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(1) Capacity Need
The System’s capacity needs for the period 2005-2008 have been reduced since the issuance of the Draft Fall 2004 RFP due to several factors.  At the Louisiana Public Service Commission's (LPSC) December 8, 2004 Open Session, the LPSC directed Entergy Gulf States, Inc. (“EGS”) to enter into contract negotiations for a one-year purchase power contract from Calpine’s Carville Qualifying Facility (“Carville”) at market prices.  Consistent with this directive, Entergy Services, Inc. (“ESI”), on behalf of EGS, entered into negotiations with Calpine for the purchase of 485 MW of capacity and energy from Carville; however, a definitive agreement has not been executed by the parties at this time.  Consequently, the System’s capacity and energy needs have been reduced due to this pending purchase from Carville, in addition to the fact that the System has purchased other annual block energy products to meet its capacity reliability needs for 2005.  The System needs as much as 3,400 MW of Capacity to address anticipated peak period reliability requirements for 2005 to 2008.  The primary objective of the Fall 2004 RFP is to solicit competitive proposals to provide the Entergy Operating Companies with flexible and cost-effective limited-term generating resources to meet their retail customers’ needs in a reliable and economical manner.  ESI anticipates purchasing up to 500 MW of LD-products for their 2005-2007 needs, and up to 1,000 MW of MUCPA and MUCCO products for their 2006-2008 needs in the form of limited-term resources acquired through this Fall 2004 RFP, with the possibility of acquiring additional resources should ESI receive economically beneficial proposals.  This target of up to 500 MW of LD-products and up to 1,000 MW of MUCPA and/or MUCCO products provides the System with the flexibility to (1) procure such amounts of additional resources through this Fall 2004 RFP if the proposals are sufficiently attractive; (2) procure these amounts of resources in short-term markets (i.e., not through this Fall 2004 RFP) if those resources appear to offer more attractive pricing and/or other characteristics; or (3) wait to acquire Capacity through future procurements if the proposals received in response to this Fall 2004 RFP are not sufficiently attractive. 
In the event that the System receives additional directives from the LPSC to negotiate contracts with QFs while the Fall 2004 RFP is in progress, it is likely that the System’s limited-term capacity need would be further reduced.  ESI will endeavor to keep potential bidders informed of any developments on this issue.
(2) Cancellation of Three-Year Capacity Contract
The termination of a Definitive Agreement of three years in duration beyond the first year is not indiscriminately subject to ESI’s sole and absolute discretion; rather, such termination is limited to the situation in which ESI does not receive satisfactory results of either (1) a subsequent Deliverability Evaluation performed by the RFP Transmission Factor Evaluators; or (2) a System Impact Study performed by the TBU and received by ESI, either of which must be acceptable to ESI in its sole and absolute discretion.  The TBU result is acceptable if network transmission service is unconditionally granted.  The result is also acceptable if network transmission service is granted with displacement and/or counter-flow purchase requirements that are equal to or less than the expectations of ESI’s Deliverability Evaluation based on ESI’s sole and absolute discretion.  
Upon execution of a three year MUCPA or MUCCO agreement, ESI intends to submit monthly network transmission requests submitted for each month of the contract term that transmission service can be requested through the AFC analyzer concurrently with a long-term request that encompasses any remaining months of the first year and a long-term request for the second and third years of the Delivery Term.  If the results of the long-term TBU studies are not received within 255 days from the execution of the Definitive Agreement, then ESI will perform its own Deliverability Evaluation.  If the result of this Deliverability Evaluation is satisfactory in ESI’s sole and absolute discretion, the Delivery Term will continue for the full three year period.  If the result of the Deliverability Evaluation is not satisfactory in ESI’s sole and absolute discretion, ESI shall be under no obligation to extend the contract for years two and three of the Delivery Term and shall have the right to terminate the contract, effective on the first anniversary of contract commencement. See further Section 8.2 (b) in the additional provisions of the MUCCO Model Contract and Section 15.3 (b) in the MUCPA Model Contract.  ESI will provide the Bidder with the result from the TBU System Impact Study if it is received within 255 days from the execution of the Definitive Agreement.
 This is not a call option; rather ESI only has the ability to terminate the second and third year of the contract if it is determined that the output of the resource cannot be reliably delivered to the Entergy System.
(3) Three-Year Reserve Capacity MUCCO
ESI views the Three-Year Reserve Capacity Multiple-Year Unit Capacity Call Option Product as an opportunity to potentially displace existing Entergy Operating Company-owned generation.  In the event that economically and operationally attractive proposals are received through the RFP, the Operating Companies may have the ability to displace certain existing generating unit(s), and thereby avoid certain fixed O&M charges associated with having that Capacity available for operation during that period.

Therefore, ESI intends to proceed with the Three-Year Reserve Capacity MUCCO Product.  ESI acknowledges the Staff’s concerns regarding this product, and will proceed cautiously with regards to potential cost allocation effects.
(4) Off-Peak LD Product
ESI acknowledges the Staff’s concerns regarding this product, and will proceed cautiously.  ESI intends to impose a limit on the amount of off-peak purchases it will procure through this RFP which will be communicated to the IM and the staffs of appropriate state and local regulators prior to proposal evaluation.
(5) Collateral Requirements
ESI has adjusted the collateral requirements for three-year contracts.  Specifically, ESI will require up-front collateral only for the first year of the contract pending results of either (1) a subsequent Deliverability Evaluation performed by the RFP Transmission Factor Evaluators; or (2) a System Impact Study performed by the TBU and received by ESI.  Provided that the contract will not be terminated at the end of the 270-day period, at that time the Seller will be require to provide collateral for the second and third years of the contract.  ESI may also provide the Bidder a notice prior to the 270-day period stating either (1) that the proposal passed either (a) a subsequent Deliverability Evaluation performed by the RFP Transmission Factor Evaluators; or (b) a System Impact Study performed by the TBU and received by ESI; or (2) that ESI waives the termination provision in the contract.  The collateral for the second and third years will be due shortly after such notice.  Similarly, collateral for the Three-Year Reserve Capacity Product will not be due until ESI receives satisfactory result from TBU.  The methods for calculating the credit exposure are described in Appendix E-2. 
(6) EOC Capacity Allocations
ESI is not opposed to the Staff’s request to inform the Staff of proposed Operating Company allocations on an informal and confidential basis, with the understanding that the Entergy Operating Committee makes all final decisions regarding allocations of capacity and that such decisions will be made in accordance with the Operating Committee’s decisions regarding the most appropriate allocation of resources to meet the needs of the Entergy System.  ESI recognizes that contracts for the purchase of capacity  that are assigned to Entergy Operating Companies jurisdictional to the LPSC must be approved by that agency in accordance with its applicable rules and regulations.
Miscellaneous Clarifications
· Other Associated Electric Products

ESI will provide further clarification on this issue in the Final Fall 2004 RFP 
· Clarification on evaluation of LD products

Due to the revised Delivery Term start dates for products other than the LD-products, ESI no longer plans to adjust the demand curve for LD proposals based on the proposals received for other product types. 

· Criteria for deliverability evaluation.

ESI will provide further clarification on this issue in the Final Fall 2004 RFP, particularly in a new Appendix E-3.
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