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OF THE STATE OF MISSOURI
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)
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UNION ELECTRIC COMPANY’S d/b/a AMERENUE’S INITIAL REPLY TO THE COMMISSION’S 

DECEMBER 30, 2004 ORDER DIRECTING FILING
COMES NOW Union Electric Company d/b/a AmerenUE and hereby files this Initial Reply to the Commission’s December 30, 2004 Order Directing Filing (the “Order”).  In this regard, AmerenUE states as follows:

Introduction.

The Order directs AmerenUE to file certain analyses and information by Thursday, January 6, 2005 at 4:00 p.m.  The Order was apparently issued on the assumption that the analyses discussed in the Order already exist.  That assumption is not entirely correct.  Indeed, some of the analyses do not exist at all, others exist only in part, and as discussed below, at least one analysis simply makes no sense under the circumstances.  Thus, AmerenUE files this Initial Reply at this time in order to advise the Commission as to what it can expect when AmerenUE files its final reply to the Order on January 6.  At the end of this pleading, AmerenUE also offers certain observations for the Commission’s consideration relating to timing and the interrelationship of this case and the Noranda Case.  
The Four Scenarios.

The Order asks for certain “least cost” analyses of four distinct Scenarios, as follows:

1.
The Metro East transfer does not occur, and AmerenUE does not serve Noranda on June 1, 2005;

2.
The Metro East transfer does not occur, but AmerenUE does serve Noranda on June 1, 2005;

3.
The Metro East transfer does occur, and AmerenUE does not serve Noranda on June 1, 2005; and

4.
The Metro East transfer does occur, and AmerenUE does serve Noranda on June 1, 2005.

Analyses responsive to Scenarios 1 and 2 do not presently exist.  Analyses 

of Scenarios 3 and 4 exist in part.  We thus discuss Scenarios 3 and 4 first.
Scenarios 3 and 4. 

Analyses of Scenarios 3 and 4 were prepared in connection with the pre-filed Direct Testimony of Mr. Richard A. Voytas filed on December 20, 2004 in Case No. EA-2005-0180 (AmerenUE’s Application for a Certificate of Public Convenience and Necessity relating to Noranda, referred to as the “Noranda Case”).  Specifically, Schedules RAV-6 and RAV-7 reflect a comparison of AmerenUE’s average dollar per megawatt hour ($/MWh) costs assuming that the Metro East transfer occurs, but that Noranda is not served, and also assuming that the Metro East transfer occurs, but Noranda is served.  As Mr. Voytas explains in his Direct Testimony, Schedule RAV-6 shows these cost comparisons from the perspective of native load customers (i.e. AmerenUE’s Missouri retail ratepayers) and Schedule RAV-7 shows these cost comparisons from the “total” AmerenUE perspective.  We respectfully refer the Commission to Mr. Voytas’s Direct Testimony in the Noranda Case for a more complete discussion of these Scenarios.
To summarize, from the perspective of AmerenUE’s Missouri retail customers, AmerenUE’s $/MWh costs, assuming completion of the Metro East transfer and assuming that Noranda is served (Scenario 4 above) are, on average, projected to be $2.78 per MWh less than they would be if Noranda is not served, examined over a 20-year planning period.
  Looked at another way, AmerenUE’s projected $/MWh costs under Scenario 4 above over the next 20 years are projected to average $ 63.05 per MWh versus $ 65.83 per MWh under Scenario 3.  
Two aspects of the analyses of Scenarios 3 and 4 sought by the Commission’s Order are not expressly included in Schedules RAV-6 and RAV-7.  First, the entire results (other than a bottom line comparison with Scenario 4) reflecting Scenario 3, though previously provided on November 17, 2004 to Staff, Public Counsel, and those seeking intervention in the Noranda Case, and again provided to them on or about December 17 or 20, 2004 in revised form, are not included as part of Mr. Voytas’s Direct Testimony in the Noranda Case.  Second, present value calculations to establish the present worth of AmerenUE’s costs for Scenarios 3 and 4 have not been done.  Rather, Schedules RAV-6 and RAV-7 are presented in absolute, not present value, dollars.  
Consequently, the Company will provide results of Scenario 3 as well as Scenario 4 and will include the present worth of those Scenarios by a filing in this docket by January 6, 2005 at 4:00 p.m. as provided for by the Order.  In short, those analyses will show that AmerenUE’s $/MWh costs with the Metro East transfer and with serving Noranda (Scenario 4 above) are on average lower than AmerenUE’s $/MWh costs with the Metro East transfer but without serving Noranda (Scenario 3).  AmerenUE believes that these analyses are the only relevant one’s in light of the fact that both the Metro East and Noranda loads cannot be served simultaneously given the lack of available generating capacity discussed in Mr. Voytas’s Direct Testimony in the Noranda Case.
Scenario 1.
A fully updated specific analysis that examines Scenario 1 does not presently exist because it seeks an analysis of the case where Metro East is not transferred, a circumstance that has not been contemplated by AmerenUE since before the Metro East case was filed in September, 2003, and that is not contemplated by the agreement that is in place to serve Noranda.
  All of AmerenUE’s latest resource planning assumes that the Metro East transfer will occur.  Therefore, to provide an analysis of Scenario 1 will require the Company to embark on a complex and time-intensive modeling effort utilizing its Multiobjective Integrated Decision Analysis System (“MIDAS”) production costing model.  Building the data necessary to run the model can take hundreds of man hours.  To give the Commission an idea of the underlying data that supports a MIDAS-generated analysis of the type sought by the Commission, the workpapers supporting the analyses already done in the Noranda Case discussed above are well in excess of 100 pages.  These workpapers represent less than one tenth of one percent of the MIDAS input and output data. 

By redirecting substantial resources and making the minimum possible revisions to the existing MIDAS input data set, AmerenUE believes it could complete the analysis sought relating to Scenario 1 on or before January 24, 2005.  AmerenUE cannot, however, do so by January 6.  AmerenUE therefore respectfully requests that the Commission clarify whether indeed it wants AmerenUE to conduct such an analysis given both the capacity limitations that exist and the fact, as discussed below, that Scenario 4 will certainly show a cost advantage for AmerenUE relative to Scenario 1.  If the Commission nevertheless desires that a Scenario 1 analysis be performed, AmerenUE requests that the Commission modify the Order to reflect January 24 as the due date for that analysis.

AmerenUE would also offer the following additional comments relating to Scenario 1.  AmerenUE understands that the Commission desires an analysis relating to Scenario 1 to establish what the Commission views as the current “base case” (the current factual situation) which can be compared to the “future case” which would exist after completion of the Metro East transfer and with service to Noranda (i.e., Scenario 4).  Because AmerenUE is (a) seeking to transfer Metro East and (b) cannot serve Noranda unless Metro East is transferred, AmerenUE did not conduct a Scenario 1 analysis, none was even conceived.  Regardless, AmerenUE believes a comparison of the future case of transferring Metro East and serving Noranda (i.e. Scenario 4) versus no Metro East transfer and no service to Noranda case (i.e. Scenario 1) will certainly show that completion of the Metro East transfer and serving Noranda results in materially lower $/MWh costs from the perspective of AmerenUE’s ratepayers as compared to the base case.  The reasons are simple and intuitive.  
The size of the Metro East and Noranda loads are quite similar (510 MW versus 487 MW, respectively (including line losses)).  Thus, transferring Metro East and then serving Noranda in effect constitutes a substitution of the Noranda load for the Metro East load.  However, Noranda has a higher load factor (98%) than Metro East (79%).  Therefore, AmerenUE will need similar capacity if it served Metro East or if it served Noranda, but will be able to sell more MWh of energy when AmerenUE serves Noranda than if AmerenUE serves Metro East.  That means that AmerenUE is able to spread its fixed costs over substantially more MWh sold, thus lowering the average $/MWh cost with Noranda as compared to without Noranda.    
With the exception of the need to add 600 MW of combustion turbine generators (“CTGs”) in 2006 in order to maintain prudent planning reserve margins with Noranda, AmerenUE will not need to add any other capacity, or accelerate the addition of other capacity, including baseload capacity, as a result of serving Noranda.  We respectfully refer the Commission to Mr. Voytas’s discussion of this issue in his Direct Testimony in the Noranda Case.  Once the Scenario 1 analysis is done, it will be clear that even considering capacity costs associated with this additional 600 MW of CTGs added in 2006, because of the nature of Noranda as a high load factor customer, AmerenUE and its ratepayers are better off with the Noranda load than with the Metro East load.
The Commission has also had discussions relating to Joint Dispatch Agreement (“JDA”)-related consequences of serving Noranda.  As we have previously made clear, AmerenUE does not agree with Staff’s position to the effect that the JDA as it currently exists creates a detriment, and there are many benefits to the JDA for Missouri ratepayers.  If the Commission, from a hypothetical perspective, were to view the JDA from the position of Staff’s perspective, shedding the Metro East load and taking on the Noranda load would significantly reduce the JDA-related detriments that Staff claims exists.  This is because the Noranda load factor is greater than the Metro East load factor.  This means that a larger amount of interchange (off-system) sales will be allocated to AmerenUE and it also means that less energy will transfer at incremental cost from AmerenUE to Ameren Energy Generating Company.  
Scenario 2.
The final analysis sought by the Order relates to Scenario 2 above.  This analysis also does not exist and producing it would take the same kind of substantial effort as will be expended to produce the analysis relating to Scenario 1.  We also respectfully suggest that conducting this analysis simply makes no sense in any event.  As discussed in detail in Mr. Voytas’s Direct Testimony in the Noranda Case, AmerenUE does not have, and cannot build or obtain, the capacity that it would be required to have if it were to serve both the Metro East load and the Noranda load post-June 1, 2005.  **


 













































































 








 










     ** 
Given those realities, Noranda simply cannot and will not be served unless the Metro East transfer occurs prior to June 1, 2005.  That means that Scenario 2 cannot happen.  Producing a Scenario 2 analysis is therefore, we respectfully submit, a hypothetical effort that is a waste of the Company’s and the Commission’s precious time and resources, where AmerenUE needs capacity today and Noranda requires a decision in a little more than three months.    
In summary, to spend weeks preparing models to analyze Scenario 2 is an exercise that will produce a meaningless set of data relating to a hypothetical contract that does not and will not exist.  Among other nonsensical assumptions, AmerenUE would have to conduct such an analysis using CTGs that AmerenUE does not have and that AmerenUE would not build or acquire in the absence of such a contract.  **
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For the foregoing reasons, AmerenUE respectfully requests that the Commission modify the Order to remove the requirement that Scenario 2 be analyzed.  If, however, the Commission continues to believe that it must have that analysis, the Company respectfully advises the Commission that it cannot complete and provide such an analysis until January 31, 2005, at the earliest and would therefore respectfully request that the deadline for providing such an analysis be extended until that date. 

Scheduling.

The Company understands that the Commission is considering scheduling matters relating to the rehearing ordered in this case, and is considering timing considerations that necessarily exist relating to this case and the Noranda Case.  The Metro East and Noranda Cases are linked because of the physical reality that AmerenUE needs the 510 MW of generating capacity that transferring Metro East will provide in order to serve Noranda.  As noted above, the analyses the Commission desires will also show that shedding the Metro East load and taking on the Noranda load is beneficial to Missouri.  Because of the capacity needs noted above, if this Commission does not timely allow the Metro East transfer to occur under circumstances that are lawful and fair, and with which the Company can accept, then no further effort need be expended on the Noranda Case.  


Another point pertaining to the linkage between the Noranda Case and this case bears noting.  There was no agreement, even in principle, to serve Noranda until Noranda signed the non-binding letter of intent on October 14, 2004, (the letter of intent has now been superseded by the Agreement with Noranda).  That was more than three months after the Metro East case stood submitted to the Commission for decision.  The definitive Agreement with Noranda that will allow service to Noranda if the Commission approves the Company’s Application in the Noranda Case was not signed until December 14, 2005.  As Mr. George Swogger’s pre-filed Direct Testimony in the Noranda Case indicates (Mr. Swogger is Noranda’s Manager-Energy Procurement), AmerenUE has, from the inception of its discussions with Noranda, told Noranda that AmerenUE must first complete the Metro East transfer because AmerenUE simply cannot serve Noranda if it cannot transfer Metro East.  AmerenUE never once brought up the possibility of serving Noranda, or the critical need to complete the Metro East transfer in order to serve Noranda, during the Metro East case, because there simply was no deal with Noranda, nor would there be, unless the Metro East transfer could occur.  Had AmerenUE desired to lever Noranda as might be suggested by others, AmerenUE would have been expected, before the Metro East case stood submitted for decision to the Commission (June 9, 2004), to tell the Commission that in effect the Commission had better approve Metro East or Noranda cannot be served.  Without question, had AmerenUE done so, those who oppose the Metro East transfer would have accused AmerenUE of improperly injecting a separate issue (whether to serve Noranda) into the Metro East case.  

Finally, the Company respectfully encourages the Commission to provide guidance to the parties respecting the Commission’s expectations for further proceedings in this case, including giving the parties a reasonable opportunity to provide the Commission with comments relating to those expectations.  The Company does not support (and does not believe the Commission supports) a re-litigation of the entire Metro East case, but believes the orderly and timely conclusion of the Metro East case depends on sufficient guidance from the Commission with regard to the conduct of further proceedings in this case.
 

WHEREFORE, AmerenUE hereby advises the Commission that it will, by 4:00 p.m. January 6, 2005, make a further filing with respect to the Order and will in connection therewith provide the requested analyses relating to Scenarios 3 and 4.  AmerenUE also respectfully requests that the Commission clarify whether indeed an analysis relating to Scenario 1 should be provided in light of the considerations discussed herein and, if so, requests that the Commission modify the Order to provide that such an analysis be provided on or before January 24, 2005; and respectfully requests that the Commission modify the Order to remove the requirement that a Scenario 2 analysis be provided at all or, failing that, the Commission modify the Order to provide that such an analysis be provided on or before January 31, 2005.  
Dated:  January 3, 2005
Respectfully submitted, 

SMITH LEWIS, LLP

/s/ James B. Lowery

James B. Lowery, #40503

P.O. Box 918

Columbia, MO 65205-0918

(573) 443-3141

(573) 442-6686 (facsimile)

lowery@smithlewis.com
Joseph H. Raybuck, Mo. Bar. No. 31241

Managing Associate General Counsel
Edward C Fitzhenry

Associate General Counsel
Ameren Services Company

One Ameren Plaza

P.O. Box 66149 (MC 1310)

St. Louis, MO 63166-6149

314-554-2976
314-554-4014 (fax)

jraybuck@ameren.com

Attorneys for Union Electric Company
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I hereby certify that a copy of the foregoing document was served on the following parties of record by e-mail this 3rd day of January, 2005, at the e-mail addresses set forth below:

General Counsel

Missouri Public Service Commission

P.O. Box 360

Jefferson City, Missouri 65102

gencounsel@psc.mo.gov
Office of the Public Counsel

P.O. Box 7800

Jefferson City, Missouri 65102


John.Coffman@ded.mo.gov

" 

opcservice@ded.mo.gov

John.Coffman@ded.mo.gov



Robert C. Johnson


Lisa C. Langeneckert

The Stolar Partnership LLP

911 Washington Avenue

St. Louis, MO 63101

bjohnson@stolarlaw.com
llangeneckert@stolarlaw.com
Paul M. Ling

Great Plains Energy Services

1201 Walnut, 20th Floor

Kansas City, MO 64106-2124

paul.ling@kcpl.com 
Diana M. Vuylsteke

Bryan Cave, LLP

211 N. Broadway, Suite 3600

St. Louis, MO 63102

dmvuylsteke@bryancave.com

/s/James B. Lowery

James B. Lowery

� At least a 20-year planning horizon is contemplated by the Commission’s Integrated Resource Planning Rules (4 CSR 240-22).Though not entirely clear from the Order, the Company assumes that the Commission’s reference to 4 CSR 240-22 does not mean that the Commission expects the Company to produce analyses that include the entirety of the analytical approach reflected in the 17 pages of regulations that comprise 4 CSR 240-22.  Such an effort would take many months because the rules have dozens and dozens of variables for consideration and are frankly outdated, a circumstance the Company believes is well known to Staff.  AmerenUE understands the intent of the Order is that AmerenUE provide a present revenue requirement analysis for each of the Scenarios, similar to that performed for the Noranda Case relating to Scenarios 3 and 4 (as discussed herein), and the Company is proceeding on the basis of that understanding.


� As AmerenUE’s testimony in the Metro East case indicates, AmerenUE had understood that Staff supported meeting AmerenUE’s capacity needs via the Metro East transfer as early as two or more years ago. 


� Without transmission capabilities, even if the capacity could be acquired, it would be as if AmerenUE did not possess it.
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