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PUGET ENERGY, INC.
MINUTES OF THE

BOARD OF DIRECTORS’ MEETING
DECEMBER 15, 2004

Pursuant to notice duly given on December 9, 2004 a copy of which s filed with these
minutes), a meeting of the Board of Directors of Puget Energy was held in Puget Sound
Energy’s Board Room on the 12" Floor of the Puget Sound Energy Building, beginning
at 10:30 a.m. on Wednesday, December 15, 2004.

The following Directors were present:

D. P. Beighle
C. W. Bingham
P. J. Campbell
C. W. Cole

R. L. Dryden
S. E. Frank

T. Moriguchi

K. P. Mortimer

S. G. Narodick, by phone
S. P. Reynolds

being more than a quorum.

Also present were:

Puget Energy and PSE Management

J. W_ Eldredge, Corporate Secretary and Chief Accounting Officer
J. L. O’Connor, Vice President and General Counsel

B. A. Valdman, Senior Vice President Finance and CFO

PSE Management
E. M. Markell, Senior Vice President Energy Resources

Mr. Beighle presided and Mr. Eldredge kept the records of the meeting.

EXECUTIVE SESSION

The Board began the meeting with an executive session. Mr. Beighle reported to Mr.

Eldredge after the meeting that:
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until the next election of Directors by Shareholders. Mr. Cole stated that the
Committee has consulted with Mr. Beighle and Mr. Reynolds and has reviewed Mr.
Ayer’s independence, qualifications, expertise and reputation. Mr. Cole stated the
Committee believes Mr. Ayer to be a strong director candidate. After full discussion,
upon motion duly made and seconded, it was:

RESOLVED - That the Board of Directors hereby establishes the number
of Directors of this Company at eleven.

RESOLVED — That William S. Ayer is hereby appointed as Director of
this Company effective January 12, 2005, to serve until the next election

of Directors by Shareholders.

RESOLVED - That management is hereby directed to file a timely Form 8-K with
the Securities and Exchange Commission reporting the appointment of Mr. Ayer
as a Director of this Company.

CALL TO ORDER AND APPROVAL OF PRIOR MEETING MINUTES

Mt. Beighle then asked Mr. Eldredge, Ms. O’Connor, Mr. Markell and Mr. Valdman to
join the meeting and called the business portion of the meeting to order. The minutes of
the October 5, 2004 Board meeting were reviewed and, on motion duly made and

seconded, were approved as recorded.

WIND POWERED ELECTRIC GENERATING PROJECTS UPDATE

Mr. Beighle then asked Mr. Markell to give the Board an update on PSE’s electric
resource planning and acquisition activities. Mr. Markell made reference to the Summary
of Resource Acquisition and Process Update materials provided to the Board in advance
of this meeting and are filed with the minutes. He then described the effect that a
constrained regional transmission system was having on PSE’s resource options. He then

described his recommendation that the Board not act at this time upon the proposed
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'ower Purchase agreement inasmuch as-had recently withdrawn the
credit support of-from the transaction. Mr. Markell then gave a brief overview

of the planned purchase of the Wild Horse wind generation project from Zilka Renewable

Energy and the Hopkins Ridge wind generation project from Blue Sky Wind, an affiliate
of RES America Development, Inc. After Mr. Markell’s report, he left the meeting.
TEXT IN BOX 1S HiGHLY

CONFIDENTIAL
INFRASTRUX STRATEGIC REVIEW UPDATE

M. Beighle then asked Mr. Valdman to give the Board an update report on
management’s strategic review of Puget Energy’s investment in InfrastruX. Mr. Valdman
then presented and discussed a written report he had prepared concerning Puget Energy
management’s work conducted in recent months, exploring Puget Energy’s strategic
alternatives with respect to its investment in InfrastruX Group, Inc. After discussion, the
Board determined it would hold a special telephonic meeting on December 30, 2004 to
receive a report from management on negotiations with potential interested purchasers of
InfrastruX. A copy of Mr. Valdman’s report, which was distributed to the Board in

advance of this meeting, is filed with the minutes.
REDACTED

EXECUTIVE SESSION WITHOUT MANAGEMENT PRESENT

M. Beighle then asked Mr. Reynolds to leave the meeting and the Board went into an
executive session. Mr. Beighle informed Mr. Eldredge after the meeting that the Board

held a discussion on corporate governance matters.
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PROPOSED RESOLUTIONS
OF THE BOARD OF DIRECTORS
OF TEXTIN g
OX IS HIG
PUGET SOUND ENERGY, INC. CONF[DENT[ALHLY

APPROVAL OFO YEAR POWER PURCHASE AGREEMENT

WHEREAS, this Board of Directors of Puget Sound Energy, Inc. (the “Company™) has
determined that it is in the best interests of the Company and its shareholders to add
energy resources into the Company’s energy resource portfolio consistent with the
Company’s 2003 Least Cost Plan; and

WHEREAS, the Company has reviewed and evaluated responses to both the Company’s
Wind Resource and All-Source Requests for Proposal and has identified through that
process a variety of attractive additional generation resources appropriate to meet its
planning standard consistent with the 2003 Least Cost Plan, including offers to own
generation resources and offers to purchase power; and

WHEREAS, the officers of the Company have negotiated with_

m, a form of agreement to purchase power pursuant to a
ong-term power purchase agreement, and have submitted such form of power purchase
agreement, a copy of which is attached hereto as Exhibit A (the PA"), to this
Board of Directors for approval; and

WHEREAS, theHPPA provides for the purchase by the Company of seasonal on-
peak energy for the Septcinber through March period of each year of its 20 year term
starting January 1, 2007, at a price of $./MWh, and delivered firm to the Company’s
transmission system, in an annual amount of 259,856 MWhs for each year of the term of

the contract; and

WHEREAS, the Company has determined that execution of this power purchase
agreement would be a prudent, least cost resource to add to its generation resource
portfolio in consideration of the Company’s needs, evaluation of alternatives, and
analyses of costs and risks of the contract individually and as part of the overall portfolio;

-

ITIS, THEREFORE

RESOLVED, this Board of Directors deems it to be in best interest of the Company and

" its shareholders to enter into the PPA and hereby approves the terms and
provistons of the PPA in substantially the form attached hereto as Exhibit A,
together with such changes, additions, and deletions to such terms as the Company's
Chief Executive Officer, Chief Financial Officer, Senior Vice President Energy

-csolutiom -ZO Yr PPA).doc
REDACTED
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Resources or Vice President Project Development and Contract Management (together,
the "Designated Officers"), or any one of them, may deem necessary or advisable: and

FURTHER RESOLVED, that any one of the Designated Officers is authorized, without

further approval of this Board of Directors, to execute, at such time as the Designated

Officers collectively deem it to be most advantageous to the Company, and deliver the
PA on behalf of the Company; and

FURTHER RESOLVED, that the Board hereby authorizes the officers of the

Company to take all actions necessary, proper, advisable or desirable to proceed
with the consummation of the transactions contemplated by thiPPA.

GENERAL AUTHORITY

RESOLVED, FURTHER, that any and all actions taken by the officers of the Company,
or any of them, as deemed by such officers to be necessary or advisable to effectuate the
transaction contemplated by the foregoing resolutions, including the filing of appropriate
documentation with the WUTC, whether prior to or subsequent to this action by this
Board of Directors, are hereby authorized, approved and ratified, and the taking of any
and all such actions and the performance of any and all such things in connection with the
foregoing shall conclusively establish such officers' authority therefor from the Company
and the approval and ratification thereof by this Board of Directors.

TEXT IN BOX IS HIGHLY
CONFIDENTIAL

REDACTED

.lcsoluu'ons -20 Yr PPA) doc] -2-


Jason Kuzma
Exhibit No. ___(EMM-9HC)
Page 7 of 139


WAC 480-07-160

Highly Confidential per

Exhibit No.  (EMM-9HC)!
Page 8 of 139

THIS 1S A WORKING DRAFT PURCHASE AND SALE AGREEMENT FOR THE SALE AND
PURCHASE OF ELECTRIC ENERGY. THIS WORKING DRAFT DOES NOT CONSTITUTE A BINDING
OFFER, SHALL NOT FORM THE BASIS FOR AN AGREEMENT BY ESTOPPEL OR OTHERWISE. ANY
ACTIONS TAKEN BY A PARTY IN RELIANCE ON THE TERMS SET FORTH IN THIS WORKING
DRAFT OR ON STATEMENTS MADE DURING NEGOTIATIONS PURSUANT TO THIS WORKING
DRAFT SHALL BE AT THAT PARTY’S OWN RISK. UNTIL THE POWER PURCHASE AND SALE
AGREEMENT IS SIGNED BY BOTH PARTIES, NEITHER PARTY SHALL HAVE ANY LEGAL
OBLIGATIONS, EXPRESSED OR IMPLIED, OR ARISING IN ANY OTHER MANNER UNDER THIS
WORKING DRAFT OR IN THE COURSE OF ANY NEGOTIATIONS.

POWER PURCHASE AND SALE AGREEMENT

MADE

BETWEEN

TEXT IN BOX IS HIGHLY

AS SELLER CONFIDENTIAL
AND
PUGET SOUND ENERGY, INC
AS PURCHASER

DATED AS OF DECEMBER 2004

Error! Reference source not found.
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I OVERVIEW!

A. Wind RFP

PSE issued a request for proposal ("Wind RFP") on November 19, 2003. The RFP called
for approximately 150 megawatts of wind-power capacity. PSE sought proposals for
long-term purchase-power agreements or PSE ownership of wind-power projects. The
proposals were due on January 16, 2004.

B. Proposals
Table 1B.1 lists the proposals that PSE received in response to the Wind RFP:

Table 1B.1

HIGHLY
XT IN BOX IS
TE CONF[[)ENTIAL

REDACTED

Refer to Attachment 1 for a more detail summary of the list of proposals received.
[Attachment 01 - Wind RFP Summary of Responses 01-23-2004 xls]

REDACTED

! This narrative summarizes the evatuation that PSE performed after it issued the Wind RFP. The narrative
does not describe every effort that PSE undertook as part of the evaluation. Further detail can be found in
PSE's files.

Page 2 of 6
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C. Evaluation Stages

PSE reviewed the proposals in two stages. In Stage One, PSE screened the proposals on
a stand-alone basis against certain criteria. PSE retained a wind energy consultant,
Garrad Hassan, to assist in this effort. The most promising proposals from Stage One
were evaluated in Stage Two, again with assistance from Garrad Hassan.

I1. STAGE ONE

A. Evaluation Criteria

PSE screened the proposals in Stage One using qualitative and quantitative analysis. PSE
applied five primary criteria and several secondary criteria. The primary criteria were:

e Compatibility with Need

*  Cost Minimization TEXT IN BOX IS HIGHLY
¢ Risk Management CONFIDENTIAL

e Public Benefits
s Strategic and Financial

Refer to Attachment 2 for the Stage One evaluation criteria detail descriptions.
[Attachment 02 - Wind RFP Stage 1 Evaluation Criteria.doc]

B. Review of Proposals

PSE rejected seven projects due to poor or insufficient wind data. This left six projects
and sixteen different proposals for further consideration.

PSE determined that thmroject possessed the highest levelized cost
of the six remaining projects. €r 1ssues were associated with this project.”did
not submit an interconnection request or a system impact study, nor did 1 vide
necessary environmental reports and permitting details. PSE therefore decided not to
evaluate th‘roject in Stage Two.

PSE then determined that, of the five remaining projects, the “
project possessed the most "Low" ratings under the evaluation criteria. e project’s

scheduled Commercial Operation Date ("COD") ranked the lowest of the five projects.
ad not requested transmission service and had not conducted necessary system

impact, facility, and environmental studies. PSE therefore decided not to evaluate the
D - e o

REDACTED
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C. Selection of Shert List

Through further application of the evaluation criteria, PSE narrowed the project list to a
"Short List" of four projects (five proposals) with various combinations of purchase-
power agreements and PSE ownership options. Table 2C.1 lists the short-listed projects:

?‘able 2C.1 _ _
W04 Apr 2005
W05 Nov 2005
| W06 Nov 2005 50%
W08 Jul 2005 X 50%
w09 Dec 2004 X 100%
Totals 2 3 2

I11. STAGE TWO
A. Evaluation Criteria

PSE continued to apply the Stage One evaluation criteria in Stage Two. PSE used the
Acquisition Screening Model ("ASM") and the Portfolio Screening Model ("PSM") to
evaluate the short-listed projects. Qualitative factors for the Stage Two review included:

e Transmission and Integration Alternatives

e Comparison of PPAs and Ownership Alternatives TEXT IN BOX IS HIGHLY
e Ability to Deliver CONFIDENTIAL

e Experience of Developers

e Guarantees and Security

¢ Environmental and Public Benefit

Refer to Attachment 3 for the Stage Two evaluation criteria detail descriptions.
[Attachment 03 - Wind RFP Stage 2 Evaluation Criteria.doc]

B. Information Requests

PSE determined that it required additional information in order to further evaluate the
short-listed projects. PSE sent information requests to the owners and developers of the
short-listed projects on February 20, 2004. Responses were received by March 1, 2004.

REDACTED

Page 4 of 6
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C. Criteria Ratings

PSE rated the short-listed projects under the Stage Two criteria using a rating system of
LOW-MEDIUM-HIGH, with HIGH being considered more favorable and LOW being
considered less favorable.

Table 3C.1 shows the project levelized cost ratings applying the ASM:

Table 3C.1
Rating
HIGH
R PPA + 50% || Low
Table 3C.2 shows the project expected cost ratings applying the PSM:
Table 3C.2
Rating
100% HIGH
100%
PPA + 50%
PPA +50% LOW
Rating
T St sy
. 100% HIGH
PPA + 50% |
PPA +50%
LOW

100%

REDACTED CcON
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PSE then combined these ratings with the ratings for the qualitative criteria. Table 3C.4
summarizes the results:

Table 3C.4

[A] |Project Anralysis2 Medium Hi oW e

[A] |Portfolio Analysis® Adedium ! Low Vit 1
[Al]{Transmission ig Medium Medium High Low

Medium Medium Medium

[B] |Risk Management
(Quantitative)*

{B1]|Risk Management Medium Medium Medum Medium
(Qualitative)

[{C] [Ability to Deliver Low Medium Medium Medium Medium

[D} |[Experience Medium Medium High High High

[E] {Strategic & Financial Medium Medium High Medium Medium

{F] {Environmental Low Medium Medium Medium High
& Public Benefit

Notes to Table 3C.4:

Stage Two ratings were relative to only the short-listed projects.

The number (in $/MWh) is the 'ASMS5 Levelized Cost - Static'

The number (in $ MM) is the ‘PSM2 Static 20-Year Expected Cost'

The number (in § MM) is the 'PSM2 Dynamic 5-Year Risk Factor (95%- 50%)’

A “Low” rating represents high-risk obstacles.

A “High” rating on cost represents a low or more favorable cost ranking, whereas a “Low” rating
on cost represents a high or less favorable cost ranking.

AL bW -

D. Ranking of Short List

PSE ranked the short-listed projects in_order to prioritize due diligence efforts and
possible commercial discussions. The project ranked last due
primarily to the project's potential perm e ratings for most of the
evaluation criteria were attractive, the RES - Hopkms Ridge project ranked third due to

apparent transmission constraints. PSE ranked the Zilkha - Wild Horse project below the
%pmject due to the former project's greater potential permitting
risks.

. . i Y
Following are the Stage Two project rankings: N BOX 1S HIGHL
l.
2. Zilkha - Wild Horse
3. RES - Hopki
4.
REDACTED

Page 6 of 6
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1. OVERVIEW!'
A. All-Source RFP

PSE issued a request for proposal for all generation sources (“All-Source RFP”) on
February 4, 2004. PSE sought proposals for a wide variety of generation projects that
would provide approximately 355 average megawatts ("aMW") of energy, under long-
term purchase-power agreements (“"PPAs") and/or PSE ownership of power projects. The
Washington Ultilities and Transportation Commission ("WUTC") approved the All-
Source RFP on January 28, 2004. A pre-proposal conference was held on February 11,
2004. Proposals in response to the RFP were due on March 12, 2004.

B. Proposals

PSE received 47 project proposals ("All-Source proposals”) that involved 39 different
owners/developers. Many of the All-Source proposals contained multiple offer options
such as PPAs, asset ownership, and hybrid options. Figure 1B.1 shows the relative
proportions of the fuel sources that backed the All-Source proposals.

Figure I1B.1

Bi(;f:/‘ass Proposals By Fuel

Non-Specific
6%

Natural Gas

Natural Gas Wind

38% & Hydro

@8 Coal

8 Non-Specific

Coal /
9%

Hydro
9%

Biomass
@ Co-Generation
Geothenmal

8 Recovered Heat

Wind
28%

! This narrative summarizes the evaluation of the All-Source proposals. It does not describe every effort
that PSE undertook as part of the evaluation. Further detail can be found in PSE's files.
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Table 1B.1 lists the All-Source proposals.

Table 1B.1

A08

A09

AlG

All

Al2

REDACTED

Al3

Al4

AlS

Al6

At7

Al8

Al9

A20

A21

A22

A23

A24

A32

A33

A34

A35

A36

A37

REDACTED

A38

A39

A40

Adl

A42

A43

Ad4

A45

A46

A47

-

TEXT IN BOX IS HIGHLY
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Refer to Attachment 1 for a more detail summary of the list of proposals received.
[Attachment 01 — All-Source RFP Summary of Responses 03-12-2004.xls}

C. All-Source RFP and Wind RFP Merge

All but two of the proposals that were submitted in response to the Wind RFP ("Wind
proposals") were resubmitted in response to the All-Source RFP. In addition, all of the
short-listed proposals from the Wind RFP were resubmitted in response to the All-Source
RFP. For these reasons, PSE decided to merge the ongoing evaluation of the Wind
proposals with the evaluation of the All-Source proposals.

D. Evaluation Stages

Similar to its evaluation of the Wind proposals, PSE evaluated the All-Source proposals
in two stages. In Stage One, PSE screened the All-Source proposals on a stand-alone
basis against certain criteria, with the goal of creating a "short list." In Stage Two, PSE
evaluated the short-listed All-Source proposals in more detail. Figure 1D.1 shows this
process.

Figure ID.1

© AllSource
.- REP
_“Proposals

In addition to its own staff, PSE used outside consulting firms to evaluate the technical
and environmental attributes of the All-Source proposals. These firms included Garrad
Hassan, 3Tier, Sargent & Lundy, CH2M Hill, and URS Corp.

Il1. STAGE ONE
A. Evaluation Criteria

PSE screened the Ali-Source proposals in Stage One using qualitative and quantitative
analysis. PSE applied five primary criteria and various secondary criteria to narrow the
All-Source proposals to a short list. The criteria included:

A. Compatibility with PSE Resource Need
1. Timing
2. Resource match to monthly need
3. Match to monthly need through contract
4. Operational Flexibility
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Stages One

B.

and Two

Cost Minimization

1. Resource price

2. Transmission

Risk Management

Status & Schedule

Price Volatility

Resource Flexibility and Stability
Resource Technology
Long-term Flexibility

. Project Risk

Public Benefits

1. Environmental Impacts
2. Resource Location

3. Community Impacts
Strategic & Financial

1. Capital Structure Impacts

R
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2. Future exposure to environmental regulations and/or taxes

Refer to Attachment 2 for the Stage One evaluation criteria detail descriptions.

[Attachment 02 — All-Source RFP Stage | Evaluation Criteria.doc]

B. Process Review

Figure 2B.1 summarizes how PSE screened the All-Source proposals in Stage One.

Figure 2B.1

REDACTED

(1) Proposals included (48) - PPAs, (23) - Asset Ownerships, (18) - Hybrids = (89) - Total Proposal Options.

HIGHLY CONFIDENTIAL

PER WAC 480-07-160
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C. Constrained List

The initial screening that PSE performed in Stage One identified 13 projects that
warranted lesser priority. PSE moved these projects to the “constrained list" that i1s
described in Table 2C.1.°

Table 2C.1

REDACTED

A A .

D. Use of Acquisition Screening Model

In January 2004, PSE modified the Portfolio Screening Model ("PSM") to create a
second model -- the Acquisition Screening Model ("ASM") -- for use in evaluating the
Wind and All-Source proposals. PSE created the ASM so that it could more easily screen
the proposals based upon their levelized cost.

PSE used the ASM in Stage One to summarize and compare quantitative factors on an
equivalent basis. These factors included:

e Pro Forma w/ Dispatch TEXT IN BOX IS HIGHLY

o 20-yr Levelized Cost CONFIDENTIAL

e Revenue Requirements

¢ Mark-to-Model

¢ PPA Imputed Debt

. Transm%ssion Costs, including ancillary services REDACTED
e Integration Costs

e End-effects

? Despite the constrained identification, PSE analyzed

coal project (A20) in
Stage Two -- using the PSM -- in order to evaluate the impacts o s on PSE’s portfolio. In

A31) an

- A33) -
due to BPA's increased interest in the McNary - John Day line construction. dﬁ

addition, PSE removed two proposals from the constrained list --
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The ASM calculated the levelized cost of a proposal -- whether an acquisition or a PPA --
over a 20-year period. With this information, PSE was able to develop a cost ranking for

each proposal that passed the initial screening.’

Table 2D.1 shows the inputs that PSE used to develop the ASM calculations.

Table 2D.1

e Capacity

e  Heat rate

e Maintenance outage schedule

e Forced outage rate

Sample 8760 hour generation profile for wind
projects

Book and tax depreciation rates

Emission rates for SO2, NOX, and CO2

PPA fixed prices and escalation

e  PPA variable prices, and or variable adders

e  Transmission costs fixed and variable

o Tolling: fixed and variable gas transportation,
variable O&M strike price, seasonal and
maintenance outage forecast, forced outage rate

. apitalﬁcost including AFUDC and deal

transaction costs

Fixed O&M per kw of capacity

Fixed A&G costs per kw of capacity (this will
include property taxes and insurance)

Variable O&M per MWh

Fuel transportation costs including fixed
pipeline and lateral charges as well as pipeline
commodity charges plus fuel use (losses) and
Washington State use tax

Fixed and variable transmission costs including

Uses the weighted average cost of capital for
levelizing costs

Natural gas price = input to AURORAS

Power price = hourly output from AURORAS
Trading values of emissions

Imputed debt risk percentage

Production tax credits for qualifying renewable
projects

E. Most Favorable Proposals

PSE evaluated the proposals that passed the initial screening by applying levelized cost

calculations under the ASM as well as certain qualitative criteria.

This process

climinated certain proposals with high costs, unacceptable risks, and/or feasibility

constraints.

PSE determined that 18 proposals should be included in a list of "most favorable

proposals." Table 2E.1 lists these proposals.

3 In Stage Two, PSE used the PSM to evaluate the short-listed proposals by calculating the portfolio
impacts for a given set of resources. These portfolio analyses were also compared to updated generic
portfolios similar to those that PSE evaluated in its 2003 Least Cost Plan (2003 LCP™).
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AEEaITERE:

tralié 2-yr PPA

MOST FAVORABLE PROPOSALS

REDACTED

REDACTED

F. Continual Investigating List

TEXT IN BOX IS HIGHLY
CONFIDENTIAL

PSE then identified certain proposals that -- although attractive at some levels -- faced
obstacles such as transmission constraints, high fuel costs, premature development,

permitting obstacles, and other issues.

PSE placed these proposals on a "continual

investigating list." PSE continued to monitor their status in the remainder of Stage One

and in Stage Two.

Table 2F.1 lists the proposals that PSE placed on the continual investigating list.
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Table 2F.1

CONTINUAL INVESTIGATING LIST

AlS

A20 ' o \

- i,

A29 }

A26

A35 REDACTED

A24a :
A28
A32a

A07
A08
A0l

G. Selection of Short-Listed Proposals

The remaining All-Source proposals from the most favorable list were placed on a short
list. PSE determined that, for the most part, the short-listed proposals were both low cost
under the ASM levelized-cost analysis® and low risk under the qualitative criterta.

Given the high level of current and forecasted natural gas prices, PSE did not include any
natural gas-fired projects in the short list. To evaluate the impacts of natural gas projects
in PSE’s portfolio, PSE did analyze representative natural gas proposals -- drawn from
the continual investigating list -- in the PSM during Stage Two.

Table 2G.1 lists the short-listed proposals.

4 The ASM did not fully address the value of theFon—s(andard PPA offer (A30). E}ffered
on-peak power during September through March. n-peak market prices during September throug March
werg compared to the PA proposed contract prices. Since, on a present value basis, the cost of

the, PA proposal was less than assumed market prices, this proposal merited further consideration
in the Stage Two evaluation. PSE therefore added the-PA proposal to the short list so that the

proposal could be evaluated in the PSM.
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Table 2G.1

SHORT LIST

REDACTED

TEXT
IN BOY 1g HIGH
ONFIDE Ly

AO03 [Hopkins Ridge
A02b |Wild Horse
A06

III. STAGE TWO
A. Evaluation Criteria

PSE continued to apply the Stage One evaluation criteria during Stage Two. In addition,
PSE applied certain secondary criteria. The criteria that PSE considered are shown
below.

A. Compatibility with PSE Resource Need
1. Performance Within Existing PSE Generation Portfolio
2. Timing
3. Resource Mix/Diversity
B. Cost Minimization
1. Cost Impact
C. Risk Management
1. Impact on PSE Overall Risk Position

2. Environmental and Permitting Risk

3. Respondent Risk

4. Ability to Deliver as Proposed (Development Status & Schedule)
5. Ability to Deliver as Proposed (Experience & Qualification)

6. Status of Transmission Rights

7. Security & Control

D. Public Benefits

|. Environmental Impacts
E. Strategic and Financial

1. Guarantees and Security

Refer to Attachment 3 for the Stage Two evaluation criteria detail descriptions.
[Attachment 03 - All-Source RFP Stage 2 Evaluation Criteria.doc]
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B. Information Requests

PSE determined that it required additional information to further evaluate the proposals
that it had short-listed in Stage One. On May 25, 2004, PSE sent information requests to
the owners and developers of the short-listed projects. Responses to the requests were

received by June 11, 2004.
C. Process Review

Figure 3C.1 summarizes how PSE screened the short-listed proposals.

Figure 3C.1

Use Representative Mix in PSM

TEXT IN BOX IS HIGHLY
CONFIDENTIAL

PSE rated the short-listed proposals under the evaluation criteria using a rating system of
LOW-MEDIUM-HIGH, with “HIGH” being considered more favorable and “LOW”
being considered less favorable.

PSE revisited the 2003 LCP resource strategy in order to update and reaffirm the current
resource assumptions and strategy. PSE then analyzed the portfolio costs by selecting,
from the short list, 36 portfolio combinations in addition to representative projects that
PSE chose from the continual investigating list.
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Using the PSM, PSE developed a portfolio cost ranking of each proposal. The PSM
provided a framework to evaluate the long-term costs of each resource option and how
that resource would perform in the PSE portfolio.

Environmental, real estate, financial, technical, and other efforts were employed to gather
data and analyze the soundness and feasibility of the proposals that were asset-based.

D. Criteria Ratings

Table 3D.1 lists the short-listed proposals and their ratings under the evaluation criteria.

Table 3D.1
2-yr PPA (Centralia Coal Plant) . . . . .
Arizona Public Service Co. High High High High High
Sa80a On-Peak P PA- High High Medium High Medium
High High High High Low
Hopkihs Ridge Wind Project i . . ) .
i tediu
RES North America, LLC Medium High High High edium
Wild Horse Wind Project . . . . o
Zilkha Renewable Ener High High Medium High Medium
High High Medium Medium Medium
NWPL Sumas Recovered Heat . . . . .
Ormat Nevada, Inc. High High Medium High High

CIOW ).

The short list as a whole was rated medium to high in all categones; however, the

PA rated low in Criteria 'E' due to certain credit and accounting issues (see
ome concern with regard to permitting risks caused the Wild Horse and

The Hopkins Ridge project

*rojects to receive a medium rating in Criteria 'C'.
rated medium in Criteria ‘A’ due to the uncertainty of securing firm transmission. Further

analysis during the due diligence phase of Stage Two, coupled with greater knowledge of
the credit and accounting issues, enabled PSE to evaluate these issues more thoroughly.

E. Portfolio Analysis

As part of its Stage Two evaluation, PSE revisited the portfolio modeling assumptions in
the 2003 L.CP. PSE did so because it wanted the evaluation of the short-listed proposals
to reflect changes in the current and forecasted market.

TEXT IN BOX IS HIGHLY
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In this regard, it was necessary for PSE to consider new gas price forecasts, generic plant
costs and types, and the strategies and cost to meet peak demand. For example, natural
gas prices have risen since PSE acquired its interest in the Frederickson 1 facility. In
addition, the RFP process showed that the capital costs of new wind plants are higher
now than the costs that PSE modeled generically in the 2003 LCP. Moreover, the initial
proposals that PSE received did not include seasonal joint ownership options for new gas

plants.

For gas price forecasting in the base scenario, PSE used the CERA "Rear View Mirror"
forecast -- updated in the fourth quarter of 2003 -- which is approximately ercent
higher than the gas price forecast that PSE used in the 2003 LCP. The changed input
assumptions that PSE ran in the AURORA model resulted in an average increase in
electric prices of approximately 14 percent (compared to the forecast in the 2003 LCP).

REDACTED

PSE used the AURORA model to develop an hourly long-term price forecast for use in
the PSM. During this process, however, PSE found that the AURORA model produced
certain long-term price spreads between peak and off-peak prices during August and
September of each year. PSE therefore considered alternatives that could reduce the

spreads.

One alternative was to apply the $250/MWh price cap that FERC ordered on October 1,
2002. An advantage of modeling with price caps is that the cap does not affect most
hours and most months, since the forecast spikes in prices occur primarily in the late
afternoons of August and September in the later years. PSE therefore selected this
alternative as the "Base Case" scenario it would use to evaluate possible resource

acquisitions.

PSE then defined three other price scenarios, which yielded a total of four price scenarios
that PSE used to test portfolio cost and risk:

l. Base Case scenario ($250/MWh price cap).

2. No Cap scenario (removal of the price cap).

3. Low Gas scenario (use of CERA "World in Turmoil" forecast with prices
. approximately 23 percent lower than in the "Rear View Mirror" forecast).

4. Reserve Margin scenario (use of planning reserve margin similar to what

FERC has proposed in Docket No. RM01-12-000).

PSE did not consider these scenarios with equal probability or weight. Rather, PSE used
the latter three scenarios (Nos. 2-4) as indicators of how resource portfolios might

respond under varying gas and power prices.

Due to recent shifts in natural gas prices, PSE determined that the Monte Carlo approach
might not provide sufficient price vanability to adequately test the various acquisition
alternatives. The four price scenarios that PSE defined provided a more robust testing of
portfolio cost and risk than the testing that Monte Carlo simulation alone provided.

TEXT IN BOX IS HIGHLY
CONFIDENTIAL
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PSE observed during this analysis that portfolios with a wind component generally had
lower costs, whereas portfolios with a natural gas component generally had higher costs.
The most uncertain portfolio tnvolved exclusive reliance on market purchases (through
the deferral of any new resource acquisitions through 2008).

PSE identified and analyzed 36 different portfolios. Of these proposals, PSE selected 12
representative portfolios for further evaluation under the four price scenarios. Table 3E.1

summarizes the representative portfolios.

Table 3E.1

#1: Market through Y2008
®  Generic Coal
®  Natural Gas beginning in Y2009

#11: (3) PPAs & (2) Wind
®  APS 2-yr PPA
. 10-yr PPA
e  Wild Horse Wind

#5: (2) PPAs & (1) Wind
APS 2-yr PPA

0-yr PPA

Wild Horse Wiad

#2: (3) PPAs

. -2~yr PPA

e APS 2-yr PPA

M(l) Gas

e  APS2-yrPPA
. 0-yr PPA
. as-fired CCCT

#14: (2) PPA & (1) Gas

APS 2-yr PPA
10-yr PPA

as-fired CCCT

+ -1

#5: (3) PPAs & (1) Wind

APS 2-yr PPA

[ ]
L ]

Wild Horse Wind

17: (1) PPA & (1) Gas
e APS2-yrPPA

. 'as-ﬁred CCCT

#5: (2) PPAs & (1) Wind
22-yr PPA
" APS 2-yr PPA

Wild Horse Wind

#7: Entire Short List

#23: (2) PPAs, (2) Wind, (1)
Coal, & ORMAT

#36: Proposed Portfolio —
2) PPAs & (2) Wind

REDACTED

. 2-yr PPA

®  APS2-yrPPA e  APS2-yr PPA . 2-yr PPA
. 0-yr PPA . -yr PPA e  APS2-yrPPA

. Wild Horse Wind . Wild Horse Wind - COD Y2007 . Wild Horse Wind

®  Hopkins Ridge Wind ®  Hopkins Ridge Wind - COD ®  Hopkins Ridge Wind
° ind Y2007

®  ORMAT Recovered Heat ORMAT Recovered Heat

COD Y2010

PSE then calculated the present values of portfolio costs for each of the representative
portfolios. Figure 3E.1 shows the present value of portfolio costs ranked from lowest
costs on the left to highest costs on the right.’

TEXT IN BOX IS HIGHLY
CONFIDENTIAL

° The rectangular column in Figure 3E.1 represents the range of portfolio costs that resulted from 100
Monte Carlo iterations of the Base Case scenario - i.e., the taller the rectangle, the greater the cost range
and the higher the cost risk. The lime green triangle represents the portfolio cost of the Reserve Margin
scenario before running Monte Carlo simulation. The dark green circle represents the portfolio cost of the
Base Case scenario before running Monte Carlo simulation. The black diamond represents the portfolio
cost of the Low Gas scenario before running Monte Carlo simulation. Finally, the pink square represents
the portfolio cost of the No Cap scenario befare running Monte Carlo simulation.
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Figure 3E.1
@ $6,400 e e s o . R
5 [ 20-year PV Revenue Requirement o o Base
= $6,200 > ® Base
z ; d ed Portiolio scenarios.” : ﬁ? ;::
$6,000 & Low Gas
$5,800
$5.600
a
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$5,200 <
o
$5,000
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ShortListty RESand §Two Wind, PPAs: APS. | 2009
3 Wind, 3 { Witd Horse | Ormat and Wildtuwse and Macket TS -and i
PPAs, & Coat Witdhorse Wildhorse | through
ORMAT - 2008
#7 # 36 & 23 # 30 &N #5 # 25 #2 #1 ®*29 # 14 17
\vl
Note: Credit costs for PPAs and gas purchases not included.
PSE's analysis showed that Portfolio #36 -- composed of the APS, RES
(Hopkins Ridge), and Zilkha (Wild Horse) proposals --has the second lowest cost in the
Base Case scenario and a similarly low cost in the other price scenarios. Portfolio #36
does offer medium risk compared with other portfolios, in part because it only meets half
of PSE's resource need in 2008 and is thus exposed to market purchase cost volatility.
Figure 3E.2 depicts this analysis.
Figure 3E.2°
. TEXT IN BOX IS HIGHLY
20 Year PV Risk vs. Cost CONFIDENTIAL
» 400
=
§ ‘_;; 350 %
G 300
@
=
@ 250
kS
2 200
b=
S 150
Q
:; 100 *Base ®lowGas 4Reserve XNoCap @ Portfolio #36):
o
X 50
]
©
5200 5300 5400 5500 5600 5700 5800 5900 6000 6,100
$ Millions
20-Ye Mean Cost
J

® In Figure 3E.2, the "swoosh" indicates the frontier with optimal balance between low cost and low risk.
In the Base Case scenario, the swoosh has been drawn above the black diamond data point that represents

the portfolio containing coal beginning in 2010.
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F. Credit and Accounting Issues

Based on its analysis, PSE determined that the entire short list and most combinations
thereof would likely result in a low cost portfolio. On an individual basis, however, the

analysis showed that theHPPA was less attractive. Credit and accounting A

standard issues adversely affected the economics and overall viability of that proposal. (=)

Since PSE andﬁwere unable to resolve these issues, PSE did not include the EC)
-proposal in the portfolio that it selected. g

G. Wind Energy Assessment a

During the due diligence phase, PSE determined that theq project's wind

energy production assessment was insufficient. This meant that -- as onginally

represented byH- the project's economics and overall viability could not be

supported. PSE therefore decided to place the- project "on hold" until such

time as-submits a more viable proposal. TEXT IN BOX IS HIGHLY

CONFIDENTIAL

H. Selection of Portfolio

PSE selected Portfolio #36 from the short list as a group of potential acquisition
opportunities. Table 3E.2 summarizes the selected portfolio.

PRI

Table 3E.2

2-‘yr PPA (Centfalia Coal Plant) ' Arizona Public Service Co. h Centrélia, WA o

22-yr Seasonal On-Peak PP

Hopkins Ridge Wind Project RES North America, LLC Columbia Co, WA
Wild Horse Wind Project Zilkha Renewable Energy Kittitas Co, WA
NWPL Sumas Recovered Heat ORMAT Nevada, Inc. Sumas, WA

1. APS PPA

PSE determined that the PPA that APS proposed offers significant benefits. The Risk
Management Committee approved the APS proposal on June 3, 2004, and PSE and APS
signed definitive contracts on June 25, 2004.

The* PPA offers the benefit of a seasonally-shaped, heavy-load only, system-
delivered product. The portfolio analysis showed that this PPA lowers PSE's portfolio
costs. also agreed to an important commercial term that allows a mutual credit
pass. PSE an have therefore entered into contract negotiations. December

2004 is the target for signing definitive contracts provided that PSE’s Board of Directors
approves the transaction.

2.

Page 17 of 18


Jason Kuzma
Exhibit No. ___(EMM-9HC)
Page 91 of 139


Exhibit No.  (EMM-9HC)(|

Al-Source RFP Evaluatior, Page 92 of 139

Stages One and Two

3. Hopkins Ridge Wind Project

The Hopkins Ridge wind project was the lowest-cost wind project according to the ASM.
All of the project's qualitative ratings were high with the exception of the inability to
secure firm transmission. The portfolio analysis showed that the Hopkins Ridge project
lowers PSE's portfolio costs. Further analysis of the transmission constraints showed that
the potential for transmission congestion might be manageable. In addition, the Hopkins
Ridge project has the greatest potential to reach commercial operations by the end of
2005, which would qualify the project for production tax credits. PSE and RES therefore
signed a Letter of Intent on October 29, 2004, for acquisition of the Hopkins Ridge
project by PSE. Negotiations for definitive contracts are proceeding.

4. Wild Horse Wind Project

PSE's due diligence showed that the Wild Horse wind project is a viable project, with a
desirable location in Kittitas County and a strong potential for receiving timely permits.
The portfolio analysis showed that the Wild Horse project lowers PSE's portfolio costs.
Although the Wild Horse project requires upgrades to the transmission line (which
involve cost and schedule risks), the permitting and engineering for the transmission line
upgrades are underway. PSE and Zilkha therefore signed a Letter of Intent on September
1, 2004, for acquisition of the Wild Horse project by PSE. Negotiations for definitive
contracts are proceeding.

5. NWPL Sumas Recovered Heat Project

The NWPL Sumas recovered heat project showed a very attractive 20-year levelized-cost
according to the ASM. The project's qualitative ratings were also favorable. PSE
therefore issued a Letter of Interest to ORMAT on August 18, 2004. PSE and ORMAT
are currently developing a term sheet for the transaction, and studies are underway to
identify and resolve possible transmission constraints.
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