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Overview of Analytical Approach

As part of its decision to enter into the Klamath Hydroelectric Settlement Agreement
(KHSA), the Company undertook a series of present value of revenue requirement
(PVRR) analyses to compare the economics of the KHSA to potential alternate outcomes.
This type of analysis has been used by the Company in all of its major relicensing
proceedings over the past several years.

Description of Alternatives
A description of the assumptions for each alternative and the cost categories considered is
as follows:

Relicensing — FERC Alternative:
As shown on page 5 of this Confidential Exhibit, the starting point for this alternative is
the “Staff Alternative with Mandatory Terms and Conditions” contained in the FERC
Final Environmental Impact Statement (FEIS). The costs of the measures that were
included in the FERC FEIS were escalated to current dollars since the costs contained in
the FEIS were expressed in 2006 dollars. However, there are also costs in this analysis
that were not included in the FERC FEIS related to water quality certification
requirements that may be imposed by the states of Oregon and California as part of the
401 water quality certification process, which 1s ongoing. The categories of costs
include:

e Aquatics
Terrestrial Wildlife
Recreation
Land Use
Cultural
Water Quality/Quantity
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e Decommissioning costs related to the East side and West side Facilities
e Generation Impacts

These costs were an input to the net present value of revenue requirement model on a
year-by-year basis, either as capital or operating and maintenance expenses (O&M).
Note the column “In Service Date” which shows the start year of the cost and column
“End Date” which shows the end year of the cost.

In addition, the value of the lost generation in megawatt-hours (MWh) was calculated
based on the forward price curve, including on-peak and off-peak prices. Under the
FERC relicensing alternative approximately 40 percent of the generation at JC Boyle is
lost due to increased bypass flow requirements to benefit aquatic species.

This analysis assumed that the FERC would issue a license in 2014, based on a judgment
as to the length of the remaining processes to obtain 401 water quality certifications from
the states of California and Oregon and subsequent process for the FERC to issue a new
license.

Final Settlement Alternative
This alternative outlines the financial impacts of the KHSA. The categories of costs are
shown on page 6 of this Confidential Exhibit and include:

e Process
Flow Release/Measurement
Water Quality
Habitat Enhancement
Hatcheries
Land Use
Cultural
Restoration and Study Funding
Decommissioning costs related to the East Side and West Side Facilities
Customer Surcharge

e Generation Impacts
The first eight categories of costs are related to the Interim Measures as contained in
Exhibits B, C and D to the KHSA, provided as Exhibit No.  (ALK-4). These costs
were an input to the net present value revenue requirement model on a year-by-year
basis, either as capital or O&M. The customer surcharge and value of lost generation
were also included in the calculation.
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In all other aspects, the approach to the analysis is the same as the FERC alternative.
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Confidential

Alternative 1

Alternative 2

Variance

Relicense FERC
Alternative

Final Settlement
Alternative

Alternative 1 Minus
Alternative 2

Klamath-2009M44R-RF-FA1

Klamath-2009M44R-FS-FA2

Customer Benefit Analysis:
Revenue Requirement |

44-Year Present Value of Revenue Requirement-In Millions of Dollars |

Cost of Operations:
Less: Ongoing Operations-
Current Investment Cost with Process Costs
Operations Capital
Operations O&M
Total Cost of Operations
Less: Cost of Settlement
Implementation Capital
Implementation O&M
Decommission Cost
Customer Surcharge
Lost Generation
Total Cost of Relicensing
Total Cost of Operations with Settlement

Levelized Annual Cost

Cost of Operations:
Less: Ongoing Operations -
Current Investment Cost with Process Costs
Operations Capital
Operations O&M
Total Cost of Operations
Less: Cost of Settiement
Implementation Capital
Implementation O&M
Decommission Cost
Customer Surcharge
Lost Generation
Total Cost of Settlement
Total Cost of Operations with Settlement

|Key Assumptions:

1 Official Base Price Curve Date (Mid-C) with 45 CO2 Cost Adder
2 Analysis Period in Years
3 License Start Date (L1)
4 Discount Rate
5 Inflation Rate
6 Decommission Date-Iron Gate, Copco 1, Copco 2 and Fall Creek
7 Decommission Date-JC Boyle
8 Decommission Date-Eastside and Westside
9 Net Book Value at 12-31-2008 (In Thds of Dollars)
10 Relicensing Costs at 12-31-2008 (In Thds of Dollars)
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