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L OVERVIEW

A. 2005 All-Source RFP

PSE issued a request for proposals for all generation sources (“All-Source RFP") on November 1,
2005 to address the significant need identified in its 2005 Least Cost Plan (LCP). For this 2005
All-Source RFP, PSE defined its need period as commencing winter 2006 to 2015. PSE's LCP
identified an energy need of approximately 233 aMW in the 2006/07 winter period increasing to
over 1,500 aMW by the 2014/15 winter period.' Because a part of PSE's capacity need wilf be
met with the winter generation of energy resources, PSE’s capacity need is calculated as
incremental to PSE's average energy requirements and is estimated to be nearly 1,000 MW in
the winter of 2006/07 growing to over 1,600 MW by 2015.

As a result, PSE’s All-Source RFP sought proposals for both energy and capacity generation
resources, from power purchase agreements ("PPAs") of varying contract lengths, exchange
agreements (e.g., locational and seasonal), or ownership of power projects. Yet-to-be
constructed generation resources with commercial operation dates out to 2015 were also sought
to allow resources with long lead times and those with associated potential transmission solutions
to participate. To support the Company’s desire to continue to build a well-diversified portfolio of
resources, the All-Source RFP encouraged qualified respondents of all fuel types and
technologies, small-scale as well as large-scale projects, to participate in the 2005 RFP.

The Washington Utilities and Transportation Commission ("WUTC") approved the All-Source RFP
on October 26, 2005. A pre-proposal conference was held on December 2, 2005. Proposals in
response to the RFP were due on January 13, 2006.

B. RFP Proposals

PSE received 48 project proposals from 38 different owners/developers in response to the 2005
All Source RFP. Many of the All-Source proposals contained muitiple offers such as PPAs, asset
ownership, and hybrid options. For a complete list of these proposals, refer to Attachment 2.

Figure 1.1 shows a break out of the proposals by fuel type and total megawatts.

Figure 1.1
Number of Respondents by Fuel Type Number of MWs by Fuel Type
Landfill Gas, 1 DSM, 34 _Geothemal, 48
Dist Gen, 1 DSM, 1 Landfill Gas, 5~

Hydro, 139
Non-Specific, 400

Geothermal, 1 Dist Gen, 5—

Hydro, 3

Natural Gas, 17 1GCC. 600
Non-Specific, 7 Natural Gas, 4,307

IGCC, 1 Coal, 4,350

Coal, 5
Wind, 10 Wind, 1,165

‘A portion of this need may be met with short-term purchases.
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C. Unsolicited Offers

In addition to the 48 RFP responses, seven additional proposals were either received by PSE
prior to PSE's RFP solicitation or during the first phase of the RFP evaluation process. These
“unsolicited” proposals were evaluated alongside the RFP proposals to determine the best
resource options for PSE. For a complete list of unsolicited proposals under evaluation during
Phase | of the 2005 RFP, refer to Attachment 3.

D. Self-build Option

The responses to PSE’s 2005 All-Source RFP included several self-build alternatives. The self-
build proposals can be divided into two types—each requiring different levels of PSE involvement
in both the development activities and the construction build-out. The two types of proposals
offered are those in which:

i) PSE plays a key role in the remaining development activities and funds the cost of
completing the project with the developer; or

ii) PSE purchases the existing development assets from the developer and PSE
completes the project on its own.

Both types of self-build proposals resuit in PSE ownership of the project. In some cases project
ownership is transferred to PSE early in the development stage and in other cases the ownership
transfer occurs at the completion of the project.

As defined by the RFP evaluation criteria, the self-build proposals were evaluated in the same
manner as all other proposals. However, greater diligence was observed when analyzing the
costs of the remaining development activities and construction build-out. PSE relied on costs
supplied by the deveioper. Where costs were not defined, PSE solicited pricing from the original
equipment manufacturers (OEMs) Where feasible, PSE used costs based on its existing
operational experience from recent asset purchases including a half interest in EPCOR’s
combined cycle gas plant, Frederickson I, and more recently, PSE’s acquisition of two wind
farms. Also, additional costs that PSE would be required to fund in order to self-build the project
were added to the project economics during the quantitative evaluation.

Of the thirteen projects that were included on the “candidate” short list, nine of the projects could
be considered self-build.

For more information about the self-build proposals and the evaluation of those proposals, refer
to Attachment 5.

E. Current Market Conditions and Challenges

There are a number of external market forces that have significant impact on PSE’s resource
selection. For example, greater competition with China and India for raw materials such as steel,
concrete and copper has pushed prices to unprecedented levels. Natural gas and power prices
have increased as oil prices set record highs. As illustrated in Figure 1.2 below, resource costs
are significantly higher than they were during the 2004 RFP.
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Figure 1.2 Resource costs 2004 vs. 2006
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Environmental regulation continues to be more restrictive. On March 15, 2005, EPA issued the
Clean Air Mercury Rule to permanently cap and reduce mercury emissions from coal-fired power
plants for the first time ever. This rule makes the United States the first country in the world to
regulate mercury emissions from utilities. On March 10, 2005, in a separate but refated action,
EPA issued the Clean Air Interstate Rule (CAIR), a rule that will dramatically reduce air pollution
that moves across state boundaries. Together the Clean Air Mercury Rule and the Clean Air
Interstate Rule create a multi-pollutant strategy to reduce emissions throughout the United States.

Absent federal policy on greenhouse gases (GHG), we are seeing city and state governments
implementing their own greenhouse gas (GHG) policies. To guide PSE’s evaluation for a potential
carbon penalty, PSE used the National Commission on Energy Policy’s report and the Jeffords
Clean Power Act. Both of these represent two very different carbon futures beginning 2010. The
first uses $5/ton; the second, $21/ton.

Further, states have sought to adopt renewable portfolio standards in an effort to reduce
emissions. Washington state’s RPS initiative will likely be on the ballot in November 2006 and
most believe that passage appears likely. At the same time, PSE received fewer renewable
resource offers in response to the current All-Source RFP. Among the 48 total proposals, ten
wind, one landfill gas and two geothermal projects were submitted. There were no biomass
offers submitted during this cycle.

Further complicating the renewables picture is the fact that wind turbine manufacturers, such as
GE, Vestas, Gamesa, Siemens and Suzlon, have sold out of their inventory through 2007. With
production tax credits (PTCs) set to expire at the end of 2007, projects unable to procure turbines
in time to complete their projects by December 2007 involve significant financial risk. Only five of
the ten wind projects proposed to PSE have secured turbines for 2007.

More broadly, transmission continues to be a challenge. PSE has asked respondents to consider
creative solutions to transmission constraints, as it is unlikely that significant investment in the

4-
/® PUGET SOUND ENERGY

The energy to do great things pse.com




Exhibit No.  (RG-3HC)
Page 6 of 231
All-Source RFP Evaluation, Phase | June 16, 2006

Pacific Northwest transmission grid will occur for some time. Only nine of the 48 proposed
projects were identified as being able to interconnect to PSE'’s system. Five of these are capacity
generation projects.

Credit remains a significant barrier to long term contracting of PPAs as most counterparties
require credit provisions that generally include collateral posting and/or margining. However,
given the shorter tenor of the PPA’s received in response to this RFP, the potential exists to meet
the credit concerns of both PSE and the counterparty.

PPAs are subject to FASB review for derivative accounting (FAS 133/149), accounting treatment
for variable interest entities (FIN46R) as well as mark to market impacts. Each of these have
potential to significantly impact PSE's financial situation adversely.

New technologies such as IGCC and GE’s LMS 100's, a new high-efficiency, simple cycle gas
turbine were offered in this RFP. Although these technologies appear to be very promising, they
still pose large risks for PSE at this time. PSE will continue to monitor these technologies.

F. Evaluation Process

PSE’s RFP evaluation process is a cooperative effort involving 40-50 individuals representing
approximately 16 different areas of expertise across the company, all working to screen and rank
individual proposals by evaluating their merits with regard to meeting the Company’s need. For a
complete list of teams, refer to Attachment 4.

In addition to its internal staff, PSE used outside consultants Global Energy Concepts to analyze
and validate the wind projects for their wind energy assessment, general technical review, and
project feasibility. Altera Energy assisted in the business and commercial review of all the
proposals.

Figure 1.3 RFP Evaluation Process

Evaluation Process

"‘Candi'dlate” i .
. Short List — = Short List
Phase - Selected Phaseit- Announced
: : E : ;
Evaluation 1, JFRMPYED vakiation July 17, 2006
{quantitative (p,ortfo!ip )
and qualitative - oLttt | cvaruation and
review). . across further qualitative”
technologies) review) B

Non-Selected
Proposals

: Selected proposals
I~ for negotiation and
further due diligence
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As shown in the chart above, there are two phases to the evaluation process. Selection of a
‘candidate” shortlist in Phase | of this process was adopted for the 2005 RFP cycle to allow for
greater efficiency in order to screen to a candidate shortlist sooner and focus on the most
favorable projects for Phase If. Phase | is described in greater detail below.

Phase Il is designed to test each project in a variety of portfolios. A Monte Carlo simulation is
performed to test variability in the portfolio. Proposals providing the greatest benefit to PSE’s
portfolio are then selected for inclusion on the final shortlist. PSE anticipates the release of its
final shortlist in mid to late July. PSE will pursue further discussion with shortlisted respondents
and may proceed to negotiations of the terms and conditions of Definitive Agreements.

L. PHASE |

PSE has now completed Phase | of its evaluation process in April 2006. During this first phase,
PSE evaluated proposals based on an individual proposal cost and on specific qualitative criteria.
This process was designed to screen out proposals with high costs, unacceptable risks, and/or
feasibility constraints with the goal of creating a “candidate” shortlist.

A. Criteria

Proposals were screened on a stand-alone basis against five primary criteria. Each of these
primary criteria is further delineated with sub-criteria as shown in the figure below.

Figure 1.4 Evaluation Criteria and Teams

Evaluation Teams
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Government
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Government

Relations Environmental
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B. Review process

Figure 2.1 summarizes the Phase | screening process.

Figure 2.1
Phase |
> Quantitative
— Portfolio  “Candidate”
2005 All-Source Benefits/SPVRR " ‘ShortList
RFP . Portfolio Benefit B L
oL of Levelized Cost Ly
B e ety IR NS e " ’f’*?qust’f}anrable”'”"” —
48 Proposals' .~ - - propiosals from each
39 OwnersiDevelopers Phase | fuel type'move on to
' : Qualitative "o Phasell
Teams develop High,
1 Med & Low ratings for
each qualitative
criterion

As shown in the chart above, there was both a qualitative and a quantitative component to the
Phase | process. The evaluation teams reviewed each proposal based on criteria specific to their
area of expertise. For example, the Business Commercial team looked at such qualitative factors
as overall project feasibility, the experience and qualifications of the development team, and the
financial strength of the counterparty. Meanwhile, the quantitative team conducted a screening of
each proposal’s levelized cost, portfolio benefit and a portfolio benefit ratio (described in Section
C below). A list of evaluation criteria and teams is provided above in Figure 1.4.

Each team was responsible for presenting their findings to the group at weekly evaluation status
meetings and for providing an overall Phase | team rating for each project.

Senior management was kept informed throughout Phase | of the evaluation process. The Senior
Vice President of Energy Resources was updated on a weekly basis, while the rest of the officer
group received updated progress reports intermittently. At the close of Phase |, an all-teams
working group meeting was held to review team ratings and to select the proposals (the
candidate short list) that would progress to Phase Il of the evaluation process.

C. Modeling Process

AURORA

PSE uses the AURORA model to forecast long-term power prices. The long-term power price
forecasts are updated periodically to reflect changes in resource costs, natural gas prices, coal
prices, and energy policies both at the national and state levels. Ultimately these changes will
affect the long-term regional generation resource supply, both in magnitude and resource mix.

-7
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For Phase | analysis, PSE used a single scenario to perform the initial screening of the proposal
offers in the RFP. The initial screening scenario was intended to reflect the following differences
from PSE’s 2005 LCP Current Momentum Scenario:

- ahigher long-term natural gas price forecast,

- greater restrictions on coal builds,

- states are successful in meeting RPS requirements within their required time horizon,
- PTCs are extended through 2010, but at declining levels, and

- higher resource costs for generation supplies.

In late December 2005, EPIS released a new version of AURORAxmp®, Version 8.0 with a new
-input database. _ Prior to receiving the new release, PSE had begun to update the previous
version of AURORAxmp with PSE's new screening case assumptions, as shown in Attachment 6.
As PSE began to analyze the model results, it became clear that the model did not have enough
generation resources to serve load. In order to meet the unserved load, expensive demand-side
curtailment resources were called upon resulting in extremely high power prices. Price caps
usually mitigate this impact, but the amount of energy unserved was too great for the price caps
to have their desired impact. EPIS, Inc. suggested that PSE move to the new version of
AURORA. EPIS indicated that they had not observed the same issues with unserved energy and
large summer price spreads. PSE adopted the new version of the model and input database but
was unable to complete all its assumption updates in time to start the RFP analysis. PSE ran the
AURORA Western Interconnect default case with updated natural gas prices based on Kiodex
forwards through 2010 and Global insights Reference case for 2011 through 2026. This became
PSE’s AURORA scenario for Phase | analysis. These issues will be addressed in the Phase i
scenarios.

Additional detail about AURORA model updates can be found in Attachment 6.

Portfolio Screening Model (PSM)

Portfolio Screening Model (PSM) updates from the 2004 RFP through the analysis of the Chelan
Contract, PSM 7-5C, were documented in the testimony of WJ Elsea (WJE-01T) that was prefiled
in PSE’s 2006 General Rate Case, Docket No. UE-060266 et al. Those changes included:

* Updating forward gas prices in August 2005 for the Wild Horse Wind Project evaluation
and updating again in October 2005 for the Chelan Contract evaluation.

* Updating the weighted average cost of capital to 8.4% that was allowed by the
Commission in PSE’s 2004 General Rate Case, Docket No. UG-040640 et al.

* Improving the logic involved in the calculation of end-effects.

PSM Updates subsequent to the Chelan Contract analysis that were incorporated in PSM 8-1
(RFP 2006 Phase I) are grouped into three categories:

1) Logic Changes. A number of changes were made. More notable changes included the
following:

a. Treatment of energy and capacity for PPAs. Previously an on-peak PPA would
receive only the average energy credit for peaking. The analysts often made
one-time logic changes to fix this.

b. Improved emission costs logic and added a switch for including in dispatch.

¢. Updated logic so that a wind project in 2008 would receive PTC if assumed to be
completed in December 2007.

2) Data Changes
a. Power and gas price changes are described in the AURORA model Phase |
assumptions. In general, the gas prices through 2010 are from Kiodex (average

-8
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forward prices for the 5 months ended 12/19/2005) and Global insights
fundamental reference case from December 2005,

b. Netload summary (called aMW summary) with new Chelan contract as well as
revised hydro final regulation FR08, ‘

c. Cost of the premium for credit and liquidity of generic PPAs lowered from 5% to
2% per discussions with Power Supply Operations, and

d. Incremental duct firing lowered to $100/kw per rough estimate from Engineering
group in Energy Production.

3) Cleanup — miscellaneous labeling and formatting changes to improve the communication
value of the spreadsheet model.

Attachment 6 contains a complete list of PSM model updates.

Key Inputs to the Portfolio Screening Model

The diagrams below illustrate the key inputs and outputs of PSE'’s portfolio screening mode! and
the process used by the quantitative team in modeling and analyzing the proposals for Phase |,
as well as the anticipated steps for Phase |I.

Figure 2.2

Portfolio Screening Model-

Phase l and Il

Key Inputs
+ Capital Costs
+ Fixed & Variable O&M
s FuelCost
+ Fuel Transportation
+ Transmission & Integration
+ Plant Heat Rate

20-year
Hourly Dispatch

Portfolio
Screening
Model

PSE Portfoiio
End} ‘Effectsr

+ Plant Availability Key Qutputs

¢ PPA Price & Terms + Levelized Cost of Acquisition

« Asset Book & Tax Life or PPA

+ Global Insights Gas Price + 20-Year NPV Portfolio
Forecast Revenue Requirement

« Portfolio Market Purchases
and Sales

« Emissions Output

+ Aurora Power Prices
+ Imputed Debt Percent

+ Emissions Rate (CO,, NOx,
S0O,)
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Figure 2.3
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Quantitative Evaluation Metrics

The quantitative screen applies three economic evaluation metrics to the proposals:

. Portfolio Benefit Ratio- The present value of portfolio benefits divided by the present
value of project revenue requirements

® Portfolio Benefit - The 20-year present value of all portfolio benefits derived from
each project in comparison to the 2005 LCP generic portfolio

Levelized Cost - The average annual cost per MWh produced during a 20-year
period for each project

While each metric provides a slightly different perspective on the economic benefits associated
with each proposal, the Portfolio Benefits Ratio is the primary economic screen applied to
evaluate each project. This metric provides the best insight into the benefits per unit of cost
incurred by the ratepayers and allows projects of different sizes to be evaluated without potential
bias favoring larger projects.

D. “Candidate” Shortlist

PSE's Phase | evaluation resulted in a “candidate” shortlist comprised of the most favorable
proposals from each fuel type. The selected proposals advance to Phase I of the process for a
more in-depth quantitative and qualitative evaluation. The goal of this second phase is to identify
the final shortlist, from which PSE will proceed to contract negotiations and further due diligence.

-10-
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Figure 2.4 illustrates the “candidate” selections by fuel type. For a compieté list of selected
proposals, refer to Attachment 7.

Figure 2.4
6 —
5 4
4 -
Number of o
Projects 3 -
Selected
2 4 i
4 0.
0 4 T . .
o 2 ) Prs
£
i

Proposals were selected based on the highest qualitative and quantitative rankings for each of
the projects by technology. Projects that were selected were determined to be economically
attractive based on their portfolio benefit ratio, feasible from a permitting and development
standpoint, commercially viable and financeable. The projects and PPAs selected represent a
diversity of resource and allow PSE to test a mix of portfolios in Phase Il to ultimately determine
those projects/PPAs that best meet PSE’s need.

Projects that were not selected exhibited the following deficiencies: 1) immature development; 2)
economically less competitive; 3) uncertainty around feasibility of the project and project
schedule; 4) no transmission solution or a greater uncertainty of obtaining transmission (e.g.,
based on queue position); and 5) technology risk. To review the list of projects that were not
selected for the candidate shortlist, along with the reasons each project was not selected, refer to
Attachment 8.

n. NEXT STEPS

A. Phase Il Evaluation

The proposals identified on the “candidate” shortlist (Attachment 7) will be carried forward into
Phase Hl for a more detailed qualitative review of the criteria evaluated in Phase 1. Phase Hl
quantitative evaluation will assess the interaction and risk levels of the most promising resources
and combinations of resources within PSE's power portfolio.

“11-

/@ PUGET SOUND ENERGY

The energy to do great things pse.com




Exhibit No. _ (RG-3HC)
Page 13 of 231

All-Source RFP Evaluation, Phase | June 16, 2006

Information requests will be made for “candidate” shortlisted proposals as needed to obtain the
detail necessary for more in-depth phase two evaluations.

With respect to non-specific PPAs, PSE will seek guidance on accounting treatment and credit.
The Energy Risk Management Committee (ERM) will also perform mark-to-market evaluation.

Figure 3.1 Phase lI: A variety of portfolios tested under 3 scenarios

PSE Current Trends
Scenario Cost Risk* o
i = Stress Test Portfolio:
Candidate - Expected resource DTS CTS1 T ONToNo.
Short List additions to WECC over o Different Outcomes_Under
next 20 year horizon T"Gas & Power Different Scenarios
. i Prices.__.: .
-Projects PSE Green World o Risk
“Contracts Scenario Wind | G"’g" World &
-Emergen(_ i * Expected resource ase Reference
Opportunities additions over next 20 ydro Case
year horizon if all policy
directives continue to
favor renewables and Low Gas
penalize coal Case
PSE Low Gas Price
Scenario __“_%Cost
« Expected resource _—
additions over next 20
year horizon if low gas
prices emerge

B. Final Selections and Negotiations

Proposals providing the greatest benefit to the PSE portfolio will be placed on the final shortlist for
further discussion with the respondents and may move forward with negotiations of the terms and
conditions of Definitive Agreements. The final shortlist is targeted for mid to late July.

-12-
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Iv. ATTACHMENTS

Atttachment 01 - 2005 Al Source RFP & Exhibits

Attachment 02 - List of Proposals Received from Respondents
Attachment 03 - Unsolicited Proposal List

Attachment 04 - RFP Evaluation Teams

Attachment 05 - Self-build Option

Attachment 06 - Model Updates since 2005 Least Cost Plan
Attachment 07 - “Candidate” Shortlist

Attachment 08 — List of Non-Selected Proposals with Comments
Attachment 09 - EMC Meeting 02.06.06 - RFP Update
Attachment 10 - 3.21.06 RFP Executive Update

Attachment 11 - 4.26.06 RFP Executive Update
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/ Introduction and Process

This document constitutes a Request for Proposals (RFP) from qualified third parties
(respondents) to supply electric resources to Puget Sound Energy, Inc. (PSE or Company). ltis
an “All Generation Sources” RFP' in that any electric generation source will be considered,
consistent with the requirements of this RFP. PSE's RFP may be found on its web site at
http:/iwww.PSE.com/About/Supply/AllSourceRFP.

In this RFP, the Company is seeking the following resources:

« Energy generation resources and
o Capacity generation resources
The Company will consider existing and yet-to-be constructed generation resources with
commercial operation dates up to 2015, thereby allowing for proposals for long lead-time
resources and associated potential transmission solutions.

This RFP solicitation includes requests for power purchase agreements of varying contract
lengths, exchange agreements (e.g., locational and seasonal), and capacity products (including
operating reserves) to meet PSE’s winter peak requirements. PSE also plans to solicit more
broadly among northwest utilities and others to look for arrangements that may accommodate
partners.

The Company desires to continue to build a well diversified portfolio of resources, and
encourages qualified respondents of all fuel types and technologies, small scale as well as large
scale projects, to participate in this RFP.

1 PSE’s Resource Strategy

This RFP is intended to be consistent with the guidance provided by PSE’s most recent Least
Cost Plan (LCP). PSE filed its LCP with the Washington Utilities and Transportation Commission
(WUTC) on May 2, 2005. (A complete version of the LCP may be found on the PSE web site at
http://lwww.pse.com/account/rates/rates.html.)

The Least Cost Plan examines PSE's electric and gas resource needs over the next 20 years,
and analyzes the mix of conservation programs and supply resources that might best meet
electric or gas resource needs. PSE's LCP provides the strategic direction guiding the
Company's long-term resource acquisition process. The LCP identifies key factors related to
various resource decisions and provides a method for evaluating a resource acquisition in terms
of cost, risk, and other factors at the time a decision needs to be made. The LCP does not
commit to or preclude the acquisition of a specific resource type, project or facility.

The overall strategy for least cost resource planning at PSE is to develop a diversified, balanced
electric resource portfolio that meets customer needs, results in reasonable energy supply costs
and mitigates market risks. PSE's planning standards call for adequate energy resources to meet
PSE'’s highest deficit month (with the highest deficit month generally occurring in December) and

' pSE s also issuing an Energy Efficiency RFP at the same time as this All Generation Source RFP.
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having sufficient capacity resources to meet PSE's one-hour winter peak load at 16 degrees
Fahrenheit. PSE's LCP strategy includes a target of serving 10 percent of its customers’ energy
needs with renewable resources by 2013.

2 PSE’s Energy and Capacity Need

As defined in the LCP, PSE's energy need is approximately 233 aMW in the 2006/07 winter
period increasing to over 1,500 aMW by the 2014/15 winter period.” Since a part of PSE's
capacity need will be met with the winter generation of energy resources, PSE’s capacity need is
calculated as incremental to PSE's average energy requirements and is estimated to be nearly
1,000 MW in the winter of 2006/07 and growing to over 1,600 MW by 2015.

- ‘PSE's-monthly energy and-annual-eapacity-needs for 2006-2015 are-shown below and in Exhibit I

Table 1 Energy and Capacity Need 2006-2015 defined in April 2005 Least Cost Plan (conservation not
included

2006 185 233 124 90 3 0 0 0 155 64 94 208

2007 236 283 124 102 0 0 0 19 174 88 117 263 Lo
2008 274 260 159 0 47 0 0 52 216 125 158 305 Lo
2009 316 362 197 14 90 0 0 91 255 165 201 360 b
2010 393 439 285 g5 170 0 0 150 322 234 285 457 b
2011 553 596 425 230 300 113 15 288 453 368 551 739 L
2012 | 1,151 | 1,137 | 1,028 829 677 807 710 962 | 1,060 | 1,000 | 1,091 | 1,275 e
2013 | 1,303 | 1,344 | 1,178 | 1,043 960 | 1,011 897 1 1,147 ] 1,243 | 1,185 | 1,284 | 1,471 b7
2014 | 1,496 | 1,536 | 1,366 | 1,161 | 1,007 | 1,060 944 | 1,190 | 1,297 | 1,235 | 1,343 | 1,627 T
2015 | 1,551 | 1,591 | 1,418 | 1,207 | 1,048 | 1,106 986 | 1,233 | 1,340 | 1,281 | 1,395 | 1,583 oo

3 RFP Schedule

July 15, 2005 Pre-Filing Workshop with Potential Respondents
July 29, 2005 Draft RFP Filed with WUTC

August 18, 2005 PSE Public Meeting on Draft RFP

September 28, 2005 End of Public Comment Period

October 28, 2005 WUTC Approval of RFP

November 1, 2005 Issue Final RFP

? A portion of this need is to be met through cost-effective energy resources.
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December 2, 2005 Pre-Proposal Conference with Potential Respondents
January 13, 2006 Responses Due

April 14, 2006 Preliminary Short List Selected, Respondents Notified
July 17, 2006 Final Short List Selected, Respondents Notified

Post-Proposal Negotiations

The above schedule is subject to adjustment based on WUTC review and the actual pace of
PSE's evaluation process.

4 PSE’s Evaluation Process

PSE will follow a structured evaluation process in evaluating the merits of proposals with regard
~—to-meeting-PSE's-need: -The-evaluation process-is-intended to screen-and rank-individuat -~ ——
proposals. PSE'’s evaluation process will include a number of quantitative and qualitative factors,

designed to reasonably compare proposals with different attributes. Evaluation of proposals for

individual resources will be based on compliance of the proposal with this RFP (including term

sheet and contractual provisions exhibited to this RF P) and according to the following set of

primary criteria:

e Compatibility with Resource Need

s Cost

¢ Risk Management

* Public Benefits

» Strategic and Financial Considerations

Each of these primary criteria is further delineated with sub-criteria as detailed in Exhibit Il to this
RFP. Proposals will initially be evaluated based on an individual proposal cost and on the
qualitative criteria. After examining the individual proposals, PSE will determine a preliminary
short list made up of the most attractive proposals to continue with portfolio evaluation and
additional due diligence based on the same primary criteria. The portfolio evaluation will focus on
the interaction and risk levels of the most promising resources and combinations of resources
within PSE’s power portfolio.

Those proposals that provide the greatest benefit to the PSE portfolio will be placed on the final
short list for further discussion with the respondent(s) and may potentially move forward with
negotiations of the terms and conditions of Definitive Agreements.

As part of the evaluation of proposals, PSE may require the final short-listed respondents to fund
the fees and costs of a third party selected by PSE to perform “fatal flaw” analyses and initial due
diligence of the selected projects. The maximum level of funding will be specified at the time of
any such request.

5 Post-Proposal Negotiations and Awarding of Contracts

PSE may elect to negotiate both price and non-price factors during any post-proposai
negotiations with a respondent whose proposal has been selected to the short list for further
discussions. ltis also PSE's intent to include any additional factors that may impact the total cost
of a project and to update its economic and risk evaluation on an ongoing basis until such time as
PSE and the respondent might execute Definitive Agreements.
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PSE has no obligation to enter into Definitive Agreements with any respondent to this RFP and
may terminate or modify this RFP at any time without liability or obligation to any respondent.
This RFP shall not be construed as preventing PSE from entering into any agreement that it
deems appropriate at any time before, during, or after this RFP process is complete. PSE
reserves the right to negotiate only with those respondents and other parties who propose
transactions that PSE believes, in its sole opinion, to have a reasonable likelihood of being
executed substantially as proposed.

n Information Requested from Respondents

1 Energy and Capacity Resources Requested

- This-All-Generation-Sources RFP-seeks electric-generation-proposals from-a wide varietyof -~
technologies and fuel sources consistent with this RFP's requirements and Evaluation Criteria
(Exhibit I1).

PSE’s energy and capacity needs are greatest in the winter. Therefore, both energy and capacity
resources will be shaped through various means to fill winter deficits, while minimizing summer
surpluses. PSE will consider the seasonality of the basic electric energy resource’s production,
the ability of PSE to control the output of the project to match PSE’s needs (up to and including
real-time dispatch and displacement), and contractual mechanisms to shape project output to
need.

As identified in Table 2 and Table 3, PSE is looking for a diverse mix of energy and capacity
resource products to meet its requirements.

Table 2
ENERGY RESOURCE Delivery Description
As Produced e.g. wind, run-of-river hydro
Baseload 7x24, delivered as firm or unit contingent
Intermediate Dispatchable

On Peak or Heavy Load
Hours

6x16 (Mon-Sat) (HE 0600-2200)

Exchanges Seasonal or year round; location exchange with delivery to
PSE on west side of Cascades
Table 3
CAPACITY RESOURCE Delivery Description

Dispatchable/On Peak or
Heavy Load Hours

6x16 (Mon-Sat) (HE0600-HE2200); winter only Nov-Feb

Operating Reserves
(regulating or contingency)

Spinning reserves, load following capability, ten-minute start

Exchanges

November-February; 7x16; 7x24; or 6x16 product

This All Generation Sources RFP process may result in multiple acquisitions by PSE.>

? Use of the term “acquisition” or terms of similar import in this RFP, unless the context otherwise indicates, refers
interchangeably to power purchase agreements and the acquisition of interests in generating facilities.
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2 Proposals/Contract Type

PSE will consider the acquisition of generation from proposals under the following mechanisms:
(1) Power Purchase Agreements of varying lengths (>2 years), including Power Bridging
Agreements, defined as short-term "bridges” to long-lead resources, (collectively, "PPAs"); (2)
Exchange Agreements; and (3) ownership arrangements, including co-ownership arrangements
in which PSE retains adequate dispatchability and rights of control.

When submitting proposals for either a PPA or ownership arrangement, PSE is interested in
alternatives in which the respondent fully assumes the risk of fuel supply, fuel price, and
—environmental cost and which -quantifythe costfor.assuming those risk factors. ...

2.1 Power Purchase Agreements

Any proposal for a Power Purchase Agreement must specify the generation asset or system
assets underlying the agreement and provide assurances of its commercial availability on or
before December 31, 2014. A prototype Power Purchase Agreement is included as Exhibit IX to
this RFP.

In considering PPAs, PSE requires proposals pursuant to which the respondent owns and
operates or would acquire, construct, own and operate the generation asset, with PSE
purchasing the output (energy and capacity) at an agreed upon delivery point.

With regard to any proposal for the purchase and sale of power from a qualifying facility under
PURPA, the respective rights and obligations of PSE and the seller of such power under any
agreement that may be entered into by PSE and the respondent will be subject to any federal
enactments (e.g., an energy bill passed in 2005) that will by their terms apply to the purchase and
sale of such power.

2.2 Exchange Agreements

The Company’s obligations under any such exchange will be subject to FERC acceptance. Any
transmission service component of the exchange would be pursuant to the applicable
transmission provider’s Open Access Transmission Tariff or reciprocal agreement and would be
payable by respondent. A prototype Exchange Agreement is included as Exhibit X to this RFP.

2.3 Ownership

The PSE ownership mechanism anticipates a proposal pursuant to which PSE would ultimately
own the resource or a significant interest therein. This may be accomplished at various stages of
development using a variety of approaches such as joint development by the respondent and
PSE, development by the respondent and then transfer to PSE, initial purchase of power by PSE
with transfer of ownership later, or other approaches that may be mutually beneficial and resuit in
PSE'’s ownership of the resource. Although PSE is willing to consider a wide range of
arrangements, the prototype term sheet included as Exhibit Xl to this RFP presumes that PSE
would acquire its ownership interest in the project prior to the commencement of construction and
would fund its ownership share on a pro rata basis.

All Source RFP — Page 7
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3 Eligible Respondents

This RFP will accept proposals from all third-party project developers or owners, marketing
entities, or other utilities that meet the project requirements and comply with the process
guidelines described herein. PSE believes that consideration of proposals from other utilities
and/or their affiliates may increase the number of qualified respondents and thus increase the
overall creativity and competitiveness of responses to this RFP. Affiliated generating companies
of PSE are not eligible to respond to this RFP.

4 Proposal Requirements

The Confidentiality Agreement (Exhlblt VII) must be submitted two weeks in advance of the
.proposal due date. .. . __ U ~ N

PSE is requesting that respondents conform to the following format for presenting their bid
information:

e Project Summary Data Form (Please complete Exhibit 1)
* Respondent's Requirements (Exhibit IV)

Project Description

Fuel Supply

Emissions

Interconnection and Transmission

Price

Legal and Financial

Accounting Regulation

Experience and Qualifications of the Project Team
Environmental Inspections, Orders, Suits, other
Development Status and Project Schedule

e Other Requirements (Part ll, Section 5 hereto)

VYV VYV VYV VY VY

Itis expected that respondents will provide complete information in their original submittals.
Failure to provide all of the requested information will not disqualify the respondent but may result
in lower prioritization during the evaluation process. If the respondent elects not to provide the
requested information, PSE requests that an explanation be provided.

5 Other Requirements

5.1 Signatures and Certifications

The proposal must contain the signature of a duly authorized officer or agent of the respondent
submitting the proposal.
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The respondent’s duly authorized officer or agent shall certify in writing that:

» The respondent’s proposal is genuine; not made in the interest of, or on behalf of, any
undisclosed person, firm, or corporation; and is submitted in conformlty with any anti-
competitive agreement or rules.

« The respondent has not directly or indirectly induced or solicited any other respondent to
submit a false or sham proposal.

+ The respondent has not solicited or induced any other person, firm, or corporation to refrain
from proposing.

¢ The respondent has not sought by collusion to obtain for itself any advantage over any other
respondent.

5.2 Productlon Tax Credrt RISk and Env:ronmental Attnbutes

Ali proposals shall acknowledge and state that PSE disclaims and shall not assume any risk
associated with the potential expiration of the Federal Production Tax Credit (PTC) or the
respondent or other project entity’s ability to utilize the PTC, if applicable to the resource
proposed.

All proposals must state that all Environmental Attributes® associated with the project, if any, will
accrue to the ownership and beneficial use of PSE.

5.3 No Assignment

All proposals shall state that there will be no assignment of proposals during the evaluation or
negotiation stage and that in the event the respondent and PSE negotiate and execute Definitive
Agreements based on the respondent’s proposal, the Definitive Agreements and obligations
thereunder shall not be sold, transferred or assigned or pledged as security or collateral for any
obligation without the prior written permission of PSE. Any project lender who takes an
assignment of the Definitive Agreements for security and exercises any rights under such
agreements will be bound to perform such agreements to the same extent.

5.4 Conflict of Interest Disclosure

All respondents shalt disclose in their proposals any and all relationships between themselves,
the project and/or members of their project team and PSE or its employees.

5.5 Validity, Deadlines and Regulatory Approval

All proposals shall specify the date through which the proposal is valid. Proposals must also
state the dates by which Definitive Agreements must be completed and approved by the boards
of directors or other management bodies of PSE and the respondent, and applicable regulatory
approvals must be provided to support the proposed project schedule. Respondents should note
that Definitive Agreements and/or regulatory approvals for resources to be acquired may not be
executed or obtained until some time after the second quarter of 2006 or later, depending on the
specific type of resource. PSE may seek regulatory review of its anticipated resource purchases,

4 . . . y . . .

"Environmental Attributes” means generally credits, benefits, reductions, offsets and other beneficial allowances with
respect to fuel, emissions, air quality, or other environmental characteristics, resulting from the use of certain resource
generation or the avoidance of emissions.
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exchanges, or acquisitions as a condition precedent o any transaction. Such regulatory review
could include receipt by PSE from the WUTC of approvals and orders, as applicable (for

example, through a power cost only rate proceeding), pertaining to and confirming the inclusion of
the fult amount of any asset purchase price plus PSE's transaction costs and other amounts
allocable to the construction, start-up, testing and commissioning of the project, as applicable, in
PSE's rate base; such approvals andfor orders to be in form and substance satisfactory to PSE in
its sole discretion. In this regard, any proposed price may not be unilaterally changed by the
respondent prior to the finalization of such agreements and approvals. Itis preferred that the
respondent provide proposals that remain valid for a period that allows for negotiation of
Definitive Agreements and applicable management and regulatory approvals.

In addition to being subject to the jurisdiction of the Washington Utilities and Transportation
—~Commission, PSE is-alse-regulated by the Federal Energy Regulatory-Commissien (FERG).—— — o
FERC's jurisdiction and authority over the activities of PSE are defined in the Federal Power Act

and include certain aspects of the acquisition of electric power. In particular, Sections 203 and

205 of the Federal Power Act require: (1) approval by FERC prior to transferring FERC-

jurisdictional assets; and (2) certain filings by PSE to support its authorization to sell power and

related products at market-based rates.

Pursuant to Section 203 of the Federal Power Act, FERC has approval authority over any
acquisition by PSE of public utility facilities subject to FERC jurisdiction. In reviewing filings under
Section 203, FERC considers the effect on competition, rates and regulation. FERC's approval of
such an acquisition will be based on a finding that it is “consistent with the public interest.”

FERC has authorized PSE to sell power at market-based rates pursuant to Section 205 of the
Federal Power Act. As a condition of its authority to sell power at market-based rates, PSE must
demonstrate to FERC that it does not possess market power in the relevant markets. Acquisition
by PSE of generation or power resources may require PSE to demonstrate that it continues to
lack market power after the resource acquisition.

Accordingly, PSE will evaluate all proposals in light of the requirements of the Federal Power Act
and the effect that such regulatory requirements and review may have on PSE’s overall corporate
position.

6 Credit Requirements

The respondent should be aware that PSE may require negative control provisions (covenants
restricting respondent business practices that could jeopardize respondent’s ability to perform its
obligations) in the Definitive Agreements that the respondent and PSE might execute in
connection with the respondent’s proposal, in addition to any that may be included in the
prototype Power Purchase Agreement (Exhibit X), the prototype Exchange Agreement (Exhibit
X) or the prototype ownership term sheet (XI).

6.1 PPA Acquisitions (System Power Sales) and Power Exchanges

Investment-Grade Respondents

Respondents with senior unsecured credit ratings of at least BBB- and Baa3 by Standard &
Poor's and Moody’s Investor Services, respectively, or, alternatively, that receive a credit rating
from PSE's credit department equivalent to at least BBB+, or that provide a parent or affiliate
guarantee in form and substance acceptable to PSE from a guarantor with senior unsecured
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credit ratings of at least BBB- and Baa3 by Standard & Poor’s and Moody's Investor Services,
respectively, or, alternatively, from a guarantor that is assigned a credit rating equivalent to at
least BBB+ by PSE's credit department will be considered Investment-Grade Respondents.
Reciprocal credit terms in the Definitive Agreements will include an adequate assurance clause
similar to that set forth below.

Adequate Assurance Clause

When reasonable grounds for insecurity arise with respect to the performance of either party
(First Party), the other party (Second Party) may in writing demand adequate assurance of
the due performance under the Definitive Agreement by the First Party, and the failure of the
First Party to provide to the Second Party such adequate assurance of due performance
within three (3) business days following the First Party's receipt of the demand shall be
deemed to be a material breach of, and an Event of Default under, the Definitive Agreement
by the First Party.

Other credit terms, including but not limited to collateral thresholds, ratings triggers and/or similar
financial covenants will not apply to PSE but may apply to the Investment-Grade Respondent.

Speculative-Grade Respondents

Respondents with a senior unsecured credit rating equal to or below BB+ and Ba1 by Standard &
Poor’s and Moody’s Investor Services, respectively, or, alternatively, that receive a credit rating
from PSE'’s credit department equivalent to or below BB+, or that provide a parent or affiliate
guarantee in form and substance acceptable to PSE from a guarantor with senior unsecured
credit ratings equal to or below BB+ and Bat1 by Standard & Poor’s and Moody's Investor
Services, respectively, or, alternatively, from a guarantor that is assigned a credit rating of BB+ or
below by PSE’s credit department will be considered Speculative-Grade Respondents.

Other credit terms, including but not limited to collateral thresholds, ratings triggers and/or similar
financial covenants will not apply to PSE but will apply to the party-Respondent.

6.2  Generation Project Acquisitions and Project PPA Acquisitions

PSE prefers acquisitions that do not impose credit support requirements on PSE. if any
respondent intends to propose that PSE provide credit support (e.g., in the form of a letter of
credit or otherwise), the respondent must describe in its proposal all desired terms and conditions
regarding such credit support.

PSE reserves the right to require adequate credit assurances that provide security for, among
other things, the value associated with market-based damages for failure to perform, delays in
construction, failure to meet minimum availability levels and/or other forms of default or non-
performance. Such assurances may include, without limitation, a parent or affiliate guaranty
and/or a letter of credit, each in form and substance, for a term and from a parent, affiliate or a
financial institution, acceptable to PSE. In the event PSE anticipates that adequate credit
assurances may be required from a respondent, PSE reserves the right to request that the
respondent reply in writing regarding its intent to provide such credit assurances prior to the
beginning of negotiations of any Definitive Agreement.

Additionally, the credit terms explained above in PPA Acquisitions (System Power Sales) and
Power Exchanges will apply to the wholesale energy portion of Project PPAs.
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7 Confidentiality/Disclosure

Respondents are required to provide two (2) signed originals of the Mutual Confidentiality
Agreement (Exhibit VIi) at least two weeks prior to the proposal due date. PSE will countersign
the Confidentiality Agreement and return one fully executed agreement to the respondent.

To the extent required by law or regulatory order, PSE will make available to the public a
summary of all proposals received and the final ranking of all such proposals.

PSE may retain all information pertinent to this RFP process for a period of 7 years or until PSE
concludes its next general electric rate case, whichever is later. PSE shall have no obligation
under this RFP to provide the models and data used by PSE in its evaluation process to

____ Tespondents or other third parties except to the extent required by law or regulatory order. PSE

Page 26 of 231

may provide such models and data to the extent consistent with its business needs.

8 Contact Information and Submission of Proposals

One sealed original, one electronic copy on CD-ROM and seven bound copies of the
proposal, along with all attachments and electronic files shall be submitted via U.S. mail,
courier service, or hand delivery to PSE at the address listed below.

All such proposals must be received no later than 5:00 PM Pacific Time on January 13,
2006. Respondents are to provide two signed originals of the Mutual Confidentiality
Agreement (Exhibit VII) at least two weeks prior to the submittal due date (see Part |l
Section 7).

All costs to participate in this RFP process, including preparation of proposals, negotiations,
etc., are the responsibility of the respondent.

Contact for proposal submittals, questions and requests:

Mr. Roger Garratt, Director of Resource Acquisitions
425-462-3470
425-462-3175 Fax

Roger.Garratt@pse.com

Address for U.S. Mail:
Puget Sound Energy
P.O. Box 97034, PSE-11
Bellevue, WA 98009-9734

Address for courier or hand delivery:
Puget Sound Energy
10608 NE 4th Street, Mail Room
Bellevue, WA 98004
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9 Exhibits

Exhibit | PSE Monthly Resource Need 2006-2025
Exhibit I Evaluation Criteria

Exhibit Il Project Summary Data Form

Exhibit IV Proposal Requirements/Form of Respondent’s Proposal
Exhibit V 12x24 Energy Schedule for Wind Resource
Exhibit VI Template for Financial Pro Forma (suggested)
Exhibit Vit Mutual Confidentiality Agreement

Exhibit VIl Avoided Cost Schedule

ExhibitIX__ Prototype Power Purchase Agreement

Exhibit X Prototype Exchange Agreement

Exhibit Xi Prototype Ownership Term Sheet
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Exhibit I, All Generation Source RFP - Evaluation Criteria

Evaluation Criteria I Explanation of Criteria
Compatibility with PSE Resource Need
1) Timing Proposals which offer energy and/or capacity in a time frame

consistent with PSE's needs.

Proposals which provide substantial assurances of being
commercially available in the time schedule proposed are
preferred.

Proposals which individually and in combination best meet PSE's
need for energy and capacity are preferred.

Proposals that provide flexibility in their development timeline to
accommodate PSE's timing needs are preferred.

2} Resource match to monthly | Proposals where generation from the underlying generation asset

need closely match PSE’s monthly energy requirements or annual
capacity requirements or whose output can be controlled by PSE
are preferred over those which rely on shaping through short- or
long-term arrangements.

3) Match to monthly need - Proposals that provide a fixed annuat price and shape the
through contract underlying generation asset output to PSE monthly energy
requirements are preferred.

4) Operational Flexibility Proposals which provide PSE control of project output acceptable
to PSE to respond to seasonal and real-time fluctuations in
load/resource balance and system reliability events are preferred.
This includes, for example, dispatch or displacement of the project
in real-time and, for jointly—owned projects, the ability for PSE to
elect to use for reliability purposes generation output that would
otherwise have been displaced by the other owner.

Additionally, PSE prefers proposals that provide the ability to carry
spinning or non-spinning reserves.

5) Performance Within Analyses will include such factors as:
Existing PSE Generation . T
Portfolio - impact on system reliability

- system dispatch and displacement

- termination rights

- location with respect to the regional transmission system and
PSE's electric system

- impacts on system reserves, load following, integration costs
and other factors

6) Resource Mix/Diversity The diversity of resource technology and fuel types wilt be
considered consistent with PSE’s Least Cost Plan and the RFP.
Specific considerations include:

- technology type

- fuel supply type

- fuel supply source

- fuel supply reliability including control and deliverability

Puget Sound Energy, Inc. All Source RFP — Exhibit 2, Page 1 November 1, 2005
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Exhibit II, All Generation Source RFP — Evaluation Criteria

Evaluation Criteria ] Explanation of Criteria

Cost Minimization

1) Resource Cost PSE prefers those proposals which satisfy its other evaluation
criteria at the lowest cost throughout the project life, taking into
account the price of the proposal and other factors that impact
PSE’s overalt cost.

Such factors include, but are not limited to:

capital cost
- financing cost

T T - Toperation-and maintemancecost o

- fuel and fuel transportation cost

- fixed and variable power purchase agreement cost

- transmission cost

- ancillary services

- integration costs

- transmission system upgrades

- cost to rebalance debt/equity ratio for imputed debt and
consolidated debt

- cost of credit facilities

- transaction and other management costs, etc.

2) Transmission PSE prefers firm delivery of energy to its service area (particularly
at points on its system at which the deliveries may be effected and
used to serve load with no or limited transmission congestion).

In the absence of assurance at the time of proposal of such firm
delivery, PSE prefers proposals that provide a high likelihood of
acquiring adequate transmission rights to such points.

Proposals that do not include firm transmission to such points, that
would produce congestion or that would increase PSE's
transmission costs will be compared unfavorably with other
proposals and/or will be assessed the additional cost to PSE as
part of the evaluation process.

3) Portfolio Cost Impact Proposals and combinations of proposals that resuit in the lowest
(for proposals that make the | impact on PSE's revenue requirements and rates when included in
preliminary shortlist only) PSE'’s existing generation resource portfolio are preferred.

Puget Sound Energy, Inc. All Source RFP — Exhibit 2, Page 2 November 1, 2005
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Exhibit ll, All Generation Source RFP — Evaluation Criteria

Evaluation Criteria | Explanation of Criteria
Risk Management
1) Status & Schedule Al other things being equal, PSE prefers operating projects first,
projects under construction second, and development projects
third.

With respect to development projects, proposals that demonstrate
that the respondent has the experience and financial resources to
complete the project and has made significant progress in
securing necessary permits, property rights, equipment, regulatory
_approvals, water rights, wastewater and disposal rights, project

agreements and all other rights or arrangements necessary for a
completely commercially operational project within the time
proposed for commercial operation are preferred.

2) Price Volatility Proposals that provide significant fong-term control of fixed and
variable costs are preferred.

3) Resource Fiexibility and Proposals that provide flexibility to expand to meet PSE’s growing
Stability needs as required are preferred.

Proposals that include project agreements and all other rights and
arrangements coterminous with power purchase delivery periods
or project life are preferred.

4) Resource Technology Proposals that are based on commercially proven technology with
demonstrated long-term reliability and performance history are
preferred.

Proposals that are based on technologies whose output may be
controlled are preferred.

5) Long-term Flexibility Proposals that provide PSE the flexibility to adjust its position in a
resource long term up to and including termination are preferred.

6) Project Risk Proposals that involve minimal risk for timely plant completion
within cost projections are preferred.

Proposals that minimize exposure to environmental risk or other
potentiat liability are preferred.

Puget Sound Energy, Inc. All Source RFP — Exhibit 2, Page 3 November 1, 2005
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Exhibit i, All Generation Source RFP — Evaluation Criteria

Evaluation Criteria

| Explanation of Criteria

Risk Management (Cont’d)

7) Impact on PSE's Overall
Risk Position

(for proposals that make the
preliminary shortlist only)

Proposals and combinations of proposals will be evaluated to
determine the impact of the proposal(s) on PSE's overall risk
position with respect to PSE’s generation portfolio.

Risk scenarios will include such factors as hydroelectric production
variation, wind generation variability, fuel price volatility, and power
market price volatility.

Additional risk scenarios will examine the correlation between fuel

prices and power market prices, and alternative market price
scenarios. Other considerations will include exposure to
transmission congestion and costs.

All other factors being equal, PSE prefers proposals that result in
lower generation portfolio performance risk.

8) Environmental and
Permitting Risk

Proposals will be evaluated considering their status in acquiring
needed permits and the risk associated with future environmental
regulation and taxes, including greenhouse gas emissions.

9) Respondent Risk

PSE will consider the information received in response to RFP
Part I, Section 5 and Exhibit IV, Sections 6, 7 and 8 in determining
risk associated with the financial condition of and performance by
a respondent and any third parties depended upon by respondent.
Lower-risk respondents are preferred.

10) Ability to Deliver as
Proposed (Development Status
& Schedule)

Information submitted by respondents in response to Exhibit IV,
Section 9 will be used to evaluate the ability of the respondent to
meet the commercial operation date proposed.

11) Ability to Deliver as
Proposed

{Experience & Qualification of
the Project Team)

An important consideration in judging the ability of a respondent to
provide a commercially operable project in the time frame
proposed is the experience and qualifications of the entire project
team as further detailed in Exhibit IV, Section 10. PSE will use the
information that is provided in response to Exhibit IV, Section 10 to
evaluate the respondent team for this criterion. PSE prefers
providers that have proven track records.

12) Status of Transmission
Rights

The ability to transmit power from the project site to one or more

points on PSE's electric system is a requirement (particularly to
_ points on its system at which the deliveries may be effected and

used to serve load with no or limited transmission congestion).

PSE will use information provided in Exhibit IV, Section 5 of the
RFP, and if necessary the PowerWorld software tools, to assess
whether and to what extent the required transmission will be
available and whether and to what extent the necessary
transmission paths are subject to constraint.

13) Managerial Control

PSE prefers proposals that provide control of key elements of the
value chain.

Puget Sound Energy, Inc.

All Source RFP — Exhibit 2, Page 4
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Exhibit ll, All Generation Source RFP - Evaluation Criteria

Evaluation Criteria | Explanation of Criteria

Risk Management (Cont’d)
14) Security & Control Proposals that supply firm, fixed price fuel supply are preferred.

Proposals that provide for other methods of managing price
volatility will be favorably considered.

Proposals that supply firm energy and capacity are preferred.

15) Federal Regulatory Proposals will be evaluated to determine the effect of any federal
Approvals regulatory approvals that would result from accepting the proposal,

- including, but not limited to, requirements under Sections 203.and |
205 of the Federal Power Act. Proposals that eliminate or
minimize the effect of any such federal regulatory approval are
preferred.

Evaluation Criteria Explanation of Criteria

Public Benefits

1) Environmental Impacts Proposals with lower environmental impacts are preferred.
Environmental impacts refer to the full range of issues evaluated in
an environmental impact statement (EIS) or environmental
assessment (EA).

PSE will further consider the environmental impacts of a proposed
acquisition. PSE will consider information supplied in response to
Exhibit IV, Sections 2, 4 and 11.

2) Resource Location Proposals that are located such that they provide benefits to the
regional and PSE transmission systems or require minimal or no
transmission upgrades are preferred.

Proposals that are not dependent upon constrained transmission
or fuel transportation paths are preferred.

Proposals that are located such that they are within PSE’s control
area are preferred.

3) Community Impacts Proposals that demonstrate support from public, local, state and
federal government entities and Native American nations, if
applicable, as well as other stakeholders, are preferred.

Puget Sound Energy, Inc. All Source RFP — Exhibit 2, Page 5 November 1, 2005
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Exhibit Il, All Generation Source RFP — Evaluation Criteria
Evaluation Criteria ] Explanation of Criteria
Strategic & Financial
1) Capital Structure impacts PSE's quantitative analysis will impute the anticipated equity cost

needed to offset any adverse effects on its capital structure
associated with accounting requirements (e.g., FIN 46R) that may
require PSE to consolidate the respondent’s balance sheet.

All else being equal, PSE prefers proposals that avoid risks
associated with the potential of PSE having to consolidate the
respondent’s financials with PSE’s (e.g., pursuant to FIN 46R).

All else being equal, proposals are preferred that would not
increase PSE's exposure to adverse impact on its financial
position (e.g., by requiring PSE to impute debt, to account for the
transaction as a lease (e.g., under SFAS 13), to account for or
report the transaction as a financial derivative transaction (e.g.,
pursuant to SFAS 133), by otherwise adversely affecting PSE'’s
financial leverage, operating leverage, credit rating, cash flow,
income statement or balance sheet, or by imposing credit
requirements or increasing liquidity risk).

2) Future Exposure to Proposals for resources with lower potential exposure to future
Environmental Regulations environmental regulations and/or taxes are preferred.

and/or Taxes.

3) Guarantees & Security PSE will consider the information provided in response to Exhibit

IV, Section 7 of their proposal in determining whether it will require
any additional guarantees or credit support pursuant to Part i,
Section 6 of this RFP.

All else being equal, PSE prefers proposals that do not require
PSE to post collateral. If posting of collateral is required, PSE's
quantitative analysis will include an estimated cost of credit for
those proposals.

Puget Sound Energy, Inc. All Source RFP — Exhibit 2, Page 6 November 1, 2005
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Exhibit Ill, All Generation Source RFP -- Summary Data

Respondent shall complete the template below (all 3 tabs} and return it to PSE as part of their proposal submittal. As described
in RFP Part I, Section 8, submission guidelines call for 7 bound copies and one electronic (CD) copy. Note that the CD version
must contain a completed copy of this template in Excel format. The template is available for download at the following web

address: http://www.pse.com/About/Supply/AliSourceRFP.

Primary Contact

Contact Name

Name of Company

Address

Phone

E-mail

Alternate Contact

Contact Name

Name of Company

Address

Phone

E-mail

Project

Project Name

Location

Developer(s)

Owners(s)

Expected Date to Begin Construction

Expected Commercial Operation Date

Proposed Commercial Arrangement

Asset Purchase and Sale Agreement

Power Purchase Agreement

Exchange Agreement

Puget Sound Energy, Inc.
Form no. 3837, Rev. 10.05.05 All Source RFP - Exhibit 3, Page 1 November 1, 2005



Exhibit [, All Generation Source RFP -- Summary Data

(e.g. gas turbine combined cycle, hydro,

Exhibit No.  (RG-3HC)
Page 36 of 231

Nominal Capacity (in MWSs) of Generation Source;
number and size of units

Incremental capacity (e.g. duct fire) in 10 minutes, if
applicable

Estimated Annual Energy (aMW)

Capacity Factor (%)

Winter (Nov-Feb) Energy Production (aMw)

Heat Rate (Btu/kWh, HHV) at ISO conditions

Expected Equivalent Availability Factor (%)

Expected Annual Forced Outage Rate (%)
(This should include only forced outages
and unplanned maintenance)

Expected Average Annual Planned Maintenance
Requirements (days/ year)

Minumum on-line time (hours)

Minimum down time (hours)

Mininum operating load (MW)

Heat rate (Btu/kWh)

Ten-minute start capability? (Yes/No) If yes, please
complete below.

Puget Sound Energy, Inc.

Form no. 3837, Rev. 10.05.05 All Source RFP - Exhibit 3, Page 2

November 1, 2005
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Exhibit lll, All Generation Source RFP -- Summary Data

0:00

0:01
0:02
0:03

a-AA S R

0:04
0:05
0:06
0:07
0:08
0:09

Fuel Type
(primary fuel and backup, if any)

Fuel Transportation
(e.g. pipeline, rail, truck, etc)

Is Transportation Secured? %?

b

WPoint of Delivery

Transmission Provider(s)

Transmission Secured?

Puget Sound Energy, Inc.
Form no. 3837, Rev. 10.05.05 All Source RFP - Exhibit 3, Page 3 November 1, 2005
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Exhibit lll, All Generation Source RFP -- Summary Data

N
[

Permits and approvals that have b

Permits still outstanding

Puget Sound Energy, Inc.
Form no. 3837, Rev. 10.05.05 All Source RFP - Exhibit 3, Page 4 November 1, 2005
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Exhibit Ill, All Generation Source RFP -- Summary Data

Estimated EPC Capital Cost (based on
Nominal Capacity)

Interest During Construction

Other Financing Costs

Taxes

Development Fee

All Other Capital Costs (including real estate,
development, permitting, transmission
interconnection and system upgrade costs)

Operating Costs (Total $ and $/MWh)
Estimated Fixed Annual O&M Cost and
Escalation

Estimated Variable O&M Cost and Escalation

Estimated Annual Fuel Cost and Escalation

Estimated Annual Property Taxes and
Escalation

Estimated Annuat Insurance and Escalation

Other Annual Operating Costs and Escalation
(include all taxes)

Transmisston Estimated Annual Cost (Total §
and $/kW)

Power Purchase Agreement Price and Proposed
Escalation

Exchange Agreement Price

Puget Sound Energy, Inc.
Form no. 3837, Rev. 10.05.05 All Source RFP - Exhibit 3, Page 5 November 1, 2005
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Request for Proposals
from
All Source Generation Suppliers

for

Electric Energy

Exhibit IV — Proposal Requirements

Puget Sound Energy, Inc. All Source RFP — Exhibit 4, Page 1 November 1, 2005
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Exhibit IV, All Generation Source RFP — Proposal Requirements

Proposal Requirements

Mutual Confidentiality Agreement, Exhibit VIl must be submitted two weeks in advance of
proposal due date.

PSE requests that respondents submit their proposal in the following format:

Table of Contents

“~Sectiont  ° ~ ~Summary Data Sheet (Exhibit) - T )
Section 2 Project Description
Section 3 Fuel Supply
Section 4 Emissions
Section Interconnection and Transmission
Section 6 Price
Section 7 Legal and Financial
Section 8 Accounting Regulations
Section 9 Experience and Qualifications of the Project Team
Section 10 Environmental Inspections, Orders, Suits and Information Requests
Section 11 Development Status and Schedule
Section 12 Other Requirements (Section 5 of the RFP document)
List of Attachments

Puget Sound Energy, Inc. All Source RFP — Exhibit 4, Page 2 November 1, 2005
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Exhibit IV, All Generation Source RFP — Proposal Requirements

1 Summary Data Form (Exhibit i)

2 Project Description

The proposal should include a detailed description of the project including the project's features
and development work completed to date. Include the following information, as applicable, or
indicate if requested information is not known:

2.1 Project Location and Size

« Identify the site where the project will be located. Provide a map showing the location of key
__facilities. Show anticipated_placement of all project facilities.. Include a map.that.indicatesthe ..
location of the transmission fine with which the project will be interconnected.

+ Describe the project size (in acreage) and the land area controlled relative to the project
facilities. If the project can be expanded, please describe the potential scope and conditions
for additional development at the site.

« Provide a list of leases, easements, and/or other ownership documents that demonstrate that
the respondent has control of the intended project properties and the legal rights to construct,
interconnect, operate and maintain the project as described.

2.2  Site Description

Provide a description of the site, including flora and fauna, proximity to inhabited structures,
proximity to areas that may be sensitive from an environmental, cultural, commercial, security and
any other perspective.

2.3  Project Capability, Availability and Heat Rate

+ Provide the nameplate capacity and net capacity (in MW). If the project can be expanded,
please describe the potential scope and conditions.

e Provide the net capability rating and net heat rates at full load, 90%, 80%, 75%, 50% and
minimum sustainable load. If output will vary with ambient temperature, respondents shall
specify the net capacities and net heat rates at average annual site conditions and 95°F,
80°F, 40°F, and 20°F. Include any must run information as appropriate.

* Include the estimated annual unit availability and any guaranteed minimum annual availability
and level of production.

» In an Excel spreadsheet and graph, show the distribution of the expected annual and monthly
output of the project (in MWh) including heavy load hour and light load hour production.

* As applicable, provide typical hourly energy production from the project for a one-year period
in electronic format. This will be used to evaluate the hourly variability of the resource.

2.4 Operating Limits

« Describe any limits imposed on the number of startups that may be performed per year or per
unit of time, any limits on the number of hours that a unit may be operated per year or unit of
time, and any minimum run times or ramp rates. Regulatory constraints must also be stated,
including operating constraints that are either implicitly or explicitly embedded in the permit
application or final permit conditions.

+ Provide any existing or proposed procedures for, or limitations on, dispatching or displacing

the project (or individual units, if applicable), on a prescheduled basis or in real time,
throughout its full operating range, for economic reasons or for system reliability.

« Provide startup time for cold, warm, and hot starts including respondent’s definition of those
terms. Include, in tabular format, the ramp profile for each of these cases. Respondent shall
also specify any specific costs associated with unit startups.

Puget Sound Energy, Inc. All Source RFP — Exhibit 4, Page 3 November 1, 2005
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Exhibit IV, All Generation Source RFP — Proposal Requirements

* Include a description of the AGC ramp rate (rate at which the unit responds to frequency
changes while on control (MW/minute)), normal ramp rate (rate at which the unit can increase
output while on manual control (MW/minute)), and emergency ramp rate (rate at which the
unit can increase output only for emergency situations (MW/minute)).

2.5 Generation and Pollution Control Technology

» Specify the type of generation equipment and provide a description, including the
manufacturers of major equipment, date of manufacture or age of major equipment, hours of
operation and major maintenance performed for any previously owned/operated equipment.

* Include type of heat rejection equipment (cooling towers, ponds, etc.) and manufacturer, age,
hours of operation and major maintenance, as applicable.

- ~=—Specify-the-type-of pollution-contrel-equipment, manufacturer;-age, hours of operation-and - - - —-—rmmo - —

major maintenance, as applicable.
+ State the terms of warranties and/or guarantees on major equipment.

2.6 Permitting

» Identify any required environmental siting permits, wastewater disposal permits, air permits,
or waste disposal permits.

» Describe source of process and/or cooling water, wastewater disposal plan, equipment and
underlying contracts or permits for wastewater services.

« Outline waste disposal plan, if applicable, and indicate underlying contracts or permits for
waste disposal.

3 Fuel Supply

For proposals that are dependent upon a fuel source such as natural gas, coal, biomass, or
others, respondents may propose a long-term stable price and firm supply of fuel. Any proposal
for fuel supply must be made in conjunction with a specific proposal that satisfies the criteria of
this RFP (i.e., stand-alone or independent fuel supply proposals do not meet such criteria). Also,
any such fuel supply provisions should be optional, to be included at PSE’s election during the
proposal selection process. If the price is “indicative”, then an explanation of how the price
would move up or down during the process should be included in the proposal.

The proposal should specify the source and pricing of fuel to be supplied to the project including
backup alternatives. Respondents should describe and document (including copies of applicable
agreements) their fuel supply plan and the extent to which they propose to provide fuel and
transportation and other fuel-related services, including physical and/or financial hedges.
Alternatively, respondents may propose a variable cost payment or tolling fee in which PSE would
be responsible for all fuel and fuel-related costs. With respect fo fuel supply proposals, PSE's
preference is for proposals that address its need for reliability, mitigation of fuel price risk, and
flexibility for fully dispatchable plant operations._

3.1 For proposals dependent on Natural Gas supply to be acquired and managed by the
Respondent, please:

¢ lIdentify the maximum hourly and daily gas requirements of the plant at its rated capacity.
« ldentify the location of the proposed pipeline interconnect and/or lateral.

» Provide a description of the pipeline interconnect, lateral facilities (size, length, etc.) and
compression facilities.

+ Provide an estimate of costs of the pipeline interconnect, lateral facilities, and compression
facilities.

* ldentify whether or not such costs are included in the bid price.

Puget Sound Energy, Inc. All Source RFP — Exhibit 4, Page 4 November 1, 2005
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Exhibit IV, All Generation Source RFP - Proposal Requirements

» Describe the supply plan (source, terms, pipeline route, etc.).

 Identify all pipeline capacity contracts that support the provision of firm transportation to the
plant.

» Identify all gas supply contracts that support the provision of firm gas to the plant.
* Identify the type and quantity of back-up fuel on site, if relevant.

3.2 For proposals dependent on Natural Gas supply to be acquired and managed by
PSE, please:

¢ ldentify the maximum hourly and daily gas requirements of the plant at its rated capacity.
« Identify the minimum and maximum gas pressure requirements at the plant inlet.

-~ -|dentify the-location-of the proposed pipeline-interconnect andforlateral——— - .

» Provide a description of the interconnect and/or lateral facilities (size, length, etc.).

e ldentify the minimum and maximum gas pressure commitments provided by the
interconnecting pipeline at the interconnect facilities.

* Provide an estimate of capital costs and annual operating costs of the pipeline interconnect
and/or lateral facilities.

¢ ldentify whether or not the costs of the pipeline interconnect and/or lateral facilities are
included in the bid price.

* ldentify whether compression will be required given the pipeline pressure commitments.
* Provide an estimate of compression capital and operating costs.

+ ldentify whether or not the costs of the compression are included in the bid price.

* Identify and describe all pipeline capacity contracts included in the bid price.

* ldentify and describe all gas supply contracts included in the bid price.

¢ lIdentify and describe any pipeline capacity contracts that are available through the
respondent (but not included in the bid price) and the pricing available for such contracts.

* Identify and describe any gas supply contracts that are available through the respondent (but
not included in the bid price) and the pricing available for such contracts.

¢ ldentify and describe any gas supply pricing options available through the respondent or
known by the respondent to be available through another party that, if exercised, would have
the effect of reducing the volatility of the pricing of the gas supply.

* Identify the type and quantity of back-up fuel on site, if relevant.

3.3 For proposals that use Wind:

= Provide the location of all anemometers used for wind resource assessment and the
locations of all turbines or proposed turbines on a site topographic map.

* Provide a table illustrating the measurements made at each on-site anemometer. Inciude the
parameters measured at each height, the date each mast was commissioned, the date each
mast was decommissioned, the data recovery rate from each instrument, and the period of
record used for the wind resource assessment.

¢ Describe the method of estimating the long-term energy resource characteristics of the site.
If an off-site, long-term record or other technique, such as a long-term numerical modeling
study, is used for the adjustment, provide details of the correlation or other study method and
indicate the amount that such method raised or lowered an energy estimate based on on-site
data alone.

 Provide a summary report of the energy estimate for the site, whether by independent
meteorological consultant or in-house analysis. If in-house resources are used, provide a
summary of qualifications of the organization and résumé of the analysts for performing such
work.

Puget Sound Energy, Inc. All Source RFP — Exhibit 4, Page 5 November 1, 2005
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» Provide a table which quantifies the adjustment factors used to adjust a gross energy
estimate to the net energy estimate. Include estimates for the following:

> adjustment of on-site data to reflect a projected long-term resource
topographic adjustments
array (wake) losses

electrical losses between the turbines and the point of project revenue metering, and
specify clearly the point of metering (e.g., on the low side of the project transformer, or
the point of interconnection with the transmission provider)

availability
icing and blade degradation
_.high.wind hysteresis .. .~~~ e : e
substation and infrastructure maintenance
utility system downtime
power curve adjustment
wind sector management

YV VvV Vv

YV VVVYV

e Wind turbine supply:
» Indicate the preferred wind turbine vendor or vendors.
> Describe the status of the turbine vendor review of the site plan.
> Indicate the status of negotiations with the turbine vendor(s), including the date of the

most recent pricing proposal and the date through which the vendor's proposal remains
valid.

> Describe the operations, maintenance, and warranty plans, and estimated costs.

 Provide the indicative site annual mean wind speed at hub height.

» Provide the projected average net output in MWh in an Excel a 12x24 matrix; that is, for each
hour of each month, indicate the number of MWh expected to be generated in a typical hour.
(See Exhibit V for suggested format.)

» Provide in Excel a representative year of energy production for each of 8760 hours of the
MWh expected to be produced in each hour. The 8760 hours should be representative of the
expected long-term behavior and therefore be consistent with the 12x24 matrix.

¢ Inatable, a graph, and in Excel, provide a typical annual hub-height wind speed distribution
in 0.5 m/s intervals. Such distribution should be consistent with the energy data supplied
pursuant to the above requests.

3.4 For proposals that use Solid Fuel:

* Provide the following fuel specifications: fuel type, heat content, moisture content, sulfur
content, ash content, ash fusion temperature and a description of any pre-use processing or
conditioning required to make the fuel usable.

* Describe the type(s) and source(s) of the fuel. Is fuel source dependent on other contracts or
purchasers?

» Describe the fuel procurement plan in terms of the percentage of total fuel that will be
procured from the spot market versus total fuel that will be procured under a contract term of
5 years or longer.

* Describe the fuel transportation/supply plan, including all railroad(s), truck routes, quantities,
and frequencies. Explain any highway or rail improvements that may be necessary to
accommodate proposed transportation plan, such as paving, bridges, new rail spurs, efc., as
well as plans for accomplishing such improvements.

« Identify all rail carriers and describe the status of any transport negotiations or agreements,
including any known or anticipated freight rates.

Puget Sound Energy, Inc. All Source RFP — Exhibit 4, Page 6 November 1, 2005
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Describe any governmental approvals or permits required to complete fuel supply and
transport.

3.5 For proposals that use Hydro:

Provide the water exceedence curve.

Provide a general description of the project and the project area. Include environmental
factors such as the known or expected presence of protected, endangered or economically
important fish and wildlife.

Include a statement as to the availability of water rights for the project and the nature of any
potentially conflicting uses.

Include the number, type and characteristics of proposed or existing turbines including

“efficiency curves; minirmurm, mostefficient and MAXIMGT generation outputs and the

corresponding turbine discharges.

Provide an estimate of the average generation expected to be produced for at least a thirty-
to fifty-year time period, including a spreadsheet showing the total expected generation by
month, for each year of the time period used.

Include a hydrological record, observed or synthesized, showing the total daily average flows
available each day for the period of record cited above and including flow duration curves for
daily flows by month, for the period of record used.

Describe any known or likely flow constraints (such as minimum instream flows for fish,
wildlife, aesthetics or other purposes) that would affect overall water availability or constrain
facility operations (such as minimum turbine releases or ramping rates).

For those projects where a synthesized hydrological record has been used . please provide a
description of the methodology used to create and calibrate the record. For those projects
where observed flow records are used, please provide the source of the information and a
brief description of how the record was collected.

For those projects employing a reservoir, please provide a physical description of the
reservoir and its expected operation. Indicate any known or anticipated constraints on its
water surface elevations and operation.

4 Emissions

Include estimates of emissions (air, liquid and solid wastes) in pounds per hour per pollutant
and/or waste product at 100% load and tons per year per pollutant and/or waste product at a
specified capacity factor as selected by the respondent. Any limits on emissions must be stated.

For each unit boiler or combustor (combustion turbine or reciprocating engine):

Describe raw materials used in process.

> Describe primary and secondary fuel type and consumption (mass flow rate/hr/day/year).
Specify natural gas, propane, waste gas (landfill gas, sewage digester gas, process gas),
gasoline, coal, coke, biomass, waste-derived fuel, syngas, kerosene (#1 fuel oil), diesel
(#2 fuel oil), or residual fuel (#6 fuel oil).

> Estimate how many million cubic feet of gaseous fuel or thousands of gallons of liquid
fuel will be burned annually. Alternatively, specify how many billion Btu/yr.

> Specify upper heating value or heat content of any gas or syngas burned (Btu/Million ft3).
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>

Include chemical composition of any waste gas or process gas burned (%, ppmv).
Specify the principle components in percent, and the trace constituents (H,S, ammonia,
hydrogen chloride, vinyl chloride, etc.) in parts per million by volume.

¢ Describe unit technologies and specific manufacturer-provided data including:

>

>
>

>

List rated heat input (MMBtu/hr). The heat input is equal to the maximum fuel firing rate
times the upper heating value of the fuel.
Specify heat rate (Btu/kWh) and include the output (MW) at base and peak loads.

List stack exhaust flow rate (scf/min), exhaust temperature (F), exhaust stack height and
diameter.

List make and model of unit. Specify the date when the boiler or combustor turbine or

. reciprocating engine was built by the manufacturer.

»

Describe the type of internal combustion engine. For turbines, specify the operating
cycle (simple, regenerative, cogeneration, or combined) and the type of combustor
(annufar, can-annular or silo). For reciprocating engines, specify the ignition system
(compression or spark ignition), the air scavenging cycle (2-stroke or 4-stroke), the fuel
delivery system (injection or carburetor), the air-to-fuel ratio (rich-burn or lean-burn), the
total cubic inch displacement and the number of cylinders. For steam cycles, specify
combustor type, operating temperature and pressure, steam flow rate, and any pre- or
post-combustion emission control devices.

Describe preventive maintenance including, but not limited to, the periodic maintenance
recommended by the manufacturer and its frequency.

Describe emission rates under different fuels and different run rates as appropriate.
Estimate the emissions of each pollutant and include your calculations. Include all
criteria pollutants (NOx, SO,, CO, PM, VOC, CO,) and any toxic air pollutants. Provide
projected Ibs/hr and ppm; potential to emit at 8760 hours per year in tons per year.
Emissions should be based on the manufacturer's warranties or measurements. For
other pollutants, use emission factors from http:/iwww.epa.gov/ttn/chief/ap42/index.html.

e Include Fiow Diagram of Unit:

»

»
>

>
>

Flow diagram may be schematic. All equipment should be shown with existing
equipment so indicated.

Show flow diagram of process starting with all raw materials used.

If more than one process is involved to generate energy, show each process and where
they merge.

Indicate all points in process where gaseous liquid or particulate pollutants are emitted.
Show pick up and discharge points for handling or conveying equipment.

e Describe emission controls, including:

>

For all submittals, include type, manufacturer, technology methods, degree of
redundancy or spares, pollutant removal rates or efficiencies include pre- and post-
emissions in ppm and Ib/hr, emission rate guarantees by manufacturer, expected
maintenance schedule and costs (including consumables).

For combustion turbines, specify if using water or steam injection, dry controls such as 2-
stage leanflean or 2-stage rich/lean (DLN, DLE, SoL.oNOx) combustors, or add on
controls such as selective catalytic reduction or other catalytic reduction systems
{(SCONOx, XONON).

For reciprocating engines, specify if using exhaust gas recirculation, ignition timing retard,
pre-ignition combustion chambers, air-to-fuel ratio adjustments, engine derating,
nonselective catalytic reduction (3-way catalyst), or selective catalytic reduction.
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5 Interconnection and Transmission

5.1 Planned Interconnection

Proposals should include a clear statement of the proposed Interconnection Point, the name of
the transmission provider, whether or not the proposal contemplates delivery to PSE, and the
proposed entity to manage control area responsibilities. For purposes of this RFP, the term
“Interconnection Point” shall refer to the point at which the project is connected to the high voltage
transmission system. Proposals should also include all details of planned electrical
interconnections including, but not limited to:

» Interconnection requests along with the date of the requests

+ Feasibility studies

e System impact studies

+ Facility studies

* Required upgrades

* Interconnection and related agreement(s)
¢ List of affected systems

+ Potential alternatives to interconnection arrangements, if any

* Information to identify persons at the interconnecting utility who may be contacted by the
review team

e One-line diagram of the interconnection

Based on the identified interconnection point to the Northwest transmission system, discuss all .

related construction plans, status and schedule for any required interconnection facilities, network

upgrades, affected system upgrades and distribution upgrades including:

* New lines and facilities

+ Line and facilities upgrades

* Switchyards and substation work required to complete the interconnection

¢ Metering and communications, both by the developer and the interconnecting utility

+ Easements, rights of way, or property controlled for any new transmission facility or otherwise
to interconnect the project

Include the status of control over required rights-of-way for any new interconnection facility/
transmission upgrade required. Include information on ownership and maintenance
responsibility, and the availability of long-lead electrical equipment, such as transformers, that will
be required to support the project. Metering information should include a detailed description of
how the metering of the actual output of the project shall be determined and how the metering
configuration was included in the determination of project output.

5.2 Planned Transmission Services

Please provide status of transmission service and ancillary services secured and/or requested by
respondent including, but not limited to:

e System impact studies

+ Facility studies

¢ Expected availability of the transmission

* Detailed cost estimates of transmission services with supporting detail

» Loss factor from each transmission provider
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» Auvailability of credits against transmission costs from the transmission provider for the capital
costs of upgrades

* Information to identify representatives of the transmission provider who may be contacted by
the review team concerning transmission arrangements

e Alsoinclude copies of any completed studies performed by and agreements signed with the
applicable transmission providers. Provide all other information/correspondence obtained
from those transmission providers as a result of interconnection and transmission requests
and discussions that have been held to date. In the absence of formal studies, any
information available concerning transmission/interconnection availability, costs and reliability
should be provided with as much supporting documentation as possible. In any event, all
available information should be provided regarding whether and to what extent firm
transmission will be available, whether and to what extent the necessary transmission is

subject to constraint, and the projected cost of relieving any transmission constraints.

» For remote and long lead-time resources such as wind or coal, which may require a long-
term transmission solution, creative options may be proposed and will be considered. The
developer may provide its own capital and transmission solution, or may work with PSE to
determine how best to develop the needed transmission. Options could include participant
funding to build transmission or the issuance of a separate RFP for transmission.

5.3 Delivery Points

PSE's acceptance of the delivery of project energy and capacity at the respondent-proposed
Interconnection Point or at PSE'’s system will depend in part on the project meeting all of the
required interconnection standards. PSE prefers delivery to its system, particutarly at points on
its system at which the deliveries may be effected and used to serve load with no or limited
transmission congestion, with the respondent assuming responsibility for firm transmission on
third-party transmission systems to effect delivery.

Constrained Less Constrained

Custer Substation 230 kV Maple Valley Substation 230 kv*
Bellingham Substation 115 kV Christopher Tap 230 kV*

Sedro Woolley Tap 230 kV Covington Substation 230 kV*
Beverly Park Substation 115 kV White River Substation 230 kV
Monroe Substation 230 kv C.W. Paul Substation 500 kV
Northwest Market Hub (Mid-Columbia) Olympia Substation 230 kv*

Kitsap Substation 115 kv*
Fairmont Substation 115 kV

* Most favorable delivery points

In its evaluation of proposals that exclude delivery to PSE’s system, PSE will include an
assessment of the likelihood of acquiring adequate transmission rights and a quantification of the
costs to deliver project output to PSE.

6 Price

6.1 Generally

s Price proposals must specify fixed and variable payments, escalation rates to be applied if
any, and all other pricing information necessary for PSE to fully evaluate the proposal.

* PSE's overall weighted average cost of capital of 8.4% will be used in the quantitative
evaluation of resource offers.
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Respondents should be aware that the prototype power purchase agreement, the prototype
exchange agreement and the term-sheet for PSE’s purchase of an interest in a project
(Exhibits IX, X and Xl, respectively), as applicable, will be the basis for any potential
Definitive Agreement with PSE.

As an option, respondents are requested to provide a proposal which requires respondent to
fully assume the present and future costs of environmental mitigation required under existing
or future local, state, or federal law. If provided, such proposal should specify the
environmental risks that the respondent is assuming and the cost for assuming each one.
Failure to provide such an alternative will not disqualify the respondent; however, if the
respondent elects not to provide a proposal for assuming such risks, PSE requests that an
explanation as to the reason be provided. Also, any such environmental risk provisions
should be optional, to be included at PSE’s election.

6.2 Power Purchase Agreements

For Power Purchase Agreements, respondents should provide the following information at a
minimum, as applicable.

A stable price per kWh for energy and any environmental attributes produced.

Fixed annual or monthly payments associated with operation, maintenance and ownership
costs

Fixed plus variable cost payments
A combination of the above or other suitable alternatives that may be proposed

Al other things being equal, PSE prefers a pricing structure that closely mirrors the actual
cost structure of the project. In this way, the developer’s and PSE’s interests with respect to
scheduling and dispatch would be aligned.

In addition to the project pricing, please provide a schedule of termination amounts, based on
the year in which termination occurs for each contract year of such Power Purchase
Agreement based on the assumption that upon a notice of termination provided by PSE and
PSE's exercise of such election, Seller shall immediately transfer to PSE (i) all of Seller's
rights, title and interests in and to the Project (including all project equipment), the Permits, all
rights of Seller to real property included in or benefiting the Site and (ii) all of Seller's rights,
title and interests in, to and under any agreements related to the Project to which Seller is a

party.

Respondents should be aware that the quantitative cost screening of proposals received in
response to the RFP will include costs associated with delivering the energy to PSE's system as
well as the costs associated with financial and accounting regulations. An imputed debt
component will be calculated for all PPAs pursuant to the methodology of the Standard and
Poor's rating agency, as described below:

Calculating Imputed Debt for PPAs

The debt rating agencies consider long-term take-or-pay and take-and-pay contracts debt-like
in nature and have historically capitalized these obligations on a sliding scale known as a
“risk spectrum.” Hence there is a cost associated with issuing equity to rebalance the
Company’s debt/equity ratio in response to imputed debt if PSE is to maintain a current credit
rating. Imputed debt in the Least Cost Plan and in the evaluation of responses to the RFP is
calculated using a similar methodology to that applied by the Standard and Poor's ("S&P")
rating agency. The calculation begins with the determination of the fixed obligations that are
equal to the actual demand payments, if so defined in the contract, or 50% of the expected
total contract payments. This yearly fixed obligation is then multiplied by a risk factor. PSE's
current contracts have a factor of 30% along the S&P “risk spectrum.” imputed debt is the
sum of the present value (using a 10% discount rate and a mid-year cash flow convention) of
this risk-adjusted fixed obligation. The cost of imputed debt is the equity return on the amount

Puget Sound Energy, Inc. All Source RFP — Exhibit 4, Page 11 November 1, 2005



Exhibit No. _ (RG-3HC)
Page 51 of 231

Exhibit IV, All Generation Source RFP — Proposal Requirements

of equity that would be required to offset the level of imputed debt to maintain the Company's
capital and interest coverage ratios.

Sensitivity of Imputed Debt Cost

The cost impact of imputed debt on power purchase agreements varies with the term of the
contract, the proportion of the PPA associated with demand payment, and with the escalation
of the PPA rate or demand payments. Assuming a flat, un-escalated PPA rate and PSE's
allowed cost of capital, the imputed debt cost will increase the levelized cost of the PPA by
approximately 3.3% on a 3-year PPA, 4.8% on a 5-year PPA, 7.9% on a 1 O-year PPA and
12.5% on a 20-year PPA.

6.3 PSE Ownership

*

~ For PSE ownership arrangements, respondents should address the following, as applicable:

Purchase by PSE of the development rights at the completion of the development stage with
design, procurement and construction being the responsibility of PSE with the possibility of a
limited continuing role for the respondent

Outright purchase and operation of the project by PSE at the date of commercial operation
(respondent to provide training to PSE operating personnel)

Joint development and ownership by PSE and the respondent

Purchase of the project by PSE with respondent having principle responsibility for continued
development and operation

Purchase of the project by PSE at commercial operation with operation by the respondent for
a specified time period during which time respondent would provide training to PSE operating
personnel

A combination of the above or other alternatives that may be proposed by the respondent

As an option, respondents are requested to provide a proposal which requires respondent to
fully assume the present and future costs of environmental mitigation required under existing
or future local, state, or federal law. If provided, such proposal should specify the
environmental risks that the respondent is assuming and the cost for assuming each one.
Failure to provide such an alternative will not disqualify the respondent; however, if the
respondent elects not to provide a proposal for assuming such risks, PSE requests that an
explanation as to the reason be provided. Also, any such environmental risk provisions
should be optional, to be included at PSE’s election.

7 Legal and Financial

At a minimum, the proposal should contain the following information:

A description of the structure and status of the project financing, the significant conditions on
which the financing depends and the milestones that need to be achieved to secure both
construction and term financing (as required) to support the project schedule

Identification and contact information for all legal advisors, financial advisors and capital
providers (debt and equity) for the project to the extent now known or anticipated

A description of the project structure and capitalization during the development, construction
and commercial operation phases. Describe all anticipated credit support arrangements and
appropriate parental, subsidiary and venture relationships pertinent to the proposal.

A description of any dependence of respondent on another entity, e.g., a fuel supplier or a
steam host

A deal diagram that shows all contractual parties, listed by their legal names, and their
relationship with the project
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e Commitment letters or letters of undertaking from corporations, investment bankers and/or
commercial bankers indicating that the project has or is able to obtain the construction and
permanent financing it will require. Describe any caveats and conditions to financing
commitments that such parties may require.

¢ The qualifications of such parties to provide, arrange or assist in obtaining necessary
financing and credit support arrangements

* Audited financial statements, if available, or if unavailable, unaudited financial statements for
the most recent 12-month period for all entities, including affiliates involved in the proposed
transaction and all entities that may provide credit support, credit enhancement, surety
bonds, guarantees, or other security. This information is intended to provide an indication of
the ability and willingness of the respondent to negotiate in good faith (and to cause its
lenders and equity partners to do the same). The types of financial and control requirements

PSE may require are listed in the Evaluation Criteria in Exhibit II.

¢ Clear identification of the respondent’s investment advisor. The use of the term “financial
advisor” or “investment advisor” in this RFP refers to third-party advisors, such as investment
bankers or others assisting the project developer in the placement of debt and/or equity
financing. If a proposal is selected by PSE for further discussion and possible negotiation
towards a Letter of Intent and potentially a Definitive Agreement, PSE will require that the
investment advisor be available to meet and discuss with PSE all aspects of project
financing.

* A summary of the major project capital and operating expenses and documentation to
support the reasonableness of the projections referred to below, including an itemized budget
with a breakdown of projected capital costs, and operating and maintenance costs and a
breakdown of all costs associated with site acquisition and improvement, permitting, project
construction, testing and commissioning, compliance with environmental and other applicable
federal, state, or local regulations, security, and routine operation and maintenance activities.

* Pro forma financial projections showing the project cash flow, income statement, and balance
sheet, sources and uses of funds, construction draw schedule, and including all financing
assumptions. At a minimum the pro forma should include the following:

> Annual energy production and assumed revenue

»  Annual operating expenses including turbine and balance-of-plant operations and
maintenance costs, G&A expenses, asset management fees, land leases, property taxes,
insurance and other expenses

Transmission and ancillary services costs (if any)
Debt service requirements

Debt coverage ratios (highest year, lowest year, average)
Depreciation (tax and book)

Income taxes and tax credits

Other taxes

Working capital requirements

Net income

Book rate of return to average equity

After tax unlevered internal rate of return to capifal
After tax levered internal rate of return to capital

VYV YV VVYVYVYYVY VYV YV

The pro forma must be provided in an electronic Excel spreadsheet file with formulas intact
(generally in the form set forth in Exhibit VI of the RFP document).
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8 Accounting Regulations

Power Purchase Agreements

To evaluate the accounting effects of FIN 46R, SFAS 133/149 and EITF 01.08 on a PPA, PSE
may require additional information from the respondent. A description of each of the accounting
regulations and the required information is contained below.

8.1  Financial Interpretation No. 46R, Consolidation of Variable Interest Entities

FIN 46R provides guidance on the identification of, and consolidated financial reporting for,
variable interest entities. Entities proposing power purchase agreements (PPAs) or power

S bﬂdgmgagmﬁmmmEBAslmaLbﬂadaMMMﬂnmﬁs,loumgammmwmqu ,,,,,,

under the consolidation requirements of FIN 46R, depending upon the power purchase term and
the organizational structure of the responding entity. Pursuant to requirements regarding such
consolidated financial reporting, respondents must provide their detailed financial information for
determination of applicability of FIN 46R. PSE will make a preliminary assessment as to whether
or not the respondent's entity would need to be consolidated and the impact of consolidation on
PSE'’s financial statements using the required information listed below.

FIN 46R - Required Information to be Submitted with Offer
e Curmrent ownership structure (by respondent entity along with respondent's ultimate parent)

 List of all generation resources owned by respondent entity, including location and ownership
structure of each generation resource

* Megawatt capacity of each generation resource owned by respondent entity and proportion of
ownership

» Megawatt capacity of the generation resources that would be sold to PSE

* Remaining design life of generation resource being proposed to PSE

* Information on all ownership and capitalization changes from respondent entity from inception
to date

» Ifrespondent entity is a Partnership, LLP or LLC , information regarding activities of the

respondent entity which resulted in any of the following from inception to date:

» Changes in entity's governing documents or contractual arrangement which result in
change in partner investment at risk

> Return of equity investment or some part thereof to the equity investors, and other
interests becoming exposed to expected loss of the respondent entity

> Respondent entity undertaking additional business activities or acquiring additional
assets

* 2004 annual and quarterly financial statements and notes of respondent entity
¢ 2005 quarterly financial statements and notes of respondent entity

 List of derivatives instruments and treatment on the current financial statements and
description of any intended derivative instruments as a result of the RFP by respondent entity

Additional Compliance Information Required at Time of Contractual Agreement and Quarterly
Thereafter until Termination:

¢ Descriptions of the following obligations for the latest quarter (probably October 31, 2005):
» On-balance sheet obligations
» Gas purchase obligations
> Lease obligations and commitments
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» Off-balance sheet commitments
»  Contingent obligations

* Al material contracts (or summaries, if the original contracts are not immediately available) in
place since inception including side agreements, if any, but not limited to:

> Equity-related agreements

> Debt and other borrowing documents

> Material asset or stock acquisitions or dispositions
* Documents under which guarantees or indemnities have been provided:
Material supplier and customer contracts
Related party contracts

Documents Telated 16 material hedging activities
Contingent obligations and financial commitments
Leasing arrangements and off-balance sheet obligations
Management and outsourcing contracts

YVVVVVYVYYV

8.2  Financial Accounting Standards Board (FASB) Emerging Issues Task Force 01-08

EITF 01-08 found that arrangements or contracts that traditionally have not been viewed as
leases may contain features that would require them to be accounted for as leases under
Statement of Financial Accounting Standard No. 13 (SFAS 13), "Accounting for Leases.” Power
supply agreements in which (a) PSE has the right to control the use of the underlying property,
plant or equipment may be considered to constitute a lease for accounting purposes and will
require lease accounting. Such right to control is to be assessed with respect to, among other
things, the amount of power PSE may purchase from the generating facility, PSE's right to
operate or direct the operation of the underlying property, plant or equipment, PSE's right to
control access to the underlying property, plant or equipment, and the relevant contract pricing
structure. Each PPA and PBA offered in response to the RFP will be evaluated to determine the
impact of EITF 01-08 and SFAS 13 reporting. A listing of information required from each
respondent for purposes of such evaluation is contained below.

EITF 01-08 Required Information to be Submitted with Offer

» Does PSE have the right to operate the underlying property, plant and equipment (PP&E) or
direct others to operate the PP&E while obtaining or controlling more than a minor amount of
the output or other utility of the PP&E?

» Does PSE have the right to control physical access to the PP&E while obtaining or controlling
more than a minor amount of the output or other utility of the PP&E?

» Proportion of generation output to PSE and proportion to others during the term of the
arrangement.

»  Clarify offer terms to specify whether the price paid by PSE for the output is fixed or equal to
current market price per unit of output at the time of delivery.

8.3 Financial Accounting Standards Board (FASB) Statement 133 (SFAS 133)

Established accounting and reporting standards for derivative contracts and hedging activities,
SFAS 133 defines derivative financial instruments very broadly and requires all derivative
instruments not exempted from the statement to be recorded at “fair value” as either assets or
liabilities in the company’s financial statements. Each PPA offered in response to the RFP will be
evaluated to determine the impact of SFAS 133 reporting based on the proposed contract.
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8.4 Financial Accounting Standards Board (FASB) Statement 149 (SFAS No. 149)

Amends SFAS 133 to require an energy marketing company to have the capacity to back a
forward sales contract for normal purchase normal sale (NPNS) treatment and evidence must be
obtained that demonstrates that the seller has the available capacity either through direct
ownership of a generating plant or by contract. For example, if the seller is a power broker that
does not have access to a pool, the buyer would have to obtain evidence supporting a conclusion
that the seller has access to capacity at or near the delivery point (e.g., a long-term power
purchase contract or tolling agreement) to back the contract. Similarly, such evidence would
have to be obtained if the seller or a sister company is a known owner of generation but the
delivery point in the contract is a location that cannot be served from their owned capacity. Each
PPA offered in response to the RFP will be evaluated to determine the impact of SFAS 149
reporting based on the proposed contract.

PSE recommends that the respondents consult with their accounting professionals with respect to
the above accounting guidelines. (Web address to the .pdf document of FIN 46R:
http://www.fasb.org/pdf/fin%2046R.pdf and to FAS 133 and 149: hitp://www.fasb.org.)

9 Environmental

9.1 Inspections, Orders and Suits

¢ Provide copies of any stateffederal environmental inspection reports or audits from the last 3
years.

* Provide a list of all Notices of Violations, environmental fines or penalties paid by the
company during the past 3 years.

* Provide a summary of any active enforcement orders, audits, notices of violations, consent
decrees or other enforcement actions relating to environmental regulations, site cleanup or
liability.

9.2 Air

¢ Provide copies of active air permits or permit applications (Title V, Acid Rain, etc.).

 Provide emissions data for the fast 3 years. Include emission rates under different fuels and
different run rates as appropriate.

*» Indicate consent decrees/orders/agreements still in effect. Provide copies of these orders and
related correspondence.

» List any reportable and non-reportable air incidents that have occurred in the last 2 years?

¢ Has the facility been audited for compliance with NSR and/or PSD compliance? If so, please
provide a copy of any relevant written audit results or electronic or written correspondence
between the facility and the auditing agency.

» Does the facility meet required operation and maintenance requirements for installed
continuous emission monitoring system (CEMS), and is it following a compliance assurance
monitoring plan?

» Has the facility undertaken an analysis of the impact of the Clean Air Mercury Rule on its
operations? If so, please provide a copy of this analysis.

* What are the facility's plans for implementation or adherence to the regional haze rule?

* Whatkind of operational changes are planned or contemplated at the facility that may
increase production or emissions?

* Does the facility have a greenhouse gas or renewable energy program? If so, describe.
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9.3 Solid Waste

» Provide a description of the solid wastes produced by the project and the disposal plan for
these wastes. Include a copy of the permits for solid waste disposal. The plan should
include estimated costs of the disposal, including transportation and tipping fees.

9.4 Wastewater and Stormwater
» Indicate the type of wastewater treatment system used by the facility.

 Provide a description of the wastewater disposal plan and include a copy of the permits for
wastewater disposal, including any applicable Clean Water Act permits (NPDES or POTW)
and/or underground injection permits, Publicly Owned Treatment Works (POTW) permits or
authorizations, discharge to groundwater permits, underground injection permits or land

application authorization. The plan should include estimated costs of the wastewater
disposal.

» Provide a copy of any stormwater permit and application.

9.5 Emergency Planning (CERCLA/EPCRA)
» Provide the most recent Form R report (TRI report).
+ Provide a copy of the most recent Tier I/ll hazardous chemical inventory.

+ Provide a copy of the facility's Risk Management Plan and indicate any changes to facility
processes or operations that have changed conditions described in the RMP.

9.6  Spills and Spill Prevention Control and Countermeasures (SPCC)

» Provide a copy of the facility's SPCC plan and any other oil spill plans required under state or
federal regulations.

» Provide a list of reportable spills at the facility or associated facilities in the past 5 years.
Indicate the status of any cleanup actions associated with those spills.

* Indicate the types of dikes and dike liners used for tank farm secondary containment areas.

9.7 Environmental Siting, Land-Use and Construction

» Provide a copy of any final or draft environmental impact study, environmental assessment or
environmental checklist related to the project.

» Provide a copy of any local (county or city) land-use permit (such as a conditional use permit
or development agreement) and application.

* Provide a copy of any EFSEC site certification and application.

+ Provide a copy of any federal permit and application related to project siting or construction
(such as a Special Use permit or a Clean Water Act permit) and application.

» Provide copies of all wildlife and other environmental studies, assessments or reports related
to the site or project.

» Provide copies of any other permits or other governmental approvals and applications or
requests related to project siting or construction.

10 Experience and Qualifications of the Project Team

The proposal should contain the following minimum information indicating the qualifications of the
proposed project team to implement and execute a proposal in response to this RFP:

» The organizations (including organization charts) and key personnel responsible for
implementing the project including identification of the project manager, his/her tenure, and
scope of responsibility
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¢ Alegal entity organization chart

« Existing projects owned, developed and/or operated by the respondent
 The personnel or organizations responsibie for the following areas:

Project energy resource assessment and projections

Project financing

Project design, engineering, procurement and construction specifications
Interconnection and substation design

Project environmental assessments

Environmental management including a management organizational chart for the facility’s
environmental functions and the name of the environmental manager for the facility. If

VV V V VY Vv

project uses consultants 1o supplement environmental staffing, pleéase specily their
responsibilities.

Project land use and zoning approval

Permits and related approvals

Regulatory compliance

Project construction and commissioning

Risk management and insurance

Project asset management and operations

» Project maintenance

VVY VY VYV

* A brief description of the relevant experience of key personnel and organizations for their
responsibility area listed above

» Contacts and references (name, title, address, telephone, e-mail and fax numbers), who
are knowledgeable about the previous project experience of the key project participants

1 Development Status and Schedule

The proposal should provide the following information concerning the status of project
development activity:

11.1 Schedule

Provide, in a format such as a Gantt chart, the most accurate schedule estimates available on the
various project activities covering the period from the initiation of development activities through
the project’s proposed commercial operation date. Include a schedule item for each significant
activity including:

¢  Project development

¢ Permitting

¢ Interconnection

» Engineering

* Construction

* Startup

* Testing

e Commissioning

Provide any additional timelines applicable to the project that will demonstrate its status and
plans.
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Indicate what actions have been taken to ensure the schedule is met {such as placing orders for
equipment with long lead times) and potential opportunities to improve the schedule.

11.2 Site Control

Provide documentation of site control, including access road and transmission corridor
easements needed to construct, interconnect and operate the facility. Provide evidence of water
rights, as applicable. Examples of such documentation include copies of letters of intent, property
title, purchase option or purchase agreements, lease or lease option agreements with landowners
and other documents that demonstrate control over the intended project site and properties, and
the legal rights to execute the project as described.

11.3 Environmental Siting (for projects under development)

Discuss known environmental issues relative to the development and operation of the project,
including impacts to air, water, flora and fauna, energy and natural resources, environmental
health, shoreline use, housing, aesthetics, recreation, historic and cultural preservation,
transportation, public service and utilities. Describe measures that will be taken to mitigate all
impacts of the project.

Provide copies of all wildlife or other environmental studies and assessments that have been
performed related to the site and the project {including, but not limited to, wildlife monitoring
reports, biological assessments, environmental assessments, environmental impact statements,
environmental media sampling reports (air, soil or groundwater)). Describe methodologies for
such studies and identify the person(s) or firm(s) who conducted and completed the work. If such
studies are planned or in progress, describe the scope and schedule for completion, identify the
person(s) or firm(s) performing the studies, and identify the methodologies to be employed.
Describe measures that will be taken, or that have been taken, to mitigate all impacts of the
project.

Discuss plans to engage community and environmental stakeholders to support the proposed
project, or for existing projects. Discuss ongoing community relations and environmental
stakeholders relations.

Identify and provide copies of all project permits and any other governmental approvals or
authorizations required to build and operate the project, and all permit or other governmental
approval applications and requests. Discuss the current status of applications and proceedings,
the schedule and the approach to be used to obtain necessary permits and approvais. For
existing projects, also discuss any permits that will be up for renewal in the next five years.
Outline the process planned to involve local residents and other affected parties in the
planning/permit process or the permit renewal process.

11.4 Permits

Identify and provide copies of all project permits and applications with special emphasis on the
key discretionary permits (such as a conditional use permit, site certificate and major air,
wastewater and/or waste permits) required to build and operate the project. Discuss the current
status of applications and proceedings, the schedule for obtaining or renewing key permits and
approvals, and the approach to be used.

Outline the process planned to involve local residents and other affected parties in the
planning/permit process.

If the project is located in an area that is ceded land, may have been historically used by a Native
American tribe, or if the project may impact tribal interests, describe any contacts that have been
made with the tribe (include names and phone numbers) or plans to consult the tribe regarding
the project.
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11.5 Construction

Describe arrangements and commitments (contracts, letters of intent, memoranda of
understanding) that have been made, if any, for the construction of the project.

Describe the contractual structure (including any existing agreements or forms of agreement)
proposed for project design, procurement, and construction; e.g., turnkey, EPC, multiple lump-
sum purchase, etc. For any approach other than turnkey, provide information on the organization
and responsible individual for project management during this phase. If construction is
completed, identify all open warranty issues.

11.6 Testing
Summarize the testing planned to be conducted prior to acceptance of equipment from the

manufacturer and completion of the project, and the testing to be conducted prior to commercial
operation of the project. Possible tests should include, without limitation, power performance,
SCADA acceptance, distribution system acceptance, emission and others that demonstrate
performance of the project and associated facilities in accordance with applicable laws,
regulations, permits and any applicable power purchase agreements.

11.7 Operation and Maintenance

The proposal should clearly describe the operations and maintenance plan for the project
including the identity of the entities or persons responsible for key activities; a listing of initial
spares and their value; the procedures to assure the availability of spares and other operations,
maintenance and logistics issues, including whether a long-term service agreement is
contemplated and, if so, the principal commercial terms associated with such an agreement.
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Project Capital Cost

Capital Costs $000
Land
Development Costs
Salaries

Travel Expenses
Preliminary Engineering
Permitting

Public.Affairs

Puget Sound Energy, Inc.

Legal
Market Assessment
Development Fees
Other
Overhead
Site Preparation
Facility Costs
Major equipment
Balance of plant equipment
Substations
Computer equipment
Transmission Interconnection
Cables
Building and structures
Other
Start-up Testing
Credit for sales of start-up test power
Construction G&A
O&M Mobilization
Initial Spare Parts
Title Insurance
Property Taxes during construction
Insurance during construction
Initial Debt Service Reserve Fund
Initial Working Capital
Contingency
Total Capital Costs

Financing Costs

Construction Loan Closing Costs/Fees
Non-Recourse Loan Interest
Equity Bridge Loan Interest
Lenders Closing Costs
Construction Loan Commitment Fees
Working Capital Facility Commitment Fee Construction
Debt Service Reserve Commitment Fee
Term Loan Fees
Total Financing Costs

Total Project Costs

All Source RFP -- Exhibit 6, Page 2

November 1, 2005
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Capital Structure

Construction Financing ($ in thousands): % of Total $ 000 Rate Term
Senior Debt - - - -
Equity - - - -

Total Project Cost - -

Permanent Financing ($ in thousands):
Senior Debt - - - -

Equity - -

‘Fotal-Project Cost
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MUTUAL CONFIDENTIALITY AGREEMENT

This Agreement, dated as of , 2005, 1s entered into between Puget
Sound Energy, Inc., (“PSE”) and (" "). PSE and are
sometimes referred to in this Agreement as “Party,” and collectively as “Parties.”

1. The Parties intend to enter into discussions regarding one or more potential
transactions between the Parties involving the acquisition of electrical generation output
or an interest in power generation facilities in (or both). In the course of —

these discussions, each Party may disclose Confidential Information to the other. For the
purposes of this Agreement, “Confidential Information” means any information or data
disclosed in connection with such discussions in any form or media whatsoever by either
Party (the “Disclosing Party”) to the other Party (the “Receiving Party””) which (a) if in
tangible form, or other media that can be converted to readable form, is clearly and
conspicuously marked as proprietary, confidential or private on each page thereof when
disclosed; or (b) if oral or visual, is identified in writing as proprietary, confidential or
private at the same time it is.disclosed. “Confidential Information” includes all originals,
copies, notes, correspon nversations and other mang‘ggstgwon derivations and
analysis of the foregoig i n ?

5

z
&

1] not mc}ude mfonn 10 that,(a) is or becomes
generally avaj by r‘%@sgn o tfle P y’s breach of
this Agreement§§ 56an reasgrfabbf demo tr e ﬂNas known by

the Receiving Pa ire by the: «Blscl 51 vl hg)utﬂany
obligation to hold it g ) is recelvéd‘fm r@ : g: b disclose such
information without resH 11) is indepen entfy dévéiﬁp it Re eceiving Party

without the use of Confid Information of the Disclosing Party; (c) is approved for
release by written authorization of the Disclosing Party, but only to the extent of such
authorization; or (d) is related to the transmission of power, including but not limited to,
any information which must be disclosed to the transmission function of a Party as part of
any transmission request or information exchange that is required to be made public
pursuant to FERC rules and regulations. Notwithstanding anything to the contrary set
forth in this Agreement, the Receiving Party shall not be obligated to keep confidential
any Confidential Information that (A) is required by law or regulation to be disclosed
(including, without limitation, any summary or ranking of any proposal by the Disclosing
Party constituting Confidential Information that PSE is required by law to make available
to the public), but only to the extent and for the purposes of such required disclosure or
(B) is disclosed in response to a valid order or request of a court or other governmental
authority having jurisdiction or in pursuance of any procedures for discovery or
information gathering in any proceeding before any such court or governmental authority,
but only to the extent of and for the purposes of such order, provided that the Receiving
Party, who is subject to such order or discovery, give the Disclosing Party reasonable
advance notice (e.g., so as to afford the Disclosing Party an opportunity to appear, object
and obtain a protective order or other appropriate relief regarding such disclosure). The
Receiving Party, who is subject to such order or discovery, shall, at the Disclosing
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Party’s expense, use reasonable efforts to assist the Disclos'ing Party’s efforts to obtain a
protective order or other appropriate relief; provided, that the Disclosing Party
acknowledges and agrees that the Receiving Party shall have no obligation or
responsibility to appear before, or to make any showing to, any court or any other
governmental authority in connection with protecting any Confidential Information from
disclosure by such court or governmental authority, and such responsibility shall be
solely that of the Disclosing Party.

3. The Parties acknowledge that PSE is a public utility regulated by the

Washington Ultilities and Transportation Commission (“Commission”) and that its
—deemen&regardmgoneefmefepeteﬂ&aHfaﬂsaeﬁensbetwee&{hePamesmvelvngehe——w—mr

acquisition of electrical generation output or an interest in power generation facilities,
together with related Confidential Information, may be subject to review by the
Commission. Notwithstanding the provisions of Section 2, in the event that such PSE
decisions are at issue in a proceeding before the Commission, PSE will seek, at its own
expense, a protective order from the Commission with “highly confidential provisions” to
protect against the disclosure of Confidential Information to competitors and the public.
Disclosure of Confidential Informatlon by either of the Parties to the Commission, its
staff, counsel for the Com ion or for Public Counsel in the Attorney General's Office,
or their internal advisor: ection with any«spc;h p;ocgedlngwfﬂwnot violate this

Agreement.
rees~that xt"hagz r exclusive
e or x tre 4&‘} potential
ies 47id that no"’§ifc tax tax idea, tax

5. The Receiving Patty shall, subject to the other provisions of this Agreement,
(a) use the Confidential Information only for purposes of evaluating one or more
potential transactions between the Parties involving power generation facilities; (b)
restrict disclosure of the Confidential Information to employees, advisors and active or
potential investors or lenders of the Receiving Party and affiliates with a “need to know”
and not disclose it to any other person or entity without prior written consent of the
Disclosing Party; (c) advise such employees, advisors, investors and lenders who access
the Confidential Information of their obligations with respect thereto; and (d) copy the
Confidential Information only as necessary for those employees or advisors who are
entitled to receive it, and ensure that all confidential notices are reproduced in full on
such copies. A “need to know” means that the employee or advisors require the
Confidential Information to perform their responsibilities in evaluating or pursuing one or
more potential transactions between the Parties involving power generation facilities.

transaction or tra
structure or tax tre

Party.

6. Confidential Information shall be deemed to be the property of the Disclosing
Party. This Agreement shall not be interpreted or construed as granting any license or
other right under or with respect to any patent, copyright, trademark, trade secret or other
proprietary right. The Receiving Party shall, within 30 days of a written request therefor
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by the Disclosing Party, either return all of the Disclosing Party’s Confidential
Information (or any designated portion thereof) to the Disclosing Party or destroy all such
Confidential Information (or any designated portion thereof) and provide an officer’s
certificate as to the destruction of such Confidential Information; provided, that PSE, as a
Receiving Party, shall not be obligated to return to the Disclosing Party any proposal by
the Disclosing Party, or any information related thereto, constituting Confidential
Iriformation, and PSE may retain all such proposal and information for a period of at least
7 years or until PSE concludes its next general electric rate case, whichever is later.

7. Neither this Agreement nor any discussions or disclosure hereunder shall (a)

be-deemed acommitment to-any business refationship-orcontract for future deating with——————————
another Party or (b) prevent either Party from conducting similar discussions with any

third party, so long as such discussions do not result in the use or disclosure by the

Receiving Party of Confidential Information protected by this Agreement. If the Parties

elect to proceed with any transaction, then all agreements, representations, warranties,

covenants and conditions with respect thereto shall be only as set forth in a separate

written agreement to be negotiated and executed by the Parties.

8. Each of the Partj
from another Party consj
proprietary informati
irreparable harm n
nondisclosure g
event, the Di
other equitable 1
Agreement or on
entitled to recover, in'
costs associated with su

.acknowledges that the Confidential Information received
Juable confi degti 1 xcommerclal -buginess and
smg Palty ene s CQ mermal disadvantage or

9. This Agreement may not be assigned by either Party without the prior written
consent of the other Party. No permitted assignment shall relieve the Receiving Party of
its obligations hereunder with respect to Confidential Information disclosed to it prior to
such assignment. Any assignment in violation of this Paragraph 8 shall be void. This
Agreement shall be binding upon the Parties’ respective successors and assigns.

10. This Agreement shall be deemed to be effective as of the date first above
written, and shall continue thereafter for a period of seven (7) years or, if later, upon the
conclusion of PSE's next general electric rate case.

I1. No Party shall be liable to another Party for any consequential, indirect,
incidental, special, exemplary or punitive damages arising out of or related to this
Agreement.

12. This Agreement shall be interpreted, construed and enforced in accordance

with the laws of the state of Washington, without regard to such state’s choice of law
principles to the contrary. Each of the Parties irrevocably consents to the exclusive -
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jurisdiction and venue of any state or federal court located in King County, Washington,
with regard to any legal or equitable action or proceeding related to this Agreement.

13. This Agreement represents the entire understanding between the Parties with
respect to the confidentiality, use, control and proprietary nature of any information
disclosed by the Disclosing Party to the Receiving Party and the subject matter hereof
and supersedes all prior communications, agreements and understandings relating thereto.
The provisions of this Agreement shall not be modified, amended or waived, except by a
written instrument duly executed by both of the Parties.

INAMVITANIECQO WZWIIDDIALD. 4L Daogts I tad thha A Py £
TIN"WITITIND OO W [lDl\LUF, UIT T aitics Nave TXeeutcauils nglCUﬂIelll ad>y Ut
, 2005
PUGET SOUND ENERGY, INC.
By
Its

Puget Sound Energy, Inc. All Source RFP — Exhibit 7, Page 4 November 1, 2005



Exhibit No.  (RG-3HC)
Page 68 of 231

Exhibit VIIl, All Generation Source RFP — Avoided Cost Schedules

Pursuant to WAC 480-107-050, PSE is required to file an avoided cost schedule with its RFP; such filed
avoided costs are subject to Commission review. The annual and monthly prices shown below
constitute PSE’s “avoided cost schedule” for purposes of WAC 480-107-050 at this time. The
assumptions used in calculating this avoided cost schedule are consistent with PSE’s Least Cost Plan
This avoided cost schedule is intended to provide general information to potential respondents about
the cost of new power supplies absent non-utility resources. The amounts contained in such schedule
should not be viewed as the price at which PSE would purchase power from any resource. This
Exhibit also includes levelized cost information regarding a wind project selected by PSE in the RFP
process immediately preceding the present one, as indicative of a recent PSE avoided cost.

Avoided Cost Schedules

Table E7.1 provides an annual schedule for 2006 — 2025 of forecasted electricity prices from the
April 2005 Least Cost Plan, Appendix C. The forecasts are based on assumptions about natural
gas prices, regional demand, new resource cost and development, as used and discussed in the
April 2005 Least Cost Plan. The prices provided are part of PSE’s “Business As Usual” scenario
from the April 2005 Least Cost Plan. The estimated prices are derived using the AURORA model
and do not include system integration, shaping, or transmission costs. Table E7.2 provides the
nominal price forecast on a monthly basis for flat load. Following the annual price table and the
monthly price table is a description of the Business As Usual scenario, the AURORA model and
key input assumptions. Lastly, PSE provides levelized cost information on its most recent
purchase, the Hopkins Ridge wind project.

Table E7.1 Annual Prices for Mid-C Market (Nominal $/MWH)

Year 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Nominal
$/MWH 41.69 42.19 38.71 33.82 31.05 35.42 38.87 43.10 46.29 48.59
Year 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Nominal
$/MWH 4455 46.02 50.62 51.94 51.18 53.95 55.55 59.22 62.51 65.51

Table E7.2 Monthly Prices for Mid-C Market (Nominal $/M WH)
Business As Usual
$/MWH| Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
2006 53.73 | 41.33 | 46.03 | 3742 | 33.08 | 2801 | 34.00 | 41.60 | 43.31 | 4467 47.94 | 48.75
2007 48.79 | 4132 | 4245 | 3884 | 3427 | 2908 | 3592 | 4549 | 49.00 | 47.28 46.97 | 46.62
2008 46.61 3710 | 4026 | 3444 | 3137 | 2842 | 3447 | 4222 | 4435 | 43.15 41.33 | 4045
2009 37.69 | 33.32 ] 3627 | 30.73 | 2780 | 23.07 | 29.10 | 36.31 | 39.75 38.60 | 37.00 | 36.02
2010 3585 | 2939 | 3169 | 2710 | 2473 | 20.88 | 26.06 | 31.89 | 35.09 33.74 | 37.95 { 37.96
2011 3689 | 3412 | 3688 | 31.10 | 2750 | 2295 | 30.98 | 3862 | 4282 | 30.99 41.56 | 41.37
2012 41.73 | 36.38 | 38.81 32.50 | 29.51 25.02 | 3352 | 4266 | 51.26 | 4253 | 4582 | 46.43
2013 44.91 40.93 | 43.35 | 36.04 | 31.51 26.33 | 37.02 | 46.73 | 59.18 | 4748 | 5165 | 51.95
2014 4840 | 4459 | 47.75 | 3827 | 3316 | 2588 | 37.46 | 4864 | 68.78 | 5186 55.51 55.14
2015 54.22 | 4643 | 4966 | 40.56 | 3535 | 2848 | 41.28 | 52.81 73.23 | 53.88 | 54.61 52.47
2016 51.30 | 39.28 | 43.11 35.61 32.31 27.73 | 36.21 48.70 | 74.09 | 49.16 | 4844 | 4834
2017 46.64 | 42.09 | 4299 | 36.70 | 3421 | 2979 | 3898 | 51.99 | 73.43 | 52.40 51.73 | 51.21
2018 49.97 | 4568 | 48.37 | 4218 | 3856 | 3342 | 4468 | 57.74 | 78.00 | 55.74 566.35 | 56.56
2019 54.47 | 4955 | 5236 | 4524 | 40.57 | 30.70 | 43.89 | 55.86 | 71.99 57.30 | 60.44 | 60.69
2020 56.89 | 51.68 | 56.21 46.23 | 40.12 | 28.97 | 40.60 | 5247 | 64.36 | 59.30 | 58.04 | 59.11
2021 58.13 | 5346 | 57.12 | 4832 | 41.91 31.06 | 4278 | 5550 | 7443 | 61.33 | 61.66 | 61.63
2022 59.57 | 5449 | 58.90 | 49.64 | 4435 | 3307 | 4442 | 5873 | 75.90 | 61.99 62.24 | 63.19
2023 62.50 | 56.91 60.73 | 53.46 | 49.70 { 37.10 | 4955 | 6499 | 81.74 | 63.75 | 64.76 | 6527
2024 66.21 66.96 | 64.36 | 54.82 50.71 3852 | 5196 | 6846 | 86.85 | 67.19 | 67.74 | 66.65
2025 66.16 64.21 6598 | 6086 | 5220 | 4219 | 5645 | 77.82 | 9052 | 70.13 | 70.51 69.03
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Business as Usual

The Business as Usual (BAU) scenario represents an Aurora Model forecast of power prices
based upon the CERA Rearview Mirror gas price forecast as its foundation. The growth in
demand for PSE and the western United States is “normal.” The scenario considers only proven
technologies for generation.

PSE uses the AURORA model to estimate the market price of power. AURORA is a
fundamentals-based program, meaning that it relies on factors such as the performance
characteristics of supply resources, regional demand for power, and transmission, which drive the
electric energy market. AURORA models the competitive electric market and prices are
determined from the clearing price of marginal resources. Marginal resources are determined by
“dispatching” all of the resources in the system to meet loads in a least cost manner subject to

. o ) . o
transmission-constraints—This-process-occursfor-each-hour- that resources-are-dispatched:

Resulting monthly or annual hourly prices are derived from that hourly dispatch.

Cost Information from the Hopkins Ridge Wind Project

The capital cost for the 149.4 MW Hopkins Ridge Project is expected to be approximately $200
million. Like other generating facilities, there will also be ongoing O&M and transmission
expenses. The annual levelized cost of Hopkins Ridge is estimated at $46/MWh over the 20-year
projected life.
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THIS IS A WORKING DRAFT PURCHASE AGREEMENT FOR THE SALE AND PURCHASE OF
THE OUTPUT OF A NEW [TYPE OF GENERATION] GENERATING FACILITY. 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 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. PURSUANT TO THE REQUEST FOR PROPOSAL TO
~WHICH THIS-WORKING DRAFT 1S ATTACHED; “PURCHASER"WILL CONSIDER PRICING |
STRUCTURES THAT ARE DIFFERENT FROM THE STRUCTURE CONTAINED IN THIS

WORKING DRAFT, IF PROPOSED.

[INSERT NAME OF PROJECT] PROJECT
POWER PURCHASE AGREEMENT

MADE
BETWEEN
[SELLER's NAME],
AS SELLER
AND
PUGET SOUND ENERGY, INC.
AS PURCHASER

DATED AS OF >
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POWER PURCHASE AGREEMENT

This Power Purchase Agreement ("Agreement"), dated as of this ___ day of ,

, is between [SELLER's NAME] a Washington {corporation][limited liability
company] ("Seller"), and Puget Sound Energy, Inc., a Washington corporation
("Purchaser”). Both of Seller and Purchaser are sometimes referred to in this Agreement
together as the "Parties"; each of Seller and Purchaser is sometimes referred to in this
Agreement as "Party."

AT

RECITALS

WHEREAS, Seller intends to site, develop, finance, construct, own and operate a
[type of generation] electrical generation facility (as defined herein and more particularly
descnibed in Exhibit A-1 to this Agreement, the "Project") on sites located in
L ] (as more particularly described in Exhibit A-2 to this Agreement,
the "Site"); and

WHEREAS, Seller desires to sell to Purchaser, and Purchaser desires to purchase
from Seller, the entire output of Energy from the Project [and all of the Environmental
Attributes related to the generation of Energy from the Project].

NOW THEREFORE, in consideration of the mutual covenants contained herein,
and of other good and valuable consideration, the receipt and sufficiency of which are hereby
acknowledged, the Parties agree as follows:

ARTICLE 1
DEFINITIONS

Unless otherwise required by the context in which any term appears, (a) capitalized
terms used in this Agreement have the meanings specified in this Article 1; (b) the singular
shall include the plural and vice-versa; (c) references to "Articles," "Sections," "Schedules,"
"Annexes," "Appendices," or "Exhibits" (if any) shall be to articles, sections, schedules,
annexes, appendices, or exhibits hereof; (d) all references to a particular entity shall include a
reference to such entity's successors and permitted assigns; (€) the words "herein,” "hereof,"
and "hereunder" shall refer to this Agreement as a whole and not to any particular article or
section hereof; (f) the word "including" shall mean "including, without limitation," and the
word "include" shall mean "include, without limitation," (g)all accounting terms not
specifically defined herein shall be construed in accordance with GAAP; and (h) references
to this Agreement shall be a reference to this Agreement and all appendices, annexes,
schedules, and exhibits hereto, as the same may be amended, modified, supplemented or
replaced from time to time.
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"Actual Operational Hours" means, for each Generator during any Contract Year,
the period (expressed in hours or portions of an hour) in such Contract Year in which such
Generator actually produces power, less the sum of:

(a) any period (expressed in hours or portions of an hour) during such
Contract Year in which, by reason of a System Emergency, Purchaser is unable to
accept delivery of any Energy that such Generator is otherwise capable of generating;
and

(b)  any period (expressed in hours or portions of an hour) during such

___(RG-3HO)
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ComtractYear inwhich such Generator is not operational as a result of a Force
Majeure Event;

it being understood and agreed that for any given Contract Year for which Actual
Operational Hours are calculated, the deductions from Actual Operational Hours for such
period pursuant to clauses (a) and (b) above shall be the same as the deductions from Base
Hours for such period pursuant to clauses (a) and (c) of the definition of "Base Hours."

"Additional Security" means any of the following, to be provided by Seller pursuant
to Section 7.4.2:

(a) a Letter of Credit in the required amount; or

(b) cash (immediately available funds) in the required amount, which cash
must be delivered to a Custodian to be held thereby as security for the Party entitled
to the benefits thereof pursuant to an escrow agreement satisfactory in form and
substance to the Party for whose benefit such cash is being provided, which escrow
agreement shall include the provisions of Section 7.4.3; or

() a guaranty in the required amount, for the required term, and from a
Guarantor having an Investment-Grade Long-Term Debt Rating, of:

(1) Seller's obligations under this Agreement; or

(i1) Seller Guarantor's obligations under the guaranty agreement
executed and delivered by Seller Guarantor hereunder;

in either case on substantially the same terms and conditions set forth in the form of
Seller Guaranty Agreement attached hereto as Exhibit G.

"Affiliate" means, with respect to any Person, each Person that directly or indirectly
controls, is controlled by, or is under common control with such designated Person. For
purposes of this definition, "control" (including, with correlative meanings, the terms
"controlled by" and "under common control with"), as used with respect to any Person,
means the possession, directly or indirectly, of the power to direct or cause the direction of

Puget Sound Energy, Inc. All Source RFP — Exhibit 9, Page 2 November 1, 2005



Exhibit No.

Exhibit IX, All Generation Source RFP — Prototype PPA

the management and policies of such Person, whether through the ownership of voting
securities or by contract or otherwise.

"Applicable Law" means, with respect to any Person, all laws, statutes, codes, acts,
treaties, ordinances, orders, judgments, writs, decrees, injunctions, rules, regulations,
governmental approvals, licenses and permits, directives, and requirements of all regulatory
and other governmental authorities, in each case applicable to or binding upon such Person
and, in the case of Seller, the Project.

"Average Annual Output" means the average Energy output of the Project per year

___(RG-3HO)
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as measured forany Contract Year.

“Balance of Plant" means all equipment and materials and other items incorporated
(or to be incorporated) in the Project, except for the Generator. Balance of Plant includes,
but is not limited to, the civil, electrical and mechanical construction works (principally site
preparation, foundations for transformers and Generator and cable and pipe ducting, the
control works) and the Interconnection Facilities, the Seller's Meters and associated
foundation, including the pad-mount transformers and the pad-mount switchgear, the
communications system and the communication system cables and the electrical works
(principally cables and equipment).

"Base Hours" means, for each Generator during any Contract Year, the period
(expressed in hours or portions of an hour) in such Contract Year, less the sum of:

(a) any period (expressed in hours or portions of an hour) during such
Contract Year in which, by reason of a System Emergency, Purchaser is unable to
accept delivery of any Energy that such Generator is otherwise capable of generating;

) any period (expressed in hours or portions of an hour) during such
Contract Year in which such Generator is not operational as a result of Scheduled
Maintenance; provided, that the number of hours (or portions of an hour) that may be
subtracted pursuant to this clause (b) for all Generators for a given one-year period
shall not exceed a cumulative maximum equal to the product of twenty-four (24)
multiplied by the number of Generators; and

(©) any hours during such Contract Year in which such Generator is not
operational as a result of a Force Majeure Event.

"Business Day" means each Day that is not a weekend Day or a federal holiday Day.

['CAMD" means the Clean Air Markets Division of the Environmental Protection
Agency or any successor agency that is given Jurisdiction over a program involving
transferability of Environmental Attributes.]

"Commercial Operation Date" means the date on which all of the Generators in the
Project having one hundred percent (100%) of the Required Installed Capacity, and all other
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portions of the Project necessary to put the Project into operation with the Interconnection
Facilities and the Transmission System, have been tested and commissioned and are both
authorized under Applicable Law and able to operate and deliver Energy to the Transmission
System in accordance with Prudent Utility Practices and all Permits therefor have been
obtained.

"Consolidated Net Tangible Assets" means, as of the date of any determination
thereof, the total amount of all assets of a Person determined on a consolidated basis in
accordance with GAAP as of such date, less the sum of:

(a) the consolidated currént labilifies of such Person determined in
accordance with GAAP; and

(b) assets properly classified as intangible assets in accordance with
GAAP.

For all purposes of this Agreement, the Consolidated Net Tangible Assets of a Person shall
be as shown on such Person's most recent regularly prepared quarterly financial statements
(if determination thereof is made during the second, third or fourth quarters of such Person's
fiscal year) or audited annual financial statements (if determination thereof is made during
the first quarter of such Person's fiscal year).

"Construction Permits" means all those Permits that are required to be obtained by
Seller as a condition to Seller's right to construct the Project, as described in Exhibit D.

"Contract Capacity Rate" means the rate, expressed in dollars per MW, payable by
Purchaser for capacity of the Project during the Initial Term. The Contract Capacity Rate for
each Contract Year during the Stub Period and the Initial Term is set forth in Exhibit E
hereto under the column designated "Contract Capacity Rate ($ per MW)."

"Contract Energy Rate" means the rate, expressed in dollars per MWh, payable by
Purchaser for Energy (other than Test Power and Excess Output) {and Environmental
Attributes] generated by the Project during the Initial Term. The Contract Energy Rate for
the Stub Period and each Contract Year during the Initial Term is set forth in Exhibit E
hereto under the column designated "Contract Energy Rate ($ per MWh)."

"Contract Rate" means, collectively, the Contract Capacity Rate, as applicable, and
the Contract Energy Rate for Energy, Test Power and Excess Output.

"Contract Year" means the Days from January 1 through December 31, inclusive, of
any given year. The first Contract Year shall commence on the first January | occurring
after the Commercial Operation Date.

"Cost to Cover" means, with respect to any Energy from the Project that Seller was
obligated to deliver, but did not deliver, under this Agreement, an amount equal to all costs
and losses incurred by Purchaser (or that would be incurred by Purchaser) to replace

Puget Sound Energy, Inc. All Source RFP — Exhibit 9, Page 4 November 1, 2005



Exhibit No.  (RG-3HC)
Page 76 of 231

Exhibit IX, All Generation Source RFP — Prototype PPA

undelivered Energy (including costs of energy and associated capacity), as a result of such
non-delivery, reduced by the amount of payments that Purchaser would have made to Seller
if such Energy had been delivered; provided, that the Cost to Cover with respect to any
period shall not be less than zero dollars.

"Custodian" means a commercial bank or trust Seller organized under the laws of the
United States of America or a political subdivision thereof, whose long-term senior
unsecured debt is rated at least "A" by S&P or "A2" by Moody's.

"Day" means a period of 24 consecutive hours beginning at 00:00 hours Pacific time

on any calendar day and ending at 24700 hiours Pacific time on the same calendar day.

"Default Notice Parties" means, in the case of an Event of Default by Seller, Seller,
Seller Guarantor and Seller Lender (if any), and in the case of an Event of Default by
Purchaser, Purchaser only.

"Defaulting Party" has the meaning set forth in Section 12.1.1.
"Delay Payment" has the meaning set forth in Section 6.3.2.

"Delivery Point" means the location on Purchaser's electric system shown in
Exhibit C at which all Energy (including Test Power) is to be delivered by Seller to
Purchaser hereunder.

"Due Date" has the meaning set forth in Section 5.1.1.

"Due Diligence Report" means one or more reports from consultants or other
independent experts chosen by Purchaser, and reasonably acceptable to Seller, that conclude,
following an analysis of the Project and plans for the Project, that:

(a) the Project has been or will be designed and constructed consistent
with Prudent Utility Practices and Applicable Law;

(b) plans for Project maintenance have been established and such plans
are consistent with Prudent Utility Practices;

(©) the operation of the Project after the Commercial Operation Date will
comply with all Applicable Law;

(d)  the Project is financially feasible and can reasonably be expected to
afford Seller an adequate rate of return;

(e) the Project can reasonably be expected to be available so as to comply
with Seller's obligations hereunder; and
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® the Commercial Operation Date can reasonably be expected to occur
on or before Days following the execution of this Agreement.

"Earnings-to-Interest Ratio" means the ratio equal to Seller Guarantor's earnings
before interest and taxes over Seller's interest expenses.

"Effective Date" has the meaning set forth in Section 2.1.

"Energy" means any and all electrical energy generated by the Project, minus station
load and transmission losses up to the Delivery Point, as measured in MWh at the Delivery

- hd 4
T OTIIL.

["Environmental Attributes" means (a) credits, benefits, reductions, offsets and
other beneficial allowances, howsoever named or referred to, with respect to any and all fuel,
emissions, air quality, or other environmental characteristics, resulting from the use of [type
of generation] generation or the avoidance of the emission of any gas, chemical or other
substance into the air, soil or water attributable to the sale of Energy generated by the Project
during the Term and in which Seller has property rights or will have property rights upon
such attributes coming into existence (with Seller taking only such action as required by the
last sentence of Section 3.2.1), and include any of the same arising out of legislation or
regulation (i) concerned with (A) oxides of nitrogen, sulfur, or carbon, (B) particulate
matter, soot, or mercury, or (C) implementing the United Nations Framework Convention on
Climate Change (the "UNFCCC") or the Kyoto Protocol to the UNFCCC or crediting "early
action" with a view thereto, or (ii) involving or administered by the Clean Air Markets
Division of the Environmental Protection Agency or its successor (collectively with any state
or federal entity given jurisdiction over a program involving transferability of Environmental
Attributes, the "CAMD"), and (b)all Environmental Attribute Reporting Rights, but
specifically excluding from "Environmental Attributes" only the PTCs.]

["Environmental Attribute Reporting Rights" means all rights to report ownership
of the Environmental Attributes to any person or entity, under Section 1605(b) of the Energy
Policy Act of 1992 or otherwise.]

"Event of Default" has the meaning set forth in Section 12.1.1.
"Excess Output" has the meaning set forth in Section 3.3.3.

"Excess Output Credit Rate" means, for each Contract Year, | 1% of the
Contract Rate or Renewal Rate, as applicable, for such Contract Year.

"Excess Qutput Credit" has the meaning set forth in Section 5.1.2.

"Federal Power Act" means the Federal Power Act, as heretofore or hereafter
amended, 16 U.S.C. § 791a, ef seq.

"FERC" means the Federal Energy Regulatory Commission or its successor.
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"Force Majeure Event" means any act or event that delays or prevents a Party from
timely performing obligations under this Agreement or from complying with conditions
required under this Agreement, to the extent such act or event is reasonably unforeseeable
and beyond the reasonable control of such Party or its Affiliates and cannot have been
avoided or overcome by such Party or its Affiliates through the exercise of reasonable
diligence (such act or event may include any act of God or the elements, explosion, fire,
epidemic, landslide, mudslide, sabotage, lightning, earthquake, flood or similar cataclysmic
event, transmission curtailment or outage, an act of public enemy, terrorism, war, blockade,
ctvil insurrection, riot, civil disturbance or strike or labor disruption); provided, that neither
of the following shall be a Force Majeure Event: (a) Seller's failure to obtain any of the

Permits; or (b) the inability of such Party or any third party to obtain needed funds.

"GAAP" means generally accepted accounting principles in the United States of
America, consistently applied.

"Generation Interconnection Agreement" or "GIA" means the interconnection
agreement, in a form and substance reasonably acceptable to Purchaser, between the
applicable Transmission Provider and Seller pursuant to which the Interconnection Facilities
will be constructed, operated, and maintained during the Term.

"Generator" means each of the generating systems described in Exhibit B hereto.

"Generator Completion" means, with respect to any Generator, the completion of
the construction, installation, commissioning and testing of such Generator and all other
equipment and facilities necessary to connect such Generator with the Interconnection
Facilities and the Transmission System and otherwise put such Generator into commercial
operation for the generation and delivery of Energy in accordance with Prudent Utility
Practices and for the delivery to Purchaser of a Generator Final Completion Certificate
related thereto.

"Generator Final Completion" means the achievement of Generator Completion for
all Generators.

"Generator Final Completion Certificate" means a duly completed and executed
certificate, substantially in the form of Exhibit H hereto.

"Generator Final Completion Date" means the date of Generator Final Completion.
"Generator Manufacturer" means the manufacturer of each Generator.

"Guaranteed Commercial Operation Date" has the meaning set forth in
Section 6.3.1.
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"Guaranteed Annual Output" means [anticipated annual capacity * 0.90 *
Installed Capacity * hours during the Contract Year as adjusted for any System
Emergency and/or Operational Constrained Energy Period].

"Guaranteed Major Milestone Deadline" means, for each of the Major Milestones,
the date as set forth below:

(a) delivery of all Wind Turbines to the Site — [Date];

(b) delivery and installation of all transformers at the Site — [Date];

(c) execution of the Generation Interconnection Agreement — [Datel];

(d)  physical and electrical interconnection the Project's Interconnection
Facilities with the applicable Transmission Provider's Transmission System — [Date];

(e) acquisttion of Transmission Services by Seller pursuant to Section 3.1
— [Date]; and

43 issuance of all Permits — [Date].

"Indemnitees” means, with respect to either Party, such Party, its successors and
assigns, and the respective directors, officers, shareholders, employees, agents and
representatives of such Party and its successors and assigns.

"Initial Term" has the meaning set forth in Section 2.1.

"Installed Capacity" means the sum of all of the nominal or "nameplate” capacities
(expressed in MW) of the Generators.

"Interconnection Costs" means all costs and expenses related to the Interconnection
Facilities.

"Interconnection Facilities" means the facilities and control and other equipment
between the Project and the Delivery Point, including, without limitation, control and
protective devices, metering facilities, the Project Substation and the line connecting the
Project Substation to the Transmission System, necessary to physically and electrically
interconnect, and maintain the interconnection of, the Project with the applicable
Transmission Provider's Transmission System in order to effectuate the purposes of this
Agreement.

"Investment-Grade" means, with respect to any Person, a Long-Term Debt Rating
for such Person of at least BBB- and Baa3 by S&P and Moody's, respectively, or,
alternatively, a Long-Term Debt Rating for such Person from PSE’s credit department
equivalent to at least BBB+.
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"Letter of Credit" means an irrevocable, transferable standby letter of credit that:

(a) is issued by a U.S. commercial bank or a foreign bank with a U.S.
branch, having a credit rating of:

(1) "A2" or higher from Moody's; or
(1)  "A" or higher from S&P;

(b) names the Party (and any of its permitted transferees) in whose favor

—————————suchletter-of credit-is—issued(a—"Beneficiary Party")—as—the Person—entitted to———————

demand payment and present draw requests thereunder;
(c) is in the amount required pursuant to this Agreement;

(d) entitles the Beneficiary Party to make drawings in the aggregate up to
the stated face amount thereof for the purpose of paying any and all amounts owing
by the other Party;

(e) additionally entitles the Beneficiary Party to draw the entire amount
then available for drawings thereunder if such letter of credit is not renewed or
replaced at least thirty (30) Business Days prior to its stated expiration date; and

§3] 1s otherwise in form and substance acceptable to the Beneficiary Party.

"Long-Term Debt Rating" means, with respect to any Person, the rating of such
Person's long-term senior unsecured debt, as rated by S&P and Moody's.

"Major Milestones" means all of the following (each of which may be referred to in
the singular as a "Major Milestone"):

(a) delivery of all Generators to the Site;
(b) delivery and installation of all transformers at the Site;
©) execution of the Generation Interconnection Agreement;

(d) physical and electrical interconnection the Project's Interconnection
Facilities with the applicable Transmission Provider's Transmission System;

(e) acquisition of Transmission Services by Seller pursuant to Section 3.1;
and

€3] issuance of all Permits.

"Major Milestone Deadline" means, for each of the Major Milestones, the date as
set forth below:
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(a) delivery of all Wind Turbines to the Site — [Date];
(b)  delivery and installation of all transformers at the Site — [Date);
(c) execution of the Generation Interconnection Agreement — [Date);

(d)  physical and electrical interconnection the Project's Interconnection
Facilities with the applicable Transmission Provider's Transmission System — {Date];

(e) acquisition of Transmission Services by Seller pursuant to Section 3.1

—{Date};-and-
H issuance of all Permits — [Date].

"Market Price" means for any hour an amount, stated in dollars per MWh, equal to
the "Firm On-Peak," "Firm Off-Peak™ or "Sunday and NERC Holidays" Dow Jones Mid-
Columbia Electricity Index for the period in which such hour occurs. If such index becomes
unavailable during the Term, it shall be replaced for purposes of the preceding sentence by a
replacement index that replicates as near may be the information provided by the above-
described Dow Jones Mid-Columbia Electricity Indices.

"Mean Project Output" means MWh per Contract Year [Calculated by
multiplying a mutually agreed upon capacity factor for the Project * the Installed
Capacity * 8760].

"Megawatt-hour" or "MWh" means a unit of Energy equal to one thousand
kilowatt-hours.

"Meter" means an instrument or instruments meeting applicable Technical
Requirements and electric industry standards used to measure and record the volume and
other required delivery characteristics of the Energy delivered hereunder at the Delivery
Point, as further defined in Section 8.1.

"Moody's" means Moody's Investor Services, Inc. and any successor thereto.
"MW" means a unit of power equal to one megawatt.

["National Broker" means any nationally recognized firm engaged in the business of
brokering Environmental Attributes. As of the date of this Agreement, such nationally
recognized firms include Cantor Fitzgerald, New York, New York, NatSource, ,

and Evolution Markets, s -]

"Non-Completion Termination Date" has the meaning set forth in Section 6.3.2(b).
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"Operation Permits" means all of those Permits that are required to be obtained by
Seller as a condition to Seller's right to operate the Project and sell Energy therefrom, as
described in Exhibit D.

"Operational Constrained Energy Period" means any period in which Purchaser
requires Seller to limit generation output or has determined that Energy may not be accepted
by Purchaser due to (a) operational concerns with excess energy supply or other constraints,
(b) insufficient load and energy sales or (c) effects from such acceptance that may result in
operations inconsistent with Prudent Utility Practice.

“Operatiomal Hours" mears, for-each Generator during any Contract Year, the
period (expressed in hours or portions of an hour) in such Contract Year in which such
Generator is physically and legally capable of producing power, less the sum of:

(a) any period (expressed in hours or portions of an hour) during such
Contract Year in which, by reason of a System Emergency, Purchaser is unable to
accept delivery of any Energy that such Generator is otherwise capable of generating;
and

b) any period (expressed in hours or portions of an hour) during such
Contract Year in which such Generator is not operational as a result of a Force
Majeure Event;

it being understood and agreed that for any given Contract Year for which Operational Hours
are calculated, the deductions from Operational Hours for such period pursuant to clauses (a)
and (b) above shall be the same as the deductions from Base Hours for such period pursuant
to clauses (a) and (c) of the definition of "Base Hours."

"Operational Reliability Period" means any period in which Purchaser requires
Seller to produce generation output (a)due to operational or reliability concems or
circumstances involving insufficient generation supply or other Transmission System
constraints, including (i) a significant change in load or (ii) operation of the project to
provide voltage support or other system stability, or (b) to avoid effects that may result in
operations inconsistent with Prudent Utility Practice.

"Permits" means all zoning approvals, permits, licenses, and other governmental
approvals in final non-appealable form necessary to construct and operate the Project and sell
Energy therefrom, all as contemplated by this Agreement, including the zoning approvals,
permits, licenses, and other governmental approvals described in Exhibit D; provided, that
any Permit from the Bureau of Land Management need be in final non-appealable form only
to the extent that, under Applicable Law, it is possible to obtain such Permit in such form.

"Permitted Investments" means: (a)direct obligations of the United States of
America, or of any agency thereof, or obligations guaranteed as to principal and interest by
the United States of America or any agency thereof, in either case maturing not more than
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ninety (90) Days from the date of acquisition thereof;, and (b) certificates of deposit issued by
any bank or trust Seller organized under the laws of the United States of America (or any
state thereof) and having capital, surplus and undivided profits of at least $500,000,000,
maturing not more than ninety (90) Days from the date of acquisition thereof.

"Person” means an individual, partnership, corporation, business trust, joint stock
company, trust, unincorporated association, joint venture, governmental authority, limited
liability company, or any other entity of whatever nature.

"Power Purchase Option" has the meaning set forth in Section 15.4.2.

___(RG-3HO)
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"Power Purchase Option Notice" has the meaning set forth in Section 15.4.2.

"Prime Rate" means the rate published in The Wall Street Journal as the "Prime
Rate" from time to time (or, if more than one rate is published, the arithmetic mean of such
rates), in either case determined as of the date the obligation to pay interest arises, but in no
event more than the maximum rate permitted by Applicable Law.

"Project” has the meaning set forth in the Recitals, as more particularly described in
Exhibit A-1 hereto and otherwise meeting the requirements of this Agreement, including
having the Required Installed Capacity.

"Project Mechanical Availability Percentage" means, for any Contract Year and
for each Generator agreed hereunder to be installed on the Site by Seller, a percentage
calculated in accordance with the following formula:

a fraction, the numerator of which equals the total actual output

Project capability during such Contract Year for such Generator, and the
Mechanical ~ _ 100 x denominator of which equals the Required Installed Capacity
Availability during such Contract Year for such Generator (adjusted for
Percentage Scheduled Maintenance and any Force Majeure Event during

such Contract Year)

"Project Substation" means the substation, if any, to be constructed as part of the
Project as more specifically described in Exhibit C hereto.

"Prudent Utility Practices" means:

(a) those practices, methods and acts that, when engaged in, are
commonly used in the Western Systems Interconnect in prudent electrical
engineering and operations to operate [type of generation] generation electrical
equipment and related electrical equipment lawfully and with safety, reliability,
efficiency, economy and expedition; or
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(b) in the absence of the practices, methods and acts described in the
immediately preceding clause (a), those practices, methods and acts that, when
engaged in, are, in the exercise of reasonable judgment considering the facts known
when engaged in, could then be expected to achieve the desired result consistent with
Applicable Law, safety, reliability, efficiency, economy and expedition.

Prudent Utility Practices are not limited to optimum practices, methods or acts, but rather are
arange of acceptable practices, methods or acts. '

["PTCs" means production tax credits, if any, under section 45 of the Internal

Revenue Lodc as i €tfect on the date of this Agreement or any successor or other provision
providing for a federal tax credit determined by reference to renewable electric energy
produced from [type of generation] resources.]

"Purchaser" has the meaning set forth in the first paragraph of this Agreement.

"Renewal Capacity Rate" means the rate, expressed in dollars per MW, payable by
Purchaser for capacity of the Project during the Renewal Term. The Renewal Capacity Rate
for each Contract Year during the Renewal Term is set forth in Exhibit E hereto under the
column designated "Renewal Capacity Rate ($ per MW)."

"Renewal Energy Rate" means the rate, expressed in dollars per MWh, payable by
Purchaser for Energy (other than Excess Output) [and Environmental Attributes] generated
by the Project during the Renewal Term. The Renewal Energy Rate for each Contract Year
during the Renewal Term is set forth in Exhibit E hereto under the column designated
"Renewal Energy Rate ($ per MWh)."

"Renewal Notice" has the meaning set forth in Section 2.2.

"Renewal Rate" means, collectively, the Renewal Capacity Rate, as applicable, and
the Renewal Energy Rate for Energy and Excess Output.

"Renewal Term" has the meaning set forth in Section 2.2.
"Required Installed Capacity" means: [INSERT AMOUNT HERE] MW.

"Scheduled Maintenance" has the meaning set forth in Section 1.3 of Exhibit I
hereto.

"Security Documents" means the Assignment and Security Agreement between
Purchaser and Seller, and related documents executed as of the date hereof, whereby
Purchaser is assigned and granted as security for Seller's obligations hereunder certain
security interests in and to, and rights with respect to, the Project and contracts and other
assets related thereto, including the rights contemplated by Section 16 hereof, subordinate
only to [specified senior debt incurred or to be incurred to develop and construct the
Project].
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"Seller" has the meaning set forth in the first paragraph of this Agreement.
"Seller Guarantor" has the meaning set forth in Section 7.4.1.

"Seller Lender" means any Persons (or successors in interest thereof) lending money
or extending credit (including any financing lease) to Seller for (a) construction, term or
permanent financing or refinancing of the Project, (b) working capital or other ordinary
business requirements of the Project (including maintenance, repair, replacement, or
improvement of the Project), (c) any development financing, bridge financing, credit support,
credit enhancement, or interest rate protection in connection with the Project or (d) the

purchase of more than a 50% interest (in"aggregate) in the Project and the related rights from
Seller.

"Site" has the meaning set forth in the Recitals, as more particularly described in
Exhibit A-2.

"S&P" means Standard & Poor's Rating Group (a division of McGraw-Hill, Inc.) and
any successor thereto.

""Speculative-Grade'' means, with respect to any Person, a Long-Term Debt Rating
for such Person of BB+ and Bal or lower by S&P and Moody's, respectively, or,
alternatively, a Long-Term Debt Rating for such Person from PSE’s credit department
equivalent to BB+ or lower.

"Stub Period" means the period commencing on the Commercial Operation Date and
ending on the immediately succeeding December 31; provided, however, that if the
Commercial Operation Date occurs on December 31 or January 1, there shall be no Stub
Period.

"Support"” means the personnel and labor relating to, and supervision of, any of the
following in connection with the procurement, construction, installation, start up and testing
of the Project: subcontractors, materials, supplies, consumables, equipment, tools,
construction equipment, transportation, data, drawings, plans, specifications and other goods,
items, facilities and services (including technical and professional services).

"System Emergency" means a condition on the Transmission System (as determined
by the applicable Transmission Provider), at the Project, or on transmission facilities used to
deliver the Energy to or from the Delivery Point that is likely to result in imminent
significant disruption of service to customers or is imminently likely to endanger life or

property.

"Taxes" means all ad valorem, property, income, occupation, utility, gross receipts,
sales, use, excise, and other taxes, and all governmental charges, surcharges, licenses,
permits, and assessments of every type and description.
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"Technical Requirements" means those codes, standards, and specifications for the
Meters mutually agreed upon by the Parties in writing as [ ], including bi-
directional measurement capabilities.

“Term" means the Initial Term and, if Purchaser exercises its option with respect to
the Renewal Term pursuant to Section 2.2 hereof, the Renewal Term.

"Termination Amount" means, with respect to any Contract Year in which
Purchaser exercises its right to terminate this Agreement pursuant to Section 2.6, the amount
set forth in Exhibit J hereto for such Contract Year.

"Test Power" means the Energy produced by the Project during the testing thereof
prior to the Commercial Operation Date.

"Test Power Rate" means the rate, expressed in dollars per MWh, payable by
Purchaser for each MWh of Test Power delivered to Purchaser pursuant to this Agreement.
The Test Power Rate is set forth in Section 3.3.1.

“Transfer Option" has the meaning set forth in Section 15.4.1.
"Transfer Option Notice" has the meaning set forth in Section 15.4.1.

“Transmission Provider" means (a) with respect to the Transmission System
facilities from the Project to the Delivery Point, or any replacement
regional transmission organization or other Person that operates such Transmission System
facilities and (b) with respect to the Transmission System facilities from the Delivery Point
to Purchaser's electric system, or any replacement regional
transmission organization or other Person that operates such Transmission System facilities.

"Transmission Services" means transmission services (which shall be, at Purchaser's
election, open access network integration transmission service or open access long-term firm
point-to-point transmission service), ancillary services and control area services.

"Transmission System" means the transmission facilities now or hereafter operated
by the applicable Transmission Provider.

"WUTC" means the Washington Utilities and Transportation Commission or its
SUCCESSOT. '

ARTICLE 2
TERM AND TERMINATION

2.1  Term. This Agreement shall become effective on the latest of (a) the date of
signature by both Parties, (b)[ ], and (c) the date by which Purchaser
determines, which determination shall be in Purchaser's sole judgment, that any FERC action
in response to any report by Purchaser of a change in status arising out of this Agreement
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pursuant to FERC Order No. 652 will not adversely affect Purchaser's retention of market-
based rate authority as granted by FERC to Purchaser prior to such report, (the "Effective
Date"). The term of this Agreement shall commence on the Effective Date and, unless
earlier terminated pursuant to Section 2.4, 2.5, 2.6 or 6.3.2(b), shall continue for [ ]
years from the first Day of the first Contract Year and expire at 00:00 hours on the | ]
anniversary of the first Day of the first Contract Year (the "Initial Term"), but subject to
Purchaser's right to extend such expiration date by exercising one or more of its renewal
options as provided in Section 2.2.

2.2 Renewal Terms. Seller hereby grants to Purchaser the sole option to extend

the Term of this Agreement beyond the Initial Term for one __ -year period (the "Renewal
Term"). The Renewal Term shall commence immediately following the expiration of the
Initial Term and shall expire on the anniversary of the first Day of the first Contract
Year.

In order to exercise its option to extend the Term of this Agreement through the
Renewal Term, Purchaser, not less than one hundred eighty (180) Days prior to the
expiration date of the Initial Term, shall notify Seller in writing of its exercise of such option
("Renewal Notice"). Upon the giving of the Renewal Notice, the Term of this Agreement
shall thereupon be extended through the Renewal Term.

2.3 Submission of Agreement to FERC. If required under Applicable Law, not
later than sixty (60) Days prior to the date on which Seller will commence deliveries of
Energy hereunder to Purchaser, Seller shall submit this Agreement to FERC for acceptance
pursuant to the Federal Power Act.

24  Purchaser to Endeavor to Obtain Transmission Services. Purchaser shall
use commercially reasonable efforts to secure, on or before |[ 1,
Transmission Services from the applicable Transmission Provider necessary to schedule the
Energy and the Test Power from the Delivery Point to Purchaser's electric system. Purchaser
shall not be required to secure such Transmission Services (a) absent generation integration
or transmission availability reports from the applicable Transmission Provider satisfactory to
Purchaser or (b) if Seller has not entered into a large Generation Interconnection Agreement
with the applicable Transmission Provider. If on or before [ ], Purchaser,
notwithstanding its commercially reasonable efforts, does not secure Transmission Services
from the applicable Transmission Provider, then Purchaser may terminate this Agreement by
giving written notice of such termination to Seller, which notice, to be effective, must be
given by Purchaser to Seller and received by Seller on or before [ 1. Upon
the giving of any such notice of termination, this Agreement shall automatically terminate
and neither Party shall have any liability to the other under or in connection with this
Agreement.

2.5  Change in Circumstances. Upon the occurrence of any material change, as
determined by Purchaser in its sole discretion, in (a) Purchaser's economic requirements or
resource portfolio requirements to serve its retail load or (b) the Project such that the Project
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no longer meets Purchaser's resource portfolio requirements to serve its retail load, Purchaser
may terminate this Agreement by giving not less than thirty (30) days' prior written notice of
such termination to Seller. Upon any such termination, neither Party shall have any liability
to the other, except that Purchaser shall be obligated to pay to Seller the applicable
Termination Amount set forth in the attached ExhibitJ, and Seller shall, at Purchaser's
election (and subject to such payment), immediately transfer to Purchaser (i) all of Seller's
rights, title and interests in and to the Project (including the Turbines and the Balance of
Plant), the Permits, all rights of Seller to real property included in or benefiting the Site and
(11) all of Seller's rights, title and interests in, to and under any agreements related to the
Project to which Seller is a party. :

2.6  Failure to Receive Due Diligence Report. If the Due Diligence Report has
not been delivered to Purchaser within ninety (90) Days following the execution of this
Agreement, notwithstanding the Parties' best reasonable efforts to obtain such report, then
this Agreement shall automatically terminate as of such date; provided, however, if the Due
Diligence Report is not delivered within such 90-Day period, Seller may provide written
notice to Purchaser that it wishes to attempt to cure any deficiency in the Project that
prevented the Due Diligence Report from issuing, in which event, the termination of this
Agreement shall be delayed for an additional 120 Days pending remedial actions by Seller
and the final review and issuance of the Due Diligence Report. S

ARTICLE 3
PURCHASE AND SALE OF ENERGY [AND ENVIRONMENTAL
ATTRIBUTES]; DELIVERY; CURTAILMENT

3.1 Purchase and Sale of Energy. In accordance with and subject to the terms
and conditions hereof, commencing on the Commercial Operation Date and continuing
throughout the Term, Seller shall sell and deliver to Purchaser at the Delivery Point, and
Purchaser shall purchase and accept from Seller at the Delivery Point, all rights, title and
interests in and to the capacity of the Project],] Energy [and the Environmental Attributes].
Prior to the Commercial Operation Date, Seller shall sell and deliver to Purchaser at the
Delivery Point, and Purchaser shall purchase and accept from Seller at the Delivery Point, all
Test Power. Seller shall deliver Energy (including Test Power) to the Delivery Point at a
power factor and quality consistent with the requirements of the Generation Interconnection
Agreement. Seller shall deliver the Energy (including Test Power) to Purchaser as generated
at the Project. Seller shall obtain and maintain throughout the Term, at Seller's expense, all
Transmission Services and related interconnection services and other services necessary to
schedule the Energy (including Test Power) to the Delivery Point.

[3.2  Environmental Attributes.
3.2.1 Seller's Covenants, Representations and Warranties Concerning

Environmental Attributes. Seller warrants and represents to Purchaser on a continuing
basis that:
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(@) it owns or will own the Environmental Attributes as they come into
existence;

(b) it has not sold, pledged, assigned, transferred or otherwise diéposed of,
and will not sell, pledge, assign, transfer or otherwise dispose of, the Environmental
Attributes to any Person other than Purchaser; and

(c) all electricity generated by the Project meets one of the following
standards for renewable resource generation: [set forth mutually agreed-upon
standard, e.g., (i) the standards promulgated under the Green-e Program developed

Page 89 of 231

by the Center for Resource Solutions and in effect on the date of this Agreement
(http://www.greene.org/ipp/certified products.html); or (i) the standards
promulgated under the Renew 2000 Project developed by the Northwest
Environmental Advocates and in effect on the date of this Agreement
(http://www.cleanenergyguide.org/Certification/certification.htm)].

Notwithstanding any provision of this Agreement to the contrary, Seller shall not use all or
any portion of the Environmental Attributes and shall not assign, transfer, convey, encumber,
sell or otherwise dispose of all or any portion of the Environmental Attributes to any Person
other than Purchaser. Seller further agrees that Seller shall make such filings and take such
other actions as Purchaser may from time to time reasonably request in order to preserve and
maintain the Environmental Attributes in accordance with the standards described in
clause (c) of this Section 3.2.1 and to otherwise enable Purchaser to use, sell and transfer
such Environmental Attributes in accordance with market standards.

3.2.2 Purchase and Sale of Environmental Attributes. For and in
consideration of Purchaser's agreement herein to purchase from Seller the Energy on the
terms and conditions set forth herein, Seller shall sell to Purchaser, and Purchaser shall
purchase from Seller, all rights, title, and interests in and to all Environmental Attributes
related to the Energy, if any, whether now existing or acquired by Seller or that hereafter
come into existence or are acquired by Seller during the Term. Seller shall, to the fullest
extent permitted by Applicable Law, make the Environmental Attributes available to
Purchaser immediately upon Seller's obtaining the Environmental Attributes.

3.2.3 Reporting of Ownership of Environmental Attributes. During the
Term, Seller shall not report to any Person that the Environmental Attributes belong to any
Person other than Purchaser, and Purchaser may report under any such program that the
Environmental Attributes purchased hereunder belong to Purchaser.

3.2.4 Further Assurances. At Purchaser's request and expense, the Parties
shall execute all such documents and instruments necessary or desirable to evidence the
Environmental Attributes or to effect or evidence transfer of the Environmental Attributes to
Purchaser or its designees. In the event of the promulgation of a scheme involving
Environmental Attributes administered by CAMD, upon notification by CAMD that any
transfers contemplated by this Agreement will not be recorded, the Parties shall promptly
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cooperate in taking all reasonable actions necessary so that such transfer can be recorded.
Each Party shall promptly give to the other Party copies of all documents it submits to the
CAMD to effectuate or record any transfers.]

33 Purchase Price. The purchase price for the capacity of the Project],] Energy
[and Environmental Attributes] and the total compensation to Seller under this Agreement
shall be as follows:

33.1 Test Power Rate. The purchase price for Test Power [and all
Environmental Attributes related thereto] shali be $ per MWh of Test Power.

___(RG-3HO)
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3.3.2 After Commercial Operation Date. During the period from and
including the Commercial Operation Date through the remainder of the Initial Term, the
purchase price for all capacity of the Project shall be the Contract Capacity Rate for each
MW of such capacity, and the purchase price for all Energy [and Environmental Attributes
related thereto] shall be the Contract Energy Rate for each MWh of such Energy.

3.3.3 Credit for Excess Output. During the period from and including the
first Contract Year through the remainder of the Term, Purchaser shall be entitled to a credit
against (reduction of) the Contract Energy Rate or the Renewal Energy Rate, as applicable,
paid for all Energy [and related Environmental Attributes] delivered or deemed delivered
hereunder during each Contract Year for each MWh of such Energy that is in excess of 110%
of the Mean Project Output ("Excess Output"). The amount of such credit for each Contract
Year shall be equal to the Excess Output Credit calculated in accordance with Section 5.1.2
and Exhibit F hereto. Excess Output Credits from Seller to Purchaser shall be made
available pursuant to Section 5.1.2 at the end of each Contact Year.

3.3.4 Prior Notice of Test Power Deliveries and Commercial Operation
Dates. Seller shall give Purchaser prior written notice of the date on which deliveries of Test
Power are expected to commence, which notice shall be given at the earliest practicable time
but in no event less than ten (10) Days before such date.

Seller shall give Purchaser notice of the date upon which Commercial Operation Date
is expected to occur, which notice shall be given at the earliest practicable time but in no
event less than ninety (90) Days before such date. Seller shall also give Purchaser notices of
the date upon which Commercial Operation Date is expected to occur, the first such notice
not less than sixty (60) Days before such date and the second such notice not less than thirty
(30) Days before such date.

3.3.5 Purchase Price During Renewal Term. In the event Purchaser
exercises its option to extend the term of this Agreement for the Renewal Term, then during
the Renewal Term the purchase price for all capacity of the Project shall be the Renewal
Capacity Rate for each MW of such capacity, and the purchase price for all Energy [and all
Environmental Attributes related thereto] shall be the Renewal Energy Rate for each MWh of
such Energy.
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3.3.6 Standard of Review. Absent the agreement of both of the Parties to
any proposed change, the standard of review for changes to this Section 3.3 proposed by any
Party, a non-Party or FERC acting sua sponte shall be the "public interest" standard of
review set forth in United Gas Pipe Line Co. v. Mobile Gas Service Corp., 350 U.S. 332
(1956) and Federal Power Commission v. Sierra Pacific Power Co., 350 U.S. 348 (1956)
(Mobile-Sierra doctrine).

3.4 Allocation of Taxes. Seller shall pay or cause to be paid all Taxes on or with
respect to the Project and on or with respect to the delivery and sale of Energy [and/or
Environmental Attributes] to Purchaser that are imposed before or upon the delivery of

Energy at the Delivery Point. Purchaser shall pay or cause to be paid all Taxes (other than
any Taxes for which Seller is liable under this Section 3.4) on or with respect to the delivery
and sale of Energy [and/or Environmental Attributes) to Purchaser that are imposed after the
delivery of the Energy to Purchaser after the Delivery Point. If a Party is required to remit or
pay Taxes that are the other Party's responsibility hereunder, such responsible Party shall
reimburse the other for such Taxes upon request therefor. Both Parties shall use reasonable
efforts to administer this Agreement and implement its provisions so as to minimize Taxes.
In the event any of the sales of Energy [or Environmental Attributes] hereunder are to be
exempted from or not subject to any particular Tax(es), Purchaser shall, promptly upon
Seller's request therefor, provide Seller with all necessary documentation to evidence such
exemption.

3.5 Curtailment.

3.5.1 Curtailment Due to Transmission System Emergency. Seller and
Purchaser each acknowledge that System Emergencies may only be declared by a
Transmission Provider, and not by Seller or the merchant function of Purchaser. Purchaser
and Seller shall curtail or acquiesce in the curtailment of deliveries of Energy if notified by
the applicable Transmission Provider that a System Emergency exists, but such curtailment
shall only continue for the duration of such System Emergency and then only to the extent
required by such Transmission Provider. Seller shall take such actions as may be required by
remedial action schemes (if any) specified in the Generation Interconnection Agreement to
cause such curtailment and resume deliveries of Energy as soon after curtailment as is
reasonably possible, safe and in accordance with Prudent Utility Practices.

3.5.2 Curtailment Due to Operational Concerns. Seller shall reduce the
generation of the project when Purchaser has declared an Operational Constrained Energy
Period. Purchaser shall notify Seller of the maximum amount of Energy that shall be
generated by the Project, if any, during the Operational Constrained Energy Period and Seller
shall ensure that the generation does not exceed such amount. Purchaser may provide such
notices to Seller via telephone. Purchaser may not declare Operational Constrained Energy
Periods during more than [ ] hours in any calendar year.

3.5.3 Dispatch During Operational Reliability Period. Seller shall
dispatch the project "on" to the extent requested by Purchaser when Purchaser has declared
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an Operational Reliability Period. Purchaser shall notify Seller of the amount of Energy
generation, if any, during the Operational Reliability Period, and Seller shall ensure that
Energy generation meets such amount. Purchaser shall provide such fuel as may be
necessary to dispatch the project "on" pursuant to such request by Purchaser during the
Operational Reliability Period, and Purchaser shall pay Seller its reasonable operation and
maintenance costs incurred on account of such dispatch. Any Energy produced by the
project during an Operational Reliability Period shall be delivered to Purchaser at no charge
(except as otherwise provided in this Section 3.5.3) at the Delivery Point pursuant to
Section 3.1.

3.54 Economic Dispatch. [Provisions are to be included in this section as
the Parties may mutually agree.]

ARTICLE 4
CONSTRUCTION AND PURCHASER'S RIGHT TO MONITOR
CONSTRUCTION

4.1 Design, Permitting, Construction, Financing, Operation and Maintenance
of the Project. Seller shall site, develop, finance, permit and construct the Project. Seller
agrees to provide to Purchaser monthly reports as to the status of the siting, development,
financing, permitting and construction of the Project and other matters reasonably related to
Purchaser's interest in the Project, Installed Capacity, Energy and this Agreement.

Seller represents, warrants and covenants throughout the Term that:

(a) the Project will be designed, engineered, constructed, installed,
operated and maintained in such a manner as to have a reasonably expected useful
life of not less than twenty-five (25) years; and

(b) the Project will be designed, engineered, constructed and installed, and
Energy will be sold by Seller to Purchaser, in compliance with all Permits and
Applicable Law and in accordance with Prudent Electrical Practices.

It is understood and agreed by the Parties that the warranty and covenant set forth in
clause (a) of this Section 4.1 is not a warranty and covenant that the Project will, in fact, have
a useful life of not less than twenty-five (25) years, but only a warranty and covenant that
Project will be designed, engineered, operated and maintained in accordance with Prudent
Utility Practice to have an expected useful life of not less than twenty-five (25) years if
maintained in accordance with the manufacturer's specifications.

4.2 Right to Menitor. During the design, procurement, construction, installation,
start-up, testing, operation and maintenance of the Project, Seller shall permit Purchaser and
its advisors and consultants to:
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(a) monitor the construction of the Project, including, without limitation,
the design and engineering, the procurement and installation of the Generators, start-
up and testing, operation and maintenance of the Project, and Support necessary or
desirable for the accomplishment of these tasks;

(b)  monitor the design, engineering, construction and installation of the
Project to determine whether it meets the specification of having a reasonably
expected useful life of not less than twenty-five (25) years;

(c)  prior to the Commercial Operation Date and as a condition precedent

to the occurrence of the Commercial Operation Date:

(i) review and monitor the contractors' performance and
achievement of all initial performance tests and all other tests required under
the Project construction contracts that must be performed in order to achieve
completion, with respect to which the construction contracts shall provide that
at least ten (10) Days before such tests begin the contractors shall deliver to
Purchaser a schedule for the performance of such tests;

i) be present to witness the such- initial performance tests and
review the results thereof;

(d) perform such detailed examinations, inspections, quality surveillance
and tests as, in the judgment of Purchaser, are appropriate and advisable to determine
that:

1) the Generators have been designed, engineered and installed in
accordance with this Agreement;

(i)  the Balance of Plant has been designed, engineered,
constructed and installed in accordance with this Agreement; and

(i)  that all performance guarantees pursuant to this Agreement
have been met;

(e) verify that the following are paid when due:

(1) all real property Taxes imposed before the Commercial
Operation Date on real property included in or benefiting the Site;

(i)  Taxes imposed with respect to any Generator before its transfer
to Seller;

(1))  Taxes based on or measured by Seller's net or gross income;
and
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(iv)  any retail sales, use or similar Tax on the transfer, sale or use
of the Project or any part thereof to or by Seller or any contractor of Seller ;

$3) review and discuss periodic status reports on the progress of the
design, construction and installation of the Project, which reports shall be provided by
Seller to Purchaser not less frequently than once a month; and

(2 be provided with a list of recommended operating spare parts lists for
all equipment supplied.

4.3 No Warranty, Representation or Endorsement. No monitoring, Teview,
consent, verification, advice, recommendation, authorization, notice, witness, inspection, test
or any other act by Purchaser (and no delay or failure by Purchaser to monitor, review,
approve, consent, verify, advise, recommend, authorize, notify, witness, inspect, test or
otherwise act) regarding the procurement, construction, installation, start-up, testing,
operation or maintenance of the Project shall constitute or be interpreted or construed as, or
be relied upon or held out by Seller or any other Person as, any waiver, warranty,
representation, covenant or endorsement by Purchaser.

ARTICLE §
BILLING AND PAYMENTS

5.1  Billing and Payment. Billing and payment for the capacity of the Project],]
Energy (including Test Power) [and all associated Environmental Attributes] sold and
purchased under this Agreement and any other amounts due and payable hereunder shall be
as set forth in this Section 5.1.

5.1.1 Calculation of Available Capacity, Energy Delivered or Deemed
Delivered; Invoices and Payment. For each calendar month during the Term, commencing
with the first calendar month in which Energy is delivered by Seller to Purchaser in
accordance with the terms of this Agreement, Seller shall calculate:

(a) the amount of the available capacity of the Project and of Energy
delivered to Purchaser during such calendar month as determined from recordings
produced by Meters at or near 2400 hours on the last Day of the calendar month in
question; and

b) any credits owed to Purchaser as a result of hourly forecasts errors
pursuant to Section 7.2.

Not later than the tenth Day of each calendar month (commencing with the calendar month
next following the calendar month in which Energy is first delivered by Seller to Purchaser
in accordance with the terms of this Agreement), Seller shall deliver to Purchaser an invoice
showing the available capacity of the Project and the amount of such Energy delivered to
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Purchaser by Seller [and PTC's related thereto]} during the immediately preceding calendar
month and Seller's computation of the amount due Seller in respect thereof.

Not later than the later to occur of the following (herein called the "Due Date"):

(1 the twentieth (20") Day of the calendar month immediately following
the calendar month to which Seller's invoice relates (or the next succeeding Business
Day, if such twentieth Day is not a Business Day); or

(i)  the tenth (10™) Day after receipt by Purchaser of Seller's monthly
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invoice(or the next succeeding Business Day, if such tenth Day is not a Business
Day);

Purchaser shall pay to Seller, by wire transfer of immediately available funds to an account
specified in writing by Seller for such purpose or by any other means agreed to by the Parties
in writing from time to time, the amount set forth in such monthly invoice that is due and
owing to Seller. In no event shall Purchaser be obligated to pay Seller for any capacity of the
Project that is in excess of the Installed Capacity.

5.1.2 Excess Output. At the end of each Contract Year, Seller shall
calculate the amount of Excess Output, if any, delivered or deemed delivered to Purchaser
hereunder during such Contract Year, which determination shall be made from recordings
produced by the Meters through 2400 hours on the last Day of each Contract Year.

Not later than 10 Days after the end of such Contract Year, Seller shall deliver to
Purchaser an invoice showing the amount, if any, of Excess Output delivered to Purchaser by
Seller pursuant hereto during such Contract Year and Seller's computation of the Excess
Output Credit, which Excess Output Credit shall be calculated in accordance with the
formula set forth in Exhibit F hereto ("Excess Output Credit").

If an Excess Output Credit is owing, Purchaser shall have the right under
Section 5.1.4 to set off such credit from one or more subsequent invoices payable to Seller.

5.1.3 Disputed Invoices. Within one hundred twenty (120) Days after
receipt of any invoice, Purchaser may provide written notice to Seller of any alleged error
therein. If Seller notifies Purchaser in writing within thirty (30) Days of receipt of such
notice that Seller disagrees with the allegation of error in the invoice, the Parties shall meet,
by telephone conference call or otherwise, within five (5) Business Days following Seller's
response, for the purpose of attempting to resolve the dispute. If the Parties do not resolve
the dispute within thirty (30) Days after such initial meeting, either Party may proceed to
seek whatever remedy may be available to such Party at law or in equity. If Seller is found
to be in error, Seller shall refund to Purchaser the amount that Purchaser paid in excess of the
amount that Purchaser actually owed plus interest on such excess payment from the date the
same was paid by Purchaser to (but not including) the date of refund thereof is actually
received by Purchaser from Seller, such interest to be at an annual rate equal to the Prime
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Rate in effect as of the date such payment was made by Purchaser plus two percent (2%), but
in no event shall such interest exceed the maximum interest rate permitted by Applicable
Law.

The rights of the Parties set forth in this Section 5.1.3 are in addition to, and not in
lieu of, the rights set forth in Section 7.4.

5.1.4 Setoffs and Deductions. Purchaser shall have the right to set off any
amount due Seller under this Agreement against any amount due Purchaser from Seller
hereunder.

5.1.5 Interest on Past Due Amounts. Any payment not made within the
time limits specified in this Section 5.1 shall bear interest from the Due Date of such
payment through (but not including) the date such payment is actually received by Seller or
Purchaser, as the case may be. Such interest shall accrue at an annual rate equal to the Prime
Rate then in effect plus two percent (2%), but in no event shall such interest exceed the
maximum interest rate permitted by Applicable Law.

5.1.6 Form and Transmittal of Invoeices. Statements or invoices shall be
sent to Purchaser by mail or facsimile to the address or facsimile number designated in
Section 11.1. All invoices from Seller must be accompanied with certified telemetry or other
metering information as required in Section 8.1.1. Purchaser may change the address or
facsimile number by providing written notice thereof to Seller. Each invoice shall be in a
form and substance reasonably acceptable to both Seller and Purchaser.

ARTICLE 6
INTERCONNECTION, CONSTRUCTION, OPERATION AND
PERFORMANCE GUARANTEES

6.1 Interconnection.

6.1.1 Generation Interconnection Agreement and Interconmection
Facilities. Seller shall enter into and shall maintain throughout the Term a Generation
Interconnection Agreement (GIA) with the applicable Transmission Provider. Pursuant to
the GIA, such Transmission Provider and Seller shall design, finance, install, maintain, and
operate the Interconnection Facilities as required under the Interconnection Agreement.

6.1.2 Purchaser's Right of Review of the Generation Interconnection
Agreement; Date for Required Completion of Interconnection Facilities; Payment of
Interconnection Costs. Before Seller enters into the Generation Interconnection
Agreement, Seller agrees to provide to Purchaser the final draft of such Agreement as and
when such draft is made available to Seller. Purchaser shall have the right to comment on
such draft within ten (10) Business Days after the same is provided to Purchaser by or on
behalf of Seller and Seller shall use reasonable efforts to cause Purchaser's comments to be
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incorporated into the Generation Interconnection Agreement as executed and delivered by
the parties thereto. Notwithstanding anything expressed or implied herein to the contrary:

(a) the Generation Interconnection Agreement shall provide for the
completion of all Interconnection Facilities no later than ;
and

) As between Seller and Purchaser, Purchaser shall have no liability for
the payment of any Interconnection Costs.

6.2 Operation and Maintenance.

6.2.1 General. Seller shall submit a written annual maintenance plan for
the coming year no later than 60 Days prior to the start of each Contract Year. Such plan
shall be subject to Purchaser's acceptance. Any and all changes to such plan shall be
immediately communicated to Purchaser in writing and shall be subject to Purchaser's
acceptance. Seller agrees to operate and maintain the Project, the Interconnection Facilities,
its Meters (if any), and all other equipment and systems interconnecting with the
Interconnection Facilities or the interconnected Transmission System in accordance with the
applicable manufacturer's specifications and in a manner that is reasonably likely to:

(a) maximize the output of Energy [and Environmental Attributes] from
the Project consistent with Prudent Utility Practices; and

(b)  result in an expected useful life for such facilities of not less than
twenty-five (25) years;

all in compliance with all Permits and applicable laws, ordinances, rules, regulations, orders
and other requirements, now or hereafter in effect, of any governmental authority, and in
accordance with Prudent Utility Practice.

6.2.2 Operation and Maintenance Plan. Seller shall inspect, maintain and
repair the Project and the components thereof in accordance with Prudent Utility Practices,
and shall keep records with respect to inspections, maintenance, and repairs thereto. Upon
request by Purchaser, Seller shall make available to Purchaser during Seller's regular
business hours all plans and records of such inspections, maintenance, and repairs.

6.2.3 Coordination of Project Operation. Seller shall operate the Project
on a continuous, reliable and sustained basis until the end of the Term, subject to
curtailments pursuant to Section 3.5 and outages in accordance with Exhibit I hereto. The
Parties shall coordinate operation of the Project with Purchaser's electric system in
accordance with such Exhibitl. In addition, Seller shall cooperate in good faith with
Purchaser's reasonable maintenance scheduling requests consistent with Prudent Utility
Practices so as to, without limitation, maximize Purchaser's return on its third-party sales of
the Energy [and Environmental Attributes].
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6.3 Commercial Operation Date Guarantee; Delay Payments.

6.3.1 Guaranteed Commercial Operation Date. Seller shall cause the
Commercial Operation Date to occur, including causing each Generator to achieve Generator
Completion by, | | (the "Guaranteed Commercial Operation Date").

6.3.2 Delay Payments.

(a) For each Day after the Guaranteed Commercial Operation Date that
the Commercial Operation Date has failed to occur, Seller agrees to pay Purchaser per diem

detay tiquidated—damages o a per Generator -basisimanamount catculated as—provided

below (the "Delay Payment"). Except as provided below in this Section 6.3.2, Delay
Payments on a per Generator basis shall be paid by Seller to Purchaser for each Day that
each Generator is late in achieving Generator Completion, commencing with the Day after
the Guaranteed Commercial Operation Date through (but not including) the Commercial
Operation Date.

The Delay Payment for each Generator that has failed to achieve Generator
Completion by the Guaranteed Commercial Operation Date shall be an amount equal to the
product of (x) dollars (§_ ) multiplied by (y) the number of Days—
from (and including) the Day after the Guaranteed Commercial Operation Date to (but not
including) the date upon which such Generator achieves Generator Completion.

Purchaser shall not be entitled to any Delay Payment hereunder with respect
to any Generator to the extent Seller's delay in achieving Generator Completion with respect
to such Generator was caused by:

(1) Purchaser;
(1)  adelay due to a Force Majeure Event; or

(i)  the failure of Purchaser to secure Transmission Services from the
applicable Transmission Provider.

In the event Seller's delay in achieving Generator Completion with respect to a Generator is
caused by any of the events described in (i), (ii) or (iii) of this Section 6.3.2(a), then with
respect to the affected Generator(s) the Guaranteed Commercial Operation Date shall be
extended by a number of Days equal to the period of such delay. Except as otherwise
provided herein, Purchaser and Seller agree that the remedies provided for in this
Section 6.3.2(a) shall be the exclusive remedies of Purchaser for Seller's breach of its
obligation under Section 6.3.1.

The maximum liquidated damages payable by Seller in connection with
delays in achieving the Commercial Operation Date by the Guaranteed Commercial
Operation Date shall be dollars ($ ). Seller shall pay such
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amount (1.e., ¢ )) to Purchaser as liquidated
damages upon any termination of the Project or this Agreement pursuant to Section 6.3.2(b).

(b) If for reasons other than the termination of this Agreement pursuant to
Section 2.4 or 2.5, Seller fails to complete a Major Milestone by the Guaranteed Major
Milestone Deadline therefor or fails to achieve the Commercial Operation Date as of a date
that 1s | | Days after the Guaranteed Commercial Operation Date (the "Non-
Completion Termination Date"), Purchaser may at any time prior to the Commercial
Operation Date terminate this Agreement; provided, that if the delay in achieving the
Commercial Operation Date is caused by any of items (i), (ii), and (iii) in Section 6.3.2(a),
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then the Non-Completion Termination Date shall be extended by a number of Days equal to
the period of such delay, but in no case to a date later than | ]. Following such
termination, Seller shall owe Purchaser the Delay Payments as set out in Section 6.3.2(a)
[THE INITIAL NONCOMPLETION TERMINATION DATE SHOULD BE THE
DATE WHEN THE MAXIMUM DELAY PAYMENTS PERMITTED UNDER THE
AGREEMENT WILL HAVE BEEN INCURRED, PURSUANT TO SECTION
6.3.2(a).]

6.3.3 Security for Delay Payments. Concurrently with execution of this
Agreement, Seller has provided to Purchaser a Letter of Credit, available for drawings solely
for a default in Seller's obligation to pay Delay Payments as set forth in this Section 6.3.
Such Letter of Credit is in the amount of [the maximum amount of delay damages as set
forth in Section 6.3.2(a)]. Seller shall cause such Letter of Credit to remain in place until
each of the following has occurred: (a) the Commercial Operation Date has occurred and
(b) Purchaser has certified to the issuer of the Letter of Credit that any Delay Payment due
from Seller has been paid.

ARTICLE 7
PROJECT GUARANTEES

7.1 Annual Output Guarantee. Seller warrants and covenants that the Energy
output for each Contract Year, as calculated immediately following the end of such Contract
Year, shall have been no less than the Guaranteed Annual Output. For each MWh that the
actual Energy output during the Contract Year is less than the Guaranteed Annual Output for
such Contract Year, Seller shall pay Purchaser liquidated damages in the amount of the Cost
to Cover for such MWh of Energy. Notwithstanding the foregoing, Purchaser shall not be
entitled to any liquidated damages under this Section 7.1 to the extent Seller's failure to meet
the Guaranteed Annual Output was caused by a Transmission Provider, Purchaser or a Force
Majeure Event.

7.2 Hourly Guarantee. Not later than forty-five (45) minutes prior to the start of
each hour during the Contract Term, Seller shall provide to Purchaser a forecast of the
Project output for the next schedule hour to be delivered to the Delivery Point. If the Project
output actually delivered to the Delivery Point in such hour is less than the forecast amount
supplied by Seller by more than twenty percent (20%), Purchaser shall be entitled to a credit,
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against amounts otherwise due and owing by Purchaser to Seller, in an amount equal to the
product of (a) the amount of Energy greater than twenty percent (20%) of the forecast
amount not delivered to the Delivery Point multiplied by (b) the difference between the
Market Price for such amount of Energy in such hour and the purchase price for such amount
of Energy pursuant to Section 3.3.

713 Project Availability Guarantee.

7.3.1 Guaranteed Project Availability. Seller warrants and covenants that
for each Contract Year during the Initial Term, as calculated at the beginning of the next

succeeding Contract Year, the Project Mechanical Availabilify Percéntage shall niot be less
than ninety-eight percent (98%) of the Required Installed Capacity for such Contract Year.

7.3.2 Payment of Amounts Owing for Failure of Project Mechanical
Availability Percentage to Meet Project Availability Guarantee. For each percentage
point (rounded to the nearest 1/100 of one percent) by which the Project Mechanical
Availability Percentage for any Contract Year is less than ninety-eight percent (98%) of the
Required Installed Capacity for such Contract Year, Seller shall pay Purchaser liquidated
damages in an amount equal to the product of (a) the amount of such percentage points (as so
rounded) multiplied by (b) the Required Installed Capacity multiplied by (¢) the Contract
Capacity Rate.

7.3.3 Payment of Amounts Owing for Failure to Meet Project
Availability Guarantee. For the second Contract Year and for each Contract Year
thereafter, no later than the thirtieth (30™) Day of such Contract Year, Seller shall deliver to
Purchaser an invoice showing Seller's computation of the actual Energy output and the
Project Mechanical Availability Percentage for the immediately preceding Contract Year and
the amount of liquidated damages due Purchaser in respect thereof, if any. Seller shall pay to
Purchaser, by wire transfer of immediately available funds to the account specified in writing
by Purchaser for such purpose or by any other means agreed to by the Parties in writing from
time to time, the amount set forth as due in each such invoice. Any disputed invoices shall
be treated as set forth in Section 5.1.3.

7.4 Seller Guaranty; Additional Security; Financial Statements.

7.4.1 Delivery of Guaranty for Output Obligations. With respect to the
obligations of Seller set forth in Sections 6.3, 7.1, 7.2 and 7.3, Seller shall cause one or more
of its respective Affiliates (each, a "Seller Guarantor") having an Earnings-to-Interest Ratio
of at least 2.00, to execute and deliver to Purchaser prior to the Commercial Operation Date a
guaranty in favor of Purchaser, in the form attached as Exhibit G, under the terms of which
Seller Guarantor unconditionally guarantees the full and prompt payment of Seller's payment
obligations of this Agreement, in a maximum aggregate amount not to exceed
dollars ( ). Such Guaranty shall remain in effect for the Term
and thereafter until Purchaser has certified to the Guarantor that no damages are owed by
Seller.
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7.4.2 Additional Security. In licu of the obligation to provide a guaranty as
set forth in Section 7.4.1, or in the event that such a guaranty has been provided and at any
time subsequent thereto Seller Guarantor shall no longer have an Earnings-to-Interest Ratio
of at least 2.00 as determined at the end of any calendar quarter during the Term based on the
Seller Guarantor's interest coverage at the end of the twelve (12)-month ending with such
calendar quarter, then Seller shall provide to Purchaser Additional Security in the amount of
dollars ($ ) and for the term of the guaranty described in
Section 7.4.1(a). In the event Seller fails to provide such Additional Security within five (5)
Business Days, then an Event of Default shall be deemed to have occurred pursuant to
Section 12.1.1(f) hereof, and Purchaser shall be entitled to exercise any of the remedies set

forth in Article 12 hereof.

7.4.3 Cash As Additional Security. If such Additional Security consists of
cash, the escrow agreement with the applicable Custodian (to which Seller, Seller Guarantor
and Purchaser shall be parties) shall provide, without limitation, that:

(a) such cash shall be invested by the Custodian at the direction of Seller
in such Permitted Investments as Seller shall select; and

(b) Seller shall be entitled, on a current basis, to all investment earnings
derived from all investments of such cash.

The fees and expenses of such Custodian shall be paid by Seller.
7.5 Financial Statements.
Seller shall provide to Purchaser the following:

(a) within forty-five (45) Days after the close of each calendar quarter
(commencing with the calendar quarter ending ), the unaudited financial
statements of Seller Guarantor for the calendar quarter just ended; and

) within one hundred and twenty (120) Days after the close of each
fiscal year (commencing with the fiscal year ending ), the unaudited
financial statements of Seller Guarantor for the fiscal year just ended; provided, that
if Seller Guarantor otherwise has audited financial statements prepared for the fiscal
year in question, then such audited financial statements of Seller Guarantor shall be
provided in lieu of the aforementioned unaudited financial statements.

ARTICLE 8
MEASUREMENT AND METERING; PROJECT DATA

8.1 Metering Equipment.

Seller shall provide and cause to be installed, all metering (including meters at any
Project substation identified as the Delivery Point) and data processing equipment needed for

Puget Sound Energy, Inc. All Source RFP — Exhibit 9, Page 30 November 1, 2005



Exhibit No.  (RG-3HC)
Page 102 of 231

Exhibit IX, All Generation Source RFP - Prototype PPA

the registration, recording, and transmission of information regarding the Energy generated
from the Generator and delivered to the Delivery Point, real and reactive power output,
voltage output, current output, and other related parameters that are required for computing
the payments due to Seller from Purchaser ("Meters"). Upon installation, the Meters shall
become the property of Purchaser. Purchaser shall operate and maintain all such equipment
in accordance with Prudent Utility Practices. All Meters and data processing equipment shall
meet or exceed the Technical Requirements.

8.2  Measurements. Readings of the Meters shall be conclusive as to the amount
of Energy delivered under this Agreement; provided, that if the Meters are discovered to be

Inaccurate pursuant to Section 8.3 and the Parties do not agree on the actual energy delivered
during the period when the Meters were registering inaccurately, the period to be used for
purposes of calculating measurements pursuant to this Section 8.2 shall be one-half of the
period from the date of the last previous test of the Meter through the date of the test that
found the Meters to be inaccurate, but in no event more than one hundred eighty (180) Days
from the date of the last previous test of such the Meters.

8.3  Testing and Correction.

8.3.1 Required Testing by Seller; Purchaser's Right to Conduct Tests;
Testing of Purchaser's Meters. The accuracy of Meters shall be tested and verified not less
than annually and at Seller's expense. Such annual testing and verification shall be
performed within thirty (30) Days following the beginning of each Contract Year by a third
party selected by Purchaser and approved in writing by Seller. In addition, at Seller's option,
the accuracy of the Meters may be tested and verified at Seller's expense at more frequent
intervals. Seller shall provide to Purchaser at least twenty (20) Days' prior written notice of
the date upon which any such test is to occur. Purchaser and its consultants and
representatives shall have the right to be present at and observe each such test. Seller shall
prepare a written report setting forth the results of each such test, and shall provide Purchaser
with copies of such written report not later than thirty (30) Days after completion of such
test.

8.3.2 Standard of Meter Accuracy; Resolution of Disputes as to
Accuracy. The following steps shall be taken to resolve any disputes regarding the accuracy
of any Meter:

(a)  If Seller disputes a Meter's accuracy or condition, it shall so advise the
Purchaser in writing.

b) Purchaser shall, within fifteen (15) Days after receiving such notice,
advise Seller in writing as to its position concerning the Meter's accuracy and reasons
for taking such position.

(c) If the Parties are unable to resolve the dispute through reasonable
negotiations, then either Party may cause an unaffiliated third-party engineering
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company mutually acceptable to the Parties to test the Meter that is the subject of
dispute.

(d) If such Meter is found to be inaccurate by more than two percent (2%)
or if such Meter is for any reason out of service or fails to register, then the Parties
shall use their best efforts to estimate the correct amounts of energy delivered during
the periods affected by such inaccuracy, service outage or failure to register by the
best available means. In the event that, as a result of such estimate: (1) the amount of
Energy credited to Purchaser is decreased, Seller shall reimburse Purchaser for any
overpayment made by Purchaser, such reimbursement to be in the form of (A)a

deduction from the next succeeding payment or payments by Purchaser for electrical
energy due Seller pursuant to Section 3.3 or (B) cash, if no such succeeding payments
in an amount exceeding the amount of such overpayment are or shall be due; or
(11) the amount of Energy credited to Purchaser is increased, Purchaser shall pay
Seller for such increased credit for Energy, if any, at the purchase price set forth in
Section 3.3 that is effective for the periods during which such Energy is estimated to
have been delivered. Notwithstanding the foregoing, if, upon test, Purchaser's meters
for determining amounts of energy delivered under this Agreement are found to be
inaccurate by not more than two percent (2%), then any previous recordings of such
meters shall be deemed accurate. Purchaser shall promptly cause meters found to be
inaccurate to be adjusted to correct to the extent practicable such inaccuracy.

8.4 Real Time Data; Other Project Data.

8.4.1 Real Time Data. Seller shall make available to Purchaser on a
real-time, Generator-by-Generator basis, (a) the information and data referred to in Section
8.1, and (b) any other data from the Project that Seller receives on a real-time basis. Seller
shall provide such real time data to Purchaser on the same basis as the basis on which Seller
receives the data (e.g., if Seller receives the data in four second intervals, Seller shall also
make the data available to Purchaser in four second intervals). Seller shall present the
real-time data in an electronic form that interacts seamlessly with real-time electronic data
received by Purchaser from any other [type of generation] project operated by Seller or an
Affiliate of Seller. For the purpose of receiving the real-time data contemplated in this
Section 8.4.1, Seller shall provide to Purchaser either a terminal or a direct interface with
Seller's equipment at the Site.

8.4.2 Other Project Data. Within thirty (30) Days after the end of each
calendar month, Seller shall provide to Purchaser a monthly report in electronic format
acceptable to Purchaser, which report shall include information on the Actual Operational
Hours of the Generator, summaries of production of the Generator, any other significant
events related to the operation of the Generator and any ‘supporting information that
Purchaser may reasonably request. In addition, Seller shall maintain an electronic fault log
of operations of the Project (including all information reasonably required to confirm Project
and Generator availability) during each hour of the Term beginning as of the Commercial
Operation Date and shall provide such log to Purchaser on a monthly basis. Without limiting
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the foregoing, Seller shall promptly fumnish Purchaser with copies of such plans,
specifications, records and other information and data relating to the Project, any
construction and installation activities, the arrangements between Seller and the applicable
Transmission Provider, the ownership, operation, use or maintenance of the Project, or Seller
Guarantor's Earnings-to-Interest Ratio, as may be reasonably requested by Purchaser from
time to time. Purchaser shall maintain the confidentiality of Seller's confidential and
proprietary information provided pursuant to this section in accordance with the terms and
provisions of a confidentiality agreement mutually agreed to by the Parties.

ARTICLE 9

RECORDS; REPORTS AND REVIEWS
9.1 Maintenance of Records; Quarterly Reports.

9.1.1 Maintenance of Records. Each Party shall keep complete and
accurate records, and shall maintain such data as may be necessary for the purpose of
ascertaining the accuracy of each statements of charges submitted hereunder for a period of
two (2) years from the date the applicable statement was delivered.

O Or et eed TP ,
912 Quarterty Reports:

(@ Within thirty (30) Days after the end of each calendar quarter during
the Term, Seller shall provide to Purchaser a written quarterly report, which shall
include:

1) information on the Average Annual Output;
(1)  summaries of production of each Generator;

(iif)  any other significant events related to the operation of each
Generator; and

(iv)  any supporting information that Purchaser may reasonably
request.

(b) If Purchaser determines that, for purposes of Financial Interpretation
No. 46R (FIN 46R), Seller is a variable interest entity and that, as a result of being a
variable interest entity, consolidated financial reporting will be required for Purchaser
and Seller, Purchaser shall so notify Seller in writing. Within thirty (30) Days after
Seller’s receipt of such notification and within thirty (30) Days after the end of each
calendar quarter during the Term, Seller shall provide to Purchaser a written quarterly
report, which shall include:

(1) Descriptions of the following obligations of Seller for the
immediately preceding calendar quarter:
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(A)  On-balance sheet obligations;

(B)  Gas purchase obligations;

(C)  Lease obligations and commitments;
(D)  Off-balance sheet commitments; and

(E)  Contingent obligations;

@,

®

(i) All material contracts (or summaries if the original contracts
are not immediately available) of Seller then in effect, together with any
related agreements, if any, including, but not limited to:

(A)  Equity-related agreements;

(B)  Debt and other borrowings documents;

(C)  Material asset or stock acquisitions or dispositions;

(D)  Documents under which guarantees or indemnities have
been provided;

(E)  Maternial supplier and customer contracts;

(F)  Related-party contracts;

(G)  Documents related to material hedging activities;
(H)  Contingent obligations and financial commitments;

)] Leasing arrangements and  off-balance  sheet
obligations; and

J) Management and outsourcing contracts.
9.2  Right To Review.

9.2.1 Review Rights. Purchaser shall have the right, upon reasonable notice
to Seller and during Seller's regular business hours and without materially interfering with
the conduct of Seller's business, to access and review all of Seller's records, reports, data,
calculations and statements, maintained by Seller pursuant to Section 9.1.1, that Seller
provides or is obligated to provide to Purchaser under this Agreement. Purchaser shall bear
Purchaser's costs of performing such review, provided that Seller cooperates with such
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review. Purchaser shall not be obligated to pay or reimburse Seller for any costs (including
the cost of photocopies) that Seller may incur as a result of such review.

9.2.2 Refunds of Overpayments and Underpayments. Should any review
performed pursuant to Section 9.2.1 reveal a billing error or errors that resulted in an
overpayment by Purchaser, Seller shall refund to Purchaser the amount of the overpayment
plus interest thereon from the date such overpayment was made by Purchaser to (but not
including) the date Purchaser actually receives the refund thereof from Seller, such interest to
be calculated at an annual rate equal to the Prime Rate in effect on the date such
overpayment was made by Purchaser plus two percent (2%), but not in excess of the highest

interest rate permitted under Applicable Law. Should any review performed pursuant to
Section 9.2.1 reveal a billing error or errors that resulted in an underpayment by Purchaser,
Purchaser shall pay to Seller the amount of the underpayment plus interest thereon from the
Due Date of the applicable payment to (but not including) the date Seller actually receives
the payment thereof from Purchaser, such interest to be at an annual rate equal to the Prime
Rate mn effect on the date such overpayment was made by Purchaser plus two percent (2%),
but not in excess of the highest interest rate permitted under Applicable Law.

ARTICLE 10

RELEASE AND INDEMNITY; INSURANCE

10.1 Release and Indemnity. Each Party releases and shall defend, indemnify and
hold harmless each of the Indemnitees of the other Party from and against all claims, losses,
harm, suits, liabilities, obligations, damages, penalties, costs and expenses (including, but not
limited to, reasonable attorneys' fees and any incremental taxes payable by the Indemnitees
on the amount of any indemnities paid by the indemnifying Party to the Indemnitees pursuant
to this Section 10.1) of whatsoever kind and nature (including, without limitation, relating to
the injury to or death of any person, including employees of the indemnifying Party) that
may at any time or from time to time be imposed on, incurred by or asserted against the
Indemnitees, arising out of or in connection with the construction, installation, start up and
testing of the Project, the Interconnection Facilities and the Meters, the delivery of energy
from the Project to the Delivery Point, the ownership, operation, use or maintenance of the
Project, or, in the case of Seller as indemnifying Party, the failure of Seller to have observed
or performed any of Seller's obligations or liabilities under this Agreement. To the fullest
extent permitted by applicable law, the foregoing shall apply regardless of any fault,
negligence, strict liability or product liability of any of the Indemnitees and shall apply to
any claim, action, suit or proceeding brought by any employee of the indemnifying Party.
However, the indemnifying Party shall not be required to so defend, indemnify or hold
harmless any such Indemnitee from any claim, loss, harm, liability, damage, cost or expense
to the extent the same is caused by or results from the negligence of such Indemnitee.

10.2 Insurance.

10.2.1 Insurance During Construction. During the construction of the
PrOJCCt Seller shall, at Seller's expense, maintain or cause to be maintained Builder’s Risk
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insurance covering the Project (on a completed value form) on an "all-risk" basis (including
coverage for testing and start-up, earthquake, landslide, tornado, hurricane, and flood), for
the full replacement value of the Project.

10.2.2 Insurance During Commercial Operation. From and after the
Commercial Operation Date, Seller shall, at Seller's expense, maintain or cause to be
maintained property and casualty loss insurance and other appropriate insurance for the
Project in accordance with Prudent Utility Practices, including the following: '

(a) Commercial general hability insurance including all the usual

coverages known as Premises/Operations Liability, Products/Completed Operations,
Personal/Advertising Injury, Contractual Liability, Independent Contractors Liability,
Stop Gap/Employers Liability, Explosion, Collapse, or Underground (XCU), Broad
Form Property Damage and Fire Damage Legal. Such insurance coverages must
provide primary coverage limits of no less than One Million Dollars (U.S.
$1,000,000) for injuries or death to one or more persons or damage to property
resulting from any one occurrence and a One Million Dollars (U.S. $1,000,000)
aggregate limit.

®) Workers’ compensation and employer’s Tiabitity insurance; and such
other forms of insurance which Seller is required by law to provide for the Project,
providing statutory benefits and other states’ endorsement and USL&H Act coverage
(if any exposure exists), covering Losses resulting from injury, sickness, disability or
death of the employees of Seller. Seller shall require that all Subcontractors maintain
all forms or types of insurance with respect to Subcontractors’ employees as are
required by law with limits of not less than One Million Dollars (U.S. $1,000,000)
per accident, One Million Dollars (U.S. $1,000,000) for disease, and One Million
Dollars (U.S. $1,000,000) for each employee.

(c) Umbrella Excess Liability Insurance not less than Five Million Dollars
(U.S. $5,000,000) covering employer’s liability and commercial general liability. The
umbrella and/or excess policies shall not contain endorsements which restrict
coverages as set forth in Sections 10.2.2(a) and 10.2.2(b).

(d)  Bodily Injury, Property Damage, Personal Injury & Advertising
Injury.

(e) All-risk property insurance including boiler & machinery coverage,
earthquake, landslide, torado, hurricane and other high wind weather conditions, and
flood, subject to appropriate sublimits, covering physical loss or damage for the full
replacement value of the Project.

10.2.3 Endorsements. The insurance required under Sections 10.2.1,
10.2.2(a), 10.2.2(c) and 10.2.2(d) shall be endorsed to include Puget Sound Energy, Inc., its
officers, directors, employees and agents as additional insureds or loss payees and shall not

Puget Sound Energy, Inc. All Source RFP — Exhibit 9, Page 36 November 1, 2005



Exhibit No.  (RG-3HC)
Page 108 of 231

Exhibit IX, All Generation Source RFP - Prototype PPA

be reduced or canceled without sixty (60) Days' prior written notice to Purchaser. In
addition, Seller's insurance shall be primary as respects Purchaser, and any other insurance or
self-insurance maintained by Purchaser shall be excess of and not contributing insurance
with Seller's insurance.

10.2.4 Requirements of Coverage. All insurance policies required to be
obtained hereunder shall provide insurance for occurrences throughout the Term. All
insurance coverage pursuant hereto shall be issued by an insurer with a Best's Rating of not
less than “A-7” or such other insurer as is reasonably acceptable to Purchaser. Seller shall
provide Purchaser with certification that all insurance policies are in full force and effect,

including upon Purchaser’s request (a) a copy of the insurance policy's declaration pages,
showing the insuring Seller, policy effective dates, limits of liability and the schedule of
forms and endorsements, (b) a copy of the endorsements naming Puget Sound Energy, Inc.,
its officers, directors, employees and agents, as additional insureds or loss payees, showing
the policy number, and signed by an authorized representative of the insurance company,
(c) a copy of the "endorsements form list" to the insurance policy showing endorsements
issued on the policy, and including any Seller-specific or manuscript endorsements and (d) a
copy of an endorsement stating that the coverages provided by the policy to Purchaser or any
other additional insured shall not be terminated, reduced or otherwise materially changed

without providing at least sixty (60) Days' prior written notice to Purchaser, copies of the
“cross-liability” or "severability of interests" clause from the commercial general liability
policies, indicating that, except with respect to the limits of insurance, and any rights or
duties specifically assigned to the first named insured, the insurance applies as if each
insured were the only named insured, and separately to each insured against whom claim is
made or suit is brought.

10.2.5 Deductibles. Deductibles in excess of Fifty Thousand Dollars (U.S.
$50,000) shall be subject to review and reasonable approval by Purchaser, and Seller shall be
responsible for the payment of all deductible amounts with respect to the insurance required
to be maintained under this Section 10.2.

10.2.6 Policy Non-Renewal or Changes. In the event that any policy is
written on a “claims-made” basis and such policy is not renewed or the retroactive date of
such policy is to be changed, Seller shall obtain for each such policy or policies the broadest
basic and supplemental extended reporting period coverage or “tail” reasonably available in
the commercial insurance market for each such policy or policies and shall provide Purchaser
with proof that such basic and supplemental extended reporting period coverage or “tail” has
been obtained.

10.2.7 No Limitation. The requirements of this Section 10.2 as to insurance
and acceptability to Purchaser of insurers and insurance to be maintained by Seller are not
intended to and shall not in any manner limit or qualify the liabilities and obligations
assumed by Seller under this Agreement.

Puget Sound Energy, Inc. All Source RFP — Exhibit 9, Page 37 November 1, 2005



Exhibit No.  (RG-3HC)
Page 109 of 231

Exhibit IX, All Generation Source RFP - Prototype PPA

ARTICLE 11
NOTICES

Any notice or other communication required, permitted or contemplated hereunder
shall be in writing, shall be addressed to the Party to be notified at the address set forth below
or at such other address as a Party may designate for itself from time to time by notice
hereunder:

To Purchaser:

Puget Sound Energy; Inc:

Phone: 425-
Fax: 425-

To Seller:

Phone:
Fax:

Each notice required, permitted, or contemplated hereunder shall be deemed to have been
validly served, given or delivered as follows:

(a) if received by first class, registered, or certified United States mail or
overnight delivery service, return receipt requested, postage prepaid;

(b) if sent by a regularly scheduled ovemight delivery carrier with
delivery fees either prepaid or paid through an arrangement with such carrier, the next
Business Day after the same is delivered by the sending Party to such carrier;

{c) if sent by fax and if concurrently with the transmittal of such fax the
sending Party contacts the receiving Party at the phone number set forth above to
indicate such fax has been sent (which indication by phone may be done by leaving a
voicemail for the receiving Party at such phone number), at the time such fax is
transmitted by the sending Party as shown by the fax transmittal confirmation of the
sending Party; or

(d)  if delivered in person, upon receipt by the receiving Party.

Either Party may from time to time change the recipient or its address by giving the other
Party notice of the change in accordance with this section.
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ARTICLE 12
DEFAULTS AND REMEDIES

12.1 Events of Defaults and Rights Upon Event of Default.

12.1.1 Events of Default. If either Party (a "Defaulting Party"), or Seller
Guarantor pursuant to clauses (c) and (d) below:

(a) fails to pay any amount due hereunder, when, after notice by the
non-defaulting Party to the Default Notice Parties is delivered in accordance with

Articte 11, and such failure is not cured, by payment of the amount due plus-imterest
at an annual rate equal to the Prime Rate then in effect plus 2% from the date due
until paid (but in no event more than the maximum rate permitted by Applicable
Law), within ten (10) Business Days after the date that such notice is received by the

Defaulting Party;

(b)  otherwise defaults (other than pursuant to Section 12.1.1(c), (d), (e) or
(£)) in the performance of its obligations under this Agreement if such default has not
been cured by the Defaulting Party within sixty (60) Days after the date of receipt by

—the Defautt Notice Parties of -written nrotice from the non=defaulting Party -setting—— -

forth, in reasonable detail, the nature of such default; provided, that in the case of a
default that is not reasonably capable of being cured within the sixty (60)-Day cure
period, the Defaulting Party shall have additional time to cure the default if it
commences to cure the default within such sixty (60)-Day cure period, it diligently
pursues such cure, and such default is cured within no more than one hundred eighty
(180) Days after receiving such notice; provided, further, that the Defaulting Party
shall not be relieved of its duty to pay amounts due under this Agreement during the
cure period, whether the amount due arises from the Event of Default or otherwise;

(c) is subject to any involuntary bankruptcy, insolvency, reorganization,
arrangement, composition, readjustment, liquidation, dissolution or similar
proceeding (whether under any present or future statute, law, or regulation), including
the involuntary appointment of any trustee, receiver, custodian, or the like of such
Defaulting Party or all or any substantial part of its assets, and such proceeding has
not been terminated or dismissed within thirty (30) Days after the commencement
thereof, commences any voluntary bankruptcy, insolvency, reorganization,
arrangement, composition, readjustment, liquidation, dissolution, or similar
proceeding (whether under any present or future statute, law, or regulation), including
the appointment, with the consent or acquiescence of the Defaulting Party, of any
trustee, receiver, custodian, or the like of such Defaulting Party or all or any
substantial part of its assets; or Seller Guarantor commences or is subject to any
bankruptcy, insolvency, reorganization, arrangement, composition, readjustment,
liquidation, dissolution, or similar proceeding (whether under any present or future
statute, law, or regulation) with respect to Seller Guarantor (in which event Seller
shall be deemed to be the Defaulting Party), the provider of any Letter of Credit given
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pursuant to Section 6.3.3 (in which event Seller shall be deemed to be the Defaulting
Party), unless the guaranty or Letter of Credit provided by such Person is replaced in
form and substance and by an entity satisfactory to the non-defaulting Party within
five (5) Business Days after the commencement of such proceeding;

(d) Seller Guarantor defaults under the guaranty issued by Seller
Guarantor hereunder, in which event Seller shall be deemed to be the Defaulting

Party;

(e) breaches Section 6.3.3; or

® breaches Article 7,

such failure, default or breach by the Defaulting Party described above shall be deemed to be
an "Event of Default" under this Agreement.

Notwithstanding anything expressed or implied herein to the contrary:

(1) upon the occurrence of an Event of Default by Seller,

. Purchaser shall give any notice of such Event of Default to cach of the Default

Notice Parties; provided, that Purchaser shall only be required to give such

notice to Seller Lender if, prior to the occurrence of such default, Seller or

Seller Lender has provided to Purchaser written notice of the address,

telephone number and fax number to which notices to Seller Lender are to be
sent;

(1)  upon the occurrence of an Event of Default by Purchaser,
Seller shall give any notice of such Event of Default to each of the Default
Notice Parties.

12.1.2 Rights Upon Event of Default. Upon the occurrence of an Event of
Default by a Defaulting Party and after any cure period applicable to such Event of Default
as provided in Section 12.1.1, the non-defaulting Party shall have the following rights, which
rights the non-defaulting party may exercise individually or in any combination:

(a) to terminate this Agreement by written notice to the Defaulting Party
and to recover in connection with such termination its Cost to Cover pursuant to
Section 7.1 and based on the remainder of the Term;

(b)  to suspend performance of its obligations and duties hereunder upon
written notice to the Defaulting Party;

(©) if the non-defaulting Party is Purchaser, to exercise all rights as a
secured party under the Security Documents, including: (i) the right to foreclose on
the security interests granted therein, or any portion thereof, and apply the net
proceeds resulting therefrom against Purchaser's Cost to Cover and (ii) enter into
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possession of the Project and operate and maintain the Project for the account, and at
the expense, of Seller, including producing and delivering Energy to Purchaser in
accordance with the terms of this Agreement; and

(d) to pursue any other right or remedy under this Agreement or now or
hereafter existing at law, in equity or otherwise.

12.2  Specific Performance and Injunctive Relief. Each Party shall be entitled to
specific performance with respect to, and shall be entitled, without the necessity of filing any
bond, to enjoin any actual or threatened breach of any material obligation of the other Party

under this Agreement. The Parties agree that specific performance is proper in the event of
any actual or threatened breach of any material obligation of the other Party under this
Agreement. The Parties in any action for specific performance agree that all expenses
incurred by the prevailing Party in such proceeding, including reasonable attorneys' fees at
trial and upon appeal, shall be awarded to the prevailing Party in such proceeding.

ARTICLE 13
LIMITATION OF LIABILITY

EXCEPT "TO " THE "EXTENT INCLUDED "IN~ THE ~COST ~TOCOVEROROTHER AMOUNTS
SPECIFICALLY PROVIDED HEREIN TO BE PAID, AND EXCEPT FOR ANY LIABILITIES OF EITHER PARTY
ARISING UNDER SECTION 10.1, NEITHER PARTY SHALL BE LIABLE TO THE OTHER PARTY FOR ANY
SPECIAL, INCIDENTAL, EXEMPLARY, INDIRECT, PUNITIVE OR CONSEQUENTIAL DAMAGES ARISING
OUT OF A PARTY'S PERFORMANCE OR NON-PERFORMANCE UNDER THIS AGREEMENT, WHETHER
BASED ON OR CLAIMED UNDER CONTRACT, TORT (INCLUDING SUCH PARTY'S OWN NEGLIGENCE),
STRICT LIABILITY OR ANY OTHER THEORY AT LAW OR IN EQUITY. IT IS EXPRESSLY UNDERSTOOD
AND AGREED BY THE PARTIES THAT ANY AMOUNTS OWING BY SELLER TO PURCHASER PURSUANT TO
SECTION 6.3 OR 7.3 HEREOF ARE NOT INTENDED, NOR SHALL THEY BE INTERPRETED OR CONSTRUED,
TO CONSTITUTE SPECIAL, INCIDENTAL, EXEMPLARY, INDIRECT, PUNITIVE OR CONSEQUENTIAL
DAMAGES FOR PURPOSES OF THIS ARTICLE 13.

ARTICLE 14
CONSENT TO JURISDICTION

Any disputes arising out of, in connection with, or with respect to this Agreement, the
subject matter hereof, or the performance or nonperformance of any obligation hereunder
shall be adjudicated in a state or federal court of competent civil jurisdiction sitting in the
State of Washington and nowhere else. Each of the Parties irrevocably consents and agrees
that any legal action or proceedings with respect to this Agreement may be brought in any of
the state or federal courts located in King County, State of Washington, and that, by
execution and delivery of this Agreement, each Party:

(a) accepts the exclusive jurisdiction of the aforesaid courts;
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(b)  irrevocably agrees to be bound by any final judgment (after any and all
appeals) of any such court with respect to such documents;

() urrevocably waives, to the fullest extent permitted by law, any
objection which it may now or hereafter have to the laying of venue of any suit,
action, or proceedings with respect to this Agreement brought in any such court, and
further irrevocably waives, to the fullest extent permitted by law, any claim that any
such suit, action, or proceeding brought in any such court has been brought in any
inconvenient forum;

{d) agrees that service of process in any such action may be effected by
mailing a copy thereof by registered or certified mail (or any substantially similar
form of mail), postage prepaid, to such Party at its notice address set forth herein, or
at such other address of which the other Parties hereto shall have been notified, and

()  agrees that nothing herein shall affect the right to effect service of
process in any other manner permitted by Applicable Law.

ARTICLE 15

s - - A QQICARENIT
AISITGIVIVIININV]

15.1  Restriction on Assignments. Except as otherwise provided below, neither
Party may assign or transfer this Agreement, or any of its rights, title or interests herein,
hereto or hereunder, and Seller shall not assign or transfer any of its rights, title or interests in
or to the Project or any part thereof (either directly or through the transfer of interests in
Seller), without the other Party's prior written consent, which consent shall not be
unreasonably withheld. The non-assigning Party may withhold its consent (without
limitation) if the other Party proposes to assign or transfer its rights or delegate its duties
under this Agreement to any party having a Speculative-Grade Long-Term Debt Rating.
[Purchaser may, without the consent of Seller, sell, transfer, assign, convey, encumber or
otherwise dispose of all or any portion of the Environmental Attributes.] Any assignment in
violation of this provision shall be void.

15.2 Assumption by Assignee; No Release from Liabilities. Seller shall cause
any permitted assignee or transferee of Seller's interests in, to or under this Agreement to
assume all existing and future obligations of Seller to be performed under this Agreement.
Upon any permitted assignment or transfer of this Agreement, the assigning or transferring
Party shall nevertheless continue to be and shall remain liable for the performance of its
obligations hereunder in accordance with the terms hereof.

15.3 Binding Effect. Subject to the other provisions of this Article 15, this
Agreement shall bind and inure to the benefit of the Parties and their permitted successors
and assigns.
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15.4  Purchaser's Options

15.4.1 Purchaser shall have an option (the "Transfer Option") to purchase
all of the interests that are the subject of any proposed assignment or transfer permitted under
this Article 15 on terms not less advantageous to Seller or Purchaser than those that Seller is
willing to accept from the proposed transferee. The Transfer Option shall be exercisable at
any time within sixty (60) Days after Purchaser receives written notice of the Transfer
Option (the "Transfer Option Notice") from Seller. The Transfer Option Notice shall
contain (a) a clear and concise statement that it is an offer to sell to Purchaser the interests in
the Project that are the subject of the proposed assignment or transfer, (b) a description of the

proposed assignment or transfer, (c) the name and address of the prospective transferee,
(d) all of the terms of the proposed assignment or transfer (including, but not limited to, the
purchase price and terms of payment), and (e) a representation, warranty and covenant that
no other assignment or transfer is being considered by Seller as of the date of the Transfer
Option Notice and that no other assignment or transfer shall be considered or effected by
Seller until the six-month period referred to below in this Section 15.4.1 has elapsed. Seller
shall give the Transfer Option Notice at least sixty (60) Days in advance of the proposed date
of the proposed assignment or transfer. Purchaser shall have the right to exercise the

Transfer Option by giving Seller written notice of such exercise within the applicable sixty

(60)-Day period. If the Transfer Option is not exercised in accordance with this
Section 15.4.1, Seller may assign or transfer the specified interests to the prospective
transferee named in the Transfer Option Notice, provided that such assignment or transfer is
made in strict accordance with the terms of the proposed assignment or transfer set forth in
the Transfer Option Notice and is completed within six (6) months after the expiration of the
night to exercise the Transfer Option. After such six-month period has elapsed, any
assignment or transfer by Seller shall again be subject to the restrictions on assignment set
forth in this article and to the Transfer Option.

15.4.2 Purchaser shall have an option (the "Power Purchase Option") for a period
of five (5) years after the end of the Term to purchase all of the net electrical output from the
Project that is the subject of any proposed sale of such output on the same terms as those
which Seller is willing to accept from the proposed purchaser of such output. The Power
Purchase Option shall be exercisable at any time within sixty (60) Days after Purchaser
receives written notice of the Power Purchase Option (the "Power Purchase Option
Notice") from Seller. The Power Purchase Option Notice shall contain (i) a clear and
concise statement that it is an offer to sell to Purchaser all of the net electrical output from
the Project that is the subject of any proposed sale of such output, (i1) a description of the
proposed purchase and sale, (iii) the name and address of the prospective purchaser, (iv) all
of the terms of the proposed purchase and sale of such output (including, but not limited to,
the purchase price and terms of payment), and (v) a representation, warranty and covenant
that no other purchase and sale of such output is being considered by Seller as of the date of
the Power Purchase Option Notice and that no other purchase and sale of such output shall be
considered or effected by Seller until the six-month period referred to below in this
Section 15.4.2 has elapsed. Seller shall give the Power Purchase Option Notice at least sixty
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(60) Days in advance of the proposed date of the proposed purchase and sale transaction.
Purchaser shall have the right to exercise the Power Purchase Option by giving Seller written
notice of such exercise within the applicable sixty (60)-Day period. If the Power Purchase
Option is not exercised in accordance with this Section 15.4.2, Seller may sell such output to
the prospective purchaser named in the Power Purchase Option Notice, provided that such
purchase and sale is made in strict accordance with the terms set forth in the Power Purchase
Option Notice and is completed within six (6) months after the expiration of the right to
exercise the Power Purchase Option. After such six-month period has elapsed, any purchase
and sale of such output by Seller shall again be subject to the Power Purchase Option.

15.5 Purchase Pursuant to Options

15.5.1 If the Transfer Option is exercised in accordance with Section 154.1,
Purchaser shall purchase from Seller, and Seller shall sell and transfer to Purchaser, the
interests in the Project specified in the Transfer Option Notice in accordance with the terms
of the proposed assignment or transfer set forth in the Transfer Option Notice. If the terms of
the proposed assignment or transfer include consideration other than money, Purchaser shall
have the right to substitute for such consideration the monetary equivalent thereof. If the
Parties cannot agree upon such monetary equivalent, then the monetary equivalent shall be

determined by appraisal. In such event, the Parties shall select an appraiser who shall, within
sixty (60) Days after his appointment, determine the monetary equivalent of the nonmonetary
consideration. If the Parties cannot agree upon an appraiser within sixty (60) Days after the
exercise of the Transfer Option, then the Parties shall, within ten (10) Days thereafter, each
select an appraiser and the two appraisers so selected shall, within thirty (30) Days after their
selection, select a third appraiser. If the two appraisers cannot agree upon a third appraiser,
then either Party may petition the American Arbitration Association to appoint a third
appraiser. Within sixty (60) Days after the appointment of the last of the appraisers to be
appointed, the three appraisers shall determine by majority vote the monetary equivalent of
the nonmonetary consideration.

15.5.2 If the Power Purchase Option is exercised in accordance with
Section 15.4.2, Purchaser shall purchase from Seller, and Seller shall sell to Purchaser, all of
the net electrical output from the Project specified in the Power Purchase Option Notice in
accordance with the terms set forth in the Power Purchase Option Notice.

15.6  Closing. Unless otherwise agreed by the Parties, the closing of any sale
pursuant to the exercise of a Transfer Option or Power Purchase Option shall take place at
the principal office of Purchaser on the first regular business Day following a period of sixty
(60) Days after the determination of the terms of such transfer or sale in accordance with
Sections 15.4 and 15.5.

15.7  Survival. Sections 154, 15.5 and 15.6 (and the Transfer Option and the
Power Purchase Option) shall survive the expiration of the Term.
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ARTICLE 16
FINANCING LIENS

Seller, without the consent of Purchaser, may grant a security interest in its interests
in, to and under this Agreement to Seller Lender as security for any loan made for the
purpose of financing or refinancing the construction and/or operation of the Project and the
Interconnection Facilities. [Notwithstanding the foregoing or anything else expressed or
implied herein to the contrary, Seller shall not assign, transfer, convey, encumber, sell or
otherwise dispose of all or any portion of the Environmental Attributes to Seller Lender.]
Promptly after granting such security interest, Seller shall notify Purchaser in writing of the

name, address, and telephone and facsimile numbers of each Seller Lender to which Seller's
interest under this Agreement has been encumbered. Such notice shall include the names of
the account managers or other representatives of Seller Lender to whom all written and
telephonic communications are to be addressed. After giving Purchaser such initial notice,
Seller shall promptly give Purchaser notice of any change in the information provided in the
mitial notice or any revised notice.

If Seller encumbers its interest under this Agreement as permitted by this Article 16,
the following provisions shall apply:

(@ Seller Lender shall have the right, but not the obligation, to perform
any act required to be performed by Seller under this Agreement to prevent or cure an
Event of Default by Seller, and such act performed by Seller Lender shall be as
effective to prevent or cure an Event of Default as if done by Seller.

M) Purchaser shall give Seller Lenders notice of, and the opportunity to
cure as provided in clause (a) above, any breach or default of this Agreement by
Seller.

©) if the Seller Lender forecloses or takes a deed in lieu of foreclosure,
(1) Purchaser shall, at Lender's request, continue to perform all of its obligations
hereunder, and Seller Lender or its nominee may perform in the place of Seller;
provided, that to the extent that Seller Lender or its nominee exercises any right under
this Agreement, the terms and conditions of this Agreement shall apply to and be
binding upon Seller Lender to the same extent as Seller, (i) Purchaser shall accept
performance in accordance with this Agreement by Seller Lender or its nominee and
(iti) Purchaser shall make representations to Seller Lender as set forth in Section 17.2.

(d)  Upon the receipt of a written request from Seller or any Seller Lender,
Purchaser shall execute or arrange for the delivery of such certificates, consents,
opinions, and other documents as may be reasonably required by Seller Lender for
Seller to consummate any financing or refinancing of the Project or any part thereof;
provided, however, that any such agreement shall not constitute a modification hereof
unless Purchaser, in its sole discretion, otherwise so agrees in writing.
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ARTICLE 17
REPRESENTATIONS, COVENANTS, AND WARRANTIES

17.1 _ Seller's Representations and Warranties. Seller represents and warrants
throughout the Term as follows:

(a) Seller is a [corporation][limited liability company}, duly organized and
validly existing and is currently active under the laws of the state of

L I3

(b) Selter has the powerand —authority toenter into—and perfornrthis
Agreement and the Security Documents and is not prohibited from entering into this
Agreement or the Security Documents or discharging and performing all covenants
and obligations on its part to be performed under and pursuant to this Agreement or
the Security Documents, except where such failure does not have a material adverse
effect on Seller's performance under this Agreement or the Security Documents.

(©) Seller has obtained, or will obtain prior to commencement of
deliveries of Test Power hereunder, all regulatory approvals required by any

-~ —governmental-authority,~whether—federal; —state—orlocal,—in—order—to—perform—its ———————

obligations hereunder and under the Security Documents.

(d) The execution and delivery of this Agreement and the Security
Documents, consummation of the transactions contemplated herein and in the
Security Documents, and fulfillment of and compliance by Seller with the provisions
of this Agreement and the Security Documents will not conflict with or constitute a
breach of or a default under or require any consent, license, or approval that has not
been obtained pursuant to any of the terms, conditions, or provisions of any law, rule,
or regulation; any order, judgment, writ, injunction, decree, determination, award, or
other instrument or legal requirement of any court or other agency of government; the
documents of formation of Seller or any contractual limitation, restriction, or
outstanding trust indenture, deed of trust, mortgage, loan agreement, lease, other
evidence of indebtedness, or any other agreement or instrument to which Seller is a
party or by which it or any of its property is bound and will not result in a breach of
or a default under any of the foregoing.

© Seller has no reason to believe that the Construction Permits and
Operational Permits will not be obtained in the ordinary course of business.

(H Seller has taken all such action necessary to authorize the execution
and delivery of, and the performance by Seller of its obligations under, this
Agreement and the Security Documents.

(g [THIS SECTION 17.1(g) IS APPLICABLE ONLY TO
QUALIFYING FACILITIES] the Project is a "qualifying small power production
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facility" or a "qualifying cogeneration facility" within the meaning of
Section 3(17)(C) or 3(18)(B), respectively, of the Federal Power Act, as amended by
Section 201 of the Public Utility Regulatory Policies Act of 1978 (PURPA), and
pursuant to notice filed with FERC under 18 C.F.R. Section 292.207(a), Seller has
certified that the Project is a "qualifying facility" within the meaning of 18 C.F.R.
Section 292.101(b)(1); the representations and statements set forth in such
certification are true, accurate and complete as the date of the certification and the
date of this Agreement; and such certification has not been revoked, terminated or
cancelled and is in full force and effect on the date of this Agreement.

(h) Seller owns, will own or has all rights necessary to produce and sell to
Purchaser the Energy using the Turbines and the Balance of Plant as contemplated by
this Agreement free from any claim of infringement, misappropriation or violation of
the rights of others;

(1) [THIS SECTION17.1(g) IS APPLICABLE ONLY TO
QUALIFYING FACILITIES] Seller shall furnish Purchaser with such documentation
and information as Purchaser may request to verify Seller's representations and
warranties set forth in clause (g) of this Section 17.1 (including, but not limited to,

copies of the application and certification referred to in clause (g) of this
Section 17.1, together with copies of any correspondence or other communication to
or from FERC);

()] This Agreement is a legal, valid, and binding obligation of Seller
enforceable in accordance with its terms, except as limited by laws of general
applicability limiting the enforcement of creditors' rights or by the exercise of judicial
discretion in accordance with general principles of equity.

17.2  Purchaser's Representations and Warranties. Purchaser represents and
warrants throughout the Term as follows:

(a) Purchaser is a corporation duly organized, validly existing, and is
currently active under the laws of the State of Washington, authorized to conduct
business in each jurisdiction where necessary for the conduct of its business, except
where such failure does not have a material adverse effect on Purchaser's
performance under this Agreement.

(b)  Purchaser has the power and authority to enter into and perform this
Agreement and is not prohibited from entering into this Agreement or discharging
and performing all covenants and obligations on its part to be performed under and
pursuant to this Agreement.

(©) The execution and delivery of this Agreement, the consummation of
the transactions contemplated herein, and the fulfillment of and compliance by
Purchaser with the provisions of this Agreement will not conflict with or constitute a

Puget Sound Energy, Inc. All Source RFP — Exhibit 9, Page 47 November 1, 2005



Exhibit No.  (RG-3HC)
Page 119 of 231

Exhibit IX, All Generation Source RFP — Prototype PPA

breach of or a default under or require any consent, license, or approval that has not
been obtained pursuant to any of the terms, conditions or provisions of any law, rule,
or regulation; any order, judgment, writ, injunction, decree, determination, award, or
other instrument or legal requirement of any court or other agency of government; the
documents of formation of Purchaser or any contractual limitation, restriction, or
outstanding trust indenture, deed of trust, mortgage, loan agreement, lease, other
evidence of indebtedness, or any other Agreement or instrument to which Purchaser
is a party or by which it or any of its property is bound and will not result in a breach
of or a default under any of the foregoing.

(d)  Purchaser has taken all such action necessary or advisable to authorize
the execution and delivery of, and the performance by Purchaser of its obligations
under, this Agreement.

() This Agreement is a legal, valid, and binding obligation of Purchaser
enforceable in accordance with its terms, except as limited by laws of general
applicability limiting the enforcement of creditors' rights or by the exercise of judicial
discretion in accordance with general principles of equity.

ARTICLETS
MISCELLANEOUS

18.1 Liquidated Damages. With respect to any provisions herein providing for
the payment of liquidated damages by Seller to Purchaser, the Parties acknowledge and agree
that it is extremely impractical and difficult to assess actual damages in the event that Seller
fails to perform under such provisions, and Seller therefore agrees that each method of
calculating liquidated damages (including the Cost to Cover) as provided in such provisions
is a fair and reasonable calculation of actual damages to Purchaser in the event that Seller
fails to perform under such Sections 6.3, 7.1, 7.2 and 7.3.

18.2  Severability. The invalidity, in whole or in part, of any of the articles or
section of this Agreement shall not affect the validity of the remainder of such articles or
sections.

18.3 Amendment. No modification, amendment, or other change to this
Agreement shall be effective unless agreed to in writing by each of the Parties.

18.4 No Waiver. Failure or forbearance by any Party to exercise any of its rights
or remedies under this Agreement shall not constitute a waiver of such rights or remedies in
that or any other instance. No Party shall be deemed to have waived any right or remedy
resulting from such failure to perform unless it has made such waiver specifically in writing.

18.5 Counterparts. This Agreement may be executed in one or more

counterparts, each of which shall be deemed an original and all of which shall be deemed to
constitute one and the same instrument.
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18.6 No Third-Party Beneficiaries. There are no third-party beneficiaries to this
Agreement, and this Agreement is not intended to impart any rights enforceable by any
Person that is not a Party.

18.7  Time. Unless otherwise specified in this Agreement, all references to specific
times under this Agreement shall be references to Pacific standard or Pacific daylight savings
time, whichever is then prevailing.

18.8 Headings, Captions; Construction; Conflict Between Agreement and
Exhibits. All indexes, titles, subject headings, section titles and similar items are provided

for the purpose of reference and convenience and are not intended 10 affect the meaning,
content or scope of this Agreement. The Parties collectively have prepared this Agreement,
and none of the provisions hereof shall be construed against one Party on the ground that
such Party is the author of this Agreement or any part hereof. Because both Parties have
participated in the drafting of this Agreement, the usual rule of contract construction that
resolves ambiguities against the drafter shall not apply.

18.9  Forward Contract. The Parties acknowledge and agree that this Agreement
and the transactions consummated under this Agreement constitute a "forward contract"

within the meaning of the Unifed Statés Bankrupicy Code and that Seller is a "forward
contract merchant" within the meaning of the United States Bankruptcy Code.

18.10 Governing Law. This Agreement shall be interpreted and enforced in
accordance with the laws of the State of Washington, without regard to such state's choice of
law principles.

18.11 No Agency. This Agreement is not intended, and shall not be construed, to
create any association, joint venture, agency relationship, franchise or partnership between
the Parties or to impose any such obligation or liability upon either Party. Neither Party shall
have any right, power or authority to enter into any agreement or undertaking for, act as or be
an agent or representative of, or otherwise to bind the other Party.

18.12 Waiver of Jury Trial. Each of the Parties knowingly, voluntarily, and
intentionally waives the right it may have to a trial by jury in respect of any litigation based
hereon, or arising out of, under, or in connection with this Agreement and any agreement
contemplated hereunder, or any course of conduct, course of dealing, statements (whether
verbal or written), or actions of the Parties. Furthermore, each of the Parties waives any right
to consolidate any action in which a jury trial has been waived with any other action in which
a jury trial cannot be or has not been waived. This provision is a material inducement for the
Parties to enter into this Agreement.

18.13 Effect of Force Majeure Event. Notwithstanding any other provision of this
Agreement, each Party's obligations under this Agreement shall be suspended by a Force
Majeure Event but only to the extent that the Force Majeure Event prevents the affected
Party from performing its obligations under this Agreement. The affected Party's time for
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performance shall be extended by a period of time reasonably necessary to compensate for
the delay caused by the Force Majeure Event; provided, that the affected Party shall use
diligent efforts to remedy or overcome the Force Majeure Event. The occurrence and
continuation of a Force Majeure Event shall not suspend or excuse the obligation of a Party
to make any payments required to be made hereunder.

18.14 Rights and Remedies Cumulative. Except as otherwise expressly provided
in this Agreement, all rights and remedies of either Party under this Agreement and at law
and in equity shall be cumulative and not mutually exclusive and the exercise of one right or
remedy shall not be deemed a waiver of any other right or remedy. Nothing contained in any

provision of this Agreement shall be construed to limit or exclude any right or remedy of
either Party (arising on account of the breach or default by the other Party or otherwise) now
or hereafter existing under any other provision of this Agreement, at law or in equity.

18.15 Governmental Authority. This Agreement is subject to the rules,
regulations, orders and other requirements, now or hereafter in effect, of all governmental
authorities (including the WUTC and FERC) having jurisdiction over the Project, this
Agreement, the Parties or either of them. Upon execution of this Agreement, Purchaser shall
submit this Agreement to the WUTC for review and shall subsequently notify Seller as to

whether, within thirty (30) Days following such submission, the WUTC has raised any issues
with respect to this Agreement. If (a) the WUTC raises any issues with respect to this
Agreement, and (b) Purchaser does not, within one hundred twenty (120) Days following the
submission of this Agreement to the WUTC for review, otherwise notify Seller in writing
that this Agreement is effective, then either Party shall have the right to terminate this
Agreement by giving the other Party written notice of such termination, whereupon this
Agreement shall be void ab initio and of no force or effect. In no event shall either Party
incur any liability (whether for lost revenue or lost profits or otherwise) as a result of such
termination. All laws, ordinances, rules, regulations, orders and other requirements, now or
hereafter in effect, of governmental authorities that are required to be incorporated in
agreements of this character are by this reference incorporated in this Agreement.

18.16 Entire Agreement. This Agreement (including the attached Exhibits, which
are incorporated by this reference) and all amendments to this Agreement contain the
complete Agreement between Seller and Purchaser with respect to the matters contained in
this Agreement and supersede all other agreements and understandings, whether written or
oral, with respect to the matters contained in this Agreement.

In Witness Whereof, the Parties have caused this Agreement to be executed and
delivered as of the date first set forth above.
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PUGET SOUND ENERGY, INC.
a Washington corporation

By:

Name:

Title:

Date:
[Insert Name of Seller]
af ]
By:

Name:

Title:

Date:
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EXHIBITS

EXHIBIT A-1  Project Description

EXHIBIT A-2  Site Description

EXHIBIT B Description of Generator

EXHIBIT C Location of Delivery Point and Project Substation
EXHIBIT D Description of the Permits

EXHIBIT E Contract Rate and Renewal Rate

EXHIBITF Example of Calculation of Excess Ouiput Payment under Séction 5.1.2
EXHIBIT G Form of Guaranty of Seller Guarantor
EXHIBIT H Form of Generator Final Completion Certificate

EXHIBIT I Operating Procedures and Coordination
EXHIBIT J Termination Amounts
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EXHIBIT A-1

PROJECT DESCRIPTION
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EXHIBIT A-2

SITE DESCRIPTION

Puget Sound Energy, Inc. All Source RFP — Exhibit 9, Page 54 November 1, 2005

{00000-0000-000000/AS RFP_Exhibit 09_PPA_Final 110105.D0C]



Exhibit No.  (RG-3HC)
Page 126 of 231

Exhibit 1X, All Generation Source RFP — Prototype PPA

EXHIBIT B

DESCRIPTION OF GENERATORS
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EXHIBIT C

LOCATION OF DELIVERY POINT AND PROJECT SUBSTATION

This Exhibit C is to be completed following the execution and delivery of this
agreement as provided in Section 2.1 hereof.
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EXHIBIT D

DESCRIPTION OF THE PERMITS
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EXHIBIT E
Contract Capacity Contract Energy Renewal Capacity Renewal Energy
Rate Rate Rate Rate
($ per MW) ($ per MWh) ($ per MW) ($ per MWh)
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EXHIBIT F

EXAMPLE OF CALCULATION OF EXCESS OUTPUT CREDIT
UNDER SECTION 5.1.2
The sample calculation set forth below is based on the following assumed facts:

1) Contract Year in which the t
—Purchaser Under this-Agreement-was —{150- 1M

(2)  The annual Mean Project Output equals [100] MWh.  110% of the Mean
Project Output for the Contract Year in reference equals [110] MWh (100 MWh times
1.10).

3) The Excess Output for the Contract Year in question equals [40] MWh ( 150
MWh of Energy delivered or deemed delivered during the Contract Year in reference ,
minus 110 MWh [being 110% of the Mean Project Output for the Excess Output Calculation

Period in question])

“4) The Excess Output Credit Rate for the Contract Year in reference shall be as
set forth in the definition thereof.

Given the above assumed facts, the Excess Output Payment for the Contract Year in
reference would be calculated as follows:

Excess Output = 150 —{ 100 * 110%] = 40 MWhs

Excess Output Credit = [40] * [Contract Rate or Renewal Rate, as applicable] * 15%
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EXHIBIT G

FORM OF GUARANTY OF SELLER GUARANTOR

[Form to be provided.]
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EXHIBIT H

FORM OF GENERATOR FINAL COMPLETION CERTIFICATE

GENERATOR FINAL COMPLETION CERTIFICATE

DATE OF ISSUANCE

OWNER:

CONTRACTOR:

Project:

OWNER's Contract No. CONTRACTOR's Project No.

Capitalized terms used herein shall have the meaning set forth in the Power
Purchase Agreement dated | 2003, between , as Seller, and Puget

Sound Energy, Inc., as Purchaser.

, as Contractor under that certain finsert description of Contract]
hereby certifies that Generator Completion for all Generator has been
achieved.

Executed by Contractor on

Date

, as Contractor

By:

(Authorized Signature)
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, as Seller and owner of the Project, hereby concurs in Contractor's
certification as set forth above and accepts this Generator Final Completion Certificate.

, as

Seller and owner of the Project

By: -
(Authorized Signature)

Date:
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EXHIBIT 1

OPERATING PROCEDURES AND COORDINATION
The Parties hereby agree as follows:
1. Definitions

All capitalized terms not specifically defined below shall have the meaning as set

M*fMWWMMWHMW&MMW -

curtailment of one or more Generator.

1.1 "Dispatchers(s)" means Purchaser's representative or representatives
responsible for monitoring and operating Purchaser's electric resources.

1.2 "Immediate Outage" means the occurrence of an immediate reduction or
suspension of the electrical output from any Generator in response to an abnormal operating
condition. An Immediate Outage is distinguished from an Unplanned Required Outage in
that the abnormal condition causing an Immediate Outage requires prompt shutdown or

1.3 "Scheduled Maintenance" means the occurrence of reduced or suspended
Project or Generator operation for the purpose of performing routine or regular maintenance
to the Project in accordance with Prudent Utility Practices. Scheduled Maintenance is
distinguished from Immediate Outages and Unplanned Required Outages in that the duration
and timing of Scheduled Maintenance can be reasonably forecast.

14 "Scheduler(s)” means Purchaser's representative or representatives
responsible for day-to-day resource planning and scheduling.

1.5 "Unplanned Required Outage" means the occurrence of reduced or
suspended Project or Generator operation caused by abnormal operating conditions that
require corrective action. An Unplanned Required Outage is distinguished from an
Immediate Outage in that the required repair or maintenance for an Unplanned Required
Outage can be delayed or scheduled.

2. Designation of Operating Representatives

2.1 Purchaser shall notify Seller of designated Dispatchers and Schedulers. Seller
shall notify Purchaser of designated Operators. The Dispatchers, Schedulers, and Operators
so designated shall be authorized to administer the terms of this Exhibit I. Each Party shall
notify the other of any changes to operating representatives.

22 Each Party shall maintain a 24-hour telephone number that can be used to
contact operating representatives designated under this Exhibit I. Each Party shall notify the
other of any changes to the telephone number.
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3. Notification

Notification under this Exhibit I shall be by telephone or facsimile unless explicitly
stated otherwise for a particular application. Prior notification of an event or situation to be
made by Seller to Dispatcher or Scheduler pursuant to this Exhibit I shall be given to
Dispatcher or Scheduler, respectively, a reasonable amount of time in advance of such event
or situation.

4. Outages

41 Scheduled Maintenance

(a)  Submittal of Proposed Scheduled Maintenance. At least sixty (60)
Days prior to the commencement of each Year, Seller shall submit to Purchaser in
writing a proposed forecast of Scheduled Maintenance for such Year and the six
months immediately following such Year. In such proposed forecast, Seller shall
endeavor to confine Scheduled Maintenance to the months of May and June. Such
proposed forecast shall set forth the reason, timing, expected duration, and impact
upon project output, and the scheduling flexibility of each Scheduled Maintenance.

(b) Review of Proposed Scheduled Maintenance. Purchaser shall have
thirty (30) Days to review the proposed forecast of Scheduled Maintenance.
Following this review, Purchaser may submit in writing to Seller comments and
suggested starting dates for Scheduled Maintenance.

(c) Final Forecast of Scheduled Maintenance. Following good faith
consideration of Purchaser's suggested timing of Scheduled Maintenance, Seller shall
establish the final forecast of Scheduled Maintenance and send such written forecast
to Purchaser prior to the commencement of the Year. Such final forecast shall
confine Scheduled Maintenance to the months of May and June, unless Purchaser
reasonably requests otherwise pursuant to clause (b) of this Section 4.1 and Seller
agrees to such request, such agreement not to be unreasonably withheld.

(d)  Updates to Forecast. Seller shall notify Purchaser of any change to
the Scheduled Maintenance forecast as soon as practicable.

(e) Notification to Purchaser. Not less than seven (7) Days prior to a
Scheduled Maintenance, Seller shall notify the Scheduler of the timing, expected
duration and the impact upon the Project output. Prior to reducing the Project output
for a Scheduled Maintenance, Seller shall notify the Dispatcher of the latest
information regarding the timing, the rate at which the Project will be removed, or
ramped down, from service, expected duration and the impact upon Project output.
During the Scheduled Maintenance, Seller shall notify the Dispatcher of any changes
to the expected duration of the Scheduled Maintenance outage as soon as practicable.
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4] Start-up. Seller shall notify the Dispatcher prior to returning the
Project to service following a Scheduled Maintenance outage. Such notification shall
include the timing of the start-up and the rate at which the Project will be returned, or
ramped up, to service.

4.2  Unplanned Required Outage

(a)  Notification to Purchaser. Upon the occurrence of an event
necessitating an Unplanned Required Outage, Seller shall notify the Scheduler of the
reason, timing, expected duration, the impact upon Project output, and the scheduling

flexibility of each Unplanned Required Outage. The Scheduler and Seller shall agree
upon a schedule for the Unplanned Required Outage, which schedule shall minimize
the impact upon Purchaser's electric system and Project operations. If the Scheduler
and Seller cannot agree, Seller shall schedule the Unplanned Required Outage and
give the Scheduler and Dispatcher prior notice of such schedule. Unless otherwise
agreed to by Seller and Scheduler, Seller shall use reasonable efforts to confine all
Unplanned Required Outages to weekends, holidays, and, to the extent necessary,
non-holiday weekdays other than between the hours of 7 a.m. to 10 a.m. and 4 p.m. to
7 p.m. local time.

(b) Updates. During the Unplanned Required Outage, Seller shall notify
the Dispatcher of any changes to the expected duration of the outage as they become
known.

(c) Start-up. Seller shall not return the Project to service following a full
or partial shutdown without prior notice to Dispatcher. Such notification shall
include the timing of the start-up and the ramp up rate of that portion of the Project
returning to service.

43 Immediate Outage

(a) Notification to Purchaser. As soon as practicable after the
occurrence of an Immediate Outage, Seller shall notify the Dispatcher, to the extent
information is available, of the reason, timing, expected duration and the impact upon
Project output of each Immediate Outage.

(b)  Updates. During an extended Immediate Outage, Seller shall notify
the Dispatcher of any changes to the expected duration of the outage as they become
known.

(©) Start-up. Seller shall notify the Dispatcher prior to returning the
Project to service following an Immediate Outage. Such notification shall include the
timing of the start-up and the ramp up rate of that portion of the Project returning to
service. In the event Seller is able to initiate an immediate restart following an
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Immediate Outage, Seller shall notify Dispatcher of the above information as soon as
practicable.

4.4 Outage Reports

Purchaser may from time-to-time request, and Seller shall provide, a report of the
cause of any Project outage and the actions taken by Seller to correct the situation.
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EXHIBIT J
TERMINATION AMOUNTS
Contract Year Termination Amount
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THIS IS A WORKING DRAFT AGREEMENT FOR THE EXCHANGE OF CAPACITY AND 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 EXCHANGE 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. PURSUANT TO THE REQUEST FOR PROPOSAL TO WHICH THIS
WORKING DRAFT IS ATTACHED, PUGET SOUND ENERGY WILL CONSIDER PRICING
STRUCTURES THAT ARE DIFFERENT FROM THE STRUCTURE CONTAINED IN THIS WORKING

DRAFT, IF PROPOSED.

Capacity and Energy Exchange Agreement
Between

Puget Sound Energy, Inc.

And

[ |
Dated as of R
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CAPACITY AND ENERGY EXCHANGE AGREEMENT

This Agreement, dated as of s , 1s made by and between
[ ], a [state] [corporation][limited liability company]
("[Exchange Party]"); and Puget Sound Energy, Inc., a Washington corporation
("PSE"). Both of [Exchange Party]and PSE are sometimes referred to in this
Agreement together as "Parties"; each of [Exchange Party]and PSE is sometimes
referred to in this Agreement as "Party." "First Party" and "Second Party" refer to
each Party interchangeably as juxtaposed in the context of the specific usage to the

other Party.
Recitals

[A.  [Exchange Party] operates a summer peaking electric utility system, the
electric generating resources of which primarily comprise thermal electric and
hydroelectric generating plants.]

[B.  PSE operates a winter peaking electric utility system, the electric

generating resources of which primarily comprise thermal electric and hydroelectric
generating plants. ]

C. [Exchange Party] has peaking capacity and energy available during [the
winter][certain] months which it is willing to make available to PSE in return for the
exchange of a like amount of peaking capacity and energy in [the summer][other]
months.

D. PSE has peaking capacity and energy available during [the
summer][certain] months which it is willing to make available to [Exchange Party] in
return for the exchange of a like amount of peaking capacity and energy in [the
winter|{other] months.

[E.  The electric systems of [Exchange Party] and PSE are not directly
interconnected. However, these electric systems are indirectly interconnected
primarily through [the Bonneville Power Administration transmission system] [and

1]

Agreement

In consideration of the promises herein, [Exchange Party] and PSE agree as
follows:
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1. Definitions

The following terms, when used in this Agreement with the initial letters
capitalized, whether in the singular or the plural, shall have the following meanings:

["Transmission Provider” means [ Jorits
successor owner or operator of the transmission system that interconnects the
respective electric systems of the Parties.]

"Contract Year" means a calendar year during the Term.

"Day" means the period of time beginning at midnight, 0000 Hours, and
ending at the next midnight, 2400 Hours.

"Delivering Party" means the Party that is to deliver energy under Section 3.1
or 3.2 below, as the case may be.

"Effective Date" means the date this Agreement becomes effective pursuant to
Section 2.1.

"[Exchange Party] Point of Delivery" means:

@ [ I; or

(b)  such other point or points as may be agreed upon by the Parties'
dispatchers or schedulers.

"FERC" means the Federal Energy Regulatory Commission or its regulatory
successor under the Federal Power Act, as heretofore and hereafter amended.

"Good Utility Practice” means those practices, methods and equipment,
including characteristics of services and provisions for contingencies, as modified
from time to time, that are commonly used in a Party's Service Area to operate electric
power facilities to serve a utility's firm power customers.

"Hours" means hours measured by Pacific Time, Standard or Daylight,
whichever is in effect at the pertinent time.

"Loss" means any loss, cost, charge, expense or damages, whether direct,
indirect or consequential.

"Month" means a calendar month.

"MW" means an amount of capacity equal to one million watts.
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"MWh" means an amount of energy equal to one million watt-hours.

"Off-Peak Day" means a Saturday, Sunday or national holiday as defined in
5U.S.C. § 6103(a).

"Peak Day" means all Days other than Off-Peak Days.

"Person" means any individual, corporation, company, partnership, trust,
association, governmental authority or other entity.

"PSE Point of Delivery" means:

(@) L ]; or

(b)  such other point or points as may be agreed upon by the Parties'
dispatchers or schedulers.

["PUC" means the [public utilities commission] of the state of
[ ] or its regulatory successor.]

"Receiving Party" means the Party that is to receive energy under Section 3.1
or 3.2, as the case may be.

"Related Persons" means each of the following with respect to a Party: the
directors, officers, employees and agents of such Party.

"Service Area" means, with respect to either Party, that area within the
exterior geographic boundaries of the several areas electrically served at retail, from
time to time, by such Party. [Exchange Party's] Service Area is currently located in
[ ], and PSE's Service Area is currently located in northwestern
Washington.

["Summer Meonth" means any of the Months of June, July, August or
September of any Contract Year.]

"Term" means the period which commences and terminates as described in
Section 5. '

"Termination Date" means the date upon which this Agreement terminates
pursuant to Section 2.2, 2.3 or 5.1.

"Third Party" means any Person that is not a Party.
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"Transmission Availability" means and shall occur at such time, if any, that
transmission service or use is available pursuant to one or another of the following,
sufficient throughout the Term for PSE to transmit from PSE's electric system to the
PSE Point of Delivery, and to receive at the [Exchange Party] Point of Delivery and
transmit to PSE's electric system, the service to be delivered or received, respectively,
by PSE under this Agreement:

(a)  the Transmission System is in normal commercial operation and
is directly interconnected with PSE's electric system, and PSE has rights to use

ateast| MW of capacity-in-the Transmission-System; or

Tcaot o4 % ot ls

(b)  PSE has contracts with the Transmission Provider or with one or
more Third Parties for | | MW of firm transmission service between
(1) PSE's electric system and the PSE Point of Delivery and (ii) the [Exchange
Party] Point of Delivery and PSE's electric system.

“Transmission System" means the facilities owned, controlled or operated by
the Transmission Provider that are used to provide transmission service for the

detivery of power toor fronr the Tespective etectric systents-of the Parties pursuant to
this Agreement.

"Uncontrollable Forces" means any cause or causes that by the exercise of
due diligence the Party unable to perform could not reasonably have been expected to
avoid and that by the exercise of due diligence that Party has been unable to
overcome, including, but not limited to, the following: emergency or electrical
disturbance on or transmitted through a Party's electric system or any electric system
with which a Party is directly or indirectly interconnected; failure or threat of failure
of equipment or facilities; flood, earthquake, volcanic activity, wind, storm, drought,
fire, pestilence, lightning and other natural catastrophes; epidemic, war, riot, civil .
disturbance or disobedience; sabotage, vandalism, strike, lockout, labor disturbance or
labor or material shortage; government priorities; restraint by court order or public
authority; action or inaction by any governmental authority or agency; inability to
obtain necessary authorizations or approvals from any governmental agency or
authority; and inability to obtain needed transmission service from the Transmission
Provider.

"Willful Misconduct" means, for purposes of Section 7, any action, by a Party
or on behalf of a Party at the direction of any Related Persons of such Party having
management responsibility for such action, that is taken or not taken with conscious
indifference to consequences or with the intent or knowledge that injury or damage
would or probably would result.
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["Winter Month" means any of the Months of January, February, November
or December of any Contract Year.]

"WUTC" means the Washington Utilities and Transportation Commission or
its regulatory successor.

2. Effective Date and Termination

2.1  Effective Date. This Agreement shall become effective on the date
upon which it is permitted to become effective by FERC; provided, that if FERC

accepts this Agreement with any change or new condition, this Agreement shall not
be or become effective unless and until the date by which both Parties have agreed in
writing to such change or new condition; provided further, that if upon filing FERC
enters into a hearing to determine whether this Agreement is just and reasonable, this
Agreement shall not become effective unless and until (a) the date, if any, upon which
an order no longer subject to judicial review is issued by FERC determining this
Agreement to be just and reasonable without any change or new condition, or (b) the
date, if any, promptly after an order no longer subject to judicial review is issued by

FERCdetermmning this Agreenment to be just and reasomable withchanges ormew
conditions, by which both Parties have agreed in writing to each such change or new
condition imposed by such order.

2.2 Notice of Termination. Either Party may, by written notice to the other
Party pursuant to this Section 2.2, terminate this Agreement, effective on the later of
(a) the end of the Contract Year in which such other Party receives such notice of
termination, and (b) one hundred eighty (180) days following such other Party's
receipt of such notice of termination; provided, that neither Party shall give prior to
[date] any such notice of termination of this Agreement pursuant to this Section 2.2.

2.3 Notice of Termination in the Event of Regulatory Order. If FERC or
any other regulatory authority of competent jurisdiction or any court of competent
jurisdiction:

(a) orders that this Agreement be interpreted, modified, or extended
in such a manner that either or both Parties are required to (i) incur any new or
different obligation not contemplated by this Agreement to the other Party,

(ii) extend any obligation under this Agreement to any Third Party, or (iii) incur
any obligation to serve any Third Party; or

(b) determines in an order or judgment that this Agreement, or its
operation or effect, is unjust, unreasonable, unlawful or otherwise not in the
public interest;
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then the Parties promptly shall attempt in good faith to renegotiate the terms and
conditions of this Agreement to arrive at a new, mutually acceptable capacity and
energy exchange agreement; provided, that nothing in this Section 2.3 shall apply to
orders or determinations by [the PUC or] the WUTC or to judicial review of such
orders or determinations. If the terms and conditions cannot be so renegotiated within
six (6) months following the date such order or determination is issued, either Party
thereafter may, by written notice to the other Party pursuant to this Section 2.3,
terminate this Agreement, effective on the later of (a) the end of the Contract Year in
which such other Party receives such notice, and (b) one hundred eighty (180) days

———————following such-other Party's receipt of such-notice-of termination.—

2.4  Termination Time. This Agreement shall terminate at 2400 Hours on
the day specified for such termination in Section 2.2, 2.3 or 5.1; provided, however,
that all obligations incurred under this Agreement prior to its termination shall
continue until satisfied.

3. Capacity and Energy Exchange

Year durmg the Term, [Exchange Party] shall each Hour dehver to PSE at the
[Exchange Party] Point of Delivery and PSE shall accept delivery of the amount of
energy scheduled for such Hour by PSE in accordance with Section 4, up to a
maximum of | 1 MWh during the Contract Year.

3.2  Service to [Exchange Party]. During [the Summer Months][period] of
each Contract Year during the Term, PSE shall each Hour deliver to [Exchange Party]
at the PSE Point of Delivery and [Exchange Party] shall accept delivery of the amount
of energy scheduled for such Hour by [Exchange Party] in accordance with Section 4,
up to a maximum of | | MWh during the Contract Year.

3.3  No Deficiency. Except to the extent required by Sections 3.1 and 3.2,
this Agreement shall not be deemed to require the First Party to schedule from the
Second Party an amount of energy equal to the amount of energy delivered by the
First Party to the Second Party. A decision by one Party to schedule an amount of
energy during any Contract Year less than the maximum specified in Section 3.1 or
3.2 shall not (a) relieve such Party of its obligation to deliver up to such maximum to
the other Party during each Contract Year or (b) entitle either Party to payment of
money or other compensation on account of such lesser amount having been
scheduled.
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4. Scheduling Requirements

4.1  Establishing Schedules. The Receiving Party shall notify the Delivering
Party of the hourly amounts of energy scheduled for delivery during the period from
0000 Hours Monday through 2400 Hours the following Sunday at any time before
0900 Hours on the last Peak Day before the period to which such schedules pertain.
The Receiving Party may revise its schedules at any time under this Section 4.1;
provided, that any revision after 0900 Hours of the Peak Day immediately prior to the
Day or Days on which such energy is to be delivered shall be subject to the Delivering

. #AM—%M@MWML&MW&MﬂmeMﬁ—#-

42  Rate of Delivery. Unless otherwise agreed to by the Delivering Party,
the Receiving Party shall not schedule the delivery of any energy under this Section 4:

(@)  atarate of delivery in excess of | ] MW for any Hour;

(b)  with more than two changes in the rate of delivery applicable
during any Day, except as provided in Section 4.3; or

(c)  ata rate of delivery during any Hour of any Day that is less than
twenty-five percent (25%) of the highest rate of delivery scheduled for any
Hour during such Day.

43  Energy Ramping. The Delivering Party may determine the need to
reduce the difference between the rate of delivery of energy scheduled for any two
consecutive Hours. In such event, if requested by the Delivering Party at the time
schedules are submitted by the Receiving Party in accordance with Section 4.1, the
Receiving Party shall submit a revised schedule that, unless otherwise agreed by the
Parties, shall spread the change in rate of delivery over three (3) consecutive Hours,
with the rate of delivery during the second Hour at the mid-point between the rates of
delivery for the first and third Hours.

44  Two-Day Schedule Restriction. Unless otherwise agreed to by the
Delivering Party, if the Receiving Party schedules delivery during a Day of energy at
a maximum hourly rate of delivery of less than 75 MW, such Day [(unless it is the last
day of a February or the last day of a September)] shall have been immediately
preceded by or shall be immediately followed by another Day during which the
maximum hourly rate of delivery scheduled by the Receiving Party is less than
75 MW.
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5. Term

5.1 Commencement. The Term shall commence at 0000 Hours on the later
to occur of the following:

(a) [date]; or

(b)  the date by which PSE has achieved Transmission Availability;
provided, that if by [date] PSE has not achieved Transmission Avatlability,
either Party may, by written notice to the other Party pursuant to this

Section 5.1, terminate this Agreement, effective at 2400 Hours on the Day such
other Party receives such notice of termination. In the event of such
termination of this Agreement, the Term shall not commence. If either Party
terminates this Agreement by notice pursuant to this Section 5.1, the Parties
shall negotiate in good faith for a period of not less than twelve Months after
the Termination Date in an attempt to reach a new, mutually acceptable
capacity and energy exchange agreement. Promptly after PSE has achieved
Transmission Availability, PSE shall provide written notice thereof to

Evahanoas-Partsr}
LALIAIIEC 1 altyf.

5.2  Transmission Availability. PSE shall use reasonable efforts to negotiate
and enter into a contract pursuant to which Transmission Availability occurs by
[date]; provided, however, that PSE shall not in any event be obligated to enter into
any contract or commitment on terms or conditions that in PSE's good faith judgment

(a)  impair the value of this Agreement to PSE or
(b)  are unduly burdensome or otherwise unacceptable to PSE.

5.3  Termination of Term. The Term shall terminate at 2400 Hours on the
Termination Date.

6. Continuity of Service

6.1 Interruptions. Either Party may interrupt, suspend, curtail or allow
fluctuation in any service under this Agreement, if such interruption, suspension,
curtailment or fluctuation results from any of the following:

(a)  Uncontrollable Forces;

(b)  work on the Party's electric system (including installation,
removal, investigation, inspection, repair, maintenance, improvement, renewal
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or replacement), which work is consistent with Good Utility Practice or
determined by that Party to be necessary;

(c) actions, which may occur automatically or manually, taken by a
Party consistent with Good Ultility Practice or determined by a Party to be
necessary, to protect the performance, integrity, reliability or stability of that
Party's electric system;

(d)  automatic protective devices or other automatic protective
methods on a Party's electric system that are installed and operated in

accordance with Good Utility Practice or that are determined by that Party to
be necessary; or

(e) actions taken in good faith by a Party to prevent, reduce or
eliminate (i) hazard to life or property or (ii) unsatisfactory, or jeopardy to
continuity of, electric service within that Party's Service Area. Without
limiting the generality of the foregeing, it is expressly agreed that any service
under th1s Agreement may be 1nterrupted suspended curtalled or allowed to

v Clell lb
system of PSE as Dellverrng Party to the PSE Point of Dehvery or from the
[Exchange Party] Point of Delivery to the electric system of PSE, as Receiving
Party, is interrupted, suspended, curtailed or allowed to fluctuate due to
Uncontrollable Forces or any cause beyond PSE's reasonable control to
eliminate such interruption, suspension, curtailment or fluctuation in such
transmission.

6.2  Notice of Interruptions. Except in cases of emergency or automatic
actions, including the operation of automatic devices, each Party shall endeavor to
give reasonable advance notice of any interruption, suspension, curtailment or
fluctuation permitted by Section 6.1, and of its probable duration.

6.3  Restoration. If any interruption, suspension, curtailment or fluctuation
permitted by Section 6.1 causes, or if any Uncontrollable Forces cause, a Delivering
Party to deliver, or a Receiving Party to receive, less energy than the amount of
energy to which the Receiving Party is otherwise entitled under this Agreement and
has been scheduled in accordance with Section 4, the Delivering Party shall deliver to
the Receiving Party at the PSE Point of Delivery or the [Exchange Party) Point of
Delivery, as applicable, and the Receiving Party shall accept delivery of, an amount of
energy equal to the difference as soon as is practicable thereafter as scheduled by the
Receiving Party pursuant to Section 4.

6.4  Protection of Facilities. Each Party shall be responsible for protecting
its facilities from possible damage in connection with service under this Agreement
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that results from conditions or causes on the other Party's facilities. Nothing in this
Section 6.4 shall alter the liability provisions in Section 7.1.

7. Liability and Indemnity

7.1  Between Parties. Neither any Party nor its Related Persons shall be
liable to the other Party for any Loss incurred by such other Party in connection with
this Agreement other than:

(a)  Loss resulting from Willful Misconduct; and

(b)  Loss resulting from a breach of this Agreement, other than
indirect and consequential damages. Without limiting the generality of the
foregoing, neither any Party nor its Related Persons shall be liable to the other
Party for any Loss to the other Party's facilities in connection with this
Agreement other than such Loss as results from Willful Misconduct.

7.2 Uncontrollable Forces. Neither Party shall be considered to be in
breach of this Agreement on account of any failure to perform as required by this

Agreement if such failure is the result of Uncontrollable Forces. Nothing in this
Section 7.2 shall be construed as requiring a Party to settle any strike, lockout or labor
dispute in which it may be involved, or to accept any permit, certificate, contract or
‘any other agreement or authorization necessary for the performance of this
Agreement, that contains terms and conditions which a Party in good faith determines
are unduly burdensome or otherwise unacceptable.

7.3 Indemnity.

7.3.1 Obligation to Indemnify. If a Third Party that is an ultimate use
customer in the Service Area of a Party ("First Party") makes a claim or brings an
action against the other Party ("Second Party™) alleging Loss arising in connection
with service under this Agreement or the absence of such service, including
interruption, suspension, curtailment or fluctuation in such service, then upon timely
written request of the Second Party, the First Party shall hold harmless, defend and
indemnify the Second Party and its Related Persons against such claim or action to the
fullest extent permitted by law; provided, however, that nothing in this Section 7.3
shall release a Second Party from any liability, or impose on the First Party any
obligation to hold harmless or defend or indemnify the Second Party or its Related
Persons, for the Willful Misconduct of the Second Party or its Related Persons.

7.3.2 Enforcement. If the Second Party is required to enforce against the First
Party the obligation to hold harmless, defend and indemnify set forth in Section 7.3.1,
then the First Party shall pay all costs, including reasonable attorneys' fees and other
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litigation costs at trial and upon appeal, incurred by the Second Party in such
enforcement.

8. Regulatory Authority

8.1  Jurisdiction. This Agreement is subject to the jurisdiction of those
governmental authorities having jurisdiction to regulate service under this Agreement.

8.2 Acceptance. Each Party shall make reasonable efforts to secure the
acceptance for filing by FERC of this Agreement in its entirety and without change.

Each Party that is subject to the jurisdiction of FERC shall submit, without
reservation, condition or qualification, this Agreement to FERC for acceptance for
filing. Each Party shall state to FERC its agreement with the termination provisions
set forth in Sections 2.2, 2.3,2.4, 5.1 and 8.4.

8.3  Filing Fees. Each Party shall be responsible for all FERC filing fees
incurred by such Party in filing this Agreement and any amendment hereto mutually
agreed upon by the Parties.

8.4  FERC Termination. No regulatory filings, other than the initial filing of
this Agreement, shall be required to effectuate any termination of this Agreement or
the services under this Agreement. The termination of this Agreement pursuant its
terms shall serve automatically to terminate this Agreement and any tariff, rate and
rate schedule

(@)  comprised by or which incorporates this Agreement or

(b)  that is for service required to be offered as a result of this
Agreement. Each Party hereby waives any right it may have to request or
require that any regulatory filing, beyond the initial filing of this Agreement
with FERC, shall be made to effectuate any termination of this Agreement or
any service pursuant to this Agreement. If a regulatory filing is required to
effectuate such termination, despite the foregoing express provisions of this
Section 8.4, each Party further waives any right it may have to request or to
have such termination denied, conditioned, suspended or otherwise deferred
for more than five Months after the Termination Date.

9. Miscellaneous

9.1 Notices. Except as provided in Section 9.2, any notice provided for in,
or served, given or made in connection with, this Agreement shall be in writing and
shall be deemed properly served, given or made if delivered in person or sent by
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registered or certified United States mail, properly addressed and stamped with the
required postage, as follows:

If to [Exchange Party]:

{address]
Attn: [ 1

If to PSE:

‘Puget Sound Enérgy, Tnc.

PSE Building

10885 N.E. 4" Street

Bellevue, Washington 98004

Attn: | 1

Either Party may change its address specified in this Section by giving the
other Party notice of such change in accordance with this Section.

9.2 Routine Scheduling Notices. Any notice of a routine character between
the Parties' respective schedulers or dispatchers in connection with scheduling of
service under this Agreement shall be given in such a manner as is mutually
acceptable from time to time to the Parties' respective schedulers or dispatchers unless
otherwise provided in this Agreement.

9.3 Amendment. No change, modification or amendment of this Agreement
shall be valid unless set forth in a written instrument signed by both Parties.

9.4  Assignment. Without the prior written consent of the other Party, which
consent shall not be unreasonably withheld, neither Party shall assign or transfer this
Agreement, except:

(a) to any Person into which or with which the Party making
the assignment or transfer is merged or consolidated or to which such
Party transfers substantially all of its electric utility properties; or

(b) to any Person that wholly owns, is wholly owned by or is
wholly owned in common with the Party making the assignment or
transfer.

No assignment or transfer, with or without the consent of the other Party, shall
relieve a Party of any obligation under this Agreement. Subject to the foregoing
provisions of this Section 9.4, this Agreement shall be binding upon, inure to the
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benefit of and be enforceable by the Parties and their respective successors,
transferees and assigns. Any successor to or transferee or assignee of the right of a
Party, whether by voluntary transfer, judicial sale, foreclosure sale, or otherwise, shall
be subject to all provisions and conditions of this Agreement to the same extent as
though each successor, transferee, or assignee were an original party to this
Agreement.

9.5  No Agreement to Serve Others. The Parties by entering into this
Agreement do not hold themselves out to furnish like or similar service to any other

Person.

9.6  No Third Party Beneficiary. Nothing in this Agreement shall be
construed to create any rights in or duties to any Third Party, nor any liability to or
standard of care with reference to any Third Party. This Agreement shall not confer
any right or remedy upon any Person other than the Parties and their respective
successors, transferees and assigns permitted under Section 9.4. No action may be
commenced or prosecuted against any Party by any Third Party claiming as a third
party beneficiary of this Agreement or the transactions contemplated hereby. This

Agreement shall not release or discharge any obligation or liability of any Third Party
to any Party. This Section 9.6 shall not be construed to limit in any way the rights and
benefits afforded to the Related Persons of the respective Parties under Section 7.

9.7  No Dedication of Facilities. No undertaking by one Party to the other
Party under any provision of this Agreement shall constitute a dedication of the
electric system of such Party, or any portion thereof, to the public or to the other

Party.

9.8  No Transmission Service Provided. Under this Agreement, neither
Party provides or makes available any transmission service over any part of its
transmission system to the other Party or to any Third Party. A Party shall not be
responsible for the delivery and receipt of energy by the other Party at the PSE Point
of Delivery or the [Exchange Party] Point of Delivery, as applicable, under this
Agreement, including, but not limited to, reimbursement of any charges by any Third
Party for transmission service, energy losses and other costs incurred to transfer
energy between such other Party's electric system and such point of delivery.

9.9  Control and Ownership of Facilities. Nothing in this Agreement shall
be construed to give a Party any right of ownership, possession, use or control of the
electric system of the other Party.

9.10 Captions. All indexes, titles, subject headings or section titles, and
similar items are provided for the purpose of reference and convenience and are not
intended to affect the meaning of the contents or scope of this Agreement.
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9.11 Construing Meaning of Contract. Ambiguities or uncertainties in the
wording of this Agreement shall not be construed for or against either Party, but shall
be construed in a manner which most accurately reflects the intent of the Parties at the
time of execution of this Agreement.

9.12 Governing Law. This Agreement shall be interpreted and enforced in
accordance with the laws of the state of Washington, without regard to such state's
choice of law principles.

9.13  Judgments and Determinations. When the terms of this Agreement .

provide that an action may or must be taken or that the existence of a condition may
be established based on the judgment or determination of a Party, such judgment shall
be exercised or such determination shall be made in good faith, and shall not be
arbitrary or capricious.

9.14  No Partnership. This Agreement shall not be interpreted or construed to
create an association, joint venture, franchise or partnership between the Parties or to
impose any partnership obligation or liability upon either Party. Further, neither Party
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undertaking for or on behalf of, to act as or be an agent or representative of, or to
otherwise bind the other Party.

9.15 Nonwaiver. The failure of either Party to insist upon or enforce strict
performance by the other Party of any provision of this Agreement or to exercise any
right under this Agreement shall not be construed as a waiver or relinquishment to any
extent of such Party's right to assert or rely upon any such provision or right in any
other instance; rather, the same shall be and remain in full force and effect.

9.16 Integration. This Agreement constitutes the complete and final
expression of the agreement of the Parties and is intended as a complete and exclusive
statement of the terms of their agreement, which supersedes all prior and
contemporaneous offers, promises, representations, negotiations, discussions,
communications, and contracts that may have been made in connection with the
subject matter of this Agreement.

9.17 Severability. In the event that any provision of this Agreement or the
application of any such provision shall be held invalid as to any Person or
circumstance by any court having jurisdiction, such provision shall remain in force
and effect to the maximum extent permitted by law, and all other provisions of this
Agreement and their application shall not be affected thereby but shall remain in force
and effect unless a court holds they are not severable from the invalid provisions.
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9.18  Section 205. The rates for service specified in this Agreement shall not
be subject to change for this Agreement through application to FERC pursuant to the
provisions of Section 205 of the Federal Power Act absent the agreement in writing of
both Parties. The word "rates" as used in this Section 9.18 means a statement of
services as provided in this Agreement, rates and charges for or in connection with
those services, and all classifications, practices, rules, regulations or contracts,
including but not limited to this Agreement, which in any manner affect or relate to
such services, rates and charges.

e ———————Puget Sound Energy, Inc.
By

[Name]
[Title]

Date Signed: , 200

[Exchange Party]
By

[Name]
[Title)

Date Signed: , 200
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PROTOTYPE OWNERSHIP TERM SHEET

Background This Prototype Ownership Term Sheet (“Term Sheet”) sets forth the
current requirements that we, PSE, want you, the Respondent, to
address or incorporate into any proposal you make to us that
contemplates the ultimate ownership of your project by us. It is
intended to identify certain elements of a potential transaction that
would be embodied in Definitive Agreements (defined below).

We have tried to identify in this Term Sheet those provisions that would

be-applicable generally to all Respondents and relevant to any potential

transaction arising out of a proposed PSE ownership arrangement
involving the sale of a project to PSE. We recognize, however, that the
particular facts and circumstances relevant to your project may vary
from the transaction structure described in this Term Sheet, so certain
proposals may not incorporate all elements of a PSE ownership
arrangement outlined in this Term Sheet.

We also recognize that you may have other reasons (whether legal,
regulatory or relating to financing) that may cause you to propose that

PSE purchase equity interests (such as limited liability company
interests or limited partnership interests) in a project company that owns
a generation project, rather than sell the project outright to PSE.

We prefer proposals consistent with the sort of ownership arrangement
described in this Term Sheet. Nevertheless, we are willing to review
and evaluate alternative ownership structures on the basis set forth in
the RFP, taking into consideration the different or additional economic,
legal, regulatory, tax, risk management, financing, credit support,
contractual and other implications presented by such alternative
proposals.

By submitting your proposal, you acknowledge that the RFP, including
this Term Sheet, has been prepared by us as part of our ongoing process
of integrated resource planning and that we are considering alternative
arrangements for the procurement of generation resources. This Term
Sheet is an integral part of, and subject to, the terms and conditions of
the RFP. You should not interpret this Term Sheet as an offer,
agreement or commitment by PSE to acquire any generation resource.
Also, this Term Sheet shall not limit, restrict or obligate us with regard
to the conduct of our integrated resource planning process, the potential
implementation of any plan or program of resource procurement or the
actual procurement of any generation resources.

We reserve the right to reject any and all proposals received in response

to the RFP, request the submission of different proposals for other
generation resources and/or seek to acquire generation resources from
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one or more parties other than any Respondent. We may also modify,
change, supplement or delete any and all provisions of this Term Sheet,
or withdraw and cancel the RFP.

General Ownership When we speak of a “PSE ownership arrangement” we mean a proposal
Structure pursuant to which PSE would ultimately own the resource. Ownership
could be transferred to us at various stages of development and using a
variety of approaches. For example, possibilities include joint
development by you and PSE, development by you followed by the
transfer to PSE, an initial purchase of power by PSE with transfer of

ownership later, or other mutually beneficial approaches. Althoughwe

are willing to consider a variety of arrangements, this Term Sheet
presumes that we would acquire an ownership interest in a Project (as
defined below under “Respondent and the Project”) either (i) prior to
the commencement of its construction or (ii) after it has already
commenced commercial operations. Please note that if you include a
proposal to shape a resource to our seasonal resource requirements, your
proposal should provide a fixed price (e.g., not tied to a market price
index) and should be for a longer-term arrangement (3, 5 or 7 years).

This Term Sheet sets forth certain terms and conditions which would be
embodied in a purchase and sale agreement (the “PSA”) pursuant to
which we would acquire 100% of all assets, properties and rights of the
Project from you.

If your proposal contemplates a PSE ownership arrangement, in
addition to containing the other submissions required by the RFP, you
will need to set forth in your proposal substantial additional details. We
will need to review supporting documents, information and data
regarding the timing, price, terms and conditions of a proposed sale of
the Project to PSE and a budget, schedule and other information
regarding the funding of construction, operation and maintenance of the
Project.

! These assets, properties and rights of the Project would include all of the associated real and personal property,
tangible and intangible property, assets, equipment, components, facilities, interconnections, systems, spare and
replacement parts, permits, intellectual property, and contractual, expansion and other rights currently held or
acquired in the future that are necessary, useful, held for use or appropriate for the ownership, planning,
development, permitting, design, engineering, construction, interconnection, transmission, use, operation,
maintenance, repair and expansion of the Project.
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Respondent and This Term Sheet assumes that you, the Respondent, are the owner of a
the Project generation project currently operating or under development and having
a nameplate capacity of not less than 25 MW (the “Project™).

In your response to the RFP, in addition to the other submissions that
should accompany a proposal that contemplates the sale of all of the
Project to PSE, you need to comprehensively demonstrate to us that the
Project, as proposed to be owned, financed, permitted, constructed,
operated and maintained, is capable of being “placed in service” on or
before [December 31, 2008],% in full compliance with all technical,

%ﬁAﬁw__.—_mmnmijﬂwa_mam_amm&mmﬁ—

of the RFP, applicable laws, regulations, permits and governmental
authorities having jurisdiction over the parties or the Project.

Certain Definitive =~ We expect that the agreements necessary to complete the potential
Agreements transaction described in this Term Sheet (the “Definitive Agreements™)
would include, at least: (1) a PSA for the sale by Respondent to PSE of
all of the Project, and (2) if we deem it necessary, a guaranty by an
affiliate of yours acceptable to PSE (the “Guarantor”), who would
guaranty your obligations or those of your affiliates under the Definitive

Agreements (the “Respondent Guaranty™).

The execution and delivery of the Definitive Agreements would be
subject, among other things, to our satisfactory completion of due
diligence and the approval of the transaction by each party’s board of
directors (or other appropriate management body).

Closing The Closing would occur after receipt by the parties of all consents,
authorizations and approvals and the satisfaction or waiver of conditions
precedent specified in the Definitive Agreements. At the Closing, we
would purchase the Project from you, free and clear of all liens, charges,
encumbrances, and conflicting or competing claims.

Transaction Taxes  You would be responsible for the payment of all sales, conveyance,
transfer, real estate excise, business and occupation or similar
transaction taxes assessed with respect to or imposed on either party
relating to PSE’s purchase of the Project or otherwise in connection
with a potential transaction. We would agree to cooperate with you to
minimize both of our respective transaction taxes.

Regulatory We expect that the following regulatory approvals, among others, might
Approvals be required prior to Closing to implement a proposed transaction:

(1) Receipt of FERC approval under Section 203 of the Federal Power

? PSE’s preference is that the Project would be placed in service on or before [December 31, 2008]; however, PSE
will evaluate proposals that contemplate a later placed in service date.
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Act required for the transfer of an interest in FERC-jurisdictional
facilities included as part of the Project;

(2) Expiration of any waiting period (or obtaining of any approval
required) under Hart-Scott-Rodino; and

(3) Receipt by PSE from the Washington Utilities and Transportation
Commission (the “WUTC”) of approvals and orders, as applicable,
pertaining to our acquisition of the Project and the other aspects of the
potential transaction, and confirming the inclusion of the full amount of
the purchase price plus all or substantially all of our transaction costs _

and other amounts allocable to the construction, start-up, testing and
commissioning of the Project in our rate base.

Transaction We expect that the Definitive Agreements would contain
Representations &  representations and warranties by both parties customary for similar
Warranties transactions relating to, among other things:

(1) Receipt by the parties of regulatory and other approvals necessary to
consummate the potential transaction;

(2) The financial condition of each of you, your Guarantor and any
affiliate of yours that is a party to a Definitive Agreement, and PSE;

(3) The nature and extent of your right, title and interest in and to the
Project and the condition of the Project (including with respect to
environmental matters),

(4) The sufficiency of the assets, properties, equipment and rights
constituting the Project, including permits and governmental
authorizations, for the construction, operation, maintenance and repair
of the Project and for the full operation, utilization and maintenance of
the Project in accordance with the requirements of the RFP;

(5) The Project’s compliance with the requirements of applicable law;
(6) Labor and employment matters; and

(7) Other appropriate representations and warranties as may reasonably
be required by PSE or Respondent.

Transaction The Definitive Agreements would contain covenants of Respondent and
Covenants PSE customary for similar transactions.

Depending upon the circumstances of your proposal (such as the
financial condition and experience of you and your Guarantor, the status
of development and completion of the Project, the nature of existing
contractual arrangements, the capacity, equipment and other technical
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characteristics of the Project, and other details of your proposal), the
Definitive Agreements may set forth covenants from you in which you
promise not to take certain actions, possibly including:

e making any loans, advances or contributions to any person or
furnishing a guaranty of the obligations of any person;

e failing to continue to develop the Project prior to Closing;

e agreeing to unreasonably costly mitigation efforts;

e changing "your organizational and governing documents or
reorganizing into any other legal form, entering into any joint venture or
partnership, or consolidating, converting or merging with or acquiring
any other entity;

e engaging in any business other than the management, administration,
operation and maintenance of the Project;

* incurring any indebtedness (other than, if necessary, your project

financing);

. settling any third party claim relating to the Project without our
prior written consent, which consent would not be unreasonably
withheld; or,

e soliciting, offering, or negotiating with any third party for the sale
or transfer of the Project prior to Closing.

Terms and If your proposal involves an unbuilt Project, we are willing to consider
Conditions For contracting to either (i) transfer to us the responsibility for its
Projects Under completion, start-up and commissioning, or (ii) having you keep
Development responsibility for its completion, start-up and commissioning.

In etther case, the Definitive Agreements would include detailed
schedules showing the Project’s design, engineering and construction
status. These schedules will need to include:

e performance and technical specifications of the Project;

e performance guarantees;

e major equipment and systems and vendors;

e major subcontractors;

o the status of permit applications;
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»  the status of contractors' and vendors' obligations and warranties;
and,

e the schedule for completion of the Project and other related
information and data.

The Definitive Agreements would also require you to provide access to
the Project to certain designated PSE employees, representatives and
agents so that they can observe and monitor the manufacture,
fabrication, assembly, installation, construction, start-up, testing and

——_commussioning of the Project and any parts or components of it. Qur

people would also be permitted access to the premises of contractors,
vendors and consultants and attend meetings and review and copy
information, data and documents in connection with our due diligence
review. Our employees, representatives and agents would be required
to observe your (and your contractors’) rules regarding safety, security
and confidentiality and would not interfere with or hinder the
construction of the Project.

In the event that you plan to retain responsibility for the completion,

start-up and commissioning of the Project, we expect that the following
additional terms and conditions would apply to the proposed
transaction:

Purchase Price

The portion of the purchase price allocable to the cost of completion of
the Facility would be payable in predetermined installment amounts
through Final Completion (as defined below) as set forth in a funding
schedule to be incorporated in the Definitive Agreements, with the first
payment due at Closing. The Definitive Agreements would also set
forth the procedure for invoicing and payment of all remaining amounts
due.

Respondent’s Completion of the Project

Subject to certain approval rights of PSE, you would be responsible for
the direction of, and the cost and expense necessary, incidental to or
appropriate  for, the construction, completion, start-up and
commissioning of the Project, including mobilization, design,
engineering, procurement, supply, supervision, and testing expenses
(with the exception of such expenses related to fuel for certain tests as
set forth below). Your Guarantor would unconditionally guarantee your
payment, performance, warranty and other obligations with respect to
the design, engineering, construction and completion of the Project in
accordance with the criteria set forth in the Definitive Agreements. You
would cause construction of the Project to be performed or supervised
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by an EPC contractor experienced in the design, engineering and
construction of electric generating facilities similar to the Project and in
accordance with applicable laws, regulations, permits, the standards and
criteria of original equipment manufacturers, good industry practices
and insurance requirements.

Change Orders: In completing the construction of the Project, you
would notify PSE, in writing, prior to making any proposed change
order or any other modification to the design, component parts or
equipment or operational characteristics of the Pro;ect which (A) (i)

mvolves mdlv-dually-anamounmexces&oﬁis{__]_op(u)mpmpd

after the aggregate value of prior change orders or modifications is $[
I, or (B) which would reasonably be expected to adversely affect the
operational characteristics, reliability or costs of operation and
maintenance of the Project. PSE would have ten (10) days to notify you
in writing that we do not consent to the proposed change order or
modification described by you in such notice; otherwise we would be
deemed to concur with the proposed change order or modification.

Otherwise, you shall have the right, without PSE's consent, to make

such substitutions of parts, materials and/or equipment in completing
the construction of the Project as would not be reasonably expected to
adversely affect the operational characteristics, reliability or costs of
operation or maintenance of the Project. You agree to provide PSE with
a list of such substitutions on a monthly basis and at Substantial
Completion and Final Completion (each as defined below). In the event
you fail to provide timely notice to PSE of any proposed change order
or modification of the nature or effect described above, and such change
order or modification results in a material adverse change to the
operational characteristics, reliability or costs of operation and
maintenance of the Project, the Definitive Agreements would set forth
mutually agreed upon rights and remedies.

For purposes of this Term Sheet, “Substantial Completion” means the
completion of the Project, the completion of the facilities necessary to
interconnect the Project to the electric grid and to receive water, fuel
supplies and other supplies and services, and the delivery of all permits,
interim manuals sufficient for interim operations during the period
between Substantial Completion and Final Completion, and other
deliverables necessary for PSE to operate the Project on a commercial
basis in accordance with the requirements of the Definitive Agreements

3 Amount to depend on facts pertaining to the particular Project, including but not limited to the Project's size and
cost.

* Amount to depend on facts pertaining to the particular Project, including but not limited to the Project's size and
cost.
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at an electrical output not less than and heat rate not greater than certain
“Minimum Performance Guarantees” to be agreed to in the Definitive
Agreements. “Final Completion” shall mean the final completion by
Respondent of all items of work remaining at Substantial Completion,
delivery of all outstanding deliverables, including manuals and lien
releases from contractors and vendors, clean-up of the site and removal
of all equipment.

No later than at Final Completion, you would provide us with statutory
lien releases from the EPC contractor and its subcontractors furnishing

services,—equipment or goods_used in the design, engineerng,

equipping, c¢onstruction and completion of the Projéct, evidencing that
all amounts due to such parties have been paid or bonded around, such
that PSE and the Project would not be liable for payment of any such
amounts owed.

Subsequent to Closing, PSE would be the owner of and receive one
hundred percent (100%) of all energy products produced in connection
with the start-up, testing and commissioning of the Project. PSE would
be responsible for (i) the procurement, cost and delivery to the Project

of all fuel and station power necessary for the start-up, testing, and
commissioning of the Project, and (ii) the receipt of such energy
products from the Project and the cost of any associated electric
transmission service for such energy products. PSE would schedule all
‘fuel deliveries and electric transmission for the start-up, testing and
commissioning of the Project according to an agreed upon schedule, no
later than one (1) month prior to the commencement of the testing and
consistent with the schedule for achievement of Substantial Completion.
You will not be liable under the Definitive Agreements for any schedule
delays attributable to PSE's failure to have such fuel, station power and
electric transmission available in accordance with the schedule.

We would provide you and your designees access to the Project as you
require after Substantial Completion, consistent with all safety and
similar practices as reasonably requested by PSE, for the purpose of
achieving Final Completion and performing warranty work. We will
ensure that a sufficient number of qualified operators are available to
support the start-up, testing and commissioning activities, all as you
recommended.

Title and Risk of Loss

We would take title to the Project upon the closing of the transaction.
However, risk of loss would transfer to PSE only upon the achievement
of Substantial Completion of the Project.
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Liquidated Damages and Performance Bonuses

You would be liable for schedule liquidated damages if you fail to
achieve Substantial Completion of the Project by an agreed upon date,
as well as performance liquidated damages for failure to meet the
Minimum Performance Guarantees agreed to in the Definitive
Agreements.

You also would have the right to earn a performance bonus in the event
that the Project achieves Substantial Completion earlier than the agreed

upon scheduled date and if the Project exceeds performance standards

for capacity and heat rate specified in the Definitive Agreements.

Additional Representations, Warranties and Covenants of Respondent

We expect that the Definitive Agreements would include the following
additional representations, warranties and covenants in the event that
you retain responsibility for the completion, start-up and commissioning
of the Project:

{I) You would cause the Project to be designed, engineered, equipped
and constructed in accordance with the provisions of the Definitive
Agreements so as to meet the Minimum Performance Guarantees and
other criteria set forth in the Definitive Agreements and be Substantially
Complete and commercially operable on or before a guaranteed
Substantial Completion date;

(2) You will provide a full “wrap” of obligations with respect to the
Project and all equipment warranties and cause Guarantor to guarantee
your obligations;

(3) You would at all times maintain sufficient rights and entitlements to
such services and facilities as may be necessary to develop, construct
and complete the Project so that upon Substantial Completion the
Project may be operated on a commercial basis;

(4) You would obtain and maintain during the construction of the
Project, at your cost and expense, builder's risk insurance, the terms,
conditions, limits of coverage and other provisions of which are normal
and customary;

(5) You, with PSE's commercially reasonable cooperation and
assistance, would at your cost be responsible for applying for, obtaining
and maintaining and complying with all permits and other governmental
authorizations necessary or appropriate for the construction, start-up,
testing, ownership, occupancy, use, operation and maintenance of the
Project; and
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(6) You would cause all equipment warranties (the terms and
conditions of which we will have the right to approve), to be in full
force with the respective contractors and vendors and fully assignable to
PSE, and you will assign such warranties to PSE as of Substantial
Completion of the Project.

Project Managers and Independent Engineer

Each of us would designate a construction project manager no later than
the date of Closing. Notices, correspondence and other communication

_ required or contemplated by the Definitive Agreements relating to the -

construction - of - the Project would be-made  through- our respective
construction project managers, except as otherwise agreed.

An independent engineer would be retained to verify you have achieved
the performance levels and other criteria required to meet Substantial
Completion and Final Completion under the Definitive Agreements.
We would share with you the independent engineer’s fees and expenses.
PSE and Respondent would select the independent engineer from a
mutually agreed list of qualified engineers included in the Definitive

Agreements.
Respondent If we determine that you alone are not sufficiently creditworthy, we will
Guaranty require you to have your Guarantor provide us with the Respondent
Requirements Guaranty, pursuant to which Guarantor would guarantee the

performance by you and your affiliates of your obligations to or for the
benefit of PSE under the Definitive Agreements. The Respondent
Guarantor would also guaranty the payment of any damages, losses,
liabilities, costs and expenses incurred by PSE and payable by you or
your affiliates) under the Definitive Agreements. The parties would
address in the Definitive Agreements the circumstances, if any, in
which PSE might require adequate assurance by you or your Guarantor
of your performance of your obligations under the Definitive
Agreements, and the nature of such assurance.

Conditions The Definitive Agreements shall contain customary conditions
Precedent precedent for transactions of this type, including:

(1) Delivery of all instruments, consents, assignments, certificates and
opinions required by the Definitive Agreements, including, but not
limited to, customary opinions regarding (a) the satisfaction of requisite
regulatory approvals and requirements and (b) if applicable, the absence
of any conflict with any legal, regulatory, contractual or other limitation
applicable to any of the parties resulting from granting of a security
interest in respect of the undivided interest of a party in the Project to
any designated third party lender;
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(2) No material adverse change in the financial condition or business
and operations of you, your Guarantor, or any affiliate of yours that is a
party to a Definitive Agreement, or PSE;

(3) No material adverse change in the budget, schedule, permit and legal
requirements, technical requirements and plans relating to construction,
operation, maintenance and repair of the Project, or in the performance
levels, operability, output and condition of the Project;

(4) Receipt by PSE of the approvals or orders discussed above under

“Regulatory Approvals”; and

(5) Such other customary conditions precedent as the parties in good
faith determine are reasonably necessary taking into account the parties’
obligations, including appropriate provisions to address the
consequences of material adverse changes in the physical condition and
performance of the Project prior to the Closing.

Limitations on The Definitive Agreements shall provide that notwithstanding anything
Liability to the contrary, in the event of a breach of the obligations of one of the

parties or otherwise, such party would be liable for direct damages only,
and under no circumstances shall such party be liable to the other party
for consequential (including, without limitation, lost profits, business
interruption and the like), incidental, punitive, exemplary or similar
damages.

Indemnification You would indemnify, hold harmless and defend PSE and our affiliates,
directors, officers, employees, representatives, and agents from and
against any claims, damages, loss, liability, judgment, award, fine,
penalty, cost or expense, including reasonable fees of attorneys arising
out of, relating to or in connection with any event, occurrence,
circumstance, condition, action or omission prior to Closing. The
Definitive Agreements would also set forth provisions by which each
party would indemnify, hold harmless and defend the other party and its
affiliates, directors, officers, employees, representatives and agents from
and against certain losses with respect to false or inaccurate
representations and warranties or breaches of covenants and obligations
under the Definitive Agreements.

Due Diligence For a specified period commencing on the date we notify you that your
proposal has been selected as a potential transaction (this period, and
any extensions to it we may agree upon, the “Due Diligence Period”),
we would be entitled to conduct an in-depth due diligence review of the
Project, you, your Guarantor and any affiliate of yours that would be a
party to a Definitive Agreement. You agree to fully cooperate (and
cause your affiliates to fully cooperate) with us and to facilitate this
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process.

We expect that our due diligence would include a review of the
following, among others:

*  all technical matters relating to the Project;

*  construction, engineering and transmission agreements, and any
other commercial arrangements relating to the Project;

¢ legal and regulatory matters (including the availability and terms of
all required permits and licenses); , , -

* information systems, human resources (subject to applicable legal
confidentiality and other restrictions), insurance matters; and,

* any other matters associated with the development, permitting,
design,  engineering,  construction, interconnection,  start-up,
commissioning, operation and maintenance of the Project.

We-agree-that-our dueditigence Teview statt-not unreasonmably disrapt
your (or your affiliates”) business, or your directors, officers, employees

and agents. The Due Diligence Period would terminate automatically in

the event of the termination of the Term Sheet by either party.

During the Due Diligence Period, you and your affiliates would provide
access to the Project to certain designated PSE employees,
representatives and agents so that they could observe and monitor the
manufacture, fabrication, assembly, installation, construction, start-up,
testing and commissioning of the Project and any of its parts or
components. Our people would also be permitted access to the
premises of contractors, vendors and consultants, attend meetings and
review and copy information, data and documents in connection with
our due diligence review. We would be subject to and would be
required to observe your (and your contractors’) rules regarding safety,
security and confidentiality and we would not interfere with or hinder
the construction of the Project.

Dispute Resolution  The Definitive Agreements would contain provisions for the resolution
of disputes, and the forum for the resolution of any dispute arising under
or in connection with this Term Sheet or the Definitive Agreements
would be King County, Washington.

Expenses Each party shall bear its own legal, accounting, regulatory and other
professional fees and expenses and other costs associated with the RFP
and a potential transaction, regardless of whether a transaction is
consummated.
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Assignability The parties would not be permitted to assign the Definitive Agreements
or their respective rights and obligations under them without the prior
written consent of the other party, such consent not to be unreasonably
withheld or delayed.

This Term Sheet is for discussion purposes only to facilitate PSE’s evaluation and
assessment of proposals submitted in response to the RFP relating to a potential
transaction for the acquisition of rights and interest in a generation project. It is not
intended to create a binding or enforceable agreement, contract or commitment or to be

complete and all inclusive of the terms and conditions of a potential transaction. This i e

--an offer, agreement or-a commitment of PSE; Respondent or Guarantor or any parent
company or affiliate of any of them. The potential transaction described above would be
subject to further review and approval of the board of directors of each of PSE,
Respondent or Guarantor, the conduct and completion of due diligence by PSE to its
satisfaction and the execution of the Definitive Agreements containing all appropriate
provisions, including, but not limited to, those relating to credit, limitation of damages,

indemnification, remedies and force majeure.
4

Puget Sound Energy, Inc. All Source RFP —Exhibit 11, Page 13 November 1, 2005
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PSE Self-Build Evaluation — May 25, 2006

Responses to the 2005 All-Source Request for Proposals (“RFP”) revealed proposals that should
be considered PSE self-build alternatives. The self-build proposals can be divided into two
types—each having different levels of PSE involvement in both the development activities and the
construction build-out. The two types of proposals offered are those where:

i) PSE plays a key role in the remaining development activities and funds the cost
of completing the project with the developer; or

i) PSE purchases the existing development assets from the developer and PSE
completes the project on its own.

Both types result in the ownership of the project by PSE. In some cases the ownership of the
project is transferred to PSE early at the development stage and other cases the ownership
transfer to PSE occurs at the completion of the project.

The developer in the first case (“Type I') fits the “development for hire” model. Under this model,
projects are proposed in conceptual form but require commitments from PSE to be fully
developed and built. PSE assumes the cost and risk by committing to a developing project that
does not have the necessary permits and agreements for construction and operation. If the

Page 174 of 231

project-is—setected-by PSE,then PSE is-makinga decisiontoco-develop a projectand fund it
through completion. The development activites and completion of the project, in essence, is
being outsourced.

The proposals in the second case (“Type II") are fully (or near fully) developed projects but lack
agreements for procurement, construction and operation. These proposals are mature projects
with many years of development activities, including environmental studies, real estate rights,
transmission rights, an interconnection agreement, and a typically a site permit. The developer
has taken the development risk and offers PSE the purchase of the development rights of the
project. If the project is selected by PSE, then PSE is making a decision to self-build a project;
although the early development activities have been completed by a third party.

A defining trait of the wind proposals considered self-build is the lack of a wind turbine supply.
Wind turbines for a 2007 delivery have previously been ordered and allocated; leaving no
additional turbine capacity available for some projects. For these proposals, the developer
offered a turbine price but with the disclaimer that no turbines have been secured thus the turbine
quote was essentially invalid. PSE would need to secure the turbine supply when they came
available. Also, PSE would procure other necessary equipment and materials and enter into
engineering and construction agreements to complete the project.

As defined by the RFP evaluation criteria, the self-build proposals were evaluated in the same
manner as all the other proposals. However, greater diligence was taken when analyzing the
costs of the remaining development activities and construction build-out. PSE relied on the costs
supplied by the developer, but checked them with current cost data points. Also, additional costs
that PSE would be required to fund in order to self-build the project were added to the project
economics during the quantitative evaluation.

Qualitative and quantitative risks were evaluated and rated along with all other proposals. Some
projects looked favorable but did not surpass the projects that were more fully developed and
brought a more mature project with a secure turbine supply. Known costs and secure turbine
supply agreements typically evaluated better than projects with less development and unknown
project costs that are subject to fluctuating turbine supply pricing.

Some self-build proposais, although very early in the development stages, looked attractive but
would require PSE to take a longer perspective on the development process. When looking at

-1-
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these long-lead time proposals, PSE follows the progress of the developers’ activities and
continues to evaluate the projects. Key developments on the projects could occur so that PSE
would be willing to commit to the project.

Exhibit B shows a summary of the Phase | one evaluation resuits of the self-build proposals.
Exhibit C ranks the best performing proposals by the net portfolio benefit sorted by technology.

Exhibit D shows the self-build proposals selected to the candidate short list. Four self-build
pro’pqrsrarlrsiwerg 7serlected to the candidate short list:

« two, a coal project and a hydro project, are long-lead time development projects;
+ oneis a wind project that has no turbine supply; and

e one is a natural gas-fired combustion turbine peaking project proposed at an
existing PSE site
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Exhibit A
2005 All-Source RFP proposals considered self-build alternatives (by type).

Type I:
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-3-
HIGHLY CONFIDENTIAL

Per WAC 480-07-160



(RG-3HC)

Page 177 of 231

Exhibit No.

|
| -
; _ [ERUIPYUOD Ay st X0q up 3xa L
662°L 100
62061 v0°'0
ery'ol 90’0
caao%oww e 100°0
§.8'0- 200~
629'LLL vZ'0
29.°1L2 10'0
PLY'GPL 180
8ZSLLC ¥1°0

'sjesodo.td pling-}|as 8y} JO SINSaJ UOHEN|BAS | 8SBU 8} JO Alewiwng

8 3qiyx3

HIGHLY CONFIDENTIAL
Per WAC 480-07-160



Exhibit No.  (RG-3HC)
Page 178 of 231

Exhibit C
Best performing proposals ranked by the net portfolio benefit sorted by technology.

_Goldendale Calpine

= Self-Build

RedaCted Text in box is Highly Confidential
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Exhibit D
Self-build proposals selected to the candidate short list.
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PSE Model Updates 06/16/06

PSE Model Updates

A. Aurora

Chart 1. Compare Least Cost Plan 2005 Business As Usual gas prices to RFP 2005 Phase 1

Sumas Hub Natural Gas Prices

10

Redacted

Nominal $/MMBtu

— v

T T T T T T T T T T

o
oo)c-towh

e P PP PP PP
S S S

Chart 1 above compares the change in gas prices from the 2005 Least Cost Plan to the 2005 RFP. The
long-term natural gas price forecast from Global Insights Reference case in December 2005 is
significantly higher than the CERA Business As Usual December 2004 forecast that was used for the
2005 LCP. The 2007 through 2010 period uses Kiodex forward prices that are an average of July 20,
2006 through December 19, 2005. We intended to use a 3 month average of September 20 through
December 19, 2005. Chart 2 shows the differences in the Kiodex forwards using the 5 month average
ending December 19, 2005 and the 3 month average ending December 19, 2005 and the 3 month
average ending April 11, 2006. The 3 month average and 5 month average ending December 19, 2005
are very similar. The forward prices for the 3 month average ending April 11, 2006, show a gradual
increase in the expectations for Sumas gas prices out to 2010.
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Kiodex Forwards for Sumas Hub Natural Gas Prices

10

6 Redacted

Nominal $/MMBtu
[3,]
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0 i — —)
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i Chart 2. Compare Kiodex Forward Gas Prices-for Sumas

Chart 3. Compare AURORA Mid-C Electric

Mid C Electric Prices

100 p—

50 Redacted

Nominal $/MWh

0
R ORI
v Vv

As a result of the significant increase in gas prices, the AURORA forecast of Mid-D power prices have
significantly increased over those from the 2005 Least Cost Plan Business as Usual scenario. Chart 3
shows the increase in prices.
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PSE Model Updates

B. Portfolio Screening Model (PSM)

The updates as recorded in the model are shown below:

Logic

19-Jan-06

Add logic on XNPV dates (Assumptions line 96) to tie
to start date

Logic

20-Jan-06

Added nominal dollar summary and brought copy
forward to this tab

Logic

20-Jan-06

On PPA Rollup added calc of levelized cost of
individual PPAs and imputed debt

Logic

20-Jan-06

Modified Supply Calculator to add new block of data
for PPA1 - PPA4 capacity. Also edited the formula in
line #209 (previously b4 addition of PPA Capacity

| block data it was line #188) to directly pointtothe

new PPA capacity on line 126 columns T - AM.

Logic

20-Jan-06

Added levelized cost of Acq1 and Acq2

Logic

23-Jan-06

Added book lives for Acquisition #1 and Acq #2. The
cells on assumption page point to the input cells on
Acquisition inputs. Also changed logic on Acq 1 tab
and Acq 2 tab to use these new book lives.

Logic

23-Jan-06

On End Effects tab split acquisition 1 from Acquisition
2

Logic

30-Jan-06

Change of insurance logic to be multiplied times

Exhibit No.  (RG-3HC)
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06/16/06

gross plant and not rate base

Logic

30-Jan-06

Added $/MWh calculations for Emissions costs on
Emissions tab -

Logic

1-Feb-06

escalated variable O&M on CCGT tab

Logic

21-Feb-06

added logic for future PTC assumptions

Loogic

22-Feb-06

Updated PTC to show credit for 2008 projects
{completed in Dec 2007), changed dispatch case to
“Calculated”

Logic

23-Feb-06

corrected logic of emissions to include in total cost of
generics whether or not emission cost is included in
dispatch

Logic

1-Mar-06

Correct MW in col B on End Effects for Acq 1 and
Acq 2.

Logic

1-Mar-06

Variable cost of dispatch for Acq 2 on thermal plant
page is incorrect in 2008-2026

Logic

1-Mar-06

End effects, include tax depreciation in the cash flow
calculation for Acq1 Acq2 and Wind Acquisition
because it is included in the generics

Logic

1-Mar-06

End effects. Change the escalation on the fixed
costs of generics in year 2027 from escalating 21
years to (21-2) years. Repeat other years. This is to
sync up with the average revenues and average
variable costs.

Logic

2-Mar-06

Added a formula into the supply calculator to
automatically back-out the wind that is added for
either PPAs or acquisitions. It removes first from
2012, then 2011, 2010 and 2019

Logic

2-Mar-06

Added a toggle to choose whether to constrain the
energy from wind PPA/Acquisitions to the respective
capacity

Data

19-Jan-06

Change StartDate to 12/31/2006
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Data 19-Jan-06 Labeling on PPA tabs e.g.. Strike price to Variable
price (except PPA3)

Data 19-Jan-06 Changed dates on AMW summary to allow Supply
calculator to work. Will be OK when new AMW
Summary is added.

Data 23-Jan-06 | Decided to use allowed WACC of 8.4% (7.01% alt)
for Phase |.

Data 2-Feb-06 Emission credit update (possible logic change to
include in VOM)

Data 2-Feb-06 aMW summary update

Data 26-Jan-06 gas and power price update

Data '26-Jan-06 | Update Load data and on off peak switches

Data 26-Jan-06 | Update Generic resource costs

Data 1-Feb-06 Need Update wind acquisition PTCs

Data 1-Feb-06 Update monthly on peak capacities

Data 2-Feb-06 Update Hourly hydro

Data 31-Jan-06 | New Generic plant heat rates do not improve over
time. Consistent with AURORA runs.

Data 31-Jan-06 | PTCs for generic plants updated base on November
21, 2005 memo on Alternative for Environmental

B Issues

Data 31-Jan-06 For 2005 actual PTC is (15*1.2528), fixed logic for
Wind Acquisition to have PTC vary by start date

Data 31-Jan-06 PPA premium set to 2%

Data 2-Feb-06 Update Hourly PSE Load data for 2026 (Tom fixed in
AURCRA)

Data Coal prices for PSE Generic Coal plants

Data 23-Feb-06 | Version 4 $11,270,373 Base portfolio

Data 1-Mar-06 Change cost of DF capital to $100 / kw estimate.
Working on model to calcuiate.

Data 1-Mar-06 Update power prices that eliminate summer price
spreads

Data 1-Mar-06 Consider what level price caps for risk runs in Phase
2

Data 1-Mar-06 With updates, PSM8-1 with reference price equals
$11,163,321 in all generic portfolios

Data 1-Mar-06 Power Prices -AURORA version 8 Defauit Database
with PSE reference gas prices forecast. (This is
based on Kiodex averaged prices (Sept 20-Dec 19)
for 2006-2010

Data 3-Mar-06 Fixed the price for generic coal plants to be based on
PRB coal price

Data 3-Mar-06 Update PSM8-1 Reference $11,324,308 All generic

. portfolio (change increased portfolio cost by $161

Million)




PSE Model Updates

Cleanup

20-Jan-06

Line #103 - Consolidated PPA - Results Summary
tab corrected should be referencing dispatch rows
18301, 19099, 19897, 20695, 21493. Old formula
was wrong referencing dispatch rows 3935, 4733,
5529, 6325, and 7121.

Cleanup

20-Jan-06

Remove any remaining references to 2004 bonus tax
depreciation - on CCGT through Joint Ownership

Cleanup

20-Jan-06

Renewable energy as percent of average energy.
Modified the calculation beginning in cell T57 to
include average energy from Hopkins Ridge and Wild
Horse

Cleanup

7 23-ilarn-06

{ Cleaned up nomenclature and linking of fixed and
| 'variable O&M from Wind Inputs and Acquisition -

Inputs to their respective analysis tabs

Cleanup

23-Jan-06

Clean up "joint ownership" nomenclature on
Assumption tab

Cleanup

3-Feb-06

Insurance escalated with inflation for generics

Cleanup

22-Feb-06

Updated title information

Exhibit No. __ (RG-3HC)
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