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ENTERGY ARKANSAS, INC. 
AR?UNSAS PUBLIC SERVICE COMMISSION 
Docket No. 06-1524 EA1 Capacity Acquisition 

Response of: Bntergy Arkansas, Inc. 
to the EIeventh Set of Data Requests 
of Requesting Party: APSC Filed: 1/28/08 

Question No.: APSC 1 1-2 Part No.: Addcndum: I 

Question: 

Re Direct Testimony of Mc. McDonald, page 8 lines 3 to 5. Regarding the 
mechanism under which EM proposes to sell power from the plant to EGSI after EA1 
terminates its participation in the System Agreement. Does EA1 have a contractua1 
commitment from EGSI to continue purchasing power under a ncw mechanism similar to 
MSS-4 after E M  exits the System Agreement. If yes, please provide a copy of that 
commitment. If no, on what does Mr. McDonald base his statement? 

Response: 

Mr. McDonald’s statement is based upon the presumption that if EGSI accepts BAI’s 
offer to sell power to EGSI on a long-term basis pursuant to the terns of the attached 
M S S 4  Agreement, then EA1 and EGSI wiIl reach agreement on the terns of a follow-on 
agrccmcnt utiIizing thc pricing formula of the then current Service Schedule MSS4,  as 
set forth the attached MSS-4 Agreement, that would facilitate the continuation of the 
power purchase after EM terminates its participation in the System Agreement. See the 
attached MSS-4 Agreement. 
Addcndum 1: 
Attached is an executed copy of the M S S 4  Agreement. 
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AGREEiMENT 

This Agreement is dated II$ of betwecn Entcrgy Arkansas, 

Inc. (“EAl” or "Seller") and Entcrgy Gulf Stales Louisiana, L.L.C. (I’EGS-LA” or “Buyer,” and 

logether with Seller, the “Parties”). 

WHEREAS, Quachita Power, LLC (“Quachita Power”) owns a 789 megawatt (nominal 

rating) power generntion facility configured with thrcc gas-fired, combined cycle units (Unit 1,’ 

UiiiL2,’ and Unit 3; collectively, the “Designated Units”] locmd in Sterlington, lnuisinna (the 

“Ouachita Facility”); and 

WHEREAS, EA1 and Quachita Power have entered into that certain Asset Purchnsc 

Agreemcnr, datcd JuIy 3 I ,  2007 (the “MA”), whcrein Quachita Powcr agreed to selI the 

Ouachita Plant and reIarrd assets to EA1 on the t e r n s  set forth therein; and 

WHEREAS, Entcrgy Scrvices, Inc., as agent for EM, and Quachita Power huve e n l e d  

into that certain Capacity S a b  and Tolling Agreement (the “ITA”). whcrein Quachita Power 

agreed to provide IO EA1 capacity and associated energy from the Ouachiw Facility for the 

period and on the terns specificd thcrein; and 

WHEREAS, if the requisite regulatory approvals of thc ITA are not obmined by Mnrch 

31,2008, then either EA1 or Quachita Power mny reminatc the ITA and the AFA: and 

’ Unit 1 consists ora GE M S  7241 FA Gas Turbine (Serial No. 2976861. s GE A-IO S t e m  Turbine (Serial 
No 270T5M), mdm A a l h g  Hcai Recovery Steam Gtncmtor (Serial Nos. HP-102090 IP-IO2Wl; LP-102092; 
RH-102095). 

No. 270T503, and yl Aalborg Heat Recovery Stwm Generator (Serial Nos. HP-102094; IP-102095; LP-102096; 
RH-IM097). 

No. 27oT506), md M A d h g  Hen t Rccowry S r m  Genera tor (Script Nos. HP- I O m 8 ;  IP- 102099: LP-IO? 100: 
RH- 102 101 1. 

’ Unit 2 CORSISIS of 3 GEMS 7241 FA Gaa Turbine (Serin1 No, 297687), a GE A-IO Stcam Turbine ( S a i d  

’ Unit 3 consists of a GE MS 724 1 FA Gu Turbinc (Serial No. 7,97688), P GE A- 10 Srt;un Turbine (Serin) 
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WHEREAS. EA1 dasires to sell to EGS-LA and EGS-LA desires to purchase from EAI a 

portion of h e  capacity and assuciated energy purchased by EA1 under the ITA on rtrc tcrms set 

foFth herein (“Dcsignated ITA Power Purchase”); and 

WHEREAS, upon and after the closing, if any. of thc transactions under the APA {the 

”Ouachita Closing”), EA1 desires to sell to EGS-LA and EGS-LA desires to purchnsc from EAI 

a portion of capacity and encrgy of the Designated Units on the terms set forth herein (a “Unit 

Powcr Purchase'); and 

WHEREAS, EAl’s offer IO EGS-IA with respect to thc Unit Power Purchase will cxpirc 

if EGS-LA has not obtained rcgulatory approvals as set forth in Paragraph 2(F) bclow by 

Dcccrnkr 3 1,2008; and 

WHEREAS, the Agreement among EAI, Entergy Louisiana, LLC, Entergy Mississippi. 

Inc., Entergy New Orleans, Inc. and Entergy Services, Inc. (hercinaftcr rcfcrrcd to IIS thc 

‘Systcm AgEment”) was filed with the FERC on April 30, 1982, and became effective on 

January I ,  1983, and amended to incorporate Entergy Gulf States, Inc. in 1993; and 

WHEREAS, by Order dated July 20,2007, thc FERC approved the addition of EGS-LA 

and Entergy Taw,  hc. as panics to thc System Agreement; and 

?-VHEREAS, EA1 has provided notice to terminate its pmicipation in the Systcm 

Agreement effcctive Deccmbtr 18,2013: and 

WHEREAS, the Sysiem Agreement contains a Scrvice Schedub MSS-4 (as modified 

from time IO time, “Scrvice Schedule MSS-4“) that provides the basis for making H unit power 

purchase and saIe betwccn Campanics that arc participants in the System Agreement; and 

WHEREAS. the Parties wish IO execute h is  Agrcernent to provide for both the 

Daignaied ITA Power Purchase and. thereafter, a Unit Power Purchase pursuant to the mms 

and conditions of Service Schedub M S S 4  and 

2 
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WHEREAS h e  Entergy Operating Comrnittce has considered and approved the terms of 

this Agreement. 

THEREFORE, the Parties agree as follows: 

I .  Designated ITA Power Purchase. Subject to the other tcrms of this Agrcemcnt 

2nd the System Agrccmcnt, EA1 and EGS-LA hereby agree to the sale by EAi and purchase by 

EGS-LA of capacity and energy from the Ouaehita Facility as rhe Designated ITA Power 

Purchase on the terms set forth in subparagraphs A through F below. 

A. m. Thc Daignared ITA Power Purchase hereunder shaIl becomc 

effective OR the later of (i) the commencement of the "Delivery Term" (as 

defined in the ITA) or Iii) the first day of the first month following thc day 

on which the ITA Conditions Precedent (as hereinafter defincd) are 

sntisfiad, and shall continue thereafter for the remainder of the tcrm of the 

ITA. 

Desinnated lTA Power Purchnse. EA1 agrees to sell and EGS-LA a p e s  

to purchase a one-tbird (In> share ofall capacity and associated cncrgy 

provided by the Designated Units. 

ITA Pricing The pricing of power sold and purchased as part of h e  

Designated ITA Power Purchase shall bc as specified in Servicr: Schcdulc 

MSS-4 of the System Agreement. 

ITA Enerpv Entirlement. EGS-LA is entided to rcceivc on an hourly basis 

onc-third (In> of die energy ddivcrcd IO EA1 pursuant IO rhe ITA. 

ITA Termination. Neithcr Pany sholl have the right to tenninatc the 

Designatcd ITA Powcr Purchasc without the cxprcss writtcn consent of 

the other Party. 

8. 

C. 

D. 

E. 

3 
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F. ITA Conditions Precedent. The cffeclivencss of the Designated ITA 

Power Purchase hereunder shall be conditioned upon ( i )  Seller receiving 

dl regulatory approvals associated wirh the Designated ITA Power 

Purehast on terns satisfactory to SelIer, that SelIer, in its sole jtldgmcnr, 

dcems nccccssnry, nnd (ii) Buyer rcceiving, by no later rhan March 3 I, 

2008, all regulatory approvals associated wih  the Dcsignatcd ITA Powcr 

Purchase on terms satisfactory to Buyer, thnt Buyer, in its sole judgment, 

dmms necessary (coI~cctivcly, the YTA Conditions Precedent”). This 

Agreement will terminate on April I ,  2008 without furthcr action of thc 

Pnrties if the ITA Conditions Precedent sei foorth in pmgraph l(F)(ii) are 

not satisfied by March 3 1,2008. 

2. Unit Power Purchase. Subject to the other terms of this Agreement and the 

Systcm Agreement, EA1 and EGS-LA hereby agree to the sale by EAI and purchase by EGS-LA 

of capacity and energy from the Ouachita Facility as the Unit Power Purchase on the terms set 

forth in subparagraphs A through F below, 

A. Dcsknnted Units. Thc dcsignmd gcncrating units for purposcs of the 

Unit Power Purchasc undcr Serviec Schedule MSS-4 of the System 

Agreement shaII be the Designatcd Units. 

Unit Power Purchase. EA1 agrees to sell and EGS-LA agrccs to purchasc 

a one-third (113) share (the “Allocated Percentage”) of all capacity and 

8. 

associntcd cncrgy provided by the Designated Units. 

C. Pricing. Thc pricing of the capacity and energy to bc sold and purchased 

ns Unit Purchase Power pursuant to paragnph 2(B) above shalt bc 11s 

specified in Service Schedule MSS-4 of thc System Agrccment. 

06- 1 5 2 4  
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D. EtlcrEv Entitlcmcnl. During the term of the Unit Powcr Purchasc, EGS- 

LA is entitled to receive on an hourly basis the Allmcatcd Percentage of 

the energy generated by each of the Designated Units. 

E. Tcm and Termination. 

(i) 

Powcr Purchase shall become effective upon the satisfaction of the Unit 

Power Purchase Conditions Prccedcnt set forth in paragraphs 2(F)(i), (ii), 

(iii), and (iv) and, subject in all respects to paragraph 2{E)(iii), shdl 

continue in effect thereafter until the retirement date of r h t  Designated 

Units. Except as otherwise provided herein, neither Pnrty shall have the 

right to terminate the Unit Power Purchase without the express writtcn 

consent of the other Party. 

(ii) 

Power Purchase Condirions Prccedent set forth in paragraphs 2(F)[i), (ii). 

(iii} and (VI have bcen satisfied, but the Unit Power Purchase Condition 

Prccedent set forth i n  pangraph 2(R(iv) has no1 bcen satisficd. the Unit 

Power Purchase shaII become cffective, on n rolling, rnonth-ro-month 

basis, upon the satisfaction of all of the Unit Power Purchase Conditions 

Precedent set forth in paragnphs 2(F)(i), (ii), (iii), and (VI and, subject in 

all respects to pamgrdph 2(E)(iii), shnlI continue in effect until the mrlier 

of (a) Decembcr 3 I ,  2008 or (b )  the dare upon which thc Enit Power 

Condition Prccedcnt specified in paragraph 2(F)(iv) is satisfied. If the 

Unit Power Purchnse tins commenced pursuant to this paragraph 2(E)(ii) 

and EGS-LA has determined at m y  time prior to Dcceniber 3 1.2M38 that 

Commencement of Lonprem Unit Power Purchase, The Unit 

Commencement of “Bridne” Unit Power Purchase. If the Unit 

06-1 52-U 
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ihc Unir Power Condition Pmcdcnt specified in boh paragraph Z(F)(iv) 

has not bccn or will not be sarisficd. then h e  Unit Power Purchxc wit1 

terminatc a1 the end of the month in which such determination is made and 

communicated to Seller. 

(iii) 

EGS-LA shall have thc right (P) upon EM’S termination of its 

phcipntion in the System Agreement on December 18,2013 (“EA1 

Termination Date”), or such earlier termination of the System Agrcemcnt 

as may occur, to purchase, on a unit contingent basis, all of the capacity 

and energy of Unit 3 m rates dctermined pursuant to the forrnda rate of 

Service Schedule MSS-4 in effect at the time of such termination, 

provided h a t  pmviding for the continued pricing pursuant to the [hen- 

effective MSS-4 formula rafe does not in any way affect Ed’s 

termination of its participation in the System Agreement effective 

December 18,2013 or such earlier date as permitted by thc FERC, and 

subject to rhe cxccution of an agreement containing cornrncrciaIIy 

rcasonable non-rate tcms and conditions consistcnt with the Edison 

Electric Institute (EEII Mater Contnct, which contains rhe essential terms 

governing forward purchases and snlcs of wholesale eicctricity (“Option 

1”); or @) at any lime during the [em of thc Unil Power Purchase, to . 
acquire ownership of Unit 3 of the Ouachita Powcr Facility and associatcd 

facilities on nn ”as-islwherc-is” basis 81 a price equnl to the h e n  current 

net book vatue, defincd as gross plani lcss accumuInted depreciation less 

rtccumulatcd defcmd income taxes as recorded on EAl’s books, of Unit 3 

Options I nnd 2. During the term of thc Unit Power Purchase, 

OG- 152-U 
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and nssociated facilities, and subjcct to Lhc cxecution of all necessary 

agrccmcnts to implement Option 2 ("Option 2"). Both Pmics agrec IO 

negoiiatc: in good faith nnd wirh reasonable dispatch to reach mutual 

agreement on the terms of all agreements necessary to irnplcment Option 1 

or Option 2, as the case may be. In order for EGS-LA to exercise its rights 

pursuant to Option 1 or Option 2, EGS-LA shall spccify in a noticc 

providcd to EM no later than six months before the EA1 Termination Datc 

whether EGS-LA has elected Option I or Option 2. The consummation of 

the transactions contemplated by either Option 1 or Option 2 shall occur 

no later than the first anniversary of the date upon which EGS-lA notified 

EA1 of the Option it had elected, The consummation of either of rhc 

trnnsactions contemplated by Option I or Option 2 shdl be subject to thc 

pn'or receipt by the Partics of all regulatory approvals, if my, necessary 

for such transactions. 

Unit Power Purchase Conditions Prcccdent. The Unit Power Purchase 

shall bo conditioned upon (i) the satisfmion of rhe ITA Condition 

Precedent set forth in paragraph l(E)(ii); (ii) the occumnce of the 

Ouachin Closing; (iii) ScIIer receiving all regulatory approvals associated 

with the Unit Power Purchase on tcrms satisfactory to SelIcr, that SclIer, in 

its sole judgmcnt, deerns necessary (iv) with respect IO the Unit Power 

Purchase for the lift of thc Units, Buyer receiving all regulatory approvds 

associared with such Unit Power Purchase on terms sntisfactory ro 3uyer. 

that Buyer, in its sole judgmenl, deems necessmy; and ( Y )  only with 

respect to any Unit Power Purchase on ri month-to-month basis pursuant io 

E 
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pangraph 2(E)(ii) above, Buyer receiving all regulatory approvals 

assmiatcd with such Unit Power Purchase on ferns satisfactory to Buyer, 

that Buyer, in its sole judgment, deems necessary. 

3. Notices. Unless specificdly smed otherwise herein, any noticc io be given 

hereunder by a Pany shnlI bc scnt by rcgistcrcd mail, postage prepaid, to the Parly 10 be notifid 

at the address set forth below, and shall bc deemed given when so mailed. 

To EAI: Entergy Arkansas, Inc. 
425 West Capitol Avcnuc 
Little Rock, AR 72201 
ATZTJ: Chief Executive OKiccr 

To EGS-W Entergy Gulf States Louisiana, L.L.C. 
446 North Boulevard 
Baton Rouge, huisiana 70802 
A'ITN: Chief Executive Officer 

4. Nanwniver. The failure of either Party to insist upon or enforce, in any instancc, 

strict pcrformancc by the orher of my of the terms of this Agreement or to exercise any rights 

herein c o n f e d  $ha!! not be considered as a waiver or relinquishment fo m y  extent of its rights 

to xsserc or rcIy upon any such mms or rights on any future occasion. 

5. Amendments. No waiver, dtcradon, amendment or modification of any of the 

provisions of this Agreement shall be binding unless in writing and signed by a duly authorized 

reprcscntativc of both Partics. 

6. Entin: Aareemcnt. This Agreement, which is entered inro in accordance with thc 

aurhority of Scrvicc Schedule MSS-4 of the System Agreement, constitutes the entire agrcemcnt, 

and supersedcs all prwious and collated agreemen& or understandings, with respcct to rhe 

su bjcrt mmcr hereof. 

7. Scvenbifitv. It is agrced that if any clause or provision of this Agreement is heid 

by the courts or other legal authority with jurisdiction to be illegal or void, thc validity of the 

8 
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remaining portions and provisions of the Agreement shall not be affected, and the rights and 

obligations of the Parties shall be enforced as if the Agreement did ROC contain such illegal or 

void clauses or provisions. 

WlTNESS OLJR SIGNATURES as of the dare first listed above. 

WrnESS: 

WITNESS: 

06- 152-U 
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B E F O N  THE 
ARJUNSAS PUBLIC SERVICE COMMISSION 

IN THE MATTER OF ENTERGY 1 
ARKANSAS, 1NC.T REQUEST FOR 1 
APPROVAL OF THE ACQUISITION OF ) DOCKET NO. 06-152-U 
NEW CAPACITY TO SERVF, ITS =TAIL 1 
CUSTOMERS 1 

STAFF EXHIBIT JJXH-2 

EM RESPONSE TO DATA REQUIEST REGARDING IMPLICATION OF 

COMMISSION DECISION TO RF,JECT UNIT POWER PURCHASE 

AGNEMFNT BETWEEN EA1 AND EGSI 



ENTERGY ARKANSAS, NC. 
ARKANSAS PUBLIC SERVICE COMMISSION 
Docket No. 06-152-U EA1 Capacity Acquisition 

Response of: Entergy Arkansas, Inc. 
to the Fifth Set of Data Rcquests 
of Requesting Party: Attorney Genera1 Filed: 1/24/08 

Question NO.: AG 5-32 Part No.: Addendum: 

Data Requests 5-32 regards issues mised by the Phase II(A) Sur-Surrebuttal Testimony of 
Hugh T. McDonald filed on November 21,2007 in this Docket: 

Question: 

Please slate whether EA1 would terminate the Purcliase and Sale Agreement 
(PSA) if the Arkansas Public Scrvicc Commission (APSC) does not approve the sale of 
onc-third of the Ounchita plant to EGSI, as seemingly implied at page 9, lines 8-13. I f  
EA1 wouId terminate the PSA solely due to APSC adoption of such a condition, please 
explain why EA1 would do so given EAI’s other statements suggesting that this third of 
Ouacliitst’s capacity is beneficial for EA1 ratepayers (see, for example, the Phase I1  Direct 
Testimony of Hugh T. McDonald, page 13, lines 16-1 8). 

Response: 

The allocation of ownership of the Ouachita Plant between EA1 and EGSL was approvcd 
by the Entergy Operating Committee pursuant to its authority under the Entergy System 
Agreement, which is a tariff subject to the jurisdiction of the FERC. The capacity 
acquisition that EA1 has available to it involves EAI’s owning the Ouacliita Plant but 
selling one-third of the output on a long-term basis with the option that EGSL‘s power 
purchase could be converted to a one-third ownership interest by EGSL at a future time. 
APSC approval of a tmnsaction on different terms than these would cause thc transaction 
to faiI because it would require EA1 to perform under different conditions than are 
actually available. This is analogous to an approval for a purchase price of $100 million 
rather than the contractual price of $31 0 million. EA1 wouId not be able to perform 
under the revised terms and therefore the transaction would fail. 
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BEFORE THF, 
ARKANSAS PUBLIC SERVICE COMMISSION 

IN THE MATTER OF ENTERGY 1 
ARKANSAS, INC.’S REQUEST FOR 1 
APPROVAL OF THE ACQUISITION OF ) DOCKET NO. 06-152-U 
NEW CAPACXTY TO SERVE ITS RETAIL 1 
CUSTOMERS 1 

STAFF EXJIBIT JRH-3 

ILLUSTRATION OF EAT’S SHORTFALL IN LONG-TERM CAPACITY UNDER 

CONTROL TO SERVE ITS RETAIL CUSTOMERS IF WERE TO RETAIN ALL 

OF THE OUACHITA CAPACITY TO SERVE RETAIL LOAD 



Staff Exhi bit-(JRH-3) 

Page I of 2 
Docket NO. 06-1 5 2 4  

Entergy Arkansas 
Retail Capacity Requirements vs Owned Resources 

Planning Margin - 10% pre 2013,15.25% margin post 2013 
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Slaff Exhibit-(JRH-3) 

Page 2 of 2 
Docket NO. 06-1524 

EA1 Retail - Summary of Requlrements versus Owned Resources with Designation of all Ouchaita capacity as retaIl (MW) 

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
DEMAND & OWNED RESOURCES 

Total Reliability Need 
Firm Retall Peak MW (1 1 4,885 4,890 4,962 5,076 5,256 5,334 5,365 5,437 5,523 5,734 

Peak + Planning Reserve Margin 5,374 5,379 5,458 5,584 5,781 5,867 6,183 6,266 6,365 6,609 
Planning Resewe Marsin 489 489 496 508 526 533 a la  829 842 874 

Resources under long-term control (1) 
Existing - Net Owned Retail Resources 4167 3735 3897 3735 3735 3735 3735 3735 3735 3735 
Potential - Ouachita 789 789 789 789 789 789 789 789 

ISub-total 4167 3735 4686 4524 4524 4524 4524 4524 4524 45241 

Shortfall = Requlrements - Owned Resources 1,207 d,644 772 t,059 1,257 1,343 1,659 1,742 1,841 2,085 

PIannlng Reserve Margln 
Priorto 2013 (I) 10% 

Post 2013 (2) 15.25% 

Source (I) EN Reponse to APSC 11-13, Addendum I 
(2) Direct Testimony of Robert Cooper, Phase I, page 9 



CERTIFtCATE OF SERVICE 

I hereby certify that a copy of the foregoing has been sewed on all {frties of 
record by forwarding the same by first class mail, postage prepaid, this 5 day of 
February, 2008. 

Valerie F. Boy& 



Entcrgy Arkansas, Inc. 

Phase 11 (B) Dircct Testimony of J. Richard Hornby 
Docket NO. 06-152-U 

I Q* 

2 A. 

3 

4 Q- 

5 A. 

6 

7 Q* 

8 

9 A. 

IO Q. 

I 1  A. 

12 

13 

14 

15 

16 

I7 

I8 

19 

20 

21 

PIease state your name, position and busincss addrcss. 

My name is J. Richard Hornby. I am a Senior Consultant at Synapse Energy 

Economics, Inc, 22 Pearl Street, Cambridge, MA 03 139. 

On whose bchaIf arc you testifying in this case? 

I am testifying on behalf of the General Staff of the Arkansas Public Service 

Commission (Staff). 

Arc you thc same J. Richard Hornby who filed Testimony in Phases I and 11 

(A) of this proceeding? 

Yes. 

What is thc purpose of your Dircct Testimony in Phase I1 (B)? 

My Direct Testimony in this phase will address issues concerning the 

reasonableness of EAI’s proposed acquisition of the 789 MW Ouachita Power 

Facility (Ouacliita) and its potentia1 sale of one-third of the Ouachita output to 

Entergy Gulf States Inc. (EGSI) on a life of unit basis. It addresses issues 

designated for Phase I1 (B) that were raised in the Direct Testimony filed 

September 4, 2007 by Entergy Arkansas, Inc.’s (EA1 or Company) witnesses 

Hugh T. McDonald, William M. Mohl and Curtis W. Castleberry and in the 

SupplementaI Testimony filed on November 21, 2007 by EAI witnesscs 

Castleberry and Mohl. I also address Phase I1 (B) issues raised by EA1 witness 

McDonald in his Phase I1 (A) Rebuttal Testimony filed November 7,2007 and his 

Phase I1 {A) Surrebuttal Testimony filed November 21,2007. 

f 
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Entcrm Arkansas, Inc. 

Phase I1 (B) Direct Testimony of J, Richard Hornby 
Dockct NO. 06-152-U 

Q. R a w  you prepared any exhibits to support your Phase I1 (B) Dircct 

Testimony ? 

Yes. Exhibit JRH-1 provides the proposed Unit Power Purchase Agreement 

between EA1 and EGSI. Exhibit JRH-2 presents EAI’s response to a data request 

A. 

regarding the implications of decision by the Commission to reject its potential 

life of unit sale to EGSI. Exhibit JRI-I - 3 illustrates EAI’s shortfall in long-term 

capacity under controI to serve its retail customers if were to retain all of the 

Ouachita capacity to sewe retail load. 

Q. Please surnrnarizc the major condusions from your rcvicrv of the Company% 

proposal. 

A. The first major conclusion from my review of the Company’s proposal is that 

EAl’s proposed acquisition of Ouachita is reasonable. My second conchsion is 

that EAI’s potential saIe of one-third of Ouachita output to EGSI on a life of unit 

basis, an apparent condition imposed by the Entergy Operating Committee to 

EAI’s acquisition of Ouachita, will resuIt in higher costs to EA1 retai1 customers 

than either no sale of that capacity, or a sale that was limited to the remaining 

period of EAI participation in the System Agreement. 

Q. Pleasc summarizc your recornmcndations bawd upon those conclusions. 

A. I recommend that the Commission issue an order approving EAI’s proposed 

acquisition of Ouachita. Second, I recommend that the Commission explore all 

options for limiting the quantity and duration of any sale of Ouachita output by 

EA1 to EGSI. 

2 



Entergy Arkansas, Inc. 

Phasc I1 @) Direct Testimony of J. Richard Hornby 
Dock& NO. 06-152-U 

1 Acquisition of Ouachita and PotcntiaI SaIe of a Portion to EGSI 

2 Q- 

3 

4 A. 

5 

6 

7 

8 

9 

IO 

11 

12 

13 

14 

15 

16 

I7 

i a  

19 Q. 

20 A. 

21 

Plcasc begin by summarizing the Iong-term transactions for which EA1 is 

sccking approvd in this sub-phase of thc procccding. 

According to its application, EA1 is requesting that the Cornmission find 

1. That acquisition of the Ouslchita Plant on the terms and conditions 

described in the Purchase and Sale Agreement (PSA), also referred to GS 

the Asset Transfer Agreement, is consistent with the public interest and 

therefore prudent. (The PSA is presented in Exhibit WMM-2 to the Direct 

Testimony of Mr. Mohl.); 

That the potential life of unit sale of one-third of the capacity from that 

plant to EGSI under Service Schedule MSS-4 of the Entergy System 

Agreement is consistent with the public interest and therefore prudent. 

(The proposed Unit Power Purchase Agreement, which also gives EGSI 

the option to convert such share to ownership, is presented in Exhibit 

JRH-1); and 

That retention by EA1 of that one-third as retail wiII also be prudent, in thc 

event the Louisiana Public Service Commission rejects EGSI’s request to 

purchase one-third of the capacity from Ouachita. 

2. 

3. 

Is EA1 requesting any flcsibility from the Commission under this proposaI? 

Yes. EA1 is requesting the flexibility to designate either 536 MW (two-thirds) of 

Ouachita capacity as retail or 789 MW (one hundred percent) as retaiI, dcpcnding 
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upon whether the LPSC accepts or rejects its proposed life of unit sale of 263 

MW (one-third) to EGSI. 

Has EAT offcred the Commission any discretion with respect to thc major 

components of this proposal? 

No. EA1 maintains that its proposed acquisition of the Ouachita Plant is linked to 

its proposed life of unit sale of one-third of the capacity from that pIant to EGSI, 

as indicated by the data response in Exhibit JRI-1-2. According to that response, if 

the Commission were to reject the life of unit saIe to EGSI then EA1 would not 

execute the PSA to acquire Ouachita, implying that the entire transaction would 

fail. 

Q. 

A. 

Proposed Acquisition of Ouachita 

Q. 

A. 

Q* 

A. 

Q* 

A. 

Has EAI providcd cvidence demonstrating that acquisition of Ouachita is 

rcn s on able? 

Yes. EA1 has provided evidence regarding the cost-effectiveness of using 

Ouachita capacity to serve its retail customers. My review of that evidcncc is 

presented in my Phase E1 (A) Direct Testimony. 

What is your conclusion rcgarding EM’S proposed acquisition of Ouachita? 

E M S  proposed acquisition of Ouachita is rcasonablc. 

What do you rccommend bascd upon this concIusion? 

I recommend that the Commission approve the proposed acquisition. 
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Proposed SaIe of one-third of Ouachita capacity to EGSI 

Q. 

A. 

Q* 

A. 

Has EAI indicated that, from the perspectivc of EA1 retai1 customers, 

dcsignating all of thc Ouachita capacity as retail would result in Iowr  costs 

than designating hvo-thirds as rctsil and selling thc onc-third non-retail 

portion on a life of unit basis. 

Yes. Mr. McDonald indicates that designating one hundred percent of the 

Ouachita capacity and associated energy as retai1 would represent the lowest cost 

option to meet EAI’s additional load-following generation rcquircment. (Phase I1 

McDonald Direct Testimony, p. 13, lines 10 to 16). 

Would EA1 continue to have a shortfall of capacity under its long-term 

control to serve retail customers if it retained all of fhe Ouachita capacity? 

Yes. For example, if EA1 acquired Ouachita in 2009 and retained all of its 

capacity to servc retail load, it would still have a shortf..ll of capacity under its 

long-term controI for service to those customers. An iIIustration of that shortfall 

is presented in Exhibit JRH-3. 

The quantity of capacity that EA1 must have available to ensure firm 

service is equal to the projected peak requirements of its retail customers each 

year plus a planning reserve margin. In preparing this illustration, I used a 

planning reserve margin of 10 perccnt prior to 201 3 and 15.25 percent after 2013. 

The change in planning margins reflects an assumption that, upon exiting the 

System Agreement in 2013, EA1 would begin operating as an independent 

5 
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18 A. 

19 

20 

21 

22 

company operating within the Southwest Power Pool (SPP). The 15.25 percent 

planning was discussed by EA1 witness Robert Cooper on page 9 of his Direct 

Testimony in Phase I of this proceeding. 

Givcn those facts, what is EAI’s rationale €or conditioning its acquisition of 

OuacIiita on Commission approval of the saIe of one-third of Ounchita to 

EGSI on a Iifc of unit basis? 

EAI’s rationale for this condition appears to be that it had little or no choice in the 

matter. EA1 has indicated that the opportunity to acquire Ouachita is the result of 

EA13 participation in the System Agreement, and that the Entergy Operating 

Committee made this a condition of EAI’s acquisition of Ouachita, Exhibit JRH- 

2. Mr. McDonald describes the Operating Committee decision in his Direct 

Testimony in Phase II(A). He states in his Surrebuttal testimony in Phase II(A) 

that EA1 is bound, as a participant in the System Agreemcnt, to sell one-third to 

EGSI. As noted earlier, in the data response in Exhibit m-1-2, EA1 states that it 

would not execute the PSA to acquire Ouadiitn if the Commission were to reject 

the life of unit sale to EGSI, implying that the entire transaction would fail. 

Plcase summarize the decision of the Operating Committee. 

The Entergy Operating Committcc administers the Entersy System Agreement. 

Their decision to approve EAI’s acquisition of Ouachita subject to EAI’s resale of 

one-third of that plant to EGSI on a life of unit basis was guided by Entergy’s 

system-wide planning principles. The first principle is that the generating capacity 

of each Operating Company should exceed their peak load plus a planning reserve 

6 
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Q9 

A. 

Q. 

A. 

margin. The second principle is that each Operating Company should have 

enough load-following capacity to meet its share of system load-following 

requirements. The third principle is that the Operating Companies should achieve 

“. . .rough total production cost equdization over time.” 

It is important to note that, based upon those same three planning 

principles, the Entergy Operating Committee decided that EAI’s retention of all of 

the Ouachita capacity to serve its retail Ioad is also consistent with those same 

three Entergy’s system-wide planning principles. That decision is implicit in 

EAI’s proposal to designate one hundred percent (789 MW of nominal capacity) 

as retail in the event the LPSC does not approve EGSI’s purchase of this capacity 

from EAI. 

WiIl the life of Ouachita extend beyond EAI’s participation in thc Systcrn 

Agrccrnent? 

Yes. EA1 is scheduIed to exit the System Agreement in December 2013. The 

economic life of Ouachita will extend many years beyond 201 3. 

ShouId the Commission esplore limiting thc duration of any saIe of Ouachita 

output by EA1 to EGSI in light of EAT’S stated intent to cxit thc Systcni 

Agreemcnt? 

Yes. Limiting the duration of any sale of Ouachita output by EA1 to EGSI would 

be consistent with EM’S current plan for the sale of available wholesale baseload 

(WBL) capacity to the other Operating Companies. As its existing contracts with 
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Q. 

A. 

Q- 

A. 

Q. 

A. 

wholesale customers expire, making WBL capacity available, EAI’s pIan is to sell 

that capacity to other Operating Companies only until December 18, 201 3, when 

its participation in the current Entergy System Agreement terminates. Mr. 

Castlebemy outlined this position on page 8 of his Rebuttal Testimony in Docket 

NO. 06-1 01-U. 

What is your conclusion regarding EM’S proposed salc of anc-third of 

Ouachitn to EGSX on a life of unit basis? 

My conclusion is that the potential sde  of one-third of Ouachita output to EGSI 

on a life of unit basis is a condition of the acquisition imposed upon by EA1 by 

the Entergy Operating Committee which wiII result in higher costs to EA1 retai1 

customers than either no sale, or a sale limited to the remainder of EAI’s 

participation in the System Agreement. 

PIcase summarize your recommendation based upon that condusion. 

I recommend that the Commission explore all options for Iirniting the quantity 

and duration of any sale of Ouachita output by EA1 to EGSI. 

Docs this complete your Direct Testimony in this phase of thc Dockct? 

Yes. 
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