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Overview
My testimony responds to Staff witness Lena M. Mantle’s testimony concerning weather normalization and Staff witness Michael S. Proctor’s testimony concerning capacity reserves.  The result of both Ms. Mantle and Dr. Proctor’s seriously flawed work is a total reduction in the Company’s annual revenue requirement of approximately $30 million.

Weather Normalization


A.
Weather Normalization Adjustment to Test Year Sales

Ms. Mantle is sponsoring the Staff’s adjustment to normalize the Company’s test year sales of electricity to account for abnormal weather experienced during the test year.  Although she proposes to reduce test year sales to account for unusual weather, she has not reduced those sales sufficiently, due to her use of an unconventional and inappropriate method of calculating the normal temperature for each day of the test year.  The Staff invented this “ranking” method of calculating normal temperatures for the specific purpose of minimizing the weather normalization adjustment for electric utilities.  In this case, use of the Staff’s method of calculating normal temperatures reduces the Company’s revenue requirement by approximately $19 million per year.


Under the Staff’s flawed methodology for calculating normal temperatures, all the days in each year of a 30-year base period are ranked from hottest to coldest.  Then the Staff calculates an average temperature for the hottest day in each year, the second hottest day in each year, etc.  Finally, the weather normalization adjustment is developed by comparing these ranked averages to the temperatures during each ranked day of the test year.  This convoluted procedure has the effect of minimizing the adjustment.


The Company’s proposed method for calculating normal temperature, on the other hand, is based on the common sense notion that the average temperature for each day should be the average temperature experienced on that day during each year of the 30-year base period.  In other words, the average temperature for January 1 is the average temperature experienced on January 1 during the base period.  This straightforward methodology for determining normal temperatures is endorsed by the National Oceanic and Atmospheric Administration (NOAA), and it is widely accepted throughout the country.  This method of calculating normal temperature neither minimizes nor maximizes the weather normalization adjustment, and is therefore more reasonable than the Staff’s methodology.  


No authorities on weather normalization other than the Staff, and no jurisdictions outside Missouri, endorse the unconventional and punitive weather normalization methodology proposed by the Staff in this case.  In fact, the Commission does not use the methodology to weather normalize the sales of gas and water utilities in Missouri. Moreover, Ms. Mantle has provided no support whatsoever for her weather normalization adjustment to test year sales.  In less than two pages of direct testimony addressing the subject, she states only that she agrees with the calculation of the weather adjustment provided to her by the Company.  At Ms. Mantle’s request, the Company ran its Hourly Electric Load Model (“HELM”) computer program to calculate test year weather normalized sales using the Staff’s preferred weather normalization methodology, but the Company did not and does not endorse that methodology.  Consequently, Ms. Mantle’s weather normalization adjustment is completely unsupported and must be rejected.


B.
Weather Normalization of Hourly Net System Loads

Ms. Mantle is also supporting the weather normalization of hourly net system loads using the Staff’s own computer model on hourly load data provided by the Company.  The Staff calibrated the results of the weather normalized hourly system loads to correspond with Ms. Mantle’s proposed weather normalized sales developed from the HELM model.  The hourly net system loads were then used by Staff Witness Leon C. Bender in his production cost model.  

Ms. Mantle’s calculation of weather normalized hourly loads is fraught with errors.  First of all, as part of her analysis, she used St. Louis temperatures to weather normalize Ameren Energy Marketing Company’s (AEM) Illinois loads, even though temperatures in the territory where AEM operates are significantly cooler.  Ms. Mantle admitted that a temperature difference of this magnitude would almost certainly have a significant impact on her analysis.  Second, as part of her analysis, she calibrated the output of two inconsistent models—the HELM model and the Staff model used to weather normalize the hourly load data.  This resulted in an adjustment of approximately 1% to the hourly load data, which is a significant adjustment given the size of the loads on the Ameren system.  Ms. Mantle also used an incorrect energy loss multiplier in her calculations.  Finally, she failed to perform adequate checks on the reasonableness of her results.  For example, even a cursory review of her testimony shows that the weather normalization adjustment for June, 2001 is in the wrong direction.  In addition, the test year weather normalized system peak she has calculated for AmerenUE is significantly different between her July 2001 testimony and her March 2002 testimony.  Her method of calculating system peak demand is also inconsistent with the method the Company is required to use to calculate system peak for resource planning purposes by the Mid‑America Interconnected Network Guide No. 4.  For all these reasons, Ms. Mantle’s weather normalization adjustments should be rejected, and the Company’s proposed normalization adjustment should be adopted.
Capacity To Meet Reserves for 2001

Dr. Proctor has engaged in an improper, hindsight attack on the Company’s power contract for 2001 with its affiliate, Ameren Energy Marketing Company (AEM).  The impact of his proposal on AmerenUE is approximately $10 million.

Dr. Proctor contended that the AEM-UE contract involved affiliate abuse, and that as a result UE should pay AEM the lower of cost or market.  Dr. Proctor’s contentions amount to an improper, hindsight attack on the power contract because the contract was the result of a competitive bidding process, which Staff helped develop, and because the contract was approved by the FERC.

This contract was the result of a Request for Proposal (RFP) in full compliance with a prior order of the Missouri Commission.  Dr. Proctor reviewed the RFP prior to its issuance, and led the Company to believe that it was adequate.  The AEM‑UE contract was also approved by the FERC which concluded 1) that there was no affiliate abuse and 2) that the market prices reflected in the contract were appropriate.

Surprisingly, Dr. Proctor chose to ignore the multitude of evidence pointing to a reasonable RFP process and a fair evaluation of all bids received.  This evidence included the following:  1) the use of an independent outside consultant to receive, analyze, and evaluate all bids; 2) the FERC approval of the UE-AEM contract; 3) benchmark analysis which the Company performed showing that the prices in the AEM contract were reasonable compared to other market alternatives; 4) the fact that UE also entered into a power supply agreement with a non-affiliate with similar provisions; and 5) Dr. Proctor’s direct involvement in the development of the RFP.

To correct the alleged affiliate abuse, Dr. Proctor recommended that a lower of cost or market standard be applied to the cost of the capacity and energy purchased from AEM.  Dr. Proctor contended that the “normalized” cost of the capacity and energy to meet UE’s planning reserves during the test year was the cost of certain combustion turbine generators (CTGs) that the Company’s affiliate, Ameren Energy Generating Company (AEG) built.  Costs of other CTGs built by AEG during the same period, as well as market conditions and prices, were totally ignored by Dr. Proctor in his assessment of the normalized cost of planning reserves.  

Dr. Proctor further acknowledged that his lower of cost or market principle derived from the Commission’s affiliate rules, which are not yet effective as to the Company.  Dr. Proctor specifically acknowledged that he in effect applied the affiliate rules to the Company when the Company is not currently subject to them.  Further, the lower of cost or market proposal in effect amounts to an additional condition imposed on the Company beyond the RFP requirement in the Commission’s prior order.

Dr. Proctor’s after the fact, hindsight attack on the AEM-UE contract for 2001 is not only improper but it also creates regulatory uncertainty for the Company in its efforts to acquire generation resources.  The Commission should reject Dr. Proctor’s lower of cost or market recommendation as fundamentally unfair and improper in this case.
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