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DATE: June 3, 2010 
 
FROM: E-RSC Working Group 
 
TO: Entergy Services, Inc. on behalf of the Entergy Operating Companies 

(collectively, Entergy) 
 
SUBJ: Response to Entergy’s Appeal of Proposed Treatment of Qualified 

Facility Puts 
 
Charles River Associates (CRA) provided an update on the assumptions for the 
Entergy-SPP Cost Benefit Analysis at the May 11, 2010 update meeting held in 
Baton Rouge, Louisiana.  During this meeting, the issue of how to treat qualifying 
facilities (QFs) in the change case was discussed.  Specifically, should QFs be 
modeled in the change case the same way QFs are modeled in the base case or 
should they be modeled as though Entergy was relieved of the PURPA obligation.  
While opinions supporting both options were proffered, FERC Staff, CRA, and the 
E-RSC Working Group determined a decision should not be made at the May 11 
FERC Staff-CRA meeting.  FERC Staff requested written comments on the issue 
and scheduled a conference call on May 26, 2010 to allow for additional discussion 
and presentation of information.   
 
Stakeholders submitted comments, as requested, and presented two alternatives: (1) 
modeling QF the same way that it is modeled in the Base Case or (2) including QF put in 
the commitment process.  Because of the speculative nature of this issue and the 
complications implementing alternative 2, the recommendation of CRA, the E-RSC WG, 
and FERC Staff was to merge alternatives 1 and 2 into a hybrid approach.  These 
alternatives were then renamed to:  Option 1:  Treat QFs identical to Base Case; Option 
2:  Treat QFs as IPPs; and Option 3:  Treat QFs as available for commitment at historical 
put levels.  In Option 3, the QF put would be a committable resource based not on 
economic dispatch but rather on historical QF put values.  Stakeholders did not object to 
this approach. 
 
During the May 26 conference call, FERC Staff, CRA and the E-RSC Working 
Group determined that QFs should be treated as available for commitment at 
historical put levels (Option 3) and on May 27, 2010 posted this position on the SPP 
E-RSC website.   
 
Entergy now seeks to appeal this determination and requests that Option 1 be 
pursued.  In the alternative, Entergy asks that if Option 1 is not adopted, Entergy 
asks that CRA either run the study twice by modeling Option 1 and Option 3, or run 
the change case in two steps first treating QF put energy as firm and second 
removing the hurdle rates.   
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In Entergy’s appeal, Entergy reiterated its previous position with no new 
substantive information that persuades the E-RSC Working Group to change the 
determination and proceed with Option 3.  The E-RSC Working Group is not 
persuaded to alter the QF modeling from the decision made on May 26, 2010, thus 
asks FERC Staff and CRA to proceed accordingly.   
 
In response to specific issues raised by Entergy in the appeal, the E-RSC Working 
Group provides the following: 
 

• Changes that require national legislation are not being considered in this 
study.  Stakeholders may sponsor sensitivities, however, to determine the 
impact of potential national legislation.  The “uncertain legal QF 
treatment” requires an assumption to be made.  This assumption is 
similar to the numerous other assumptions being made regarding the 
uncertain future from 2013 to 2022 that are applied to the study.  Some of 
these uncertain future assumptions include fuel and allowance prices, 
load forecasts, and the institution of a Day 2 market in SPP.  Importantly, 
an assumption regarding the treatment of QFs does not require passage of 
national legislation.  Rather, there is regulatory precedent that presumes 
QFs larger than 20 MW will have non-discriminatory access to markets, 
which is the case in the Midwest ISO, PJM, ISO-NE, and NYISO.  In the 
change case, SPP is assumed to have a Day 2 market that functions 
similar to the previously mentioned ISOs and RTOs.  Because Option 2 is 
not feasible under the scope of this study, Option 3 presents a reasonable 
middle ground that uses historical put levels in the unit commitment 
process. 
 

• Under the currently defined scope and budget, only one option can be 
selected.  Option 3 considers the gain in regional electricity market 
efficiency that could occur if QF energy is treated as firm energy in the 
change case (SPP Day 2 market).  Option 1 ignores this potential gain by 
assuming that SPP will not provide large QFs with non-discriminatory 
access to its Day 2 wholesale market.   

 
As explained in FERC Staff’s message to Entergy on June 1, 2010, Entergy 
continues to have the ability to pursue addendum studies with CRA to evaluate 
these various alternative assumptions.   
 
 



 

 

Entergy-SPP Cost Benefit Analysis (CBA) 
 
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.   

 



 

2 
 

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. 
  



ENTERGY-SPP COST BENEFIT ANALYSIS 
MEMO REGARDING BASE CASE FINALIZATION AND QF TREATMENT 

 
Summary 
At a conference call held on May 26, 2010, Federal Energy Regulatory Commission 
(FERC) Staff, Charles River Associates (CRA), Entergy-Regional State Committee 
Working Group (E-RSC WG) representatives, and stakeholders agreed to:  (1) proceed 
with the base case run and (2) treat qualified facilities (QFs) output (put) as a 
committable resource using historical average put values in the Change Case.  A brief 
overview of these issues is provided below. 
 
Base Case 
CRA provided an overview of the issues that have recently been raised by stakeholders 
and asked stakeholders if there were additional issues.  CRA resolved all issues except 
for those of one absent stakeholder.  CRA and FERC Staff stated that they would work 
with this stakeholder to resolve any remaining concerns. 
 
One stakeholder raised a concern over whether the several small issues amount to 
something significant that would impair the results of the study.  CRA responded that 
based on the current base case results and the currently requested changes, the benefit 
of the requested tweaks would not be warranted considering the marginal accuracy 
improvement and the cost of falling further behind schedule.  Another stakeholder 
asked whether these small issues were being documented.  Both CRA and FERC Staff 
responded that yes, all issues, regardless of magnitude, were being tracked. 
 
CRA asked whether there were objections to moving forward with the latest base case 
run.  Entergy raised an issue regarding reliability must run units but explained that the 
issue would be handled in off-line discussions. 
 
Treatment of QFs 
FERC Staff requested feedback regarding the treatment of QF put in the Change Case 
based on discussions at the May 11th Update Meeting in Baton Rouge, Louisiana.   
Stakeholders submitted comments, as requested, and presented two options:  (1) 
modeling QF the same way that it is modeled in the Base Case or (2) including QF put 
in the commitment process.  Because of the speculative nature of this issue (see 
Attachment A) and the complications implementing option #2, the recommendation of 
CRA, the E-RSC WG, and FERC Staff is to merge options #1 and #2 into a hybrid 
approach.  In this recommended approach, QF put would be a committable resource 
based not on economic dispatch but rather on historical QF put values.  Stakeholders 
did not object to this approach. 
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ENTERGY-SPP COST BENEFIT ANALYSIS 
TREATMENT OF QUALIFIED FACILITY PUT 

 
Background 
There are a number of qualified facilities (QFs) with contractual rights to “put” or 
sell energy into the Entergy system at the QFs’ discretion with respect to timing 
and amount (QF put option).  QFs serve a host load and may or may not have 
energy available at any given time to sell into the market.  Entergy has stated that 
QF put can account for approximately 10% of Entergy load and has confidentially 
provided historical QF put sales (MWh) data.   
 
Issue 
How to treat QF put in the Change Case (the Southwest Power Pool (SPP) Day 2 
market).  Multiple options have been presented that feature hypothetical 
assumptions.  For the purposes of this discussion, we make one assumption, which 
is to assume that Entergy will seek relief from its PURPA QF put purchase 
obligation.  However, filing for the request of such a waiver presents two obvious 
scenarios.  Under one scenario, upon Entergy joining SPP and SPP implementing 
its Day 2 energy market, the Federal Energy Regulatory Commission (FERC) 
could rule, as it has in other Day 2 markets, that the Entergy QF put options no 
longer apply and thus, Entergy would be relieved of its put purchase obligations.  
If so, the QFs would have to provide prior notice of self scheduled output to the 
RTO system operator.  Conversely, in the second scenario, FERC could also find 
that if the QFs on Entergy's system demonstrate a lack of access to third parties 
based on transmission constraints, then Entergy may be denied the waiver, as has 
also occurred in other instances.1  Based on these two scenarios, potential 
modeling options in the Change Case are detailed further below. 
 
Modeling Approach for QFs in Entergy 
Modeling in the QF put option in has two steps:  (1) commitment (next-day) and 
(2) dispatch (real-time).  In the commitment process, generating units in a region 
are turned on or kept on for the system to have enough generating capacity 
available to meet the expected peak load in the region for the next day.2  Then this 
set of committed units is used to dispatch the system on an hourly real-time basis, 
whereby committed units throughout the applicable region/interconnection are 
operated between their minimum and maximum operating points to minimize total 
production costs.   
                                                 
1 See, e.g., Xcel Energy Services,  Inc., et al, 123 FERC ¶ 61,048 (2008).   

2  A unit being committed does not necessarily mean the committed unit is either switched on or off 

throughout the 24 hour period.  Commitment is done within each units’ specific characteristics.  For 

example, if a unit has a minimum up time of 12 hours it may be switched on between 9 AM and 9 PM, 

but turned off during the rest of the day.  
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Base Case (Entergy in ICT) 
In the Base Case, the Entergy region is committed without QF energy considered, 
and then the system is dispatched in real-time with QF energy included at 
historical levels (see discussion above regarding the two modeling steps).  In 
practice, this means that the system must commit, or turn on, more units than it 
would if QF output was known in advance.  This increases system production 
costs.  
 
QF Commitment:  QFs are not included as available for commitment. (QFs are 

assumed to be at zero output, so other units must be 
committed to run). 

 
QF Dispatch:   QFs dispatched at their average historical put levels (QFs put 

at their average historical put levels).   
 
Change Case (Entergy in SPP Day 2 Market) 
Below are the three options for modeling QF put in the Change Case: 
 
Option 1:  Treat QFs identical to Base Case.    

• Simplest option.  
• Would eliminate the QF issue as relevant to the Entergy RTO decision, 

aside from potential qualitative consideration. 
• With QFs treated the same in the Base and Change Cases, the QF costs and 

payments from Entergy would be unchanged between the two cases.  Thus, 
these costs and payments would not need to be considered in the analysis. 

 
Option 2:  Treat QFs as IPPs.   

• Would presume that the QF put options will no longer be applied. 
• Would require obtaining currently unknown plant operating 

characteristics of each QF, including the host load needs.     
o Would require data gathering from the QFs, and it is uncertain 

how many QFs would be willing to provide such data.  
o Obtaining the data and making default assumptions if not 

supplied could delay the study for several weeks.  
• Would require confidential put payments paid by Entergy to QFs to 

compare to the revenue paid to the QFs when operating as IPPs. 
 
Option 3:  Treat QFs as available for commitment at historical put levels. 

• QFs output at historical put levels would be presumed to be scheduled, 
and thus available for commitment.   

o Would reduce the commitment of other generators, and increase 
market efficiency.  

• Would not require any additional data from QFs or others. 
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• Assumes that QF output would be identical to historical levels despite 
the existence of a transparent Day 2 market. 

• With QF output the same in both the Base and Changes cases, the QF 
costs would be unchanged and any differences in payments to QFs can 
be considered outside of the modeling.   

 
The E-RSC WG and CRA recommend Option 3.  Modeling the QFs this way 
provides the benefit in the RTO case of having QF energy available for 
commitment, without delaying the study, and without the need for uncertain 
assumptions regarding the operation of these units in a Day 2 market and the 
supply of confidential QF put payment information. 


