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UNION ELECTRIC COMPANY’S d/b/a AMERENUE’S RESPONSE TO THE COMMISSION’S DECEMBER 30, 2004 ORDER DIRECTING FILING
COMES NOW Union Electric Company d/b/a AmerenUE (the “Company” or “AmerenUE”) and hereby files its Response to the Commission’s December 30, 2004 Order Directing Filing (the “Order”).  In this regard, AmerenUE states as follows:
Introduction


1.
The Order directs the Company to conduct and provide to the Commission by January 6, 2005 “least cost” analyses of four different scenarios using the minimization of the present worth of long-run utility costs, as called for by the  Commission’s Electric Utility Resource Planning rule (4 CSR 240-22).
  The Order also directed the Company to provide a narrative description and summary of the analyses consistent with each of the four scenarios.  Finally, the Order directed the Company to provide discussion regarding any alternative plans that it has to meet its infrastructure commitments contained in the Stipulation and Agreement approved by the Commission in Docket No. EC-2002-1.


2.
On January 3, 2005, the Company filed its Initial Reply to the Order.  The Company’s Initial Reply advised the Commission that the Commission’s apparent assumption that analyses of each of the four scenarios already existed was, in part, an incorrect assumption.  The Company further advised the Commission that it could provide analyses of two of the four scenarios (identified in the Company’s Initial Reply as Scenarios 3 and 4), but that analyses for Scenarios 1 and 2 did not exist, and could not be provided until January 24, 2005 and January 31, 2005, respectively.  The Company also questioned whether analyses relating to Scenarios 1 and 2 needed to be provided.  With respect to Scenario 1, the Company requested the Commission clarify whether indeed the Commission desired the production of a Scenario 1 analysis in light of the considerations discussed in the Company’s Initial Reply and, if so, requested that the Commission modify the Order to provide for a due date for the Scenario 1 analysis of January 24, 2005.  With respect to Scenario 2, the Company indicated that it believed such an analysis would be a hypothetical waste of effort in light of the Company’s capacity needs and Noranda Aluminum, Inc.’s (“Noranda”) need for service no later than June 1, 2005.  The Company therefore requested that the Commission modify the Order to remove any requirement for a Scenario 2 analysis or, if the analysis will be required, that the Commission modify the Order to provide a due date for the Scenario 2 analysis of January 31, 2005. 
The Scenario 3 and 4 Analyses
3.
Attached to this Response as Exhibits A and B, respectively, are the requested analyses of Scenarios 3 and 4.  In summary, the analyses project that the present worth of AmerenUE’s costs on a dollar per megawatt hour (“MWh”) basis under Scenario 4
 is $62.68 per MWh, versus $ 65.55 per MWh under Scenario 3.
  Thus, as shown on Exhibit B, transferring the Metro East service territory and serving Noranda is, on a present value basis, $2.87 per MWh less costly compared to transferring the Metro East service territory and not serving Noranda.  

4.
The Scenario 3 and 4 analyses, as were the analyses included in the pre-filed Direct Testimony of Mr. Richard A. Voytas in Case No. EA-2005-0180 (the “Noranda Case”), are revenue requirement analyses over a 20-year planning period,
 the only difference being that the Scenario 3 and 4 analyses attached to this Response have been discounted to present value.  Indeed, Exhibit B to this Response (Scenario 4) is in all material respects identical to Schedule RAV-6 to Mr. Voytas’s Direct Testimony, but the current Scenario 4 analysis includes the present value of the costs.  

5.
As explained in substantial detail in Mr. Voytas’s Direct Testimony in the Noranda Case, these analyses were produced using the Multi-objective Integrated Decision Analysis System (“MIDAS”) production costing model to economically dispatch the AmerenUE generation units hour by hour to meet native (i.e., Missouri retail) load. When market prices for electricity were less than the incremental cost of production from AmerenUE generation units, the AmerenUE generation units were backed down and power was purchased from the market. Likewise, when AmerenUE generation units had capacity above that needed to serve AmerenUE native load, and that power cost less than market prices for electricity, the excess power was sold to the market, subject to transmission export limitations and market depth limitations. This process was done for both Scenario 3 and 4.

There are three main categories of costs, as follows: energy costs; embedded (fixed) costs; and the capital costs of new plant.  To calculate energy costs, key outputs produced by the MIDAS model were used, including annual production and emission costs for native load, off-system sales, and off-system purchases.  To determine fixed costs, actual AmerenUE embedded costs for 2003 were used.  The third and final cost component was the capital cost of new plant which Mr. Voytas explains in detail at page 18 of his Direct Testimony in the Noranda Case.  In summary, the components of the capital costs used in these analyses are as follows:

· $471/kW for 600 MW of CTGs required to serve the Noranda load in 2006;
· $1800/kW for any baseload plant to be added (independent of Noranda) per AmerenUE’s 20-year resource plan;
· $520/kW for any aero-derivative CTG to be added (independent of Noranda) per AmerenUE’s 20-year resource plan;
· $440/kW for any small frame CTG to be added (independent of Noranda) per AmerenUE’s 20-yer resource plan; and

· $410/kW for any large frame CTG to be added (independent of Noranda) per AmerenUE’s 20-year resource plan. 
The sum of these three cost components was calculated for each year of the 20-year analysis period for each of Scenario 3 and 4.  The 20-year net present values for the costs and native energy sales for each of Scenario 3 and 4 were then determined and those net present values were divided by energy sales to produce costs on a $/MWh basis.  As noted briefly above, a comparison of Scenario 4 to Scenario 3 indicates that on a net present value basis over the 20-year analysis period AmerenUE costs were $2.87/MWh lower with Noranda as a customer ($62.68/MWh) than without Noranda  as a customer ($65.55/MWh), assuming in each Scenario that the Metro East transfer has occurred.  Completion of the Metro East transfer is necessary given that AmerenUE needs the capacity to be freed-up from shedding the Metro East load in order to serve Noranda on June 1, 2005.
6.
Scenario 4 (serving Noranda) has substantially lower costs primarily because the addition of an almost 500 megawatt (“MW”) high load factor customer like Noranda will tend to lower average annual production costs for all AmerenUE customers.  Those costs are lower for two basic reasons.  First, the modeling shows that average annual variable production costs on a $/MWh basis decline because Noranda represents a larger off-peak market into which AmerenUE’s lowest cost baseload generation can be sold than would exist without Noranda.  This is because customers’ electric demands are lower in the off-peak hours.  Consequently, AmerenUE has less opportunity to make sales from its baseload plants in the off-peak hours.  The addition of Noranda enables AmerenUE baseload plants to generate more low cost energy in the off-peak hours thereby lowering AmerenUE’s average annual variable production costs.  Second, AmerenUE’s average annual fixed costs on a $/MWh basis decline because the addition of the Noranda load allows AmerenUE’s fixed costs to be spread over these additional AmerenUE retail sales.  

7.
Finally, the Order required that the Company provide “the complete analysis underlying each of these studies to Staff and the Office of the Public Counsel.”  All of the workpapers (i.e. the “complete analysis”) underlying the Scenario 3 and 4 analyses provided with this Response, save one additional sheet, were provided to Staff and Public Counsel on December 17, 2004.  That one additional sheet, which is the workpaper underlying the present value calculations that are a part of the analyses submitted with this filing, is being provided to Staff and Public Counsel concurrently with the filing of this Response.  

Pinckneyville and Kinmundy
8.
As noted above, the Order directs AmerenUE, “absent the approval of the Metro East and Pinckneyville/Kinmundy transfers . . . to provide discussion regarding any alternative plans that it has to meet its infrastructure commitments contained in the Stipulation and Agreement approved in Docket No. EC-2002-1.”    That discussion follows.
Executive Summary of Discussion.
9.
AmerenUE’s substantial efforts to complete the Metro East transfer, and the transfer of the Pinckneyville and Kinmundy units, meets or exceeds its commitment to undertake commercially reasonable efforts to make the generation related investments contemplated in the Stipulation and Agreement (the “Stipulation”).    In particular, if those transfers occur, AmerenUE’s efforts would result in additional generation that would either meet or exceed the target levels contained in the Stipulation both in terms of the dollars and MW.  If such transfers did not occur, the same conclusion applies because AmerenUE has undertaken all reasonable efforts, commercial and otherwise, to make these investments.  Those efforts, relating to Pinckneyville and Kinmundy alone, include millions of dollars of expenditures (and thousands of hours of in-house time) seeking required regulatory approvals.

Making commercially reasonable efforts does not require AmerenUE to forgo the benefit of the bargain reflected in the Stipulation where AmerenUE agreed, among other things, to rate credits, rate reductions, and a rate moratorium.  Completing the Metro East transfer by perhaps being forced to accept a condition requiring the second Joint Dispatch Agreement (“JDA”) amendment (an issue that was settled as part of the Stipulation) or perhaps being forced to accept an unlawful condition whereby shareholders must bear generation-related liabilities that would only become known and liquidated at a time when the generation is serving Missouri only, is simply not commercially reasonable.  In essence, it is not commercially reasonable to compel AmerenUE to complete the Metro East transfer on such unacceptable terms.  
Further, AmerenUE has engaged in other substantial efforts which have already resulted in the completion of numerous other generation and transmission projects, and expects to complete many others by June 30, 2006, so as to fully reach the targeted infrastructure investment levels provided for by the Stipulation in any event.
  As a result, if the Metro East transfer and the Pinckneyville and Kinmundy transfers cannot be completed, the Company has no alternative plans with respect to meeting its commitment to engage in commercially reasonable efforts to make these investments and believes that none are needed.

In fact, AmerenUE believes that it has been following the path preferred by this Commission in pursuing the Pinckneyville and Kinmundy transfers which, as previously discussed and as discussed in more detail below, are largely dependent on the Metro East transfer.  As discussed in more detail below, AmerenUE believes that this Commission’s willingness to send two letters to the Federal Energy Regulatory Commission (“FERC”) supporting the Pinckneyville and Kinmundy transfers was indeed instrumental in blunting the fierce opposition of certain other parties to FERC approval of those transfers.  In short, AmerenUE has sought, and continues to seek, to work with the Commission whenever and wherever possible and has undertaken the efforts discussed herein, with the Commission’s support, toward that end.  

Background regarding the Stipulation.
10.
In Docket No. EC-2002-1, the Commission approved the Stipulation which resolved all contested issues in response to a review of AmerenUE’s retail electric rates.  (See Report and Order Approving Stipulation and Agreement dated July 22, 2002.)  As a part of the Stipulation, AmerenUE committed “to undertake commercially reasonable efforts to make infrastructure investments totaling $2.25 billion to $2.75 billion from January 1, 2002 through June 30, 2006.”   (Section 4)   AmerenUE’s commitment is to use commercially reasonable efforts to complete or to reach substantial completion of the following projects:

· 700 MW of new regulated generating capacity, which does not include the replacement of the Venice power plant by new generation, nor the transfer of load to increase available generating capacity, but may include the purchase of generation plant from an Ameren affiliate at net book value;

· Upgrades to existing plants which will result in 270 MW or greater of additional generating capacity;

· Replacement of steam generators at the Callaway power plant;

· Replacement of Venice power plant by new generating capacity, which does not include the transfer of load to increase available generating capacity, but may include the purchase of generation plant from an Ameren affiliate at net book value; and 

· new transmission lines and transmission upgrades that will increase transmission import capability by 1,300 MW.

 (Stipulation, Section 4)

As required by Section 4 of the Stipulation, AmerenUE has provided status updates on its infrastructure commitment on a quarterly basis.  The most recent such report indicates, as was noted above, that AmerenUE has already spent (through September 30, 2004) nearly $1.4 billion toward the targeted investment levels.  The efforts relating to making the infrastructure investments are discussed in more detail below.  We would also note that even without completion of the Pinckneyville and Kinmundy transfers, it is currently AmerenUE’s expectation that it will have made more than $2 billion of infrastructure investments between June 1, 2002 and June 30, 2006, as contemplated by the Stipulation.
Commercially Reasonable Efforts Undertaken To Date.
11.
Overview.  Since the Commission’s approval of the Stipulation in July of 2002, AmerenUE has undertaken all reasonable, and indeed all available commercial efforts to make the infrastructure investments contemplated by the Stipulation  as set forth in the five bulleted items above.    

Regarding bullet number 1, AmerenUE has already constructed and placed in service 240 MW out of the 700 MW of new regulated generating capacity.  Further, for the last two and one half years, since the Order approving the Stipulation in July of 2002 was issued, AmerenUE has gone to great lengths and has incurred large (millions of dollars) expenditures to obtain the regulatory approvals to acquire an additional 550 MW of new regulated generating capacity from an affiliate.  This additional 550 MW would come from the transfer of the Pinckneyville and Kinmundy Combustion Turbine Generators (“CTGs”) currently owned by Ameren Energy Generating Company (“AEG”), as supported by this Commission.  The transfer would ensure that AmerenUE will own a reliable supply of dedicated generation assets consistent with this Commission’s stated desires.   (See, e.g., the Concurring Opinion of Commissioner Gaw in Docket No. EC-2002-1, at pp. 8-9)

As discussed in paragraphs 13-15, AmerenUE has undertaken considerable efforts to obtain the regulatory approvals to transfer Pinckneyville and Kinmundy to AmerenUE despite intense regulatory opposition both in Illinois and at the FERC as to AmerenUE’s proposal to obtain generation from an affiliate.    Assuming that the 550 MW from Pinckneyville and Kinmundy is placed in service at AmerenUE, it would result in almost 800 MW of new regulated generating capacity, almost 100 MW more than the 700 MW contemplated by the Stipulation. 

Regarding bullet numbers 2-5, AmerenUE is on track to complete or substantially complete all of the contemplated generation and transmission projects.  Further, AmerenUE anticipates these efforts will result in new infrastructure that either meets or exceeds the letter and spirit of targeted levels provided for in the Stipulation in terms of both dollars and MW. 


12.
Detailed discussion of Various Projects.  AmerenUE has undertaken efforts resulting in the completion or substantial completion of the following projects to the extent described below.

Bulleted Item 1.  AmerenUE has completed construction and placed in service four CTGs at Peno Creek in Bowling Green, Missouri, and one at the Venice plant in Illinois.  Each CTG is rated at 48 MW for a total of 240 MW.   

Further, as discussed in detail below in paragraphs 13-15, AmerenUE has undertaken significant efforts, at tremendous expense, to obtain the regulatory approvals needed so that AmerenUE may purchase generating capacity (i.e., the Pinckneyville and Kinmundy CTGs) from AEG at net book value.

Bulleted Item 2.  AmerenUE has expended dollars on projects that will lead to various upgrades of 270 MW or greater, of additional generating capacity at the following AmerenUE plants by June 30, 2006: Keokuk, Labadie, Meramec, Osage, Rush Island, and Sioux.  

Bulleted Item 3.  AmerenUE plans to replace the steam generators at the Callaway nuclear plant during an extended outage scheduled for the fall of 2005.  AmerenUE anticipates that the replacement will be complete, and the new steam generators placed in service at Callaway, by the end of 2005.   Consequently, AmerenUE anticipates that this large project will have been completed well before June 30, 2006. 

Bulleted Item 4.  AmerenUE anticipates that by June 1, 2005 it will place in service two CTGs for a total of 330 MW at the Venice plant.

Bulleted Item 5.   AmerenUE has already undertaken numerous transmission projects to increase import capability.  Further, AmerenUE expects to have made the transmission-related upgrades contemplated by the Stipulation by June 30, 2006.

13.
Efforts Undertaken for Regulatory Approvals Regarding Pinckneyville & Kinmundy – Regulatory Overview.  Since the Stipulation was approved by the Commission’s Order of July 22, 2002, AmerenUE has undertaken significant efforts to obtain the regulatory approvals to transfer the Pinckneyville and Kinmundy CTGs from AEG to AmerenUE.   This undertaking has been a huge project which has involved hotly contested filings at the Illinois Commerce Commission (“ICC”) and at the FERC.    Opposition from the ICC Staff required AmerenUE to withdraw its application and instead pursue the transfer of its Illinois service territory (i.e. the Metro East transfer) to its affiliate Central Illinois Public Service Company d/b/a AmerenCIPS.    

The Metro East transfer would result in AmerenUE no longer being an Illinois utility.  This would moot the opposition from the ICC Staff who would then be indifferent to a generation infusion into a non-Illinois electric utility.  However, in the absence of ICC jurisdiction over AmerenUE’s acquisition of the CTGs, AmerenUE would require the approval of the Securities and Exchange Commission (“SEC”) under provisions of the Public Utility Holding Company Act (“PUHCA”) to acquire the CTGs.
 AmerenUE expects that the SEC will grant this approval once, and if, approval from this Commission is obtained.    

AmerenUE is part of a registered public utility holding company system and therefore is subject to extensive regulation by the SEC under PUHCA.  As referenced above, when there is no state approval for an acquisition of “utility assets,” which would include generating assets that are in service, by a subsidiary of a registered holding company, then SEC approval for such acquisition is required.  Once AmerenUE was no longer an Illinois utility it would not need to seek ICC approval.   Further, AmerenUE would not need, and would not seek, any approval from this Commission for approval to acquire the Pinckneyville and Kinmundy CTGs from AEG, although if such permission from this Commission had been required AmerenUE would have expected it to be granted given the Commission’s support of these transfers as referenced above and as discussed in more detail below.

Also, PUHCA requires SEC approval for the transfer of the Metro East assets from AmerenUE to AmerenCIPS.  Consequently, AmerenUE requires SEC approval of the Metro East transfer, as well as for the acquisition of the Pinckneyville and Kinmundy CTGs.  An application seeking both approvals has been pending before the SEC since the fall of 2003.  The SEC has issued a notice of the application in the Federal Register, and no request for hearing was received during the notice period.  Moreover, the SEC staff on its own has not raised any material issues with the application.   The SEC will not  issue an order at this time pending Missouri’s issuance of a final order on the Metro East transfer, since the Missouri order is a required part of the record in the SEC proceeding.  Once the Missouri order is issued, the SEC is likely to issue a single order approving both transactions (i.e., the Metro East transfer and the acquisition of the CTGs) within a matter of a few weeks.  
The following provides a brief description of the ICC and FERC proceedings and the efforts undertaken by AmerenUE in those cases to obtain the approvals to have AEG transfer Pinckneyville and Kinmundy to AmerenUE.  Finally, we explain how the withdrawal of the ICC proceeding led to the need for the Metro East transfer.  All of this demonstrates that AmerenUE has indeed engaged in all commercially reasonable efforts to accomplish the Pinckneyville and Kinmundy transfers.

14.
Efforts relating to Pinckneyville and Kinmundy – ICC.  In February of 2003, AmerenUE filed its application for approval of the transfer of the Pinckneyville and Kinmundy units pursuant to Article VII of the Illinois Public Utilities Act.  (ICC Case No. 03-0083)  In 1997, the State of Illinois adopted legislation to develop a competitive market for the sale of electricity at retail and to allow for choice by retail customers as to their supply of electricity.    As part of this legislation, electric utilities were encouraged to transfer their generation to an affiliate or to a third party and to, in effect, become “wires” companies.   Over the next several years, most Illinois utilities did so, including AmerenCIPS.  However, AmerenUE did not seek to transfer its generation to an affiliate because AmerenUE provides service to most of its electric customers in Missouri and because Missouri has not adopted retail choice.  As a result, AmerenUE as a vertically integrated utility was at odds with Illinois policy.  AmerenUE’s desire to acquire ownership of additional generation led to opposition by the ICC Staff to AmerenUE’s application.  In particular, in April of 2003 the Staff filed testimony opposing the transfer.  AmerenUE’s application was also opposed by the NRG Companies (“NRG”), an Independent Power Producer (“IPP”) desiring to serve customers in Illinois and Missouri.  

As a result of the opposition from the ICC Staff and NRG, AmerenUE withdrew its application on May 30, 2003.   In support of its Notice of Withdrawal, AmerenUE stated as follows:

The concerns expressed by the Staff of the Commission regarding AmerenUE’s means of satisfying its capacity needs, juxtaposed with the Missouri Public Service Commission’s views of the appropriate means of meeting capacity obligations, have demonstrated to AmerenUE the difficulty of a single company operating as an electric utility in both regulated and unregulated jurisdictions.  Accordingly, AmerenUE has determined to limit its operations to the State of Missouri, while another Ameren affiliate, [AmerenCIPS] will succeed to AmerenUE’s Illinois retail utility business.





(Notice, p. 1)

On July 23, 2003, the ICC issued an order allowing the withdrawal and dismissing the proceeding in Case No. 03-0083.

15.
Efforts relating to Pinckneyville and Kinmundy –FERC.  On February 5, 2003, AmerenUE and AEG filed an application with the FERC under Section 203 of the Federal Power Act seeking approval to transfer Pinckneyville and Kinmundy to AmerenUE.   (FERC Docket No. EC03-53)  As with the ICC proceeding, AmerenUE’s FERC application drew intense opposition to this proposed affiliate transaction.   As with Illinois, the opposition primarily came from parties that wanted to supply power to AmerenUE, and who claimed that the proposed transfer would be harmful to the development of competitive power markets.  

In particular, AmerenUE’s application was opposed by the Electric Power Supply Association (“EPSA”), a trade industry representing IPPs, and by NRG, which as noted above had opposed the ICC application.  This opposition levered off of the fact that just before AmerenUE filed its application, the FERC had announced a new, more stringent test for reviewing such intra-corporate transfers of generation assets between affiliates.

In response, AmerenUE explained that the proposed transfer was consistent with the Stipulation approved in EC-2002-1.  In particular, AmerenUE explained it relied on the assumption that Section 4 of the Stipulation specifically allowed for AmerenUE to meet the targeted additional 700 MW of generating capacity by transferring AEG owned generation, and further that this was consistent with the preference expressed by this Commission and its Staff at various times that AmerenUE own generation as opposed to purchasing it from IPPs in the market.    The FERC, citing the supportive letters sent by this Commission to the FERC in Docket No. EC03-53, took that preference into account as evidenced by its Order approving the Pinckneyville and Kinmundy transfers.
  
By order issued May 3, 2003, the FERC set the application for hearing on the issue of whether the proposed transfer would have an adverse effect on competition.
  Based in part on the Stipulation and the preference of Missouri, the FERC’s trial staff supported AmerenUE’s proposal to transfer the generation.  On July 28, 2003--nearly a year and a half after the filing of the application--the FERC finally issued an order affirming the decision of the administrative law judge finding no adverse effect on competition and approving the transfer.
    

To obtain this favorable ruling, AmerenUE incurred significant expenses over an eighteen month period for outside attorneys’ fees (approximately $1.85 million) plus substantial expense for expert testimony and other support.  This included extensive discovery, responding to hundreds of data requests, the issuance of subpoenas, defending and taking numerous depositions, and the preparation of Company and outside expert witness prepared written testimony.  The hearing before the administrative law judge occurred from October 14 through October 23, 2003, resulting in a total record of over 135 prefiled and hearing exhibits and 1,994 transcript pages. Numerous in-house Ameren personnel devoted thousands of hours in order to present its case to the FERC.  Ameren personnel, and its outside attorneys and experts, also prepared and submitted pre- and post-hearing briefs and other pleadings throughout the course of the proceeding.
The letters of support filed by this Commission were clearly of significant help in obtaining a favorable FERC order, and AmerenUE appreciates the Commission’s support in this matter. 

16.
Efforts relating to Pinckneyville and Kinmundy – The Missouri Metro East Proceeding.  Now that FERC has approved the Pinckneyville and Kinmundy transfer, there are no more regulatory approvals required except for the Metro East transfer pending before this Commission (noting that SEC approval will follow).  AmerenUE has obtained approvals for the Metro East transfer  from the ICC and also from FERC.
  (ICC Docket Nos. 00-0650 and 03-0657; and FERC Docket No. EC04-21)   As noted above, and in other filings made in this docket, the Commission’s possible imposition of conditions relating to the second amendment to the JDA and relating to unknown, contingent, and unliquidated generation-related liabilities in effect would both force AmerenUE to give up the benefit of the bargain reflected by the Stipulation in Docket No. EC-2002-1, and to consider the Metro East transfer on commercially unreasonable terms.  It is notable those potential conditions would be imposed in the middle of a rate moratorium that itself was clearly a key component of the Stipulation.  In short, commercially reasonable efforts do not include giving up the benefit of that bargain, nor giving up AmerenUE’s right to decline to transfer the Metro East service territory absent the issuance by the Commission of a lawful and reasonable order with respect thereto.  
Conclusion.
17.
With regard to its efforts to meet the commitments made in the Stipulation, including obtaining the regulatory approvals for Pinckneyville and Kinmundy, and then for Metro East, AmerenUE respectfully submits that it is beyond any reasonable dispute that it has undertaken commercially reasonable efforts to honor its commitment.    In any case, as discussed above, AmerenUE has already undertaken significant efforts to meet the commitment, and is continuing to engage in substantial efforts that will allow it to complete other projects so be in full compliance with its commitment to use commercially reasonable efforts to make the investments by June 30, 2006.  

Consequently, if Pinckneyville and Kinmundy and Metro East can be transferred, the targeted levels of investment, in terms of both dollars and MWs, will clearly be reached and AmerenUE’s commitments will have been met.  If those transfers cannot occur, AmerenUE will have in any event met its commitment by having undertaken commercially reasonable efforts to complete those transfers and, as noted above, AmerenUE expects to have spent more than $2 billion on infrastructure investments even without Pinckneyville and Kinmundy.  The Company therefore has no alternative plans to meet any further commitment under the Stipulation in the event those transfers do not occur.

WHEREFORE, having filed the required analyses relating to Scenarios 3 and 4, and having provided the required discussion relating to Pinckneyville and Kinmundy, AmerenUE again respectfully requests that the Commission clarify whether indeed an analysis relating to Scenario 1 should be provided in light of the considerations discussed in AmerenUE’s Initial Reply 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 6, 2005
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	2005
	2006
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	2014
	2015
	2016
	2017
	2018
	2019
	2020
	2021
	2022
	2023
	2024

	Native Market Sold (GWh)
	34046
	34976
	35468
	35821
	35585
	35919
	36396
	37090
	37479
	37777
	38208
	38677
	39047
	39444
	39947
	40305
	40667
	41032
	41400
	41771

	to MO retail
	33428
	34345
	34827
	35169
	35585
	35919
	36396
	37090
	37479
	37777
	38208
	38677
	39047
	39444
	39947
	40305
	40667
	41032
	41400
	41771

	to MO wholesale
	618
	631
	642
	653
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	Off-System Sold (GWh)
	7029
	6252
	6311
	6039
	6886
	6648
	7078
	7665
	7414
	7108
	7541
	7391
	7127
	7263
	7187
	6586
	7111
	7111
	7111
	7111

	Off-System Bought (GWh)
	17
	30
	26
	39
	20
	24
	1
	0
	0
	1
	1
	4
	4
	10
	10
	15
	8
	8
	8
	8

	Off-System Purchase Cost ($)mm
	$1.0
	$2.0
	$1.4
	$1.9
	$1.1
	$1.4
	$0.0
	$0.0
	$0.0
	$0.1
	$0.1
	$0.2
	$0.3
	$0.7
	$0.7
	$1.2
	$0.8
	$0.8
	$0.8
	$0.8

	Off-System Production Cost ($mm)
	$81
	$78
	$83
	$80
	$93
	$95
	$103
	$115
	$117
	$118
	$127
	$133
	$134
	$136
	$146
	$138
	$137
	$137
	$137
	$137

	Total Production Cost ($mm)
	$679
	$700
	$730
	$750
	$772
	$795
	$830
	$869
	$897
	$920
	$947
	$985
	$1,012
	$1,037
	$1,081
	$1,103
	$1,113
	$1,123
	$1,133
	$1,143

	Native Production Cost ($mm)
	$598
	$623
	$648
	$670
	$679
	$700
	$727
	$754
	$780
	$801
	$821
	$852
	$878
	$901
	$935
	$965
	$976
	$986
	$996
	$1,006

	for MO retail
	$585
	$609
	$634
	$655
	$679
	$700
	$727
	$754
	$780
	$801
	$821
	$852
	$878
	$901
	$935
	$965
	$976
	$986
	$996
	$1,006

	for MO wholesale
	$13
	$13
	$14
	$14
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0

	Off-System Revenue ($mm)
	$244
	$212
	$213
	$203
	$238
	$238
	$284
	$324
	$332
	$335
	$368
	$379
	$379
	$386
	$411
	$392
	$389
	$389
	$389
	$389

	Native Margin ($mm)
	$155
	$128
	$119
	$114
	$135
	$137
	$175
	$204
	$210
	$212
	$238
	$242
	$241
	$247
	$261
	$251
	$248
	$248
	$248
	$248

	to MO retail
	$152
	$125
	$117
	$112
	$135
	$137
	$175
	$204
	$210
	$212
	$238
	$242
	$241
	$247
	$261
	$251
	$248
	$248
	$248
	$248

	to MO wholesale
	$3
	$3
	$3
	$2
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0

	SO2 Emissions Cost ($mm)
	$46.2
	$43.7
	$43.2
	$42.5
	$39
	$26
	$23
	$21
	$21
	$19
	$14
	$14
	$14
	$14
	$15
	$14
	$14
	$14
	$14
	$14

	Native SO2 Emissions Cost ($mm)
	$38.3
	$37.1
	$32.1
	$33.4
	$29.6
	$19.6
	$17.5
	$15.5
	$15.1
	$14.3
	$10.0
	$10.4
	$10.6
	$10.4
	$10.8
	$11.0
	$10.7
	$10.7
	$10.8
	$10.8

	for MO retail
	$37.5
	$36.3
	$31.4
	$32.7
	$30
	$20
	$17
	$15
	$15
	$14
	$10
	$10
	$11
	$10
	$11
	$11
	$11
	$11
	$11
	$11

	for MO wholesale
	$0.8
	$0.8
	$0.7
	$0.7
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0

	NOx Emissions Cost ($mm)
	$0.01
	$0.03
	$30.2
	$20.5
	$20
	$14
	$13
	$13
	$13
	$12
	$9
	$10
	$10
	$10
	$10
	$10
	$10
	$10
	$10
	$10

	for MO retail
	$0.0
	$0.0
	$29.6
	$20.1
	$20
	$14
	$13
	$13
	$13
	$12
	$9
	$10
	$10
	$10
	$10
	$10
	$10
	$10
	$10
	$10

	for MO wholesale
	$0.0
	$0.0
	$0.6
	$0.4
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0

	Off-System Emissions Cost ($mm)
	$8
	$7
	$11
	$9
	$10
	$6
	$6
	$6
	$5
	$5
	$4
	$4
	$4
	$4
	$4
	$3
	$4
	$4
	$4
	$3

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Energy Cost, $/MWH
	$14.12
	$15.21
	$16.65
	$17.01
	$16.70
	$16.65
	$15.99
	$15.59
	$15.94
	$16.30
	$15.77
	$16.29
	$16.82
	$17.11
	$17.42
	$18.27
	$18.41
	$18.49
	$18.56
	$18.64

	Embedded Cost, $/MWH
	$50.09
	$48.75
	$48.08
	$47.61
	$48.06
	$47.62
	$46.99
	$46.11
	$45.63
	$45.27
	$44.76
	$44.22
	$43.80
	$43.36
	$42.81
	$42.43
	$42.06
	$41.68
	$41.31
	$40.95

	New Capacity Charge, $/MWH
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00
	$0.00
	$5.41
	$5.31
	$5.26
	$5.21
	$5.15
	$5.57
	$5.52
	$5.46
	$5.86
	$5.80
	$5.98
	$6.11
	$6.23
	$6.17

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Total Cost, $/MWH
	$64.21
	$63.96
	$64.73
	$64.63
	$64.77
	$64.26
	$68.40
	$67.01
	$66.83
	$66.79
	$65.69
	$66.08
	$66.14
	$65.94
	$66.09
	$66.51
	$66.45
	$66.28
	$66.11
	$65.76


	Noranda Analysis - Native Load Method

	Scenario 4 - Noranda Case - Acquire CTG Plant, Build PC & CTGs

	 
	2005
	2006
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	2014
	2015
	2016
	2017
	2018
	2019
	2020
	2021
	2022
	2023
	2024

	Native Market Sold (GWh)
	36750
	38923
	39492
	39891
	39598
	39964
	40393
	40995
	41390
	41842
	42215
	42629
	43108
	43471
	43898
	44374
	44855
	45342
	45834
	46331

	to MO retail
	36132
	38292
	38850
	39239
	39598
	39964
	40393
	40995
	41390
	41842
	42215
	42629
	43108
	43471
	43898
	44374
	44855
	45342
	45834
	46331

	to MO wholesale
	618
	631
	642
	653
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	Off-System Sold (GWh)
	5628
	5043
	4843
	4853
	5796
	5283
	6135
	7219
	6852
	6246
	6873
	6646
	6253
	6386
	6227
	5654
	6233
	6233
	6233
	6233

	Off-System Bought (GWh)
	202
	142
	156
	229
	90
	95
	58
	11
	12
	9
	6
	15
	17
	27
	21
	89
	34
	34
	34
	34

	Off-System Purchase Cost ($)mm
	$12.6
	$8.1
	$8.3
	$10.4
	$4.5
	$4.9
	$2.4
	$0.6
	$0.7
	$0.5
	$0.4
	$0.9
	$1.0
	$1.7
	$1.3
	$5.4
	$2.8
	$2.8
	$2.8
	$2.8

	Off-System Production Cost ($mm)
	$68
	$65
	$69
	$69
	$86
	$85
	$98
	$118
	$122
	$118
	$131
	$134
	$134
	$135
	$143
	$133
	$136
	$136
	$136
	$136

	Total Production Cost ($mm)
	$695
	$735
	$771
	$796
	$822
	$846
	$882
	$929
	$961
	$986
	$1,018
	$1,052
	$1,085
	$1,110
	$1,152
	$1,179
	$1,192
	$1,204
	$1,218
	$1,231

	Native Production Cost ($mm)
	$627
	$670
	$702
	$727
	$737
	$761
	$784
	$811
	$840
	$868
	$887
	$919
	$950
	$975
	$1,010
	$1,046
	$1,056
	$1,069
	$1,082
	$1,095

	for MO retail
	$615
	$657
	$689
	$713
	$737
	$761
	$784
	$811
	$840
	$868
	$887
	$919
	$950
	$975
	$1,010
	$1,046
	$1,056
	$1,069
	$1,082
	$1,095

	for MO wholesale
	$12
	$13
	$13
	$14
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0

	Off-System Revenue ($mm)
	$197
	$161
	$157
	$159
	$196
	$185
	$244
	$303
	$306
	$297
	$339
	$343
	$338
	$343
	$360
	$344
	$346
	$346
	$346
	$346

	Native Margin ($mm)
	$123
	$91
	$79
	$83
	$102
	$95
	$141
	$180
	$180
	$175
	$204
	$206
	$200
	$205
	$214
	$209
	$207
	$207
	$207
	$207

	to MO retail
	$120
	$89
	$78
	$81
	$102
	$95
	$141
	$180
	$180
	$175
	$204
	$206
	$200
	$205
	$214
	$209
	$207
	$207
	$207
	$207

	to MO wholesale
	$2
	$2
	$1
	$2
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0
	$0

	SO2 Emissions Cost ($mm)
	$48.2
	$46.9
	$46.1
	$45.5
	$42
	$28
	$25
	$23
	$22
	$21
	$15
	$15
	$15
	$15
	$15
	$15
	$15
	$15
	$15
	$15

	Native SO2 Emissions Cost ($mm)
	$41.8
	$41.5
	$37.4
	$38.1
	$33.8
	$22.5
	$19.9
	$17.4
	$17.0
	$16.1
	$11.2
	$11.6
	$11.9
	$11.6
	$12.0
	$12.3
	$12.0
	$12.0
	$12.0
	$12.1

	for MO retail
	$41.0
	$40.8
	$36.7
	$37.4
	$33.8
	$22.5
	$19.9
	$17.4
	$17.0
	$16.1
	$11.2
	$11.6
	$11.9
	$11.6
	$12.0
	$12.3
	$12.0
	$12.0
	$12.0
	$12.1

	for MO wholesale
	$0.8
	$0.8
	$0.7
	$0.7
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0

	NOx Emissions Cost ($mm)
	$0.0
	$0.0
	$33.0
	$22.6
	$22
	$15
	$14
	$14
	$14
	$13
	$10
	$11
	$11
	$11
	$11
	$11
	$11
	$11
	$11
	$11

	for MO retail
	$0.0
	$0.0
	$32.4
	$22.1
	$22.4
	$15.4
	$14.2
	$13.8
	$13.7
	$13.2
	$10.3
	$10.7
	$10.5
	$10.6
	$10.9
	$10.8
	$10.7
	$10.7
	$10.7
	$10.7

	for MO wholesale
	$0.0
	$0.0
	$0.6
	$0.4
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0
	$0.0

	Off-System Emissions Cost ($mm)
	$6
	$5
	$9
	$7
	$8
	$5
	$5
	$5
	$5
	$4
	$4
	$3
	$3
	$3
	$3
	$3
	$3
	$3
	$3
	$3

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Energy Cost, $/MWH
	$15.18
	$16.11
	$17.71
	$17.88
	$17.56
	$17.73
	$16.82
	$16.17
	$16.70
	$17.28
	$16.70
	$17.27
	$17.95
	$18.25
	$18.67
	$19.51
	$19.50
	$19.57
	$19.65
	$19.72

	Embedded Cost, $/MWH
	$46.40
	$43.79
	$43.16
	$42.73
	$43.19
	$42.80
	$42.34
	$41.72
	$41.32
	$40.88
	$40.51
	$40.12
	$39.68
	$39.34
	$38.96
	$38.54
	$38.13
	$37.72
	$37.32
	$36.92

	New Capacity Charge, $/MWH
	$0.00
	$0.65
	$1.03
	$1.02
	$1.03
	$1.02
	$5.89
	$5.80
	$5.75
	$5.68
	$5.63
	$6.01
	$5.95
	$5.90
	$6.26
	$6.19
	$6.29
	$6.38
	$6.32
	$6.65

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Total Cost, $/MWH
	$61.58
	$60.55
	$61.90
	$61.63
	$61.78
	$61.55
	$65.05
	$63.69
	$63.77
	$63.84
	$62.85
	$63.40
	$63.57
	$63.49
	$63.89
	$64.25
	$63.92
	$63.68
	$63.28
	$63.29

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Diff:  Noranda less No Noranda
	-$2.63
	-$3.41
	-$2.83
	-$2.99
	-$2.99
	-$2.71
	-$3.35
	-$3.31
	-$3.06
	-$2.96
	-$2.84
	-$2.68
	-$2.57
	-$2.44
	-$2.19
	-$2.27
	-$2.53
	-$2.60
	-$2.83
	-$2.48

	Percent Difference
	-4.1%
	-5.3%
	-4.4%
	-4.6%
	-4.6%
	-4.2%
	-4.9%
	-4.9%
	-4.6%
	-4.4%
	-4.3%
	-4.1%
	-3.9%
	-3.7%
	-3.3%
	-3.4%
	-3.8%
	-3.9%
	-4.3%
	-3.8%

	NPV of Total Cost, $/MWH
	2005-24
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Scenario 4 - Noranda
	$62.68
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Scenario 3 - No Noranda
	$65.55
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Scenario 4 less Scenario 3
	-$2.87
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Average Cost Difference, $/MWH
	2005
	2006
	2007
	2008
	2005-14
	2005-24
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Scenario 4 less Scenario 3
	-$2.63
	-$3.41
	-$2.83
	-$2.99
	-$3.02
	-$2.78
	
	
	
	
	
	
	
	
	
	
	
	
	
	


� Though not entirely clear from the Order, the Company assumes that the Commission’s reference to 4 CSR 240-22 does not mean 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, and the Company is proceeding on the basis of that understanding.


� Scenario 4 is the case where the Metro East transfer is completed and AmerenUE does serve Noranda on June 1, 2005.


� Scenario 3 is the case where the Metro East transfer occurs, but AmerenUE does not serve Noranda on June 1, 2005.


� Twenty years is the minimum planning period prescribed by the Commission’s Electric Utility Planning rule.


� Through just September 30, 2004, nearly two years before June 30, 2006, AmerenUE has already invested nearly $1.4 billion in such infrastructure.


�	See Section 9(a)(1) of PUHCA, which generally requires SEC approval for the acquisition of “utility assets” by a utility subsidiary of a registered holding company.  However, under Section 9(b)(1) of PUHCA, if a state commission approves such acquisition, then SEC approval is not required.


� 	Neither Section 4 nor any other Section of the Stipulation requires any Commission approval prior to the transfer at net book value of existing generation from an affiliate to AmerenUE.  This is consistent with the Commission’s practice of reviewing the prudence of resource investment decisions not requiring a certificate in a rate case.  Further, this is consistent with the Commission’s resource planning rules which make clear that compliance with the rules are not to be construed to result in Commission approval of the utility’s resource plans, resource acquisition strategies or investment decisions.  4 CSR 22.010(1).


� Cinergy Servs., Inc., 102 FERC ¶ 61,128, at P 23 (2003) (Cinergy).  The Cinergy order was issued on February 4, 2003, one day before the application in Docket No. EC03-53 was submitted, and well after the Company had entered into the Stipulation and completed the analyses that supported its purchase of the AEG assets.


� Ameren Energy Generating Co., 108 FERC ¶ 61,081 (2004) (“The Missouri Commission has participated in this proceeding through letters filed on March 18, 2003 (indicating that the proposed transfer was consistent with the Missouri Stipulation and that the Missouri Commission would protect Missouri retail customers from any adverse effects of the transfer) and on June 3, 2003 (stating that: (1) the option for AmerenUE to purchase generating plants from AEG was provided for in the Missouri Stipulation; (2) at the time of the Missouri Stipulation, AmerenUE’s ability to purchase generating units from AEG was a known and viable option for meeting AmerenUE’s infrastructure needs; and (3) the Missouri Commission prefers company-owned generation instead of power purchase agreements (PPAs) to meet Missouri load requirements and protect Missouri customers.”)  The following excerpt from this Commission’s June 3, 2003 letter to the FERC summarizes this Commission’s stated preference:  “The Missouri Commission prefers the surety and reliability of dedicated assets to meet Missouri load requirements to protect Missouri consumers from price spikes and curtailment issues. AmerenUE's application to purchase the generating units is consistent with this preference and with the rate case settlement and stipulation approved by the Missouri Commission, and the prudency of this transaction will be reviewed by the Missouri Commission. AmerenUE agrees that the Missouri Commission has the authority to fully analyze the prudency of this proposed transaction, including, but not limited to, the timing of the purchase, the amount of the purchase, the need for the purchase, and the appropriateness of the purchase in light of other options, including purchase on the market or acquisition of other assets. In exercising this authority, the Missouri Commission is confident that it can protect the interests of ratepayers and shareholders.”  AmerenUE agreed at the time, and continues to agree, with these statements.  Indeed, these statements apply with equal force to the Metro East transfer, and perhaps even more so, given that the generation that would be freed-up by the Metro East transfer is proven, reliable, baseload generation.








� Ameren Energy Generating Co., 103 FERC ¶ 61,128 (2003).  The FERC found that the proposed transfer satisfied its other requirements for such transfers.


� Ameren Energy Generating Co., 108 FERC ¶ 61,081 (2004).


� The FERC application was approved in Union Elec. Co. d/b/a AmerenUE, 105 FERC ¶ 62,186 (2003).
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