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L OVERVIEW

A. Introduction

This is the Independent Monitoring Report for one-year proposals in connection with the
Summer 2008 Request for Proposals (RFP) for Limited-Term and Long-Term Supply-Side
Resources conducted by Entergy Services, Inc. (ESI or Entergy) on behalf of the Entergy
Operating Companies. Independent monitoring of the RFP is part of the competitive bidding
requirements of the Louisiana Public Service Commission (LPSC)' and is intended to establish
fair criteria to process and evaluate proposals among competing offers to provide power supply

products.

The RFP sought both limited-term and long-term products. Within the limited-term products,
both one-year and three-to-five year products were sought. On October 15, 2008, Entergy
exercised its right under the RFP to terminate the requests for fong-term preq:mrsaatls,2 The stated
reason was the onset of the instability in financial and commodity markets that had given rise to

uncertainty in a number of key business areas.

This Report provides details on the RFP process for one-year products. It covers activities
starting from the initial draft RFP document through the final selection of proposals. A separate
Report will be issued concerning the three-to-five year limited-term proposals. Because the
process and evaluation used for the one-year and three-to-five-year proposals were similar, a

reader of these reports will recognize a similar structure and some ovetlapping material.

The Summer 2008 RFP is the latest in a series of REPs that ESI has issued since 2002 under the
LPSC bidding requirements. The power supply products that ESI seeks to procure in this RFP

are based on the Enterey’s resource planning objectives. ESI has identified a need for baseload,

] General Order, Docket Mo, R-26172, Subdocket A, Inre; Development of Market-Based Mechanisms to

Evaluate Proposals fo Construct or Aeguire Generating Copacity o Meeling Native Load, Supplemenis the
September 20, [983 (eneral Ovder, dated Febroary 16, 2004 (as amended by Cieneral Order, Docket No. R-
26172 Subdocket B, dated November 3, 2006, and further arended by the April 26, 2007 and October 29,
2008 General Orders). The Order applics in ¢ircumstances when (1) a Louisiana Operating Company
participates in the RFP and (2) affiliate or “self-build™ offers are invited, The Order requirements apply in
this case because affiliate bids were invited. '

This right is contained in Section 2.2 of the Final RFP document.
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intermediate, and peaking capacity products and the RFP sought to i1l these needs at least

partially.

B. Resulis

There were eight one-year proposals offered in the RFP |GG
_ ESI found these restrictions undesirable and eliminated this
proposal from further consideration |G
_ The final proposal, a 100 MW peaking product, was

selected.

In our role as the Independent Monitor (explained helow), we monitored the various facets of the
RFP process and evaluation and, as indicated in this Report, we found the overall approach to
have been conducted in a reasonable, fair, and transparent manner. Furthermore, we found the
economic evaluation of the proposals to have been conducted accurately and to have provided a

reasonable basis for making final selections.

C. Potomae Economics’® Role as Independent Monitor

In this RFP, Potomac Economics is serving as both the Process IM and the Evalvation M. In
the role as the Process IM, we worked with ESI personnel to ensure the RFP process was
designed and implemented in a fair and unbiased manner and that communication restrictions
among the RFP (eams were observed. Throughout the process, we worked closely with the RFP
Administrator, monitoring communication between RFP participants and the evaluation teams.
We also monitored the overall process to ensure that the procedures established in the RFP were

uniformly applied to all parties.

In our role as Evaluation IM, we focused on the economic evaluation of the competing

proposals. Monitoring of the economic evaluation sought to ensurc that the economic evaluation

Dr, David Patton formally serves as the Independent Monitor. The monitoring work is carried out by a team,
including Dr. Patton, Dr. Robert Sinelait, Mr. Michael Chiasson, and Mr. Stephen Surina. Throughout this
teport the words “Independent Monitor™, “IM™, and “we" refer to this monitoring team.
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and selection of proposals were conducted in an accurate and fair manner. To this end, we
monitored the structure, assumptions, calculations, and results of the economic models used to
evaluate each proposal. We also monitored aspects of the transmission cvaluation. Finally,
based on the results of the economic analysis, we monitored the progression toward the final

selections.

A complete explanation of the responsibilities the IM is contained in the Independent Monitoring

Scape document posted to the RFP website.*

. RFP DEVELOPMENT

A draft RFP was posted to the RFP website on June 2, 2008 for market participants. Prior to
posting, and at the invitation of ESI, we were significantly involved in the drafting of the RFP.
ESI provided us with several preliminary drafts during May 2008. In the process of reviewing
the drafis, we met with ESI staff members invalved with drafiing the various elements of the
RFP. We met both in person (in Houston) as well as by way of teleconferences. The primary
j:vurpc:se of our involvemnent in the RFP process was for ESI to solicit our comments, concerns,

and recommendations.

A Products Offered

ESI held an initial meeting with the IM team in Houston on May &, 2008. ESI staff outlined the
objectives of the RFP and the RFP schedule. During this meeting, EST presented its load forecast
and resource plan. We found the products being sought in the RFP were reasonably aligned with

the svstem needs.

Table 1 presents the products sought in the RFP for the one-year term. These same products are

sought for the three-to-five vear term RFP, as explained in a separate report.

https://emo=-web.no.enterey.com/ENTRFF/index_htm
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Table 1: One-Year Products Sought in the Snmmer 2008 RFP

Product Deseription

Purchase agreetment from a solid fuel or CCGT generating unit that is

expected to ten in all hours.

Purchase agreement that gives ESI the ability to schedule and dispatch

B - Dispatchable Purchased Power energy from a specific CCGT generating unit on a day-ahead and/ot

intra-dav basis

Call-option agreement for capacity and enetgy from a specifically-

designated generating unit that gives ESI rights to pre-schedule energy

from the unit for a minimum of eight to sixteen howrs on a day-ahead

and intra-day basis.

Purchage agreement for capacity and energy that gives ES] the ability to

D - Peaking Purchased Power schedule and dispatch energy from a specific CT gencrating unit on a

day-shead and/or inira-day basis |

Call-option agreement for capacity and energy from a specifically-

designated generaling unit that gives ES1 the ability to pre-schedule

energy from the unit for a minimun of four hours on a day-ahead or

intra~day basis,

Call-option agresment for capacity and energy from a specifically-

designated penerating unit that gives ESI the ability to pre-schedule

cnergy from the unit for a minimum of two (2) hours on an hour-ahead

basis,

Note: The produst names are descriptive ones for the purpose of this report; they are not the official
ones used in the RFP document

A - Baseload Purchased Power

C - Low Heat Rate Call Option

E - Peaking Call Option

F - 8hort-Notice Peaking Call Option

B. Evaluation of Proposals

The RFP describes the process ESI uses to evaluate the competing proposals. ESI relies on three
separate teams: the Economic Evaluation Team (EET), the Fuel Evaluation Team (FET) and the
Transmission Analysis Group (TAG), as well as input from the ES] credit department. The RFP
also relies on information provided by the Independent Coordinator of Transmission (ICT). The
ICT is the independent operator of Entergy’s transmission grid. This was formerly the
responsibility of Entergy’s Transmission Businesses Unit (TBU). The ICT is an independent
entity that performs certain functions for the Entergy transmission system including, among
other things, the calculation of available transmission capacity, granting (or denying) of
transmission requests, and an independent transmission planning process that determines the

allocation of transmission upgrade costs among the various transmission customers.

The organization into various teams is done to maintain RFP participant anonymity with Entergy
personnel who perform the proposal evalvation and selection so that RFP participants’

commercially-sensitive information is shared only as necessary. The FET and TAG require
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mote detailed information on unit location to do their analysis. However, this specific
information is not shared in detail with the EET. To the extent possible, EET receives masked
data reparding the identity of RFP participants and the location of plants. We monitored the
distribution of certain key data to ensure these processes were observed. We conclude that the

processes were strictly observed.

While the specifics of the evaluation models are complex, the RFP does an adequate job of
explaining the overall process. The RFP describes a “Fundamental Economic Analysis™ and a
“Net System Benefit Analysis™. The Fundament Economic Analysis is used for cach proposal
and measures the levelized $/MWh cost over the relevant term. The Net Systerm Benefit
Analysis is used to measure the per-kW-year benefit of each proposal based on costs and system
benefits from production cost savings. Because production cost savings are only estimated for
energy products (Products A, B, and C, from Table 1), the net benefit analysis facilitates
cdmparison among energy proposals. Peaking products, (Products D, E, and F), are assessed
solcly on costs. This is because peaking products are not expected to result in production cost

benefits.

In general, we found the proposal evaluation methodology described in the RFP to be reasonable.
We did not encounter any substantive issues that required ESI to alter the basic draft’ The draft
provided sufficient clarity to explain the overall process while at the same time it allowed
flexibility for effective monitoring to identify and correct potential issues arising during the

evaluation.

One substantive issue arose with respeet to drafll tanguage that appeared 1o restrict the use of production cost
savings metrics in the evaluation. We viewed the production cost savings as a critical component for certain
aspects of the evaluation. ESI clarified that the language was not intended to clitninate or restrict the use of
production cost savings, but only to emphasize that cost-based assesstnents would be the primary ones for
long-term proposals, given the uncertainty regarding the configuration of the ESI system m Hght of the
potential departure of one or more operating cotpanies feom the Entergy System Agreement. This point
hecame moot because the issue only arose in the evaluation of Tong-term proposals.

Protected Material Redacted
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III. RFP ISSUANCE, RFP PARTICIPANT REGISTRATION, AND PROPOSAL SOLICITATION
A, Draft Issuance

The market was notified of the RFP issuance in three ways. Firsi. ESI maintains an email list of
parties interested in RFPs and notified participants included on this list. Second, a notification
was placed in the April 4, 2008 edition of the LPSC’s Official Bulletin which can be viewed
through the LPSC website.® Third, ESI posted the draft on its RFP website which contains
information on past, present, and future RFPs. The draft RFP was released via ESI's RFP
website on June 2, 2008.

B. RFP participant Questions

The draft RFP provided contact information for the RFP Administrator and invited market
participant to submit questions in writing to this person. IM contact information was also
provided. Practically all inquiries by market participants were directed to the RFP
Administrator. These were both in the form of phone calls and email letters. We worked closely
and effectively with the RFP administrator in monitoring the communications from RFP
participants. It is not practical to monitor all participant communications. Many inquiries
received by the RFP administrator related to matters that would burden any monitoring system
were they all to be brought to the IM’s attention. Many issues involved simple questions about
interfacing with the RFP submission software or questions that could be addressed by reference
to the RFP document. Accordingly, effective monitoring of the communications to the RFP
administrator required judgment on the part of the RFP administrator regarding what issues to
present to the IM. This judgment involved primarily issues raised over the telephone. This is
because, in general, email communication was copied to the IM. Telephone inguires also
resulted in an email to the M based on the judgment of the RFF Administrator. We found that
the RFP administrator exercised good judgment in making issues known to us, We also found
the RFP administrator employed effective organizational skills which facilitated the overall RFP

process.

htspe/www Ipse ors/
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On June 19, 2008, ESI and the LPSC Staff hosted a Technical Conference at the Houston
Intercontinental Airport. The main purpose of the conference was to discuss and ¢larify any
issues refating to the draft RFP. Some participants took advantage of the opportunity to submit
questions in advance to ES] and some were submitted during the conference. The LPSC staff
also discussed a number of questions that they had previously presented in writing to ES1. Dr.
Patton made a brief presentation on behalf of the M team. Entergy also provided a session
introducing its new web-based system for registering and submitting RFP proposals. ESI also
held a separate teleconference at a later date for interested parties who could not attend the

Technical Conference.

All questions and answers, both from the technical conference and otherwise, were recorded and

promptly posted to the RFP website, There were 100 questions and answers posted.

C. Final Issuance

With the input received from potential RFP participants, the LPSC staff, and the IM, ESI issued
the final RFP on July 28, 2008. This was three weeks prior to the start of the proposal

subtmission period.

D. RFP participant Registration and Proposal Submission

ESI introduced a new web-based system for registration and proposal submission. This new
system replaced the old process which involved paper forms and Excel spreadsheets. We
conclude that the new system was a significant improvement over the old process, and made the

entire RFP process easier for ESI staff, the RFP participants, and the IM.

Being a new system, ESI made a significant effort to educate potential RFP participants. As
indicated above, ESI provided a training session on the new system during the technical
conforence. ESI also hosted a testing period where the new system was made available for RFP
participants to enter test data and to familiarize themselves with the system. The test provided
valuable information to both the RFP participants and ESI. For added assistance, the RFP
Administrator was available during business hours to answer any questions via telephone and

email regarding the new system testing.
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The RFP participant registration and proposal submission process consisted of three separate

steps.

1Y RFP participant registration (August 4, — August 7, 2008). Using the web-based system,
the RFP participants provided company contact information and identified the units and
proposals they were choosing to offer. During this step, identification numbers for each
RFP participant, unit, and proposal were created. These were used throughout the
process to allow anonymous identification.

2} Submittal Fee (due August 14, 2008). Based on the number of registered proposals, RFP
participants were required to pay their submittal fee prior to actually entering the detailed
data requested in the Proposal Submission step (Step 3).

3) Proposal Submission {August 18, - August 21, 2008). RFP participants entered the
detailed data for each of their proposals.

Although ESI conducted dry-run test simulations, minor technical issues arose during actual
operation of the automated RFP submission interface. However, because of controls and back up
systems, these technical issues were identified and rectified. None of the technical issues
resulted in adverse impacts to the RFP process. Moreover, the interface improved the handling

and processing of registration and bidding.

Iv. ProOPOSAL RECEIPT
A, Redaction of Proposals

Proposals were due on August 21, 2008, In preparation, Mr. Surina traveled to Houston to
represent the TM team and to monitor the processing of the proposals. The main process issues
involved transferring the proposal data to reports for the different evaluation teams. This is an
arca where the new electronic system provided significant benefit. The system produced a
customized report for cach team that contained only the data fields needed by the given team.
Each report still required individual handling, however. The RFP Administrator and Mr. Surina
worked to redact the reports to ensure there was no information in the report that was not needed
by the particular team and to ensure there was no information that unnecessarily identified the
RFP participant or the resource. There were a number of proposals that contained lengthy

*special consideration™ sections that required considerable redacting.
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After the redaction process, the evaluation teams received a redacted version of the proposal data
as well as any redacted additional data that the RFP participant may have submitted separately in
conjunction with their proposal. Unredacted versions of all data were provided to the RFP
Administrator, the IM, and the ESI legal team. No evaluation team member had access to the
unredacted versions of reports, A systermn administrator verified that only evaluation team

members could access redacted filas through the restricted file share focation.

B. Conforming Proposals

There were a number of proposals with non-standard aspects. ESI and the IM made significant
efforts to allow RFP participants to remedy potentially non-conforming proposals. This resulted
in sending numerous requests for clarifying information. In the end, all limited-term proposals
were deemed to be conforming. There were several proposals that were, or may have been,

deemed non-conforming if it were not for the cancellation of the long-term portion of the RFP.

. Summary of Proposals

There were a total of sixteen limited-term offers from nine RFP participants that were considered

in the proposal evaluation. Table 2 provides 2 summary of the offers.

Table 2: Summary of Proposals Offered

Three-
Suommer One-Year  Year Five-Year
Froposals Resources Capacity Proposals Proposals Proposals

Product {Count) (Count) {MW) {(Count) (Count) (Count)
A - Baseload Purchased Power ] ] 185 1

B - Dispatchable Purchased Powear H & 5451 5 3 3

C - Low-Heat-Rate Call Option 2 1 360 1 i

D - Peaking Purchased Power

No Limited-Term ffers
E - Peaking Call Option o Limited-Term Offers

F - Short-Notice Peaking Call Option 2 ] 200 1 1
(3 - Acguisition Long-Term REF Only
~ Total 16 9 G196 8 5 3

As Table 2 shows, there were eight one-year proposals, five of them were Product B
(Dispatchable Purchased Power), and one each of Product A (Baseload Purchased Power),
Product C (Low-Heat-Rate Call Option), and Product F (Short-Notice Peaking Call Option). No

proposals were received for Products D and E and Product G was a long-term product. The total

Protacted Material Redacted
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proposed capacity for the one-year proposals was 2506 MW. This total includes 212 MW of

supplemental capacity associated with combined-cycle natural gas turbine units.

V. EVALUATION OF PROPOSALS

The evaltuation process moved forward in two roughly parallel tracks. One was the Transmission
Deliverability Evaluation (TDE) the other was the economic evaluation. The TDE is an input
into the economic evaluation because it determines the availability and cost of transmission
service for each proposal. While the TDE and the economic evaluation were conducted in
parallel, the economic evaluation could not be completed without the final results of the TDE
because the TDE provides the transmission information to the economic evaluation. However,
much of the analysis in the economic evaluation could be completed without the final TDE

results. Accordingly, the evaluation teams proceeded with the analyses simultaneously.

A. ‘Transmission Deliverability Evaluation

The main element of the TDE is the “information-only™ transmission study conducted by the
ICT. These information-only requests identify any transmission constraints and the cost of
mitigating the constraints. Given the short-term nature of the requested service, no transmission
upgrades werce contemplated for one-year proposals. The only transmission costs for one-year
proposals would be the cost of mitigating constraints by delisting existing Entergy network
resources. Delisting a network resource is the process of removing the network designation of an
existing network resource which can increase transmission availability. As explained below, a
proposal that requires a delisting in order to secure transmission capacity is assigned a cost in the

evaluation process in accordance with the estimated costs to replace the delisted capacity.

ESI's Transmission Analysis Group (TAG) initially identified the potential candidates for
delisting and this information accompanied the information-only request to the ICT. The ICT
used the delisting candidates to determine the feasibility of the delisting. We menitored the
TAG’s selection of delisting candidates and found that TAG procceded in a reasonable manner

and selected appropriate delisting candidates.

The information-only requests determine whether Available Transmission Capacity (ATC) exists

to qualify the proposal as a network resource. If the ATC exists without requiring detisting, then
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A4/38/2089 13:1A 2812973738 ENTERGY P&0 PAGE  14/24

Report of the Independent Monitor Ome-Year Proposals
Entergy Summer 2008 Limited-Term RFP Page 11

no transmission ¢osts are associated with such proposals. This is because ATC for network

resources is paid by the utility on a load-ratio share basis, which does not change when a network
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The resuits of the TDE are used 1o both climinate proposals (if they do not secure ATC) and to
estimate the cost of transmission in instances where redispatch or delisting can be used to secure
ATC. ESI did not evaluate further the “ that could not secure ATC. ESI has little
or no latitude in responding to the ICT information-onfy reports. Therefore, from a monitoring
perspective, if the ICT indiéates that a certain proposal cannot securg ATC, we find no basis for

questioning ESI’s decision to ¢liminate such proposals.
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redispatch scenario was not desirable because it involved foregoing the dispatch of a large share
of the newly-acquired resource for at least part of the year. In theory, the cost of redispatch
could have been estimated and added to the cost of the proposal for the purposes of evaluation.
However, the cost of redispatch relies on the projected number of hours the redispatch would be
needed, something that is not provided in the ICT information-only studies. We find EST used

reasonable discretion in not further considering this proposal for selection.
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Economic Evaluation

The economic evaluation was conducted by the Economic Evaluation Team in two parts. The

first part is a cost model that estimates the stream of costs associated with each proposal. The

-

This estimate reflects only the cost ¢ited in the ICT studies. For some constraints, the ICT did not have a
readily available estimate of the costs and so the total astimated costs do not reflect the full costs,
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second part of the cvaluation takes some of the cost data from the first part and incorporates the
estimated production cost savings associated with adding each proposal to the Entergy system’s
resource mix. The production cost savings is only used for proposals offering energy benefits;
these are the base-load and dispatchable purchased power proposals (Products A and B,
respectively) and the low-heat rate call option (Product C). For the short-notice peaking call
option (Product F), ESI did not estimate production cost savings because of the small number of
hours that proposals in this category are expected to run. Because energy proposals include
estimates of production cost savings and peaking proposals do not, they are not directly
comparable. Hence, energy proposals are compared only to other energy proposals and peaking

proposals are compared to other peaking proposals.

B O of the remaining proposals was an energy proposal and one was a
peaking proposal. Hence, they are each evaluated on their own merits and not compared to one

another. By the time the transmission evaluation was completed, the economic evaluation had
already been conducted on all proposals. In the interest of transparency, we present the results of

all proposals.

L. Fundamental Economic Analysis (Cost Model)

EST uses what it terms the Fundamental Economic Analysis, which is a cost model that estimates
the fixed and variable cost of cach proposal over an assumed number of operating hours. Fixed
costs reflect the option premium, which is the monthly contract charge that Entergy would pay
the seller to make the contract energy available for purchase. Variable costs reflect fuel, variable
Q&M, and start-up costs. Each proposal is assumed to operate in hours that are based on the
type of product offered. Baseload proposals operate in more hours and peaking products in

fewer hours.

The results of the Fundamental Economic Analysis are shown in Table 3.
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Table 3: Fundamental Economic Analysis Results

Redacted

Table 3 is divided into three sections|EEG_—

S 1 thc table, most of the key values are expressed as “levelized” values.

These are present value concepts. We first explain each of the key variables and then discuss the

levelized values.

The time period of the prdposals in the table is the one-year period June 2009 through May 2010.
Per MWh fixed costs are caleulated by dividing the option premium by the projected MWh of
operation during the time period. Variable costs are the estimated MWh cost of operating the
unit. This includes fucl costs and variable O&M. The analysis includes benefits from any
supplemental capacity associated with combined-cycle units. This benefit (which is shown as a
negative cost) is based on the ESI estimate of market-based prices for capacity. The estimated
capacity price is then applied to the amouni of supplement capacity for each proposal and then
divided by each proposal’s MWh of operation. This capacity price is estimated from actual
purchase data. In particular, recent market purchases of power are compared to estimate running
cost of resources supporting such purchases, The difference between the market price and the
estimated running cost is the basis for the ¢capacity payment. In this manner, the price of the
capacity component of a particular resource will depend on its heat rate. We find thisto be a

reasonable method of estimating market capacity prices for evaluation purposes. We also find
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the estimates of variables and fixed cost in the fundamental economic analysis to be based on

reasonable assumptions and methods.

For all proposals except the single F product proposal, transmission expenses are $0. This is
because each proposal will be a designated network resource and transmission capacity will be
paid for based on Entergy’s load ratio share of transmission system costs. For the F product
proposal, the non-zero transmission expenses arise because of the delisting required to obtain
transmission service. Under the evaluation process, a delisting creates transmission cost because
the capacity of the delisted unit must be replaced through a market purchase of capacity. This
estimated cost is based on the same method used to estimate the value of supplemental capacity.
Entergy estimates this value to be approximately _ for a unit with a heat rate
comparable to the delisted unit in this case.” The cost of securing this capacity is altocated over
the estimated MWh of production to arrive at the value in the table. We find this approach and

the associated cstimates to be reasonable.

The per MWh values in Table 3 are presented in lcvelized amounts. A levelized value is the
fixed value (cost or benefit) that if it were incurred in each period of the proposal, the stream of
values would produce an equivalent present value as the actual stream of projected values, For
one year proposals, this does not at first appear to be necessary — there is only one period.
However, the evaluation team levelized the values on a calendar-year basis, one period was the
months lune-December 2009, and the other period was January-May 2010. The rationale for
calendar-year levelizing is to account for the fact that some proposals may have different values
in the two periods. The near-term period (May-December 2008) contains more summer months
and would be subject to less discounting than the farther period (January-May 2009). While this
impact is likely to be minimal, it is logical to try to account for it. A reasonable alternative is to
simply report the one-period present value calculation, or even the nominal values. ESI did not
provide calculations for the single period levelization, but it was straightforward to calculate and
we provide a single-period net present value (NPV) calculation in Table 4. As the Table shows,
the alternative calculation did not significantly change the results, i.e., the Single-Period NPV

column is roughly equal to the original Total Levelized Expenses column.

’ The delisting involves a unit at Sabine connected at 138kV.
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Table 4: Comparison of One-Period and Two-Period Levelization

Redacted

The F Product has significantly higher costs compared to the other product because it is assumed
to operate in a significantly smaller number of hours. Hence, fixed costs are spread over a

smaller base, making the pcr—MWh' value relatively large.

2. Net Benefit Analysis

While the fundamental economic analysis model presented in Table 3 provides insight into the
relative merits of the proposals, the ultimate measuré used 1o evaluate the proposals was the net

benefit analysis.

The net benefit analysis established per-k'W cost metrics and incorporates production-cost
savings into the evaluation. The per-kW net benefit is defined as the difference between the per-
kW annual fixed cost and the per-kW annual production-cost benefit. As discussed above,
production cost savings are only estimated for energy products (Products A, B, and C). For the
lone Product F, the net benefit analysis only results in a per-kW measure of fixed costs: no

production-cost savings are estimated.

Production-Cost Savings Estimate. Production-cost savings are estimated using the Prosym

production-cost model. Prosym simulates the commitment and dispatch of utility generation
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resources and estimates the production cost of meeting hourly load given generator
characteristics, fuel costs, and transmission constraints. Prosym is a common and well-accepted
method for measuring the production-cost impact of generator dispatch and other system
constraints. The evaluation team estimatcs the production-cost saving for an individual proposal
by first estimating the total annual production cost of meeting load in a “base case” that reflects
Entergy’s existing resources and assumptions regarding purchase opportunities in the economy
energy market. Next, the proposed resource is included in the Entergy dispatch for each year for
which it is offered and the total annual production cost is estimated and then compared to the

base case production costs to estimate the annual production-cost savings, if any.

We reviewed the assumptions used in the Prosym model and found no systematic bias. One area
that we judged to be important was the economy energy market. It is important because of its
potential effects on the economic evaluation results. The production cost model assumes a
certain leve] of economy purchases by the Entergy system. If the economy energy price is
assumed too low, then the modeled-system will rely more heavily on economy energy purchases
and rely less on the proposed resources, resulting in lower production cost savings for the
proposed resources. If the economy energy price is too high, the opposite is trus, making

production cost savings estimates too high.

ESI models the economy prices using & market simulation software called MIDAS. MIDAS
gimulates the least-cost dispatch of the entire Eastern Interconnect. The econotny energy supply
curve is essentially assumed to be the unloaded resources in each simulation. The bottom of the
supply curve is the least-cost undispatched unit and the other units are stacked on it in ascending
order of marginal cost. Because the MIDAS model dispatches units regardless of ownership, the
capacity left undispatched is on units with costs that are higher than the highest-cost unit
dispatched. This is consistent with the results of a competitive economy energy market. Given
that a portion of the units in the MIDAS dispatch reflect what would be purchases of cconomy
energy from regional independent power producers and neighboring utilities, that portion reflects
a segment of the economy enercy market that is cleared at the price of the lowest-cost

undispatched unit. Moreover, to bring in another unit of economy energy, the price must equal
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the marginal cost of the lowest-cost undispatched unit. Hence, we find this modeling construct

to reasonably reflect the supply likely to be available in the economy energy market.

While the modeling is reasonable, we also sought to check the projected prices from this method
with actual market prices prevailing in the region. In particular. we compared historical “Into

Entergy™ daily prices and “Into Energy™ future prices from Platts data service to ES['s estimated
economy energy prices in Prosym. We used data prevailing in August 2008, when ESI made the

projections. The comparison is shown in Figure 1.

Figure 1: Projected Economy Energy Prices and Platts Historical and Forward Prices

Redacted

There are two aspects of the figure that are important for evaluating the EST economy energy
price projection. First, the projected prices by ESI indicate a patiern that reasonably corresponds
to the historical trend of the Platts prices — i.e., the dashed line appears to be a reasonable

extension of the historical price patterns shown by the solid black tine. |GGG
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- Accordingly, we are satisfied that the economy energy market price projections are

reasonably accurate.

Net Benefit Analysis Results. As introduced above, the net benefit analysis estimates a per-kW
net benefit based on fixed cost less production-cost savings. Net benefits will be positive when
per-kW production-cost benefits exceed the per-kW production costs. For peaking products, the
net benefit is always negative becatise no production-cost benefits are estimated for such

products. Table 5 summarizes the results of the net benefit analysis.

Table 5: Net Benefit Analysis

Redacted

Like with the cost analysis above, the evaluation team levelized the one-year proposals on the
two calendar years: 2009 and 2010. In the Table, except for the last column (which we added),
the levelized values are expressed on a per/kW basis because they represent the levelized value
on a per-kW basis for each period. Each period of the analysis is less than one year — 2009 is
seven months and 2010 is five months. The calculation in the far right column is our caleulation

based on a single year, so it is expressed as a kW-year.

As explained above, it is reasonable to levelize values on a per-calendar-vear basts. This can
account for the fact that the two periods are different in nature. The near-term period (May-
December 2009) contains more summer months and would be subject to less discounting than
the farther period (January-May 2010). For the per-kWh cost analysis (Table 3), the calendar-
vear results were not significantly different from the single-period NPV calculation. This is
because for that analysis, costs incurred for each calendar period were divided by the kWh

projected in that period. For the single-period NPV, the total cost from both periods is divided
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by the total kWh in both periods. Hence, there is only a minor difference between the calendar-

period levelizing and the single-period NPV value.

For the per-kW evaluation, the use of calendar periods weighting results in values that are
substantially different from the single-period NPV calculations. This is becaunse the single-
period NPV calculation numerator values are divided by the proposal’s kW while the individual
calendar-period levelization is divided by the proposal’s KW in each period. This results in both
the per-kW cost and the per-kW benefits being roughly twice the value in the stngle-period NPV
calculation. This makes the single-period net benefit value roughly twice the magnitude of the
calendar-year net benefit calculation. Either measure results in the same relative rankings among
the various proposals. Furthermore, as shown in the next subsection, the alternative approaches

do not affect the logic of the final selections.

C. Selections

While the evaluation team used both the fundamental economic model and the net benefit model
in assessing each proposal, the net benefit mode! was the model that underpins the final rankings
and evaluation of the propasals. This is logical because using the Prosym model introduces two
key clements into the evaluation. First it makes dispatch endogenous. Second, it accounts for

locational attributes of the resource.

The structure of the evaluation and selection process is generally to cstablish an economic
ranking based on net benefit model and then to consider the highest-ranking proposals as the

potential selections. Because peaking products are not to be evaluated using production-cost

savings, the energy products and the peaking products are evaluated scparately. In this case,
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because one proposal is a peaking product (Product F) and one is an energy preduct (Product C),

a ranking is not possible. Each proposal is considered on its own merits.

ESI chose to reject the Product C energy proposal based on the net benefit caleulation. The net
benefit mode! estimated net benefits at [l Our estimates of the single-period NPV are
even smaller . Accordingly, we find it reasonable that ESI rejected this proposal

based on economics.

The remaining F product proposal also had a negative net benefit. However, being a peaking
product it was not assigned production-cost benefits. Therefore, it can only have a negative net

benefit. The evaluation team estimated the net benefit, which is really the per-kW cost, to be

_. Our single-period NPV estimate is -year.

With peaking products, net benefits are always negative. Hence, selections must be based on the
perceived operating benefits to the system because no production-cost benefit is available,
Necessarily, this benefit is within the operating and business judgment of ESI. ESI selected the
single peaking product based on the flexibility of this product in meeting peak system needs.
E5I selected a similar product in the 2006 RFP process. Hence, it has experience with the
system benefits that such products provide. While we can affirm that the evaluation process was
fair and rcasonable it is not within the scope of our monitoring to assess the relative operating

benefits that might acerue from a peaking proposal.

D. Evaluation Conclusions

I, i
the constraints, the evaluation was conducted in a thorough and accurate manner. ESI cvaluation
team members were thorough and highly responsive to our monitoring. Accordingly, we find
that the pverall evalnation was accurate, fair, and transparent. The models were logical and
based on reasonable assumptions and, as a result, provided a sound basis for making final

selections.
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