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(1) 
Solid Fuel “Backstop” Pricing
ESI agrees with the LPSC Staff’s comments that ESI should not accept any proposal that would be more costly than our next best comparable self-build and/or self-supply option.  As stated in the RFP, in order to manage its risks relating to longer-term supply availability and cost for supply resources, ESI intends to develop and maintain self-build and/or self-supply options to provide supply resources to the Entergy System.  ESI plans to continue to take steps to preserve the potential that these supply options can be implemented, if needed, as an alternative to power purchases or the acquisition of existing merchant facilities.  Although only one self-build option is being considered in this RFP, ESI is developing point-of-view assumptions that may be used as “checks” on all Solid Fuel proposals.  ESI will consult and discuss this issue with the IMs as needed.

(2)
Expansion of Baseload Acquisition
ESI is targeting 1,000 MW of CCGT load-following resources and 1,000 MW of Solid Fuel resources in this RFP.  Although the Entergy Operating Companies desire the addition of load-following CCGT resources and baseload Solid Fuel resources to their respective portfolios, they are not committing to any minimum amount.  Further, depending on the attractiveness of the proposals received, ESI may acquire more than the targeted amounts as part of this RFP.  The Final 2006 Long-Term RFP will be amended to clarify this flexibility.

(3)
Retirement/Replacement
ESI has discussed the manner in which it will evaluate the potential for acquiring additional resources in this RFP, including where retiring or displacing older units appears economic.  As stated in Section 1.4:  

The proposals received in response to this RFP will first be evaluated in light of the System’s currently-identified need for incremental baseload and load-following capacity.  ESI also will examine whether displacement of existing resources with proposals received in response to this RFP would result in an overall decrease in all-in production costs.

ESI will utilize the same evaluation criteria and methodology to determine if a proposal would result in such an overall decrease in all-in production costs.

ESI believes that analysis of proposed retirements/displacement contemplated in the 2006 Long Term RFP complies with the recommendations issued by the LPSC Staff in its Retirement Study and adopted by the LPSC.  

ESI’s approach to retirement studies, and the manner in which the potential for retirements or displacements will be analyzed in connection with this RFP, considers all of these issues, along with the potential for fuel savings.  Any retirement study that focuses exclusively or predominantly on fuel savings and only secondarily, if at all, on all of the relevant cost issues associated with retirement decisions is not likely to shed light on which combinations of resources will produce the lowest total supply cost. 

(4)
Incorporation of RMR Benefits
ESI recognizes the potential for a proposal to mitigate a RMR requirement, and the RFP has been designed to take this into account.  In the response to LPSC-24, ESI outlined the methodology for evaluating the potential for a proposed resource to relieve an existing reliability must run constraint on a preliminary basis.  The Final 2006 Long-Term RFP will include a revised and refined description of how the mitigation of RMR requirements will be considered in the RFP evaluation. 
(5)
Due Diligence Process
ESI recognizes the length and breadth of the requested preliminary due diligence information and agrees with the Staff’s comments that a thorough and timely due diligence process is necessary and required.  ESI points out that Bidders are aware of the due diligence requirements well in advance of the deadline and are encouraged to get an early start on assembling the information.  However, in deference to this concern, in the Final 2006 Long-Term RFP, ESI will specify which of the requested due diligence items will be required to be submitted within the two week timeframe discussed in Section 2.1.  The remainder of the requested due diligence items will need to be provided by Bidder on a “best efforts” basis.   

 (6)
Debt Imputation
The overarching objective in the evaluation process will be to identify resources that meet Entergy System’s supply objectives and provide power at the lowest reasonable cost consistent with the provision of reliable service.  All proposals will be evaluated on the basis of total production cost, including the recovery of and on capital.  Consistent with this principle, the implications of PPA obligations on debt capacity and capital structure are valid considerations in the evaluation of long-term supply resources because these consequences affect the cost of power.  ESI views debt imputation as the PPA equivalent of a “carrying charge” applied to owned resources.  Consequently, the effects of debt imputation on capital costs, and ultimately on the cost borne by customers, will be considered in the evaluation process.  These effects will be considered in Stage 2 of the economic evaluation, not during the Stage 1 Screening Level Analysis.  Further, resources will be evaluated with and without consideration of imputed debt.  A numerical example of the evaluation methodology has been made available on the RFP website.

(7)
Peaking Resources

The Entergy System determines the type of generation needed to serve its load shape requirements at the lowest reasonable cost given current expectations and supply options.  Presently, the Entergy System’s generation portfolio includes capacity suitable for economically serving the peaking and peaking / reserve roles in amounts sufficient to meet its load shape requirements.  Consequently, the Operating Companies involved in this RFP are not seeking peaking and peaking / reserve capacity in this RFP.  ESI will consult with the LPSC Staff regarding the inclusion of peaking capacity in future RFPs.
(8)
Price Flexibility for Baseload Proposals
ESI recognizes Staff’s concern and the Final RFP will clarify this process as follows.  With respect to CCGT proposals, as set forth in Phases 6 and 7 of the schedule in Section 2.1, Bidder(s) notified that they have been selected for the Preliminary CCGT Shortlist will have the opportunity to submit best and final proposals.  At that time, such Bidders will be allowed to improve, but not otherwise materially alter, a proposal, and are prohibited from increasing the cost terms, including increasing the acquisition price or capacity charge from those in the Bidder’s initial proposal.

With respect to Solid Fuel proposals, Bidder(s) notified that they have been selected for the Preliminary Solid Fuel Shortlist will be allowed to improve, but not otherwise materially alter, their proposals, and are prohibited from increasing the cost terms, with the limited exception applicable to those cost terms that are subject to material pricing changes in the relevant external market, for example, the cost of labor and the cost of certain components such as steel, cement, and turbines.  If a Bidder seeks to increase the cost of a Solid Fuel proposal, the Bidder will be required to demonstrate that the change in that cost was not known, and not reasonably knowable, to the Bidder when the proposal was formulated.

(9)
LOI Collateral [i.e., the $2 million Letter of Credit]
ESI will require a $2 million Letter of Credit upon the execution of an LOI and believes this is a reasonable amount to provide ESI with assurance that the selected counterparty will continue to honor the selected proposal and work in good faith to negotiate a Definitive Agreement.  As described in the RFP, the mutually negotiated Letter of Intent will contain provisions that set forth the circumstances under which ESI would be entitled to draw under the letter of credit as well as the circumstances under which ESI would return the letter of credit to the Bidder.  
With respect to the credit and collateral requirements described in Appendix F of the RFP, these are designed to protect the Buyer from the risk of a Bidder’s non-performance and apply to the Bidders.  In consideration of the fact that this RFP seeks long-term agreements, ESI recognizes the potential need for credit support in certain situations and will discuss any required parameters in connection with the Letter of Intent and will enter into specific credit arrangements in a Definitive Agreement.  The Final 2006 Long-Term RFP will reflect this change.
(10)
EOC 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 prior to final decisions being made, 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.
(11)
Corporate Approvals
ESI recognizes this issue to be a practical commercial consideration.  In deference to this concern, ESI has relaxed that requirement until later in the RFP process.  The Final 2006 Long-Term RFP will state that final corporate approval of a proposal need be obtained only prior to Phase 8 – Contract Negotiations.  ESI reiterates, however, that this revision will not change the requirements set forth in the RFP concerning when and to what extent an RFP proposal may be modified and agrees with the LPSC Staff’s comments that Bidders should not use the relaxation of this requirement as an opportunity for the “gaming” of proposals.

(12)
Intermediate RFP

As noted by Staff, ESI has committed to issuing a Draft RFP for limited term (one-three years) and intermediate term (three-five years) products on behalf of at least EGS and ELL by no later than September 30, 2006.  ESI also has committed to post notice of that RFP by May 15, 2006.  ESI will consider issuing the limited and intermediate term RFP earlier than September 30, 2006, and will work with Staff to evaluate the potential to accelerate that process and include the input from other interested parties.
(13)
Acceleration of Self Build
ESI appreciates Staff’s willingness to discuss the ability to expedite the approval processes for the Little Gypsy Unit 3 repowering self-build option should this option be likely to prevail in this RFP.  ESI will consult with the Staff and IMs regarding this issue.
(14)
RFP Documentation
As stated in the RFP, ESI intends to retain all pertinent proposal information through the completion of all regulatory approvals, including the specific information identified by the Staff.

(15)
RFP Bypass
ESI recognizes the Staff’s concern.  However, ESI believes it is important to retain the right to evaluate and consider opportunities to acquire resources offered outside the formal RFP process from parties who are not Entergy Competitive Affiliates.  As stated in the RFP, ESI understands that any decision to commit to these resources would be fully subject to any applicable review and approval by the appropriate regulatory bodies.  ESI would consult with the Staff on such opportunities.  
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