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REBUTTAL TESTIMONY

OF

MICHAEL S. PROCTOR

UNION ELECTRIC COMPANY

d/b/a AmerenUE

EO-2003-0271

Q.
What is your name and business address?

A.
My name is Michael S. Proctor.  My business address is 200 Madison St.,

P.O. Box 360, Jefferson City, Mo. 65102-0360.

Q.
By whom are you employed and in what capacity?
A.
I am employed by the Missouri Public Service Commission (Commission) as Chief Regulatory Economist in the Energy Department.

Q.
What is your education background and work experience?

A.
I have Bachelor and Master of Arts Degrees in Economics from the University of Missouri at Columbia, and a Ph.D. degree in Economics from Texas A&M University.  Prior to coming to work for the Commission, I was an Assistant Professor of Economics at Purdue University and at the University of Missouri at Columbia.  Since June 1, 1977, I have been on the Staff of the Commission and have presented testimony on various issues related to weather normalized energy usage and rate design for both electric and natural gas utilities.  With respect to electric issues, I have worked in the areas of load forecasting, resource planning and transmission pricing.  In 1997 and 1998, I served as the Staff Vice Chair of the Market Structure and Market Power Working Group of the Commission’s Task Force on Retail Competition. Since December of 2000, I have served as chairman of the Forward Congestion Markets Subgroup of the Southwest Power Pool’s (SPP’s) Congestion Management Systems Working Group.

Q.
What are your current duties in the Energy Department as Chief Regulatory Economist?

A.
I have the responsibility of being actively involved with the development and structure of Regional Transmission Organizations (RTOs) for the purpose of increasing efficiency and reliability in the competitive supply of electricity at wholesale.

PURPOSE OF REBUTTAL TESTIMONY

Q.
What is the purpose of your rebuttal testimony in this proceeding?
A.
My rebuttal testimony will address the issue of whether AmerenUE’s participation in the Midwest ISO through a contractual arrangement with GridAmerica, LLC (“GridAmerica”) is or is not detrimental to the public interest.  AmerenUE is not requesting to directly be a member of the Midwest ISO.  Instead, it is requesting to come under the RTO umbrella of the Midwest ISO through a contractual arrangement with GridAmerica.  Not detrimental to the public interest is still the standard by which AmerenUE’s request must be evaluated.

Q.
What is your recommendation concerning AmerenUE’s request to participate in the Midwest ISO through a contractual arrangement with GridAmerica?

A.
Subject to conditions I will set out below in my rebuttal testimony, the Commission should approve AmerenUE’s request to participate in the Midwest ISO through a contractual arrangement with GirdAmerica as not being detrimental to the public interest.  The organization of my rebuttal testimony and the logic behind reaching this conclusion are as follows.  

First, there is a need for AmerenUE to join an RTO and there are benefits from the services offered by the Midwest ISO.  The first section of my rebuttal testimony discusses the need and benefits from participation in an RTO.  This section discusses a condition that is necessary in order for AmerenUE to reap the benefits from RTO facilitated spot markets for electricity.

Second, it is important to consider AmerenUE’s request in comparison to the situation that would obtain if it were seeking permission to join the Midwest ISO directly.  I will characterize this comparison as “Midwest ISO vs. GridAmerica.”  The second and third sections of my rebuttal testimony focus on this comparison and arrive at the conclusion that AmerenUE’s participation in the Midwest ISO through a contractual arrangement with GridAmerica is the better alternative.  However, this conclusion does not in itself meet the not detrimental to the public interest standard.

Third, since requirements and effects of participation in the Midwest ISO have significantly changed from the time that this Commission first approved AmerenUE joining the Midwest ISO, the fourth section of my rebuttal testimony will address these changes and discuss the conditions that are necessary in order to protect the public interest if the Commission is to again approve AmerenUE joining the Midwest ISO.

Fourth, because the structure of wholesale electricity markets is in an evolutionary process, there are likely to be additional changes that will impact the way the Midwest ISO will ultimately perform its RTO functions.  The fifth section of my rebuttal testimony will address expected and perhaps critical changes that are likely to occur at the Midwest ISO based on a recent release (issued April 28, 2003) by the Federal Energy Regulatory Commission (FERC) of  a White Paper on Wholesale Power Market Platform (WPMP White Paper).  

Fifth, the final section includes all of the conditions that I am recommending as necessary to protect the public interest on a going forward basis.  In addition to the conditions that are included in my rebuttal testimony, Staff witness Mark L. Oligschlaeger addresses in his rebuttal testimony additional conditions that should also be included if the Commission approves AmerenUE’s request to participate in the Midwest ISO through a contractual arrangement with GridAmerica.
Q.
How does your rebuttal testimony relate to the direct testimony of AmerenUE witness Mr. David A. Whiteley?

A.
Mr. Whiteley’s direct testimony (“Whiteley Direct”) addresses the following questions.

1) Who will have functional control of Ameren’s transmission facilities for Midwest ISO vs. GridAmerica, and does it make any difference? [Whiteley Direct, p. 4]

2) Why did Ameren choose a contractual arrangement with GridAmerica over direct membership in the Midwest ISO? [Whiteley Direct, pp. 4-7]

3) What are the differences in cost and benefits for Midwest ISO vs. GridAmerica [Whiteley Direct, pp. 7-9]

The second section of my rebuttal testimony will address these same questions.

Q.
How does your rebuttal testimony relate to the direct testimony of AmerenUE witness Mr. David C. Linton?

A.
Mr. Linton’s direct testimony (“Linton Direct”) addresses the following questions.

1) What is lost revenue recovery? [Linton Direct, pp. 3-4]

2) How does lost revenue recovery compare for Midwest ISO vs. GridAmerica? [Linton Direct, pp. 4-6]

3) What is the magnitude of lost revenue recovery associated with Ameren’s contractual arrangement with GridAmerica? [Linton Direct, pp. 6-8]

4) Is lost revenue recovery in the public interest? [Linton Direct, p. 8]

The third section of my rebuttal testimony will address these same questions.

Q.
What other direct testimonies have you reviewed in preparing the Staff’s case?

A.
Mr. Nicholas P. Winser submitted direct testimony on behalf of GridAmerica, and Mr. Roger Harzy of the Midwest ISO submitted direct testimony on behalf of AmerenUE.  Mr. Winser’s testimony addresses the role of GridAmerica and its relationship to the Midwest ISO.  Mr. Harzy’s testimony addresses the critical nature of AmerenUE’s transmission system to the Midwest ISO, as well as the significant changes that the Midwest ISO continues to undergo.  In this regard, the fourth section of my rebuttal testimony addresses the changes that have occurred at the Midwest ISO since the Commission first approved AmerenUE’s membership in that organization.  A critical change is that the FERC now requires the utility to take transmission service for its bundled retail load under the Midwest ISO tariff.  In addition, there are significant changes related to the FERC’s Notice of Proposed Rulemaking (NOPR) on Remedying Undue Discrimination Through Open Access Transmission Service and Standard Electricity Market Design (SMD) that has been characterized as the NOPR on SMD, FERC Docket No. RM01-12-000.  There are specific aspects of the Midwest ISO’s market design that may result in risks that AmerenUE’s customers do not face today.  I will address these risks and discuss recommended conditions for the Commissions approval of AmerenUEs Application in this proceeding.

Q.
Why have you included the fifth section to your rebuttal testimony?

A.
The FERC has just released its WPMP White Paper in which it has shifted its emphasis from its earlier SMD NOPR and this change in policy direction will have a significant impact on further changes that could occur at the Midwest ISO.  The fifth section of my rebuttal testimony will highlight some of those changes that may be important to AmerenUE’s participation in the Midwest ISO.

THE NEED FOR AND BENEFITS OF RTOs

Q.
As a general matter, have you supported the need for an independent provider of transmission service and facilitator for wholesale energy markets?

A.
Yes, I have.  At the time of the merger between Union Electric Company (d/b/a AmerenUE) and Central Illinois Public Service Company (d/b/a AmerenCIPS), the Commission determined that it was necessary for the merged entity (Ameren) to join an Independent System Operator (ISO) to mitigate possible market power from the merger.  In response, AmerenUE filed and was granted approval by the Commission to join the Midwest Independent Transmission System Operator, Inc. (“Midwest ISO”).  I submitted testimony in Case No. EO-98-413 in support of AmerenUE’s request.  At that time, the activities of the Midwest ISO did not include the role of a facilitator for wholesale energy markets, but subsequently, it has taken on that role.

Q.
Why is there a need for an independent transmission provider?

A.
From a wholesale market perspective, vertically integrated utilities cannot be expected to fairly provide transmission service.  Consider that the vertically integrated utility has every motivation to withhold transmission service whenever it is to the advantage of its generation operations to do so.  Such a system of transmission rights that depends on the vertically integrated utility being willing to set aside its profit motive in order to represent the best interests of wholesale electricity markets cannot be sustained and thus, will eventually fail.  Even if those additional profits benefit both the vertically integrated utility and its ratepayers, such additional profits would in essence be derived from allowing the integrated utility to assert its monopoly power in non-regulated wholesale electricity markets, which is inconsistent with good public energy policy.  The burden of fairly providing transmission service should therefore not be placed on an integrated utility.

Q.
Why is there a need for and benefit from having an independent wholesale electricity market facilitator?

A.
The bilateral markets that exist today do not provide a structure for the most efficient short-term use of generation.  A formal spot-market for electricity that is overseen by a market monitor to identify and mitigate market power provides the most efficient short-term use of generation.  Comparing the benefits from formal spot markets with centralized securitized dispatch to bilateral trades is like comparing the gains in overall efficiency from two utilities doing joint dispatch of their generation  to their doing bilateral trades.  Even this similarity needs to be multiplied by a factor of twenty or more to be representative of today’s short-term, wholesale electricity markets.  For AmerenUE this means that it will have access to the least-cost electricity available to substitute for a portion of its own generation when market prices are lower than the cost of that generation. On the other hand, when the market prices are higher than the cost of its excess generation, it will have access to sell that excess generation at a fair market price.  

AmerenUE carries out these “off-system” purchases and sales today in the context of bilateral spot-market arrangements.  However, formal spot-markets for electricity will increase the effectiveness with which AmerenUE will be able to conduct this portion of its business.

A formal spot-market also provides transparent, rather than hidden spot-market prices for electricity.  This enhances the ability of demand to respond to electricity prices, resulting in lower overall costs to end-users and decreasing the opportunity for market suppliers to exert market power.

Finally, a formal spot-market can be used to provide price signals for congestion and allows a more efficient method for managing congestion in which the transmission users that value the transmission most highly will be allocated the use of the grid.

Q.
Will AmerenUE benefit from Midwest ISO facilitated spot markets for electricity?

A.
Under the Joint Dispatch Agreement currently used for AmerenUE and Ameren Energy Generating Company’s (AEG’s) generation and power supply sources, benefits from Midwest ISO facilitated spot markets are likely to be minimal.  The reason for this is that under the current Joint Dispatch Agreement, AmerenUE’s lower running cost generation sources are used to meet AEG’s native load at incremental fuel and operations and maintenance expense.  In essence, AmerenUE receives little or no profit margin from these sales.  If the Joint Dispatch Agreement were terminated, then both AmerenUE and AEG would competitively bid their generation and power supply sources into the Midwest ISO spot markets.  AmerenUE would sell any excess generation output into the spot markets at market price rather than at incremental cost.  AEG could meet its native load from AmerenUE’s excess generation output, but instead of paying incremental fuel and operations and maintenance expense, it would pay fair market price.  Because AEG is a non-regulated subsidiary of Ameren, it is appropriate that its profits be based on its ability to compete in the wholesale electricity market without being subsidized by AmerenUE’s lower cost generation facilities.

Q.
Is it possible for the Joint Dispatch Agreement to be terminated?

A.
Yes, it is.  The Joint Dispatch Agreement continues to at least the end of 2004 and should not be extended.  The Joint Dispatch Agreement continues until terminated by one or more of the parties, each party having to give at least one year’s written notice.

Q.
Are you recommending that the Joint Dispatch Agreement be terminated as a condition for Commission approval of AmerenUE participating in the Midwest ISO through a contractual arrangement with GridAmerica?

A.
Yes, that would be my general recommendation.  Since AmerenUE’s Missouri bundled retail customers are currently under a rate moratorium, there is some flexibility in the exact timing for terminating the Joint Dispatch Agreement, but it should no longer be in place at the end of the rate moratorium on June 30, 1996.

COST BENEFIT COMPARISON

Q.
Who will have functional control of Ameren’s transmission system for Midwest ISO vs. GridAmerica?

A.
In the case of Ameren directly joining the Midwest ISO, Ameren would turn the functional control of its transmission system over to the Midwest ISO.  In the instant case, however, where Ameren is proposing a contractual arrangement with GridAmerica, Ameren would turn the functional control of its transmission system over to GridAmerica, which in turn would turn over major elements of functional control of Ameren’s transmission system to the Midwest ISO.  In both cases, the functional control of Ameren’s transmission system will come under the authority of independent entities; i.e., either Midwest ISO or a combination of Midwest ISO and GridAmerica.  As Mr. Whiteley points out in his direct testimony, the division of functions between the Midwest ISO and GridAmerica have, in effect, been determined by the FERC in two related cases involving Alliance Companies (EL02-65-000, April 25, 2002) and Translink Transmission Company (EC01-156-000, April 25, 2002), in which the functions that could be administered by an Independent Transmission Company (“ITC”) and those that must remain with the RTO were determined.  The details of the division of functions between the Midwest ISO and GridAmerica were included in a February 18, 2003 filing by Ameren at the FERC in Docket Nos. ER02-2233-000 and EC03-14-000 under Attachment E.  I have included excerpts from Schedule 5A of Attachment E as Schedule 1 attached to my rebuttal testimony. 

Q.
What conclusions do you reach from attachment E as summarized in Schedule 1 attached to your rebuttal testimony?

A.
The primary conclusion is that Ameren will turn over the functional control of all critical areas of responsibility in the operation of its transmission system for wholesale transactions of electricity to either the Midwest ISO or GridAmerica.  The areas of operational responsibility for GridAmerica are subject to either the oversight or coordination of the Midwest ISO.  The major difference between the Midwest ISO vs. GridAmerica comparison is in the area of tariff administration, where GridAmerica has “unilateral filing rights” for revenue requirements, rate design and incentive rates.  However, in each of these areas, the FERC must approve the GridAmerica filings, and, as a consequence, there is regulatory oversight.  What I consider to be of benefit from this approach is that it makes a Midwest ISO postage-stamp rate (i.e., transmission costs are averaged) over the entire Midwest ISO footprint less likely in the future.  

Q.
What specific arguments does Mr. Whiteley raise as other reasons supporting Ameren’s proposed contractual relationship with GridAmerica?

A.
Mr. Whiteley testifies that 1) recovery of some of the revenues lost by AmerenUE through the elimination of pancaked transmission rates would not be possible if Ameren joins the Midwest ISO as an individual transmission owner [Whiteley Direct, p. 6], and 2) there are potential benefits from the for-profit business model offered by GridAmerica as a FERC approved ITC [Whiteley Direct, p. 7].

Q.
Do you agree with Mr. Whiteley’s assessment of AmerenUE’s prospects for recovery of lost revenues absent the GridAmerica rate design?

A.
Yes, I do.  While Mr. Whiteley leaves the details of this to AmerenUE’s witness Mr. Linton, he states that this difference will account for “approximately $20 million per year in third party transmission revenues.” [Whiteley Direct, p. 6].  These additional dollars from transmission revenues would not be realized absent the proposed GridAmerica rate design.  I will discuss that rate design later in my rebuttal testimony.  

Q.
What is the proposed effective period of the GridAmerica rate design? 

A.
The GridAmerica rate design is proposed for a “transition” period of three years.  As Mr. Whiteley points out, this transition period will occur within the period of the rate moratorium currently in effect for AmerenUE.  I would point out, however, that while I agree with Mr. Whiteley that revenues from transmission service sold during the test period were included in the cost of service calculations sponsored by both AmerenUE and the Staff prior to their negotiated settlement in Case No. ER-2002-1, that is not relevant to the issue of detriment to the public interest in this proceeding.  Under the Stipulation And Agreement currently in effect, the recovery of what would otherwise be lost revenues over the transition period will have a positive impact only on Ameren’s shareholders and not on its customers.  However, since GridAmerica has the unilateral right to file a rate design beyond this three-year period, there remains a possibility that Ameren will be able to recover what would otherwise be lost revenues from third-party use of its transmission system beyond the transition period.   

Q.
Do you agree with Mr. Whiteley’s assessment that a for-profit ITC will be an advantage for AmerenUE and its bundled retail customers?

A.
Yes, I do.  In Case No. EO-2001-684, the Staff took the position that in the context of an RTO the not-for-profit governance structure of the MISO was of greater  advantage than the for-profit business structure of the Alliance Companies.  However, this was in the context of an RTO, which the Alliance was seeking authorization to become.  In contrast, GridAmerica seeks only ITC status under the umbrella of an RTO.  In this context, the advantage of a for-profit transmission provider is that it can be accorded earnings incentives (e.g., sharing reduced congestion costs) to improve the operation of the transmission grid.  While a not-for-profit entity can authorize the implementation of changes that will improve the operation of the transmission grid, it cannot take on the financial risks associated with investments needed to implement these changes.  Such investments must be fully funded by the users of the transmission system.  Under this structure, the not-for-profit entity will tend to be very conservative in terms of the investments it makes in improving the operations of the system.  Moreover, making investments in improvements to the operations of the system should not be the role of the RTO.  Instead, the RTO should be the facilitator and conveyor of information needed by the market in order for market participants such as the ITC to evaluate the economic need for better transmission system operation (e.g., reduced congestion costs).  

Q.
Isn’t it possible for vertically integrated utilities to make investment decisions to expand transmission capacity without having an ITC agreement?

A.
It is possible for individual transmission owners to make investment decisions similar to those that GridAmerica will make as an ITC; however, when individual transmission owners are vertically integrated utilities or a part of a holding company, increasing the operational efficiency of the transmission system may not be in the corporate best interest when such a reduction in congestion costs could mean lower prices paid for the utility’s regulated generation output or the holding company’s unregulated generation output in the wholesale markets.  Thus, having an ITC for which the ability to make profits depends totally on improving the efficiency of the transmission system is an advantage.  Having the ITC under the umbrella of an RTO should provide a structure through which investment by the ITC is not simply forced onto wholesale electricity market participants, but instead is undertaken only when either needed for reliability or when it is of economic value to market participants.

Q.
Does AmerenUE or its customers benefit from any earnings that GridAmerica may achieve through incentives?

A.
Yes, they will.  According to Mr. Whiteley’s direct testimony, Ameren will receive seventy-five percent of any incentive revenues that GridAmerica may earn by improving the operational efficiency of the transmission system. [Whiteley Direct, p. 8].  The specifics of how this will work will depend on the specific type of incentive mechanism that is granted to GridAmerica, but an example of how this would work may be helpful.  Suppose GridAmerica applies and receives FERC approval for an incentive tariff that essentially allows it to recover a percentage of savings in congestion costs within the GridAmerica footprint.  Congestion costs and savings can be calculated for each transmission owner within GridAmerica, and Ameren would receive seventy-five percent of the percentage of congestion costs savings that GridAmerica has earned for the Ameren portion of the GridAmerica transmission footprint.

LOST REVENUE RECOVERY

Q.
According to the direct testimony of Mr. Linton, what is lost revenue recovery?

A.
Mr. Linton explains in his direct testimony that the elimination of rate pancaking is “the elimination of the ability of the transmission providers to charge multiple transmission access charges for transactions that exited or crossed the transmission providers’ systems.” [Linton Direct, p. 3].  Thus, lost revenues are those payments for “out” or “through” transmission service that transmission owners will no longer receive.  Under the license-plate rate design adopted by the Midwest ISO, transmission customers will only pay the transmission costs of the owner of the transmission facilities in which the load is located, called the “sink zone.”  The term “zone” is used to describe the geographic area defined by the ownership of a set of transmission facilities.  A transaction coming from generation sources in zone A, crossing through zone B with a destination or “sink” in zone C will no longer pay transmission charges to zone A and zone B, but will only pay the sink zone transmission charges in zone C.  Thus, transmission owners in zones A and B will incur what is being called lost revenues.

Q.
According to Mr. Linton, has Ameren attempted to mitigate its loss of revenues from rate pancaking?

A.
Yes, Ameren has significant exposure to lost revenues and from the time it realized the magnitude of this potential loss, it has consistently pursued mechanisms by which to mitigate those losses.  Ameren’s discussions with individual transmission owners within the Midwest ISO on this matter have failed.  It appears that recovery of lost revenues was a primary factor in Ameren’s joining the Alliance Companies, and when the Alliance Companies could not arrive at a mutual agreement regarding which RTO to join, Ameren pursued an ITC arrangement with the other transmission owners from the Alliance Companies that wanted to be under the RTO umbrella of the Midwest ISO.  Again, as was the case with the Alliance Companies, a primary consideration for Ameren in proceeding with an ITC arrangement was the possibility of recovering what would otherwise be lost revenues.

Q.
In your opinion, could Ameren have pursued the recovery of lost revenues as an individual transmission owner directly joining the Midwest ISO?

A.
Mr. Linton addresses this question in his direct testimony.  If Ameren were to join the Midwest ISO as an individual transmission owner, it would be required to sign the Transmission Owners’ Agreement.  That agreement requires a transmission owner to agree to the existing Midwest ISO rate design, and that rate design can only be changed by a unanimous vote of all the transmission owners.  The pre-existing Midwest ISO rate design does not allow for the recovery of lost revenues, and as Mr. Linton states, “It is a virtual certainty that there would not be unanimity of the Transmission Owners to make the change to the rate design and revenue distribution to recover lost revenues because other Midwest ISO Transmission Owners have previously opposed recovery of those revenues.” [Linton Direct, p. 5].  Subsequent to the FERC’s approval of the Midwest ISO Transmission Owners’ Agreement, I worked with the SPP, Alliance Companies, Midwest ISO and other regional transmission providers on resolution of various seams issues.  One such seams issue was the elimination of pancaked transmission rates across regional transmission provider seams.  This was by far the most contentious issue discussed, and the only way to resolve the issue was to allow a mechanism for the recovery of lost revenues.  Specifically, the Midwest ISO Transmission Owners were opposed to these types of mechanisms.  Based on my experience with the development of the Midwest ISO tariff and working on the seams issue, it is my opinion that a core of the individual Midwest ISO Transmission Owners ultimately want to implement a single postage stamp rate, and this view of the post-transition rate design is inconsistent with allowing for lost revenue recovery.  Thus, I agree with Ameren’s pessimistic assessment of the possibility of convincing all of the existing Midwest ISO Transmission Owners to change to a license-plate rate that allows for lost revenue recovery.

Q.
Do you believe that allowing for lost revenue recovery is an improvement on the license-plate rate design of the Midwest ISO?

A.
I agree with the FERC’s assessment by which it determined that such a rate design should be allowed.  The FERC has stated as follows: “We believe that this methodology represents an improvement upon the license plate rate concept because, by recovering revenues from each zone proportionate to the benefit that each zone receives from the elimination of rate pancaking, it better controls cost-shifting and, thus, better eliminates ratemaking disincentives to RTO participation, while avoiding the injurious effects on efficient use of the grid associated with the rate pancaking.” [Linton Direct, p. 4 and FERC Docket No. EL02-65, 99 FERC ¶ 61,105, April 25, 2002] 

Q.
Should the GridAmerica rate design be supported beyond the three-year transition period?

A.
Yes, the GridAmerica rate design should be supported beyond the three-year transition period.  More recently it has become apparent that the strict license-plate rate design proposed at the outset by the Midwest ISO has significant disincentives for transmission owners to build new transmission.  To put this disincentive in the simplest terms, a vertically integrated utility will not risk building transmission that benefits “out” and “through” transactions when it cannot recover those costs from the market participants who benefit from the additional transmission capability.  Under the Midwest ISO license-plate rate design, the load within the zone must pay for all additions to the transmission system within its zone.  This form of rate design, therefore, cannot survive beyond an initial transition period.  It appears that future rate design will either eliminate license-plate rates in favor of rolling the entire region’s transmission costs into an average (postage-stamp) rate, or move to a rate form where those who benefit from an addition within a zone are allocated their share of the costs for the addition.  The rate design proposed by GridAmerica uses past transmission usage and charges as a measure of the fair share of these costs.  I expect that on a going forward basis, some modifications will need to be made to account for flow-based usage rather than the contract-path measures of past usage.  Subject to such flow-based modifications, I would support pursuing the GridAmerica rate design beyond the three-year transition period.

Q.
Do you then agree with Mr. Linton that the GridAmerica rate design is not detrimental to the public interest?

A.
Yes, I agree.  Moreover, not only is the lost revenue recovery in the interest of Ameren’s shareholders over the three-year transition period, given Ameren’s strategic location within the Midwest ISO, it is in the best long-run interest of both Ameren and the Midwest ISO to pursue similar rate designs that will remove barriers to investments in transmission upgrades and expansions.  Apparently there is some hope that the Midwest ISO will move in this direction, as Mr. Linton describes the transition period as being “designed to allow for the industry to determine another method for collecting charges from those who use the system.” [Linton Direct, p. 7].

Q.
How much lost revenue will Ameren retain over the short-run from the GridAmerica rate design?

A.
Based on a study performed by the Midwest ISO that was used in the filing of the GridAmerica rate design at the FERC, Mr. Linton estimates a net recovery of approximately $20 million per year. [Linton Direct, p. 7].

Q.
What are the incremental costs to AmerenUE from entering into a contract with GridAmerica as compared to joining the Midwest ISO as an individual transmission owner?

A
According to Mr. Whiteley’s direct testimony, the costs for AmerenUE for the first three years of the contract are $315,00 per year, and this decreases to $225,00 per year for the last two years of the contract.  However, the rebuttal testimony of Staff witness Mark L. Oligschlaeger, these costs are after-tax and should more properly be stated as $515,000 per year for the first three years and $367,000 per year for the last two years of the contract.

Q.
In your opinion is the public interest best served by Ameren participating in an RTO by joining the Midwest ISO as an individual transmission owner, or through the proposed contractual arrangement with GridAmerica?

A.
There is little question from the facts presented in the direct testimonies of Mr. Whiteley and Mr. Linton that with an incremental cost of only $515,000 per year and benefits from lost revenues of approximately $20 million per year, the contract with GridAmerica is better, assuming that all other things are equal.  However, the AmerenUE customers will not explicitly gain or lose from the first three years of the contract because of the rate moratorium in effect until June 30, 2006 per the Stipulation And Agreement in Case No. EC-2002-1.  Beyond the period of the rate moratorium, there are two things to consider: 1) the potential to share in incentive earnings from GridAmerica; and 2) the potential to correct the existing problems in the Midwest ISO rate design without going to a postage-stamp rate. With these possibilities, the contract with GridAmerica is a better choice for AmerenUE than joining the Midwest ISO as an individual utility.  Staff witness, Mark L. Oligschlaeger addresses certain conditions related to this recommendation in his rebuttal testimony, as do I below.

MIDWEST ISO’S MARKET DESIGN: 

NEW RISKS FOR AMERENUE’S CUSTOMERS

Q.
Since the Commission first approved AmerenUE’s membership in the Midwest ISO what significant changes have occurred?

A.
The FERC has recently required all utilities in the Midwest ISO to take transmission service for their bundled retail load under the Midwest ISO tariff.  [Midwest Independent Transmission System Operator, Inc., FERC Docket Nos. ER98-1438-010 and ER02-111-000, Order Conditionally Accepting Tariff Provisions for Filing, Ordering Further Compliance Filing, and Denying Motion to Consolidate, October 31, 2002, 101 FERC ¶ 61,113].  Initially this may not be a problem under the current license plate rate design and proposed revenue distribution of the Midwest ISO tariff.  Under that rate design, the utility pays the Midwest ISO its transmission rate for bundled retail load, but also receives back revenues equal to that payment.  In the future, that rate design could change such that AmerenUE would have to pay more for transmission service than it would receive back in revenues.  If this occurs, AmerenUE’s Missouri ratepayers would be subject to having to pay this difference. 

Q.
Do you have any recommendations as to how to protect AmerenUE’s Missouri ratepayers from this potential increase in transmission costs?

A.
Yes, I do.  The Commission should require, as a condition of its approval, a contract between AmerenUE and the Midwest ISO that would prevent this from occurring.  In essence, such a contract would require the payments and revenues to be equal on a going forward basis as long as Missouri retail customers of AmerenUE remain bundled rate customers of AmerenUE.

Q.
Are there other changes that have occurred at the Midwest ISO since the Commission initially approved AmerenUE’s membership in the Midwest ISO. 

A.
Probably the most significant additional change that has occurred is that the Midwest ISO has filed with the FERC to implement a market design that establishes a day-ahead energy market for managing congestion and a real-time energy market for pricing energy imbalances.  In conjunction with its day-ahead market, the Midwest ISO intends to allocate Financial Transmission Rights (FTRs) to load-serving entities that currently hold firm transmission rights within the Midwest ISO transmission grid.  These FTRs are meant to provide transmission customers with a financial hedge against transmission costs that are implicit in the Midwest ISO market design.

Q.
How will these energy markets function?

A.
Both electricity suppliers and users will submit bids to the Midwest ISO.  Suppliers will bid the minimum price at which they are willing to provide electricity, and users will bid the maximum price they are willing to pay to take electricity.  Using highly sophisticated computer software programs, the Midwest ISO will evaluate these bids and determine the combination of bids that equates supply and demand, subject to the security constraints of the transmission system.  Markets will be cleared at the lowest overall prices, and those prices may vary by location. The price at any given location is the lowest bid price at which an incremental unit of demand can be supplied at that location, and is therefore called a Locational Marginal Price (LMP).  Suppliers will be paid the LMP at their locations and users will pay the LMP at their locations.  Any difference between what users pay and suppliers are paid represents the congestion costs of the transmission system.  In theory, these congestion costs measure the economic loss compared to an unconstrained transmission system where, absent transmission losses, suppliers are paid and users pay the same price.

An alternative way to describe this same market-based system of congestion charges is to use the LMPs to determine the savings to users from expanding the capacity of the transmission system at the various parts of that system that are fully constrained.  Economists call these incremental values the “shadow prices” or “dual values” of the transmission constraints.  In this context, the congestion costs are equal to the shadow prices of each transmission constraint times the amount of capacity used on that constraint added up over all the constraints in the system.  To determine the congestion costs that an individual customer owes, this same addition can be performed for the use of the transmission system by each individual transmission customer.  In this context, if there were no binding constraints on the transmission system, then the shadow prices would all be zero and there would be no congestion costs.

Q.
Does this LMP market system apply to AmerenUE’s use of its own transmission system to supply its bundled retail load from its own generation plants?

A.
It appears that the Midwest ISO will require all vertically integrated utilities to take service under its FERC approved tariff.  If this remains the case, AmerenUE will take transmission service from the Midwest ISO and will therefore be subject to the LMP market system.  What this means is that AmerenUE will be subject to the congestion charges for serving its bundled retail load from its owned power generation plants over the transmission facilities that AmerenUE’s retail customers have already paid for in their bundled retail rates.

Q.
Is there an inequity to this system of congestion charges?

A.
Yes there is.  Having to pay congestion charges for the use of transmission facilities that customers have paid for in their bundled retail rates is not a fair system of charges.

Q.
Has the Midwest ISO proposed a solution to this inequity?

A.
Yes, the Midwest ISO has proposed that all transmission customers that hold existing firm transmission rights on transmission systems that are a part the Midwest ISO will be allocated what are called Financial Transmission Rights (FTRs).  The concept behind these FTRs for those transmission customers holding existing firm transmission rights is that the FTRs would provide them with forgiveness of congestion charges.  While forgiveness of congestion charges is the general concept behind the allocation of FTRs, the devil is in the details, and unfortunately, the reality is that forgiveness is not likely to be total.

Q.
Are you saying that the Midwest ISO proposed solution is flawed?

A.
Yes, the method of allocating FTRs to AmerenUE and other integrated utilities is flawed because it will not provide AmerenUE with total protection from congestion costs.  There are essentially two reasons for this failure to provide total protection.  First, there are insufficient FTRs to cover all of the firm transmission rights that exist today.  Second, even if there were enough FTRs to cover all existing firm transmission rights, the Midwest ISO is not proposing to allocate vertically integrated utilities sufficient FTRs to cover the use of its reserve capacity when their lower cost plants are forced out of service.
Q.
Why are there insufficient FTRs to cover all of the firm transmission rights that exist today?

A.
Essentially, today’s transmission system is over-subscribed.  There may be many reasons for this, but the reasons are not important.  What is important is the reality of this over-subscription.  In some instances, it could be argued that instead of the system actually being oversold, it is only theoretically oversold; that is, it is “oversold” only under the highly unlikely condition that all of the transmission customers exercise their existing physical transmission rights at the same time.  Since the probability of all customers needing the full amount of their firm reservations of transmission capacity at the same time is extremely low, it could be argued that the transmission system is not actually oversold.  However, the empirical test of whether or not the transmission system is over-subscribed is whether or not curtailments of scheduled firm service have occurred.  Such curtailments are called “transmission line (loading) relief” (TLR), and there is no question that there have been significant TLRs called over the past several years on the AmerenUE transmission system.

Q.
What financial risks does AmerenUE face today from the over sales of firm transmission capacity?

A.
Today, if a TLR is called involving AmerenUE, then like all other market participants with firm transmission scheduled, AmerenUE would have to redispatch its generation in order to reduce its loading on the overloaded segment of the transmission system.  The amount of the reduction  would be in proportion to the total reduction required to relieve the overloading, where that proportion is equal to AmerenUE’s scheduled use as a percentage of total scheduled use.  For example, if AmerenUE’s total scheduled use is 25% of the overloaded transmission facility and the loading must be reduced by 100 MWs on that facility, then AmerenUE would need to redispatch its generation in such a way as to reduce its loading on the overloaded transmission facility by 25 MWs.  The financial risk faced by AmerenUE today is the cost to it of having to redispatch its generation.  In simple terms, redispatch of generation means substituting a higher cost generation source for a lower cost generation source in order to meet the security constraints that have been determined to be appropriate for maintaining the reliability of the power system.  It should be noted that proportionate reductions by all parties impacting an overloaded transmission facility is an inefficient method for managing congestion.

Q.
Are the financial risks facing AmerenUE under the Midwest ISO comparable to the financial risks AmerenUE is facing today?

A.
It is too early to tell.  The Midwest ISO is in the process of determining the allocations of FTRs to the various holders of firm transmission rights.  

The process being followed by the Midwest ISO is to have all holders of existing firm transmission rights submit requests for FTRs based on their holdings of firm transmission rights for the summer of 2004.  For network service loads of the integrated utilities, including their bundled retail loads, these existing firm transmission rights are based on the utilities’ forecast of their summer peak load for 2004.  For other holders of firm, point-to-point transmission rights, these requests are based on their contractual levels of service.  In addition to these candidate FTRs, the Midwest ISO must include loop flows from non-Midwest ISO transmission systems to take into account the possible electric loadings on the Midwest ISO transmission system from adjoining transmission systems.  In this respect, there will also be flows from the Midwest ISO transmission system onto adjoining transmission systems.  Once all of these potential uses of the Midwest ISO transmission systems have properly been taken into account, the Midwest ISO must determine whether or not all of the candidate FTRs can be awarded, and if not, the level of prorating that will need to be made in order for the FTRs to satisfy the security constraints within the Midwest ISO transmission system.  At this time, it appears unlikely that there is sufficient transmission capability to award FTRs equal in magnitude to the candidate FTRs being requested by all the entities.  If this is the case, the Midwest ISO proposes to reduce the allocations of FTRs on a proportional basis in order to meet the security constraints of its transmission system.

Q.
What is the current timeline for determining the allocation of FTRs by the Midwest ISO?

A.
At the April 17, 2003 joint meeting of the Midwest ISO Congestion Management Working Group (CMWG) and the Transmission Rights Task Force (TRTF), a tentative schedule was announced.  The dates included in that presentation were:

· May 1-2

FTR Modeling Workshop

· May 16

FTR Modeling Complete

· June 5


Initial Allocations of FTRs Posted

· June 12 

Opt-Out Candidate FTR Nominations

· June 19

Opt-Out Results and Staff Recommendations

· July 3


FTR Nominations for FERC Allocation Filing

· July 10


Interim Results Posted

· July 17


FTR Re-Nominations if FTRs are Pro-Rated

· July 24


Interim Results Posted

· August 1

Allocation Results Filed with FERC

FERC required that this initial set of FTR allocations be filed 60 days before the final tariff filing that would contain all of the rules by which the FTR allocations are determined.  The purpose is to give parties sufficient time to review the results before submitting comments at the FERC concerning these allocations.  Thus, August 1, 2003 is really the first date on which AmerenUE will have an opportunity to begin a review of the financial risks that it may be facing from its allocation of what are likely to be pro-rated FTRs.

Q.
In your opinion, should AmerenUE be prepared to make such an analysis of its financial risks?

A.
In order to protect the interests of AmerenUE’s bundled retail customers, it is critical that AmerenUE be prepared to make a thorough evaluation of the financial risks that it is likely to face, given the allocations of FTRs that the Midwest ISO will be recommending to the FERC in support of its market rules for FTR allocations.  This means that, at a minimum, AmerenUE should be prepared to forecast 2004 LMPs for the Midwest markets and specifically for the locations involving AmerenUE’s generation sources and load destinations.  These forecasts will be necessary in order to further forecast likely congestion costs for AmerenUE to compare to its allocation of FTRs and make a determination of its financial risks.

Q.
Why is such an analysis of financial risks so necessary?

A.
The financial risks from congestion costs, whether they are from generation redispatch under the existing system of transmission rights or from LMP based congestion costs, are fundamental to the determination of AmerenUE’s future resource plans.  In Staff Data Request (DR) No. 3508, I asked AmerenUE the following questions:

1) Under what circumstances would it be GridAmerica’s strategy to expand the physical transmission capability of the AmerenUE transmission system in order to provide sufficient FTRs to cover AmerenUE’s bundled retail load?

2) Under what circumstances would this not be GridAmerica’s strategy?

Mr. David Whiteley’s response to these questions was as follows:

1) AmerenUE would seek to upgrade its transmission system if the congestion costs incurred by AmerenUE to serve its customers exceeded the projected cost of the upgrade.  The process for upgrading the AmerenUE system would be administered through the planning process implemented by the MISO and GridAmerica.

2) If the congestion costs incurred by AmerenUE were not significant enough to 

justify the expense of the upgrade.

I agree with Mr. Whiteley’s responses.  The key to AmerenUE using its transmission planning to manage its financial congestion risks is its ability to forecast its future congestion costs and make a determination as to whether or not to incur those costs when compared to the cost of making upgrades to its transmission system.  There is one important caveat to this statement; namely, that upgrades necessary to reduce future congestion costs may require additions to transmission systems outside the GridAmerica footprint.  Moreover, this is a major reason for moving to an RTO structure and for having the Midwest ISO implement the planning process for the Midwest region.

Q.
Did you ask these same questions of GridAmerica and the Midwest ISO?

A.
Yes, I did.  The following were their responses.

GridAmerica – Mr. Nicholas Winser

1) Issuers of FTRs do not purport that FTRs represent the actual capacity of the transmission system, and it is not necessary to hold FTR hedge tools for the entire retail load if congestion is not present for the entire load.  While we believe that FTRs are an appropriate and important hedging tool in an LMP arrangement, the use of FTRs to incentivize transmission solutions or obligations will not work.  Therefore, GridAmerica does not intend to trade in FTRs because this is not likely to align with consumers’ best interest with respect to transmission.  GridAmerica’s focus is to employ aggressive approaches to mitigate congestion, and thus mitigate the need for FTRs on the transmission system, thereby directly reducing potential risks for AmerenUE bundled retail load.
2) To the extent congestion is not present or likely to exist in the future, GridAmerica will not focus on expanding that particular segment of the system.  However, GridAmerica, working with AmerenUE and AmerenCIPS, will certainly develop plans for reliability and to facilitate interconnections 
on all sections of the grid, regardless of whether congestion exists.



The Midwest ISO response – Mr. Ronald McNamara

1) Appendix B of the MISO Transmission Owners Agreement confers a responsibility to construct new transmission facilities on existing owners of transmission systems.  Furthermore, the Owners Agreement does not prejudice entrepreneurial transmission investment.  To support investment in transmission related facilities, the Agreement requires the annual and continuous development of a collaborative MISO transmission plan.  
To the extent there is a net welfare gain to society (i.e., the social marginal benefit exceeds the social marginal cost) then investment in transmission facilities would improve social welfare.  

However, it should be noted that expanding the capability of the transmission system can occur through several different ways, including operation changes as well as new investment.
2) As stated above, expanding the capacity of the transmission system can occur through various means.  It is incumbent upon the Midwest ISO to employ the least costly techniques to meet the needs of their customers.  At times this may mean that operational activities are substituted for investment and vice 
versa.
Q.
What is your evaluation of the response of Mr. Winser on behalf of GridAmerica?

A.
Recall that the question was “Under what circumstances would it be GridAmerica’s strategy to expand the physical transmission capability of the AmerenUE transmission system in order to provide sufficient FTRs to cover AmerenUE’s bundled retail load?”

Mr. Winser’s answer is essentially that he does not see the connection between congestion costs and expanding the physical transmission capability of AmerenUE’s transmission system.  Apparently, Mr. Winser only sees FTRs as “an appropriate and important hedging tool in an LMP arrangement.”  Instead, he envisions a transmission expansion policy based on employing an “aggressive approach to mitigate congestion, and thus mitigate the need for FTRs on the transmission system, thereby directly reducing potential risks for AmerenUE [sic] bundled retail load.”


I disagree with Mr. Winser’s analysis because having to pay congestion costs will be one of the important potential risks for AmerenUE under the market system being proposed by the Midwest ISO.  However, I interpret Mr. Winser’s answer to be similar to resource planning decisions that are made in the existing world of physical transmission rights where, if the physical transmission capability does not exist, the risk is that you will not be able to meet your load with your generation.  In a resource planning context, not meeting your load with your generation (either owned or purchased via contract) because of transmission constraints is simply not viewed as a viable option.  Instead, you expand the transmission capability in order to meet your load with your generation.  However, this does not mitigate the need for FTRs.  Moreover, under the Midwest ISO market structure, there is an “optimal” level of congestion where the congestion costs are less than the cost of eliminating that congestion.  This is the view expressed in Mr. Whiteley’s response and reflected in a broader economic context by the response of the Mr. McNamara on behalf of the Midwest ISO.

Q.
What is your evaluation of Mr. McNamara’s answer on behalf of the Midwest ISO?

A.
Mr. McNamara gave a correct organizational and theoretical economic response, but did not address the context of the question.  Moreover, his answer never mentioned the term FTR even though that was the context within which the question was stated.  What is really missing from Mr. McNamara’s answer is how the Midwest ISO will determine whether “the social marginal benefit exceeds the social marginal cost” on any specific transmission project which will be considered by the Midwest ISO in its “annual and continuous development of a collaborative MISO transmission plan.” 

Q.
Was there a third part to you DR question?

A.
Yes, there was.  As a summary to the first two questions and in light of direct testimony supporting performance-based incentive structures, I asked the following:

3) In this specific instance [of a shortage of FTRs to cover bundled retail load], how do “performance-based incentive structures which reward the ITC for efficient, effective asset and operation management” fit into GridAmerica’s 

[Midwest ISO] strategy for expanding transmission capability?

The responses received from AmerenUE, GridAmerica and Midwest ISO are as follows.



AmerenUE – Mr. David Whiteley

Ideally, through efficient and effective asset utilization, the congested line could be relieved without constructing an upgrade thereby mitigating the need for

obtaining FTRs.

GridAmerica – Mr. Nicholas Winser

Performance-based incentive structures will provide GridAmerica with direct motivation to enhance the transmission system under performance targets.  For example, this could take the form of incentives passed to GridAmerica for 

increasing the capability of a particular congested interface.
Midwest ISO – Mr. Ronald McNamara

Assuming that performance-based incentive structures relate only to operational expenditures and not investments, to the extent transmission capacity can be expanded through operational efficiencies, then performance-based incentive can

and should form part of the Midwest ISO strategy.
Q.
What conclusions do you draw from the answers to your third question?

A.
All three responses see a role for performance-based incentives.  Both AmerenUE and Midwest ISO appear to limit such incentives to operational performance rather than investments in upgrades that reduce congestion.  GridAmerica’s answer does not appear to place any restrictions how the capability of a particular congested interfaced would be increased.  These differences may be more a matter of semantics, as the term “investment” would, under traditional ratemaking, translate to rate basing the new transmission facilities.  However, there is another perspective that needs to be considered.  That perspective is one of  a coordinated transmission system planning process.

First, AmerenUE, in  conducting its evaluation of financial risk regarding having to pay congestion costs that are not covered by its allocation of FTRs, would perform a typical transmission expansion analysis to determine whether or not it should invest in transmission upgrades.  The result of this analysis would be that for each transmission interface that is causing financial risk via congestion payments, AmerenUE has a proposed solution with an associated cost.  Absent GridAmerica and the Midwest ISO, AmerenUE would make investments up to the point that the incremental reduction in congestion costs is just equal to the incremental cost to make the upgrade.  However, keep in mind, AmerenUE’s solutions are only for its system and do not include upgrades necessary because of loop flows onto adjacent transmission systems.

Second, AmerenUE would issue a Request For Proposal (RFP) to GridAmerica, asking it to bid on increasing the transmission capabilities necessary for AmerenUE to expand its holdings of FTRs to cover its load.  GridAmerica would make an evaluation of how it would increase the transmission capabilities for those constrained interfaces within its footprint that are affected by AmerenUE increasing its holdings of FTRs.  That evaluation would be irrespective of whether increased transmission capability occurs because of operational improvements or investments in transmission facilities.  Based on its evaluation, GridAmerica would respond to AmerenUE’s RFP.  At this point Midwest ISO approval were not required, AmerenUE would first make a decision on each of the transmission interfaces internal to its system.  That decision would be either: 1) do nothing (i.e., face the risk of paying the congestion costs); 2) accept GridAmerica’s bid; or 3) perform the upgrade itself.  The GridAmerica proposals would include loop flows within its footprint, and any upgrades needed for other transmission systems within the GridAmerica footprint would be bid separately and would be subject to AmerenUE’s acceptance.


Third, AmerenUE would submit GridAmerica’s response and its choices to the Midwest ISO, requesting the FTRs that would now be feasible with the proposed solutions.  The Midwest ISO would determine whether or not the proposed solutions do in fact result in valid FTRs or whether the loop flows from the requested FTRs would result in problems outside the GridAmerica footprint.  In addition, the Midwest ISO would be coordinating similar requests/plans from throughout the Midwest ISO footprint and would determine whether loop flows from other transmission systems would require upgrades within either the AmerenUE or the GridAmerica transmission systems.

Q.
How does the description you just gave of a coordinated transmission planning process relate to performance-based incentives?

A.
In its response to AmerenUE’s RFP, GridAmerica would be taking on specific performance objectives.  Specifically, GridAmerica would be making a commitment to provide AmerenUE with FTRs via increased transmission capability.  The RFP would specify the terms (cost and conditions) under which GridAmerica would make such a commitment.  GridAmerica would be able to provide the FTRs either through more efficient operation of the existing transmission system, or through investments in transmission facilities.  The terms could be as simple as an annual cost over a contract period, or they could be more complex shared savings formulas.  AmernUE only needs to be able to compare the GridAmerica costs to its own estimated cost in order to make a decision.  The ultimate decision might also involve negotiations between AmerenUE and GridAmerica to reach mutually agreeable terms.

Q.
Does AmerenUE intend to retain the staff that will enable it to perform transmission planning and evaluation of congestion cost savings?

A.
Yes, it does.  In response to Staff DR No. 3502, Mr. David Whiteley indicated the following:

1) Over the next five years, what are the expected savings in transmission expense that AmerenUE currently incurs to operate, maintain and plan its transmission system as not being a member of an RTO or ITC?  Please be specific in your answer by listing type or category and amount of cost savings.

Response:  AmerenUE does not expect to experience over the next five years material savings to operate, maintain or plan for its transmission system.  We anticipate that there could be a couple of man-year reductions in workforce as a result of transferring the OATT transmission service functions to MISO through GridAmerica.  We also anticipate some minor savings from the termination of the Ameren OASIS site.  However, we will continue to operate and maintain the transmission system so no savings are anticipated in these areas.  We also will maintain a transmission planning role in the RTO environment so no anticipated savings are anticipated in this area.  Essentially, after transferring functional control of the AmerenUE transmission system to MISO through GridAmerica, we will continue to conduct our transmission operations as we do today.  The primary difference being that we will no longer control the use of the transmission system.  Use of the Ameren transmission system will be controlled 

by the MISO pursuant to the MISO OATT.
I understand Mr. Whiteley’s response to be that Ameren will continue to staff its transmission planning functions as it does today.  Moreover, having turned over control of the transmission system to the Midwest ISO, Ameren will no longer control granting reservations for and scheduling of transmission service, as this function will be performed by the Midwest ISO.  In essence, this frees Ameren’s transmission planning staff to focus on the transmission needs of Ameren’s customers, and will allow that staff to again be involved in integrated resource planning for AmerenUE.  It is essential in the new market design that generation and transmission planning become an integrated function, as transmission congestion costs are essentially lost savings in generation costs resulting from transmission constraints.  In order to effectively manage transmission congestion costs for AmerenUE, Ameren will require the capability to forecast LMPs and to determine effective strategies to mange the risks from transmission congestion costs.  This is an absolute minimum requirement for allowing AmerenUE to participate in the Midwest ISO through GridAmerica.

Q.
With respect to transmission planning and effective management of risks of transmission congestion costs, do you have any other concerns?

A.
Yes, I do.  In the Stipulation And Agreement in Case No. EC-2002-1, AmerenUE agreed to “undertake commercially reasonable efforts to make energy infrastructure investments totaling $2.25 billion to $2.75 billion from January 1, 2002 through June 30, 2006.”  Included in this commitment were “new transmission lines and transmission upgrades that will increase the transmission import capability by 1,300 MW.”  This increase in transmission import capability planned over the next few years should provide a significant increase in FTRs available on the Ameren transmission system.  In essence, AmerenUE ratepayers are paying for these upgrades and should benefit from those upgrades.
Q.
If AmerenUE becomes a part of the Midwest ISO through its contract with GridAmerica, will these upgrades in transmission import capability go to the benefit of AmerenUE’s ratepayers?

A.
If there are shortages in the allocation of FTRs from existing transmission capability, it is not clear that the benefits from transmission upgrades would go to AmerenUE’s ratepayers.  Moreover, in order to fulfill the commitment to provide existing holders of firm transmission rights with FTRs, a portion of the increased capability should be allocated to holders of these firm transmission rights.

Q.
Would AmerenUE’s ratepayers be responsible to pay for all of the increased costs for upgrades to the transmission system?

A.
Along with Ameren’s other native load customers, AmerenUE’s ratepayers would be responsible to pay for their share of all of the increased costs for the upgrades to the transmission system.  Other Ameren transmission customers that might receive additional FTRs would not have to pay any more than they are paying on their current contracts.  In essence, since these other transmission customers are paying for firm service, they are due the FTRs up to the amount of megawatts within their existing contracts for firm transmission service.  Under the Midwest ISO treatment of FTR allocations, all transmission customers, both native load customers and point-to-point customers taking through and out service would be eligible for FTRs on a prorated basis.

Q.
Does this concern you regarding the Stipulation And Agreement in Case No. EC-2002-1?

A.
Yes, it does.  My concern is that any upgrades to the Ameren transmission system undertaken pursuant to the Case No. EC-2002-1 Stipulation And Agreement should not result in FTRs being given to transmission customers who have not contributed to funding these upgrades.  Those short of FTRs should contribute to paying the increased transmission costs in order to receive an increased allocation of FTRs.  Alternatively, if Ameren customers fully fund these increases in transmission capability, then Ameren customers should receive the benefit of increased FTRs.  This is consistent with the SMD NOPR, which states the following:

197.
We believe that a more precise matching of beneficiaries and cost recovery responsibility would encourage greater regional cooperation to get needed facilities sited and built.  Our preference is to allow recovery of the costs of expansion through participant funding; i.e., those who benefit from a particular project (such as a generator building to export power or load building to reduce 

congestion) pay for it.

 Moreover, if AmerenUE builds to reduce congestion got its customers and those customers pay for it, then those customers should receive the benefits of the upgrades to the transmission system.  In the market system that the MISO will be using, those benefits are conveyed, not in terms of increased physical transmission capability, but rather in terms of increased holdings of FTRs.  An assignment of the corresponding increase in FTRs allocated to AmerenUE customers from any increase in transmission import capability acquired pursuant to conduct in compliance with the terms of the Stipulation And Agreement in Case No. EC-2002-1 should be a required condition for the approval of AmerenUE’s request to participate in the Midwest ISO through a contract with GridAmerica.

FERC WPMP WHITE PAPER 

CHANGES FOR THE MIDWEST ISO 

Q.
What significant changes were recently announced in the FERC White Paper regarding RTOs?

A.
The following changes announced in the FERC WPMP White Paper are significant to the Commission’s approval of AmerenUE’s Application in this case.

1. FERC “will not assert jurisdiction over the transmission rate component of bundled retail sales of electricity.  Moreover, in setting the wholesale rate for transmission, the Commission will rely upon the transmission rate set by the states for bundled retail service.” [WPMP White Paper, Appendix at p. 4].  “Consistent with existing Commission policy, transmission owners would be free to seek a rate from the RTO or ISO for the transmission component of the bundled retail rates set by the state commission.  Under this approach, the rate set for transmission in interstate commerce to be re-sold as part of bundled retail service would be the same rate set by the state for the transmission component of bundled retail sales.  This arrangement would be accomplished under a wholesale contract between the RTO or ISO and the transmission owner.  Service agreements reflecting such proposed rates would be filed with the Commission and must be consistent with the Federal Power Act (FPA).” [WPMP White Paper, Appendix at p. 5].

2. “FTRs will be allocated according to existing contracts and existing service arrangements in order to hold customers harmless” [WPMP White Paper at pp. 10-11].  FERC will “look to regional state committees to determine how FTRs should be allocated to current customers based on current uses of the grid.” [WPMP White Paper at p. 5].  FERC “will ensure not only that existing customers retain their existing rights, but also that they have the ability to obtain rights for future load growth.  Customers who paid for transmission for load growth can retain the FTRs for that capacity.” [WPMP White Paper, Appendix at pp. 7-8].

3. “Entities that pay for the construction of transmission upgrades through participant funding will receive the FTRs that result from the transmission upgrades.” [WPMP White Paper, Appendix at p. 8].

The above is not meant to be a complete list of changes proposed in the FERC WPMP White Paper; rather, it is a short list of elements from the FERC WPMP White Paper that indicate significant changes that could take place at the Midwest ISO.

STAFF RECOMMENDED CONDITIONS 

FOR APPROVAL OF AMERENUE’S APPLICATION

Q.
Based on the changes proposed by the FERC in its White Paper as well as the concerns expressed earlier in your testimony, please state the conditions that you recommend as necessary for the Commission to approve AmerenUE’s request to participate in the Midwest ISO through a contract with GridAmerica.

A.
I recommend that the Commission approve AmerenUE’s request to participate in the Midwest ISO through a contract with GridAmerica subject to the following conditions.

1. Prior to the expiration of its current rate moratorium on June 30, 2006, AmerenUE agrees to terminate its Joint Dispatch Agreement with AEG and not enter into a new such agreement without first obtaining the Commission’s approval.

2. AmerenUE and the Midwest ISO agree to work with the Staff to develop a plan (e.g., a contract) that will assure that AmerenUE’s bundled retail customers in Missouri will continue to pay a transmission rate as determined by this Commission.  Before Commission approval of AmerenUE’s Application in this proceeding becomes final such plan shall be submitted to the Commission for its approval, and then submitted to and approved by the FERC.

3. AmerenUE and the Midwest ISO agree to work with the Staff to develop a plan involving the allocation of FTRs to AmerenUE’s Missouri bundled retail customers that will ensure not only that those existing customers retain their existing rights, including rights to substitute electricity from reserve generation for lower cost generation when that generation is forced out of service, but also that they have the ability to obtain FTRs for future load growth.  In this regard, 

a. AmerenUE agrees to perform an analysis of the financial risks it faces from the initial allocations of FTRs from the Midwest ISO.  Such analysis will be completed 30 days before comments are due at the FERC and will be provided to the Commission for its review and approval before its approval of AmerenUE’s Application in this proceeding becomes final. 

b. Midwest ISO agrees to provide as a part of its FERC filing on FTR allocations an analysis of the financial risks faced by AmerenUE, and further agrees to provide AmerenUE with the information it will require in order to complete its independent analysis of the financial risks it faces from the Midwest ISO’s allocation of FTRs, including the information  the Midwest ISO used to calculate the congestion costs it expects to collect from its first year of operations of LMP day-ahead and real-time markets.

4. AmerenUE commits to an ongoing analysis of the least-cost method for managing the financial risks from FTRs, including options from internal upgrades or expansions of its transmission capability as well as options from responses to RFPs from GridAmerica for increasing transmission capability.  In this regard,

a. AmerenUE agrees to present its analysis of the least-cost method for managing the financial risks from FTRs at least once each year as a part of its resource planning briefings to the Staff.

b. GridAmerica, agrees to submit proposals in response to RFPs from AmerenUE and make increased transmission capability available to AmerenUE under specified terms and conditions.

c. Midwest ISO agrees that any Midwest ISO approved expansion in transmission capability by AmerenUE or GridAmerica that is funded by AmerenUE will result in a corresponding increase in FTRs allocated to AmerenUE.

Q.
What do you recommend if these conditions or any other Staff recommended conditions cannot be met?

A.
If these or any other Staff recommended conditions cannot be met, I recommend that the Commission deny the Application as detrimental to the public interest, and that AmerenUE be directed to seek alternatives to participating in the Midwest ISO.  In particular, I recommend that AmerenUE seek to participate in the SPP, which has recently announced its intention to meet the requirements of FERC Order No. 2000, without the initial downside risks that AmerenUE customers will face under the Midwest ISO market design.  Specifically, the SPP is committed to working with state regulators in developing approaches that: 1) would retain state regulatory jurisdiction for transmission over bundled retail load; 2) pursue energy markets and congestion management systems that will not leave bundled retail load exposed to congestion costs; and 3) promote participant funding for new transmission investment.

Q.
Does this complete your rebuttal testimony?

A.
Yes, it does.

	Delegation of Functions Between

Midwest ISO and GridAmerica



	Responsibilities
	Midwest ISO (MISO)
	GridAmerica (GA)*

	Tariff Administration
	Single tariff administered by MISO
	Unilateral filing rights for revenue requirements, rate design and incentive rates

	OASIS
	Single OASIS node
	Coordinate with MISO to ensure no conflicts between MISO and GA transactions

	ATC & TTC

Interim
	MISO assures consistency with its processes
	Calculates ATC & TCC subject to approval by and consistent with RTO

	ATC & TTC

Long Term
	MISO provides inputs for CBM and TRM and calculates 
	Determines TTC using MISO formulas and methodology

	Short-Term Operational (Maintenance) Planning
	MISO approves maintenance for critical transmission facilities
	Coordinates maintenance of generators and non-critical transmission facilities

	Operational Authority
	MISO operates into GA, out of GA and through GA transactions
	Schedules and operates transmission with source and sink inside footprint

	Security Coordination
	MISO is responsible for the reliability of the entire region
	Takes corrective action inside GA footprint under MISO supervision

	Parallel Path Flows
	MISO manages parallel path flows for entire region
	Assists MISO in the management of parallel path flows during emergencies

	Congestion Management
	MISO is responsible for implementation of congestion management
	No responsibilities at this time

	Ancillary Service
	Provider of last resort other than those provided by GA
	Provides scheduling, system control and dispatch; voltage control and regulation.

	Planning and Expansion
	Planning Authority

Directs Required Expansion

Joint Planning Protocol
	Develops own plans, subject to MISO approval for impact outside GA

	Market Monitoring
	MISO Market Monitor 

is for the 

entire region
	No responsibilities at this time

	Losses
	MISO method for losses 

is for the

entire region
	No responsibilities at this time



* GA functions only apply within its footprint
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