estimate
(Dauphinais Direct at 19).

The $31.50 per MWh estimate is the same one that Ms. Kliethermes
presented in her rebuttal testimony in Case No. EC-2014-0224. It is based on a
four-year average with the Polar Vortex Anomaly included. The method deviates
from the NBEC historical market price normalization method supported by the
Company, Staff and MIEC. As | noted in my direct testimony, because of that
deviation, | continue to recommend against its use (Dauphinais Direct at 18-19)

The $35.88 per MWh estimate is completely unreasonable. It is based on
only 12-months of historical data further aggravated by the inclusion of the three
months of the Polar Vortex Anomaly (January, February and March of 2014) and
three months in the aftermath of the Polar Vortex Anomaly that were still expériencing
abnormally high market prices. For this reason, the $35.88 per MWh estimate should
not be used to evaluate the reasonableness of the Noranda’s proposed rate in this

proceeding.
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PLEASE SUMMARIZE YOUR SURREBUTTAL TESTIMONY CONCLUSIONS.

They continue to be as follows:

¢ All of Ameren Missouri’'s wholesale transmission expenses and revenues not
associated with the transportation of fuel or purchased power should be
removed from Ameren Missouri’'s FAC since Section 386.266.1, RSMo (Supp.
2011) only permits the inclusion of the cost of transportation for fuel and
purchased power in an FAC — not the cost of transportation of power that is
not purchased power. . This will remove all of Ameren Missouri’'s wholesale
transmission revenues and 96.5% of its MISO wholesale transmission
expenses from its FAC. This adjustment will not affect Ameren Missouri’s
base rate revenue requirement. However, it will increase the portion of that
base rate revenue requirement included in Ameren Missouri's Net Base
Energy Cost (‘NBEC”) by approximately $7.6 million® based on the test year
wholesale transmission revenue and expense data Ameren Missouri included
in its direct case. This NBEC adjustment will need to be recalculated during
the true-up phase of this proceeding due to the significant drop in MISO point-
to-point transmission expenses that Ameren Missouri has seen since the

December 19, 2013 integration of Entergy into MISO.?

e The ANEC, and MISO load-based charges not included in Ameren Missouri’s
ANEC, that Ameren Missouri would avoid if Noranda’s New Madrid facility was
shut down ranges from $28.03 to $29.39 per MWh on a normalized historical
basis using the same three year averaging approach with the Polar Vortex
Anomaly normalized out that Ameren Missouri, Commission Staff and MIEC
used in the revenue requirement part of the case to determine off-system
sales prices. The number will vary some depending on the specific method

used to estimate the annual reduction.

DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY?

IV. Conclusions
Q

A

Q

A Yes.

\\Doc\Shares\ProlawDocs\MED\9913.Confidential\Testimony-BAN273540.docx

8¢36.9 million in wholesale transmission revenues and 96.5% of $30.4 million in MISO

wholesale transmission expenses would be removed from Ameren Missouri's NBEC.

°As an alternative to excluding all of Ameren Missouri’s wholesale transmission revenues and
96.5% of its MISO wholesale transmission expenses, MIEC would be amenable to excluding all of
Ameren Missouri’'s wholesale transmission revenues and expenses from its FAC. This alternative
would exclude $36.9 million in wholesale transmission revenues and $32.3 million in wholesale
transmission expenses from Ameren Missouri’'s NBEC, which would increase Ameren Missouri's

NBEC by approximately $4.6 million rather than $7.6 million.
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