BEFORE THE PUBLIC SERVICE COMMMISSION

OF THE STATE OF MISSOURI

In the matter of Union Electric Company
)

d/b/a AmerenUE’s Gas Adjustment

)

Factors to be reviewed in its 2001-2002
)
Case No. GR-2002-438

Actual Cost Adjustment


)

UNION ELECTRIC COMPANY’S RESPONSE TO STAFF

RECOMMENDATIONS REGARDING THE 2001-2002 ACA PERIOD


COMES NOW Union Electric Company, d/b/a AmerenUE (“AmerenUE” or “Company”), and in response to the Missouri Public Service Commission Staff (“Staff”) Memorandum filed in the above referenced proceeding on May 15, 2003 (“Staff Memorandum” or “Memorandum”) and the recommendations contained therein, states as follows:

1.
The purpose of this proceeding is for the Missouri Public Service Commission (“Commission”) to review AmerenUE’s Actual Cost Adjustments (“ACA”) for the 2001-2002 period with respect to its purchased gas adjustment clause.  Pursuant to the procedural schedule adopted by the Commission, on May 15, 2003 the Staff filed its Memorandum which addressed AmerenUE’s 2001-2002 ACA, and provided certain recommendations related thereto.  In its Order Directing Response issued on May 16, 2003, the Commission ordered AmerenUE to respond to the Staff Recommendation for that ACA period no later than June 16, 2003.

2.
AmerenUE disagrees with a number of the allegations presented in the Staff Memorandum, and a number of the recommendations contained therein.  Specifically, in the Reliability Analysis section of the Staff Memorandum, the Staff alleges that the statistical models selected by the Company to estimate peak day demand for the Fisk/Lutesville, Cape Girardeau, and Jefferson City/Columbia areas of its system tend to overestimate peak day demand.  In addition, the Staff questions the magnitude of the reserve margins that AmerenUE had for each of these service areas during the 2001-2002 ACA period.  (See Staff Memorandum, pp. 2-5.)  AmerenUE believes that the models it selected to forecast peak day demand for each of these service areas provide estimates that are completely appropriate for gas supply planning purposes.  More importantly, the Company believes that the reserve margin it retained for each of these service areas during the 2001-2002 ACA period were in all respects reasonable and prudent, particularly in light of the fact that natural gas service reliability is of critical importance to the Company’s weather-sensitive customers over the winter months.  

3.
In its Memorandum, the Staff points out that a different forecasting methodology was utilized to estimate peak day demand for the Jefferson City/Columbia area than for the Fisk/Lutesville and Cape Girardeau service areas.  The Company felt that the peak design days developed for these two areas were within acceptable tolerance levels.  But, the peak design day developed for the Jefferson City/Columbia area presented specific concerns for the Company.  One concern was that the actual demand data for the most recent three years occurred over an extremely warm period.  During the study period, only 5% of the observations had average temperatures colder than 15 degrees F.  Another concern with the actual data is that cold weather and associated periods of peak demands often occurred on the weekends.  Almost one-third of the coldest days experienced in the study period occurred on weekends.  Weekend demands are typically lower than weekday demand due primarily to the loss of firm commercial loads.  Therefore, weekend peak day demands are not good predictors of the highest potential peak system demands. 

While the polynomial and linear models used to develop the peak design day showed a strong correlation between temperatures and load, AmerenUE had reservations as to how well the models would predict demand for the peak design temperature of ‑13 degrees F.  The lack of actual data points during extreme cold periods, the 13 degree difference between the coldest actual day and the historical peak day, and the general shortcomings of the two models analyzed caused concern that a sound estimate of the peak day could not be derived.  The focus of the Company’s analysis then turned to other models to develop some balance in a peak day estimate between the linear and polynomial models.  The hybrid model utilized by the Company basically “hit the middle” of the expected peak day demand which had been bracketed on the low end by the linear model and on the high end by the polynomial model.  Thus, the peak design day utilized by the Company for this ACA period amounts to AmerenUE’s best reasonable estimate of peak day demand.

In its Memorandum, the Staff developed its own “hybrid” model to estimate the peak demand and appropriate reserve margin for the Jefferson City/Columbia service territory.  (See Staff Memorandum, pp. 3-5.)  The Company does not believe that the Staff’s methodology thoroughly considered the concerns that AmerenUE had with the polynomial and linear modeling techniques.  The Staff also lacks a thorough working knowledge of the requirements of the Jefferson City/Columbia service territory.  AmerenUE believes that its model produces a better result than the Staff’s in regard to planning appropriately to reliably meet that system’s requirements.

Since the gas pipeline grid operates essentially as a closed system, a loss of system operations during extremely cold periods would jeopardize human life.  When gas service is lost, the utility must go to every affected customer’s home and business to purge the system, test, and re-light pilot lights before service can be restored.  If a large number of customers lose gas service, it would take considerable time to restore service to each customer.  These operational realities are why the coldest day experienced is selected to derive a peak design day and confidence intervals are considered when developing a peak design day and reserve margin.

The determination of the appropriate modeling technique and reserve margin ranges is based upon several factors including, but not limited to, growth in the service area, availability of capacity on the upstream pipeline, the type and configuration of the services on the upstream pipeline, the terms of the existing pipeline agreements, and the reliability of the forecast used to determine the peak design day.  AmerenUE believes that a “cookie cutter” approach is not appropriate in determining reserve margin ranges since all of the Ameren utility service areas are different.  The Company believes that the better approach is to examine the factors affecting the peak demand and growth in each service territory, and then use sound judgment to determine a reasonable reserve margin range and firm capacity levels.

4.
The Staff proposes to adjust the Company’s Panhandle Eastern Pipe Line Company (“PEPL”) ACA account balance to disallow $192,780  to reflect firm capacity costs for the excess peak day reserve of **____** MMBtu.  (See Staff Memorandum, pp. 4‑5.)  AmerenUE believes that this adjustment is unwarranted and that the Company has acted in a manner that is reasonable and prudent in all respects in acquiring natural gas supplies and pipeline capacity necessary to serve its Jefferson City/Columbia service area. 

Should the Commission concur with the Staff’s conclusions regarding the disallowance of purported excess capacity, the Company  believes that the Staff has not used the appropriate rates to calculate the cost of the firm capacity for which the Staff has recommended a disallowance.  The Company contracts with PEPL for both forward haul capacity (field zone to city gate) and backhaul capacity (Michigan to city gate).  **___________________________ ________________________________________________________________________ _______________________________________________________________________ __________________________________________________________________________ ________________________________________________________________________ ____________________________________________________________________________ __________________________________________________________________________ ____________________________________________________________________________ ________________________________________________________________________ ______________________

____________________________________________________________ ____________________________________________________________________________ __________________________________________________________________________ _________________________________________________________________________ ____________________________________________________________________________ _____________________________________________________________________________ _____________________________________________________________________________ _________________________________________________________________________ _____________________________________________________________________________ ________________________________________________________________.**

Staff has also discussed with Company personnel that AmerenUE could mitigate its costs on the purported excess PEPL capacity through capacity release.  Unfortunately, AmerenUE is not ideally situated to take full advantage of any secondary markets for PEPL capacity.  The Company’s city gate is located in the middle of PEPL’s pipeline, only halfway to PEPL’s major centers in Michigan, Indiana, and Ohio.  Thus, the number of parties interested in capacity only halfway to that market is very limited.  Since AmerenUE’s capacity is discounted, potential replacement shippers are subject to additional charges should they wish to move the capacity to points other than the AmerenUE city gate.  AmerenUE is required to assess these additional charges to insure that its customers are not subsidizing any replacement shippers.  The market for PEPL capacity release during the ACA reconciliation period was not very actively traded.  While AmerenUE did not post for bid any of the capacity available for release on the PEPL electronic bulletin board, it did make phone inquiries to various parties regarding the availability of AmerenUE capacity for release.  To the extent a capacity release could be negotiated, AmerenUE executed a capacity release.  During the reconciliation period, the capacity releases that the Company executed on PEPL generated credits totaling approximately $27,000.

The Company believes that the level of PEPL capacity it had under contract during this ACA period was appropriate and prudent and should not be disallowed.  However, should the Commission conclude otherwise, AmerenUE believes that any disallowance should be calculated using the cost **____________________________.**  Based upon the **________________________________________________________________,** the Staff’s disallowance calculation would be $42,187 rather than $192,780.

5.
The Staff further recommends that the Company’s ACA filing be adjusted to reflect the Deferred Carrying Cost Balance (“DCCB”) under- and over-recoveries amounts as updated by AmerenUE.  The Company and the Staff agree that these DCCB adjustments are appropriate.

6.
In addition to the dollar adjustments discussed above, the Staff submitted a number of other recommendations in its Memorandum.  Specifically, in paragraphs 2 a. through 2 d. on pages 6 and 7 of its Memorandum, the Staff recommends that AmerenUE be required to provide certain information by October 1, 2003 and November 3, 2003.  The Company does not object to these recommendations.

WHEREFORE, AmerenUE hereby requests that the Commission accept this response to the Staff’s Memorandum concerning the Company’s 2001-2002 ACA.
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Dated:  June 16, 2003
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