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Process Overview

This document describes the process, criteria, and methods that ESI intends to use in the evaluation of proposals for the capacity and energy resources submitted in response to its Fall 2003 Request for Proposal (RFP) for Supply-Side Resources.  ESI’s process for evaluating proposals has been designed to achieve the following:

· The evaluation process results in an objective and impartial treatment of all Bidders.

· The evaluation process protects the confidentiality of proposal information.

· The evaluation process complies with all applicable legal and regulatory requirements, including Affiliate Rules and Codes of Conduct requirements.

Major features of the process include the following:
· A “Legal Governance Committee” has been formed by the Entergy Operating Committee as part of the supply procurement process.  This group provides oversight and guidance in the design and execution of the process to assure compliance with applicable legal and regulatory requirements, including code of conduct standards.

· The process has been designed with the advice and oversight of the Independent Monitor, to further monitor and help assure that the process is appropriately designed and implemented, and is consistent with a market-based procurement process.  The Independent Monitor will also monitor and oversee the evaluation and negotiation process.

· The proposal evaluation process will be conducted in a carefully controlled manner using written confidential procedures, methods and evaluation criteria that have been developed and “sealed” prior to the review of proposals.

· A specially-formed team, the Proposal Evaluation Design Team, has been formed to develop the criteria, methodology and procedures that will be used in evaluating proposals.  Participants in this evaluation design process are required to sign confidentiality agreements to assure that information is not inappropriately disclosed.  The Independent Monitor will monitor the design of the procedures and support ESI’s efforts to establish appropriate methods and criteria.

· The Draft RFP issued prior to the Bidders’ Conference will outline the evaluation methodology and key evaluation factors.  The final evaluation criteria will be determined following the technical conferences with Bidders and regulatory bodies.

· Prior to the receipt of proposals, the final criteria, methods, and procedures that ESI will use in evaluating proposals will be documented in a confidential, detailed internal document, the “Fall 2003 RFP Proposal Evaluation Process.”  The Entergy Operating Companies will certify that the evaluation will be conducted in accordance with this document and will provide the specific documentation of the criteria, methods and procedures to the Independent Monitor by no later than November 16, 2003.  Appendix E to the Final RFP will be an integral part of this “Fall 2003 RFP Proposal Evaluation Process.”

· The evaluation process will carefully restrict access to proposal information to a limited number of personnel at ESI, to preserve confidentiality of information and to support ESI in its effort to ensure an unbiased proposal evaluation process.  Full access to proposal information will be highly restricted.  The proposal information will be sorted into proposal data reports in an automated process, subject to oversight of the Independent Monitor.  The proposal data reports will be reviewed by the Independent Monitor prior to dissemination of the information to Proposal Evaluation Team members in order to ensure that the members of the Proposal Evaluation Team receive only certain information from the proposals that is required for the evaluator to perform his function. This limited information will not identify the Bidder.

· Full access to all redacted proposal information will be limited to the members of the Proposal Evaluation Team who will develop materials that will be presented to the Entergy Operating Committee for its decisions regarding the resources to be acquired.
Evaluation Method Overview

1. Proposal Evaluation

The proposal evaluation process will be conducted by the Proposal Evaluation Team, with oversight from the Independent Monitor.  Using the process outlined below, the Proposal Evaluation Team will evaluate proposals and develop a shortlist of proposals to be presented to the Entergy Operating Committee for its decision regarding procurement of resources.

1.1. The Proposal Evaluation Team will evaluate all conforming proposals and develop a shortlist consistent with the Entergy System’s needs described in Section 1.2 of the RFP main body.  Figure E1 provides an overview of the detailed steps involved in the proposal evaluation process.

1.2. Prior to the evaluation of any proposals, the Independent Monitor will screen proposals to assure compliance with threshold requirements as specified in Appendix D.

1.3. As in ESI’s prior RFPs, the primary consideration in evaluating individual proposals will be an objective evaluation of the economic impacts of a proposal on Entergy System total production costs (the “Economic Evaluation”).  In addition, subject matter experts will review specific proposal characteristics such as fuel issues, credit risk, and potential transmission issues (“Factor Evaluation”).  The Factor Evaluation for shortlisted proposals will not provide a ranking or score for each proposal but will identify potential issues to consider in negotiation subsequent to the selection of a proposal by the Entergy Operating Committee.

1.4. The Economic Evaluation will develop a Product Category Supply Cost Curve by ranking proposals within a product category based upon their impact upon Entergy System’s total production cost when added one at a time to the Entergy System’s existing resources.  The Economic Evaluation will be based upon the net present value impact (on a per-MW basis) of the proposal on the Entergy System’s total production costs levelized over the term of resource availability as appropriate for each proposal.

The fuel and variable cost component of the economic impact of each proposal will be determined using production costing models that reflect the price and operational characteristics of each proposal, as provided in the proposal materials. The total production cost impact of the proposal will reflect the sum of the fuel and variable cost impact and the incremental fixed costs associated with the proposal.  The analysis will rely on data and assumptions regarding the Entergy System’s existing resources consistent with ESI’s long-term resource planning models.

1.5. In a process independent of the Economic Evaluation, individuals designated as “Factor Evaluators” will conduct a “Factor Evaluation” process in which key proposal factors (such as credit, gas supply and flexibility, potential transmission issues, etc.) are evaluated.  The purpose of the Factor Evaluation is two-fold:

· To estimate certain parameters necessary for the Economic Evaluation (applies to all proposals, prior to the development of the shortlist); and


· To identify issues necessary to address in subsequent negotiations with Bidders if the proposal is selected to an award list (applies only to shortlisted proposals).

1.6. The Economic Evaluation requires one or two pieces of information from the Factor Evaluation: 

· Transmission Zonal Location:  Based on the proposal information of interconnection to the Entergy grid, the transmission Factor Evaluator will assign a transmission zonal location to the proposal.


· Fuel Cost Adders:  If the proposal offers a tolling agreement, the fuel Factor Evaluator will estimate ESI’s delivery cost for fuel to the specific plant.

1.7. Appropriate members of the Proposal Evaluation Team will select shortlisted proposals for further review.  These proposals will be further evaluated to assess the impacts of the combination of proposals upon total system production costs, transmission and fuel supply issues.

1.8. For shortlisted proposals, the Factor Evaluations will also consider factors (such as those listed below) that cannot be readily included in the Economic Evaluation, but are deemed to be important characteristics of the proposal. The Factor Evaluators will assess each proposal using procedures set forth in the Fall 2003 RFP Proposal Process document. 

The primary uses of these Factor Evaluations will be: 1) to identify key issues of the proposal that may require additional clarification from the Bidder, 2) to identify risks or issues around the deliverability of the proposal, 3) to identify potential issues requiring additional costs to mitigate, 4) to identify credit requirements of the Bidder, and 5) to identify the key characteristics of the shortlisted proposals.

1.9. The shortlist, along with associated analyses, sensitivities and recommendations, will be presented to the Entergy Operating Committee for its review and decision.

1.10. If the Entergy Operating Committee determines that additional analysis or additional proposal combinations are required prior to its resource decision, it will request that the Proposal Evaluation Team conduct the appropriate analyses and present its findings to the Entergy Operating Committee.

1.11. Based upon the shortlist and associated analyses, the Entergy Operating Committee will decide upon the resources to be acquired (subject to due diligence and applicable regulatory review and negotiation and execution of a Definitive Agreement).  These will be the primary award list and the secondary award shortlist.

1.12. Selected proposals then proceed to due diligence/negotiations/contract execution/regulatory review as appropriate.

The following sections provide additional description of the evaluation process and key factors that will be reviewed for each product in the evaluation process.  Figure E1 provides an overview of the proposal evaluation process.

Figure E1:  Overview of Proposal Evaluation Process


STEP 1:

Threshold Review

Each Proposal
STEP 2:

Economic and Factor Evaluation

All Proposals Within Product
STEP 3:

Selection of Shortlists

All Proposals, All Products
STEP 4:

Portfolio and Factor Evaluation 

Shortlisted Portfolios

Overview
Prior to evaluating proposals, each is reviewed for compliance with informational and substantive thresholds. The majority of verifications will be made automatically in the electronic submission process.
After proposals are segregated by product and specific evaluation factors, they are ranked by product in consideration of economic impact.
A shortlist of proposals is identified by appropriate members of the Proposal Evaluation Team.
An economic assessment is completed for the portfolio of proposals on the shortlist from Step 3.

Factors
· Varies by product

· Filing information per proposal specification forms

· Minimum information required for Economic Evaluation (price terms, Heat Rate performance curve, minimum run levels, seasonal ratings, etc.)
· Factor Evaluation (assignment of attributes required for Economic Evaluation):

- Fuel supply costs

-Transmission Zonal Location;
and

· Economic impact (PROSYM modeling) of proposal's cost and operational characteristics on System total production costs (the primary evaluation factor);
· Product Category Supply Curve Ranking of proposals;

· Supply planning objectives and constraints (e.g., location of resources; overall size of resource additions; fuel supply risks for the portfolio as a whole; revenue requirement impacts); and

· Sensitivity analysis of the proposals associated with different planning assumptions.
· Portfolio impact on Entergy System and Operating Companies total production costs;

· Impact on Overall Planning Objectives; and

· Factor Evaluations.

Evaluation Mechanism
Proposals are reviewed for completeness in two steps:

1.
Electronically in the submission process

2.
Before the proposal data reports are distributed to the Proposal Evaluation Team, manually reviewed by the Independent Monitor
Factor Evaluators review proposals and assign a value for each required parameter using a pre-established process. 


In the Economic Evaluation, a total production cost impact per MW added is calculated for each proposal based on price and operational information provided in the proposal.
The Economic Evaluations (from Step 2) combined with ESI’s supply planning constraints and objectives are used to identify shortlists consisting of combination of proposals providing Highest System Benefit across a robust range of planning assumptions.
Total  production cost, transmission system impacts, and fleet reliability are evaluated.

Result
Proposal data reports, limited to parameters necessary for each evaluator, are distributed to the Proposal Evaluation Team
Economic Evaluations are used to develop a Product Category Supply Curve for each product category.
Step 3 identifies a shortlist of proposals consistent with resource planning principles and objectives.
Identification of proposals to be proposed to Entergy Operating Committee as strong candidates for procurement in the current RFP cycle.

2. Key Evaluation Factors for Product Categories Utilized in the Proposal Evaluation Process

This Fall 2003 RFP seeks to acquire resources expected to serve specific supply roles that meet the needs of Entergy Operating Company customers.  Each RFP product can serve one or more specific supply role, and each supply role can be served by more than one product. The term “product category” pertains to the group of products that serves a specific supply role.  The evaluation of proposals will compare the relative merit of each proposal in the same product and with each proposal in the same product category.  The following describes the products that will be considered in the evaluation of Fall 2003 RFP proposals and how these products are categorized according to supply role.

2.1. Baseload Product Category – Resources meeting this supply role are primarily expected to provide capacity to meet reliability requirements and to lower production costs through providing capacity in the form of must-take energy blocks.  The following products address this supply role:

2.1.1. Must-Take Standard Baseload MUCPA – a limited-term purchase of a fixed amount of Capacity, energy and all Other Associated Electric Products of one to three years duration, from a specific CCGT and/or solid fuel resource at all times that the resource is available.

2.1.2. Must-Take On-Peak MUCPA – a limited-term purchase of a fixed amount of Capacity, energy and all Other Associated Electric Products of one to three years duration, from a specific CCGT and/or cogeneration facility, at all times that the resource is available.

· The primary selection criterion for Baseload products will be the proposal’s contribution to Highest System Benefit.  However, shortlisted proposals will also be evaluated by the Factor Evaluators.

2.2. Dispatchable, Load-Following Resource Product Category – Resources meeting this supply role are primarily expected to provide capacity to meet reliability requirements and to lower production costs through providing capacity that can be made available, scheduled or dispatched by the Entergy System dispatcher in commitment decisions.  The following products address this supply role:

2.2.1. MUCCO – CCGT or Cogeneration – a limited-term call option on the purchase of Capacity, energy and all Other Associated Electric Products of one to three years duration from a specific CCGT and/or Cogeneration facility.

2.2.2. MUCCO – CT/Quick response – a limited-term call option on the purchase of Capacity, energy and all Other Associated Electric Products of one to three years duration from a specific CT.

2.2.3. MUCPA – CCGT or Cogeneration – a limited-term purchase of dispatchable unit Capacity, energy and all Other Associated Electric Products of one to three years duration from CCGT or Cogeneration Capacity.

2.2.4. MUCPA – CT or Quick Response Capacity – a limited-term purchase of dispatchable unit Capacity, energy and all Other Associated Electric Products of one to three years duration from CT or quick response Capacity.

· The primary selection criterion for Dispatchable, Load-Following products will be the proposal’s contribution to Highest System Benefit.  However, shortlisted proposals will also be evaluated by the Factor Evaluators.

2.3. Peaking and Reserve Capacity Product Category – Resources meeting this supply role are primarily expected to provide capacity to meet reliability requirements and respond to contingencies. The following products are expected to address this supply role:

2.3.1. MUCCO – CT/Quick response – a limited-term call option on the purchase of Capacity, energy and all Other Associated Electric Products of one to three years duration from a specific CT.
2.3.2. MUCPA – CT or Quick Response Capacity – a limited-term purchase of dispatchable unit Capacity of one to three years duration of dispatchable unit Capacity, energy and all Other Associated Electric Products from a specific CT or quick response Capacity.
· The primary selection criterion for Peaking and Reserve Capacity Resource products will be the proposal’s contribution to Highest System Benefit.  However, shortlisted proposals will also be evaluated by the Factor Evaluators.

3. Factor Evaluation of Proposals

In addition to the Economic Evaluation of the proposals, Factor Evaluators will examine features of the proposals that are difficult to translate into economic parameters but which have to be addressed in the consummation of the Transaction.  Factor Evaluators will have limited access to proposal information, receiving only information which is necessary to conduct their portion of the evaluation.

The Factor Evaluation consists of two steps: first, identifying attributes necessary for Economic Evaluation; second, identifying issues or risks associated with proposals shortlisted on the basis of the Economic Evaluation.

The Factor Evaluation reviews (but is not limited to) features such as:

· Credit Issues – Compliance with the corporate risk management processes and limits for exposure to counterparties in transactions considering the financial risks in the event of supplier bankruptcy or failure to perform under supply contracts;

· Fuel Supply Issues – Issues such as fuel supply flexibility (e.g., number of and availability of capacity in pipelines serving facility) and fuel supply flexibility for daily load following;

· Operational Issues – Issues such as Ramp Rate for units for Load-Following and the availability of AGC for generation control; and

· Transmission Issues – Issues such as transmission constraints, dispatch, exposure to single contingency event risks, etc.

Figure E2 provides a summary of the key factors that will be considered in the Factor Evaluation process.

The following sections describe the Factor Evaluation procedures.

3.1. Factor Evaluation – for all proposals prior to Economic Evaluation: The Factor Evaluation will identify the following attributes necessary for the Economic Evaluation: 

3.1.1. Transmission Zonal Location
The Transmission Factor Evaluator will assign a transmission zonal location to each proposal, based upon that resource’s location within the Entergy System.  For proposals from resources outside the Entergy System, the transmission Factor Evaluator will assign the zonal location based on the interconnection specified in the proposal.

3.1.2. Fuel Supply Costs
For proposals where ESI has to provide the fuel (tolling contracts), the fuel Factor Evaluator will assign a basis adder from Henry Hub or Houston Ship Channel and appropriate transportation costs, based on transportation rates on the pipelines specified in the proposals.

3.2. Factor Evaluation – for all shortlisted proposals: 
The Factor Evaluation will identify issues or risks associated with shortlisted proposals in the following areas:

3.2.1. Credit Issues Assessment – Each shortlisted proposal will be analyzed to assess potential credit issues by the credit Factor Evaluator.  The credit evaluation seeks to ensure that the Bidder’s credit situation is in compliance with ESI’s corporate risk management standards, and that any requirements for additional credit security associated with the proposal (e.g., collateral) are identified.

The primary objective of ESI’s credit evaluation is to ensure that ESI receive sufficient credit risk protection from a supplier who is awarded a proposal.  For most transactions, ESI’s primary risk is that the supplier fails, for whatever reason, to deliver the power expected under the contract, which would require that ESI would have to replace the capacity, energy, and Other Associated Electric Products, possibly at higher costs.  The risk of higher costs for the replacement energy is driven by uncertainties such as future fuel price changes, market Heat Rate changes and the costs of self-supply options. 

To identify this risk, ESI will apply uniform and consistent procedures to evaluate the credit quality of all Bidders, utilizing the expertise of ESI’s corporate risk management group.  A “Maximum Supplier Exposure” applicable to the Entergy Operating Companies is presented in Figure E4 for each potential supplier offering proposals in response to the Fall 2003 RFP.  This Maximum Supplier Exposure represents the total aggregate exposure to ESI from an individual supplier that will be accepted without additional collateral.  This Maximum Supplier Exposure includes exposure from all of that supplier’s Transactions with the Entergy Operating Companies, including already-existing Transactions. 

For potential Transactions anticipated under this Fall 2003 RFP, the incremental supplier exposure associated with each shortlisted proposal will be calculated by comparing the cost of power under a proposal with a potential replacement cost for that power if the supplier failed to perform.  The potential replacement cost will be based upon market prices for the power product in future years, based upon an assessment of forward market price information for power and fuel and expected price or Heat Rate volatility as appropriate to the product.  The replacement costs assumptions will be determined in advance of the credit evaluation, and will be applied uniformly and consistently to all proposals and potential suppliers.  See Figure E5.  If the incremental supplier exposure associated with a proposal exceeds the Maximum Supplier Exposure for a supplier, ESI will require additional collateral if the proposal is selected.  The exposure will be recalculated periodically to account for market movements and the attenuation of time remaining in the contract.  For limited- and long-term contracts when appropriate, ESI will also net out the expected accounts receivable
 due from ESI.

Figure E3 illustrates how replacement cost assumptions and collateral requirements will be applied for alternative products anticipated under this RFP.  This includes potential forms of remediation for excess supplier exposure, including other acceptable solutions suggested by Bidders.

Credit risk may also be considered as an attribute of a proposal that will be presented to decision makers in their review of the shortlists.  The decision makers are also expected to consider the overall credit risk profile of the entire supply plan portfolio.

As part of the proposal evaluation process, the credit evaluator will determine a Maximum Supplier Exposure for each Bidder, representing the total aggregate exposure from a supplier that ESI will accept without additional collateral.  This determination will be based upon pre-determined criteria that are uniformly applied considering the credit rating (and/or other financial indicators) of each Bidder and the terms of its proposed contracts.  For companies who have a credit rating established by credit rating agencies, the credit evaluator will consider these ratings in conjunction with public financial information to determine the Maximum Supplier Exposure.

Maximum Supplier Exposure will be a function of the supplier’s credit rating and ESI’s assessment of the supplier’s financial condition, which may vary over the proposed contract term.  For example, a supplier with AAA credit may be assigned a $100 million exposure limit, regardless of the duration of the proposed contract term, whereas a supplier with non-investment grade credit may be assigned a Maximum Supplier Exposure of $3 million, and restricted to short- or limited-term contracts.  In addition, if a supplier’s credit rating changes at any time during the delivery term, ESI will have the right to require that additional collateral be provided by the supplier if the credit rating is reduced or to require less collateral if the credit rating is improved.  Figure E4 presents an illustrative table that would be used by the credit evaluator in selecting Maximum Supplier Exposure for a Bidder.

If a supplier offers a proposal that will require additional collateral, the supplier will be informed during the negotiation and asked to provide collateral.  If a supplier is unwilling to offer additional collateral, the proposal may be eliminated from further consideration.  ESI reserves the right to consummate Transactions with suppliers unwilling to offer collateral, but will select the proposal only in circumstances when it is clearly superior to similar product offerings.

It is possible that a supplier could offer multiple proposals that in the aggregate exceed the Maximum Supplier Exposure established by the credit evaluator.  Consequently, in the evaluation of a portfolio of shortlisted proposals, the cumulative supplier exposure from all proposals in the portfolio will be determined, and provided to decision makers as a basis for consideration.

Although collateral is required from Bidders with exposure exceeding ESI’s Maximum Bidder Exposure, the collateral requirement is not a perfect substitute for non-performance.  ESI prefers that all counterparties fully perform their contracts, rather than default and require ESI to exercise its right to the collateral.  At the time of default, the collateral may not cover the entire difference between contract price and replacement cost.  Additionally, collection of collateral may be costly and time consuming, which in the end results in higher costs for ESI.  A default by a counterparty will also impede ESI’s ability to carry out its planning process.  Although ESI may procure replacement energy, it may not be possible to achieve the same price stability, fuel diversity, geographical diversity or other supply objectives as was achieved with the original contract.  

It is ESI’s view that the default rate among non-investment grade companies is significantly higher across all time horizons than for investment grade companies.  Therefore, it is prudent that the Entergy Operating Committee be informed about how much total collateralized and non-collateralized exposure to non-investment grade companies the selected proposals would impose on the Entergy Operating Companies.  In the selection of the overall supply portfolio, ESI may establish limits for the aggregate amount of exposure that the Entergy Operating Companies have to suppliers with weak credit ratings (e.g., total exposure from all suppliers with non-investment grade credit ratings may be limited to an overall dollar amount). 

3.2.2. Transmission Impact Assessment – Each shortlisted proposal will be analyzed to assess potential transmission impacts by the ESI transmission Factor Evaluator (who will not be an employee of the Transmission Organization).  Each proposal will be evaluated using a DC Transmission Evaluation Model to identify possible transmission issues such as, but not limited to, the following: the deliverability of a resource, the impact of the resource on transmission congestion/constraints throughout the Entergy Transmission System, and the potential transmission upgrades needed or avoided as a result of the resource qualifying as a Firm Network Resource.  This analysis will evaluate the likelihood that a resource could qualify as a Firm Network Resource.  This evaluation shall be undertaken independent of the Transmission Organization and based on information provided in the proposal and other information available to the Proposal Evaluation Team.

The transmission Factor Evaluator may perform a transmission evaluation for the combined impact of a portfolio of proposals on the shortlist.  This analysis will be conducted using an “AC Load Flow Model” and other appropriate tools.  Any resources selected through the RFP process will be submitted to the Transmission Organization through the Network Resource study process for a determination of whether such selected resource will qualify as a Firm Network Resource for the term of the Definitive Agreement when the Definitive Agreement has been executed.

3.2.3. Fuel Supply Evaluation – Each shortlisted proposal will be analyzed to assess potential fuel supply issues such as fuel supply flexibility (e.g., number of and availability of capacity in pipelines serving facility) and fuel supply flexibility for daily load following.

3.2.4. Operations Issues Evaluation – Each shortlisted proposal will be analyzed to assess potential operational issues such as Ramp Rate for units for Load Following and the availability of AGC for generation control.

4. Economic Evaluation of Proposals

The Economic Evaluation consists of two steps:

· The evaluation of individual proposals based upon their individual impact upon Entergy System total production costs; and


· The development and evaluation of a combination of shortlisted proposals meeting the overall supply requirements and the objectives established by the Entergy Operating Committee for resource supply.

The first step of the Economic Evaluation consists of the evaluation and ranking of individual proposals to provide preliminary information about the relative merit of different proposals within each product category.

The second step of the Economic Evaluation consists of a more comprehensive evaluation to examine proposals in the context of various alternative portfolios that include proposals from all product categories.  This step will consider the interactive effects of proposals, taking into account multiple aspects of the entire portfolio of resources.  This more comprehensive analysis will evaluate the economic and operational performance of various portfolios using base-case and sensitivity analysis and will take into consideration the impacts of the portfolio considering potential transmission issues, and fuel supply risk, and the availability and pricing of alternate products, including standard short-term market products such as 5x16 and 7x24 contracts.  Information on these interactions and impacts will be evaluated in conjunction with economic and operational performance issues for particular portfolios of proposals to determine the final set of proposals that will be selected by the Entergy Operating Committee as resources consistent with the Entergy Operating Companies’ planning objectives.

As indicated in the RFP, ESI prefers generating resources that qualify as a Firm Network Resource.  Since at the time of the Economic Evaluation of proposals, neither ESI nor Bidder will be able to know whether a resource will be determined by the Transmission System operator to qualify as a network resource, or if any additional costs will be required to do so, ESI’s Economic Evaluation of proposals will assume that there are no additional costs to qualify a resource as a network resource.

4.1. Economic Evaluation of Individual Proposals by Product Category

The Economic Evaluation of individual proposals results in the ranking of individual proposals within product categories based upon the incremental economic impact (on a per-MW basis) of each proposal on the total production cost of the Entergy System.  The results include a “Product Category Supply Cost Curve” that can be used to illustrate the proposal responses and be used to evaluate alternative product mix portfolio alternatives.

4.1.1. The Economic Evaluation comparison will assess each proposal’s impact on Entergy System total production cost when the proposal is considered in conjunction with existing resources.  The analysis will incorporate incremental fixed and variable (fuel and non-fuel) data as well as all relevant operational performance parameters.  The figure of merit for the Economic Evaluation will be the net present value impact (on a per-MW basis) of the proposal upon the total Entergy System production costs levelized over the time period of the proposal.

4.1.2. The primary analytical tool for the analysis will be a Proposal Evaluation Model that uses information provided in the specific proposal to examine the proposal’s incremental production cost impact.  The Proposal Evaluation Model will rely on data and assumptions regarding the Entergy System’s existing resources consistent with its long-term resource planning models.

4.1.3. The economic performance evaluation methodology will consider multiple evaluation scenarios for each proposal to capture the impact of uncertainties resulting from “uncontrollable cost drivers” such as gas prices, the future price and availability of economy or other power purchases, or other significant factors.

4.1.4. The resulting economic analysis of the total production cost for individual proposals will be consolidated into a product category economic ranking (Product Category Supply Cost Curve).

5. Development of Proposal Shortlist Consistent with Resource Supply Planning Objectives and Constraints

The proposal evaluation process will ultimately produce a shortlist of proposals to be presented to the Entergy Operating Committee representing combinations of proposal responses in several product categories that meet the Resource Supply Objectives.  The following describes the process that will be used to develop and evaluate the award lists.

5.1. Once individual proposals have been evaluated by product and product category, a shortlist of proposals will be developed.  The shortlist will be consistent with Supply Procurement Plan Objectives and will be developed through analysis that seeks to minimize Entergy System total production cost given specified constraints and objectives.

A shortlist of proposals will be selected that results in the Highest System Benefit.  This process uses each proposal’s total production cost impact as determined in the Economic Evaluation along with constraints based upon the Supply Resource Objectives to determine the lowest cost combination of proposals satisfying the constraints.  The process will also take into consideration the result of the different sensitivity cases and the availability and pricing of alternate products, including standard short-term market products such as 5x16 and 7x24 contracts.

Appropriate members of the Proposal Evaluation Team will define a shortlist of proposals for presentation to the Entergy Operating Committee for its review and decision.

6. Proposal Portfolio Analysis

The shortlisted proposals will be further evaluated to assess the impact of a portfolio of proposals on total system production costs, transmission flows, overall credit risk of the portfolio, and fuel supply risks.  In addition, the units’ operational history and the Bidder’s operating experience of similar units will be reviewed.  The results of these evaluations will be summarized and included in the documentation given to the Entergy Operating Committee.

7. Factor Evaluation of Shortlisted Proposals

Factor Evaluation of the shortlisted proposals is described in Section 3.2.

8. Selection of Proposals for Negotiation

The shortlist of proposals, along with associated analyses, sensitivities and recommendations, will be presented to the Entergy Operating Committee for its review.  Additional studies may be requested.

Based upon the shortlist and associated analyses, the Entergy Operating Committee will decide upon the primary award list and the secondary award shortlist.  The Entergy Operating Committee will also decide upon participation by the individual Entergy Operating Companies prior to the execution of a Definitive Agreement. 

Figure E2
Summary of Key Factors Considered in Factor Evaluation Process

Factor Threshold
1, 2 or 3-year Products

Operations


COD no later than summer 2004

Factor Areas
Key Factors

Operations


-
Flexibility in scheduling

-
Turn-down ratio

-
Availability

-
Ramp Rate

-
Dual fuel capability

-
Minimum up/down time

-
Maintenance requirements

Fuel Supply
-
Fuel Supply flexibility to the unit

-
Diversity of supply

-
Swing Capability

-
Storage

-
Transportation reliability

Credit
-
Supplier Credit Rating

-
Incremental Supplier Exposure

-
Existing Supplier Exposure

Transmission
-
The unit’s potential ability to deliver energy across the Entergy System.

-
The unit’s potential ability to mitigate impacts from existing constraints.

-
The unit’s potential impact on existing limitations for energy transfer within, and to and from the Entergy System.

Figure E3
Credit Evaluation - Methodology for Determination of Incremental
Supplier Exposure Associated with Proposal and Potential Required Mitigation

Power Purchase

Product
Methodology for Performance  Exposure  Replacement Power Costs
Expected Credit  Exposure Issues
Potential forms of Remediation for Excess Supplier  Exposure

LIMITED-TERM PROPOSALS

Multiple-Year Unit Capacity Purchase Agreements;

and

Multiple-Year Unit Capacity Call Options.
Contract volume replaced at Indicative Forward Price Curve with allowance for volatility for years 1 – 3.

The Indicative Forward Price Curve is based on Heat Rate volatility for indexed proposals, and based on fuel price volatility of gas for fixed price proposals.

See Figure E5.
Exposure from pre-existing transactions with any of the Entergy Operating Companies
(
Parental Guaranty

(
Letter of Credit

(
Independent Amount

(
Lien on Asset

(
Performance Bond

(
Other acceptable solutions suggested by Bidders



Figure E4
Credit Evaluation – Maximum Un-collateralized Supplier Exposure 
for Entergy Operating Companies
Based Upon Evaluated Credit Rating Class*
($millions)


Bidder Credit Rating


AAA thru AA-
A+ thru A-
BBB+ thru BBB
BBB-
Non-Investment Grade

Upper limit of Maximum Supplier Exposure
100
100
75
50
3

*The term of the Definitive Agreement and the financial condition of the Bidder may impact the Maximum Supplier Exposure.

Figure E5
Credit Evaluation - Illustration of Calculation of Performance Risk Exposure

Calculate potential replacement power risk using methodology from Figure E3:

Where:

Pt 

=
All-in bid price in $/MWh

CF

=
Expected Capacity Factor

EC

=
Energy Charge in $/MWh

EXPt

=
Exposure per year in $/yr

V

=
Volume in MW

TRE

=
Total Remaining Exposure in $’s

r

=
ESI’s cost of capital

t

=
Contract Year

T

=
Number of Contract Years in proposal

IFPt, c 

=
Indicative Forward Price Curve in $/MWh, by contract type

CCt

=
Capacity Charge in $/kW-yr

TRE = SUM(t=1 to T) {(EXPt/(1+r)^(t-0.5)} = $

EXPt = (IFPt,c – Pt) x V x CF x 8760hr/yr = $/yr

IFPt,c depends on proposal type

IFPt,c for a fixed price contract is derived from a forward market quote of a similar product in the traded market.  The IFPt,c is the implied Heat Rate of the forward traded market plus one standard deviation of the forward fuel gas volatility.  

IFPt,c for a Guaranteed Heat Rate at indexed gas price is derived from the implied Heat Rate of the all-in-price of the proposal plus one standard deviation of the forward Heat Rate volatility.

Pt = EC + (CCt /CF x 1000kW/MW)/8760hr/yr = $/MWh

Example (All numbers are only illustrative):

Product: 3 year Multiple-Year Unit Capacity Purchase Agreement (MUCPA) for CCGT from bidder XYZ

Offer Size in Proposal:  200 MW

Expected Capacity Factor:  67%

Price Bid in Proposal:
Capacity–$36.00 per kW-year for each year of the contract

Energy–$30.00 per MWh

Indicative Forward Price Curve price (see below):  $48/MWh (t=1), $44/MWh (t=2), $40/MWh (t=3)

ESI’s cost of capital, r = 8%

Supplier Evaluated Credit Rating:  BBB-

Calculation of Incremental Supplier Risk:

Pt=1,2,3 = EC + (CCt/CF x 1000kW/MW)/8760hr/yr = $/MWh

Pt=1,2,3 = $30 + ($36/67% x 1000kW/MW)/(8760hr/yr) = $36.13

EXPt = (IFPt – Pt) x V x CF x 8760hr/yr = $/yr

EXPt=1 = ($48 - $36.13) x 200MW x 67% x 8760hr/yr = $13.9MM/yr

EXPt=2 = ($44 - $36.13) x 200MW x 67% x 8760hr/yr = $  9.2MM/yr

EXPt=3 = ($40 - $36.13) x 200MW x 67% x 8760hr/yr = $  4.5MM/yr

TRE = SUM(t=1 to T) {(EXPt/(1+r)^(t-0.5)}= $

TRE = ($13.9MM/(1+8%)^(1-0.5)) + 
($9.2MM/(1+8%)^(2-0.5)) +
($4.5MM/(1+8%)^(3-0.5)) = $24.4MM

However, pre-existing transactions between bidder XYZ and another Entergy Operating Company unit have current un-collateralized exposure of $30MM.  Hence, overall exposure with bidder XYZ is calculated:

TREXYZ = $24.4MM + $30MM = $54.4MM

From Figure E4 maximum un-collateralized exposure for BBB- entity = $50MM

Additional Collateral remediation necessary in year one = $54.4MM - $50MM = $4.4MM

In the first review after the start of delivery of energy pursuant to the contract, the exposure amount would be lowered by an amount equal to 45 days of accounts receivable due from ESI.

Capacity Payment:

1.5 months * $36/kW/yr / 12 months/year * 200 MW = $ 0.9 MM

Energy Payment:

1.5 months * $36.13/MWh * 200 MW * 67% * 744 hr/mo = $ 5.3 MM

Indicative Forward Price Curves:
The Indicative Forward Price Curve for comparison to a fixed price proposal is derived from the implied Heat Rate of a forward quote of a similar traded product, multiplied by the forward fuel (gas) volatility.  If the 5x16 is quoted on average of a Heat Rate of 8,400 Btu/kWh, and the forward fuel volatility is 23%, the Heat Rate of the Indicative Forward Price Curve would be 10,332 Btu/kWh, or priced at $48/MWh, with gas at $4.63/mmBtu.

The Indicative Forward Price Curve for comparison to a proposal with Guaranteed Heat Rate and indexed fuel price is derived from the implied Heat Rate of the proposal’s all-in-price, multiplied by the forward Heat Rate volatility.  If the above proposal had been quoted as an indexed proposal, the implied Heat Rate would be 7,812 at $4.63/mmBtu fuel cost; a forward Heat Rate volatility of 17% would create an Indicative Forward Price at 9,140 Btu/kWh or $42.28/MWh.

The exposure calculation will be adjusted periodically to reflect market movements.  The difference in Heat Rate for a similar product between 4/30/03 and the date of the adjustment will be added to the implied Heat Rate.  For example, if the implied market Heat Rate for a 5x16 product moved from 8,400 to 8,600 Btu/kWh, the proposal would be evaluated with an Indicative Forward Price Curve derived from 7,812 + (8,600-8,400) = 8,012 Btu/kWh, multiplied with the appropriate forward volatility.
Note:  Collateral requirements are adjusted to accommodate change in Indicative Forward Price Curve (IFP) as well as attenuation of time remaining in contract.  The Indicative Forward Price Curve will be updated periodically for proposals awarded through the RFP process.

�	ESI pays monthly capacity payment and energy payment in arrears.
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