BEFORE THE PUBLIC SERVICE COMMISSION

OF THE STATE OF MISSOURI
In the Matter of the Application of Union Electric
)

Company, Doing Business as AmerenUE, for an
) 

Order Authorizing the Sale, Transfer and Assign-
)

 

ment of Certain Assets, Real Estate, Leased

)  Case No. EO-2004-0108

Property, Easements and Contractual Agreements
)

to Central Illinois Public Service Company, Doing
)

Business as AmerenCIPS, and, in Connection

)

Therewith, Certain Other Related Transactions.

)

PUBLIC COUNSEL’S RESPONSE TO

ORDER DIRECTING FILING


COMES now the Office of the Public Counsel (Public Counsel) and for its Response to the Public Service Commission’s (Commission’s) Order Directing Filing issued on January 28, 2005, states as follows:


1.
Union Electric Company d/b/a AmerenUE (Company or AmerenUE) has filed four responses to the Commission’s December 30, 2004 Order Directing Filing, which had requested a least cost analysis of four different scenarios showing the present worth of long-run costs.


AmerenUE’s Least Cost Analysis of Four Scenarios

2.
Due to resource limitations and the expedited schedule for responding to AmerenUE’s analysis, Public Counsel is unable to provide comprehensive feedback on the analysis that the Commission has required AmerenUE to perform.  In addition to the time limitations, the analysis performed by AmerenUE has been a “moving target” over the last several weeks with numerous “corrections” and “updates” being made to AmerenUE’s previously performed analysis.


3.
Public Counsel will comment upon several areas related to the analysis including: (1) AmerenUE’s selective updating of the analysis, (2) AmerenUE’s failure to properly perform the net present value or revenue requirements analysis ordered by the Commission, and (3) AmerenUE’s lack of support for the assumption that the timing of its next base load generating plant addition will be the same with and without the Noranda load.  Public Counsel will also comment on AmerenUE’s interpretation of its commitment to infrastructure improvements in the EC-2002-1 Stipulation and Agreement.

4.
AmerenUE’s Third Response to the Commission’s December 30, 2004 Order Directing Filing contains 10 pages of discussion regarding “updates” that AmerenUE has applied to its analysis.  The updates that AmerenUE chose to reflect in its analysis do not come close to providing a comprehensive update to the least cost analysis ordered by the Commission.  Public Counsel has suggested to AmerenUE over the last couple months that it update many of the inputs that AmerenUE used in its MIDAS analysis performed in the Noranda Case (Case No. EA-2005-0180).  The updates suggested by Public Counsel would also be relevant to all four of the scenarios analyzed by AmerenUE in response to the Commission’s order.  The updates suggested by Public Counsel that the Company has not incorporated in its analysis include: updated generation fuel costs (coal and natural gas), updated wholesale electric market price forward curve (should be consistent with other updates to coal prices, natural gas prices, etc.), updated SO2 allowance costs (these costs have increase dramatically above the level utilized by AmerenUE), updated NOX allowance costs, update analysis to reflect assumption that either the EPA’s Clean Air Interstate Rule or the proposed Clear Skies Legislation will go into effect over the 20-year period, updated environmental compliance capital expenditures and related changes in generation operating and maintenance costs.  Public Counsel has very little faith in the validity of the least cost calculations performed by AmerenUE given the highly selective nature of the inputs they have chosen to update. 

5.
The Commission’s order directed AmerenUE to analyze the various scenarios from “minimization of the present worth of long-run utility costs” perspective.  According to the Electric Utility Resource Planning Rule, this involves the calculation of the minimization of the present value of revenue requirements under the assumption that rates are adjusted on an annual basis.  An example of where AmerenUE’s analysis falls short in delivering the analysis requested by the Commission is the failure to adjust its annual revenue requirements analysis to reflect the differences in environmental compliance cost associated with adding or losing load due to the impact these load changes have on timing of the depletion of AmerenUE’s SO2 allowance bank.

6.
AmerenUE’s annual revenue requirement analysis improperly assumed that there is a cost to complying with SO2 environmental regulations, even while AmerenUE is able to utilize the bank of allowances that it acquired at zero cost due to its annual allocation of SO2 allowances from the EPA.  AmerenUE’s annual revenue requirements will not actually reflect any costs for the SO2 allowances that are used to cover its annual SO2 emissions until its bank is depleted.  Of course, adding a customer like Noranda Aluminum that will draw power from AmerenUE’s coal plants continuously every day of the year will accelerate the depletion of AmerenUE’s bank of allowances and hasten the day when AmerenUE must purchase allowances to cover its annual SO2 emissions and/or invest in costly emissions control equipment.  By improperly performing this annual revenue requirements analysis, AmerenUE has overstated any cost savings that may be associated with adding the Noranda load.  In load during meetings that AmerenUE had with the Staff and Public Counsel last November.  Public Counsel notified the Company of this flaw in its approach to analyzing changes.

7.
In AmerenUE’s Initial Response to the Commission’s December 30, 2004 Directing Filing, the Company asserts on page 6 that “AmerenUE will not need to add any other capacity, or accelerate the addition of other capacity, including base load capacity, as a result of serving Noranda.”  This same AmerenUE pleading references Mr. Voytas’ direct testimony in Case No. EA-2005-0180 for support, but his testimony merely refers to some outdated asset mix optimization studies that do not reflect the Noranda load.  The timing of any base load generating plant additions will obviously have a tremendous impact on the study results due to changes in rate base, operating costs, off system sales, etc.  AmerenUE’s failure to utilize any updated asset mix optimization studies in association with the scenario analysis ordered by the Commission raises very serious questions about the validity of AmerenUE’s analysis.

Alternative Plans to Meet Infrastructure Commitments

8.
Another area in which Company fails to supply the information requested by the Commission relates to “any alternate plans that it has to meet its infrastructure commitments contained in the Stipulation and Agreement approved in Docket No. EC-2002-1.”  Commission’s December 30, 2004 Order Directing Filing, p. 2.  Company apparently has no alternative plans to meet its infrastructure commitments pursuant to the rate case settlement, according to Company’s January 6, 2004 Response to the Commission.  Ibid, pp. 6-7, pp. 18-19.  

9.
The relevant portion of the EC-2002-1 Stipulation and Agreement provides as follows:

Timely Infrastructure Investments

UE commits 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.  This commitment includes the completion or substantial completion of the following construction 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… 
Ibid, pp. 5-6.

This very important component of the settlement of the earnings complaint against Company’s rates requires that Company undertake commercially reasonable efforts to make energy infrastructure investments of at least $2.25 billion, but does not specifically require that Company make commercially reasonable efforts to secure the Pinckneyville and Kinmundy units.  


10.
AmerenUE interprets its commitment thusly:


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.

Company Response, filed on January 6, 2005, p. 18.  

Public Counsel strongly disagrees with this interpretation of the Stipulation.  The settlement agreement did not require Company to simply make the effort to secure the specific energy investments that Company wants to make.  Rather the Stipulation requires an overall effort to secure energy infrastructure investments including at least “700 MW of new regulated generating capacity” before June 30, 2006 from a variety of eligible resources.  Company should not be relieved of this obligation simply because its first choice of resources does not work out.  Public Counsel believes that a prudently run utility would have alternative plans if the Pinckneyville/Kinmundy transfer is not completed.  

Respectfully submitted,
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