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Date: June 1, 2010 
 
From: Entergy Services, Inc. on behalf of the Entergy Operating Companies 

(collectively Entergy) 
 
To:  E-RSC Working Group 
 
Subject: Appeal of Proposed Treatment of Qualified Facility Puts 

 

In accordance with the Entergy-SPP Cost-Benefit Analysis Stakeholder Review & 
Appeal Process, Entergy appeals the approach to the proposed treatment of QFs identified in the 
Memo Regarding Base Case Finalization and QF Treatment, posted on SPP’s website on May 
27, 2010.  Specifically, Entergy appeals the decision to use “Option 3” for modeling QF puts in 
the change case.   Under “Option 3,” historical QF put levels will be presumed to be scheduled, 
and thus available for commitment.  For the reasons outlined in Entergy’s May 19, 2009 
comments on this issue, and as discussed further below, “Option 1” identified in the May 27 
Memorandum should be used for the GE-MAPS runs.  Under Option 1, QFs would be treated the 
same in the base case and the change case.   

 
Entergy believes that the treatment of QF energy very well may be a principal driver for 

any production cost change in the GE-MAPS simulations.  Treating QF resources as firm 
resources in the change case, as proposed in the Memorandum posted on May 27, may have a 
significantly larger impact on the cost change in the GE-MAPs simulations than the removal of 
hurdle rates.  This issue thus is significant.  At a minimum, steps should be taken (discussed 
below) to ensure that the effects of the treatment of QFs in the study can be specifically 
identified.  Under the current proposal, because changes to hurdle rates and the treatment of QFs 
would be made simultaneously, it will not be possible to know which change is leading to any 
potential savings that are identified.   

 
Discussion 
 

Option 3 leads to an expected decrease in production costs in the GE-MAPS results 
because it will affect the generating units that are committed in the model.  The magnitude of  
savings resulting from changed unit commitment could overwhelm other potential savings and 
costs, including savings from the removal of the hurdle rates.  Yet, the savings that would accrue 
under the approach assumed in Option 3 can materialize only if Entergy’s current obligation 
under PURPA to purchase from QFs is terminated and the compensation for QF energy does not 
change.  There has been no analysis to determine whether either one of these assumptions are 
reasonable.   
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A utility’s PURPA obligation to purchase from a QF can be terminated when that QF has 
nondiscriminatory access to specified transmission services and markets.  E.g., New PURPA 
Section 210(m) Regulations Applicable to Small Power Production and Cogeneration Facilities, 
Order No. 688, FERC Stats.  & Regs. ¶ 31,233 at P 8 (2006), order on reh’g, Order No. 688-A, 
FERC Stats. & Regs. ¶ 31,250 (2007).  A utility must receive FERC approval to terminate its QF 
purchase obligation.  FERC’s Regulations establish a rebuttable presumption that a large QF 
(above 20 MW net capacity) has non-discriminatory access to an RTO’s markets when the QF is 
connected to a utility member of that RTO, but that QFs with a net capacity no greater than 20 
MW do not have such nondiscriminatory access.  Id. at P 9.  In either case, however, the 
presumption is rebuttable.  Id.  For example, a large QF can rebut the presumption of  non-
discriminatory access by showing transmission constraints or other operational characteristics 
limiting the QF’s access to third-party buyers.  18 C.F.R. § 292.309(c) (2007).    

 
Entergy’s PURPA purchase obligation thus will not automatically terminate if Entergy 

were to join SPP.  Rather, a FERC filing and FERC approval would be needed.  Whether or not 
that approval would be forthcoming would depend on the specific facts applicable to each QF 
interconnected to Entergy’s transmission system.  Notable here, in Xcel Energy Servs., Inc., 122 
FERC ¶ 61,048, order on reh’g., 124 FERC ¶ 61,073 (2008), QFs interconnected to 
Southwestern Public Service Company (“SPS”)—a member of SPP—rebutted the presumption 
that they had access to SPP’s markets.  FERC thus refused to terminate SPS’s PURPA purchase 
obligation.1

 
  

Entergy had proposed to include potential costs resulting from CO2 greenhouse gas 
legislation as a sensitivity to the CBA study, but that proposal was rejected by the ERSC 
Working Group because there is no guarantee that the law will change to require the incurrence 
of those costs.  Yet, when it comes to the treatment of QFs in the study, Entergy’s current legal 
obligation under PURPA to purchase from QFs is assumed to terminate, even though there is no 
guarantee that such obligation will in fact terminate.  To Entergy’s knowledge, there has not 
even been any analysis performed of the specific facts applicable to the QFs in the Entergy 
region to determine the likelihood that Entergy’s PURPA obligation would terminate in whole or 
in part were Entergy to join SPP.  The lack of that analysis makes the decision to adopt Option 3 
particularly troublesome, and particularly inconsistent with the decision and rationale behind the 
decision not to include CO2 costs in the CBA study.  

 
 In sum, what is perhaps the single largest driving factor in the study is itself being driven 

by an assumption that (a) does not reflect the current state of Entergy’s legal obligations, (b) will 

                                                 
1  Even when a Day 2 Market generally is available, FERC has found that a utility remained 

obligated to purchase from a particular QF because that QF rebutted the presumption that 
the Day 2 Market was available to it.  New York State Electric & Gas Corp., 130 FERC ¶ 
61,216 (2010).  Entergy notes that FERC has stated that it is premature to rule on whether 
SPP’s market redesign will result in a market that satisfies the standards for a Day 2 
Market.  Order No. 688, FERC Stats.  & Regs. ¶ 31,233 at P 11.   
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turn on the specific facts applicable to each QF in the Entergy region, (c) has no factual analysis 
behind it, and (d) is inconsistent with the treatment of other issues in the CBA study.   

 
Exacerbating that problemis the fact that Option 3 does not consider the change in cost 

for payments to QFs when QF energy is treated as firm energy in the SPP market, versus non-
firm energy in the base case.   Given the magnitude of the QF put energy in the Entergy system, 
a $10 increase in payments to QFs would equate to an increase in total production costs of 
approximately $100,000,000 per year to Entergy ratepayers.  A change from an ex-post average 
avoided cost payment (under today’s avoided cost calculation) to an ex-ante marginal cost 
payment (what likely would occur in the SPP market) could potentially result in a change of this 
order of magnitude.   That increase would, of course, have the greatest impact on the Entergy 
Operating Companies with the most QFs.   

 
Thus, rather than adopting Option 3, Option 1 should be used.  It is consistent with 

Entergy’s current legal obligation under PURPA.  Also, unlike Option 3, Option 1 does not result 
in study results that identify potential “benefits” without identifying the potential associated 
costs.  At a minimum, if Option 1 is not adopted, one of the following steps should be taken: 

 
• As Entergy recommended in its May 19, comments, given the uncertainty and 

importance of this issue, the CBA should be run utilizing both Option 1 and 
Option 3.        

• If only Option 3 is utilized, CRA should run the initial change case in two steps.  
In the first step, the QF put energy should be treated as firm and the production 
cost change recorded.  In the second step, the hurdle rates should be removed.   
This would illuminate the savings attributable to the change in QF treatment 
versus the change in hurdle rates. 

Finally, Entergy and other parties should be allowed to propose new or modified addendum 
studies after a final decision is given regarding the QF Put treatment. 
  


