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1 BEFORE THE PUBLIC SERVICE COMMISSION 1 STIPULATION :
OF THE STATE OF MISSQURI 2 IT IS HEREBY STIPULATED AND AGREED by ancﬁ
g 3 between counsel for the parties that this deposition ;
4 Inthe Matter of Union Electric ) 4 may be taken in shorthand by Susan M, Fiala, :
Company d/b/a AmerenUE for ) 5 Certified Court Reporter, Registered _Professional ;
5 Authority to File Tariffs ) © Reporter, and afterwards tran_scnbed into printing, :
Increasing Rates for Electric ) Cause No. 7 and signature by the witness is reserved.
6 Service Provided to Customers in) ER-2007-0002 8 MICHAEL PROCTOR,
. 22’3 Company's Missouri Service } 9 of lawful age, being first duly swom to tell the
rea. -
10 truth, the whole truth and nothing but the truth
g ’ :
5 11 deposes and says as follows: ;
10 DEPOSITION OF MICHAEL PROCTOR, produced, 12 EXAMINATION BY MR. LOWERY:
11 sworn, and examined on the 12th day of January, 2007, 13 Q. Good moming, Dr. Proctor.
12 at AmerenUE, 101 Madison Street, in the City of 14 A. Good morming. X
13 lefferson City, State of Missouri, before Susan M. 15 Q. You've been deposed before, correct? i
14 Fiala, Certified Court Reporter, Registered 16 A. Yes. Ihave. 1'%
15 Professional Reporter, within and for the State of 17 S ’ 1t ber of ti L ;
16 Missouri, in & certain causé now pending Before The Q. So sivcra times r -~ & number of times; 1s i
17 Public Service Commission of The State of Missouri, 18 that correct? ;
18 In the Matter of Union Electric Company d/b/a 19 A. More than once, i
19 AmerenUE for Authority to File Tariffs Increasing 20 Q. Well, I'll go over a couple ground rules !
20 Rates for Electric‘Service Provided to Customers in 21 anyway, although it's probably redundant with vou.
21 the Company's Missouri Service Area yway & P Y Y :
‘ 22 You're probably familiar with these. Obviously, it :
? 3
gg 23 doesn't do any good if you nod or non-verbal answers 3{
24 24 are not -- the court reporter can't pick those up.
25 25 AndTil try not to talk over you if you'll try not
Page 3 Page 5
! APPEARANCES: 1 1o talk over me. A ;
3 ™ Do S Commisin 0N 2 Obviously, Mr. Dottheim has a right to
o SieolMisou 3 object to questions that 1 may pose, but unless he %
Gavemor Office Buiding 4 directs you not to answer the question on the grounds
S 310360 5 ofprivilege, after he lodges his objection, of
S o LR R ENUE: & course, you can go ahead and answer lthe question, ;
,  SmLwsllr 7 If you need to take a break, obviously, just f
. [C]illySCa;;:;J l_au.:i]:dé::rg I 8 ask and we'll do that. T assume you're not taking
Columi, Misstust €5305-0915 9 any medication that would interfere with your ability ;
11 ALSH Pare 10 to truthfully answer the questions and understand the |
s m:_ gma‘;mmg‘gmﬁ 11 questions I'm posing, correct? o
L, Mo g:mswswépsc 12 A. Tam not taking any medication that would
1 Mr. Gary Wicss, AmerenlUE 13 cause me difficulties today.
R A i 1 14 Q. Andthere's no other reason that you know of
18 INDEX 15 that would cause you not to be able to understand the
P amintion by M. Lowery psge 04 16 questions that I'm asking you?
A e 17 A. That's correct.
pp o mten by Hn et e 18 Q. Ifyoudon't understand a question, I'm not
1s BXRABITS 19 clear about something -- or in your mind I'm not
2 DTS.G;:'% 3}'\::” " Fage 06 20 clear,' just tell me, an_d I'll try to rephrase the
21 D?;?;::Icino?g:b:siinn; Page 06 21 question and clarlfy 1t.
22 ) ‘pl 22 A. Okay.
23 ot Res) 23 MR. DOTTHEIM: Mr. Lowery, excuse me. I'm
#4 (Buibis auached o oiginal Manscript and 24 sorry. Have we activated the phone call or are we
25 25 going to do that?

2 (Pages 2 to 95)
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1 MR. LOWERY: Well, you know, actually, 1 i Q. Okay. So you don't have all of that today
Z  don't think we got a number, and I didn't get any 2 available?
3 request from anybedy. 3 A. No,[donot.
4 MR. DOTTHEIM: Okay. That's fine. Excuse 4 Q. Are there particular data request responses
5 me for interrupting. 5 from the company that you relied upon in connection
6 MR. LOWERY: No. No problem. No problem. 6 with any analyses that you did or in connection with
7 Q. (By Mr. Lowery) Dr. Proctor, did you bring a 7 the preparation of your testimony?
8  copy -- a clean copy of your testimony with you 8 A. Yes, there were.
9 today? 9 Q. Do you know what those are?
10 A. Yes, 1 did. 10 A. ]believe -- I don't memorize these numbers
11 Q. Would you mind if I go ahead and mark that? 11 wvery well so --
12 We'll just talk maybe -- 12 Q. Sure.
13 MR. LOWERY: Mark that, please. 13 A, --letme take a look at my responses.
14 (Deposition Exhibits 1 and 2 marked for i4 MR. DOTTHEIM: Dr. Proctor, could you
15 identification.) 15 identify -- I think you may have just mentioned it
i Q. (By Mr. Lowery) Dr. Proctor, 'm handing you 16 briefly, but what specifically you are looking at
17 what's been marked as Deposition Exhibit 1. I 17 right now? :
18 just ask you to confirm that that's a true and 18 THE WITNESS: These are responses to data
19 correct copy of the direct testimony that you filed 19 requests that were given to me from AmerenUE.
20 in this docket on December 15th, 20067 20 A. For a portion of the analysis I relied upon :
21 A, Yes,itis. 21 Cinergy hub data that was provided to me by Mr. Shawn |.
22 Q. I'm also going to hand you what's been 22 Schukar. )
23 marked as Deposition Exhibit 2. Have you seen that 23 Q. (ByMr. Lowery) And what data request !
24 document before; in particular Exhibit A attached to 24 response was that from AmerenUE? :
25 it? 25 A. Idon't know the number. Idon't have that :
Page 7 Page 9
i
1 A. Thave not seen this before but I'm looking 1 number here with me. :
2 atitnow. 2 Q. Oh. All right. What document -- are you
3 Q. Dr. Proctor, we had previously -- | had 3 looking at -- what documents are you actually
4 previously agreed with Mr. Dottheim that in terms of 4 physically looking at at this point? Are those the :
5 having printed copies of all these various materials, 5 data request responses that you gave to AmerenUE? H
& that that wouldn't be necessary but you would have 6 A. Yes, they are. For mine-mouth coal price -- !
7 work papers, etc., available today and -- in 7 well, for coal prices -- and 1 relied on -- or coal
8 electronic form on a computer. And I take it that 8 dispatch prices I relied on, I believe, Staff DR69 :
9  you have that available to us today on the computer 8 and an update which was DR429.
10 vyouhave m front of you? 10—~ Q. Justto clarify. You relied on AmerentE's .
11 A Yes, Ido. 11 response to DR69 and to DR429 with regard to :
12 Q. What about -- do you also have available any 12 developing your coal dispatch prices in your ;
13 correspondence documents, prior Commission cases or | 13 testimony?
14 rulings, data request responses, those types of 14 A. That's correct. The other -- the other data
15 things that you might have relied upon or reviewed in 15 that I relied on primarily where it came from, E
16 connection with your testimony? 16 AmerenUE work papers. And those were almost
17 A. Yes. I have -- | have some of the data 17 exclusively Mr. Finnell's work papers. We -- Mr. :
18 request responses that I used with me on the 18 Finnell's work papers had hourly prices for 2003 to ‘
1% computer. 19 -- through 2005 for spot electricity prices. And we
20 Q. Do youknow, could you provide a list of the 20 did ask for an update to that data, and T don't know
21 -- that type of material that you would have relied 21 the DR response but we got an update. So we got
22 upon in preparing your testimony? Is that something 22 through about -- I think through September of 2006 in
23 you could do now or is that something you would have |23 a response from Mr. Finnell. So that -- those --
24 todo at a different time? 24 that pretty much covers all of the data sources.
25 A. Twould have to do that at a different time. 25 Q. Allrnght. The Cinergy Hub data from
3 (Pages 6 to 9)
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1 Mr. Schukar; how did you use that? 1 A. Yeah. Warren -- in the structure I am in
2 A. Primar -- there were -- two of my work 2 utility operations. Okay? The staff that normally
3 papers, Cinergy off-peak and Cinergy on-peak work 3 works on this issue is a part of utility operations
4 sheets, T used io look at the cyclical or monthly . 4 so we coordinated with that staff. 1 didn't directly
5 distribution of prices that Ameren had developed for 5 correspond with Warren on this but with Lena Mantle
& its filing to see if those distributions were in line 6 and the Staff in terms of -- of what we were going to
7 with that Cinergy Hub data. That was the only use | 7 do in this particular case because it was different
8 made of the Cinergy Hub data. 8 from past cases. So we coordinated with those folks
9 Q. Okay. Obviously, the principle subject of 9 on my role in this.
10 your testimony is pricing the use to determining 10 Q. Well, why was it -- why do you say that it's
11 off-system revenues and margins, correct? 11 different from other cases?
12 A. That's correct. 12 A. Well, T think that's come out in the
132 Q. And would you agree that that's a very 13 testimony, but in the past the Staff had used
14 important issue in terms of setting an appropriate 14 historical levels of profit margins from sales to go
15 level of rates for AmerenUE in this case? 15 into the case, and they simply would model purchases
16 A Yes, 16 and actual -- and the dispatch or the generated units
17 Q. Energy prices used to model] off-system sales 17 against normalized sales.
18 canhave a very significant affect on the margins 18 This particular case there were two things
19 that are determined by modeling by the company, 19 -- two major factors that made it different, and one
20 modeling by Staff, correct? 20 was the lack of normality during the test year; the
21 A. Correct. ' 21 Katnna impact on natural gas prices and on-peak
22 Q. When did you first start doing work on this 22 prices and the rail problems with coal transportation
23 case? 23 and its impact on coal prices and off-peak prices.
24 A, It would have been spring, and I can't 24 So that was one factor.
25 specify exactly the month, but spring of last year. 25 The other factor is that historical levels
Page 11 Page 13}
1 Q. Would it have been before the case was 1 of sales would have been based upon the joint
2 actually filed on July the -- 2 dispatch agreement, and the joint dispatch agreement
3 A. That's carrect. 3 was going away. So we could no longer rely on
4 Q. --10th? 4 historical levels of sales for those two. That's
5 A, We met with -- I met with Mr. Schukar to 5 what made it different.
@ discuss methods that were being used by the company 6 Q. Soin other cases it wouldn't -- it would
7 to develop a set of normalized prices for off-system 7 have been atypical for somebody like yourself to
§ sales. 8 perhaps be involved in the case to try to develop
3 Q. And what was your specific assignment with 9 Staff's view of a normalized level of energy prices?
10 regard to this case? 10 A. That's correct.
11 A. Todevelop that set of prices -- or 11 Q. And who -- you mentioned Lena Mantle. Who
12 cormrespond a set of prices for the Staff's filing, 12 else did you work with or discuss the subject matter
13 Q. And who gave you that assignment? 13 of your assignment with on Staff? And I'm not asking
14 A, Greg Meyer was the person who asked me 14 you to talk about conversations you've had with your
15 specifically if I would work on that. 15 attorneys on Staff, but other folks.
16 Q. Has your assignment changed in any way since 16  A. Well, Leon Bender has historically been the
17 you were first given it? 17 Staff person who develops -- for AmerenUE develops
18 A. No. 18 the production cost model. And so Leon was a part of
19 Q. Now, just to explain to me a little bit, I 19 that discussion as well on Staff.
20 guess, the organizational structure. You work for 20 Q. Now, you said that Mr. Meyer asked you to
21 who? Who do you report to? Maybe you have more than 21 take on this role in this particular case, and I take
22 one boss. 22 it he asked you to take that on -- or your
23 A, Iwork -- my direct boss is Warren Wood. 23 understanding of why he asked you to take that on is
24 Q. Okay. And you have an indirect boss, I take 24 because of these differences that you just went
25 it then, other than the five commissioners? 25 through, correct?
4 (Pages 10 to 13)
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1 A. That's correct. 1 there was a relationship between those two; what was
2 Q. What interaction or discussions have you bad 2 Ameren going to be paying for -- for coal January
3 with Mr. Meyer about your assignment on this case in 3 2007 related to what dispatch prices -- coal dispatch
4  terms of what you should do or shouldn't do or how -- 4 prices we're going to be using.
5 what the goal of your assignment should be? 5 And so as I got more and more involved in
6 A. Well, we discussed what was going on on a & that I needed to know more information about the coal
7 regular basis. [ can't remember any discussions 7 dispatch prices, and [ worked with Mr. Cassidy and he
§ about what I should or shouldn't do. I mean, I knew § had submitted some DR's and we talked about these
2 what the goal was was to develop this set of prices. 9 things as we went through the process.
10 It became -- initially it was just looking at 10 Q. Anyone else on Staff that you had
11 spot-market prices, but it became apparent and clear 11 discussions with or from whom you obtained
12 to me that you could not develop a set of spot-market 12 information that was relevant to the work that you
13 prices that was somehow different from a set of coal 13 were doing?
14 dispatch prices or natural gas dispatch prices, 14 A, NotthatI recall.
15 Q. When you say -- I'm sorry to interrupt you, 15 Q. Okay. Mr. Schallenberg?
16 When you say spot-market price, you're talking lé A No
17 energy, right? 17 Q. You didn't have discussions with him about
18 A, Electricity, yes. Electricity prices. And 18 any of this?
19 it became apparent as I got into working with this 19 A, No.
20 that you couldn't separate that from the dispatch 20 Q. Now, Mr. Meyer reports to Mr. Schallenberg;
21 prices that you were using for coal and for natural 21 is that cormrect?
22 gas. Sol -- as that became apparent I started 22 A. That's correct.
23 working on that aspect of it as well. 23 Q. And Mr. Cassidy, where does he fit in the
24 Q. And what made that apparent to you? 24 organizational chain?
25  A. Well, first of all, it was apparent from 25  A. Hereports to Mr. Meyer.
‘ Page 15 Page 17
1 Mr. Schukar's testimony. And if you are looking at 1 Q. Mr. Meyer. That's what I thought.
2 the impact of Katrina, Katrina doesn't directly 2 A. 1 guess he reports to Mr. Meyer.
3 impact on-peak prices. Katrina directly impacts the 3 Q. Now, you conducted and prepared certain
4 price of natural gas and then the price of natural 4 studies or analyses in connection with your
5 gas impacts on-peak prices. 5 assignment, correct?
6 And if you look at the impact of the rail 6 A. Correct.
7 problems, they don't directly impact off-peak prices. 7 Q. And you used some of those analyses or
8  They impact the price of coal and that impacts. So B studies as a basis for your direct testimony?
9 that correlation or that relationship became fairly 9 A. That's correct.
10 clear to me pretty -- pretty early on in the process. 10 Q. Ijust want to confirn that all of the work
11 Q. That's something that you and Mr. Schukar 11 papers that would underlie any of those analyses or
12 agree upon essentially -- 12 studies that were used in connection with your direct
13 A. Yes. 13 testimony have been provided to the company; is that
14 Q. -- that those effects affected those two 14 correct?
15 commuodity prices which in turn affected energy 15 A, That's correct,
16 prices? 16 Q. Between the time you first started working
17 A, Absolutely. 17 on this case, which I take it was back in April, May
18 Q. What interaction did you have -- well, with 18 --itwas in the spring sometime?
19 who else on Staff did you have interactions with 12 A, Inthe spring, yeah,
20 regard to your assignment? 20 Q. --and today have you -- and today not just
21 A. 1also interacted with Mr. Cassidy. 21 the time of your direct testimony but up until now.
22 Q. And what was the nature of that interaction? 22 Have you conducted or prepared any other studies or
23 A Aswe gotinto -- Mr. Cassidy’s assignment 23 analyses relating to fuel prices or wholesale
24  dealt with the accounting portion of coal prices and 24 electricity prices that would help Staff determine
25 natural gas prices and those types of things. And so 25 its view of an appropriate Jevel of electiricity
5 {Pages 14 to 17)
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1 prices to use in this case? 1 studies or analyses are you doing now related to fuel
2 A, All of the analyses that 1 did { filed in 2 prices and energy prices that would feed into --
3 the direct testimony, and that -- that focused on 3 MR. DOTTHEIM: You can provide just, you
4 where the Staff would be in terms of those prices. [ 4 know, a general description.
5 guess are you asking me have 1 done any additional 5 THE WITNESS: Framework?
6 analyses that would change the Staff's view or -- 3 MR. DOTTHEIM: Yes.
7 Q. Well, let me -- it would be -- 7 A. Okay. I've done statistical analyses of
8 A. The answer to that is no. 8 both on-peak and off-peak prices looking at the
9 Q. Well, it would be my assumption that in May 9 variability of those prices, the range of variability
10 or June or July or September or leading up to your 10 of those prices, developing distributions for those
11 filing that you probably did various studies and 11 and using their relationship to coal and natural gas
12 analyses along the way, correct? 12 prices to develop a distribution for all four of
13 A. Sure. Yes. 13 those variables. We've looked at extremes; lows and
14 Q. And that the final analysis that ultimately 14 the highs in terms of those distributions. We've run
15 fed into your direct testimony may differ in certain 15 production cost models for those extremes. All of
16 respects from those earlier analyses; is that fair to 16 this relates to Mr. Schukar's testimony on sharing
17 say? ‘ 17 mechanism and whether or not there's a need for
18 A, That's correct, 18 sharing mechanism. So I've done that analysis.
19 Q. Andyou did continual analyses through the 19 Q. (ByMs. Lowery) Just so I could -- if I
20 period of time I described? 20 could interrupt you for just a moment. So al] of the
21 A, That's correct. Have I done further 21 analyses you ve undertaken since your direct case was
22 analyses that would adjust it even further; is that 22 filed, you're doing those for the purpose of dealing
23 what you're asking? 23 with the off-system sales sharing mechanism that's
24 Q. That would be one question, 24 discussed in Mr. Schuokar's testimony?
25 A, The answerisno, [ haven't. 25 A, Yes. AndI've also done some additional
Page 189 Page 21 i
1 Q. Have you continued to study these issues 1 analyses on both the off-peak and on-peak prices and
2 since your testimony was filed? 2 matural gas and coal prices using the adjustments
3 A. Well, we have to file a rebuttal, and so ] 3 that Ameren put in to -- to see what the trends in
4 obviously am doing some things related to rebuttal 4 those have been. And we've gotten updates on where
5 testimony, yes. 5 those prices are today and comparing those to where
& Q. What are you doing in terms of relating to 6 the trends were going and that type of thing.
7 rebuttal testimony? 7 Q. Does that relate to the off-system sales
8 A. Looking at various analyses that I think are 8 sharing mechanism issue or --
9 necessary in order to rebut the testimony of the 9 A, Yes, it does.
10 company. 10 Q. Okay.
11 Q. Suchas? 11 A, Well,no. No. That relates to the price
12 THE WITNESS: How detailed do I need to get 12 levels -- I'm sorry. It does not relate to the
13 here? 13 sharing mechanism. That relates to the off -- the
14 MR. DOTTHEIM: Well, we'll let you go a 14 level of off-system -- let me back up.
15 little bit. T mean, I'm not suggesting that you 15 It relates to, overall, the level of the
16 provide your rebuttal testimony in response to the 16 profit margin but directly to the prices that were
17 deposition today. 17 used in the company's mode] for both coal -- for the
18 THE WITNESS: Okay. 18 dispatch prices and the spot-market electricity
19 MR. DOTTHEIM: So I mean, if that's where 19 prices.
20 Mr. Lowery is headed, I would object to that so -- 20 Q. Thatreally relates to modeling off-system
21 A, lhave -- 21 sales revenues and margins?
22 MR. DOTTHEIM: If you want to just provide 22 A, Right.
23 some general -- some general information. 23 Q. Which Staff, of course, did in connection
24 THE WITNESS: Okay. 24 with its direct filing on December 15th?
25 Q. (By Mr. Lowery) Well, the question is what 25 A, Yes.
6 (Pages 18 to 21)
MIDWEST LITIGATION SERVICES
www . midwestlitigation.com Phone: 1.800.280.DEPO(337§) Fax: 314.644.31334

8d63dSac-e1dd-40f7-bbdb-2424de293090



MICHAEL PROCTOR 1/12/2007

Page 22 Page 24 p
1 Q. Are you doing that for the purpose of just 1 in letting you ask the questions that you have to :
2 using it as the most recent data you have available 2 this point so -- 1
3 toyou? 3 (By Mr. Lowery) Dr. Proctor, from whom --if |
4 A. TI'm doing it for the purpose of rebutting 4 you were to describe from whom you received
5 the prices that were developed by the company. 5 information, verbal information, written information, :
& Q. And are these more recent analyses teiling © or just to be clear, electronic information -- ;
7 you anything different than the analyses that you had 7 A. Uh-huh. ;
8 --you used in your December 15th filing? 3 Q. -- from which persons or entities did you ’
9 MR. DOTTHEIM: And I would object to Dr. 9 receive information that was important to the
10 Proctor going any further into his analysis for 10 analyses that underlie your direct testimony or that
11 purposes of his rebuttal testimony, 11 was -- or to vour direct testimony itself? '
12 MR. LOWERY: On what grounds? 12 A. Iwould say information we received from -- :
13 MR. DOTTHEIM: On the grounds that i don't 13 the Staff received from Tim Finnell and from Shawn ;
14 think the purpose of the deposition is for you to 14 Schukar. '
15 discover several weeks in advance his filing, his 15 Q. Okay. Anyone else; anyone on Staff or any ,
16 rebuttal testimany, the contents of that rebuttal 16 Staff retained experts? i
17 testimony. So for whatever reason such as the 17 A. They did not provide information that :
18 company's own rebuital testimony which it may filein ] 18 impacted my position on direct testimony. :
19 anticipation. 19 Q. What about just third-party external
20 MR. LOWERY: [ guess I'm not hearing an 20 sources? I mean, public source of data, subscription
21 objection that precludes discavery on the issue. 21 services, anything like that; any information that
22 MR. DOTTHEIM: Well, I'm going to instruct 22 you really received that was important to your
23 him - 23 analyses or your testimony or both? i
24 MR. LOWERY: Are you instructing the witness |24 A. No. ;
25 not to answer that question? 25 Q. Soit's principally data from the company?
Page 23 Page 25
1 MR. DOTTHEIM: I'm instructing the witness 1 A. Yes. é
2 not to answer further that line of questioning. 2 Q. Okay. Letme kind of -- let's talk about
3 MR. LOWERY: Well, just for the record, 1 3 modeling off-system sales or production costs or -- i
4 think your objection is invalid, but I'm not going to 4  which, of course, off-system sales is one aspect of
5 stop the deposition and take it up with the ALJ at 5 that. Youneed -- well, just tell me what key inputs
& this point. 6 you understand one needs in order to model production
7 You're not asserting privilege grounds as a 7 costs for a company.
8 basis for the objection, and I think that's the only 8 A, Well -
9 basis that is properly utilized in a deposition. 9 Q. To the extent you know,
10 MR. DOTTHEIM: Well, and I consider the 10 A. Certainly, you need to have information
11 subject matter significant enough that I would want 11 about the generation units, what their heat rates
12 an RLJ or even ultimately a Commission determination {12. are. ] supplied the dispatch prices for the coal .
13 asto whether this is, at least from their view, a 13 units and for natural gas. You need to have a
14 proper subject matier. So ! am fully prepared if you 14 nuclear fuel number as well in Ameren's case. You :
15 want to stop the deposition, to stop it and get an 15 need to have hourly loads. You need to have, in this ;
16 RLJ and even a Commission determination. 16 case, hourly spot-market prices. -
17 MR. LOWERY: No. I just -- at this point 17 Q. Andyou provided the dispatch prices for
18 you've instructed the witniess not to answer, correct? 18 coal and natural gas. You provided the hourly spot
19 MR. DOTTHEIM: That's right. 19 prices for energy, right?
20 MR. LOWERY: And we'll move on at this 20 A, That's correct,
Z1 point. 21 Q. Andsomebody provided -- who provided the
22 MR. DOTTHEIM: And, Jim, T just want to be 22 nuclear fuel information?
23 perfectly clear so that you understand how strongly I 23 A, [think this was Mr. Cassidy.
24 feel about that matter. So I think -- I think I've 24 Q. And who provided the loads?
25 been very fau and very open on behalf of the Staff 25 A lbelieve our operations department dld I
7 (Pages 22 to 25}
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1 don't know the specific witness, 1 MR. DOTTHEIM: Mr. Lowery, do you have
2 Q. Allright. You didn't talk to anybody about 2 something that you could show Dr. Proctor as far as
3 the load Staff was using? 3 -
4 A. No, I did not. 4 MR. LOWERY: Sure.
5 Q. Allright. You said information about the 5 MR. DOTTHEIM: -- as far as your
6 units, heat rates. Do you know where that & characterization --
7 information came from? 7 Q. (By Mr. Lowery) Well, first of all, do you
8 A. No, I do not. 8 agree --
9 Q. Okay. And anything else, any other inputs 9 MR. DOTTHEIM: -- of Mr. Traxler's
10 that come to mind -- come to your mind that are 10 testimony?
11 necessary in order to properly model production 11 MR. LOWERY: I'm sorry. I thought you were
12 costs? 12 done, Steve.
13 A. It depends on the utility and the mix of 13 Q. (By Mr. Lowery) Do you agree that
14 peneration. But that's -- those are the primary ones 14 off-systems -- using whatever definition of difficult
15 thatI can think of, 15 you'd like to use, if you could share that with us,
16 Q. When did you start developing your direct 16 do you agree that off-system sales are difficult to
17 testimony? 17 forecast?
18 A, Tdon'tunderstand the question, 18  A. If you were asking the question in the
19 Q. Okay. 19 context could I forecast -- would it be difficult to
20 A. Istarted working on this issue back in -- 20 forecast AmerenUE's off-system sales for the next
21 Q. Inthe spring? 21 month, I would say probably yes. If you were asking -
22  A. --thespring. Butldon't -- when you say 22 could you forecast their off-system sales under
23 developing, I don't know what you mean by that. 23 normal conditions for the next year, I would probably
24 Q. Is there some point that you felt like you 24 say that's an easier task to perform than trying to
25 were at the point where, okay, I can sit down and at 25 predict what's going to happen the next month. And
Page 27 Page 295
1 least begin drafting my testimony? 1 the difference is, of course, the law of averages
Z A. Oh, sure. That's after I felt like 1 had 2 starts to work out as you go through the year.
3 completed the analysis and had come to a 3 You're going to see things -- you're going
4 recommendation -- recommended level on it. 4 to see random events that occur from month to month
5 Q. And do you remember when that was? 5 that cannot be very well predicted, but over the
6 A. T'm trying to remember when we filed this. & cycle you can rely on those things working themselves
7 We filed it December 15th. I probably completed the 7 out. Some of your predictions are going to be high.
8 testimony the week before that or maybe even a little 8 Some of them are going to be low, and they're going
9 earlier than that. I had a lot of stuff gomng on at 9 {o average out over the long haul.
10 the Midwest ISO so I probably started late October, 10 Q. Would you agree that it's more difficult to
11 early November. 11 predict what the future level of off-system sales for
12 Q. Okay. 12 autility, or AmerenUE in particular, are going to be
13 A. That's approximate. 13 than it is to predict what the revenues from retail
14 Q. Inthe context of developing your testimony 14 sales are going to be?
15 do you believe you've considered al] of the factors 15 A, Haven't thought about that. I mean, I don't
16 and information that are important at arriving at the 16 know.
17 opinions that are reflected in your direct testimony? 17 Q. Allright. Would you agree that you don't
18 A, Yes,Ido. 18 want to build a level of off-system sales margins
19 Q. Would you agree with Mr. Traxler's testimony 19 into rates that's too high?
20 1in the KCPL case that was just concluded to the 20 A. Yes.
21 effect that off-system sales are an item that's 21 Q. Would you agree that the level of off-system
22 difficult to forecast? 22 sales margins built into rates should be set
23 A. It depends upon one's definition of the word 23 conservatively?
24 difficult. 24 A, If you mean below what you think the normal
25 (). Well, how would you define difficult? 25 level is, the answer is no.
8 (Pages 26 to 29)
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1 Q. What you think the normal level is is 1 A. Tthink there's other ways to deal with the
2 probably a range in most cases, correct? 2 issue rather than just putting in a low level, a
3 A. That's correct. 3 conservative level, whatever word you want to use.
4 Q. Would you agree then that if it is a range, 4 Q. And such as? :
S that it should be set toward the lower end of that 5 A. Kansas City Power and Light -- and I don't
6 range, conservatively within that range? & know the facts of that case -- but could have asked
7 A. No. 7 for a fuel adjustment clause that incorporated
8 Q. And why not? 8 profits from off-system sales. You know, if there is
9 A. Why would that be fair to rate payers? 1 9 alot of risk involved, then maybe that's the way to
10 mean, my answer is no. Why would you go conservative{ 10 deal with it.
11 from profits from off-system sales? It seems to me 11 Q. Now, you indicated, I think, a couple
12 like that would be bias in favor of the shareholders 12 questions ago or a couple of answers ago that you
13 and against rate payers. 13 didn't think there was a lot of risk involved in this
14 Q. Okay. I'm going to read you a question and 14 particular case.
15 answer that Mr. Traxler gave in the KCPL deposition 15 A, That's correct.
16 at-Page 856, Lines 11 to 18, and ask you then whether 16 Q. First of all, could you tell me -- could you
17 you agree or disagree with his statements. 17 define for me what you mean by a lot or not a lot of
18  A. Okay. 18 sk, and then tell me why you don't believe a lot of
19 Q. "Question: And do you agree that there 19 nsk with respect to predicting an appropriate level
20 should be a consideration of 2 higher risk when there 23 of off-system sales is involved in this case?
21 is a higher reliance upon off-system sales? 21 A, Ihaven't -- well, let me answer the last ;
22 "Answer, Well, I think that you're - you 22 part of your question first and then -- :
23 definitely have a responsibility with the kind of 23 Q. Sure. ;
24 money we're talking about and the impact to be 24 A, --why I think there's not a lot -- a high A
25 conservative in your reconunendation, and we think 25 level of risk involved here. And that's because fuel i
Page 31 Page 33 :
1 we've done that." 1 prices that Ameren is going to face and market prices
2 Do you disagree with Mr. Traxler? 2 tend to be very highly correlated. Okay? So when
3 A. 1don't know the total context that 3 their fuel costs go up, say coal prices increase or
4 M. Traxler was putting that in. ! happen to not 4 natural gas prices increase, their profit margins
5 believe there's 2 high level of risk involved here. 5 from those will also -- from their off-system sales
& So in this particular situation I would say whatever 6 will also go up. And those profit margins from those
7 the situation he was looking at -- and I haven't 7 off-system sales will tend to offset the increase in i
8 looked at it -- is not comparable to -- may not be 8 their fuel costs and vice versa. -
S comparable to what we're looking at here. 9 When fuel prices drop, the margins from -
10 So there's -- I guess my answer is No. 1, it 10 their sales will drop and the drop in fuel costs will
131 appears from what you've read to me that Mr. Traxler 11 tend to mitigate some of the losses they get in
12 felt like there was a high level of risk involved 1Z profit margins, and what that does is it
13 which I don't believe is the case here. And if 13 significantly narrows the amount of variability that
14 there's a high level of risk involved, I don't know 14 they face in terms of those activities; and those
15 that just putting in the conservative numbers is what 15 activities being a combination of their fuel costs :
16 1 would recommend. 1& and profits from their off-system szles to serve
17 Q. Okay. So even if there is a high level of 17 their customers.
18 risk involved which you're hearing of what I read 18 Now, how big or how small is that range and .
19 from Mr. Traxler would indicate that was the 19 how big is that risk, I'm not prepared to answer that
20 situation -- 20 today. ButIdon't--
21 A, Could be. 21 Q. Whenyousay - .
22 Q. -- that he was talking about. Even if 22 A. --1don't think it's very significant in
23 that's true, you don't agree with him in that 23 terms of -- in terms of what their overal] fue] costs
24 particular context that a conservative level should 24 are and what -- in terms of what their overall
25 beset? 25 margins are, profit margins.
9 (Pages 30 to 33)
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1 Q. When you say you dor't think 11's very 1 when the Staff has made recommendations in other
2 significant, are you testifying that you think that 2 cases in terms of what an appropriate normalized
3 you are able to predict over the next three or four 3 level of off-system sales margins is, do you know how
4 years, for example, a level of off-system sales 4 accurate those projections have turned out to be over
5 margins that the company is likely to hit within a 5 the coming years for those utilities?
& mnarrow band of probabilities? 3 A. No.
7 A. T would combine that. Okay? Iwould 7 Q. Youdon't know one way or the other?
8 combine -- and that's what my answer was before. I 8 A. No. Idon't know one way or the other.
9 would combine profits from off-system sales with fuel 9 Q. Is it likely that either the company or the
10 costs. Okay? So another way of looking at that is 10 Staffis going to be, quote, right in terms of the
11 what is going to happen to the fuel costs for this 11 level of off-systern sales margins that they recommend
12 company that it has to recover from rate payers nets 12 being built into base rates?
13 of profit margins they get from off-system sales. 13 A. Again, you're going to -- you're looking at
14 And what I'm saying is that that margin is in my view 14 apoint estimate. You're looking at it being right;
15 fairly small. 15 you know, am I going to hit right on it. The
16 If you separate the elements, you're going 16 probability of either of them doing that is zero.
17 to increase the variability. If you separate -- if 17 The real question isn't what is the probability of me
18 you set fuel costs over here and you set profit 18 beingright. The real question is what's the
19 margins over here and -- then you're going to 19 variability that I'm likely to face with any
20 increase the variability and it's going to be much 20 forecast. Okay? How much variability is there out
21 harder to predict those elements separately than when 21 there in profit margins from off-systern sales.
22 you combine them. 22 What I'm trying to convey to you is if you
23 And you might think of it as a portfolio in 23 separate that question out by itself, you're going to
24 asense; Ameren has a portfolio, and things work -- 24  get more variability than if you combine it with the
25 1t's -- when prices go up, profit margins go up and 25 issue of fuel costs and off-system profit margins,
- Page 35 Page 37
1 tend to offset the impact of those prices going up. 1 Q. Well, fuel costs are one component of
2 Andso it's like a - it's like a portfolio where 2 calculating the off-system margins, obviously, right?
3 you've got things that are working in opposite 3 A, Absolutely.
4 directions, and it tends to minimize the risk. 4 Q. Imean, the question it seems to me is -- |
5 Q. Okay. Just because AmerenUE's specific fuel 5 think we agree that over the next year, over the next
& costs go up or go down doesn’t necessarily mean that & two years, over the next three years, over the next
7 the energy prices that exist in the markets and to 7 four years, if Staff says the margins are 200 million
8 which off-system sales have to be made are going to 8 and the company -- or 300 -- whatever it is, 300
% go up and down with those company's specific prices, 9 million and the company says they're 200 million,
10 doesit? 10 that neither one of us is going to be right over that
11 A, Well, I think if you're looking at next 11 period of time, correct?
12 month or next week, I would agree with that 12 A. Tagree.
13 statement. If you're looking over the long run, I 13 Q. But do you have an opinion about how close
14 would say no that's wrong that they will go up and 14 to those numbers over, let's say, a three-year period
15 down. That Ameren is just as much an animal of the 15 or four-year period the company is likely to come in
16 overall market as anyone is in that market. So that 16 its actual experience -- its actual off-system sales
17 if coal prices are going up in the market, Ameren is 17 margins over that period? Is it going to come within
18 going to face higher coal prices and gas prices and 18 10 percent, 40 percent, 30 percent?
12 those types of things, and they are gomg tobea 19 A, Idon't know what those -- yes. [ will have
20 product of that market. 20 an opinton of that and you'll see that opinion in my
21 Now, having said that, on a given day or a 21 rebuttal testimony, but I can't -- at this point I
22 given month, you know, their contract for coal may 22 don't have those work papers with me. 1 can't tell
23 not yet reflect that increase so you may get some 23 you exactly what those percentages are but -- 1
24 additional vanation there. 24 haven't memorized them.
25 Q Hlstorlcally when the Commlssmn has -- or 25 Q. _You're lookl ing at some percentages"
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1 A, Yes, absolutely. 1 inthe market. But when you average those over a k

2 Q. And there is some -- there is some 2 year, for example, you will not see a whaole lot of

3 vanability around those targeied numbers, correct? 3 volatility. |

4 A. Absolute -- 4 Q. Well, but power -- one of the reasons that

5 Q. You'd agree with that? 5 you see volatility in power prices, though, is ]

5 A. Absolutely agree with that. € because there's volatility in the underlying :

7 Q. And we are talking in this particular case 7 commodities that tend to drive those prices, right?

8 about rather large numbers, correct? 8 A, 1don't understand that question.

8 A. Yes. 8 Q. Well, natural gas prices, for example, even
10 Q. Inthe grand scheme of the company's overall 10 within a given year can range from whatever dollars !
11 earnings, for example, the numbers that we're talking 11 BTU to -- there can be several dollars difference g
1Z about in this case are rather large, correct; would 12 between the low price for gas in a particular year !
13 you agree with that? 13 and the high price for gas in a particular year,
14  A. Ihaven't looked at that in terms of what 14 correct? :
15 their overall earnings are. Ihaven't -- I haven't 15 A, Sure
16 looked at that aspect of it. 16 Q. Imean, ] think even your testimony itself i
17 Q. Power prices are very volatile. Would you 17 indicates that in 2006 we've seen prices $7, 54, ;
18 agree with that? 18 which is a pretty big price swing between 7 and 4, }
19 A, Define for me what you mean by power prices. 19 correct?

20 Are you talking about a specific hourly price for 20 A. Those are monthly prices, yes. )
21 power or are you talking about a monthly price? Are 21 Q. Okay. Butthe monthly prices at least are 1
22 you talking about an annual price? It varies -- 22 wvolatile just by that particular example in 2006 for
23 wvolalility -- when people talk about volatility of 23 gas prices, correct?
24 power prices, they're typically talking about what 24 A, Sure. '
25 can happen in the market from hour to hour, and [ 25 Q. And since [ believe it's your opinion that

Page 39 Page 41|:

1 agree they can be very volatile. 1 gas prices tend to drive on-peak electricity prices {

2 If I look at them over a year; you know, 2 that volatility is going to be reflected in the !

3 what's the average price over a year for on-peak 3 electricity prices?

4 prices, I don't see a lot of volatility. If I look 4 A, No. That's -- '

5 at them on a monthly basis, I see some volatility. 5 Q. Why not?

) Q. Well, and the hour in which volumes 6 A. Let's back up. There's several components

7 available for off-system sales -- the volumes 7 to what you're calling volatility. If I was looking

8 available in various hours of the day vary greatly, 8 over a three-year time period, okay, or a four-year

9 correct? 8 time period, and I saw a range that went from $3 to
10 A. Yes. 10 $4, that range could be -- could occur in a couple of
11 (2. And the prices hour to hour vary quite a 11 ways. One of the ways that it could occur was that
12 bit, correct? 12 you started at the beginning of that time period at
13 A Right 13 three bucks and then it just very evenly moved up
14 Q. And that can affect greatly what the level 14 over that period of time to -- what was our other
15 of the margms are, correct? 15 number? $8, $7, whatever it was,

16 A. Ina given hour that's correct. But what i6 Would I say there's a lot of volatility
17 you're talking about there in terms of volatility is 17 there? And the answer is no, not in the way people
18 impacts that weather -- a front coming through can 18 normally think about volatility. Okay? People
1% have on prices. You're talking about if a key 19 normally think about volatility in terms of I'm going
20 generator goes out of service and you got congestion 20 along at three bucks and then all of a sudden [ jump
21 on the systen, and to cure that congestion you have 21 upto §7 or $8 and then I come back down.
22 to bring generation in from a long distance away. 22 Q. Yeah. But what about if you have -- as you
23 Those are the kinds of things that tend to drive 23 cite in your own testimony you got $7 in March, you
24 prices way up in a given hour. Those are those kinds 24 got 4 in October, you're back to $7 in November.
25 ofrandom events that cause hour-to-hour volatility 25 A, Ubh-huh.
11 (Pages 38 to 41)
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1 (). That's the kind of volatility you're talking 1 normally happen either, correct?
2 about, right; that's volatility? 2 A. That's, again, hopefully correct.
3 A. And that's in monthly prices. 3 Q. We haven't seen that kind of thing in 06,
4 Q. Right. 4 correct?
5 A. That's correct. 5 A. That's correct.
6 Q. As opposed -- | suppose you're drawing a 6 Q. Didn't see itin '047
7 distinction between monthly and hourly prices? 7 A. That's correct.
8 A. No. I'm really drawing a distinction 8 Q. How does one -- how would you suggest that
9  between monthly prices and annual prices because we % one best isolate the affects of things hke the
10 are going to determine and set rates on a 12-month 10 extraordinary huiticanes that took place in 2005 on
11 basis. Okay? 11 commodity prices? How do you go about figuring out
12 Q. But certain -- you know, we have -- events 12 what affect those kinds of events have on commodity
13 can happen that cause a lot of volatility in 13 prices; what's the best way to do it?
14 commodity prices and in energy prices. The 14  A. There's several ways of doing it. I -- the
15 hurmicanes that you agree were abnormal -- 15 way the company looked at it I didn't have any
16 A, Yes. 16 problem with. But there are other ways. You could
17 Q. -- Caused a run-up in gas prices for several 17 look at where were prices trending prior to that, how
18 months, correct? 18 did they -- how did prices change because of that.
19 A, That's correct. 19 Okay? That's probably the type of thing that [ would
20 Q. And the rail disruptions caused a run-up in 20 have looked at or 1 did look at was how were prices
21 coal prices for several months, correct? 21 trending and what impact did this event have on that.
22 A. Correct. 22 Thenif you're -- after the effect were prices coming
23 Q. And then they dropped back down. 23 back down to levels that you -- that those trends
24 A, Yes. 24 were projecting. That's the type of thing [ would
25 Q. Now, the hurricanes that we've been talking 25 look at.
Page 43 Page 45
1 about, those occurred in I believe it was July and 1 Q. Okay.
2  September of 2005. Do you recall? 2 A. Again, it depends upon where you are in that
3 A. Idon'trecall the specific months, but, 3 analysis. You know, have I got data that's there
4 yes, it was in the summer. 4 that tells me these effects are over and so where am
5 Q. Does that sound right? 5 Iright now, where should I have been had these
& A. That sounds close. 6 effects not occurred. Those types of things. And 1
7 (3. And the affect of those hurricanes on gas 7 think that's generally the type of approach that the
8 prices continued into early 2006. Would you agree 8 company took in trying to adjust for those.
9  with that? 9 Q. You would agree that to the extent you're
10 A. Iknow they continued through 2005. Into 10 going to use energy prices that were affected by
11 2006 I'd have to look. I don't remember. 11 those events it would be appropriate, in fact it
1z Q. The -- you at least agree that the gas 12 would be necessary, to do your best to try to remove
13 prices were impacted by the hurricanes through the 13 the effects of those events from those prices in
14 end of December '057? 14 order — if you're going to use those prices to set
15 A Yes. 15 off-system sales margins, correct?
16 Q. Now, hurricanes of that magnitude don't 16 A. Correct.
17 normally happen, correct? Would you agree with that? |17 Q. Otherwise, you've got I guess I would call ‘
18  A. Thope not. 18 them distortions in the market that are going to flow
19 Q. And the consequent -- I would hope not too. 19 through and distort the margins that you used in
20  And the consequent affects on -- the drastic affect 20 relying on that information, correct?
21 onnatural gas prices don't normally happen as a 21 A, Correct.
22 result of hurricanes; is that correct? 22 Q. And,in fact, I think you testified at Page
23 A, That's correct. 23 3,Lines 9 to 10, of your direct testimony that the
24 (0. And coal disruptions like the coal 24 objective of your analyses was to remove those kinds
25 disruptions we saw from the rail problems don't 25 of effects, correct? i
12 (Pages 42 to 45)
MIDWEST LITIGATION SERVICES
www.nidwestlitigation.com Phone: 1.800.280.DEPO(3376) Fax: 314.644.1334

Bd63dSac-e1dd-40f7-bb4b-2424de293090



MICHAEL PROCTOR 1/12/2007

e T ———

(A TR

X e

Page 46 Page 48
1 A. That's correct. 1 Q. Would you -- do you have an opinion about
2 Q. And I believe you mentioned a2 minute ago you 2 whether the relationship between coal and gas prices
3 believe that AmerenUE took -- undertook efforts to 3  is stable over the long term?
4 remove those effects in its production cost modeling? 4 A. Yes, I do,
5 A. That's correct. 5 Q. And what is that opinion?
6 Q. And you don't have a criticism of the way 6 A. Letme - well, let me answer your question.
7 AmerenUE did that; do you agree? 7 1believe depending on your definition of long term
8 A. [ don't have a criticistu of the methods. We 8 there is a relationship between the two. There is a
9 did discover in the process that there were some 9 positive relation -- correlation between the two.
10 calculational errors that were made in that process, 10 Q. TIn other words, over your definition of
11 and we've informed the company of those and they've 11 long-term coal prices go up, gas prices are also
12 agreed to correct those. 12 going to tend to go up?
13 Q. Can you share with me -- I'm sure we 13 A. Yeah. Over--
14 probably know, but can we talk briefly? Isita 14 Q. How long is long term in your view?
15 short list or a long list; are they significant 15 A, Well, I'mnotsure. Ihaven't decided on
16 items? 16 that.
17 A. I'm trying to remember them. Yeah. On the 17 Q. Well, it's your opinion. Is it a year, two
18 coal plants the -- on the dispatch prices they were 18 years?
19 using, I believe, trends to normalize -- kind of what 15 A. Yeah. You're in the year -- you're not
20 1 described before; how were the coal dispatch prices 20 talking about month to month now. You're taiking
21 ending out. And they ran four regressions; one for 21 about longer term.
22 each of the locations: Labadie, Rush Island, Sioux 22 Q. Can we agree in this context a year -- or a
23 and Meramec. But in the spreadsheet they only used 23 long term is a year, maybe a little more, but not
24 the coefficients from the Labadie plant to make the 24 less than a year?
25 adjustments. That's one [ remeniber. 25 A, Notless than a year. I would agree to
Page 47 Page 49
1 Q. What affect did that have in your view? 1 that. |
2 A. Tdon"recall. It's just --Ijust--1 2 Q. Okay.
3 don't recall. It's been too long since I've looked 3 A. The reason for that is fairly
4 at that to - I went through and actually 4 straightforward if you think about it. If gas prices
5 recalculated using the right regressions but I don't 5 go up, on-peak prices for electricity will go up.
& -- frankly I don't remember what the results are and & And that means -- and if coal prices didn't go up
7 1don't have that with me right now. 7 right away, okay, utilities are going to produce more
8 Q. Okay. 8 generation from coal to sell into the on-peak hours.
9 A. There was also on -- there was something on 9 Okay? Now, I'm not talking about the peak of the
10 natural gas prices but it's not coming to my mind 10 season. I'm just talking about on-peak hours. All
11 real soon. It's --it's not clicking with me exactly 11 right?
12 what it was. 12 Q. Not July when it's 95 degrees and loads are
13 Q. Do yourecall whether or not this particular 13 extremely high?
14 1ssue that you're talking about -- and you can tell 14 A, Yeah Right. And as they produce more
15 me what you would call material -- but has a material 15 generation from their plants that increases the
16 affect on the calculation of margins, off-system 16 demand for coal. And when the demand for coal goes
17 sales margins? 17 up, the price for coal is going to go up. Now, have
18 A. 1don't know. 18 I measured that relationship? The answer is no. But
1% Q. Don'tknow. Allright. We were talking 12 1believe there's a long-term correlation. Let's
20 about some events a minute ago, the effects on market 20 callit a lagged correlation between the two. So
21 prices of things like the hurricanes, the rail 21 when gas prices go up, more coal generation is going
22 disruptions and so on. A utility doesn't really have 22 to be used to produce power and the demand for coal
23 a way to control the price effects caused by those 23 is going to go up and coal prices for coal will go
24 kinds of events, correct? 24 up.
25 A. That's correct. 25 (2. But there could be a significant lag,
13 (Pages 46 to 49)
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correct?

A. There could be.

Q. It doesn't mean necessarily that --

A. That's why I say there's a positive
correlation. Now, how strong it is I think is --
right now is a difficult situation -- difficult thing
to decipher. And the reason that it's difficult to
decipher is because you had the rail effects and the
hurricane effects happening at the same time. So if
you go back and look at historical data, you're going
to see a very strong correlation between gas prices
and coal prices.

Q. But you have no idea that it had anything to
do with normal conditions. It may be because of the
rail disruption --

A. Yes.

Q. --is why coal prices moved up, not because
gas prices moved up, correct?

A. Right. I mean, you're going to sec a
stronger correlation in that -- because of that
circumstance than you might normally see.

Q. And how close that relationship is or isn't
can greatly affect the off-system sales margins a
company like AmerenUE would realize, correct?
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Q. And it depends on which hours of the day the
volumes are available what the margins are going to
be; would you agree?

A. Repeat that question.

Q. Well, you don't make the same margin in
off-system sales in every hour of the year, correct?

A. No. Absolutely.

Q. You make a lot more margin in some hours
than you do in others.

A. Sure.

Q. SoifI've got a lot of energy available in
a low margin peried, | may not make very much money, |
correct? ‘

A. Correct.

Q. IfI've got a very high margin period but I
don't really have any energy available, it doesn't
matter that margins are high.

A. Sure. And that goes back to my comment
about when -- talking about on-peak. I'm not talking
about the peak hour of the year.

Q. And would you agree that plant availability
and the magnitude of loads are two of the key factors
available that determine -- two of the key factors
that are going to determine what megawatt hours are

A. Yes. And that's why I attempted to analyze 25 available?
Page 51 Page 53|
1 those two things separately. 1 A. They are an important factor in -- they are
2 (). Now, off-system sales can be volatile 2 two of the key factors, yes.
3 because the volumes of energy available to sell 3 Q. Would you say if you were ranking the key
4  off-system in any particular hour, over a month, over 4 factors, would you put those at the top of the list;
5 a year can vary greatly, correct? 5 one or -- one and two or vice versa?
6 A. There's so much -- what's available to sell 6 A. Thaven't done a study to determine that.
7 into the market varies by hour. 7 Q. Well, in the absence of a study -- you've
8 Q. Right. 8 been in this business for how long; 30 years?
9 A. Okay? 8 A. Closetoit, yes. Since '77 so -
10 Q. Varies by hour, varies by day, could vary by 10 Q. Okay. 29.
11 month. 11 A, 29,
12 A. Yes. Sothere's some vanability built in. 12 Q. lwon't -- well, we're in 2007 now so --
13 But the long-run -- the long-run trends is for a lot 13 A. Istarted in June so --
14 less variability than what you might think. 14 Q. Allright. Well, I tell you, if we're going
15 Q. 1syour long-run definition here the same as 15 to split hairs. Almost 30 years?
15 the one we just used; a year? 16 A. Almost 30 years, yes.
17 A, Yes. A yearorlonger. 17 Q. Inthe absence of a study can you think of
18 Q. But forced outages can affect volumes, 18 any factors other than plant availability and
19 right? 19 magnitude of loads that would be more important in
20 A. Yes. 20 determining the megawatt hours available?
21 Q. Hurricanes and rail disruptions can affect 21 A, Well, the way the market works and --
22 volumes? 22 Q. Well, the market doesn't --
23 A Yes. 23 A. Now, wait. Let me -- maybe I didn't
24 Q. Loads can affect volumes? 24 understand your first question real well. When you
25 A, Yes. 25 say megawatts ava:Iable okay, there's -- there s at
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least three different concepts going on there. No.
1, and I agree, forced outages. Okay? No. 2, I've
got to meet my native load first. So now I've got to
commit my units to meet native load. So that's the
second component. Okay?

Q. Which is availability and loads, right?

A. Right. But when you say available to sell
into the market, there's the third element which is
the market price. Because I'm not going to sell into
the market if the incremental cost of my unit is

DWW oUWk

Page 56

Q. Allright. And what's the difficulty?

A. The difficulty is that it -- it's hard -- I
would think it would be hard to enter into a fixed
price contract for a very long period of time. So --

Q. Is three or four years an unusual term for a
fixed price fuel contract?

A. Well, it may not be. I don't know. But the
-- I -- one of the things that happens is when you
enter into a fixed price contract, you're asking for
some of the risk to be shifted onto the supplier from

R T e S T

P —————

11 above the market price. So that's the third element. 11 theuser. Okay? And there's two things that can
12 I 12 happen. One is they can shorten the contract length
13 A, All three of those are important. 13 ip order to get your business, if they want to do
14 Q. Iapologize for talking over you. 14 that, and say we're going to turn this over. We're
15 [ was not focused on whether it's economic 15 going to turn this over quickly because we don't want
16 to sellit. Iwas focused on whether or not the 16 to get stuck with this price being way below market
17 megawatt hours, if it were economic to sell it, are 17 value very far out into the future.
18 available to sell. Which we're dealing there with 18 If you - and again, it depends on how you
19 plant availability and magnitude of loads are the 19 have your contracts set up. If they -- if they're
20 principle things that affect that issue, correct? 20  all set up to come due on the same date, then what
21 A. Yes. If your definition simply is what —- 21 you're talking about is probably true. But in the
22 how much capacity do I have to potentially sell into 22 longer term your contract prices are going to follow
23 the market, yes, ] agree. 23 the market. And I think we -- I think we understand
24 Q. Thank you. Can there be a significant 24 that as a general concept -- or I understand that as
25 difference between UE contract prices and coal spot 25 a general concept. And it's -- we're seeing it with
Page 55 Page 57

1 prices over a three to four-year period? 1 our -- in electric prices for communities that have

2 A. 1 think there has been, yes. 2 to depend upon contracts for their power supply.

3 Q. And there certainly could be in the future, 3 It's very, very difficult for them to go out

4  correct? 4 and negotiate a price that's lower than what

5 A. Thaven't studied that issue in detail. It 5> suppliers think the market is going to be.

& depends on the form of the contract and how the 6 Q. But you did testify that int the past at

7 contract escalates prices. And ] -- 7 least you've observed that difference between UE

8 Q. Well, let's assume the contract does not 8 contract prices and coal spot prices, correct?

9 have some kind of market index escalator in it which 9 A. Sure.
10 I thmk is what you were referring to with that last 10 Q. And it's certainly possible that there may
11 comment, correct? 11 be some divergence in the future in that same
12 A. Yes. 12 relationship, correct?
13 Q. Then in the past you testified that there 13  A. There could be.
14 has been a divergence between those two things, 14 Q. And ifthere is that divergence, that
15 comect? 15 difference between spot and contract prices, that's
16 A, Sure. 16 going to affect the margins that UE can realize,
17 Q. And without contracts that have a market 17 isp'tit?
18 index tied escalator in them -- let's say it's a 18  A. Sure.
15 fixed price contract. 19 Q. If we hold everything else equal, if we hold
20 A. Uh-huh 20 fuel prices equal and generation availability equal,
21 Q. There certainly could be that divergence Z1 they both remain the same, would you agree that a
22 over the next few years, correct? 22 substantial driver of market prices for electricity
23 A. There could be. The difficulty -- 23 prices in a particular region are loads in that
24 Q. Well, first of all, there could be, correct? 24 region?
25 A. There could be, yes, 25 A, What are we holding constant again?
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1 Q. Fuel prices and generation availability. 1 A. Sayagain? I'm sorry, Jim.
2 A, And generation availability. Okay. 2 Q. Sure. That's fine.
3 And now, what's the mover? 3 The day-to-day pattern of regional prices,
4 Q. Would you agree that a substantial driver of 4 regional loads, UE loads and what UE would have
5 energy prices in a region are going to be what the 5 available to sell are correlated, correct?
& loads are in that region? 6 A. Let me get a piece of paper because | am not
7 A. I'm sorry. Given our definition of 7 following all of these variables. Thank you.
8 availability which depended upon loads, I'm having a 8 I mean, you're asking me a correlation
9 Thard time holding availability constant and then 9 question so give me the elements again.
10 changing loads. So I didn't understand the question. 10 Q. Regional prices,
11 Q. Well, hold availability constant and hold 11 A. Regional prices.
12 prices constant. 12 Q. Regional loads, UE loads and megawatt hours
13 A. Uh-huh 13 available from UE to sell.
14 Q. Assume that those don't change, 14 A Megawatts. Or unit availability?
15 A, Are we tallking about availability in terms 15 Q. Unit availability. However you want to look
16 of forced cutages now? 16 atit. Ithink we already agreed that the first
17 Q. Yes. 17 three of those are possibly correlated. And if the
18 A Okay. 18 first three of those go up, then the last one of
19 Q. Not what the market price is and would it be 19 those is going to go down, correct? Do we agree to
20 economic to sell it. We're talking about the 20 that before?
21 physical availability at the plants. 21 A. Well, I think you're just talking about
22 A. Right. Yeah. Just whether the plants are 22 basic supply and demand issues here. 1 don't know
23 available -- 23 that I would use the word correlated on this. |
24 Q. Plants are available. 24 think unit availability is, for example -- to me
25 A, - for service. 23 correlated means maybe something different than what
Page 59 Pzge 61
1 Q. Hold that constant. 1 you're thinking about. Unit availability is -- [
2 A, Yeah. And you want to know if load is a big 2 view as being an independent random variable.
3 dnver of sales? 3 Q. Well, I'm not talking -- the units are not
4 Q. Ofelectricity prices. Loads in a region 4 going to become less available. There's going to be
5 significant driver -- 5 less megawatt hours available to sell off-system if
6 A. Oh, sure. Yeah. © prices are high, loads are high, UE loads are high.
7 Q. You'd agree with that, wouldn't you? 7 You agree with that, correct?
8 A. Yeah. Locads determine the demand in the 8 A. Yeah. Iagree with that.
9 market. 9 Q. Okay. Idon't care if we use the correlated
10 Q. Forexample, if loads on a given day are 10 number. But you do agree with that, correct?
11 very high because it's real hot in the region -~ 11 A, Yes. Sure.
12 A, Sure, . 12 Q. Andifwe're going to model off-system sale
13 Q. --then you're going to expect power prices 13 opportunities correctly, we've got to take that
14 to be high in the region as well, right? 14 relationship into account; do we not?
15 A Sure. Yes. 15 A, Sure.
16 Q. Andif UE's loads are high, then UE is going 16 Q. Do youknow whether Staff has maintained a
17 to tend to have less generating capacity available to 17 consistent relationship between the hourly loads that
18 sell off-system because we're using it to serve 18 itused and the hourly prices it's used in its fuel
1% native load, right? 19 modeling in this case?
20 A, Correct. 20 A. I'would say we did.
21 Q. Put another way, the day-to-day pattern of 21 Q. Okay. The hourly shape of prices used by
22 regional prices, regional loads, Ameren UE loads and 22 Staff in its fuel mode!, those came from you,
23 the megawatt hours that Ameren has available, not 23 correct?
24 whether it's economic to sell them but are available 24 A. Yes.
25 1o sell off-system, those are correlated, correct? 25 Q. Would vou agree that the hourly shape of
16 (Pages 58 to 61)
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1 prices you provided reflect a three-year average 1 don't know what -- are you saying that the hourly

2 shape of prices? 2 shapes that were used for prices were based on a

3 A, Yes. 3 different method than the hourly shape for loads? Is

4 Q. And that's roughly '02 to '05. Perhaps 4 that -- 1 -- 1 don't know what mismatch means.

5 there was some '06 data in there. 5 Q. The hourly shape used for prices is a shape

6 A. Notin the average. It was '03 through '05. 6 reflective of that '02 to '05 period that you

7 Q. '0310'05. So the shape of prices is based 7 supplied, correct?

8 onaverages "03 to '05, correct? 8 A. Well, yes.

$ A Yes. 9 Q. And if, in fact, the hourly shape for loads
10 Q. Would you agree that the hourly shape of 10 is from a different period --
11 loads used by Staff in its fuel modeling were Staff's 11 A, Idon't think that's the issue that it's
12 weather normalized loads; for the test year? 12 from a different period. Just the fact that it's
13 A. I'mnotsure. 13 from a different period doesn't mean there's a
14 Q. Youdon't know? 14 mismatch. There may be a2 mismatch. I don't know.
15 A. 1don't know. Idon't know what -- 15 Q. If there is a mismatch, that would create
16 Q. You didn't supply those, correct? 16 inaccurate modeling of off-system sales; would it
17  A. 1didn't supply those. 17 not?
18 Q. Do you know who did? 18 A, Tt would cause some issues, yes.
19 A, No. Again, ] think it was operations 19 Q. Well, what do you mean it wouid cause some
20 department, but I don't know the particular Staff 20 issues?
21 witness. 21 A. Because you aren't maintaining the
22 Q. Well, would you agree that if Staff's 22 correlation between load and prices.
23 normalized loads reflect the test year period and 23 Q. And it's important to maintain that
24 reflect a shape that's different than the price shape 24 correlation. We already established that, correct?
25 that you supplied, that that creates a mismatch 25 A, lagree, yes.

Page 63 Page 65 [

1 between the price shape and the load shape? 1 (). So the extent that that correlation has --

2 A. Itcould 2 has not been maintained and has been distorted, it's

3 Q. Well, wouldn't it? Why do you say it could? 3 going to lead to inaccuracy, correct; in the modeling

4 Unless by happenstance the shape from '02 to '05 is 4  of the off-system sales?

5 exactly the shape as the weather normalized loads 5 A. Yes, it will. Now, how large that

& trom July 1, 'G6 -- or '05 to June 30, '07. 6 inaccuracy is [ have no idea.

7 A. Yeah 7 Q. Because you don't know details of any

8 Q. They'd have to be exactly the same not to 8 mismatch that may exist, correct?

9 create a mismaich, wouldn't they? 9 A. Right.
10 A, Here's -- | haven't locked at that in 10 Q. Orany--[won't use the word mismatch.
11 detail. That's why I'm uncertain about it. I don't 11 Any failure to maintain that correlation. You don't
12 know what the details of the hourly loads are that 12 know the magnitude?
13 were used by the company or by the Staff. 13  A. Ihaveno idea.
14 Q. Yunderstand that. 1 understand you don't 14 Q. Could be great?
15 even know for sure what period the hourly loads apply |15  A. [havenoidea.
16 to. Butif the hourly loads were weather normalized 16 €. Could be small? You don't have any idea?
17 loads for the test year. 17 A. Idon't know.
18 A Uh-huh 18 Q. Well, you'd agree, would you not, if you use
1% Q. You have that shape for loads. 19 aprice shape reflecting hot weather and a load shape
20 A, Uh-huh 20 reflecting normal weather, the model results are
21 Q. Andyou have a completely different shape 21 going to reflect more megawatts being available to
22 for a completely different peried. You're going to 22 sell at those higher prices that are driven by that
23 have a mismatch; are you not? 23 hot weather than would actually be available if the
24 A. Tdon't know what you mean by completely 24 price and load shapes had been matched? Would you
25 d1fferent sh hape for 4 completelv dlfferent period. | 25 agree with that?
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1 A. Let's back up with your def -- let's define 1 nm?
2  hot and normal. 2 A. Right.
3 Q. Abnormally hot as opposed to -- 3 Q. Didn't have discussions about the Staff
4 A. Right 4  model run itself that ended up being used to model --
5 Q. -- normmal weather using weather normalized 5 to base Staff's case on?
& loads. 6 A. No, I didn't.
7 A. Right. If you -- if you are reflecting 7 Q. Given your sponsored prices for on-peak and
8 abnormally hot weather, okay, yes. That's obviously 8 off-peak electricity that were used in the fuel
% going to be different from normal. : 9 modeling in this case, do you believe the market is
10 Q. And that's going to tend to -- the model is 10 deep enough for UE to make unlimited off-system
11 going to tend to reflect more megawatt hours being 11 sales?
12 sold off-system than would otherwise be the case, 12 A. Yes. When you say unlimited, however, it's
13 correct? 13 the relationship between the fuel dispatch prices and
14 A, If your hourly prices reflect abnormally hot 14 the market -- the spot-market electricity prices that
15 weather, yes. 15 limits. And that's exactly the way the Midwest 150
16 Q. Didyou discuss the matching of load shapes 16 market works.
17 and price shapes with Mr. Rauer? 17 Q. Well, let me stop you there. I think [
13 A. No. 18 understand what you just said.
12 Q. Didyou ever talk to Mr. Rauer? 19 A, Okay.
20 A. Yes. 20 Q. Ifthe fuel dispatch cost ends up exceeding
21 Q. You never talked about weather normalized 21 what you can make on that next megawatt hour that
22 loads versus the prices you supplied with Mr. Rauer? 22 you're selling in the market, you're not going to
232 A. No 23 dispatch, you're not going to sell?
24 Q. What -- you said you did talk with him and 24 A. Right. And so that {imits the amount that
25 did correspond with him. What did you talk to him 25 yousell. If you get -- if your fuel dispaich prices
Page 67 Page 69|
1 about? 1 and your spot-market prices are out of line, then you
2 A. Thad to convey to him what the price levels 2 can -- you can end up over dispatching or the models
3 were that -- to use in the mode] and -- 3 can end up over dispatching,
4 Q. The prices we were just talking about? 4 Q. But at some point the volume of megawait
5 A. Right. The off-system prices and the 5 hours that might be available in the market --
& dispatch prices for coal and natural gas. 6 A. Might be.
7 Q. Okay. 7 Q. -- or that are avail -- let's just say they
8 A. So that's -- that's basically what I talked 8 are available in the market.
S to Mr. Rauer about. 9 A. Uh-huh.
10 Q. Did he have questions about those or did you 10 Q. May very well be such that the dispatch
11 just give him the prices and he used them or -- 11 price is going to exceed what you can receive in the
12 A. 1just gave him the prices and he used them. 12 market and you're not going to make that sale,
13 Q. So when you say you talked to him, what did 13 correct; because of economic reasons?
14 vyoutalk about? Iunderstand that you sent some 14 A, ]think I agree with that statement.
15 prices to him that he used in the model. 15 Q. Imean--
16 A, Oh, gosh. Most of my discussions with him 16 A, Ifyou're saying -- if you're saying the way
17 were early on when he was going through the -- where | 17 the market works is let's say you put in a bid for
18 T actually talked to him were early on when he was 18 $25 a megawatt hour and the market says we got plenty
19 going through the benchmarking process. So he was 15 .. we have plenty of power at $23 a megawaltt hour,
20 running Ameren -- Ameren's input through it. So just 20 you're not going to sell.
21 generally I was part of a group of Staff that was 21 Q. Right
22 talking to him on the telephone about those. 22 A, Yeah Iagree with that.
23 Q. About the benchmarking runs? 23 Q. So the market is not deep enough for UE to
24 A, The benchmarking runs, ves. 24 make unlimited sales?
25 Q. Or what ultimately became the benchmarking 25 A, ]agree.
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1 Q. At some point the market is going to take 1 poing to be low at the same time? t
2 over and say the market can't take any more megawatt z A. Yes.
3 hours. It's got all it can handle. 3 Q. And so everybody is going to tend to have i
4 A. That's right. And it will lower the price. 4 more megawatt hours that they might want to sell !
5 Q. Have you performed any studies how deep the 5 off-system, right? i
& market for off-system sales 1s for AmerenUE? 6 A. Ubh-huh. 5
7 A. No. 7 (3. And that's probably going to tend to drive .
8 Q. Could there be an absolute limit on how much 8 the price down in the region, correct?
9 UE can sel] in a given hour even 1if UE has an 9 A. Correct.
10 unlimited amount to sell? And when I say unlimited 10 Q. So thatat some point that price is going lo
11 amount to sell, an unlimited number of megawatt hours | 11 make it uneconomic for everybody to make mare sales,
12 available. 12 right?
13 A. Inreality the way the market works the i3 A. Correct. :
14 situation you're describing would never occur because 14 Q. Do you think there's some point where ,
15 prices would drop. If you had an unlimited quantity, 15 certain volumes of off-system sales simply would not  |:
16 prices are going to drop. You're not going to -- 16 be possible given the depth of the market? i
17 you're not going to get a price that will allow you 17 A. If] could draw you a supply and demand i
18 to dispatch that unlimited quantity to work. 18 curve, yeah. Yeah. I mean, we've just described -- :
19 Q. Well, you're not going to make the sale. 19 if by depth of the market what you mean is -- o me
20 You're not going to get a price that causes you to 20 it's just supply and demand. I don't understand -
21 make the sale, right? 21 depth of the market. Idon't know what you mean by !
22 A. That's correct. 22 that. 3
22 Q. Butyoumay physically have the ability to 23 Q. Well, supply and demand. At some point the §
24 - 24 supply is going to overtake the demand and you're not
25 A, Sure, 25 going to be able to sell any more, right? ;
Page 71 Page 73 é
1 Q. -- put those hours into the market if the 1 A. There are all kinds of hours where there's ]
2 economics allowed you te do it, right? 2 excess supply, yes. ;
3 A. 1f the economics allowed you to do it. But 3 Q. Okay. '
4 it's a causal relationship. The economics are what 4 A. The -- yeah, :
5 drives whether you can do it or not. It's the market 5 Q. And you can't economically sell any more i
& clearing price that determines whether or not you can 6  during those periods, right? i
7 sell those. 7 A. That's correct.
8 Q. Well, the economics drive whether you would 8 Q. And that varies by -- :
9 doit. Your generating capacity is there but you may 9 A. Even though it's there you can't sell it, ¢
10 not -- you're not going to dispatch if the economics 10 right )
11 don't support the dispatch. 11 Q. And that varies during the course of a day. .
12 A. 1 don't want to argue about terms here. 12 1 think that's basically what you just said, right? )
13 Yes. 13 A. Absolutely. :
14 Q. Assume duning an off-peak hour that UE's 14 Q. Do you think that -- I think -- I'm trying :
15 load s 3,000 megawatts. Do you think the market is 15 to use your terminology because you don't like my
16 deep enough that UE could sell 2,000 megawatis 16 depth of the market terminology, obviously.
17 off-system? 17 A. Idon't know what it means.
18 A. 1don't have any idea. 18 Q. Oryou don't know what it means. Well, you
19 Q. What about 3,000 megawatts? 12 know, I tried to listen in Dr. Johnson's economic
20  A. Tdon'tknow. 20 class but maybe I didn't pay close enocugh attention.
21 Q. What about 10,000 megawatts? 21 Do you think that that oversupply 1s greater ;
22 A, Thave not looked at that issue. 22 in the off-peak hours than it is in the on-peak '
23 Q. Okay. Would you agree that if UE's loads 23 hours?
24 are low, that in general other generator's -- other 24 A Sure.
25 utlhtmes Ioads in the reglon are probably also 25 Q Do you thmk that during the off peak
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1 periods when both UE and other market participants' 1 Q. Allright. i
2 loads are low there could be significantly less 2 A. If they lost some of that - if they lost
3 demand for wholesale purchases than during the times 3 2,000 of that load and all of a sudden they had 3,000
4 when loads are high? You'd agree with that, wouldn't 4 available to sell into the market, then the market
5 you? 5 price is going to drop, yeah.
& A. T'd agree with that, yes. 6 Q. Have you done any analysis of the extent of
7 Q. [ think probably you -- 1 think we perhaps 7 which the off-system sales volumes that Staff's
8 have already covered this point but just to be sure. 8 modeling results reflect are reasonable given the
9 Let's assume that that oversupply never takes place, 9 supply and demand and price affect we were just
10 1know that can't happen. That supply and demand 10 talking about; have you studied that in any way?
11 curve -- but let's say that intersection is way, way 11 A. Tknow what those levels are. Okay? 1
12 out there somewhere. All right? 12 don't know what those numbers are in my head right
13 A, Okay. 13 now, but I've looked at what those levels are and
14 Q. As UE's off-system sales volumes increase 14 they didn't appear to me to be way out of line.
15 the price it's going to be able to obtain for those 15 Q. You haven't done any studies, You've
1€ 1is going to decrease, isn't it? 16 answered a few of my other questions with I haven't
17 A. T almost hate to ask vou to repeat that 17 studied it. Have you studied that?
18 question but would you, please? i8  A. Ihaven't gone into -- yeah. I haven't gone
12 Q. AsUE's off-system sales volumes increase 19 into great detail type of studies of that but I know
20 the price it can obtain for those megawatt hours is 20 what those volumes are. I-- and we've generally
21 going to decrease, right? More and more supply, the 21 talked about it in terms of what current velumes are
22 price comes down. 22 and -- but I don't remember those numbers either.
23 A. Are we talking about from hour to hour now? 23 And my -- my general -- what I can tell you is my
24 Q. No. Ithink we're probably talking like 24 pgeneral impression of that was that -- and I'm
25 within an hour. 25 talking about on an annual basis. That they weren't
Page 75 Page 77|
1 A. So I'm talking about volumes available to 1 outof line. :
2 sell; UE's volumes available to sell. So I'm talking 2 Q. Just based on an impression from knowing the
3 about capacity that they have available -- they've 3 numbers. Not from doing any kind of analyses that .
4 met their load? ¢  would confirm whether they're out of line or not? k
5 Q. Met the load. 5 A. Correct, j
6 A. Soit's -- so -- for example, let me get it o Q. Will the generation LMPs that -- and you :
7 down to something I can understand. 7 know what I mean by generation LMPs. You're the MISQ
8 Suppose they were in a given hour and all of 8 guy at Staff, right?
8 2 sudden some of their load, for whatever reason, 9 A. Yes, i
10 disconnected, went off. Okay? So now they've got 10 Q. For better or worse?
11 more available to sell. Would that cause the price 11 A, For better or for worse.
12 that they face in that hour to go down? I think the 12 Q. Well, will UE generation LMPs be lower if
13 answer is yes. 13 off-system sales are 4,000 megawatts compared to
14 Q. Allright. Let's maybe -- let's try an 14 off-system sales at 2,000 megawatts, all else being
15 example. 15 equal?
16 Assume UE's load is 3,000 megawatts and 16 A. So these are actual sales -- market clearing
17 off-system sales in that hour are 1,000 and the price 17 sales?
18 in the market is $25. That's what UE can get under 18 Q. We're selling 4,000 megawatts off-system --
19 those conditions. 19 A, Would the price be lower for 4,000 than
20 A, Okay. 20 2,0007
21 Q. Assume that somehow UE could increase its 21 Q. Versus 2, yeah.
22 off-system sales to 3,000. Do you expect UE would 22  A. Isee causality coming from the other way,
23 still be able to get $257 And I think you just 23 and so I'm having a struggle to say this, When I
24 ndicated that you think the answer is no. 24 look at these numbers, 2,000 and 4,000, here's the
25 A. Yeah. [agree. 25 question I ask if these are actual sales. What
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1 caused sales to go up from 2,000 to 4,000, and the 1 plant have nothing to do with setting the price, but
2 answer was INerease in price. 2 more supply has come on so it's displacing some other
3 So if you ask me if 4,000 were the actual 3 unit way out there and causing the price to go down.
4 sales and 2,000 were the actual sale that cleared the 4 Q. Correct.
5 market, [ would tell vou that the 4,000 would have to 5 A. Yeah. That's a possibility, yeah.
& have a higher price. 6 Typically we don't -- we think of these as locational
7 Q. But all else being equal? 7 prices, and that's what -- that's what was -- that is
8 A. Yes. Soljust think about it the other way 8 the plants in that location are probably -- some of
9 around. . 9 them are setting the market clearing price not some
10 Q. Whatifa large plant comes back on-line and 10 plant over someplace else. But, yeah, it's possible.
11 that's what causes the volumes to go up so much? 11 Q. @'might have asked you this before. 1can't
12 A. Theactual -- 12 remember, and I apologize if I did.
13 Q. Looking at it from not the way you were 13 Have you updated your fuel price and energy
14 looking at it but the other direction. 14 oprice analyses through December '06? 1 think you had
15 A. Are we talking about availability or actual 15 used through November '06 for those at the time you
16 sales? See that's -- 1¢é filed your testimony.
17 Q. Well, the plant comes on-line. There's more 17 A. Thavenot
18 availability and then there's -- 18 Q. Do you intend to?
19 A. There's more sales. 19 A, We haven't talked about that internally. 1
20 Q. -- more sales. 20 don't know the --
21 A. The only way they can increase their sales 21 Q. What's your recommendation?
22 is if the price went up. 22 A, Idon'tknow the process. Idon't know the
23 Well, let me back off. In this particular 23 process for updating so --
24 example if you -- say you had a very low cost unit. 24 Q. Well, let me ask it this way.
25 Okay? Now, just - 25 A, I'mnot that far along yet.
Page 79 Page 81
1 Q. The price wouldn't have to -~ 1 Q. Forgetting the process for updating or what
2 A Just hang in there with me a minute to 2 other Staff members might think or what the consensus
3 explain it because I have to think through this. 3 on Staff might be. Do you think it would make sense
4 Q. Right. 4 to do so just from a pure -
5 A. You have a low-cost unit that was off-line, 5 A, Just from a total conceptual point of view?
6 forced out, and it comes back on-line and so you bid 6 Q. That's right.
7 itin. Okay? And bear with me just a minute. I'm 7 A. Thave no problem with updating, [ think
8 selling an additional 2,000 from that unit plus I'm 8 that when you're looking -- when you're looking at
9 selling the same 2,000 from the other units that were 9 1, adding a couple months probably isn't going to
10 already on-line. Okay? Now, the price could have 10 make much difference one way or the other.
11 stayed the same. All right? 11 Q. Okay. You haven't made --
12 in other words, this lower-cost unit that 12 A. That's just generally my -- because I'm
13 comes in bids in but he's not the price setter. He's 13 looking at 12-month averages. I'm not - okay? T'll
14 not setting the price in the market. It's these 14 drop off November of -- well, I think 1 had already
15 higher price units that are setting the price in the 15 had November.
16 market. But if the price drops, then the ontput from 16 Q. You'll drop off December '05 and add
17 these other plants has to go down, 17 December '067
18 Q. Well, it only has to go down if they're not 18 A. December '06, right. Will it have a big
13 in the money at a lower price. 19 impact? The answer is probably not,
20 A. Well, that's true. So your assumption -- 20 Q. Youdon't know what the fmpact would be?
21 your assumption is we're in a situation where none of 21 A, No. Butit's very unlikely that it'’s going
22 these plants are setting the market price, none of 22 to be extremely large. I might be wrong, though.
23 them are on the margin. Okay? And is it possible? 23 Q. Well, we'll talk about that maybe.
24 Yeah. It's possible in that situation to have a 24 Have you made any changes to your regression
25 plant come on-line, all the other plants plus that 25 analysis since vou filed your direct testimony? |
21 (Pages 78 to 81)
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1 take 1t you haven't. 1 A. Yes.
2 A, Which regression analysis? 2 Q. 1f Mr. Cassidy communicated to Mr. Rauer
3 Q. You did one for off-peak, right? You did 3 that you needed such a run, would you agree with
4  one for on-peak where you did the regressions to see 4 that? :
5 the relationships between -- 5 A Yes.
6 A. Oh. The relationship between the prices -- 6 Q. Why did you request that run?
7 the coal prices and off-peak prices. 7 A. 1think we needed to get an analysis that
8 Q. And off-peak price and the -- 8 was comparable to the one that UE had made which did
g A, T've looked at some additional other 9 not include Joppa.
10 approaches to that, yes. 10 Q. Inother words, you wanted a fuel model run
11 Q. For what pumaose? 11 that assumed Joppa wasn't available just like the
12 A Twas looking -- I looked at log-log 12 fuel model run that UE had done in support of its
13 regressions. 13 direct case?
14 Q. I'l admit] have no idea what you're 14 A, That'sright. If I'm going to rebut Union
15 talking about now. 15 Electric's position, I need to have something that's
16  A. I was-- for purposes of the direct [ was -- 16 comparable.
17 because | knew 1 was going to use that relationship 17 Q. And, of course, the benchmarking run has
18 to drive the price levels I wanted to get the best 18 UE's assumptions in terms of what prices and so on?
19 fit. And I used a quadratic for coal prices and 19 A, Sure.
20 off-peak prices. And I think I used just a straight 20 Q. So you wanted arun that was apples to
21 linear. 21 apples with UE's filed run with the exception it
22 In some additional analysis I'm doing for 22 would have Staff's inputs; prices, availabilities --
23 rebuttal I'm using a log-log relatjonship. And the 23 A, Correct.
24 only reason that I'm using that is that the 24 Q. --all those kinds of things?
25 coefficients that you get out of a log-log 25  A. That's correct.
Page 83 Page 85
1 relationship tells you the percentage relationship. 1 Q. And that's really in connection with the
2 Soif one price goes up by 1 percent, that 2 Joppa issue for rebuttal, correct; that's why you're
3 coefficient tells you -- the driver variable goes up 3 asking for that?
4 by 1 percent, your coefficient tells you the 4 A. No. Na. Not the loppa issue. With the
5 percentage by which the other variable goes up. 5 sharing,
3 It's just a cleaner mathematical form when © Q. With the sharing?
7 you're looking at variability. The difference in the 7 A. The sharing issue.
8 R-squareds is extremely small, and it just seemed to B Q. Okay. Got you.
9 me like a more convenient -- let me say I used these 9 Do you have those runs -- that run?
10 other regressions because they were a little bit more 10 A. Withme? No.
11 convenient in their mathematical form to use. 11 Q. No. Butit's done?
12 Q. That had to do with looking at off-system 12 A Yes
13 sales, sharing mechanisms, stuff just like before? 13 Q. Dr. Practor, would you agree that outapes
14 A, Yeah 14 can greatly affect off-system sales margins?
15 Q. 1believe that you're the person on the 15 A, When plants go out it cuts supply and tends
16 Staff who requested a fuel model run without the 16 to cause prices to go up, yes.
17 Joppaplant. Do you remember that? 17 Q. And--
18 A, Dol remember making that request? I don't 18 A. Anditmay -- it may cut back on what you
19 remember making that request but maybe 1 did. You 19 have available to sell.
20 mean from Mr. Finnell; from AmerenUE? 20 Q. Right. And forced outages can happen
21 Q. Neo. Do you remember tatking to or 21 unexpectedly. In fact, most forced outages are
22 commumnicating with Mr. Cassidy about the needtodoa |22 unexpected probably. Maybe all of them are, correct?
23 no Joppa run? 23 A, Yes. True
24 A, Tvetalked to him about that, yes. 24 Q. UE experienced a forced outage at its
25 Q. Fairly recently? 25 Callaway plant this last spring that was unexpected, :
22 (Pages 82 to 85)
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1 correct? 1 couple of different spreadsheets; MP Cinergy Hub \
Z A. TI'mnot -- | don't know. 2 On-Peak.xls, and then you have an off-peak -- same :
3 Q. You're -- you're aware that UE had a forced 3 name off-peak, right?
4 outage at Callaway last spring; is that -- 4 A. Right. :
5 A. T'was not aware of that. 5 Q. Do you mind if I catch up with you? E
6 Q). Notaware. Okay. Well, assume that it did. 6 A. Go ahead. I'm pulling up the off-peak. ;
7 A. Okay. 7 Q. I'mlooking at a chart that ] believe is in
8 Q. If a forced outage occurs during hours or 8 --it's your MP Cinergy Hub On-Peak.xls file.
9 days or weeks when off-system sales margins might 9 A. Right.
10 otherwise have been high, the expected margins that 10 Q. Is that the same file you've got?
11 one might have expected in the absence of that forced 11 A. Yes.
12 outage are going to be impacted, right; they're going 12 Q. AndI'mlooking at a chart that says
13 to be reduced, correct? 13 comparison:on-peak -- I don't know what the wkds
14 A, Correct. Hopefully you've reflected that in 14 means.
15 your fuel dispatch model by having forced outages in 15 A, Weekdays.
16 it 16 Q. Weekdays. If I look at Apml, I've got a ;
17 Q. Right If your forced outages are 17 price of 47.78, right? !
18 accurately modeled -- 18 A, Correct. :
1%  A. Correct. 19 Q. If1iook at November, for example, I've got ¢
20 Q. --thenit's going to take that into 20 41587
21 account? 21 A. Yes. Solwould say they were -- the b
22 A, Yes. 22 on-peak prices are lower -- have traditionally been i
23 Q. Butif you have forced outages beyond the 23 lower in the fall. If you go up above that graph -- :
24 nomm, beyond what was expected in your modeling, then | 24 Q. Allright. ¢
25 that effect is going to occur, correct? 25 A, -- what you see -- 4
Page B7 Page 89 ;
1 A. Yes. 1 Q. Is this is on-peak -- well, average monthly
2 Q. And the converse is not generally true; a 2 prices graph? ;
3 lot of additional capacity doesn't usually just show 3 A. Yeah. You will see year by year. Apnl -- :
4 up during a year; is that fair? 4 the year here is April through March. So it's --
5 A, Let's -- no. Ithink the converse is that 5 Q. Right. ;
& you can have outages thaf are - in a given year that 6 A, --"'0210'03. And those are Cinergy Hub '
7 are less than what you modeled as normal. And soin 7 prices. -
8 that particular instance you would have more capacity B8 Q. Right. These are not after you'd applied :
9 available than what you had modeled as normal. 9 your constant percentage and got the UE normal which |
10 Q. The prices that you provided for Staff's 10 we were talking about below, right? :
11 fuel modeling. 11 A. Right. If you looked in September, for K
12 A Uhhuh 12 example, and ‘05, '06.
13 Q. Were those prices generally higher in the 13 Q. Yeah
14 spring or in the fall; do you remember? 14 A, Which would have been -- let's see. That
15  A. Are we talking on-peak or off-peak? 15 would have been '05, September '05. The 06 portion
16 Q. Well, let's talk about -- let's talk about 16 would have been January. You have a very high price
17 both. But you can talk about whichever one you'd 17 in September. And I had initially talked to
18 like first. 18 Mr. Schukar because I felt like the September price
1¢ A. Looking at the on-peak prices here -- this 19 that UE was using was too low, and he kind of
20 is on the Cinergy Hub comparison to UE normals,and |20 convinced me otherwise and I went back and 1 looked
21 1t appears to me that the lowest prices -- and | 21 -
22 remember taiking to Ameren about this, but they 22 Q. That's when Katrina happened, right;
23 appear to be the lowest in the fall; September, 23 September '057
24 QOctober, November. 24 A. Right. And I went back and I realized that
25 Q. Areyou looking at -- I think you have a 25 inmy average | had included that high price and
23 (Pages 86 to 89)
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shouldn't have. And that's why it's not in that
average. The little prices - and you also see kind
of a higher price in October too. So you can get
those -- from time to time those effects. But
typically in the fall it looks Iike the prices are --
on-peak prices are lower than in the spring.

Q. And, in fact, the prices that were used in
Staff's fuel modeling that were supplied by you
reflect that?

A. Yes.

Q. You know, I use the one example of April and
November. We got about a $6 and some odd spread
between those prices, right?

A. Yes. 4710 -

Q. 41. 36 and --

A. Oh. I'msorry. Get down to your normals.
47.78 versus -- you said November -- 41.58.

Q. Yeah, $6.20.

A. Yep.

Q. So if a unit experienced a planned outage in
the fall at lower prices, the lost off-system sales
margins due to the outage would be less than if the
unit had experienced that same planned outage in the
spring at higher prices, correct?

A. Tagree.

gmmqmmbwmr—'
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don't know the answer to that, but [ -- I mean,
that's a thought that comes to my mind.

Q. Well, putting aside the debate about whether
the planned outage ought to be in the spring or in
the fall.

A. Uh-huh.

Q. If the outage actually occurs in the spring,
then that would --

A. Then your model --

Q. -- be a debate for somebody else?

A. Then your model will not reflect what
actually happened. That's correct.

Q. Now, AmerenUE provided outage schedules to
Staff; are you aware of that? You don't know?

A. ldon't know.

Q. Do you know why Staff would have changed the
outage schedule for a major unit?

A. No.

Q. Who do you think more -- whe do you think
knows more about when plant outages will occur; the
utility operating the generating units or the staff?

A. Thave no idea.

Q. Don't have an opinion about that?

A, No. [suspect you could always say thatin
terms of knowledge that the utility has more

Page 91

Page 93

P pe——

1 Q. And if the units were modeled with a planned 1 knowledge than the Staff. Okay? Inany given area.
2 outage in the fall instead of the spring, higher 2  Okay?
3 off-system sales margins would be generated by the 3 Q. Would you agree that a substantial
4 model, wouldn't they? 4 vpercentage of UE's off-system sales margins have
5 A. If unit outages were planned in the fail 5 historically been generated from sales of energy
& rather than in the spring? 6 during the off-peak hours?
7 Q. You got a planned out -- 7 A. Idon't know.
8 A. Yes. 8 Q. You haven't studied that?
9 Q. It's going to be higher margins coming out 9 A. Thaven't studied that.
10 of that model, isn't it -- 10 Q. Haven't looked at it?
11 A. That's correct. 11 A, Haven't looked at it.
12 Q. --in that ¢ircumstance? 12 Q. Is it fair to say that off-system sales
13 But if the unit would actually be out - if 13 margins are slimmer during the off-peak than the
14 the planned outage for that unit is actually going to 14 on-peak?
15 be in the spring and not in the fall, those higher 15 A. Yes,
16 margins would be in error, wouldn't they? 16 Q. So that means just because there may be very
17 A, Ormaybe the planned cutage would be in 17 high on-peak power prices at a given time if the
18 error. 18 volumes of energy available to sell during these
19 Q. Let's assume that the planned outage isn't 19 on-peak hours is low, you're not going to make very
20 m error, though. That's when it actually occurs. 20 much margin, right?
21 A. Well, 1 would -- I would ask why. Why would 21 A, Interms of total dollars, that's correct.
22 youplan an outage in the spring when the ability to 22 Q. You already said you don't know what the --
23 sell in the market gives you a higher price than 23 you don't know what the waiting is between off-peak
24 putting it in the fall? 1 mean, that's part of the 24 and on-peak for UE?
25 questmn of how do you plan your out_ages Andl 25 A, Historically, no. Na I haven t 100ked at
24 (Pages 90 to 93)
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1 that 1 Q. And you have a MP gas and oil on-peak
2 Q). 'When you say historically, it makes me think 2 prices.
3 that you have some opinion about what it's going to 3 A. On-peak prices. The analysis sheet --
4 be prospectively. 4 Q. Got you.
5 A. No. Idon't have an opinion about what it's 5 A. --the on-peak prices are in Column M.
€ going to be prospectively, no. 6 Okay? And the 12-month moving averages are in N.
7 Q. Do you have some information that tells you 7 And my recollection was that the 12-month moving
8 what it's going to be prospectively? 8 averages were beginning to fall. Okay? So that -
9 A. Well, I mean, vou should be able to get that 9 yes.
10 information from the production cost model runs. You 10 Q. I'mlooking in December '05. I've got $84,
11 know, how much -- how much of your off-system sales {11 and then there's a precipitous drop in January to 52
12 occurred in off-peak hours and on-peak hours and 12 and now I'm down to 40 in September.
13 those types of things. But I haven't looked at that. 13 A. Right. But they started to go back up in
14 Q. Allright. Are the Gen LMPs that AmerenUE 14 July and August. I think we had some --
15 receives for off-system sales the same at each of its 15 Q. Uh-huh. Some 74s?
16 generators; Labadie -- 16 A. --some 70sinthere. Let me look at one
17 A. Oh, no. 17 other thing.
18 Q. They're different, right? 18 Q. Okay.
19  A. They're different, yeah. 19  A. Butit generally looks like they've started
20 Q. Would you agree that to more accurately 20 to come down.
21 model off-system sales it's appropriate to use the 21 Q. They're about -- if we take -- probably
22 Gen LMP at each of the major generating stations as 22 ignore December '05 which was probably really an
23 opposed to just using one Gen LMP? 23 anomaly, right; 84 bucks?
24 A. More accurate in terms of predicting -- 24 A, Uh-huh,
25 Q. Margins. 25 Q. If we take January '06 to the last value you
Page 95 Page 97
1 A. - margins? Well, predicting on an hourly 1 have we got a 20 some odd percent drop, right; 52 to
2 basis absolutely. Thaven't looked at whether it 2 407 If I'm doing that right?
3 would be on an annual basis or not. 3 A. Yes.
4 Q. Let's say we got one unit and it's got a 4 Q. That's low 20s percentage-wise, right?
> really high Gen LMP and its costs are really low and 5 A. Uh-huh. Let me check one other thing too.
& - we generale all these margins and the other ones have 6 Yes. Schedule 4.2 of my testimony.
7 much different ones. We're going to have inaccuracy 7 Q. Allright.
8 in that result, aren't we? 8 A. I'mlooking at 12-month moving averages
6 A. Sure, 9 on-peak prices, and starting -- well, December ‘03
10 Q. Have wholesale energy market prices tended 10 you're at about a $65 ievel.
11 tocome down or go up since 2005 and earlier in 2006? {11 Q. Uh-huh.
12 Today. Today have they tended to go down or go up 12 A. And that 12-month moving average is actually
13 since, say, late '05, early '067 What have they 13 staying relatively constant until 1 get to September.
14 tended to do? 14 Now, part of the thing that's holding it up were
15 A, Let me take a look. 15 these higher prices in July and -- July and August of
16 Q. Areyoulooking at your Cinergy -- 16 '06. But -- and what you see on that graph also is
17 A. No., Well, I could look at that. 17 the monthly on-peak prices and where they -- where
18 Q. Well, what are you looking at now? 18 they were.
19 A, Hangonjustasecond. Idon't know yet. 19 Q. Right, That's the triangles.
20 You want to talk about on-peak prices or -- 20 A, The triangles. So they clearly -- as you
21 Q. Let's talk about both. 21 indicated they clearly fell in January and then
22 A, Okay. Well, I'm looking at the MP gas and 22 hovered around what the Staff is calling normal and
23 o1l spreadsheet. 23 then went back up in July and August. And what in
24 Q. Allright 24 part you're having going on here is that when you're
25 A Andifl go over to -- 25 --when you look at 12-month moving averages, the
25 (Pages 94 to 97)
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1 January price of '06 is replacing the January price 1 A. And my vague recollection was that there was
2 of'05. Okay? 2 some other utilities that then came in and said we
3 So if you're looking at it on a 12-month 3 would like something similar to that.
4 average basis, you say well, did prices drop. And 4 Q. You just don't have any specific
5 the answer is well, did the January '06 price fall 5 recollection about a Utilicorp off-system sales
6 below the Jannary '05 price rather than the December 6 mechanism of some kind; sharing mechanism of some
7 price. And the answer probably was not very much. 7 kind?
8 So what you're seeing is a real -- prices got up from 8 A. No, Idon't. :
9 Katrina through December of '05. Now your prices are | 9 Q. Allright. Now, you testified earlier that
10 back down to normal but you're replacing -- you're 10 gas prices were affected by the hurricanes through
11 replacing pre-Katrina prices with post-Katrina 11 December '05. You weren't sure if the effect
12 prices. So my analysis of this is that those prices 12 continued into '06, but through December '05 there
13 are relatively normal starting in January of '05 -- 13 was clearly an effect, right? :
14 '06 because I'm replacing the stuff from January '05, 14 A. Uh-huh. :
15 1don't know if that's confusing or helpful. 15 Q. And to arrive at your normalized on-peak
le Q. [follow you. [think. 16 energy price you examined the relationship between
17 A, Okay. 17 gas prices and energy prices during the on-peak, ;
18 Q. Ifan off-system saies sharing mechanism was 18 right? i
19 a part of an electric rate case at the Missouri 13 A, Correct. -
20 Commission during the last 10 years, would you have 20 Q. And ]beheve your testimony is in your
21 likely been involved in that rate case on that issue? 21 direct testimony that a normal level of gas prices to
22 A. No. That was -- let me repeat. Margins -- 22 usein that relationship is $7 per MMBTU, right?
23 off-system margins from -- profit margins from 23 A, Correct.
24 off-system sales have not historically been an issue. 24 Q. And when you apply your percentage using ;
25 Q. Well, I said if off-system sales sharing of 25 that $7 price, you get an on-peak electricity price .
Page 99 Page 101[
1 revenues -- 1 of 54.51, right?
2 A. Oh. Sharing. 2 A. Ibelieve that's correct. Let me check here
3 Q. Sharing of off-system sales revenues or 3 real quick. ;
4 margmns, if that had been an issue in an electric 4 Q. Ithink it's in your testimony as well. i
5 rate case in Missouri in the last 10 years, would you 5 A. Right. That sounds -- that sounds right on. f
6§ likely have been involved in it? 6 Q. Page 15, Line 5; $54.517 :
7 A. Probably, yveah. 7 A. Right ;
8 ). Yeah. Do youremember a 1997, 1998 time 8 Q. And to arrive at your $7 gas price you took
9 frame Utilicorp case? And [ know there's been a lot 8 a12-month average of UE's delivered gas prices; is
1C of cases, but that involved off-system sales sharing 10 that right? ;
11 issues. 11 And I take it you're looking at a work paper 5
12 A. No,1don't. I'm sorry. 12 toseeifI'm--
13 Q. Youdon't know, for example, whether 13 A, MP gasandoil.
14 Utilicorp was presenting a mechanism to share 14 Q. The work paper you are looking at is MP gas
15 revenues versus sharing margins? 15 andoil -- ;
16 A, Here's - let me give you my recollection. 16 A, Right :
17 My recollection was that somewhere in that time frame |17 Q. MP gas and Oil underscore On-Peak Prices dot |
18 Ameren had come in with its merger case, and it 18 XLS, right? ‘
19 received a sharing mechanism. 1¢ A, Right. Andin Column H, Row 50, that is §7
20 Q. Eamings? 20 and that is the number that [ used. )
21  A. Eamings. 21 Q. And that average encompassed the months of 3
22 Q. The EARP you're talking about, right? Or 22 December '05 through November '06, right? )
23 Experimental Alternative Regulation Plan? 23 A. Yes. :
24 A. Whatever it was, yeah. 24 Q. Now, when you include the December '05
25 (). Okay. 25 prices, vou're, in fact, including prices that were
26 {(Pages 898 to 101)
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1 still being affected, in fact, increased by the 1 Since we've still got artificially inflated

2 hurricanes that we talked about, right? 2 gas prices in December '03 because of the hurricanes

3 A. Let me look here real quick. Idon't-- in 3 and we've got December '06 gas data presumably at

4 this particular instance I'm not sure I would agree 4 this point, wouldn't it be better to eliminate that

5  with that. We know there was some impact from the 5 abnormal month and use December '06 gas prices to

& hurricanes but if you ook at the prices past & calculate this average?

7 December '05, they are all higher than the December 7 A. T'd certainly be willing to look at that,

8 '05 price. And,in fact, the December '05 price was 8 yes.

9 8 bucks, and all of the prices through August '06 are 9 Q. Imean, if you -- one of the goals of your
10 above 8 bucks. And then in September the price 10 testimony I think we talked about earlier, and |
11 droppedto 7.79. In Qctober it's dropped to 7.11. 11 think it was on Page 3 -- or one of the goals you
1z Now -- okay. I'm looking at the 12-month 12 expressed in your testimony, I believe, was that you
13 moving average. Sorry. Take back everything I just 13 felt -- you say on Page 3, Lines 9 to 10, the
14 said. 14 objective of my analyses is to remove the effects of
15 Q. Yeah. 15 these abnormal events on prices and recommend a set
16 A, I'mlooking at the wrong column. 16 of normal prices to be used in this rate case, right?

17 Q. Which column should we be looking at? 17 A, Yes.
18  A. We should be looking at Column G is your 18 Q. That's what you're trying to do?
19 question. 1% A. Yes.
20 Q. Yep. Where it's $10.06 in December, isn't 20 Q. Andthese effects include the hurricanes --
21 it? : 21 the effect of the hurricanes on gas prices, right?
22 A. Right. 22 A. Yes.
23 Q. Andevery other price -- I mean, there's a 23 Q. Andifyouinclude a $10.06 gas prices
24 fairly precipitous drop between December '05 and 24 that's being affected by the hurricanes, you haven't
25 January '00, isn't there? 25 fully removed the effect from the gas prices, have
Page 103 Page 105|[

1 A. Right. Yes. ] agree. 1 you?

2 Q. And in the average that you used you used 2 A, Tagyee.

3 that $10.06 gas, didn't you? 3 Q. Dr. Proctor, are you familiar with market

4 A. Yes. That's correct. 4 price reports prepared by an organization called PIRA

5 Q. When the Katrina effect -- if 1 can call it 5 Energy Group. Have you ever seen anything like this?

6 the Katrina effect -- on gas prices was still taking 6 A. No.

7 place, right? 7 Q. No familianty with that?

8 A, Tt appears to still be there, yes. 8 A. No, I have not. I'm sorry.

g Q. Yeah. Now, is the reason you used December 9 Q. Okay. Let me show you a chart, and this is :
10 '05 -- you were using 12-month averages, right? 10 from the Eastern Grid/ERCOT Market Forecast from PIRA |
11 A, Uh-hwh. 11 Energy Group dated July 31, 2006. Let me show youa
1z Q. And when you filed your testimony -- you're 12 chart on Page 3 of that report entitled US
13 preparing your testimony in early December and you've | 13 Eastern/Midwest Prices, Short-Term Monthly.

14 got data through November '05, right? 14 Take a look at the columm labeled N Hiinois
15 A, Ub-huh 15 which stands for Northern Illinois. Would you agree
16 Q. Isthat why you did it? 16 that probably stands for Northern Illinois?
17 A, Yes, 17 A. Yes,
18 Q. It's your view, I believe, isn't it, that 18 Q. December '05 gas price is 12.64.
15 1t's better to use prices as close to the period when 19 A, Ub-huh
20 UE's 1/1/07 fuel costs will be into effect as 20 Q. January '06 is 8.38, correct; on this chart?
Z1 possible; is that your view? 21  A. Onthatchart, yes.
22 A. Oncoal prices, ves. [ don't think I was -- 22 Q. And that's reflecting this noticeable drop
23 Tdon't think [ was taking that into account with 23 that we were just tatking about that's reflected in
24 natural gas prices. 24  the prices that you had used, correct?
25 Q. Well, let me ask you this. 25 A. Uh-huh.
27 (Pages 102 to 105)
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Q. And then let's take a look -- would you
agree, Dr. Proctor, that we've -- we've got different
trading hubs depicted on this chart we were just
talking about, right?

A. Uh-huh.

Q. We've got Mid-Continent, Appalachian and so
on.
A. Uh-huh.

Q. New York. Would you agree that a Northern
1llinois price is probably -- of these prices, of

these various hubs, is probably most reflective of
prices AmerenUE would experience? Mid-Continent is
Kansas, right?

A, Well, yeah,

Q. Essentially?

A. Oklahoma, Kansas.

Q. OKlahoma, Kansas. Henry Hub is Louisiana;
Gulf Coast essentially. Of course New York speaks
for itself. Appalachian is Eastern United States.

A, 1just -- you know, locationally, ves, your
statement is correct, In terms of transportation
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Q. Ifanormalized gas price is 6.50 rather
than $7, the price of electricity in the on-peak is
going to be closer to 350 all other things in your
analysis being held equal, correct?

A. It's going to be lower, ves.

Q. Well, it's going to be pretty doggone close
to 50 if you drew a line up -- straight up from 6.50
on your schedule 4.1, Isn't it going to intersect
virtually exactly at $50 per --

A. It looks pretty close.

Q. -- per megawatt?

Can you describe for me the underlying
nature of gas prices that you used to calculate that
$7?7 Are they daily data, monthly data? Is it one
data point within a month; do you know?

A. It -- this was data we got from Mr. Finnell

Q. Do you know the nature of it?

A. --and -- and determine for each of these
pipelines -- three pipelines what the price was that
they were using for dispatch. I think Mr. Finnell

o T et P T s

e T i

BTN DA I

o

o A T

N

22 costs, I don't know. told me but I don't recall exactly whether it was the
23 Q. Well, this hub is going to be closer to first day of the month or it was the monthly price or
24  Ameren's service territory than these others, what it was.
25 correct? Q. All else being equal would you agree that it
Page 107 Page 1097}
1 A. Yeah. But sometimes closeness doesn't 1 would be best to use actual pricing data for whatever
2 determine whal transportation costs are. So that's 2 region is applicable that captures the actual monthly
3 - and1f's also the gas supplies that pour into 3 price - the average monthly price for the months
4 these hubs. But I'll agree with your statement 4 that you're looking at; would that be the gas price
5 locationally. S data you'd want to use if you had it?
6 Q. Take a look in the same chart, same column, 6 A. Versus what? I'm trying to --
7 that N Tllinois column, down toward the bottom 7 Q. Well, versus perhaps, for example, if you
8 there's a first quarter '06, second guarter 06, 8 had a gas price from one day of each month as opposed
9  third quarter '06 and fourth gquarter '067 S to the average monthly price. Wouldn't the average
10 A, Uh-huh 10 monthly price be better?
11 Q. Justeyeballing those quarterly prices would 11 A. Soyou were averaging over all the days --
12 you agree that those -- the average of those prices 12 Q. Inamonth.
13 15 gomng to vield a gas price of a lot closer to 6.50 13 A, --inthat month?
14 per MMBTU than the §7 that you used? 14 Q. Averaging over all the days in January and
15 A. Those -- yeah. It's also showing -- for 15 February and March as opposed to we got a price from
16 this particular hub, that's correct, 16 January 2nd and we got a price from February 2nd.
17 Q. Ifwe take a look at vour schedule 4.1, what 17 A, Uh-huh. [really haven't thought about
18 you did to come up with your $54.51 on-peak 1¢ that. It would -- here's kind of the question is --
18 electricity price is you had arrived at this $7 19 and I just haven't analyzed that -- the aspect of the
20 normalized gas price, right? 20 thing that you're talking about. If you're saying
21 A. Sure. 21 would an average price over the month be more
22 Q. Andyoudrew a line up from $7 straight up, 22 representative of the monthly price than a one-day
23 and the intersection was at 54.51 and that's the 23 price, the answer is yes.
24 price, right? 24 Q. Because you may have volatility within the
25 A. Right. 25 month and you pick one data point -- we talked about
28 (Pages 106 to 109)
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this earlier. The average is going to tend to smooth
that volatility out, right?

A. Right.

(). So you're going to get better information if
you take the average of that month than if you take a
data point within each of those months, right?

A. Sure.

Q. Can you tell me the understanding of the
source of the energy prices that you used to perform
your regression analysis that ultimately feeds into
determining vour recommended normal level of energy
prices?

A. Yes. _

Q. Okay. What is that; what's that source?

A. AmerenUE.

Q. Well, can you -- do you know anything more
about it other than you got it from AmerenlJE? Do you
know what that data consists of?

A. Tt was what AmerenUE was using to represent
its hourly prices for 2003, 2004, 2005, and then we
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Q. And I think you seemed to express that you
really didn't know exactly what was behind that data;
is that fair?

A. That's fair.

Q. Okay. You didn't know, for example, that
through -- up to April 1, 2005, the prices that were
given to you by AmerenUE were actual realized prices
and that post April 1, 2005, the prices were MISO
day-ahead energy prices; were you aware of that?

A. 1 generally would have expected that,

Q. And the reason I gave you this Exhibit 3 is :
because Mr, Finnell tells Staff that these are the X
MISO Day 2 day-ahead market energy prices, correct? |

A. Correct,

Q. And those energy prices are the MISO market
energy only prices. That's not the Generation IL.MPs _
that AmerenUE would have received, correct? i

A. Idon't know. ' '

Q. Well, if I refer to something that's the :
MISO Day 2 energy market prices, I'm not referring to |

e e g

got it updated for 2006. 21 an LMP price at any particular generator, am 1?7 :
Q. Doyou-- 22 A. IfI understand your question, LMPs have
A. And I calculated averages, monthly averages 23 three components, And there is a -- the energy only t
for peak and off-peak. 24 component, there's a congestion component --
Q. Do you -- well, I think earlier -- I don't 25 Q. Right
Page 111 Page 113,
1 know if you referred to that earlier or not. 1 A. --and then there's a losses component. ;
2 MR. LOWERY: Well, let's just go ahead and 2 Q. Right, !
3 mark this if you don't mind, please. 3 A, And if these don't have the losses or :
4 (Deposition Exhibit 3 marked for 4 congestion components in them, if that's what you're
5 identification. Thereupon, the deposition stood in 5 asking, that appears to be the case, yes. ;
& temporary recess.) 6 Q. Allright. And AmerenUE doesn't realize the |
7 Q. (By Mr. Lowery) Dr. Proctor, have you seen 7 energy only component of those LMP prices. It :
8 --ever seen Exhibit 3 which is AmerenUE's response & realizes the LMP price that takes all these three :
9 to DR2697? Is, in fact, that AmerenUE's response to 9 components into account, correct; when it makes an
10 Staff DR269? 10 off-system sale?
11 A, 1ldon't recall seeing -- give me a second 11 A. You can account for it that way, yes. :
12 here. 12 That's correct. [
132 Q. Sure. 13 Q. Okay. :
14 A, Idon'trecall seeing this, no. 14 A, They have financial transmission rights to :
15 Q. Iflcould borrow it? 15 the extent in a given hour those people generally i
1é MR. LOWERY: Well, Steve, if you don't mind, 16 think of financial transmission rates and the :
17 can I come over here and stand over Mike's shoulder? 17 revenues they get for those that offset the
18 MR. DOTTHEIM: Sure. That's fine. 18 congestion, that that's there for native load. Okay?
19 A, I'mnot sure what it's saying there, if 19 And they typically don't associate that with :
20 that's all right. 20 off-system sales.
21 Q. (By Mr. Lowery) Well, I asked you before, 21 So to the extent you're getting those
22 Dr. Proctor, if you knew anything about the 22 additional revenues that's typically associated with
23 uanderlying nature of the data that you said you got 23 native load. But it's -- however you want to do that
24 from AmerenUE. 24 accounting, yes. Losses are generally seen as a
25 A. Right 25 separate -- totally separate component. You pay
29 {(Pages 110 to 113)
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losses in a given hour. At the end of the year you
get a refund because you're paying marginal losses
that are higher than average losses. Do you account
-- do you bring that into the accounting? I mean,
what I'm saying is that's a way to account for it,

yes. But does it mean that it's wrong to use those
prices? I don't know.

Q. Well, we didn't have FTRs before the MISO
Day 2 energy market.

A. Right. Before.

(). We did have congestion on the system. It
was just reflected in a different way or realized in
a different way. If pre April 1, 2005, however the
accounting was done, included the losses and the
congestion and the energy, and post April 1, 2005,
we're looking at only the energy only piece, we're
not looking at apples and oranges, are we; in terms
of what UE actually realized for those off-system
sales?

A. Idon't--

Q. 1mean, we are looking at apples and
oranges, I'm sorry. I misstated my question.

A, Idon't know the accounting well enough to
answer your question. Those are the prices that UE
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Okay? I don't understand --

Q. You're using this data to perform your
regression, right?

A. That's right. I'm using the same price data
that the company used in its three-year average to
perform my regression, yes.

Q. But if the -- let's assume that the MISO
energy prices are higher than the realized price that
UE has realized at each of its generating stations.

If you're using that to perform a regression and

that's your starting point, aren't you going to end

up with higher energy prices -- higher normatized
energy prices to use for UE in the fuel modeling than
if you used the realized price?

A. Why would you assume they're higher?

Q. Well, let's assume they are higher. Let's
assume the MISO Day 2 energy only prices are higher
than the Gen LMP realized prices that include all
three components. If they're higher, aren't you
going to bias your energy price results to be higher
than if you used the realized prices?

A. No more than they would bias them in doing a
three-year average. I mean, I just assumed those
were the prices.

PRIy D]
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piece at the MISO?

A. No. You've got two different systems -- are
you talking about looking historically? You got two
different systems going on. I don't know that you're
going to get any -~ using prices realized at the
generator?

Q. Well, the Gen LMP includes the congestion,
and it includes the losses and it includes the energy
price, right?

A. Yeah

Q. That's what UE is actually realizing,
correct?

A. Right

Q. And the prices pre 4/1/05 were what UE was
actually realizing?

A. 1I'm using the same prices the company used.

25 was using, and I assumed that they were consistent 25 Q. Tunderstand you may not have understood
Page 115 Page 117
but -- because they were averaging those prices 1 what the prices were.
together. All right? So I assumed that they were 2 A, Butit's going to cause the same kind of
consistent. Now -- 3 bias in the three-year average.
Q. Well, you used these prices for the purpose 4 Q. Butitis going to cause a bias; is it not?
of performing your regression, right? 5 A. Ifthere is evidence that the realized price
A. Right. To get the correlation. 6 is actually lower, then my question is why would you
Q. [ mean, wouldn't it be more appropriate to 7 use those prices if they were lower?
use the prices that UE was realizing at the generator 8 Q. Wouid you agree to the -- that to the extent
for the entire period than to use the energy only 9 that UE makes off-system sales at the day-ahead

price, then the day-ahead price is what should be
used to determine what the margins are? And I'm just
supposing that against the real-time price. If we
make sales at the day-ahead price, that's how you
determine margins for those sales. If you make sales
at the real-time price, that's how you determine the
margins for those sales, correct?

A. Sure. If you're talking about actual
realizations, yes.

. Do you know if the real-time price and the
MISO energy markets -- I guess they've been running
for almost 2 years now. Do you know if they tend to
differ from the day-ahead price?

A. Thaven't looked at that.

Q. Do you have any idea what percentage of

of_f—system sales UE has historically made at the
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day-ahead price versus the real-time price?

A. We -- the Staff tries to get that data from
UE. Basically, we ran into problems because there
was a mistake that UE had made in that data. That
was mitially the data that I was going to use was
actual realizations for day-ahead and real-time. But
we ran into an error. Things were not matching up,
and I had to get my analysis done. Iused the same
data UE was using.

Q. Aliright.

A. But have | done any analysis between
day-ahead and real-time with respect to UE? The
answer 1s no.

Q. Allright. Let's talk about your regression
a little bit more.

A. Uh-huh

Q. If1 understand it, what you did is you took
the monthly data for fuel and power prices,
calculated a 12-month moving average, and you did
that before you performed the regression, right?

A. That's correct.

Q. Why didn't you perform the regression
analysis on the monthly data? I mean, you had data
for each day of the month. Why didn't you do that?

A. Because | wasn't interested in the

Q. Would you agree that an increased R-square
value doesn't necessarily have anything to do with
how well the fit of the regression is?

A. Define fit.

Q. Well, you're trying to correlate two things
and you're trying to see how well those two variables
fit each other, right?

A. Uh-huh.

Q. Do you -- are you aware that taking that
12-month average first while it may increase the
R-square value, that's just a mathematical effect?

It doesn't necessarily mean that the fit is better
than if you'd use the daily data.

A. The fit of what; the monthlies? No. No.

I'm not trying to -- I'm not trying to fit monthly
values.

Q. How do you know that the relationship i
between coal prices and off-peak power prices is the .
same in all seasons? For example, summer versus
NON-SUIMITET.

A. Idon'tknow. I wouldn't expect it to be.

Q. Youdon't expect it to be. So you would .
agree that a different relationship exists in the :
summer versus the rest of the year?

A. Yeah. Historically coal prices have not
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correlation between monthly prices. Qkay? And, in
fact, I suspect the correlation in monthly prices
would be -- | wasn't interested in predicting
December or January's price, My focus was on an
annual average price. What is the average annual
price for on-peak sales. What's the average annual
price for off-peak.

1 wasn't rying to get from a monthly
predictor well, what is December's coal price and
10 what is December's -- you know, there's going to be
11 less correlation there, and that was not my focus of
12 my analysis.
13 Q. Youdidn't have any concerns that taking
14 that average beforehand might cause some statistical
15 problems that didn't -- none of those concerns
16 entered your mind?
17 A. No.
18 Q. Didn't think it might cause what's called
19 auto correlation; do you know what that is?
20 A, I'mjust looking for correlation between the
21 two variables. Yeah. I know what auto correlation
22 is, though.
23 . Do you know whether taking the 12-month
24 average like you did increased the R-square value -- Q. Right. You did one regression for off-peak,
25 A, Oh, veah. It's going o increase it. one regression for on-peak, and you're looking at the
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shown the cyclical behavior that off-peak prices
show. f

Q. How about the relationship between gas
prices and on-peak prices; how do you know the
relationship is the same in the summer versus the ;
non-summer? :

A. Idon't know whether it is or not, I
haven't analyzed that,

Q. Assume that the relationship is different in :
the summer versus the rest of the year. If you :
assume that difference and those seasonal differences '
exist, how would your regressions need to be modified
to arrive at those different relationships?

A, Dwouldn't use the regressions to look at
that.

Q. Well, if you were going to use regressions,
how would you modify them?

A. ButIwouldn't. I mean, you know, you're
asking me a hypothetical -- I wouldn't use -- what I
was trying to do was get the relationship correct
between the average annual price for coal and the
average annual price for off-peak electricity and the
same for natural gas and for on-peak.

W~ s
[
RTINS e N IS O ]

MR R R R 2 2 2 b e
BWRN S OWm 10U Wk

RS ]
w




MICHAEL PROCTOR 1/12/2007

A TS S i

Page 122 Page 124
1 average for that year? 1 percent or whatever it was, right?
2 A. For the year, right. 2 A. Then [ looked at the Cinergy data on the
3 Q. You're not interested in isolating the 3 monthly basis after I de-trended it. I looked at the
4 months? 4 cychical behavior. 1 compared it to the cyclical
5 A. I was not interested in isolating the 5 behavior that was in Ameren’s filing; their
6 menths. Then I looked at the patterns, the monthly & three-year average, and 1 said that is providing the
7 patterns, separately for -- and that's where I looked 7 kind of monthly variations that I believe are
8 at it with respect to the Cinergy data. Is there a 8 cormrect.
9 c¢yclical and a monthly pattern in off-peak prices, 9 So the big -- the only difference between my
10 and the answer is yes. In on-peak prices, yes. Are 10 prices and AmerenUE's prices is | was saying the
11 those correlated to gas prices and coal prices? [ 11 annual average level that they put in was too low.
12 don't know., 12 So that was the only variable that I was changing
13 Q. Butifldo have seasonal differences and | 13 from what UE had filed. I wasn't looking at -- I did
14 want to 1solate those, wouldn't I need to separate 14 look at the monthly patterns but I looked at them in
15 those months so 1 could do a regression on the summer |15 a different way. 1didn't use regression analysis.
16 for the off-peak, non-summer for the off-peak, on the 16 Q. Whatyou ended up doing, on-peak, off-peak,
17 summer for the on-peak and non-summer for the 17 [ think the on-peak it was around 18 percent. You
18 on-peak? 18 came up with a percentage, scaled up the prices,
19 A, I you were wanting to predirect your -- the 19 A, Right
20 cyclical components that way, yes. [ didn't take 20 Q. And you applied that same 18 percent to
21 that route. 21 every month of the year, right?
22 Q. lunderstand you didn't take that route. 22 A. Yes,
23 But if there are seasonal differences, which you 23 Q. And could it be that your 18-percent scaling
24 agree there may very well be, in fact, in the 24 factor really should be higher in the summer and
25 off-peak you expect there would be, in the on-peak 25 lower in the non-summer; that spread between that
Page 123 Page 125
1 you said you weren't sure but there may be, right? 1 factor should be different to take into account those
2 A. Well, do natural gas prices correlate on a 2 seasonal differences?
3 monthly basis to on-peak prices, and is that -- is 3 A. You could have done it on either a
4 there a strong correlation? I'd have to go back and 4 percentage basis or on a dollar per megawatt hour
5 look. I may have tun that regression, but I wouldn't 5 basis. Ichose a percentage basts, and I think [
© necessarily expect it to be very strong, © explained why in my direct testimony.
7 Q. Let me ask you this. If UE sells less 7 Q. Youdid. Butifthere's a seasonal
8 off-system sales during the summer -- we make less 8 difference, wouldn't the percentages -- shouldn't the
9 off-system sales during the summer than we do in the 9 percentages be different?
10 non-summer -- 10  A. Idon'tknow.
11 A. Uh-huh. 11 Q. Youdon't know?
12 Q. -- would an annual average be inaccurate for 12 A. T'mstill reflecting a seasonal difference.
13 normalizing the off-system sales margins? 13 Why -- why would the percentage of increase be
14  A. Anannual average of what; prices? 14 different from the summer and the winter just because
15 Q. That's what you arrived at, You did the 15 there's a seasonal difference? I don't understand.
16 regression, you come up with an annual, and you said 16 Q. Allright. On Page 8, Lines -- around Line
17 you weren't interested in the monthly and you -- 17 13 you talk about coal not being cyclical so you felt
18 A. That's not -- 18 that using a 12-month moving average was appropriate,
19 Q. -- weren't interested in the seasonal and 19 right?
20 summer versus non-surnmer, right? 20 A, Yes.
21 A. That's not what I said. What I said was in 21 Q. Now, would you agree power prices are
22 the regression analysts I was interested in the 22 cyclical?
23 annual -- the correlation of annual prices. Qkay? 1 23 A, Yes.
24 need the annual average level for these prices. 24 Q. Don't you distort the results by using a
25 Q. Andyoucome up with a percentage like 16.05 25 12-month moving average and removing the cyclical
32 ({Pages 122 toc 125)
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nature of those power prices?

A. Idid not remove the cyclical nature of
those power prices.

Q. You did use a 12-month average, though,
right, for those power prices; a 12-month moving
average?

A. To determine the overall average level of
those prices. The cyclical behavior is in those
prices. 1 applied the same percentage to every hour
that was on-peak. So to the extent that the -- if
you go back -- let's look at the on-peak prices that
-- the MP Cinergy Hub prices, okay? You had that
graph up before. It's MP Cinergy Hub on-peak --

Q. Yeah

A. --data.

Q. The graph we were locking at, the April and
November. Is that the one you're pointing me to?

A. Yeah. Apnl through March.

Q. Tgotit

A. Okay. That's the cyclical behavior of
on-peak prices. The blue line is Cinergy. The pink
line is UE. [ used the UE -- the same cyclical
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just being a percentage increase --

Q. Higher in the summer when loads are higher [
and there's less megawatt hours available to sell
off-system, right? ‘

A. 1think that was what you had said before,
yes.

Q. [think you agreed with that before.

A. In the summer when loads are higher - | '
don't know if I agreed with that before. :

Q. Well, let's --

A. In the summer loads are higher. In the
non-summer you've got units down for maintenance. I
have not looked at the trade-off between those two
1hings.

Q. Well, let's make two assumptions. One, that
the percentage should be higher in the summer and
lower in the non-summer than your constant
percentage. ;

A. Okay, ‘

Q. And two, that we, in fact, do make more off
-- do have more off-system sales volume in the
non-summer. Then your price is going to go down,

behavior that is in the UE normals, 23 iso'tit?
Q. Okay. 24 A. You mean the margins, :
A. Allldid -- the way you can think about it 25 Q. I'm sorry. Your margins are going to go
Page 127 Page 129
1 isif you look at the average across all of those 1 down, aren't they?
2 pink values, it's about $46. All right? You can 2 A. Yes. Your margins will go down because your
3 think of what I did was I raised that so that the -- 3 sales will go down during the higher-priced periods,
4 Q. By 18 percent? 4 and they'll go up during the lower-priced periods.
5 A. Right. So that the annual average is now 5 Q. Would it be proper in running a fuel model
& whatever it was. 51 -- I don't remember. $54 and 6 to model forced outages into particular months; model
7 something, 7 them in March and July and November as opposed to
8 Q. 54.51, 1 think. 8 spreading those forced outages across the year?
9 A. Yeah. 54.51. But[ maintain that cyclical ] A. Forced outages?
10 component. 10 Q. Forced cutages. We tell the model there's
11 Q. I'wantyouto assume that even if -- you may 11 going to be a forced outage in this month, this month
12 not agree with the assumption. I want you to assume 12 and this month. We don't spread the outages across
13 that the correct factor was 19 percent during the 13 the year. Is that proper; is that a proper way to
14 summer and 15 percent during the rest of the year. 14 model?
15 What would that do to your results in terms of your 15  A. Forcing them to the months. I don't know
16 --that's going to change your 54.51, isn't it? 16 the answer to that. I mean, I haven't -- I haven't
17 A, Well, you could have a higher percentage in 17 worked with that kind of modeling to be able to
18 the summer and lower percentage in the winter and 18 answer that question.
19 still come up with the same annual level. Okay? You 19 My basic understanding of production cost
20 could still come up with 54.51. So you could do 20 models is that forced cutages are modeled on a random
21 that, but you would be changing -- you'd be changing 21 basis.
22 the shape of this curve. You would be causing it to 22 Q. That's right. Isn't it normal that forced
23 go higher in the summer and lower -- 23 outages are going to randomly occur throughout the
24 Q. Rught 24 year?
25 A. --in the non-summer periods. Instead of 25 A, Right. They will randomly occur throughout (
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1 that year, but it doesn't mean that the final runs 1 --let's say you took your two situations; the $10,

Z that you have may not end up with those in certain 2 you look at what the profit margin is. At the $20

3 months. 3 you look at what the profit margin is, and then you

4 Q. It could be that the random -- the 4 average those two. Will you get a different result

5 randomization that takes place -- I suppose it could 5 than if you locked at 15?7 The answer is yes.

& he that they end up in three or four months as 6 Q. Because you're going to sell more if we use

7 opposed to spread throughout the year, right? 7 the average of 15; given the assumptions I gave you

8 A. Right. 8 that it wouldn't be in the money at 10 but they are

9 Q. But that's not what I asked you. What [ 9 going to be in the money at 157
10 asked you is what if you're telling the model - as 10 A. Only if the supply curve was -- you're not
11 opposed to randomly assigning those forced outages 11 going to like this.
12 you tell the model put forced outages here, here and 12 If the supply curve was linear. Okay? If
13 here as opposed to using that randomization? Isn't 13 it was linear, you would get the same result. [fthe
14 that an improper moedeling technique? 14 supply curve is non-linear, you will get different
15 A, Idon'tknow. Ihave notset down and just 15 answers depending upon whether it goes up like this
16 thought about that. 16 or goes up like that. You're going to skew it one
17 Q. Whatif you tell the model to put all the 17 way or the other.
18 forced outages in just the low energy price months; 18 Q. It's probably not linear, is it? The supply
19 isn't that going to skew the results? 19 curve is probably not linear.
20 A. Ifyou did that, yes. 20 A. Well, it depends cn hour and all that good
21 Q. Is the goal of modeling to skew the results? 21 stuff.
22 A, No. 22 Q. Ishould know better than to debate supply
23 Q. It's not proper to skew the results when 23 curves with an economics professor but --
24 you're modehng -- 24 A. We call the supply curve a hockey stick.
25  A. Ifyou're trying to -- 25 It's pretty flat -- if's pretty flat and linear

Page 131 Page 133

1 Q. -- production costs, is it? 1 through coal but once you start adding natural gas it

2 A. Ifyou're trying to get something normal, 2 --350 between coal and natural gas it's very

3 it's not proper to skew it, 11o. 3 non-linear.

4 Q. We were talking before, 1 think, about the 4 Q. Dr. Proctor, arising out of the EARP case 1

5 averaging effect and over time you're going to 5 was talking about before, the sharing mechanism that

6 average out these energy prices and so over time -- & was in place for UE for a number of years. You are

7 A. Uh-huh. 7 familiar with that; at least generally familiar,

8 Q. -- the average is going to take care of some 8 right?

@ ofthose problems. If we've got an energy price -- 1 9 A. Generally familiar, yes.
10 know this isn't a realistic price. We've got an 10 Q. Staff and UE agreed that three temperature
11 energy price of $10 in year one. We've got an energy 11 adjustrments needed to be made to Noah's weather data
12 price of $20 in year two. The average price is going 12 in order to correct problems in that data. Do you
13 tobe §15, right? 13 remember that?
14 A, Yes. 14 A, Kind of, yeah.
15 Q. Even I ¢an do that math. But if at $10 you 15 Q. Well, you do remember that there was an
16 would not be turning units on or you'd be tuming 16 agreement that three adjustments needed to be made to
17 untts off because they're not in the money, then if 17 the Noah weather data to correct problems in the
18 we use that average in our modeling, we're going to 18 data?
19 generate more than we really would have generatedin {19 A, Ivaguely remember that, yes. There was
20 the real world, right? Well, let me add one more 20 problems with the movement -- moving of the
21 assumption. Let's assume the units would have been 21 instrument.
22 1in the money all the time at 15, 22 Q. Youremember there was an agreement?
23 A. Yeah. What you're generally saving is that 23 A, Yes.
24 if you calculate profit margins as a function of an 24 Q. Imean, I know it's a vague memory but you
25 average, will that give vou the same answer as if you 25 do -- you can confirm that there was such an
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1 agreement, right? 1 they affect market prices, it's called exercise of
2 A, There was an agreement, yes. 2 market power so --
3 Q. Can you tell me what those three adjustments 3 Q. Right. Assuming we don't have market power.
4 are? 4 A. Assuming you don't have market power, that's
5 A. No. 5 correct,
6 Q. Inthe EC2002-1 case -- you know what case 6 Q. You don't have any reason to believe
7 I'm talking about? 7 AmerenUE has market power, do you?
8 A. Yeah. ] A. Sure they do. Their own study showed they
9 ). The complaint case that was settled in -- 1 9 did. Idon't -- you don't want to get into that.
10 guess it was in 2002. 10 Q. Maybe not.
11 A, 2002 11  A. That was --
12 Q. It led to the moratorium that led up to this 12 Q. Ithink you said --
13 rate case, right? 13 A. That was a part of their merger case, and
14 A, Right 14 they had a study performed.
15 Q. When Staff did its weather normalization for 15 Q. What merger case are you talking about; the i
16 the EC2002-1, Staff used the weather data that 16 CIPS merger? 2
17 included those three corrections that had been agreed 17 A. CIPS merger, yeah. They had a market power
18 upon by UE and Staff, correct? 18 study done, and it indicated they had market power.
19 A, Idon'trecall ) 19 Q. Butyou're not testifying here today that
20 Q. Do you have any reason to believe Staff 20 AmerenUE's management has control aver market prices (;
21 didn't? 21 for power and fuel, are you? ‘
22 MR. DOTTHEIM: I object. I think Dr. 22 A. No,1amnot. :
23 Proctor answered that question. 22 Q. Youdon't think AmerenUE's management has
24 A. Thonestly just don't recall what was done 24 control over those two things, do you? :
25 with respect to weather in that case. 25 A. Thaven't investigated that. 1 would say g
Page 135 Page 137 |;
1 Q. (By Mr. Lowery) Based on your -- the 1 the market monitor at MISO has not accused them of
2 recollection you do have about these three 2 that. Let's put it that way. ;
3 adjustments -- well, strike that. 3 Q. There's no evidence you're aware of that, in
4 You gave some weather normalization 4 fact, they have control over market prices for fuel :
5 testimony in EC2002-1, didn't you? 5 and power, correct? :
6 A. Imay have, 3 A. That's correct.
7 Q. Vague recollection? 7 Q. Now,I think you testified earlier that :
8 A. Vague recollection. 8 off-system sales are only made after native load is :
8 Q. Allright. Would vou agree that market 9  served, right?
10 prices for power and for fuel are generally beyond 10 A, Correct, ;
11 the control of a utility's management; market prices? 11 Q. Soif UE makes improvement in plant capacity |
12 A. Uh-huh 12 and availability and plant efficiency, those ’
13 Q. You'd agree with that, right? 13 improvements are going to have the most pronounced
14 A. Market prices, yes. 14 effect on off-system sales, right; as opposed to
15 Q. Would you agree that increasing plant 15 serving native load because we're serving native load
16 availability, capacity and efficiencies help reduce 16 first, right?
17 the cost of serving native load? 17 A. Sayitagain. Improvements and plant
18 A, Yes. 18 availability --
19 Q. Would you agree that plant availability, 19 Q. Plant capacity, availability and improved
20 plant capacity and plant -- increasing plant 20 plant efficiency are going to -- the effect of that :
21 efficiencies, those are factors that are more 21 1s going to be most pronounced with respect to :
22 directly under utility control than the market prices 22 off-system sales, right? i
23 for fuel and power that you've already indicated you 23 A. Correct.
24 agree are not within the utility's control? 24 Q. Would you agree that there is an interaction
25 A, Yes. | mean, they can affect those. If 25 between native load and off-systemn sales?
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1 A. Yes. 1 some of that lost revenue through off-system sales.
2 Q. Native load goes down, off-system sales 2 Q. Right.
3 volumes probably go up and vice versa, right? 3 A. But with the tracker mechanism where you had
4 A. Asload goes down -- generally, as demand 4 the flow of all of that back to customers you
5 decreases in the market prices will fall. Okay? It 5  wouldn't be able to make up some of that.
6 makes more plants available -- 6 Q. Youagree?
7 Q. Right. 7 A. Tthink I follow the logic, yes.
8 A. --tosell into the market. I think we've B8 Q. And do you agree with that; that's what's
9 - 9 going to happen under those facts you just described,
10 Q. We talked about that before. 10 correct?
il A, -- agreed to that before. 11  A. Yeah. The logic appears to be correct. |
12 Right. Yeah. If that's true -- and let's 12 haven't set down and thought through all of that, but
13 take the case where native loads go down. 13 on the surface right now I follow the logic and agree
14 If off-system sales margins are tracked 14 with the logic.
15 dollar for dollar, the utilities at risk of losing 15 Q. Would you generally agree that there's
16 dollars passed throngh the tracker which had native 16 lttle to be gained by holding a regulated firm
17 loads not decreased would have been received as 17 responsible for unanticipated costs that are beyond
18 revenues from those native load customers, right? 18 its controi?
1% A, Wehave a tracker, 19 A, Little to be gained by holding a firm --
20 Q. Wehave atracker. Let's assume we have a 20 Q. Aregulated firm responsible for
21 tracker. 21 unanticipated costs that are beyond its control.
22 A. And what do you mean by a tracker? 22 A. Responsible. What do you mean responsible
23 Q. There's a base amount of off-system sales 23 for?
24 margins set in base rates and every dollar above that 24 Q. Not allowing -- not reﬂectlng those in its
25 flows to customers. 25 rates.
Page 139 Page 141
1 A, Okay. 1 A. Initsrates. Okay. Little to be gained?
2 Q. Dollar for dollar. 2 Q. From a regulatory policy perspective why
3 A. Like a fuel adjustment clause but we're 3  would you --
4 going to -- okay. All right. 4 A. Do I think it's probably not very good
5 Q. So native loads go down -- 5 policy? 1agree with that statement if that's --
g A. Right. 6 Q. Do vou generally agree that rate
7 Q. --lose those native load revenues -- the 7 pass-through provisions are often used with regard to
8 revenues associated with that reduction in native 8 uncontrollable costs?
9 load, make more off-system sales. Every one of those S A. Yes. Insome jurisdictions they are, yes.
10 dollars is going to flow back through the tracker to 10 Q. Forexample, isn't it true that incentive
11 customers but the native load revenues that would 11 regulation plans in the electric utility industry
12 have been associated with those megawatt hours don't 12 often include the provisions for the pass-through of
13 show up for the utility, correct? 13 uncontrollable costs?
14 A, Okay. Let's put your -- let's put your 14 A, Well, I think most people view fuel
15 statement in context because, I mean, one context is 15 adjustment clauses in that direction.
16 asingle hour. Okay? I think the context that 16 Q. As a pass-through of uncontrollable fuel
17 you're putting your statement in is -- let’s say for 17 costs, right?
18 ayear. 18 A. Right. Yeah. But that's why.
18 Q. Yeah. Let's say for a year, 19 Q. Would you generally agree that performance
20 A, For a multiple year period. So during that 20 incentives for a regulated firm tend to be the most
21 multiple year period let's say weather was abnormal 21 effective if they link financial rewards to aspects
22 and your sales -- your native load sales were down. 22 of the company's performance over which the company
23 Okay? Now, let's -~ and vou're saving with the 23 has substantial control?
24 native load sales being down if you were on 24 A, Yes.
25 trad]tlonal rate makmg you would be able to make up 25 Q. Would you also ) agree w:th the Mposmon
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that economically efficient utility rates should

reflect the cost of service for that utility? Which

1 think is much the same of what we talked about; the
first question I asked you a minute ago.

A. 1don't -- what is an economically efficient
rate? I've been doing this for too long. Idon't
understand what that means.

Q. Well, I wish I could tell you.

Let me give you an example. When fuel costs
increase or decrease is it economic -- does it make
sense from an economic perspective 10 have rates
reflect those cost increases and decreases in fuel?

A. Oh. To customers?
Q. Yes.

A, Tosenda--

Q. Send the right signal,

A. -- price signal type of thing?

Yeah. Certain customers I think it does.

Q. Otherwise, they may consume power, swiich
between fuel sources uneconomically. They may make
uneconomic decisions, right?

A. Yeah. Part of the argument about lack of
demand response resources is they're not getting the

0@~ oYU W N
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under traditional cost-of-service regulation? :

A. Yes.

Q. Do you agree that without a fuel adjustment
clause increasing or volatile fuel costs may force ;
utilities to file more frequent rate cases? i

A. It depends. ;

Q. On what?

A. On the relationship of the volatility of
fuel prices to their volatility of earnings.

Q). Have you done any analysis yourself of
AmerenUE's fuel adjustment clause proposal in this
case? :
A. Yes. !

Q. Have you developed any conclusions about it?

A, Yes.

Q. Isanyone else at Staff analyzing or
developing conclusions about AmerenUE's fuel
adjustment clause proposal or are you the guy?

A. No. There's other people looking at it.

Q. Does Staff have a current position about
AmerenUE's fuel adjustment clause proposal?

A. Thave a position. I don't know ifit's a
Staff position yet so I'm not going to share it until

-
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right price signals. 24 T--
Q. Right. 25 Q. AndI'm assuming if T ask you the next
Page 143 Page 145
1 A. That would reflect what you're talking 1 question, Mr. Dottheim is not going to let you answer
Z about. 2 that question.
3 (. Do you agree that of all the 3 A, I assume that's probably right.
4 non-restructured states the vast majority of them 4 MR. LOWERY: See, I did it for you, Steve.
5 utilize fuel adjustment clauses? 5 MR. DOTTHEIM: Thank you, Jim. Your pizza }
€ A. There are several that do. I have not done 6 is here anyway. i
7 asurvey or looked at MRRI surveys about all of the 7 MR. LOWERY: As improper as I think that i
8 regulated states. g objection is I won't pursue it at this point.
9 Q. Well, I was talking about non-regulated. 9 Q. (By Mr. Lowery) I assume that you're going
10 A, Non-regulated? 10 to file your recommendations about AmerenUE's fuel
11 Q. Right. Oh, I'm sorry. I was talking about 11 adjustment clause and off-system sales sharing
12 regulated. 12 proposal on January 31st; would that be your
13 A. Yeah, Non-regulated it's separate. 13 expectation?
14 Q. Right. I'm sorry. 14  A. That's my expectation.
15 A. Yeah. Regulated states? My experience with 15 Q. Allright. Give me just a second before the
16 thatis that -- for example, in MISO most of the 16 pizza gets completely cold.
17 regulated states have some form of fuel adjustment 17 Dr. Proctor, do you have any other opinions
18 clause but they really vary all over the place. 18 about the appropriate level of fuel transportation,
19 There are some states that don't. 19 SO2 prices, energy prices that relate to off-system
20 Q. Youhaven't really done a study. You don't 20 sales for UE in this case, or opinions about
21 really know what percentages we're talking about? 21 AmerenUE's fuel and purchase power costs that you
22 A. No,ldon't. | haven't done a study, and I 22 have not expressed today during this deposition or
23 haven't looked at -- 23 that were not expressed in your pre-file direct
24 Q. Do you agree that frequent rate cases reduce 24 testimony?
25

[x]
Jun

the efficiency incentives inherent in regulatory lag

T

A. Idon'tthink so. _
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1 MR. DOTTHEIM: Other than -- excuse me. 1 1 off-system sales in that case. And 1 did read the
2 think from the discussion regarding -- 2 company's testimony. They hired an outside
3 MR. LOWERY: Other than the sharing 3 consultant to put in festimony on that, and I did
4 proposal, is that -- 4 read that testimony, But that's -- that's the
5 MR. DOTTHEIM: Well, what might properly be 5 context. The specific context of what he read, I
& reflected in rebuttal testimony. € don't know, no.
7 Q. (By Mr. Lowery) Which, as I understand it, 7 Q. Okay. Mr. Lowery asked you some questions
8 Dr. Proctor, what you're looking at at this point for 8 regarding the Staff's production cost model and the
9 rebuttal testimony deals with the off-system sales % consistency of hourly shapes for prices and hourly
10 sharing mechanism and the fuel adjustment clause; is 10 shapes for loads. Ithink he referredtoitasa
11 that fair? 11 mismatch.
12 A, Well, I'm also going to rebut the prices 12 Dr. Proctor, do you know if there is any
13 used by AmerenUE in its direct case. 13 mismatch between the Staff's hourly shape for prices
14 Q. I take it that your expectation is your 314 and hourly shape for loads?
15 rebuttal 15 going to be consistent with the prices 15 A. Idonotknow.
16 that you recommend be used in your direct case, 16 Q. Okay. Mr. Lowery asked you some questions
17 right? 17 -- he was referring to a document which he, I
18 A. That's correct. 18 believe, called PIRA, P-I-R-A, and in that document
19 Q. Imean, when you say you're going to rebut 19 referred to prices for various, I think, areas, and
20 the prices, you, in effect, have already rebutted the 2{ one area he referred to was Northern Illinois. 1
21 oprices by using different prices in the Staff's 21 think he also referred to climatic conditions.
22 direct case, fair? Mr. Schukar said -- I'm making 22 Dr. Proctor, in regards to the MISO
23 this up. $45 inthe on-peak. You said 354 in the 23 footpnint, are climactic conditions through the MISO
24 on-peak. Obviously, you disagree with his $54 or 24 footprint uniform?
25 else you wouldn't have used 54, correct? 25 MR. LOWERY: I'm just going to object to the ;
Page 147 Page 149
1 A. Right. But disagreeing is different than 1 form of the question to the extent it refers to my
2 rebutting. Rebutting is getting into the specifics 2 reference to climactic conditions. I don't think I
3 of what I saw was wrong with the company's numbers. 3 referred to that, Steve.
4 Q. Right. Iunderstand. 4 MR. DOTTHEIM: All right. Okay.
5 But your opinions as to the appropriate 5 Q. (By Mr. Dottheim) Or weather conditions or
& prices to use in the fuel modeling have not changed, 6 temperature.
7 correct? 7 MR. LOWERY: Same objection. I don't think
8 A. Have not changed. B8 Ireferred to that in the context of this document,
9 Q. And you're not expecting them to change? 2 but I -- the transcript will reflect whether I did or
10 A. Idon't expect them to change. 10 not.
11 Q. Okay. Thank you very much. That's all I 11 THE WITNESS: So I can answer the question?
12 have. 12 MR. LOWERY: Yeah, absolutely.
13 MR. DOTTHEIM: | have a few questions. 13 Q. (By Mr. Dottheim) Yes.
14 MR. LOWERY: All right. 14  A. And the question is?
15 EXAMINATION BY MR. DOTTHEIM: 15 Q. And the question is do you know whether
1e Q. Dr. Proctor, Mr, Lowery asked you some 16 climactic conditions are uniform through the MISO
17 questions about Mr. Traxler's -- Steve Traxler's 17 footprint?
18 testimony in 2 recent Kansas City Power and Light 1§ A. Oh. Uniforrn? Oh, no. You have fronts
19 Company Case and I think even read from the 19 typically coming through through the M1SO footprint
20 transcript in that case. 20 that extends from Mentana all the way into Ohio and
21 Do you know the context of the purported 21 Pennsylvania. And as those fronts come through -- |
22 quotations of Mr. Traxler's testimony in that case? 22 mean, right now we've got much lower temperatures to
23 A. Well, | know that Kansas City Power and 23 our west than that are right here. So they're not
24 Light had a rate case, and I know that there was 24 uniform. Butif you're even talking about on the
25 testimony put in regarding profit margins from 25 average, they're not uniform. You know, it's colder
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1 north and warmer south and those types of things. 1 CERTIFICATION
2 Q. Again, referring to this document that 2 .
3 Mr. Lowery referred you to with the Northern j Revort I,I{Sus?r: Ma];jal? C‘?“ifi]eg CO;’T“ i :
inai ; eporter, Registered Professional Reporter, within
g :E;??;Sdegg e’é"ﬁyﬁ?}?ﬁ;ﬁ %egftr}f’érieﬁﬁ;ﬁg‘fh:fea 5 and for the State of Missouri, DO HEREBY CERTIFY that
6 appears in that docurnent? € pursuant tg notlcc{agrcemcnt between the partle_s, the ‘
PP 7 aforementioned witness came before me at the time and !
7 A. Generally, yves. It could represent the . . .
. ¥, Yes presc 8 place hereinbefore mentioned, and having been duly
8 Chicago area which is Northern Illinois — 9 sworn to tell the whole truth of his knowledge
9 Q. And-- . 1C touching upen the matter in controversy aforesaid;
10 A. --andnorthof that. Oritcould --1 11 that the witness was examined on the 12th day of
11 don't know. It could represent an area that's south 12 January, 2007, and examination was taken in shorthand
12 ofthat. There is a hub in MISO corresponding to 13 and later reduced to printing; that signature by the
13 Mlinois, but I think people would characterize it 14 witness is not waived and said deposition is herewith
14 more as Southem [llinois than Northern Illinois. 15 forwarded to the taking attorney for filing with the
15 I'm just guessing now. But it's probably the Chicago 16 Court.
16 area. 17 IN WITNESS WHEREOQF, I have hereunto subscribed
17 Q. How does the geographic area as this 18 my name this 16th day of January, 2007.
18 Northern Illinois area compare to the MISO footprint? 32‘3 g
12 A, Well, Chicago is not in the MISO footprint. :
20 It's in PJM, Pennsylvania, Jersey, Maryland Power 21 ;
21 Pool, or RTO or Market, whichever. - Susan M. Fiala, CCR, RPR
22 Q. Okay. Mr. Lowery asked you some questions oy,
23 about forced outages and modeling. Do you know how | 23
24 the Staff modeled forced outages in its case? 24
25  A. No. How we specifically -- how our 25 :
Page 151 Page 153 ¢
1 consultant specifically ran forced outages into his 1 STATEOF ; )
2 production cost model?
3 Q. Yes. 2 CONTYOF_____ ) i
4 A. No. I don't know. 4 I, MICHAEL PROCTOR, do hereby state
5 MR. DOTTHEIM: I think that's it, other that the foregoing statements are true and correct, ;
6 than, Mr. Lowery, can we obtain a copy of this PIRA 56’ to the best of my knowledge and belicf. :
7 document? 3 :
8 MR. LOWERY": Sure. 8
9 MR. DOTTHEIM: Qkay.
10 MR. LOWERY: I assume waive presentment but 1%
11 you want to read and sign? 11
12 MR. DOTTHEIM: YCS, deﬁnitely. 12 Subscribed and swomn 1o before me this
13 day of ,2007.
14 P
15 15
le 16
17 17
18 18
19 1 NOTARY PUBLIC
20 20
21 21 My Commission Expires:
i+ 23
23 54
25 Michael Proctor
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4 Steven Dottheim, Esq.
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P.0. Box 360
6 Jefferson City, Missoun 65102-0360
7 RE: Cause No. ER-2007-0002
8 Dear Mr. Dottheim:
9 Enclosed please find your copy of the transcript of
the deposition testimony of Michael Proctor, laken on
10 January 12, 2007, in the above-captioned matter. [
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11 Proctor.
12 After Mr. Proctor has reviewed the transcript and
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25
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