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UNION ELECTRIC COMPANY

Please state your name and business addr ess.
My nameis Richard A. Voytas. My business address is Ameren Services

Company (“Ameren Services’) 1901 Chouteau Ave., St. Louis, Missouri, 63166-

6149.

Please describe your position and responsibilities with Ameren Services.

| am the Manager of Corporate Analysis at Ameren Services. In that position, |
am responsible for resource planning, market modeling, load analysis and
forecasting, and load research for Ameren Services on behalf of Union Electric
Company d/b/al AmerenUE (“AmerenUE”) and Central Illinois Public Service
Company d/b/al AmerenCIPS (“AmerenCIPS’). Ameren Services provides
administrative, accounting, legal, engineering, executive, and other support

services to Ameren Corporation and its subsidiaries.

What isthe purpose of your testimony?

The purpose of my testimony is to describe and explain AmerenUE’ s proposed
acquisition of certain generation and related facilities from Ameren Energy
Generating Company (“AEG”) as set forth in the accompanying petition, and

explain why this acquisition is consistent with both AmerenUE'’ s least cost
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planning process and its reliability needs. | will also explain why this transaction
is consistent with, and necessitated by, arecent Stipulation and Agreement
(“Stipulation”) involving AmerenUE which resolved certain retail rate related
issuesin Missouri. This Stipulation has been approved by the Missouri Public

Service Commission (“MoPSC”).

Please describe the partiesto the transaction.

AmerenUE is afirgt-tier subsidiary of Ameren Corporation (*Ameren”), and
provides electric service to over 1 million retail and wholesale customersin
Missouri and in parts of Illinois, as well as gas service to approximately 130,000
customers in those states. AmerenUE’s peak load in 2002 was 8,643 MW, and its
peak usage periods occur during the summer months. AmerenUE’ s peak load for
its lllinois service territory in 2002 was 513 MW or just 5.9% of its total peak
demand. AmerenUE is located within the Mid-America Interconnected Network,
Inc. (“MAIN") regional reliability council. Asamember of MAIN, AmerenUE
must meet certain minimum short term and long term planning reserve margin
requirements, which currently are 15% for 2003 and 17% for 2006, respectively.
AmerenUE has capacity resource needs of 543 MW in 2003 to maintain a 15%
reserve margin. AmerenUE’ s resource needs in 2006 increase to 991 MW using a
17% planning reserve margin.

On May 1, 2000, pursuant to the Illinois Electric Service Customer Choice
and Rate Relief Law of 1997 (“Customer Choice Law™), Central Illinois Public
Service Company d/b/a AmerenCIPS (“AmerenCIPS’) transferred ownership of

its generation assets to AEG. Since that time, AEG has acquired and repowered
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additional generation units. AEG currently owns approximately 4,600 MW of
generating capacity located in Illinois and Missouri, including the 548 MW it
proposes to transfer to AmerenUE. AEG currently sells the output from its
generating facilities to Ameren Energy Marketing Company (“AEM”) under both
cost-based and market-based rates, as well as to others pursuant to its market-
based rate authority. AEM then either sells the power on the market or sells the
power to AmerenCIPS for sale to AmerenCIPS retail customersin lllinois. All
sales of power from AEG to AEM and then from AEM to AmerenCIPS for resae
to AmerenCIPS' bundled customers take place under FERC-approved power
sales agreements whereby the prices paid to sellers are cost-based rates based on
the rates AmerenCIPS is allowed by the lllinois Commerce Commission (“ICC”)
to charge itsretail customers. AEG is an affiliate of AmerenUE and has been
recognized as an exempt wholesale generator by the Federal Energy Regulatory

Commission (“FERC").

Please describe the transaction.

In this transaction, AEG proposes to sell and transfer to AmerenUE the following:
(1) four 44 MW combustion turbine generator (“CTG”) units and four 35 MW
CTG units from AEG’s Pinckneyville, Illinois generation facility, which represent
100% of the capacity at that facility; and (2) two 116 MW CTG unitsfrom AEG’s
Kinmundy, Illinois generation facility, which also represent 100% of the total
capacity of that facility. The terms of the subject transaction are set forth in (1) the
“Asset Transfer Agreement - Pinckneyville Generation Station Between Ameren

Energy Generating Company And Union Electric Company,” which accompanies
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my testimony as Ameren Exhibit 1.1, and (2) the “ Asset Transfer Agreement -
Kinmundy Generation Station Between Ameren Energy Generating Company
And Union Electric Company,” which accompanies my testimony as Ameren
Exhibit 1.2 (collectively “ Asset Transfer Agreements’). Under these two
agreements, AEG will sell these facilities to AmerenUE at their net book value
(subject to certain adjustments as set forth in the agreements), which, as of
September 30, 2002, were $161.5 millionfor Pinckneyville and $96.4 million for
Kinmundy. Once this transaction closes, AmerenUE will own approximately 548

MW of additional generation capacity.

How did AmerenUE arrive at the decision to enter into the transaction?

As part of its resource planning process, AmerenUE conducted an Asset Mix
Optimization Analysis (“AMO Analysis’) to determine the least cost mix of
generating assets required to allow AmerenUE to meet its long term needs and to
comply with MAIN’s requirements. AmerenUE initially completed the AMO
Analysisin late 2001 and updated it in 2002. Both the 2001 AMO anaysis and
the updated 2002 AMO show that the addition of a mix of simple cycle and
combined cycle combustion turbines during the entire planning horizon would
satisfy AmerenUE’ s needs on aleast cost planning basis.

In response to MAIN'’s generating reserve requirements, and also in
response to resource planning requirements of the MoPSC, AmerenUE evaluated
anumber of options for obtaining the energy and capacity necessary to meet its
peak load requirements. These options included the following: building new

generating capacity, buying existing generating facilities from AEG, buying
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existing facilities from non-affiliated Independent Power Producers (“IPPs’), and

purchasing power on the market. Each of these options is discussed below.

Please describe the market purchase option.

In the fall of 2001, AmerenUE issued a Request for Proposal (“RFP’) for capacity
and energy with the intent of purchasing up to 500 MW of capacity for the time
period of 2002 through 2011. In the process of evaluating the 21 bids received as
part of the RFP process, a 25 year analysis of the cost to build peaking capacity
was developed to assist in the evaluation. The reason for the 25 year analysis was
to capture both the short term benefits of purchasing from the currently depressed
market for capacity and energy and the long term benefit of deferring the
construction of needed regulated capacity. The results of this analysis, which
were presented to the MoPSC Staff and Missouri Office of Public Counsel
(“OPC”) on January 15, 2002, showed that the Net Present Value (“NPV”) of the
least cost RFP options, coupled with the construction of simple cycle CTGs at the
end of the 10 year contracting period (2002-2011), were comparable to the
purchase of generating assets from AEG, with certain AEG assets (Kinmundy and
Gibson City) being dlightly superior to the purchases and other AEG assets
(Pinckneyville and Columbia) being dightly inferior.

During the process of evaluating the RFP bids, the MoPSC Staff expressed
a concern with power purchases and expressed a clear and marked preference for
AmerenUE owning hard assets. The MoPSC Staff’ s perception of power
purchases in January 2002 was that such purchases should be viewed only as the

deferral of the need to build needed generating assets. Staff reiterated this
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perspective with respect to other Missouri electric utilities, most notably Aquila.
Staff’ s preference to owning generating assets was also expressed in Staff witness
Dr. Michael Proctor’s direct testimony in AmerenUE'’ s recent rate proceeding,
Case No. EC-2002-1. In histestimony, Dr. Proctor stated that the normalized cost
of generation capacity should be the cost of the new peaking units that were built
at AEG rather than the actual cost of the power purchase contracts that
AmerenUE entered into to meet its capacity needs in the test year. More
specifically, Dr Proctor used the cost of AEG’s Columbia and Pinckneyville
Plants as being representative of the normalized cost of capacity.

Consequently, after meeting and working with the MoPSC Staff on the
evaluation of market purchases of capacity and energy as well as other options,
Staff and AmerenUE agreed to focus on building and/or owning generating assets

as the long-term least cost method of meeting AmerenUE’ s resource needs.

Please discuss the option of purchasing existing generating assets outside the
Ameren control area.

This option was excluded from the analysis due to the lack of firm transmission
service for large blocks of capacity and energy from the generators to the Ameren
border. The inability of generators to obtain firm transmission service to the
Ameren border was documented for most bidders in AmerenUE’ s evaluation of
RFPs for capacity and energy for the summers of 2001 and 2002. Potential
transmission facility upgrades and the uncertainty associated with the timing of

the completion of the upgrades made this option an unrealistic choice.

Please discuss the possibility of purchasing existing | PP assets within the
Ameren’scontrol area.

CHI-1339080v2 -b6-
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As part of the process of deciding to purchase the Pinckneyville and Kinmundy
Plants, AmerenUE considered the purchase of existing assets within the Ameren
control areathat are currently owned by non-affiliated Independent Power
Producers (IPPs). During this process AmerenUE looked at two assets. Neither
of these assets proved to be suitable due to AmerenUE’ s concerns about the
creditworthiness of the owners of the assets and also existing transmission

constraints associated with these plants.

Please discuss the purchase of assets owned by AEG.

In addition to AEG’ s Pinckneyville and Kinmundy Plants, AmerenUE also
considered AEG’ s other peaking and combined cycle generating facilities: the
Columbia Energy Center, Gibson City Plant and Grand Tower Plant.

Columbia Energy Center is a 144 MW simple cycle generating plant
consisting of four (4) combustion turbines located in Columbia, MO. This
facility wasinitially preferred by AmerenUE over the Gibson City, Grand Tower
and Kinmundy plants because of its location relative to the AmerenUE
transmission system and the operating flexibility and reliability of the particular
combustion turbines involved. However, AmerenUE determined that there are
various issues that make it infeasible to transfer the Columbia asset from AEG to
AmerenUE, including tax related issues, as well as concerns about the plant’s
ownership structuring under the Public Utility Holding Company Act.

The Gibson City Plant isa 232 MW simple cycle generating plant
consisting of two (2) combustion turbines located in Gibson City, IL with each

rated at 116 MW. The primary concern with this facility is transmission outlet
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capability. Gibson City plant does not have adequate transmission outlet
capability to support the rated output of the plant. The plant currently operates
under an operating guide that automatically reduces the output if either of the two
outlet lines exceeds their rated capacity. Ameren sought to build additional
transmission outlet capability but was denied the required certification by the
ICC. Inpart, the ICC concluded that additional outlet capability, consistent with
generally accepted first contingency planning criteria, was not required under the
circumstances. Asaresult, thisfacility islimited to 174 MW because of these
transmission constraints. This significantly increases the real cost of the capacity
associated with this facility.

Grand Tower Plant is a 551 MW combined cycle generating plant
consisting of two (2) SWPC 501F combustion turbines, two (2) heat recovery
steam generators and two (2) steam turbine/generator units. This plant was re-
powered from a coal fired plant in 2000. This plant was eliminated from
consideration for purchase by AmerenUE because of the high net book value
relative to the ssimple cycle facilities also being considered.

The Pinckneyville Plant was placed in service in two phases. Thefirst
phase, consisting of four (4) simple cycle combustion turbines each rated at
approximately 44 MW at summer peak conditions, came on line prior to the
summer 2000 peak. The second phase, consisting of four (4) combustion
turbines each rated at approximately 35 MW at summer peak conditions, came on
line prior to the summer 2001 peak. Pinckneyville has a net book value of

$51V/KW.
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The Kinmundy Plant was placed into service prior to the summer 2001
peak. It consists of two (2) combustion turbines each rated at approximately 116
MW at summer peak conditions. These units have dual fuel capability to burn

either natural gas or oil. Kinmundy has a net book value of $415/kW.

Please describe the perfor mance char acteristics of the Kinmundy and
Pinckneyville Plants.

Both the Kinmundy and Pinckneyville Plants have proven themselves to be

superior performing generating assets.

Did AmerenUE consider building new generation at a green field site?

Yes. The cost of building a green field combustion turbine generating plant can
be broken into three major categories. the cost to purchase the combustion
turbines, the cost of installation and the cost of acquiring and developing the site.
The Cost to Purchase the Combustion Turbines -- The current state of the
industry is one in which many regions of the country are overbuilt with capacity
reserve margins higher than required for reliable operation of the grid. Asa
result, the demand for combustion turbines is down, and those seeking to purchase
new combustion turbines are in a stronger bargaining position compared to two
years ago when the demand was higher. Because of this, the purchase price of the
equipment would likely be dlightly lower today as compared to two years ago.
However, as discussed below, this advantage is offset by severa other factors

which make building at a green field site unattractive.
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Installation Cost -- AmerenUE'’s current estimates for the construction of
simple cycle combustion turbines are consistent with the actual cost incurred at
Kinmundy and Pinckneyville.

Ste Acquisition and Development Cost -- This category includes the cost
of purchasing the land, connection to natural gas supply and connection to the
transmission system. In general, the better sites are those that are close to where
existing gas pipelines intersect with transmission lines. Asyou move away from
either of these two, the cost of site development increases. When the construction
boom began a few years ago, those building new generation first (including non-
affiliated 1PPs) built on the most desirable sites. The cost for AmerenUE to
acquire and develop a green field site today is estimated to be higher than the cost
that was incurred by AEG to acquire and devel op the Pinckneyville and
Kinmundy sites. These increased costs include higher costs associated with
connecting to the transmission system and the cost of reinforcing the existing
transmission system to ensure that the full output of the project will flow at
system peak conditions.

The purchase of AEG’s Pinckneyville and Kinmundy facilities versus
other options is superior from both an operational and economic standpoint. Both
facilities are known performers that have served the Ameren system reliably and
can be expected to do so after this transaction closes.

How does the price of the AEG units compare with prices from recent plant
sales?
The price AmerenUE will pay to purchase these units from AEG is less than or

comparable to other similar facilities. The cost per KW of Pinckneyville facilities

CHI-1339080v2 -10-
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based on a net book value is $511/kW while the cost of the Kinmundy units on

this same basisis $415/kW. As part of my analysis, | examined from publicly

available data the prices per kW for facilities that are comparable in terms of

operational flexibility and reliability, that have recently been sold. It isimportant

to look at these facilities with similar operating characteristics not only to get an

“apples-to-apples” comparison, but also because a less expensive unit might not

have black start capability, or may be more costly, or less efficient to operate, or

less reliable than the Pinckneyville and Kinmundy facilities. The results of my

study, which are summarized in the table below, show that the price AmerenUE

will pay for the facilities is in line with market prices.

Power Plant Sales

Madison Generating .
Plant Audrain County | Station & CinCap VII M ancsth;?‘ Power Neenah DePge ItEnergy
(Henrv Co_IN) lon enter
Sdler Duke Fperay CinCap (Cinerav) El Pasn Mirant Calpine Corp
TransCanada . Wisconsin Public
Buyer NRG Energy PSl Energy Dingl i Alliant Energy Service
Capacity (MW) 640 706 275 309 155
SalePrice ($M) $325 $450 $127 $109 $72
SalePrice
(/W) $508 $637 $462 $353 $465
City Vanddia Madison & Cadiz Brush Neenah De Pere
County Audrain Butler & Henry Morgan Winnebago Brown
State MO OH & IN Cco Wi Wi
Online Date May-00 Jun-00 & Aug-01 Jul-00 May-00 Jun-99
Dateof Sale May-01 Nov-02 Nov-02 Feb-03 Dec-02
Number of Unit 8 1 2 2 1
Unit Type Combust Turb Combust Turb Combust Turb Combust Turb Combust Turb
Unit Description GE PG7EA GE PSZ;Z;IIEA & SWPCV84.3A1 GE PG7FA GE PG7FA
Q. In Docket No. 01-0516, AmerenUE discussed certain transmission constraints

that were factored in the decision to build peaking capacity at the Venice
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Plant siterather than purchaseit from the market. Please explain whether
those constraints affect thistransaction.

In Docket No. 01-0516, my testimony addressed issues related to the application
for a certificate of public convenience and necessity for the installation of a
second CTG at AmerenUE’s Venice, IL plant. One of the factors cited in the
decision to build rather than purchase capacity and energy from the market was
the limitations of the transmission systems both within and outside of
AmerenUE'’s Illinois and Missouri service areas. The fact that several
transmission paths into Ameren as well as severa transmission paths within
Ameren were fully subscribed at the time was cited as a risk associated with the
purchase option.

Transmission service is still limited today. The limitations appear to be
somewhat mitigated due to the decision by several power marketers to terminate
their energy trading operations. The ability to secure firm transmission serviceis
on a case specific/location specific basis. Both the Pinckneyville and Kinmundy
peaking plants are designated Ameren system resources. Both plants have full
outlet transmission capability, and thus transmission availability is not alimiting

factor in this instance.

Doesthis conclude your direct testimony?

Yes, it does.
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