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REPORT TO THE BOARD OF DIRECTORS 

1. EXECUTIVE SUMMARY 

The purpose of this Report to the Board of Directors (UReporf) is to recommend 

approval of the construction of Phase I of the Lower Snake River Wind Power Facility 

(UPhase r , or the "Projecr), in accordance with the Resolutions set forth on Exhibit A. 

Phase I, slated to achieve its Commercia l Operation Date reOD") in April 2012, is a 

343 MW electric generating facility to be built in southeastern Washington at an all-in 

cost of approximately $848 million. This Report summarizes the commercial aspects 

of the Project and describes the analysis of its costs and benefits conducted by Puget 

Sound Energy's ("PSE's", or the uCompany's") long-term resource planning and 

acquisition teams. 

Determination of Need 

PSE's need for new generation resources, including specific renewable energy 

resources, is set forth in the 2009 Integrated Resource Plan (WIRP"). The IRP 

considered expected customer loads and the impact of state and federal laws and 

regulations on the Company's generation portfol io. The 2009 IRP recommended that 

PSE obtain 300 MW of new wind generation by the end of 2012. Following the 

completion of the IRP, in 2010 a request for proposals was issued to prospective 

developers and other project proposers. 

Identification of Alternatives 

The Company has conducted its analysis of the Project's attributes in conjunction with 

its review of renewable energy responses to the 2010 Request for Proposals for All 

Generation Resources rRFP") and to other non-solicited proposals. These 

alternatives indude offers for owned wind and biomass projects, and offers to 

purchase the output of wind, solar and biomass electric generation faci lities. 

Economic Analysis 

Quantitative and qualitative analysis demonstrates that Phase I is the lowest 

reasonable cost alternative to meet the Company's need as defined by the IRP and 

has a reasonable risk portfolio. The 25-year levelized pro forma cost of the Project is 

. per megawatt hour ("MWh"). 

R r. IlACTf.D 
Vf:RSIOi"! 
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Management recommends the Board (1) approve the construction of Phase I of the 

Lower Snake River Wind Project and (2) authorize the execution of the applicable 

contracts necessary to implement the construction and operation of the Project. 

2, PURPOSE 

This Report describes Phase I of the proposed Lower Snake River Wind Project1
. The 

Report describes the construction and management plans for the Project, its expected 

financial performance, and the associated risks and risk mitigation plans. A detailed 

comparison of the Project against currently available market alternatives support the 

execution of the Project as proposed. The report concludes with the recommendation 

to authorize construction of Phase I of the LSRWP for a COD in April 2012. 

3, PROJECT DESCRIPTION 

The Project is a commercial wind generation facility with 149 Siemens SWT 101 2.3 

MW Wind Turbine Generators ("WTGs") generating 343 MW of nameplate capacity on 

39,600 acres of leased property in Garfield County, Washington. Project elements 

include wind turbine generators erected on tubular steel towers with foundations and 

individual turbine step-up transformers. Supporting infrastructure will include access 

roads, underground and overhead electric collection system lines, step-up 

substations, transmission lines, microwave communications, permanent 

meteorological towers, an operations and maintenance center, and temporary 

construction access and staging areas. 

The Project (see Figure 1) w ill be interconnected to the Little Goose-Lower Monument 

transmission line owned and operated by the Bonneville Power Administration 

("BPA"), In addition to Project-specific substations, a new 500/230 kilovolt ("kV") BPA 

substation (the "Central Ferry Substation~) will be constructed on 50 acres in the 

northern sect ion of the Project to interconnect the Project to the SPA system. The 

Central Ferry Substation will be designed , constructed , and operated by SPA and 

sized to accommodate future phases of LSRWP and additional regiona l energy 

development. 

1 Throughout this report, "Phase I" or "Project" refers to the 343 initial phase of the Lower Snake River 
Wind Project. "LSRWP" refers to the entire wind development in Columbia and Garfield Counties, 
Washington, which would ultimately support up to 1 ,250 MW. 
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Project Features 

Lower Snake RIVer Wind Project - Phase / 
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Figure 1. Phase I, lower Snake River Wind Project. 
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4. DETERMINATION OF NEED 
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To plan the long-term generation resources to acquire or build as part of a least cost 

generation portfolio, the Company evaluates the expected need of its retail customers. 

Long-term planning and anticipated customer need is analyzed through the Integrated 

Resource Plan ("IRP") which the Company completes every two years. The IRP 

considers existing state and federal laws and regulations regarding renewable 

resources along with many other relevant factors. 

The Company's 2009 IRP recommended the following resource additions: 

Table 1. Cumulative additions for the lowest reasonable cost portfolio, 2009 IRP. 

Demand-Side 
Resources 

Wind 

Biomass 

CCCTw/ Duct 
Firing 

Peakers 

205 

300 

o 
275 

160 

597 

600 

o 
275 

160 

917 1064 

1000 11 00 

20 40 

825 11 00 

480 1760 

Additional review of the Company's IRP results and market drivers for renewable 

resources is contained in Exhibit N. This recommendation to the Board of Directors 

calling for a 343 MW Phase I Project is generally consistent with the IRP 

recommendation . The increase beyond the IRP recommendation is driven, in part, by 

project optimization considerations. Further discussion of this topic, including quantitative 

analysis, is contained in Exhibit M. 
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Federal tax incentives have a substantial effect on wind power economics and market 

conditions. Historically, the Production Tax Credit (UPTC"), a federal tax credit of 

approximately 2.2 cents per kWh, has been the primary federal incentive for wind 

energy since 1992. 

In February 2009, Congress passed the American Recovery and Reinvestment Act 

rARRA") which includes additional renewable incentives. The ARRA enables owners 

of wind energy projects to elect an Investment Tax Credit (" ITe ") equal to 30% of the 

qualified investment. Section 1603 of the ARRA allows project owners to elect a cash 

grant ("Grant") from the U.S. Department of Treasury ("Treasury") in lieu of claiming 

the PTC or ITC. 

5.2. RENEWABLE DEVELOPMENT STRATEGY 

In response to escalating prices and decreasing purchase opportunities, the Company 

initiated a strategy in late 2006 to manage the cost of acquiring new renewable 

generation resources by taking positions in projects earlier in the development 

process, thereby reducing developer premiums and managing costs for customers. 

With this strategy, the Company sought quality opportunities to acquire early stage 

development projects that cou ld be brought online at a lower cost for the benefit of its 

customers. 

By entering the development chain early, PSE intended to realize significant capita l 

cost savings through the remaining phases of development, procurement, construction 

and commissioning. In addition to avoiding higher developer fees , capital costs 

savings result, in part, from PSE's access to lower cost capital versus that of a typical 

wind developer. Over the last year, other utilities in the Pacific Northwest, including 

PacifiCorp and Portland General Electric Company, have adopted a similar 

development strategy. 

5.2.1 . Purchase of RES Interest 

The Company entered into a Joint Development Agreement r JDA") with RES America 

Developments, Inc. ("RES Development") for the purpose of developing the Lower 
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Snake River Wind Project. As approved by the Energy Management Committee 

("EMC") in May 2008, PSE negotiated the purchase of a 50% interest in the Lower 

Snake River Project, closing the transaction in December 2008. Following RES 

Development's decision to sell its remaining 50% interest, the Company purchased 

the remaining interest in August 2009,2 At that time, PSE became the sale owner of 

the LSRWP. 

5 .3. LOWER SNAKE RIVER DeVELOPMENT PLAN 

The 2009 IRP calls for 300 MW of wind power to be brought on line by December 

2012. Subsequent to the completion of the IRP analysis, recent market and policy 

developments favor early development of wind resources. As detailed in Exhibit M, 

these include: 

1) The Treasury Grant requires qualifying projects to be under 
construction by the end of 2010 and achieve commercial operation by 
December 31,2012. 

2) Washington State provides a full sales tax exemption through June 30, 
201 1 for systems generating power with renewable technologies 
including wind. After that date and through 2013, the exemption is 
reduced to cover 75% of the sales tax. After 2013, the exemption 
expires. 

3) The financial crisis of late 2008 and early 2009 reduced the number of 
tax equity participants in the wind finance market place, significantly 
reducing turbine orders in supplier pipelines due to the inability of many 
developers to obtain necessary financing. This has created downward 
price pressure on wind turbine generators. 

Quantitative analysis (see Exhibit M) supports the acquisition of as much as 600 MW 

wind power by 2012 if project and construction logistic constraints are ignored. 

However, as detailed in Exhibit M, the following factors limit Phase I to 343 MW: 

1) PSE has obtained an unappealable Conditional Use Permit ("CUP~) in 
Garfield County. This permit grants PSE all the necessary rights to 
construct the Project in Garfield County. The CUP in neighboring 
Columbia County is expected in late 2010 and could be delayed. The 
343 MW Project is located entirely in Garfield County. 

2) In order to qualify for Section 1603 Treasury Grants as the law is 
currently in effect; qualifying construction must start in 2010 and be 

2 The Company's purchase of RES's remaining 50% interest in the lSRWP was approved by the Board 
on July 27 . 2009. 
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completed by the end of 2012. The Phase I project has been 
conceived such that it can meet Treasury guidelines for start of 
construction (see Exhibit S) and sized at 343 MW to ensure completion 
by the end of 2012, with eight months to spare . 

For a detailed summary of the LSR Development Plan quantitative and constra int 

analysis, see Exhibit M. 

5.4. DEVELOPMENT OF LOWER SNAKE RIVER PHASE I 

5.4.1 . Wind Resource Assessment 

PSE engaged ONV-GEC to develop and implement a detailed wind resource 

assessment program for LSRWP and LSRWP. Phase I. as described in detail in 

Exhibit P. The wind resource assessment findings for Phase I are summarized in 

Table 2. 

Table 2. Phase I Wind Resource Values. 

The LSRWP Phase I estimated net capacity factor i5. 0 compares favorably to the 

PSE's Hopkins Ridge Wind Project (net capacity factor inception to date is . 0) 
located adjacent to the LSRWP and the PSE owned Wi ld Horse Wind Project (net 

capacity factor inception to date of.o), which is near Ellensburg, Washington. 

5 .4.2. Real Estate 

PSE has secured leases providing all rights necessary to construct and operate all 

343 MWs of Phase I. The Project covers 39.600 acres of leased land in western 

Garfield County, Washington . Phase I land uses are agricultural purposes including 

dry land wheat, grazing and federal Conservation Reserve Program grass lands. 

The rea l estate program is described in Exhibit L 

Rt:llACTF.1l 
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PSE has completed all necessary environmental review and public process for the 

Project and has obtained a Conditional Use Permit ("CUP") from Garfield County. The 

CUP is final and not subject to further appeal and provides all rights necessary to 

construct and operate the Project. 

Exhibit H describes the permitting program. 

5.4.4. Community and Communications 

The Lower Snake River Project enjoys considerable local support from government 

leaders, the business community and the majority of residents of both Garfield and 

Columbia counties. These supporters view wind energy as a vital and unprecedented 

opportunity to enhance the local economy through the creation of jobs, addition of new 

tax revenues and the diversification and stimulation of local businesses and services. 

Supporting groups include a citizen-based group promoting economic diversity, 

the regional economic development association, and the chambers of commerce 

of both counties. 

Opposition to wind energy is represented by a limited group of residents, primarily in 

Columbia County, who view the wind turbines as visually intrusive or as a source of 

unwanted noise. However, a settlement has been reached with the leading opponents 

of the LSRWP, who have agreed to withdraw their objection in consideration for 

changes in proposed turbine siting near their property. 

Exhibit J describes the community and communications strategy. 

5 .4 .5. Engineering and Construction 

RES America Construction Inc. ("RES") will serve as the contractor of the Ubalance of 

plant" of the Project, pursuant to a Balance of Plant Agreement (the uBOP Contract") 

which covers the civil construction of all roads, site grading, wind turbine foundations, 

underground electrical collection systems, substations, and 230 kV project 

transmission lines. The BOP Contract utilizes uopen book" pricing, whereby PSE and 

RES jointly evaluate subcontractor bids and come to an agreement on which to select. 
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Once selected , pricing becomes fixed and RES is responsible for performance, 

quality of work, and schedule in the same way as a conventional, fixed-price contract. 

In order to faci litate BPA's schedule on its construction of the Central Ferry 

Substation, PSE recently authorized RES to perform limited geotechnical work and 

access road construction. 

Certain engineering services necessary for the design of the Project have been 

performed for PSE by Burns & McDonnell ( UBMcD~). Specifically , BMcD is providing 

final design services for project infrastructure including roads, substations, and Project 

transmission systems. 

5.4.6. Wind Turbine Generator Selection and Contracts 

The Company conducted a review of established major market providers of WTG 

technology and requested proposals from . Siemens, _ and _ 

Following a detailed technical review, commercial comparisons, and due diligence the 

Company selected the Siemens SWT 101 2.3 MW WTG for Phase I. Exhib it 0 

describes the selection process and due diligence proceedings supporting the 

Company's selection. 

PSE initiated negotiations for the purchase of 149 Siemens WTG units in October 

2009, and terms of the Turbine Supply Agreement rTSA~) and Service and 

Maintenance Agreement ("SMA") are described in Exhibits 0 and E. Key terms of the 

TSA are: 

1) Siemens will deliver and erect 149 SWT 101 2.3 MW WTGs, beginning 
in March 2011 . 

2) 

3) I pay_ 

4) Siemens will provide a full warranty of all parts and installation for five 
years from turbine commissioning. 

REIIAc n:n 
V[ItSIO."" 
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The SMA obligates Siemens to provide all operations and maintenance (~O&M" ) 

services for the Phase I units for five years following turbine commissioning. Key 

terms of the SMA are: 

1) 

2) 

3) 

4) 

PS~Y a fixed fee per WTG which equates to an annual amount 
of ~per WTG, adjusted annually after the first year to an inflation 
index. 

The fee covers all labor, parts, equipment and consumables. 

Siemens will provide and maintain all spare parts during the warranty 
period. 

Siemens warrantse o availabil ity calculated a.nnuaUy on a per turbine 
basis. 

5.4 .7 . Interconnection, Transmission , and Integration 

The Lower Snake River Wind Project will interconnect to the Bonneville Power 

Authority rBPA") transmission system at the new Central Ferry 230/500 kV 

substation. SPA will construct Central Ferry under the terms and conditions of the 

Large Generator Interconnection Agreement ("LGIN) described in Exhibit E. Key 

terms of the LGIA include: 

1) PSE will reimburse the BPA an estimated $102 million for the 
construction of the new Central Ferry Substation, the cost of which will 
be deferred as a regulatory asset for financial reporting and ratemaking 
purposes. 

2) PSE wil l receive from BPA approximately 97.5% of the substation cost 
in the form of transmission credits paid back over the life of the Project. 

3) The LGIA provides PSE with limited contractual remedies and no 
liquidated damage provisions if BPA exceeds the planned budget or 
does not perform per the agreed schedule. 

4) If BPA exceeds its estimated construction budget, BPA may charge 
PSE without PSE review or approval for an unlimited period of time 
following commercial operation of the facility to cover the cost over
runs. 

Project output will be placed in the BPA Balancing Authority ("SA") and is subject to an 

integration tariff. SPA has established an integration tariff of $S.89/MWh that is 

subject to adjustment in future, biennial SPA transmission rate case proceedings. 

REOACl'£1I 
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However, PSE has the option to move the Project to its own SA. Interconnection, 

transmission, and integration issues are explored in detail in Exhibit Q. 

5.4.8. Budget & Schedule 

The all-in budget for Phase I is $848,041 ,000 for the period through commercia l 

operation and final completion in 2012. This includes ~ allocated to the 

Project from monies already spent through 2009 and equates to $2,475/kW instalied. 

The all-in budget includes development costs (development rights, interconnection 

costs, and pre-paid transmission expense) allocated to Phase I, development costs 

that are specific to Phase I, and the costs to construct Phase I. Table 3 shows the 

total Phase I budget. 

Table 3. LSRWP, Phase I Capital Budget, 2010·2012. 

Anticipated TSA Options 

i i 
Step-up Transfonners 
RES Contract Price 

PSE Project Management, Engineering, 
Construction Permitting, Third-Party Services, 

I 

TOTAL ALL-IN CAPITAL COSTS 848,041 

Exhibit L details the capital budget and explains each cost category. 

A detailed Project schedule is contained in Exhibit G. 

REDACTED 

VERSION 
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160f571 LOWER SNAKE RIVER WIND PROJECT, PHASE I MAY 5, 2010 

100.0% 



5.4.9. Project Pro Forma 
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The pro forma for the Project models the 25-year project-specific revenue requirement 

to recover all capital investment made during development and construction of Phase I 

and the subsequent 25 years of O&M expense required to operate the facility and 

transmit the energy to PSE's territory. The 25-year levelized cost of the Project is $_ 
per megawatt hour ("MWh"), which includes the development and construction budget. 

Development costs for the Project include both the pro rata allocation of the costs to 

develop the entire LSRWP and the Phase I specific costs to negotiate the TSA and 

SMA, as well as the BOP Contract agreement (all of which are described in Exhibit E). 

The methodology and rates used for allocating LSRWP development costs to Phase I 

is described in Exhibit L. The construction budget includes the remaining costs 

necessary to construct the plant and place it into commercial operation, including 

WTGs, the balance of plant, PSE construction management and AFUDC. These 

development and construction capital costs are described in more detail in Exhibit L. 

The levelized cost metric also includes the 25-year O&M expenses for Phase I, which 

include the Siemens SMA, land lease payments, PSE staff, property tax, insurance, 

environmental compliance, and transmission expense. The levelized cost metric 

includes the ~ million of prepaid transmission expense allocated to Phase I from 

BPA's construction of the Central Ferry substation. This expense (and interest earned 

on it) serves to offset a portion of the first 14 years of pOint-to-point transmission 

expense. The construction of Central Ferry and the prepaid transmission expense are 

described further in Exhibit Q, while Exhibit L describes the methodology by which it 

flows through the revenue requirement. 

The pro forma assumes perfect rate-making treatment, meaning the Project is placed 

in rates upon commercial operation. In practice however, there may be a lag between 

the time Phase I achieves commercial operation and the time it is included in rates. 

Exhibit K describes the timing and different rate case filings that may be used place 

Phase I into rates. If there is a lag, PSE will file a notice of deferral, under RCW 

80.80.06, with the Washington Utilities and Transportation Commission rWUTC") and, 

subject to WUTC review and approval of the Project, will recover those costs over a 

to-be-determined length of time (Exhibit K). The pro forma also assumes the receipt of 

a Treasury Grant, which is a 30% cash grant for qualifying capital expenses of 

REilAcn:n 
VERSION 
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renewable projects. PSE filed for and received a Treasury Grant for the Wild Horse 

Expansion. The application to the U.S. Treasury for the Wild Horse Expansion 

specified that the grant would be amortized over 10 years and the WUTC approved 

the Accounting Petition filed in 2009 requiring that the Treasury Grant be amortized 

over that same period (Exhibit T) . Consistent with current methodology and approvals 

for the Wild Horse Expansion , this projection assumes the 30% Treasury Grant for the 

Project will be amortized over 10 years and thereby lower rates for that period, 

consistent with the approach taken for the Wild Horse Expansion. The Treasury Grant 

and flow through methodology is described further in Exhibit U and V. 

Certain legislation has been recently proposed in Congress that essentially would 

convert the Treasury Grant into a refundable tax credit and extend the tax incentive to 

projects placed in service prior to the end of 2012 (even if construction began after 

2010). The proposed legislation as presently written would eliminate the requirement 

of certain utilities to normalize such tax incentive, essentially depending on whether 

they operate in states with a renewable portfolio standard requirement (like PSE in 

Washington). If the proposed legislation were to be enacted, PSE would not be 

required to normalize such tax incentive and it is possible that the WUTC would seek 

to have PSE pass such benefit through to customers on a more accelerated basis 

than 10 years. At this pOint, it is unclear what the prognosis is for the passage of the 

proposed legislation or its timing. 

5.5. 2010 REQUEST FOR PROPOSALS 

PSE issued an all-source Request For Proposals (""RFP") in January 2010 and 

received responses to it in March 2010. Table 4 lists the renewable proposals PSE 

received by technology. 

Table 4 Renewable Resource Responses to the 2010 RFP by Technology 

Resource Technology Proposals Offers MW 
Biomass 9 10 590 
Solar 1 1 10 
RECs 2 6 nfa 
Wind 21 31 3,776 
Total 33 48 4,376 

Many proposals contained multiple offers (such as two different pricing options for a 

Power Purchase Agreement ("PPA"), or a choice between a PPA and ownership of a 

18 ofs71 LOWER SNAKE RIVER WIND PROJECT, PHASE I MAY 5, 2010 
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project). PSE received proposals for a total of 4,376 MW from renewable resources, 

including 3,776 MW of wind power. 

6. ANALYSIS 

A cross-depa rtmental evaluation team at the Company, utilizing consistent analytical 

methods developed for this and prior RFPs, subjected Phase I and all of the 2010 

renewable resource RFP offers to a comparative analysis. Such methods, including 

both quantitative and qualitative factors , have been subjected to WUTC scrutiny in 

previous cost-recovery filings. 

6.1. COMPARATIVE ANALYSIS 

Comparative analysis (see Exhibit N) of Phase 1 and the market alternatives and LSR 

Phase I is summarized in Table 5. 

As described in Exhibit N, Phase I is the lowest cost alternative to meet the Company 

need. 
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7, DECISION AND EXECUTION 

7.1. CONSTRUCTION OF THE PROJECT 

Subject to Board approval on May 5, 2010, PSE wi ll execute the following contracts: 

1) 

2) 

3) 

4) 

Siemens TSA cont~rchase and erection of 149 SWT 101 
2.3-MW WTGs for ~ 

Siemens SMA contract for the seNiee and maintenance of the same 
turbines for five years for ~in the fi rst year and increasing in 
subsequent years by an inflation index. 

RES Construction BOP contract for approximately 
construction of roads, foundations, substations, 
collection systems supporting installation of 149 Siemens WTGs. 

LGIA contract for the interconnection of LSRWP, Phase I to the SPA 
transmission system at Central Ferry Substation for $102,200,000. SPA 
has determined that 97.5% of this cost will be reimbursed to PSE over 
the life of the project as transmission credits for system upgrades. 

Construction of Phase I (see Exhibit G) is expected to proceed according to the 

milestone schedule shown in Table 6. 

Table 6. Milestone construction schedule, LSRWP, Phase I. 

Date Milestone 

May 2010 
Board Approves Construction and Operation of 
LSRWP, Phase I 

May 2010 
RES Construction mobilizes and starts construction 
on roads and WTG foundations 

May 2010 PSE procures Project substation transformers 

November 2010 
Roads, foundations, and collection system for 149 
WTG complete 

March 2011 First WTGs arrive on site 

August 2011 Begin pre-Commissioning WTGs 

December 2011 Centra l Ferry Substation energized 

April 2012 Phase I achieves commercial operation 

7 .2. FINANCING 

The Project will be financed consistent with past utility financing practi ces, employing 

a combination of funds from operations, short-term debt drawn from the Company's 

REI>ACT£ £l 
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capital expenditure facility, long~term debt and , as needed to balance the debt, equity 

provided from PSE's parent Puget Energy. Puget Energy's source of equity is 

expected to be draws under Puget Energy's $1 billion capital expenditure facility. 

7.3. ACCOUNTING TREATMENT 

The Project will be accounted for pursuant to the applicable accounting rules of the 

FERC and WUTC. For modeling purposes and valuation, the overall useful book life 

of the Project is estimated to be 25 years.3 

A discussion of rates and accounting issues is contained in Exhibit K. 

7.4. RATE MAKING TREATMENT 

PSE will seek rate recovery for Phase I in fi lings made with the Washington Utilities 

and Transportation Commission rWUTCH

) in 2010 and/or in 2011. The filings may be 

associated with a General Rate Case (uGRC") or Power Cost Only Rate Case 

(UPCORC"). Construction is estimated to be completed with a Project COD prior to 

April 15, 2012. The filings may occur before all construction costs are known with 

certainty. If necessary, cost estimates may be updated during the filing. 

The Company may choose to seek rate recovery via the GRC or PCORC mechanisms 

and these approaches have different timelines. Table 7 lists the major milestones 

associated with each approach. 

Table 7. Rate recovery options and timelines for Phase I. 

GRC Option PCORC Option 

Date Milestone Date Milestone 

03/042010 PSE files GRC 03/042010 PSE files GRC 
02/032011 WUTC order with new 

rates 

03/042011 PSE files GRC with rate 03/042011 PSE files 2011 PCORC 
recovery for LSRWP, with rate recovery for 
Phase I LSRWP, Phase I 

03/042012 WUTC order with new 022012 WUTC order with new 
rates rates 

3 In the 2006 GRC, PSE agreed to use a 25 year book life for accounting and ralemaking purposes as 
recommended by WUTC staff until PSE completes a full depreciation study. 
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Concurrent with the rate filing, PSE may also file an accounting petition with the 

WUTC to request a cost deferral mechanism. Cost deferral is needed because the 

existing Power Cost Adjustment rpCA~ ) mechanism does not allow recovery of fixed 

costs and limits the recovery of variable costs to the lesser of the actual variable costs 

or the peA baseline rate. PSE will request deferral of all peA defined fixed costs, 

similar to the approach taken with the acquisition of the Mint Farm generating facility 

and its deferral under RCW 80.80.06. Fixed costs to be deferred include the following: 

fixed production operations and maintenance, depreciation, allowed return on 

ratebase, and other expenses such as property taxes and insurance. 

The General Rate Case would seek prudence determination for the Project as well as 

other potential resource acquisitions or contract restructurings. 

A discussion of rates and accounting issues is contained in Exhibit K. 

7.5. MANAGEMENT AND OPERATION OF THE PROJECT 

Effective on the date of Project COD, Siemens will provide the day-to-day service, 

maintenance and warranty coverage for the WTGs pursuant to the TSA and the SMA. 

The SMA has a five-year term and contains terms customary for such agreements in 

the electric industry for wind energy facilities. The scope of services under this 

agreement includes diagnostic and maintenance services, the supply of consumables, 

and parts replacement for the WTGs. The annual cost payable to Siemens under the 

SMA is _ per turbine including Washington State sales tax. PSE will retain 

responsibility for site management and the O&M of the BOP systems (Le., the portion 

of the facility excluding the WTGs), including the collection system, Project roads, the 

site substation, and the interconnecting transmission line. PSE may provide some of 

its O&M services via third-party subcontractors. The Project will utilize a new O&M 

building housing the PSE plant manager and Siemens employees as well as the parts 

and consumable supplies. The new O&M building will be located in Pomeroy, 

approximately 10 miles east from the Project. 

To the greatest extent possible, the Project is designed to facilitate consistent 

management with the existing Hopkins Ridge facility. WTGs and data system, main 

transformer and substation, roads, foundations, crane pads, electrical collection cable, 

and storm water management features are all substantially similar, or identical, to that 

Rr.o,,-c flm 
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designed for the existing Hopkins Ridge project. Owing to the expanse and 

topography of the LSRWP project phases, six additional PSE operations employee will 

be required to properly manage and monitor the Project and the cost of such 

personnel are included in the pro forma. The operations management organization is 

shown in Exh ibit F. 

The TSA and SMA provide for both penalties and incentives for Siemens. During the 

five-year term of the SMA, Siemens guarantees an average availability of ~ 

Should the actual availability fall below this level, liquidated damages will be paid to 

PSE, calculated based on defined formulae within the SMA. Likewise, Siemens is 

paid an incentive if availability exceeds. during any twelve-month period. 

Subsequent to the five-year term of the Service Agreement, PSE may (i) assume 

responsibility for the O&M of the entire Project, induding the WTGs, (ii) execute a 

service renewal agreement with Siemens, or (i ii ) contract services from one or more 

third-party O&M providers. It is assumed that WTG maintenance requirements wiU 

increase over time, so that O&M cost is projected to grow over the life of the Project. 

Estimates of future Project expenses are reflected in the financial pro forma in 

Exhibit L. 

7.6. INSURANCE PROGRAM 

7.6.1 . Construction Period Insurance Program 

During the construction period , Builder's AU-Risk coverage (physical damage to the 

plant during construction) will be provided in one of two ways: (1) PSE will endorse 

coverage under its existing property insurance program or (2) PSE will purchase a 

project-specific policy. PSE anticipates purchasing the Builders All-Risk coverage with 

a $100,000 deductible. 

During the construction period, the TSA requires Siemens to carry the following 

insurance coverages: 

1) Workers' Compensation and Employers Liability Insurance 

2) Commercial General Liability Insurance with policy limits of $1 ,000,000 
per occurrence. 

RUMCTE!) 
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3) Excess/Umbrella Liability Insurance with policy limits of $9,000,000 per 
occurrence. 

4) Commercial Automobile liability Insurance with policy limits of 
$1 ,000,000 per occurrence. 

5) Transit Insurance from shipper's point of shipment to the delivery point. 

7.6.2. Operating Period Insurance Program 

Once construction is complete and the Project commences operation, it will be added 

to PSE's existing property insurance program for the full replacement value, subject to 

a $2,000,000 per occurrence deductible and policy limits and sublimits. In addition, 

the Service Agreement will require that Siemens maintain the following insurance 

coverage: 

1) Workers' Compensation and Employers Liability Insurance. 

2) Commercial General Liability Insurance with policy limits of $1,000,000 
per occurrence. 

3) Excess/Umbrella Liability Insurance with policy limits of $9,000,000 per 
occurrence. 

4) Commercial Automobile liability Insurance with policy limits of 
$1 ,000,000. 

7.7. RISK ANALYSIS 

The Company maintains an Enterprise Risk Management Policy ("ERM") as part of its 

Corporate Policy Manual. Pursuant to that policy, and consistent with past resource 

acquisition activity, PSE staff identified incremental risks associated with Phase I, 

which vary in nature and extent based on the stage of the Project. 

PSE has prepared a detailed description of the principal risks and identified mitigation 

plans for each of the pre-construction, construction, and operation phases of the 

Project. Management believes that the mitigation plans in place adequately balance 

the risks identified in this process. Exhibit W provides a summary of these risks and 

mitigation plans. 
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PSE's construction of the Phase I would be a valuable step in acquiring the necessary 

electric supply resources to meet the Company's renewable portfolio standard 

requirements. The principal benefits of this new resource wou ld be as follows: 

1) Renewable generation ownership provides long·term wind resource 
value and avoids the liquidity and credit requirements that typically 
accompany many long-term PPAs; 

2) Meets the requirements for the Treasury Grant program tha t provides 
$341 ,175,000 nominal benefit to customers ($221MWh); 

3) Takes advantage of sales tax exemption which provides $45,737,000 
nominal savi ngs, inclusive of taxes and AFUDC, to customers; 

4 ) Most viable opportunity for near-term renewable energy project that 
helps satisfy energy needs and RPS requi rements: 

5) Synergies with Hopkins Ridge operations that allow cost savings on 
infrastructure and personnel; 

6) Expansion into Garfield County which enjoys local community support: 
and 

7) PSE contro ls development and construction that saves developer 
premium, mainta ins flexibility and provides additional development 
experience. 

Other benefits include: 

1) Phase I is the least-cost renewable generation resource compared to 
alternatives from the 2010 All Source RFP; 

2) Project generation and prOjected power costs add portfolio value of 
over $68.8 million: 

3) Incremental addition that leaves open options for additional renewable 
and thermal resources; 

4) State-of-the-art WTGs and control technology provided by a world-class 
manufacturer (Siemens) with substantial experience and a worldwide 
commitment to renewable energy resources; and 

5) Zero emission technology with minimum impacts on the natural 
environment. 
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Based on the determination of need, the identification and analysis of alternatives, and 

the proposed execution and benefits of the Project, management recommends that 

the Board of Directors adopt the Resolutions (Exhibit A) approving the construction of 

Phase I and authorizing the execution of the Project's principal contracts and 

agreements, including the TSA, SMA, BOP Contract and LGIA. 
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8. GUIDE TO ACRONYMS & SHORTENED TERMS 

ARRA 
BA 

BMcD 
Board 
BOP 

BPA 
Central Ferry Substation 
COD 
Company 
CUP 
DS 
EMC 
Grant 

IRP 
ITC 
JDA 
kV 
LGIA 
LSR 

LSRWP 
Phase I or Project 
MW 
MWh 

O&M 
PSE 
PTC 

Report 
RES 
RES Development 
RFP 

RPS 
SMA 
Treasury 

TSA 
WTG 

American Recovery and Reinvestment Act 
Balancing Authority 
Burns & McDonnell 
Board of Directors 
Balance of Plant 
Bonnevi lle Power Administration 
SPA substation 
Commercial Operation Date 
Puget Sound Energy 
Conditional Use Permit 
Determination of Significance 
Energy Management Committee 
U.S. Treasury Department cash grant in lieu 
of Investment Tax Credit 
Integrated Resource Plan 
Investment Tax Credit 
Joint Development Agreement 
kilovolt 
Large Generator Interconnection Agreement 
Lower Snake River 
Lower Snake River Wind Project 
Lower Snake River Wind Project, Phase I 
Mega Watt 
Mega Watt Hour 
Operations and Maintenance 
Puget Sound Energy 
Production Tax Credit 
Report to the Board of Directors 
RES America Construction, Inc. 
RES America Developments, Inc. 
Request for Proposals for Generation 
Resources 
Renewable Portfolio Standards 
Service and Maintenance Agreement 
U.S. Department of Treasury 
Turbine Supply Agreement 
Wind Turbine Generator 
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RESOLUTIONS OF THE BOARD OF DIRECTORS OF 

PUGET SOUND ENERGY, INC. 

APPROVAL OF CONSTRUCTION OF PHASE I OF THE LOWER SNAKE RIVER WIND 
POWER FACILITY 

WHEREAS, this Board of Directors of Puget Sound Energy, Inc. (the uCompany~ ) has 
determined that it is in the best interests of the Company, its customers, shareholders and 
other stakeholders to add energy resources into the Company's energy resource portfolio 
consistent with the Company's least cost planning and analysis; 

WHEREAS, the Company's review and analysis of a self-developed generation project 
has determined it to be a least cost resource for additional energy resource generation ; 

WHEREAS, the facility to be developed and constructed consists of an approximately 343 
MW wind powered electric generation facility to be situated on a portion of approximately 
39.600 acres of land leased by the Company for such purpose located in Garfield County. 
Washington, and to consist of 149 2.3 MW wind turbine generators (each, a "WTG") and 
associated electrica l collection systems and other interconnection facilities (collectively, 
the "LSR Phase I Project"); 

WHEREAS, the Company's management has negotiated with Siemens Energy, Inc. 
rSiemens"), the WTG supplier, the terms and conditions of the purchase of the WTGs 
and the ongoing operation and maintenance of the wind farm, and has negotiated with 
RES America Construction Inc. ("RESM) the terms and conditions of the construction of the 
wind farm facility, pursuant to the principal definitive transaction documents (the wPrincipal 
Transaction DocumentsM) described below: 

1. PSE will contract with Siemens for the purchase of the 149 WTGs, and for the 
delivery, erection , testing and commissioning of the WTGs pursuant to a Wind 
Turbine Supply, Installation and Commissioning ~ement (the WTSAM). The 
contract price under the TSA is approximately ~ million, payable by PSE 
pursuant to a payment schedule tied to the manufacturing, shipment, erection, 
commissioning and final completion of the Project. A guaranty of the obligations of 
Siemens under the TSA will be provided by its parent, Siemens Corporation , the 
U.S. subsidiary of Siemens AG of Munich, Germany. 

2 . Once the WTGs are placed into service, Siemens will provide an availability 
guaranty and a five-year mechanical warranty pursuant to the TSA and will provide 
five years of maintenance, operation, spare parts and service of the WTGs under a 
separate Service Agreement ("Service Agreemenr) between PSE and Siemens. 

3 . PSE will contract with RES to perform, or cause to be performed, ali engineering, 
procurement and construction relating to the balance of plant for the LSR Phase I 
Project pursuant to a Balance of Plant Agreement (a "BOP Agreement"). PSE will 
contract with RES on an open-book basis (which requires the parties to agree on a 
fixed contract price after reviewing subcontractor bids), and currently estimates 
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that it will pay RES approximately _ mi llion for performing its scope of work 
(which will consist of certain of the civil and electrical engineering and construction 
of the Project such as the roads, WTG foundations, the electri cal collection 
system, and the project's interconnection with substation transmission facilities), 
which amount will be payable by PSE as RES reaches certain scheduled 
milestones on the construction schedule. A guaranty of the obligations of RES 
under the BOP Agreement will be provided by its parent, Renewable Energy 
Systems Holdings Ltd., of the United Kingdom. 

4. PSE will enter into a Standard Large Generator Interconnection Agreement (the 
uLGIA") with the Bonneville Power Administration of the United States Department 
of Energy (the uBPg). The LGIA will gove rn the terms and conditions by which 
the LSR Phase I Project may in terconnect with BPA's bulk transmission system, 
and obligates PSE to fund the majority of the construction costs of a new BPA 500 
kV substation and associated transmission network system upgrades (estimated to 
cost approximately $102 million, of wh ich approximately $38 million has been paid 
to date). Approximately 97.5% of the amounts paid to SPA by PSE will be credited 
back to PSE by SPA against transmission service costs that would otherwise be 
due over a period of years following commercial operation of the LSR Phase I 
Project. 

WHEREAS, the Principal Transaction Documents, the current development status and 
development plan of the LSR Phase I Project, its anticipated budget, and the primary risks 
relevant to its development, construction and operation are described more fully in a 
report provided to the Board of Directors in advance of this meeting and filed with the 
minutes (the "LSR Phase I Proposal"); and 

WHEREAS, the officers now seek Board approval of and authority to enter into the 
Principal Transaction Documents and all other contracts and actions described in the LSR 
Phase I Proposal and relating to the development, construction and operation of the LSR 
Phase I Project; 

IT IS, THEREFORE 

RESOLVED, that the Board, after full consideration and due deliberation, deems it 
advisable and in the best interests of the Company, its customers, shareholders and other 
stakeholders to approve the construction and operation of the LSR Phase I Project 
pursuant to the Principa l Transaction Documents, and any related agreements and the 
other transactions described in the LSR Phase I Proposal and in accordance with the 
budget and other materials set forth therein; and be it further 

RESOLVED, that the Board hereby authorizes the Company's Chief Executive Officer, its 
Chief Financial Officer, its Chief Resource Officer, its General Counsel , and any such 
other officers they deem appropriate (the ~Authorized Officers~) to execute the Principal 
Transaction Documents and all other agreements or contracts described in the LSR 
Phase I Proposal, which may include such further additions, amendments or changes to 
the terms thereof as are deemed necessary and appropriate by the Authorized Officers; 
and 

RESOLVED, that the Authorized Officers are further authorized to waive any conditions 
precedent to the closing of any of the Principal Transaction Documents in order to 

RIo; IMc n;u 
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facilitate the closing of such agreement, provided that each of the Authorized Officers 
agree to such waiver and deem it to be in the best interest of the Company. 

GENERAL AUTHORITY 

RESOLVED, FURTHER, that any and all actions taken by the officers of the Company, or 
any of them, as deemed by such officers to be necessary or advisable to effectuate the 
transactions contemplated by the foregoing resolutions, including the filing of appropriate 
documentation with the Washington Utilities and Transportation Commission, whether 
prior to or subsequent to this action by this Board of Directors, are hereby authorized, 
approved and ratified, and the taking of any and all such actions and the performance of 
any and all such things in connection with the foregoing shall conclusively establish such 
officers' authority therefore from the Company and the approval and ratification thereof by 
this Board of Directors. 
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Lower Snake River Wind Project 
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Exhibit C 
Project Description 

The Lower Snake River Wind Project ("LSRWP") is located in southeast Washington and 

encompasses over 124,000 acres of leased lands in Garfield and Columbia Counties. 

LSRWP covers four Wind Resource Areas ("WRAs") as shown in Figure 1 below. 

1. Tucannon WRA consists of approximately 41 ,500 acres in Columbia County with 

a potential generation capacity of approximately 520 MW 

2. Dutch Flats WRA consists of approximately 10,000 acres in Garfield County with 

a potential generation capacity of approximately 150 MW 

3. Kuhl Ridge WRA consists of approximately 39,900 acres in Garfield County with 

a potential generation capacity of approximately 400 MW 

4. Oliphant WRA consists of approximately 32,700 acres in Garfield and Columbia 

counties with a potential generation capacity of approximately 367 MW. 

The four wind resource areas have a potential combined generation capacity of over 

1,400 megawatts. 
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Exhibit C 
Project Description 

The WRAs are not distinct project areas, nor do they directly correlate with proposed 

construction phases, but are rather sections of the LSRWP separated by natural and 

human-made features within which development activities such as wind resource 

evaluation, land lease negotiations, and environmental studies were initiated at different 

times. Development and construction will occur in multiple phases with each phase of the 

project encompassing areas in one or more of the WRAs. The phasing of the 

development and construction of the LSRWP is not intended to coincide with the WRAs 

and the size and geographic boundaries of each phase are being determined during the 

development process. 

Phase I 

Phase I of the LSRWP ("Phase I") or ("Project") encompasses portions of the Kuhl Ridge 

and Oliphant Ridge wind resource areas as depicted in the figure below. 

When constructed Phase I will be a 342.7 megawatt ("MW") wind power generation facility 

located on an approximately 39,600 acre site in western Garfield County, Washington and 

bordering Columbia County. The Project is located approximately 10 miles northwest of 

C-2 
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the City of Pomeroy, Washington in Garfield County and 15 miles northeast of the City of 

Dayton, Washington in Columbia County. The nearest airports are in Walla Walla , 

Washington and in Lewiston , Idaho. The Project site is located generally west of 

Highway 127 and south of Highway 12 and is bisected by the Pataha River valley making 

the north portion and the south portion of the Project geographically distinct from one 

another. The geographic center of the project area is generally in the vicinity of the 

junction of Highway 12 and Highway 127 known as Dodge Junction. The Project layout is 

shown in Figure 3. 
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Exhibit C 
Project Description 

The Phase 1 project will consist of 149 Siemens SWT-101 2.3 MW wind turbines 

generators ('WTGs") that will be electrically connected to two project substations. Sixty 

six (66) WTGs will be connected to the Phalen Gulch Substation located in the north 

portion of the Project and 83 WTGs will be connected to the Dodge Junction Substation 

located in the southern portion of the Project. 

The facilities, equipment, and features to be constructed as part of Phase I include the 

following: 

a) Approximately 38 miles of new roads for construction and maintenance of 
the wind turbines. 

b) Improvements to approximately 5 miles of existing county roads. 

c) 149 wind turbine generators erected on tubular steel towers with pad 
mounted step-up transformers located adjacent to the towers. 

d) An underground electrical collection system consisting of approximately 64 
miles of buried 34.5-kV electrical power lines between turbines and the two 
project electrical substations. 

e) Two Project electrical substations to step up voltage to 230 kV for project 
transmission. 

f) Approximately 8 miles of 230-kV overhead transmission lines connecting 
Phase I to the regional electrical grid. This connection occurs at a new 
Central Ferry Substation being constructed by Bonneville Power 
Administration ("BPg). Phase I includes most of the access road needed to 
construct and operate BPA's substation, but not the substation itself. 

g) An Operations and Maintenance Building located just east of the City of 
Pomeroy. 

h) A Supervisory Control and Data Acquisition rSCADN) communication 
system that will connect communications between each individual WTG, the 
project substations, and the BPA communications system. 

i) A microwave communications system for connection of the project 
communications/SCADA system to the PSE Load Office. 

j) Temporary construction-related facilities including portable concrete batch 
plant(s), laydown areas, rock quarries, and portable rock crusher. 
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The Project will be interconnected to the SPA's little Goose- Lower Monument #1 and #2 

transmission lines. In addition to the Project-specific substations, the new BPA Central 

Ferry Substation is being constructed by BPA at the northem boundary of Phase I for this 

purpose (see Figure 3). The Central Ferry Substation will provide interconnection for up 

to 1,250 MW of wind power generation from the LSRWP. Central Ferry will step-up the 

230 kV project transmission to 500 kV for transmission on the BPA grid. BPA is 

responsible for the design, construction, and operation of this new substation. Central 

Ferry will be designed to accommodate the LSRWP as well as possible expansion for 

other future regional wind development. 

C, Construction Timing 

Construction activities have commenced in April 2010 with a limited notice to proceed 

issued to RES for construction of the Central Ferry access road in order to facilitate BPA's 

construction schedule. A full notice to proceed will be issued in early May after 

anticipated Board approval and execution of the BOP Agreement. Final completion is 

expected by July of 2012. Construction in 20 10 includes the project roads and turbine 

foundations. In 2011 , the wind turbine generators will be erected, along with construction 

of the electrical system including project substations. Phase I operation is scheduled to 

begin mid-April 2012. 

Phase I, generally, will be constructed in the following sequence: 

a) Erosion control Best Management Practices rBMPs") (2010) 

b) Topsoil stripping, clearing, and stockpiling (2010) 

c) Rough grading of roads and turbine sites (2010) 

d) Construction of foundations (2010) 

e) Overwinter site stabilization (winter 201 0 - 2011) 

f) Construction of project substation (2011) 

g) Construction of electrical collection system (2011) 

h) Construction of project transmission lines (2011) 

i) Turbine erection (2011 - 2012) 
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j) Turbine commissioning (2011 - 2012) 

k) Finish grading, topsoiling, and revegetation (2012) 
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May 5. 2010 Summary of Principal Project Agreements 

Summary of Principal Project Agreements 

Construction of Phase I of the Lower Snake River Wind Power Project 

A. Overview of Material Contracts 

Pursuant to two development right purchase transactions completed in December 2008 

and August 2009, PSE acquired all of the development rights and assets of Blue Sky 

Wind LLC, an affiliate of RES America Developments Inc., relating to a wind-powered 

electric generation facility or facilities to be situated on portions of approximately 120,000 

acres of land located in Garfield County and Columbia County, Washington. PSE paid an 

aggregate purchase price of • million for the development rights to one or more wind 

power facilities with an aggregate potential name-plate capacity of approximately 1,250 

MW (referred to as the "Lower Snake River Wind Project", or '·LSRWP"). Currently under 

consideration is the construction of a 342 .7 MW portion of the Lower Snake River Project, 

on approximately 39,600 acres of leased land, consisting of 149 Siemens SWT 2.3 MW 

wind turbine generators (each, a ~WTG") and the associated electrical collection systems 

and other interconnection facilities. (In this summary, use of the term " Project~ refers only 

to this 342.7 MW "Phase r of the larger Lower Snake River Wind Project.) 

PSE will acquire 149 WTGs for the Project and contract for their supply, transportation. 

erection, testing and commissioning pursuant to a Wind Turbine Supply, Installation 

and Commissioning Agreement ("TSA'? with Siemens Energy, Inc. ("Siemens~) , a 

North American energy affiliate of Siemens AG. The purchase price for the necessary 

WTGs, their transportation, erection, and all requisite testing and commissioning is 

approximately mil lion, payable in installments over the projected 18 months 

(approximately) of performance. See Section 8 , Turbine Supply Agreement, below, for 

specific payment amounts and triggers. 

Also subsequent to the placing of the WTGs into service, Siemens will provide five years 

of maintenance, spares parts and service of the WTGs under a separate Service and 

Maintenance Agreement ("Service Agreement'7 between PSE and Siemens. Under an 

availability guarantee, Siemens will guarantee that measured average availability is at 

least _ during the five-year service period, measured annually. The Service 
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Agreement provides for financial compensation to PSE in the event that there are 

shortfalls in warranted availability. 

Siemens Corporation, Siemen's U.S. corporate parent, will guaranty all of the obligations 

of Siemens under the TSA and the Service Agreement. The obllgations of PSE under the 

Turbine Supply Agreement will not be guaranteed by any PSE affiliate. 

PSE wi ll contract for the engineering, procurement and construction of the Project with 

RES America Construction Inc. ("RES") pursuant to a Balance of Plant Agreement 

(NBOP Agreement"). (PSE is obligated to contract with RES for the construction of the 

Project pursuant to the terms of that certain Construction Rights Agreement among RES 

and PSE dated as of August 5, 2009, entered into in connection with the original purchase 

of development rights for the Lower Snake River Wind Project.) The BOP Agreement will 

not govern the procurement or installation of the Project's WTGs, which will be purchased 

and erected pursuant to the Siemens turbine supply agreement, as noted above. RES 

may, in turn, contract with various subcontractors for the engineering and construction of 

all civil and electrical facets of the Project (such as the roads, WTG foundations and the 

electrical collection system). 

Set forth below is a synopsis of the principal terms of the major documents with respect to 

the proposed transaction. 

B. Turbine Supply Agreement 

PSE intends to purchase WTGs from Siemens pursuant to the TSA. Siemens will be 

obligated to provide PSE with a supply of 149 WTGs and to erect and commission such 

R ( IJACf IW 
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The BOP Agreement sets forth the terms upon which RES will perform certain work and 

services and provide certain equipment, materials. supplies, labor and services for the 

Project. Some of the principal provisions the BOP Agreement includes are summarized 

briefly below: 
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E. Interconnection Agreement 
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1. The interconnection of the Project to the transmission system of the 

Bonneville Power Administration ("SPA"), the provider of transmission services to 

PSE's service territory, will be made pursuant to a Standard Large Generator 

Interconnection Agreement ("LGIA"). The LGIA will govern the terms and 

conditions by which the Project may interconnect with SPA's bulk transmission 

system, and obligates PSE to fund approximately $102 million of the construction 

costs of SPA's planned 500 kV Central Ferry substation and associated 

transmission network system upgrades (of which approximately $38 million has 

been paid by PSE to date). Approximately 97.5% of the amounts paid to SPA by 

PSE will be credited back to PSE by BPA against transmission service costs that 

would otherwise be due over a period of years following commercial operation of 

the Project. 

F. Other Agreements 

Completion of the Project may require the Company to enter into a number of other 

agreements, possibly including royalty agreements, leases, transmission service 

agreements and other matters. To the extent any such agreements have been identified 

and impose costs, such costs are reflected in the pro forma financial statement for the 

Project. 
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PSE's project schedule (Attachment 1) shows that development, construction, and 

substantial completion (in-service) of the Lower Snake River Wind Project, Phase I 

("Phase I" or "Project") is achievable by April 15, 2012. The Project schedule 

(including permitting, engineering, negotiations for turbine and interconnection 

agreements, and construction) is shown in Attachment 1. 

Three key development activities on the Project critical path have been completed, 

and include: 

1) Acquisition of a NEPA Record of Decision rROD") from BPA, which was 

issued on January 28, 2010. The ROD is required for BPA to begin 

construction of the Central Ferry Substation. 

2) Completion of a Large Generator Interconnection Agreement ("LGIA") with 

BPA. LGIA negotiations are complete and the Agreement will be executed 

following Board approval of the Project. The LGIA is required in order to 

interconnect the Project to SPA's transmission system. 

3) Acquisition of a Conditional Use Permit ("CUP") from Garfield County, which 

was issued by the Garfield County Hearings Examiner on November 25, 

2009. 

PSE's Project Management and Operations teams have previous experience 

developing , constructing, and operating large scale wind generating facilities in 

Washington State. Additionally, PSE and RES have experience working together on 

two previous wind projects. In 2005 PSE and RES constructed the 156 MW Hopkins 

Ridge Wind Project in Columbia County, in 2006 PSE and Horizon constructed the 

229 MW Wild Horse Wind Project in Kittitas County, and in 2009 PSE and RES 

constructed the 44 MW expansion to the Wild Horse Wind Facility. PSE currently 

owns and operates both projects. 

PSE's Project Management organization is shown in Figure 1. 
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Figure 1: P$E Project Management Organization 
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PSE contracted with RES under a Limited Notice to Proceed (' LNTP") to accelerate 

construction of the String A access road that also provides earlier access to BPA's 

Central Ferry Substation site to accelerate SPA's process in support of PSE's 

schedule needs. The LNTP was executed on March 25, 2010 and construction of this 

access road commenced on Apri l 5, 2010. 

RES will serve as Balance of Plant ("BOP") contractor for the Project. Upon Board 

approval for Phase I, PSE will execute the BOP Agreement with RES and issue the 

Notioe To Proceed. At that time and until December 2010, RES will build the roads, 

laydown areas, crane pads, WTG staging areas, and WTG foundations. Beginning in 

January 2011 through the end of 2011 , RES will complete construction of the electrical 

collection system. Transmission line construction will take place from March to July 

2011 . 
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Project Schedule 

Siemens has been selected as the WTG supplier and erector and will begin delivery of 

turbine components in March 2011 . Construction of turbine foundations will take place 

from April to July of 2010, followed by turbine erection from March to August 201 1. 

Concurrently, construction of the two project substations will begin in July 2011, with 

an energization date scheduled for August 2011 and completion in September 2011 . 

The construction schedule is timed to avoid heavy construction activity during winter 

months when high moisture levels, snow melt, and adverse weather conditions can 

lead to Project delays. 

Substantial completion for the northern portion of the Project is scheduled for July 

2011, followed by September 2011 for the southern portion. Turbine commissioning 

and closeout for the northern portion will take place from August to December 201 1 

and from October 2011 to April 2012 for the southern portion. All turbines are 

expected to be interconnected to SPA's Central Ferry substation by Apri l 15, 2012. 
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Permitting 

PSE has completed an environmental review for the Lower Snake River Wind Project 

("LSRWP") and has obtained a Conditional Use Permit ("CUP") from Garfield County 

allowing for construction and operation of Phase I of LSRWP ("Phase r or "Project") along 

with future Phase IV and V. PSE chose to initiate environmental and land use review in 

Garfield County due to strong local support for wind power, comprehensive plan and 

zoning code provisions for renewable energy projects, capable and experienced County 

staff, and its proximity to the transmission line interconnection pOint. Also important to the 

success of the permitting strategy was having Garfield County as the "lead agency" for 

preparation of the LSRWP Environmental Impact Statement ("EIS") and Columbia County 

participating as a cooperating agency. 

A. Garfield County Conditional Use Permit 

The Garfield County Hearing Examiner presided over a November 5. 2009 Open Public 

Record Hearing to receive the Garfield County staff report, listen to the applicant 

presentation, and receive comment from the public and agencies. The complete public 

record, including 39 letters of comment, was reviewed and oral comments were received 

from 13 individuals. Twelve spoke in favor of the project and one in opposition. On 

November 25, 2009 the Hearing Examiner granted approval of the CUP subject to the 

conditions as generally described below and as specifically listed in CUP Number 012609. 

A 21-day appeal process provided for an opportunity to anyone aggrieved by the Hearing 

Examiner decision. No appeals were filed. The Project thus has an unappealable CUP. 

The CUP establishes conditions of approval that must be met in order to construct and 

operate the Project and also requires commitments that were established in the EIS 

process to be incorporated into the Project. The conditions and commitments addressed 

in the CUP can be summarized in the following categories: 

• Comprehensive Project Conditions 

• Project Design and Micrositing 

• Project Modifications 

• Construction 
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The comprehensive project conditions include 38 separate plans and permits that must be 

submitted and approved prior to construction of any phase of LSRWP within Garfield 

County. The permits required for construction include county, state and federal permits. 

As lead agency Garfield County will be the final authority in authorizing construction once 

permit and plan obligations have been met. Phase I will not trigger all of the permits 

identified in the CUP. For example, Phase I wi ll not disturb any wetland or riparian areas 

so the Clean Water Act Section 404 permit will not be required. All Phase I permits 

required under the CUP to satisfy the start of construction have been obtained . 

Project design and micrositing requirements include commitments, developed during the 

EIS process, including provisions for seismic design of the wind turbine foundations, 

audible noise setbacks, critical areas review, public and private roads, limiting ground 

disturbance through design and micrositing, use of best management practices for 

stormwater and erosion control as well as avoidance of wetlands and streams, and 

protection of groundwater. Commitments also address the protection of wildlife, 

vegetation including preservation of farmlands, avoidance of geologic hazards (landslide 

areas etc.), protection of cultural, historical, and visual resources, and public health and 

safety. The project design and micrositing commitments have been incorporated into the 

design of Phase I. 

Project modifications are allowed through the CUP to add additional permit corridors and 

to expand the Project. The process involves submitting modifications to the Corridor Site, 

or expansions of the project area and/or additional accessory uses for review and 

approval per the Garfield County Zoning Ordinance. 

Construction commitments required in the CUP and as identified in the EIS include 

environmental compliance monitoring; management of traffic and transportation; limiting 

land disturbance; incorporating best management practices for erosion control, 

stormwater, noise, dust abatement and air quality; and protection of wildlife, vegetation, 

cultural resources, and health and safety. 
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Operations and maintenance commitments include post·construction commitments to 

address staff training and instruction in the operation of the Project·specific turbines and 

accessory structures, public services training including high·angle rescue training, and 

providing equipment to the local fire district in the event of an emergency. 

Decommissioning commitments address dismantling and removal of above·ground 

structures at the end of the Project's life or in the event that the Project is abandoned. 

The commitments include the restoration of habitat and land as weJl as disposal and 

recycling of materials. 

B. Environmental Review 

The EIS addresses impacts in both Garfield and Columbia Counties to avoid piecemealing 

of environmental review. One thousand turbine sites on approximately 124,000 acres in 

Garfield and Columbia Counties were comprehensively reviewed. At such time when 

PSE seeks to develop the portions of the LSRWP in Columbia County, that county will 

conduct its own permitting process and associated environmental review. ' Columbia 

County does intend, however, to rely upon the Project's EIS to the maximum extent 

appropriate and permissible under Washington's administrative regulations. As a result, 

Columbia County staff was included in aJi key discussions and decisions regarding 

preparation of the Project's EIS, and public meetings regarding LSRWP were held in the 

City of Dayton, Columbia County as weJl as Pomeroy, Garfield County. 

Environmental review for the LSRWP was triggered when Puget Sound Energy and Blue 

Sky Wind, LLC, a subsidiary of RES America Development, Inc, jOintly submitted a 

Conditional Use Permit ("CUP") application to Garfield County on January 26, 2009. PSE 

and RES requested that Garfield County, as lead agency, issue a Determination of 

Significance ("OS") and prepare an ElS. Garfield County issued a DS/EIS Scoping Notice 

and a Revised DS/EIS Scoping Notice on February 18 and 26, 2009, respectively. EIS 

Scoping for the Project was conducted to obtain public and agency comments on the 

environmental aspects of this Project. The EIS Scoping comment period ended on 

April 3, 2009 - 36 days after the Revised DS/ElS Scoping Notice was issued. Fifty-nine 

comment letters were received by the County during this time period. In addition to a 

1 P$E is currently seeking a CUP in Columbia County which would be applicable to future Phases II and III. 
The open Public Record Hearing is scheduled for April 29, 2010. A decision is anticipated by mid..June. 
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period for submittal of written comments, informational public open house meetings were 

held on March 4 and 5, 2009, in Pomeroy and Dayton, Washington, respectively. 

The 59 comment submissions address both CUP application issues and SEPA issues 

related to the Project. Such issues include: 

1) Socioeconomic concerns related to taxes and property values; 

2) Visual resource concerns related to visual impacts, the need for visual 
simulation to measure such impacts, and property-specific visual impact 
comments; 

3) Noise concerns related to noise intrusion and the need for noise studies; 

4) Concerns related to increased Project-specific traffic; 

5) Land use issues related to continued recreational access in the Project Area, 
farmland and agricultural production impacts, and hunting restrictions; 

6) Vegetation and habitat concerns; 

7) Wildlife concerns related to population impacts and avian/bat mortalities; 

8) Health and safety hazards involving shadow flicker, and threats to aerial 
sprayers; 

9) Impacts on public services/emergency services; and 

10) Comments providing support for the Project. 

In addition to the comments received during the EIS Scoping period, Garfield County 

received two additional comment submissions: (1) a letter from Gary Houser, which was 

received by the County on April 13, 2009, after the scoping comment period deadline 

ended; and (2) at the request of Garfield County and the Washington Department of 

Archaeology and Historic Preservation, a letter from the Pomeroy Historic Preservation 

Commission dated September 28, 2009. 

Following the review of the comments received, Garfield County issued three letters dated 

April 23, May 13, and May 18 to the EIS contractor, Ecology and Environment, Inc., that 

summarized the significant EIS seeping issues. Publie seeping identified the following 

significant areas of interest to be considered in the Draft Environmental Impact Statement 

("DEIS"): impacts to land uses in the area; socioeconomic impacts to the community and 

the public services afforded the area's citizens; avian and wildlife impacts; visual impacts 
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and noise impacts. The DEIS considered the following significant issues to be assessed 

through environmental and permit review: whether the Project would have significant 

adverse impacts to wildlife populations and hunting uses; whether there would be 

continued viability of agricultural activities; the level of demands placed on public services; 

calculation and timing of new revenues to taxing districts and the private sector; whether 

the Project could be sited to meet Washington's adopted noise level standards; and how 

the Project would affect the viewscape in the Project vicinity. In addition to those issues, 

aU other statutory elements of the built and natural environment were considered in the 

Project's DEIS. 

On August 17, 2009, the DEIS was issued with public notice of availability and the 

comment period appearing in the East Washingtonian and the Dayton Chronicle. Notice 

of its availability was also mailed to all adjacent property owners within 500 feet of the 

Project boundary and those who submitted scoping comments and requested notice. 

Hard copies of the DE IS were sent to all agencies with jurisdiction and the Confederated 

Tribes of the Umatilla Indian Reservation and the Nez Perce Tribe. Duly noticed public 

open houses were held on September 9 and September 10, 2009, in Pomeroy and 

Dayton, Washington respectively. County officials, applicant representatives, and key EIS 

consultants and section authors were present and available to respond to public 

questions. DE IS comment sheets were provided to attendees. A copy of the DEIS, 

including public notices and comment sheets, were also made available on the Garfield 

County website. 

The LSRWP's DE IS evaluated the following elements of the environment: geology, soils, 

water resources, wetlands, aquatic habitat, fish species, and wildlife, bird and bat 

resources, vegetation, visual resources, noise, climate and air quality, public services and 

utilities, traffic and transportation, land use and recreation, socioeconomics, health and 

safety, and cultural resources. The DEIS concludes that as designed and mitigated the 

LSRWP will have unominal effects" on water, wetland and fisheries resources, soils, 

geology, vegetation, climate and air quality, public services, health and safety, land use 

patterns, and cultural resources. The LSRWP will only permanently disturb 343 acres of 

the total project area within Garfield County - the remaining actively farmed acreage will 

remain under cultivation during LSRWP operations. The LSRWP's facilities will be sited 

and operated to meet an even higher noise standard than the applicable Washington 
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State noise standards - the LSRWP will not generate more than 50 dBA at existing non

participating residential receptors unless a noise easement is obtained - and, as such, 

noise impacts from the LSRWP will not be significant. PSE has committed to implement a 

hunting program to allow permissive hunting to continue to the extent it has been 

traditionally allowed on private property. The LSRWP will cause avian and bat mortality, 

although the DE IS authors conclude that in the context of what is known about these 

affected populations, the mortalities will not be significant on total populations of the 

species. Last, the LSRWP will generate revenues to taxing districts over the life of the 

LSRWP and not cause significant demands on the delivery of public services. 

The DEIS does conclude, however, that the LSRWP will cause significant adverse 

impacts on visual resources; even with the mitigation measures proposed, some visual 

impacts cannot be eliminated or mitigated to levels that are less than significant. 

Numerous turbines will be visible from various locations throughout Garfield County and 

the region at large. Except for the impacts to visual resources, the DE IS finds that 

implementation of the proposed mitigation measures will avoid and/or prevent significant 

impacls associated with the LSRWP. 

The DEIS comment period closed on September 16, 2009. By the end of the DEIS 

comment period, Garfield County had received a total of 23 comment submissions, copies 

of which are included within the Final EIS ("FEIS"). In accordance with WAC 197-11-560, 

Garfield County, in collaboration with Columbia County and the EIS consultant , prepared 

a FEIS that was issued on October 7, 2009. A Notice of FE IS Availability was published 

in the East Washingtonian and the Dayton Chronicle and mailed to all adjacent property 

owners within 500 feet of the LSRWP boundary and those who submitted scoping 

comments and requested notice. Hard copies of the FEIS were sent to ali agencies with 

jurisdiction and the Confederated Tribes of the Umatilla Indian Reservation and the Nez 

Perce Tribe. Rather than repeating the extensive analyses presented in the DEIS, the 

FE IS presents: (1) updated and revised information to complete the environmental 

analyses presented in the DEIS; and (2) copies of written DEIS comments submitted to 

Garfield County as well as responses to those comments. 

During the FEIS comment period, Garfield County received comments from Tribes, 

agencies, organizations, and individuals. In response to those comments and to provide 
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updated information on the LSRWP's environmental review process, the FEIS provides 

updates and text revisions to the analysis of the environmental impacts presented for 

sixteen elements of the environment. Chapter 2 of the FEIS includes: 

1) A Zone of Visual Influence Map and discussion related thereto; 

2) Low frequency noise, the dBC-weight scale, ambient noise, impacts related 
to low frequency noise, and the Washington noise standards; 

3) Hospital district mutual aid agreements; 

4) Revised cu ltural resource mitigation measures; 

5) Western EcoSystems Technology, Inc. ("WEST")'s Final Wildlife Baseline 
Studies for the Project; 

6) SWCA Environmental Consultant's (~SWCA") Final Rare Plant and Habitat 
Survey Report; and 

7) SWCA's technical memorandum regarding cultural resource survey 
methodology. 

Nevertheless, the FEIS does not change any of the conclusions reached in the DE IS: the 

LSRWP as mitigated will have significant adverse impacts on visual resources but only 

nominal impacts on the other fifteen elements of the environment. 

The FE IS, combined with the DEIS, constitutes the entire "Environmental Impact 

Statement" for the LSRWP. On October 21, 2009, Garfield County received an FEIS 

adequacy appeal from Richard and Vicki Ducharme, alleging that the FEIS failed to 

adequately assess certain of the LSRWP's probable significant adverse impacts to the 

environment. This appeal was withdrawn on November 4, 2009. Thus the Environmental 

Impact Statement became final on its date of issuance, October 7, 2009. 
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(Exhibit I Real Estate 

Exhibit No. (RG-13HC) 
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Exhibit I 
Real Estate 

The Lower Snake River Wind Project, Phase I (UPhase I" or uProject") consists of 28 Wind 

Energy Ground Leases and related easements which burden approximately 39,600 acres 

in western Garfield County, WA (Attachment 1). The leased lands are almost entirely 

utilized for agriculture including dry land wheat farming, livestock grazing and 

conservation reserve program grasslands. Twenty-seven of the leases have been signed 

with 23 private citizens or corporations; four of the 27 landowners have two leases each 

within the Project. One lease within the Project, which covers approximately 300 acres, is 

owned by the Washington State Department of Natural Resources. Each wind lease has a 

term of 35 years with options, upon the occurrence of certain events, to extend the lease 

to a total of 50 years from the initial signing date. 

Leasing Structure 

REI)ACTEIl 
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Exhibit I 
Real Estate 
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.. TUrbNS 

Figure 1. Map of Phase I identifying land lease parcels. 
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Exhibit J Community and Communications 

The Lower Snake River Wind Project, Phase I ("LSRWP") enjoys considerable local 

support from government leaders, the business community and the majority of 

residents. These supporters view wind energy as a vital and unprecedented 

opportunity to enhance the local economy through the creation of jobs, addition of new 

tax revenues and the diversification and stimulation of local businesses and services. 

However, these supporters are closely following the current economic downturn and 

seek continued reassurance that PSE, as owner, intends to construct the LSRWP in 

multiple phases. 

Supporting groups include: 

a) Citizens for Economic Diversity (CFED), Columbia County 

b) Southeast Washington Economic Development Association, Columbia 
and Garfield Counties 

c) Pomeroy Chamber of Commerce, Garfield County 

d) Dayton Chamber of Commerce, Columbia County 

Opposition to wind energy appears to come mostly from a limited group of residents, 

primarily in Columbia County, who view the wind turbines as visually intrusive or as a 

source of unwanted noise. However, a settlement has been reached with the leading 

opponents of the LSRWP, who have agreed to withdraw their objections in 

consideration for changes in proposed turbine siting near their property. 

The only opposing group has been the Friends of Scenic Columbia County. This 

group was actively engaged during the early stages of LSRWP when Columbia 

County was engaged in developing its comprehensive plan and its conditional use 

permit process. It was been significantly less visible since the process was finalized. 

A. Communications and Community Outreach Strategies 

The communications and community outreach program is centered on strategies 

designed to communicate the economic benefits of the LSRWP to the local 

communities in which the phases will be built, and to the broader state and regional 

audience of stakeholders including PSE customers, regulators , environmental groups 

and other organizations interested in the development of renewable energy. 

J - 1 
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Exhibit J 
Community and Communications 

a) Communicating PSE's commitment to the prudent completion of the 
Lower Snake River project. 

b) Communicating PSE's capabilities in developing, designing and 
constructing the Lower Snake River project. 

c) Communicating the economic opportunity for Columbia & Garfield 
counties. 

d) Gaining the support of local community leaders and organizations in their 
grassroots movement in favor of wind energy and the LSRWP. 

Key messages delivered through these strategies include: 

a) The LSRWP is an unprecedented opportunity that will bring tax 
benefits, jobs and new choices for the area's young people and 
families. 

b) PSE's Hopkins Ridge project demonstrates that wind power is a 
proven, long-term source of cash-flow and income that will allow 
agricultural landowners to gain the full benefit of their property and keep 
family farms thriving. 

c) The LSRWP will help Washington meet its renewable energy standards 
and future energy needs, and will increase our nation's energy 
independence. 

d) PSE is committed to public participation and involvement in following 
local, county and state processes. 

B. Media Relations 

Positive news coverage of the LSRWP has been gained in local community 

publications serving the project area, including the Blue Mountain News, Dayton 

Chronicle , Pomeroy East Washingtonian , Walla Walla Union-Bulletin, Lewiston 

Tribune and KLEW-TV. 

c. Speaking Engagements 

Community engagement at area business events include speakers presenting to civic 

organizations including Rotary, Kiwanis, Chamber of Commerce and agricultural 

forums, as well as coordination with the Southeast Washington Economic 

Development Association to make a series of presentations showing the positive 

findings of an independent study on the economic benefits of wind power. 

J-2 
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D. Community Involvement 

Exhibit No. _ (RG-I3HC) 
Page 124 of 57 1 

Exhibit J 
Community and Communications 

PSE has sponsored numerous community events, including the Garfield and 

Columbia county fairs , local fundraising and charity projects, business group seasonal 

promotions, veterans' recognition and other initiatives benefitting Day ton- and 

Pomeroy-area residents. Of note are contributions to enable both the Garfield and 

Columbia county fire districts to purchase new equipment, and a contribution to local 

historical and cultural preservation efforts. In addition, the Pomeroy and Dayton offices 

each hosted "Harvest Celebrations~ in October 2009 to bolster PSE's ties to 

community members, and make facilities at the offices open to community meetings 

and other events as needed. 

Copies of recent newsletters and factsheets are attached. 

J-3 
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PSE Board of Directors 
May 5, 2010 

Whal is !he l ower Snake River Wind 
Energy Project? 
The Lower Snake River Wind Energy Pro;e<:I 
is a new renewable energy facility Iocaled in 
WastVngton state's Columbia and Garfiekt 

comties. The project bulds on tile success of 
PSE's Hopkins Ridge wnd faciil)' in Columbia 
County and the contribution it makes 10 tile local 
economy and renewable energy. 

The conditionol use pennit (CUP) filed in 
Garfield County anticipates approximatety 800 
M'N of wind energy and approximately 444 
wind lUrtJines in Gerneld County, Undef 1M 
Wastingtoo State Environmental Poicy Act 
(SEPA), the proiect's envronmental mpact 
statement will also consider additional wind 
energy resources of approximatety 632 MIN and 
BpPftlximately 351 wind turbines in Columbia 
Count)', Where a CUP is eXpected 10 be filed 
later in 2009, Final i'lstaIled wind tut>ine 
numben and Iocalions will be determined 
tIlrough!he two counties' pemltting processes 
and complete evaluation of the environmental 
impact and avaHabie wnd resources. The 
project is designed to be built in phases, with 
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Exhibit J 
Community and Communications 

.....,., .ago 'IIIIIIlX)efIeJ. IoICrt Nn 911 pe'tlert" I'It 
_ aPSE'lo ...... ~WIrII f"" In~CUWly 

~ ... _b~ 

construction on support infrastructtxe tafgeted to begin in 2010. 

How w ill the l ower Snake River Wind Energy Project benefit local communities? 

~ ~ II Wlll~. l .~. 1 , ~ L ' ~jl~ 111~l!~: 
rtt~· ' , - ' 

, •· •• 1. • 

.-: -- . -' '~':'. 

WInII-WImgo~ _~)aCIo .. tIe 
_~;a_;ai~iOIft:el$_b" 

~. 

WIOdI power brings construction and pennanenl 

jobs, increased tax revenue and a new sowce 
of income and business activity 10 local 
COCMlWlities_ In Columbia County, the existing 
wind facilities with aldal of 204 turtlines and a 
capacity of 367 P<KW accomted fOf an increa8e" 
direct employment by providiw} approUnatety 170 
construction jobs and 39 permanent operations 
jobs. local government services benefit rrom 
apprnxinlalely S1.31Ji1ion" additional annual tax 
revenue genen:r.led by the existing wind facilities 
and will benefit e¥en more from the lower Snake 
River Wind Energy Project 
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Exhibit J 
Community and Communications 

Is wind poWer compatible with agricu ltUfe? 
Wm power is a new crop for the ~ion 
to harvest that has litHe mpact on exlsting 

agriculture and fits well with grain farming 
and other land uses. The exismg Columbia 
County wind facii6es wef'C buit so tbat more 
than 98 percent of lhe land remails available 
lor tarmng. After construction, temporarily 
disturbed areas are ren.ned to their previous 
condition for agriculbJre. 

Why is PSE building new wind faci lities in 
Southeast Washington? 
PSE ASS 8 track record of successfuly 
developing, constructing and operatng wn:t 
facilities ~ Columbia County and across the 
Northwest; and will bring this experience to 
creating new faciJities that wi! boost the local 
economy and add 10 the region's clean enerqy 

Wh::I ~ omg a new iIU1lI! or Ql n!WIU! D ft ~ _ 
~IIRW! IUO!n 011-"-' .. 11&1= ...... ~or ~ I>Z'5 ""*" IU:Ige l"/II'G f~1)' KCCUI151t11111in INn 19DO,1XD ~ III 
~ prope!1)' lZl--,H. a 1ftUllaJ& __ cuII\' ITIft 
~ -5JCQ exn J'NIIIII' lie _ 01 ~ U5Il,DXI __ 

resources. In addition to the Hopkins Ridge Wind Faciit)' in Columbia County, the utility aMlS and 
operates the 229 MN Wdd Horse Wind and Solar Facility in Kittitas County. A 44 PMI expansion at 
Wild Horse wil add to IbI capacity later this year. 

Abour Pug« Sound ErIetD' 

Where is the l ower Snake River Wind 
Energy PToject? 
The lower Snake River Wind Energy Pm;ed: is 
planned fOf" Southeast Washington's Garfield and 
Columbia counlJes (county boundaries shaded on 
map). lhe area has 8 proven wind rescu-ce and has 
enjoyed the economic: benefits of wind power sin ce 
2005, with 367 t-6oN of 'I'Iind power now .. operatioo
enough to meet the needs of approximately 
100,000 homes. 

MIWIingIrln ~'.s Qtde..st.nd ~enetgyutiily, rillii 6,000 57 ~ mile ~ iiI'N ~iiOCro.sS 11 COWJtiH, 
~ Sound Enet!w.-w.s ~iNn I rnilmelKiril: cu.sIorneni andDStfy 7SO.000n.Wr.ll9»~ PSE, 
ii~oI1'U!1"~ mtftJtn.~-=oIi.s~W$/omrr~~iT WNtem ~ 
Ihrough~ QO.5t~ ~ eomen'OJ5on, proanmentol 51 & - 1olbI!: erJefg)'n!.-nN, iitId ,.-a;rt~ 
iwesIment iT 1M bk'!fji d8ior.) ~ PSE ~ _ dedicGied *' prori:fiTg!iJNl cu.sIorrIoI!r .5oI!Iri» *' 
de/hwEflet'!lJi ItliII isQ/,. ~~,onOed, ~u,.i".j""tooI1 ree iN' Fot III:Q-~, 
ri5i' PSE QOiIl. 
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[Exhibit KI Rates and Accounting Issues 

This exhibit addresses the following topics: 

A. Rate Recovery 

B. First-Year Rate Increase 

c. Treasury Grant Accounting 

D. SPA Prepaid Transmission 

E. Other Miscellaneous Accounting 

A. Rate Recovery 

Exhibit No. _ (RG-I3HC) 
Page 130 of 57 1 

Exhibit K 
Rates and Accounting fssues 

PSE will seek rate recovery for the Lower Snake River Wind Energy Project, Phase I (the 

"Project~ or uPhase n through either a General Rate Case ("GRC~ ) proceeding or a Power 

Cost Only Rate Case ("PCORC") proceeding with the Washington Utilities and 

Transportation Commission ("WUTC"). The anticipated commercial operation date 

("COD~ ) of the Project in April 2012 occurs at a time that straddles two possible rate 

filings. PSE anticipates filing a GRC in the third or fourth quarter of 2010. Cost recovery 

of the Project will occur in a subsequent GRC or PCORC rate proceeding filed in 2011. 

The ownership and operating costs of the new facility not collected in rates through the 

Power Cost Adjustment ("PCA") mechanism would be deferred, under RCW 80.80.060. in 

a manner similar to Mint Farm and the Wild Horse Expansion for the lesser time period of, 

a) the in-service date until the end of the rate proceeding that requests recovery or b) two 

years from the in-service date. For external financial reporting purposes, only incurred 

costs can be deferred, thus a full offsetting reserve on the equity component of ownership 

costs prior to the inclusion of the facility in customer electric rates will be recorded. Also 

per the WUTC's general tariff order issued April 2, 2010, no carrying costs on amounts 

deferred will be recorded or included in future customer electric rates. 

K - 1 
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Exhibit K 
Rates and Accounting Issues 

The following tables layout the possible rate recovery timing. 

Table 1. Possible 2010 Activities. 

Timing of 2010 GRC Q3 or Q4 2010 

LSR Wind Project Rate recovery would not be requested 
Rates Effective Q2 or Q3 2011 (exclusive of LSR) 

Rate Year Begins 11 months from filing date 

Table 2 Possible 2011 Activities 

Subsequent Rate GRC 2011 PCORC 2011 
Proceeding (approx. Q3 or Q4 2011) (approx. Q3 or Q4 2011) 

LSR Wind Project 
Describe and request Describe and request 

cost recovery cost recovery 

Rates Effective 
Q3 or Q4 2012 Q2 or Q3 2012 

(11 month process) (6 month process) 

Rate Year Aug. 2012 - Jul. 2013 Apr. 2012 - Mar. 2013 

LSRWP Cost Deferral - 4 months Apr. - Aug may have some deferral 

The GRC or PCORC filing in 2011 may occur before all construction costs are known with 

certainty . If allowed and if necessary, cost estimates may be updated during the filing. 

Under the authority of Washington RCW 80 .80 .060(6), PSE may defer the cost of the 

Project for later consideration by the WUTC. 

(6) An electrical company may account for and defer for later consideration 
by the commission costs incurred in connection with a long-term financial 
commitment, including operating and maintenance costs, depreciation, 
taxes, and cost of invested capital. The deferral begins with the date on 
which the power plant begins commercial operation or the effective date of 
the power purchase agreement and continues for a period not to exceed 
twenty-four months; provided that if during such period the company files a 
general rate case or other proceeding for the recovery of such costs, 
deferral ends on the effective date of the final decision by the commission 
in such proceeding. Creation of such a deferral account does not by itself 
determine the actual costs of the long-term financial commitment, whether 
recovery of any or all of these costs is appropriate, or other issues to be 
decided by the commission in a general rate case or other proceeding for 
recovery of these costs. For the purpose of this subsection (6) only, the 
term "long-term financial commitment" also includes an electric company's 
ownership or power purchase agreement with a term of five or more years 
associated with an eligible renewable resource as defined in RCW 
19.285.030. 
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Exhibit K 
Rates and Accounting Issues 

The total amount of these costs depends upon both the COD and when rates go into 

effect. The deferral would be impacted by the total amount expended on the Project and 

offset by reductions in market purchases. 

The GRC or PCORC would seek prudence determination for the Project as well as other 

potential resource acquisitions or contract restructurings. 

B. First-Year Rate Increase 

PSE estimates that regulatory cost recovery of the Lower Snake River Wind Project will 

result in a first-year rate increase of approximately $80 million or about 4% of base rates. 

The revenue increase of $80 million includes cost recovery for fixed and variable 

operation, maintenance and administrative costs as well as transmission expense, 

depreciation, allowed return on ratebase, allowed return on the pre-payment to SPA, and 

offset by the Treasury Grant normalization (see Exhibit S) and by an anticipated reduction 

in secondary purchase power. 

c. Treasury Grant Accounting 

Exhibit S describes in considerable detail the current renewable tax credit incentives 

available to owners of renewable energy projects, demonstrates that the Treasury Grant is 

most beneficial to PSE's customers, explains the accounting guidance on normalizing the 

Treasury Grant benefits in rates, and discusses PSE's methodology by which it will 

normalize the Treasury Grant. The following section is a brief note on the ten-year 

normalization of the Treasury Grant. For full detail on PSE's planned accounting treatment 

of normalization, please see Exhibit S. 

PSE will submit an application to the U.S. Treasury for the Treasury Grant prior to the 

application deadline of September 30, 2011. The Grant application would not be 

processed by the U.S. Treasury until the Project achieves commercial operation , the 

Company is able to determine what construction costs are eligible for Treasury Grants 

and the Company's outside auditors complete their review and issue their limited scope 

audit report. PSE received the Treasury Grant for the Wild Horse ExpanSion within 63 

days of submitting the completed application and anticipates a comparable response time 

for the Project. Given an expected COD of April 2012, the application would be finalized 

in May 2012 or June 2012. Guidance from the U.S. Treasury on how to pass the cash 

K-3 
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grant on to ratepayers is vague and only stipulates that the Treasury Grant must be 

normalized. After analysis and discussion, PSE determined a ten-year normalization 

period for the Treasury Grant is both economical and is consistent with the time period for 

Product Tax Credits ("PTCs") which the Company earns from Hopkins Ridge and Wild 

Horse and which the Company passes through to customers. Ernst & Young and 

Dewey & LeBoeuf reviewed PSE's proposal to normalize the Treasury Grant over ten 

years for the Wild Horse Expansion, and both deemed the normalization proposal as 

reasonable. (See Exhibit R). The WUTC also granted approval of PSE's ten-year 

amortization methodology in the Company's accounting petition to the WUTC regarding 

the Wild Horse Expansion project (Exhibit U). However, the WUTC made clear that its 

normalization determination for the Wild Horse Expansion project was not precedent 

setting and retains the right to provide alternative normalization methodologies on future 

projects, if warranted. Economic analysis for the Project utilizes a ten-year normalization 

period. 

Should PSE's application for the Treasury Grant be rejected for any reason, PSE will elect 

to claim PTCs. It is assumed that accounting of PTCs for the Project would be consistent 

with how PSE currently manages the pass-through benefits of PTCs to customers. PSE 

is neither aware of nor anticipating any reasons that would require PSE to elect to take the 

PTCs over the Treasury Grant. 

D, BPA Prepaid Transmission 

As shown in the financial pro forma, Exhibit H, BPA is requiring PSE to prepay $102 

million to build the Central Ferry Substation and make transmission network upgrades. 

BPA will refund the network upgrade portion of this prepayment to PSE through offsetting 

monthly credits to BPA's point-to-point transmission tariff expenses. PSE will file an 

accounting petition with the WUTC requesting to treat the prepayment associated with the 

Project as a regulatory asset in a similar manner as the treatment of the prepayment 

made to BPA on the Hopkins Ridge Wind Project. This will be filed upon Board of 

Directors approval of the Lower Snake River Project. BPA will accrue interest on PSE's 

deposit and on any remaining balance on BPA's books that has not yet been credited to 

PSE. PSE will allocate BPA's credit to interest and principal. Once the regulatory asset is 

approved by the Commission, PSE accounting will track and credit the interest owed the 

Company versus the interest owed the customer based on when the interest was 
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accrued. The customer's portion of interest income will be used to reduce customer 

transmission expense. PSE accounting will credit the principal portion to reduce the 

unamortized balance of the regulatory asset account. The interest allocated to the 

Company would be reported as interest income. 

E. Other Miscellaneous Accounting 

Property Accounting. PSE will capitalize its investment in the Project as an electric 

utility plant fixed asset and depreciate the capitalized amount over its useful life, which is 

assumed to be 25 years consistent with the Hopkins Ridge and Wild Horse facilities. PSE 

plans to unitize the capital asset within a year of placing the facility in-service, segregating 

its original cost into appropriate retirement units of property categories. PSE's original cost 

will include Allowance for Funds Used During Construction rAFUDC")' . 

Test Power. Power generated prior to the Commercial Operation Date will be valued at 

fair value (for instance at the selling price to an independent purchaser or at the non-firm 

hourly index price at the Mid-Columbia trading hub). The benefit from the value of this 

power will be passed through to customers by reducing the plant investment in the 

Siemens wind turbine generators and thus reducing ratebase in accordance with Federal 

Energy Regulatory Commission rFERC") requirements. 

Renewable Energy Credits. PSE will generate 1.2 Renewable Energy Credits 

("RECs") for each MWh of energy generated from the Project because PSE intends to 

fulfill the apprenticeship labor requirements as set out in RCW 80.80 rules in WAC 194-

3? PSE intends to sell its RECs until PSE needs the RECs to be compliant with RCW 

80.80. This is consistent with PSE's treatment of RECs from the Hopkins Ridge Wind 

Project and the Wild Horse Wind Project. 

When RECs are sold, PSE places all revenues from RECs into a deferred liability account 

on the balance sheet. An accounting petition for RECs remains outstanding and there is 

no date by which the WUTC must issue a determination, but an order is likely to be 

1 Due to the build out timeframe of the remaining LSRWP phases, AFUDC will cease 10 accumulate on 
subsequent phases during periods where construction costs are not continuously incurred on a planned 
progressive basis. AFUDC will resume accumulation on subsequent phases as those phases resume 
construction activity. 
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received in late Apri l 2010. Until the ruling is received, PSE will continue to defer the net 

proceeds. 
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FACILITY DESCRIPTION 

D ESCRIPTION OF PLANT: 

THE PROJECTION 

TOTAL DEVELOPMENT AND CONSTRUCfJON BUDGET 

Del'Clopmelll Righb: 
Development Costs: 
Interconnection Costs: 
Prepaid Transmission Expense: 
Construction Budget: 
Wind Turbine Generators: 
Balance of Plant: 
Constrllclion Management: 
Projecllnfras/rllcrure: 
Other Costs: 
Sales Tax: 
Contingency: 
AFUDC: 
Financing Note: 

REVENUES: 

Revelwe Requirement: 
Annual Capacity Factor: 
Ammal Energy: 
Monthly Energy Distribution: 

FIXED COSTS: 

Injlo/ion: 
Fixed Transmission: 
Fixed Transmission Credit: 
Retllrn on Prepaid BPA Transmission: 
Operations Expense: 
Produclion Payments: 
Maintenance Expense: 
Transmission & Substation Expenses: 
Environmental Expenses: 
Property Tax: 
Insurance: 

V ARlABLE COSTS: 

Variable Transmission: 
Renewable Energy Credits: 
EBITDA: 
Depreciation and Amortization: 
EBIT: 
Interest Expense: 
Pretax Income: 
Net Taxable Income: 
Income Tuxes Puid: 
Deferred Income Ta,es: 
Treasury Grant: 

BALANCE SHEET - ASSUM PTIONS 

Property Plant and Equipment ("PPE ") 
Accumulated Depreciation: 
Prepaid Transmission Expense: 
Accumulated Amortizarion: 
Liabilities & Equity: 
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Long Term Debt: 
Debt Principle Paid: 
Accumulated Deferred Taxes: 
Common Shares: 
Retained Earnings: 

CASH FLOW - ASSUl\lPTIONS 

Operating Cash Flow: 
Investmelll Cash Flow: 
Financing Cash Flow: 
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Facility Description 

The Lower Snake River Wind Project, Phase I (UPhase r or Uthe UProjecn, to be described further 
herein, consists of the permits, real estate rights , interconnection agreements, and other necessary 
rights, agreements, equipment and work to develop, construct, own and operate the 342.7 MW 
wind generating facility in unincorporated Garfield County, WA. The all·in cost to develop and 
construct the ~Project is approximately $848 million . 

Project 

Owner: 

Timing and 
Nature of 
Acquisition and 
Construction: 

Limited Notice to 
Proceed: 

Full Notice to 
Proceed: 

Commercial 
Online Date: 

Description of Plant 

The 342.7 MW Project is located in unincorporated Garfield County, 
Washington. 

Puget Sound Energy, Inc, ("PSE") 

Since acquiring development rights from RES Development in December 2008 
and August 2009, PSE has progressed LSRWP development activities and now 
seeks approval to enter into construction for Phase I. This includes a 
construction budget of $. million and execution of the following agreements: 
the Turbine Supply Agreement contract with Siemens Energy, Inc. ("Siemens"), 
the Service and Maintenance Agreement ("SMA") with Siemens, the Balance of 
Plant ("BOP") agreement with RES America Construction Inc. ("RES") and the 
execution of the Large Generator Interconnection Agreement rLGIA") with 
Bonneville Power Authority ("BPA"). A Full Notice To Proceed will be issued 
May 6, 2010, after approval by the Board of Directors is received . Construction 
is expected to last approximately 22 months, with the Project projected to be 
online by April 15, 2012, 

The LSRWP Management Committee approved a Limited Notice to Proceed 
("LNTP") on February 2~010 , PSE then executed the LNTP with RES with a 
budget not to exceed • million, Work to be completed during the LNTP 
includes road construction to BPA's Central Ferry Substation and geotechnical 
work for turbine locations and foundations. 

PSE wi ll execute the Full Notice to Proceed r FNTP") no later than May 6, 2010, 
should the Board of Directors approve the construction on the Project. The 
FNTP authorizes the entire construction budget necessary to construct the 
342.7 MW project. This in dudes, but is not limited to, the following activities: 
completion of roads and underground collection systems, delivery and erection 
of the Siemens 2.3 MW Wind Turbine Generators ("WTG"), substation build-out 
and energization, WTG commissioning, construction of the Operations and 
Maintenance building and all other work necessary to complete the entire build
out of the 342.7 MW wind faci lily. 

For the purposes of this presentation to the Board of Directors, the budgeted 
commercial online date (UCOD") is April 15, 2012. The project could reach COD 
earlier if the Central Ferry Substation energization is finished in a timely fashion 
by BPA. Given the current construction schedule for Central Ferry, an Apri115, 
2012 COD for the Project is conservative. For further information regarding the 
construction and timing of the Central Ferry Substation, please see Exhibit Q . 
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Net Capacily 
Factor: 

Turbine 
Technology: 

Transmission: 

Real Estate: 

The 342.7 MW Project is estimated to have a _ net capacity factor, as 
determined by DNV Global Energy Concepts ("DNV-GEC"). 

149 Siemens SWT101 2.3 MW Wind Turbine Generators. 

The Project will interconnect into the BPA transmission system at the new 
Central Ferry Substation. The Project output will be delivered to PSE's service 
territory via a transmission services agreement with BPA. SPA will be 
responsible for providing wind integration services, which PSE will pay for under 
SPA's wind integration tariff. 

The Project will reside on approximately 36,900 acres of land that are under 
lease agreements with 27 separate parties. The land lease agreements allow 
PSE to use and occupy the land for wind generation for 35 years and include 
options to extend the leases for an additional 15 years. 
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The Projection 

The following write up and associated pro forma (the "Projection") describe the incremental financial 
impact the Project will have over a 25-year period through 2036. 

Development 
Budget: 

Development 
Righls: 

Table 1: Total Development and Construction Budget 

Services, Community Relations, 

The Development Budget shown in Table 1 is the Project cost to complete 
development activities in preparation for the construction phase of Phase I 
along with BPA interconnection costs and prepaid transmission expense. The 
following line items explain, at a high level , what costs are included in this 
category. 

PSE purchased the LSRWP Development Rights from RES Development in 
December 2008 and August 2009, totaling _ million. With the 
Development Rights purchase, PSE acquired all the work completed to date, 
including: real property and lease agreements, BPA prepayments, project 
studies, project agreements, wind resource assessment reports, project permits, 
met masts and other assets. Since Phase I is a portion of the total assets 
purchased , the cost of the Development Rights and development expenditures 
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PSE Allocated 
Development 
Costs: 

Interconnection 
Costs: 

Prepaid 
Transmission 
Expense: 

since then are allocated to each of the proposed five phases of LSRWP based 
on the value of each phase at the time of the Development Rights purchase 
(See Attachment 1). Phase I was farthest along in development at the time of 
the purchase, and therefore has been assigned _ of the Development 
Rights cost, or ~million. 

This category encompasses costs incurred to develop all five phases of 
LSRWP. Like the Development Rights, the Development Costs benefit the 
development of all five phases and are allocated based on the relative va lue of 
the assets at the time of purchase. Examples of costs included here are: 
ongoing real estate work, permitting, wind resource assessments, legal costs, 
communications I advertising , telecommunications and PSE labor and 
expenses. 

All costs incurred in the development phase are capitalized and accrue 
Allowance for Funds Used During Construction (uAFUDcn). 

In addition to the prepaid transmission expense discussed in the following 
section, BPA identified specific communications equipment that PSE must 
install in PSE's two project substations in order for the Project to interconnect 
into the Central Ferry Substation. 

As discussed in Exhibit 0, the Project wi ll interconnect to the new BPA Central 
Ferry Substation, which will be capable of interconnecting all five LSRWP 
phases. BPA requires PSE to fund $99.7 million to build the Central Ferry 
Substation, which BPA will refund to PSE through credits based upon 
contracted monthly point-to-point expenses each LSRWP Phase will incur to 
transmit power across BPA's transmission system to PSE's territory. 

Items to note: 
First, like the Development Rights purchase, the prepaid amount is allocated to 
each phase of LSRWP based on the relative value of the assets at the time of 
purchase. 

Second, while these expenditures are included in the Development and 
Construction Budget, these expenditures are not depreciable assets that PSE 
can place into ratebase. Rather, upon Board approval, PSE will request an 
accounting petition with the WUTC to establish a regulatory asset for the portion 
of BPA prepayments allocated to Phase I as described in Exhibit K. 

Third, SPA wi ll reimburse PSE for both the prepaid expense and will accrue 
interest on the remaining prepayment balance not yet refunded to PSE. Interest 
accrued, after approval of the Accounting Petition, will be passed on to 
customers. The rate for these interest credits will be based on the 10-year 
Treasury bill rate listed on Bloomberg at the time the LGIA is Signed. PSE 
anticipates this rate will be 3.97% when PSE signs the LGIA May 6, 2010, 
assuming the Board of Directors approves the Project construction. However. 
the Bloomberg rate is not sufficient to fully reimburse PSE's cost of capital to 
fund the prepaid expense. Consequently, for the pro forma projection PSE 
includes the incremental financing cost between PSE's cost of capital and 
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Construction 
Budget: 

Wind Turbine 
Generators: 

Balance of Plant: 

PSE Project 
Management, 
Engineering, 
Construction 
Permitting, 
Third-Party 
Services, 
Community 

SPA's Bloomberg rate in PSE's operation and maintenance expense for as long 
as there is a transmission credit balance. Actual cost recovery will be achieved 
through the regulatory asset and these costs will not be in O&M on PSE books. 

The pro rata share of the prepaid transmission costs are allocated to the 
Project. If other phases of LSRWP are not built, the contracted PTP 
transmission for Phase I will recover 100% of the prepaid transmission during 
the 25-year operating life of the Project. 

The Construction Budget shown in Table 1 is the Project cost to complete 
construction. The fonowing line items explain, at a high level , what costs are 
included in this category. 

Siemens wil l supply, deliver, erect, and commission the 149 2.3 MW wind 
turbine generators rWTGs") for the Project for _ million. As Siemens will 
carry all risks on commodity prices, transportation costs and currency risk, the 
total cost for wind turbines is firm and not subject to change except for 
mutually-agreed change orders. PSE will pay Siemens for the WTGs according 
to a series of milestones, including a down payment, initiation and completion of 
production, shipment and delivery, commissioning, substantia l completion and 
final completion. Timing of specific milestones and associated payments is an 
exhibit to the Turbine Supply Agreement. 

Also included in this cost category are anticipated expenses for heavy 
transportation towing equipment, and additional commissioning costs PSE 
expects to incur should the BPA Central Ferry Substation come online later than 
~nned December 15, 2011 date, bringing the total to _ million or 
~kW. 

A provision of the Development Rights purchase established that RES will 
complete the construction of the Project, including the two project substations, 
the turbine foundations, the collection system, the roads and the operations and 
maintenance building. The Balance of Plant (UBOP") work will be initially priced 
on an open-book basis, meaning the price will be established based on costs 
proposed for identified line items plus a construction margin. Once PSE has 
agreed to scope and subcontractors, the pricing wi ll be fixed, although subject 
to adjustment for mutually-agreed change orders. 

The current quote for BOP work to be performed by RES is _ million. 
Charges also included in the BOP category are the LNTP work scope, 
substation step-up transformers and the PSE O&M building for the Project. The 
total cost for aU work under the BOP category is _ million. 

The PSE Project Management, Engineering, Construction Permitting, Third
Party Services, Community Relations, and Overhead budget includes costs 
associated with PSE's managerial oversight of the construction phase, ongoing 
real estate work, required environmental assessments, wind resource 
monitoring, power performance testing, engineering work for roads, collector 
systems and substations, PSE's internal overhead rate, and construction 
insurance. A further breakout of this work is shown below' 
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Exhibit L, Confidential and Proprietary 
Facility Stand-Alone F;nancial Pro Forma 

Project 
Communications 

Project Communications includes expenditures for equipment used to monitor 
WTGs and connect the Project to PSE's Load Office and Trade Floor. 
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Start-up Costs: 

Sales Tax: 

Contingency: 

Capital costs included in the Start-up Costs category are a credit for test power, 
turbine service and maintenance service prior to COD, and PSE radio 
equipment. 

The Test Power category accounts for revenues received for power generated 
during the commissioning phase, which for the Project is January through April 
2012. As turbines are commissioned, they will operate as wind is available, 
subject to any operating constraints, until the COD is achieved. Test power will 
either be sold or used to offset market purchases PSE makes to balance its 
load. This offset is estimated to be _million, based on the Official FOlWard 
Price Marks for the Mid-Columbia energy prices from March 19, 2010. In 

with FERC Test Power revenues are treated for 
tax values of the turbine costs 

However, for capital expense 
5e[,arat"lv from Wind Turbine Costs. 

During the commissioning phase, Siemens will conduct preliminary service and 
maintenance of the turbines before the five-year Service and Maintenance 
Agreement for the WTGs begins. These costs are included in the construction 
budget as they are necessary to ensure proper function of the WTGs before the 
Project reaches COD. Turbine Service and Maintenance during this period is 
projected to be _ 

Other Costs also includes _ for communications equipment that will 
enable service and support staff to communicate with each other at the project 
site. 

In Washington state, renewable generating assets like wind are 100% exempt 
from sales tax through June 30, 2011. The sales tax exemption provision begins 
to sunset thereafter. From July 1, 2011 through June 30, 2013, renewable 
generating assets are exempt from 75% of current sales tax rates applicable to 
non-renewable generating assets. A wind generating asset is considered to be 
anything that participates in the generation and delivery of power, from the tip of 
the blade to the substation. Items such as roads, crane pads, quarry site, etc. 
used or built during construction are not tax exempt. 

For qualifying assets, sales tax exemption is determined via two different, but 
not exclusive, methods. First, wind generating assets are 100% sales tax 
exempt if PSE has title of the assets by June 30, 2011. Second , if PSE does not 
hold title of the qualifying assets by June 30 , 2011 , all costs invoiced on or 
before June 30,2011 will be 100% sales tax exempt. If PSE does not have title 
nor is invoiced by June 30, 2011, those assets will be taxed at 25% the normal 
sales tax rate. For pro forma purposes, PSE has taken the more conservative 
approach of estimating sales tax for the Project based on antiCipated invoice 
payments for turbines and other qualifying assets. 

Sales tax in Washington State is 6.5% and sales tax in unincorporated Garfield 
County is 1.0%. 

Contingenc is added to the rO'ect budget to account for cost risk and 
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unknown change orders as certain expenditures remain unknown. 

AFUDC: Allowance for Funds Used During Construction is calculated using the allowed 
rate of return of 8.1 % for book purposes. For tax basis, the Company capitalizes 
the equity portion of the actual construction period interest. 

Financing Note: As described below in the Income Statement section, pursuant to reaching the 
COD, PSE will submit an application to the United States Treasury for the 
Treasury Grant. The Treasury Grant provision was included in the American 
Recovery and Reinvestment Act rARRA") and is designed to stimulate 
investment in renewable energy by giving developers a 30% cash grant for 
eligible capital invested in a project. 

As detailed in Exhibit N, the Treasury Grant is mare economically favorable to 
the Project than either Production Tax Credits rPTCs") or the Investment Tax 
Credit. 

The Treasury rules implementing the ARRA include a Safe Harbor provision 
that mandates that 5% of the total project capital cost eligible for the Treasury 
Grant must be spent by December 31, 2010. Exhibit S describes the types of 
capital that must be spent by December 31 . 2010 to meet this Safe Harbor 
provision. 

Table 2 shows an estimate of the total qualifying cost of the Project and the 
estimated expenditures in 2010 that will count toward the qualifying cost. PSE 
will spend an estimated 16% of the total eligible capital cost for the Treasury 
Grant by December 31, 2010, 

Table 2: 2010 Expected Grant Qualified Expenditures 

Construction Permitting, 
Services, Community Relations. and 
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Revenue 
Requirement: 

Annual Capacity 
Factor: 

Annual Energy: 

Revenues: 

The Projection calculates revenues required to recover the Project operating 
expenses, the capital investment, plus the cost of capital to finance the 
Company's investment in rate base. 

The revenue requirement calculation is an indicator of the cost to customers 
under assumptions of perfect regulation. While the pro forma assumes perfect 
regulation, there is frequently a lag between the time a project is placed in 
service and when the project is included in customers' rates. RCW 80.80 allows 
utilities to defer ali costs associated with renewable energy investments and 
generation until prudency is determined by the Washington Utilities and 
Transportation Commission (~WUTcn) . Once the project is placed into rates, 
recovery of deferred costs occurs over a specific time period as specified by the 
WUTC. Exhibit K explains the accounting and regulatory plan associated with 
placing the Project in rates in more detail. 

The Projection uses the DNV-GEC Net Capacity Factor ("NCF") and monthly 
wind generation profile submitted in the final wind resource report dated 
March 3, 2010 to predict average annual wind generation from the Project. 
Overall, the Project is expected to have a_NCF over 25 years. The NCF 
is a P50 average value, wh ich means that on average one half of the operating 
years will result in production over_ and one half of the operating years will 
result in production under. Please see Exhibit P-1 for a copy of the wind 
resource report from DNV-GEC. 

Annual Energy is equal to the NCF multiplied by the Proiect Capa,oity 
of hours 
annually 
In 2012 

i up 200 hours on 92.7 MW because has yet to grant PSE its full 
request for firm transmission on 342 .7 MW. PSE's original transmission request 
through SPA's Network Open Season was for 250 MW in 2012 and 250 MW in 
2013. As PSE's development plans evolved, the Company decided that a 342.7 
MW Phase I project was the optimal project. As a result, PSE expects that it will 
have firm transmission rights on 250 MW of the Project when it reaches the 
COD. PSE will rely on conditional firm transmission rights through mid-2013 for 
the balance, which is when PSE anticipates it will receive firm transmission 
rights for the remaining 92.7 MW of nameplate capacity. It is possible that BPA 
may curtail the Project generation over 250 MW during the period in which PSE 
does not have firm transmission rights. For the Projection, PSE assumes 
curtailments may occur for 200 hours per year on the 92.7 MW. This is a 
conservative assumption in that it is unlikely that a curtailment will fully affect 
92.7 MW as curtailments will , generally, only occur when the transmission 
system is fully loaded; which, in practice, tends to occur only during the spring 
runoff, if then. Therefore, total curtailment could be much less, depending on 
weather conditions present during an event. Curtailment has been taken into 
account on the Project financia l performance. Please see Exhibit Q for 
additional detail on transmission rights on SPA's system. 
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Monthly Energy 
Distribution: 

The Projection makes use of monthly energy distribution for partial year 
operation since COD is projected to occur April 15, 2012. The Projection pro
rates energy production and variable expenses for 2012 according to the table 
below. The monthly distribution of Annual Energy assumed by the Projection 
beyond 2013 is as follows: 

Fixed Costs: 

All Fixed Costs below are identified for 2012, the first partial year of operation, and 2013, the first 
full year of operation for the Project. 

Inflation: Both fixed and variable costs, other than PSE O&M expenses and land 
royalties, beyond 2012 are escalated over time by using Global Insight's 
projected inflation rates. The Projection uses inflation rates to adjust Siemens 
service and maintenance agreement costs, fixed and variable transmission 
expenses, and insurance premiums. Global Insight is a well respected firm 
providing macro economic data and is also used in PSE's IRP and load growth 
estimations. Global Insight's inflation projection is as follows: 

REIMCTEI) 
VERSION 

150 of 571 LOWER SNAKE RJVER WIND PROJECT, PHASE I MAY 5, 20 10 

L - 12 



Exhibit No. _ (RG-13HC) 
Page 15 1 of 57 I 

PSE Board of Directors 
May 5,2010 

Exhibit L, Confidential and Proprietary 
Facility Stand-Alone Financial Pro Forma 

Fixed 
Transmission: 

Transmission from the Project to PSE's service territory flows across the BPA 
transmission system. SPA's fixed transmission tariff includes charges for Point
To-Point ("PTP") transmission service, Scheduling, and Wind Integration. BPA 
holds bi-annual rate cases every other September to modify the aforementioned 
tariffs. Tariff increases for PTP and Scheduling over the past several cases 
have been about 4% to 6%. To simplify tariff increase calculations, PSE 
escalates these transmission expenses annually by Global Insight's projected 
inflation rates , which hover around 2.2%. On average, two annual increases at 
the Global Insight inflation rates tend to closely reflect the bi-annual BPA tariff 
increase for PTP and Scheduling. 

SPA has only had two wind integration tariff rate cases as wind integration rates 
are new to the industry. BPA's wind integration tariff in 2007 was $0.64 I kW 
month. Two years later, BPA doubled the wind integration rate to $1.29 f kW. 
Given that there is little precedence on wind integration rates and doubling the 
rate every two years is virtually unsustainable, PSE also increases this rate 
annually by the Global Insights figures . 

Below is a breakdown of all fixed transmission costs for 2012 and 2013: 
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Fixed 
Transmission 
Credit: 

Fixed Transmission S I Unit (2012 2012 2013 
Point To Point ($ ( kW Month) $1.40 $ 3,990,397 $ 5,736,856 
Scheduled 1$1 kW Month) $0.22 $ 624,076 $ 897,212 
Wind InteQration $ { kW Month $1.39 $ 3,965,803 $ 5}01 ,497 

Fixed Transmission Tolal $ 8,580,277 $ 12,335,565 

As described above In the section on Prepaid Transmission, SPA Will refund the 
full $99.7 million prepayment to build the Central Ferry Substation. For 
purposes of this Phase I pro forma, SPA refunds the _ million allocated to the 
Project. The Fixed Transmission Credit is either the current or accumulated 
interest payments on the prepaid transmission . These credits offset a portion of 
the annual PTP expense. Annual Fixed Transmission Credits are ca lculated in 
the following manner: 

The first credit toward the PTP expense is the Current Year BPA Interest on the 
balance of Prepaid Transmission that is allocated to the Project and has not yet 
been refunded. BPA pays interest on PSE's prepaid transmission balance. The 
interest rate BPA applies to the prepaid transmission balance is assumed to be 
3.97%, is based on a 10-year Bloomberg rate for Treasury bonds, and remains 
constant through the time the prepaid balance is refunded. Since the PTP 
expense is greater than the Current Year BPA Interest on Prepaid 
Transmission, 100% of this interest payment is included in the Fixed 
Transmission Credit to offset PSE's PTP expense. 

The Current Year BPA Interest on Prepaid Transmission does not offset 100% 
of PSE's annual PTP Expense. A second credit is included in the Fixed 
Transmission Credit category, called the Amortization of Prior Period 
Cumulative BPA Interest on Prepaid Transmission. BPA began accruing interest 
to PSE's prepayment account from the date that RES and PSE started making 
prepayments on the Central Ferry Substation. The interest accrued after the 
approval of the accounting petition by the WUTC is also credited to reduce 
transmission expense. The interest balance on the prepayment amount, post 
regulatory asset approval, when the Project reaches COD is approximately $3.7 
million. In 2012, a portion of Cumulative BPA Interest on Prepaid Transmission 
is used to fulfill the remaining credit balance needed to fully offset PTP expense 
in 2012. 

The Fixed Transmission Credits calculated above flow back to PSE customers 
by lowering transmission expense and thus lowering revenue requirements. In 
2013, the Current Year Interest plus the Amortization of the Prior Period 
Cumulative BPA Interest on Prepaid Transmission is not sufficient to fully offset 
the PTP expense. PSE allocates the remaining principal portion of the BPA 
credit to amortize the prepaid regulatory asset. 
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Return on 
Prepaid BPA 
Transmission: 

Operations 
Expense: 

Production 
Payments: 

Interest 

Transmission 

I 

If approved by the WUTC as a regulatory asset, lhe 'I prepayment 
allocated to the Project will earn PSE's pre-tax cost of capital. This expense is 
calculated by multiplying the pre-tax cost of capital of 10.60% by the average 
current period's prepaid balance and the balance for previous periods. 

Operations expenses are shown below for the first partial year of operation in 
2012 and for a typical full year in 2013. PSE budgeted operation expenses 
associated with hiring and training 6 new staff members and incremental 
internal demands on PSE's existing staff. Other costs are incremental fleet 
requirements, general supplies, utility costs, consulting services and wind 
forecasting services. The production payments for landowners are explained in 
the section immediately following. These expenses are escalated annually at 
an assumed rate of 2.5%, which is generally consistent with PSE's experience 
at its existing wind facilities. 

All land on which the Project resides is under long term lease from 27 different 
landowners. In exchange for owning and operating the Project, PSE will pay 
landowners an ongoing production payment of ~ per MWh for the 
generation from the 149 turbines that will be placed on the Project property. The 
production rate contractually escalates at a rate of~/o per annum. 
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Maintenance 
Expense: 

Transmission & 
Substation 
Expenses: 

Environmental 
Expenses: 

In concert with the Siemens Turbine Supply Agreement ("TSA"), PSE 
negotiated a Service and Maintenance Agreement r SMN) for the annual 
maintenance of the 149 turbines. The maintenance expense for the Project is 
primarily comprised of the costs associated from this five-year SMA. Other 
incremental maintenance expense in the form of non-Siemens professional 
services is based on the current experience and needs of the original Wild 
Horse and Hopkins Ridge Projects. The 2012 and 2013 maintenance costs are 
itemized below. 

The cost for transmission and substation expenses is based on current 
experience at the Wild Horse and Hopkins Ridge Projects to maintain the 
substations and distribution lines on project lands. 

The Project has certain permit obligations that require the Company to conduct 
ongoing environmental monitoring and studies. PSE labor is also reflected in 
this category. In 2012 and again in 2014, PSE will conduct a thorough avian 
study which has been included in this pro forma. Annual fees for licenses and 
permits are also captured. 

REDACTED 
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Property Tax: 

Insurance: 

Variable 
Transmission: 

The Washington Department of Revenue rOOR") centrally assesses PSE's 
annual tax on personal property. The personal property tax is calculated by 
the product of the following: the personal property value, the Garfield County 
estimated levy rate of $11.22 per $1 ,000 of assessed value, the ratio of 
91.5% and a discount factor of 0.388. There is no real property tax payment 
associated with the Project because PSE did not acquire any land as part of 
the Project. 

In Washington State, property is assessed on January 1 sl of each calendar 
year with taxes paid in April and October of the following year, in arrears. 
The Projection illustrates property taxes on an accrual basis, consistent with 
PSE's accounting practices. 

Cost calcu lation for a typical year: 

Annual Pro e Taxes 

Year Paid 
Pco T 
Value 
Le 
Rallo 
Discount Rate 

To> 

2012 

Pay in 2013 1 
Acrd 201 2 

Personal 

I 
2013 

2014 1 
Acrd 2013 

Personal 

PSE will add the Project to its permanent prop~nsurance program with 
an insured replacement value of approximately ~mmion, which is the all
in capital cost less Development Rights, Development Costs, Prepaid 
Transmission Expense, most Start-up Costs, AFUDC, and the majority of 
PSE Project Management, Engineering, Construction Permitting, Third-Party 
Services, Community Relations, and Overhead costs. PSE's permanent 
insurance program assesses an insurance rate of $. per $100 of 
replacement va lue. While the insurance rate has generally remained 
constant over the last few years, the insured replacement value does 
generally increase and is adjusted annually using Global Insight's inflation 
rate. 

Insurance 2012 2013 

== I 
Re lacemenl Value 
PremIum r $1 00 of Insured Value 

Insurance T olal ~ I 
Variable Costs: 

Variable transmission costs are comprised of five components as described 
below. 

1. Energv Imbalance: The charge related to imbalances that are calculated 
as the difference between actual and scheduled energy at a point of 
receipt or paint of delivery over a scheduling period. 

2. Spinning Reserves I Scheduling: PSE costs associated with SPA's 
scheduling and spinning reserve requirements. 

R(IlAc n :1l 
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Renewable 
Energy Credits: 

3. Supplemental I Reactive VAR: SPA charge for providing additional VAR 
support during grid events. 

4. Losses: The cost of the power lost due to resistance in transmission 
lines. Losses are purchased from SPA to replace 1.9% of total 
generation. 

5. Oay Ahead Operating Costs: PSE cost to integrate wind on a day-ahead 
basis. 

Cost calculation for a typical year: 

Variable Transmission SIMWh 2012 2013 
Eeo Imbalance Costs $1 .06 , 579.992 , 868.648 
S innin I Scheduled Var $022 , 122,459 $ 183.405 
S, lemental I Reactive Var 0.22 118295 • 177.170 
l~, $1.50 $ 818,306 $ 1.225.567 
Da Ahead a ralln Costs $1.02 $ 557.022 , 834.246 

Variable Transmission Tolal • 2,196,075 S 3,289.035 

PSE intends to sell of the renewable energy credits ("RECs~) generated from 
the Expansion until the Company needs RECs to be compliant with RCW 80.80, 
the law that established the renewable portfolio standard in Washington. For the 
purposes of this Projection , PSE has conservatively valued REGs at 
approximately . per MWh in 2012. 

A stipulation of RCW 80.80 allows PSE to accumulate RECs at a 1.2 multiple if 
at least 15% of all labor hours accumulated during construction of a renewable 
project is compri sed of apprenticeship labor. PSE will employ apprentice labor 
during construction to meet this stipulation. As the 1.2 multiple is a product of 
Washington State law only, it is unlikely that PSE will be able to sel l the 
additional 20% of REGs in the Northwest voluntary market. However, the 
additional 20% of RECs from the Project will enable PSE to sell 20% more 
RECs from its existing wind projects such as Hopkins Ridge, Wild Horse and 
Klondike III. As a result, the Projection reflects the incremental estimated 
revenue from REC sales including the 1.2 multiple for apprentice labor: 

This Projection models REC revenue as a negative variable expense and Is 
therefore passed straight through to the customer in the form of a lower annual 
revenue requirement . However, when RECs are sold, PSE places aU revenues 
from REGs into a deferred liability account on the balance sheet. An accounting 
petition for REGs remains outstanding and there is no date by which the WUTG 
must issue a determination, but an order is likely to be received in late April 
2010. Until the ruling is received, PSE will continue to defer the net proceeds. 

RF.IM CTF.D 
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EBITDA: 

Depreciation and 
Amortization: 

EBIT: 

Interest 
Expense: 

Pretax Income: 

Net Taxable 
Income: 

Income Taxes 
Paid: 

Deferred Income 
Taxes: 

Treasury Grant: 

Other Costs and Calculations: 

Earnings before interest, taxes, depreciation and amortization r EBITDA") are 
calculated as revenues less all operating expenses. 

The Projection models depreciable lives for book and tax purposes. For book 
depreciation , all assets except land are depreciated using the straight line 
method. All assets except transmission and O&M-related assets are 
depreciated over 25 years. Transmission assets are depreciated over 45 years. 
For tax purposes, all assets except land, AFUDC and transmission assets 
receive a 5-year Modified Accelerated Cost Recovery System ("MACRS") 
treatment. Transmission assets are depreciated using a 15 year MACRS rate 
and land and AFUDC costs are not depreciated from a tax perspective. In 
addition to the land and AFU DC adjustments to the tax depreciation basis, one 
half of the Treasury Grant is also removed from the tax depreciation basis. For 
the methodology behind this adjustment, please see Exhibit V. 

Earnings before interest and taxes are equal to EBITDA less Depreciation and 
Amortization. 

Interest Expense is calculated based on PSE's mid-year pro forma rate base 
multiplied by the assumed debt percentage in the capital structure. This method 
is consistent with conventions used by regulated utilities. The Projection 
assumes a rate of return of 8.10% and a debt percentage of 54.00% at a 
weighted pretax cost of 6.39%. These rates are based on the rate schedule 
published April 1, 2010 by the Washington Utilities and Transportation 
Commission. 

Pretax income is equal to EBIT less Interest Expense. 

Net Taxable Income is equal to Pretax Income plus book depreciation and 
amortization, less Tax Depreciation. 

Income Taxes paid are calculated as Net Taxable Income multiplied by the 
Federal corporate income tax rate of 35%. 

Deferred Income Taxes are calculated as the difference between book and tax 
depreciation expenses multiplied by the Federal corporate income tax rate of 
35%. 

As described in Exhibit K, PSE will apply for the Treasury Grant pursuant to 
reaching the COD of the Project because it is the most economical renewable 
incentive available to the Project. The Treasury Grant amount is 30% of el igible 
capita l investment spent to develop a renewable generating project. The 
Treasury Grant amount PSE will receive for the Project is calculated by 
multiplying the eligible capital expenditures as identified in the Financing Note 
section above, which is $695.7 million, by 30%. By that calculation ($695.7 
million· 0.30), the Treasury Grant for the Project will be about $209 million. 

Exhibit V explains the accounting methodology and procedures for passing the 
Treasury Grant monies to PSE ratepayers. In short, PSE expects to normalize 
this balance, passing the benefit back to customers over a 10 year period 
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Retained 
Earnings: 

consistent with Exhibit T 

When PSE receives the Treasury Grant, the Company will create a Regulated 
liability on the Balance Sheet. Each year, amortization of the Treasury Grant 
will offset the Project specific regulated revenue requirement , thereby passing 
the benefit of the Treasury Grant on to ratepayers in the form of lower rates. 
The regulated revenue identified in the Income Statement provided above is 
already offset by the 10-year straight-line amortization of the Treasury Grant. 
Since PSE invested the capital in the plant and needs reimbursement for that 
investment, the Company will also recognize the Treasury Grant in the Income 
Statement, net-of-tax via the same 10-year normalization methodology. The 
table below illustrates the annual amortization amounts for the partial operating 
year in 2012 and the first full year of operation as identified on the Income 
Statement. 

Treasu Grant 2012 2013 
Treasu Grant Basis $ 695,734,722 $ 695,734,722 

ITC Grant Rate 30% 30% 

Years Normalized 10 10 
Investment Tax Credit Grant Total 

Retained Earnings are calculated as the previous year's Retained Earnings 
balance plus Net Income, less Dividends Paid. The balance sheet contains no 
line items for cash or short-term debt, and the Projection assumes that any cash 
shortfalls or surpluses are financed with debt. This calculation flows into the 
Equity category below. 
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Property Plant 
and Equipment 
("PPE") 

Accumulated 
Depreciation: 

Prepaid 
Transmission 
Expense: 

Accumulated 
Amortization: 

Liabilities & 
Equity: 

Assets: 

For book purposes, the value of the plant reflects capitalization of all the Project 
capital costs. 

Accumulated Depreciation is the sum of the annual depreciation identified in the 
Income Statement and offsets the total PPE in the line above. 

As explained earlier, the prepaid transmission payments PSE makes to BPA are 
placed on the Balance Sheet as a regulatory asset because it is a prepaid 
expense that PSE anticipates will be reimbursed through rates. 

Accumulated Amortization refers to the annual amortization of the pOint-to-point 
transmission expense that PSE receives from customers, net of any 
transmission interest credits passed on to ratepayers. 

The Projection models financing activities for the Project based on the 
assumption that PSE has to issue new debt and equity to fund this specific 
Project. The Projection assumes perfect financing activities to accurately reflect 
the incremental regulated debt and equity cost to revenue requirements. 
However, PSE may in practice use a combination of current short and long-term 
debt and equity to fund the Project. 

Liabilities: 

Long Term Debt: Long term debt is based on a capital structure of 54.00% debt. Based on a total 
capital cost of $848 million, long term debt totals approximately $458 million. 

Debt Principle 
Paid : 

Accumulated 
Deferred Taxes: 

Common 
Shares: 

Retained 
Earnings: 

Consistent with regulated utility modeling methods, debt is repaid in a fashion 
that allows the Projection to maintain PSE's equity/debt split on the Balance 
Sheet throughout the life of the Project. This is accomplished by equating debt 
payment to the sum of depreciation, deferred tax, and working capital multiplied 
by the PSE debt percent. 

Debt Principle Paid is the cumulative principle paid on the Long-Term debt 
issued to finance the Project. 

Accumulated Deferred Taxes is calculated as the deferred tax balance from 
previous year plus/less the deferred tax balance from current year. 

Equity: 

Common Shares is the cumulative capital contributions from equity holders. 

Retained Earnings is the repayment of the initial equity invested in the Project. 
Calculations are described at the beginning of the Balance Sheet section. 
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Operating Cash 
Flow: 

Investment Cash 
Flow: 

Financing Cash 
Flow: 

2010-2012 
Construction 
Budget: 

Operating Cash Flow is calculated as the sum of After Tax Net Income and 
depreciation from the Income Statement plus the change from the previous year 
in deferred taxes and working capital balances from the Balance Sheet. The 
amortization of the BPA prepaid transmission expense is also included in the 
Operating Cash Flow as a non-cash expense. This is a transmission charge to 
customers that is credited back to PSE from BPA as a means of recovering the 
principal investment in the Prepaid Asset identified in the Balance Sheet. 

Investment Cash Flow is calcu lated as the capital expenditures net of any 
gain/loss on investments. This section only reflects the initial investment made 
to construct the Project. 

Cash from Financing is cash received from/paid to debt holders, and cash 
received from/paid to equity holders. Debt and equity is repaid in a fashion that 
allows the Projection to maintain PSE's capital structure ratio on the balance 
sheet throughout the life of the Project. This is accomplished by multiplying the 
weight of debt by the value equal to the total operating cash minus net income. 
All available Cash from Operations is distributed to equity holders net of the 
debt repayment. This cash distribution methodology results in the Projection 
showing negative cumulative retained earnings. 

Table 3 below display the projected cash outlays between 2010 - 2012 for the 
Construction Budget. Included in this budget are costs for WTGs, BOP work, 
PSE Project Management, PSE Phase I Development Activities, Overhead, 
Project Communications, Start-up items, Sales Tax, and Contingencies. 
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Table 3: 2010 - 2012 Construction Budget 
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DATE: Mnrch 17,20 10 

TO, 

FROM: 

Roger Garran "J1::' ~ 
~ Mullally. Paul WClherbet 

SUBJECT, Lower Snake River Wind Energy Project Cost Allocations 

Executive Summary 
r uge! Sound Energy entered inlo the Joint Development Agrc\!ment ("JDA") with an affiliate of RES 
America Developmen ts Inc. (" RES") in December 2008 and subsequent ly acquired all of RES' remaini ng 
interest in lite Lower Snake River Wind Energy Project (" LSRWEP") in Augus12009. Development fees 
paid as part o r \hcse two transactions will be capitalized and put into nl1es as the different Phases of thi s 
Project achieve commercial operation. However. the different alllicipalcd commercial operation dates 
nect!ssi late allocali ng certain costs 10 the d ifferent LSRWEP Phases. As part of the closing process for 
bOlh transactions. RES provided prici ng schedules and prospect ive capacities for the assets purchased. 
This information is the basis of the 58.72% (See Table 3) al localion of cerlain costs to Phase I oflhe 
LS RWE P. 

Wind Resource Areas and Pricing 
The Lower Snake Ri ver Wind Energy Projeci was originally presented to PSE as contain ing four distinct 
Wind Resource Areas ("WRAs") to be developed in the following o rder: Oliphant Ridge. TlIc.annon. 
Kuhl Ridge, and then Dutch Flats. Arter execution o f the JDA the location of the Centra l Ferry substation 
was solidified so the WRA development order. and consequently the corresponding values. changed 
s lig htly: Oliphant Ridge. Kuh l Ridge. Tucannon. and then Dutch FlaiS. The projected capacity of each 
WRA per RES is included in AIJpcmlh: I and summari zed in Table I below. 

Resource Area 
Oliphant Ridge 
Tucannon 
Kuhl Ridge 
Dutch Flats 
Total 

Tnble I - \VitA Cn pacity I)rojert ion 

Projected MWs 
200 
SOO 
300 
250 

1 ,250 

figure I graphically dcpicts the four orig inal LSRWE P WRAs as well as the existing Hopk ins Ridge. 
Marengo I. and Marengo 11 Projects . The map also overlays LSR WEP Phase lover Ihe Kuhl Ridge and 
Oliphant Ridge WRA s. 
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The basis price for each of the different WRAs included rea l estate leases and easements, meteorological 
masls and related equipment, interconnection and transmission contracts, studies, and pennits. The value 
of the d ifTerent WRAs was detennincd by an Area's developmen t progress, which was a function or the 
presumed development order of the overall Project. 1n December 2008, Olip hant Ridge and Tucannon 
were assumed to be c losest to the location of the SPA Central Ferry Substation and would therefore be 
tbe firs t Areas placed into service. Consequently, a good deal af limc, effort, and resources were spent 
securing land leases and progressing interconnection studi es for these WRAs. Thi s work was reflected in 
the sa le price of the JDA assets. After executi ng the IDA, BPA alillou nced its plans for the Centra l Ferry 
Substat ion , The an nounced location was c loser to the Kuhl Rjdge WRA than Tucannon, Thi s news 
prompled PSE and RES to focus developme.nt efforts on the WR.As, Oliphant Ridge and Kuhl Ridge, 
nea rest the point of interconnection, This incremental work of securing leases and interconnection righ ts 
was again reflected in the WRA pricing at the lime PSE purc hased RES ' remaining imerest in the 
LSR WEP. As per the contract agree ments with RES, attached in Appendix 2 and Appendix 3, purcbase 
price infomlation shown in Table 2 for the four WRAs are as fo llows: 

JOA Purchase 

Table 2 - WRA Purchase Price Summary 

IU;o"C1'EO 
V £M.<iJ( l'" 

2 
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Subsequent to PSE's purchase afRES ' remaining interest in the LSRWEP, the PSE Resource 
Development Team made the decision to subdi vide the WRAs and deve lop port ions of the WRAs in 
sequence. Phase I, as currently proposed and highli ghted in Figu re I above, consists of a northern sector 
in the Kuhl Ridge WRA and a southern sector in the Ol iphant Ridge WRA. The current Phase I design 
places 66 2.3MW turbines in the northern sector, or 15 1.8MWs of capacity, and 83 2.3MW turbines in 
the southern sector, or 190.9MWs of capacity, for a total of342.7MWs oftolal Phase I capacity. 

The allocation methodology calls for extracti ng these capacities and the accompanying values oul of each 
WRA and into Phase L Multiplying total Phase I MWs by the average selling price of these MWs leads to 
a total bas is of $ ,or _ %, of the total purchase price. Table 3 detai ls the a llocation 
methodology. 

"'f!!'!';l~ RU2'"",A'!r 
Olpha'" Ri:lge 
Olpha'" Ri:Ige 
KuhlRid',je 
Tucan...,., 
Tucan...,., 

Table 3 - Phase I Allocation 

Ph .. , ! MW. 

"'" ,., 
""' 

The current development plan calls for further Phases in 2015,2017, 20 19, and 202 1. The a llocation 
percentages for these Phases were determined in the same manner as Phase [ and are depicted in Table 4. 

Project Area 
Phase 1 
Phase 2 
Phase 3 
Phase 4 

Table 4 - LSRWEP Allocations 

Projected MWs 
342.7 
157.3 
167.0 
167.0 

3 
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Acres 
CountY(lcs) 

Town.s hirslll:tnt:!c~ 

Illdudl'd 

Targeted Gcncrltling 
Cilpadt~' (MW) 
Numberof LallLlowllcrs 
No. of Uns ell [\cculell 
No. of Anemometer 
A .r«menu. Executed 
Exhlil1 I !\h~t Masts 
OCCOIII missiollcd l\ lei 
M:u1:. 

Appendix 1 

SchC'dul(' I. I(a) 
Oc-scription uf Existing Prnjects 

EXI~t llll! Project." 
Oliphant Ridgt' i"UCllIIIIOII Kuhl ltidgc 

(J\'lap A (ro13" U ,Map C atlachcd 
allacheLl herelO) allached IiN'el1» herdo) 

32.7.10 41 ,960 39,92.0 
Gnrrield, COIU lIlbill "urriehl 
Columbia 

Til NIRJ8 - 39F. TlINIlUO · ... I E TI I N/R41E 
T12NfRJ8 - 39F Tl2NnU9 • ..t IE T I2NIIU9-·n~ 

TlJNIH4() - 4IE 
200 500 JOO 

2S .2 .2 
22 J I 16 
8' 5' 39' 

5 J J 
1 0 0 

Exhibit No. (RG- I3HC) 
Page 169 of 57 1 

Dutch Fhlt 
(Map l) laUllclu.'tl 

lIr-reWl 

10,075 
GlIrficid 

TI I !"lIH..I ! - UE 

250 

16 
0 
H 

1 
l' 

.. It S 0(8 €:lccuted .tIl(,lIIol1lcler"ilgncmcIIU .I re \\1111 lanci O\'"cr\ \\110 h.th als(1 U.('cu l('d uilld ClI l.'rg) 
~ro untl 1(,II~t'\ 

h 5 0 rS e"eeillcd all(,lIIolll('h'rll~rt('mcnls "1'1' Ili ll, l:,tllltH' " cr, \\ho 1, :11\' also ('.(e(' ul\'11 wint.ll'nrrg) 
ground Ica _~e~, 

r. 17 fir 39 U N ' " ted II nelllOlll c le, a greements III I' with I~llld o ll ncrs II Iw 11:.11' ( It Iso c~cc uled wind Cllcrg) 
g rl)lIlIlll(,MlI (' lI; III till e in stallce Ihc C ranlOn limier 1\1 1,1 lit!IllIrtllt' :.! .. cmulUch: r agrectncllb cntt'redln!o :1 
s- in glc uind (' lief!!) gro und I('" .'! (' , 

d I)ccomll"ss IO IlC~1 ruasts for I)u lc" Flallcpr ....... clI l IIInsU PI'C\' IC) IISly IIIshlltcli , uwned IIl1d d C('(lllIlIlI lIli lo nrd 
hy :t th trd-party 11 01 a rmlll tcd IIllh RES A mcrir:J Dc\-ciopnl<'ll.... RES A l11('ricas DCI l'lolJII1 ci, IS 
pun:hilscd dala from lhe th~rd pllrt)' ror Ihl'Se 2 mu)ts lIithili Ihe Oulch Fill! I~rojcc t nrl'a 3S ucll ll~ rrllln 
5 dL'Comllll) ,iotll'd met nllub loclllt:d ollbidc of lInJ south uf Ihe Dutch Flul PloJa:clart-a , 

JIlA Schedule 1.1 (a) 
Page I 

169 of 571 LOWER SNAKE RIVER WIND PROJECT, PHASE J MAY 5, 20 10 



Lower Snake River 
Purchase Price Allocation 

Real Property: 
Leases 
Easements 

Tangible Personal Property: 
Interconnection Studies, Other Studies 

Business Contracts: 
Various Interconnection. Transmission. 

Environmental & Site Agreements 

Reports & Data Under Wind Data License Agreement 

Project Permits 

Met Masts & Equipment 

Incidental Assets 

Total 

Oliphant 
Ridge 

Appendix 2 

Tueannon 

Schedule per section 7.2(b) of the JDA 

Kuhl 
Ridge 
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Washington voters approved Initiative-937 in November 2006 and effectively established 

a Renewable Portfolio Standard ("RPS") in Washington. The Energy Independence Act, 

RCW 19.825, codified the RPS and requires electric utilities with more than 25,000 

customers to use qualifying renewable energy, such as wind, solar, geothermal, tidal , 

landfill gas and biomass, to serve at least 15 percent of electric load by 2020, with 

benchmarks in 2012 and 2016 to demonstrate progress. Specifically, utilities must supply: 

• 3% of load from qualifying renewables by 2012; 

• 9% of load from qualifying renewables by 2016; and 

• 15% of load from qualifying renewables by 2020. 

Utilities that fail to reach these milestones would be subject to a $50/MWh penalty for 

each MWh the utility falls short of the targets. Recognizing that renewable generation may 

be more expensive than non-renewable alternatives at some point in the future, RCW 

19.825 allows utilities that would exceed a 4% revenue requirement increase over non

renewable alternatives to opt-out of the renewable compliance program. 

PSE is well positioned to meet the near term RPS target in 2012, but the Company must 

find additional renewable resources to meet the RPS targets in 2016 and 2020. The 

Lower Snake River Wind Project, Phase I (the uProjecf' or "Phase I") will enable PSE to 

progress towards meeting those targets. Figure 1 shows the contribution of PSE's 

existing and proposed near-term renewable resource additions toward meeting the state 

RPS requirements. Figure 1 includes resources from which Renewable Energy Credits 

("RECs") are currently being sold. 
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Figure 1. PSE Renewable Resource Contributions Toward Meeting PSE and RPS Targets 

II. Lower Snake River Development Plan Analysis 

The Company is planning to develop the Lower Snake River Wind Project r LSRWP") in 

phases as additional wind capacity is needed and economic. Therefore, a key decision 

during the development of each phase is to determine PSE's renewable resource need 

and how much wind capacity to build. The following sections describe the quantitative and 

qualitative methodologies conducted by PSE to support its decision to build 342.7 MW for 

Phase I at this time. 

A. Financial Analyses 

PSE used three quantitative modeling approaches to identify the maximum amount of 

wind capacity that can be built economically by December 31 , 2012, when current federal 

tax incentives expire. The table below presents a high·level overview of the modeling 

approaches employed. The following sections explain the analytic process and results for 

each modeling approach. 
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Table 1. Summary of Modeling Approaches 

Recommended Wind 
Modeling Approach Capacity Addition by Notes 

12/31 /2012 

1.2009 IRP 300 MW Assumptions made prior to 2008 financial meltdown 

Evaluates changes since the IRP, including: 
2. Discounted Cash 

600 MW • Treasury Grant 
Flow Model l • Lower turbine costs 

• Extension of WA State sales tax exemption 

Evaluates changes since the IRP, including: 
3. Re-run of IRP 600 MW • Treasury Grant 
Optimization 1 • Lower turb ine costs 

• Lower wind integration, BPA tariff 

4. 2010 RFP PSM III 
2010 RFP phase II evaluation: 

Optimization Model2 740 to 990 MW2 • Treasury Grant 
• Five rea l renewable resource proposals 

1. Presented to the EMC November 16'~, 2009 
2. PSM III opti'nization model ran five scenaros based on 2009 IRP metl'odology. In 4 out d 5 scenaros, PS'Ir1I11 selected 
740 to 990 MW equivaleot wind capacity, inclusive of the 1.2 REC multipi er. ln 1 outo! 5 scenaros, PSM III selected 130 MW 
equvalent wind capacity, inclusive 0/ the 1.2 REC multiplier. This LaN Growth scenario contaillS ~tal cost assumptions tha t 
!We 15% lower than LSR Phase I. 

1. First Modeling Approach : The 20091RP 

PSE's 2009 lRP was published July 2009 and calls for PSE to develop or acquire 300 MW 

of wind resources in the near term to take advantage of the production tax credits 

("PTCs"), which the American Recovery and Reinvestment Act ("ARRA") extended 

through December 31, 2012. Beyond the 2012 wind capacity additions, the IRP also 

identifies the need for a total of 700 MW of wind resources with additions in 2014, 2016, 

2018, and 2020. 

2. Market Place Changes After the 2009 IRP Encourage New Modeling of 
the Phase I Development Plan. 

The underlying assumptions for the 2009 IRP were finalized in late 2008, with the 

exception of the PTC assumptions that were updated after the ARRA passed in 2009. 

Three material changes have occurred since 2008 that affect the optimal acquisition 

timing for renewable resources: i) PSE determined that the Treasury Grant created by the 

ARRA usually provides more value to ratepayers than electing the PTC, ii) Washington 

state legislators extended the sales tax exemption on renewable generating assets, which 

at the time of the IRP was set to expire by June 30, 2009, and iii) wind turbine generator 

costs, the largest single cost component of a wind project, decreased .. 
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a) Treasury Department Guidance on Cash Grants Allowed by ARRA 

The 2009 IRP modeled renewable resource development based on the availability of the 

Production Tax Credit ePTC"). The PTC is a ten year tax credit that has been the primary 

federal incentive for wind development since 1992. PTCs are credited based on actual 

production and may only be claimed if the project owner has a tax appetite in the given 

year. The PTC can be carried back one year and carried forward 20 years should the 

taxpayer not have a current-year tax liability. Frequently, PTCs generated from PSE's 

existing owned wind projects exceed the Company's tax credit appetite. Since wind 

developers generally are unable to fully utilize PTCs from their projects, they often engage 

in tax-equity financings with partners who have the tax appetite for the PTCs. As PSE also 

faces these constraints, the 2009 IRP assumed tax-equity financing and structuring costs 

equal to about 14% of the gross benefit of the PTC. 

A provision in the ARRA enables owners of wind energy projects to elect a cash grant 

from the US Oepartment of the Treasury (the "Treasury Grant") in lieu of the PTC or an 

Investment Tax Credit ("ITC"). The Treasury Grant is equal to 30% of qualifying 

investment of a renewable project. To qualify for the Treasury Grant, construction of the 

project must begin before December 31, 2010, and the project must be placed in service 

no later than December 31,2012. Many owners of renewable energy prefer the Treasury 

Grant because it is not dependent on future power generation or a company's tax liability 

for the given year. PSE's analysis of the Treasury Grant shows that due to PSE's limited 

tax credit appetite, the Treasury Grant, under PSE's projected conditions of capacity 

factor and capital cost, is more beneficial than PTCs in lowering project cost. 

b) Washington State Renewable Generation Sales and Use Tax 
Exemption 

In Washington State, sales tax does not apply to the sale of equipment used to generate 

electricity from renewable technologies including: fuel cells , wind, sun, biomass energy, 

tidal or wave energy, geothermal, anaerobic digestion or landfill gas. The tax exemption 

applies to labor and services related to the installation of the equipment, as well as to the 

sale of equipment and machinery. Eligible systems are those with a generating capacity 

of at least 1 kilowatt (kW). 
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In May 2009, Washington passed SB 6170, effective July 1, 2009, which extends the 

sales and use tax exemption (Le. 100% exemption) to June 30, 2011 for systems 

generating electricity using the aforementioned renewable technologies. Purchasers of 

renewable technology may claim an exemption in the form of a remittance. From July 1, 

2011 to June 30 , 2013, the full sales tax exemption begins to sunset and renewable 

technology will receive an exemption of 75%. After June 30, 2013, the sales tax 

exemption expires. The extension of the sales tax exemption has the effect of favoring 

the early development or acquisition of renewable projects. This sales tax exemption was 

not incorporated into the 2009 IRP analyses and results . 

c) Wind Turbine Generator Pricing 

The global financial crisis of 2008 and 2009 had a stark impact on the wind development 

industry in the United States. Prior to the economic downturn, turbine prices increased 

rapidly and wind turbine manufacturing capacity was constrained to the extent that lead 

times for turbine supply reached two years. Financing for wind development was readily 

available and multiple tax equity financiers provided the necessary tax appetite to claim 

the PTCs generated from the projects. With the credit freeze in late 2008, tax equity and 

capital financing was dramatically reduced, which meant numerous development projects 

were either cancelled or postponed until funding became available from the Treasury 

Grant. During the run-up prior to the crisis, wind turbine manufacturing capacity increased 

significantly. WTG manufacturers found themselves with increased manufacturing 

capacity and declining sales, leading to a decrease in wind turbine pricing. In fact, from 

the time PSE submitted a request for proposals for WTGs to the time PSE selected 

Siemens as the WTG manufacturer for Phase I, the average WTG price among the 

bidders fell 12%. These lower prices were also not known and thus not reflected in the 

20091RP. 

3. Second Modeling Approach: Discounted Cash Flow Analysis 

The second modeling approach PSE conducted was based on a simple discounted cash 

flow model ("DCF model"). The purpose of this analysis was to identify the maximum 

amount of wind PSE could build economically by December 31,2012 to take advantage of 

available tax incentives, while minimizing the revenue requirement associated with 

building 1,000 MW of wind necessary for PSE to meet WaShington's RPS in 2020 and 
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1,250 MW by 2022. To do this , PSE modeled a series of nine different wind capacity build 

schedules and used the Phase I all·in capital cost as a proxy for the cost of building all 

future wind. The capital cost was escalated for capacity additions beyond 2012. Two other 

cost components included in the DGF model were the Treasury Grant benefit captured 

before it expires December 31 , 2012 and the REGs sales benefit during the years prior to 

2016. This simple cash flow model did not include the plan·specific O&M or the revenues 

from power sales. If netted , these costs and benefits would likely favor the addition of 

more wind earlier. 

The following table presents the different wind capacity build schedules used for the DCF 

model. Many of the build schedules accelerate the wind capacity additions to take 

advantage of the tax incentives and lower turbine pricing in the near term, and then echo 

the wind acquisition plan of the 20091RP in years 2018 and 2020. 

Wind farms frequently reach commercial operation in the fourth quarter of a given year 

after a full year's worth of construction. However, PSE's models assume that resource 

additions start at the beginning of the year. Therefore, wind capacity additions that 

achieve commercial operation at the end of the year are represented as being placed in 

service January 1st of the following year. In the table below, for example, the wind build 

schedule titled ·Phase 400 MW development - then IRP" shows wind capacity additions 

of 200 MW in the DGF model occurring in 2012 and 2013. This means that wind capacity 

additions actually come on·line in the fourth quarter of 2011 and 2012. 

Table 2. Wind Capacity Build Schedule for OCF Model 

Annual MW Development 
2011 2012 2013 ~ 2015 2016 ~ 2018 2019 

LSR 7-28.09 De-.elopment Plan - 0 1 250 -'"""2sOL 0 0 250 0 0 0 
Accelerated 500 Oe-.elopment, then IRP o 500J 0 0 0 100 0 200 0 

2020 
250 
200 

IRP- DeYelopment Plan 0 300 0 100--0 - 2OQ--0--200r--O- 200 

Phase 400- MW De...elopment -then IRP 0 ;00 2001 0 0 200 0 200 L O 200 
Phase 500 in 2 yrs - then IRP 0 250 250 0 0 100 0 200 0 200 
Phase 600 MW De-.elopment - then IRP 0 300 300~O 0 0 0 200 0 200 
Phase 800 MW De-.elopment - then I ~W oC 400 

:::::1 
0 0 0 0 --0 0 206 

Phase 1000 MW Oe-.elopment - then IRP 0 500 0 0 0 o 0 0 0 
Phase 1200 MW Dew lopment -then IRP 0 600 600 0 0 0 --0--0 0 0 
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After modeling the cash flows described above, PSE compared the Net Present Value 

("NPV") revenue requirement from each of the nine wind build schedules. The table below 

presents the analytic conclusions from the OCF model and was presented to the Energy 

Management Committee on November 16, 2009: 

Table 3. DCF Model Results 

NPV Revenue lowest Cost Wind Build Rank, Lowest 

This table presents each of the wind capacity build schedules and the tota l NPV revenue 

requirement associated with each schedule, presented in thousand of dollars. The column 

to the right of the total NPV revenue requirement is the incremental revenue requirement 

from the wind capacity build schedule that has the lowest NPV revenue requirement. The 

last column ranks the different wind schedules from lowest to highest. Plan 6, "Phase 600 

MW Development - then IRP" has the lowest NPV revenue requirement and is then 

closely followed by Plan 7, "Phase 800 MW Development - then IRP." 

The results of the DCF model highlight two key points: 1) building wind early in advance of 

PSE's RPS need to capture the available economic benefits, outweighs the opportunity 

costs of letting those economic benefits lapse, and 2) the most economic wind capacity 

build schedule adds a total 600 MW of wind to PSE's resource portfolio by the end of the 

year 2011 and 2012. 

4. Third Modeling Approach: Re-run of the 2009 IRP 

To further refine the lowest cost development schedule of the LSRWP, the IRP models 

were re-run with updated WTG capital cost assumptions and available tax incentives. For 

this third modeling approach, PSE used the PSM II model, a financial and risk model, to 

re-run the 2009 IRP. For this analysis, two IRP scenarios were used - 2009 Trends and 
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Business As Usual rBAU~). The 2009 Trends was the IRP base case scenario used to 

identify the recommended 20 year resource strategy for PSE. 

The 2009 Trends originally used the following assumptions: PTCs available through 2012, 

low load growth, low gas prices, low resource costs, and a CO2 charge for carbon 

emissions. The BAU scenario used the same PTC, load and resource costs assumptions 

as 2009 Trends, but it assumed there is no CO2 charge for carbon emissions and gas 

prices remain lower than the 2009 Trends for the near and long term. BAU was used in 

this third modeling approach because all other IRP scenarios assume higher gas prices 

and carbon tax rates, which tend to favor more renewable development as wind does not 

use gas to generate power and does not emit CO2• The BAU scenario is more likely to 

favor less wind as gas prices and CO2 costs are low. For this analysis, both 2009 Trends 

and BAU assumptions for the PTe were updated to use the Treasury Grant and low 

resource costs were updated to use the capital cost assumptions to build Phase I. 

A series of eight wind capacity build schedules totaling 1,000 MW by 2020 were placed 

through PSM II 2009 Trends and BAU to find the maximum amount of wind capacity that 

can be built economically while minimizing the total resource portfolio cost for the next 20 

years. The following table is the wind capacity builds for the eight schedules: 

Table 4. PSM II Wind Build Schedule 

Plan 

"0. Wind CapacityBl,.lild Schedule 2010 2011 2012 2013 2014 2015 2016 2<)11 2018 2019 2020 2021 
1 lSR 7-28-09 De~lopment Plan 0 0 250 250 0 0 250 0 0 0 250 0 
2 Accelerated 500 MW - then IRP 0 0 500 0 0 0 100 0 2f)Q 0 2f)Q 0 
3 2009 IRP Resource Plan 0 100 200 0 100 0 200 0 2f)Q 0 2f)Q 0 
4 Phase 400 MW - then IRP 0 0 200 2f)Q 0 0 2flO 0 2f)Q 0 2f)Q 0 
5 Phase 500 MW - then IRP 0 0 250 250 0 0 100 0 2f)Q 0 2flO 0 
6 Phase 600 MW - then IRP 0 0 300 300 0 0 0 0 2f)Q 0 2f)Q 0 
7 2009 Trends 0 100 200 0 0 0 100 0 0 0 600 0 
8 No Early Wind 0 0 0 0 0 0 400 0 0 0 600 0 

M - 8 

180 of 57 1 LOWER SNAKE RIV ER WIND PROJEer, PH ASE J MAY 5, 2010 

2022 
0 
0 
0 
0 
0 
0 
0 
0 



PSE Board of Directors 
May 5, 2010 

Exhibi t No. _ (RG-I3HC) 
Page 181 ofS71 

Exhibit M 
Development Plan Analysis 

Table 5 presents the results for both the 2009 Trends and the BAU IRP scenarios: 

Table 5. PSM II Build Schedule Ranking 

r==;:=====+==:::;: 

Table 5 identifies the NPV portfolio cost for each wind capacity build schedule in each 

scenario and ranks each schedule from lowest to highest cost in each scenario. Similar to 

the second modeling approach, both 2009 Trends and BAU IRP scenarios conclude that 

building 600 MW of wind by December 31,2012 minimizes portfolio cost. 

5. A Fourth Modeling Approach 

While not part of the initial analysis to define the best development plan for Phase I, the 

Comparative Analysis results provided in Appendix N essentially provide a fourth 

quantitative model to identify the amount of wind that would be cost effective in the 2012 

time period. PSE's Portfolio Screening Model III , used to conduct its Request for 

Proposals (RFP) Phase II analysis, indicates that it is cost effective to acquire even more 

renewable generation earlier than needed. This modeling approach differs from those 

above because the projects tested are real proposals from the 2010 RFP and are in 

various stages of development. The five future scenarios discussed in the Comparative 

Analysis show an optimal REC potential of 346,000 RECs to 2,954,000 RECs or 132 MW 

to 987 MW of equivalent wind assuming a standardized 30% capacity factor. 
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RECs from Wind 
Acquisition 
Equivalent MW Wind 
30% CF 

Trends 
2010 

2,283,884 

869 

BAU 

1,954,858 

744 

GW 

2,593,988 

987 
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LG 

346,265 

132 

Base 
Capital 

1,954,858 

744 

A high level summary of the assumptions for each scenario is contained in the following 

table. Load is PSE's retail demand and affects the level of REGs needed to meet the 

RPS standards. Gas prices are a primary driver of market price for power. The higher the 

power market price, the more wind witt be cost effective. The CO2 cost is also a driver of 

power prices. Capital cost is the assumed pricing of capital investment for new plants. 

The scenario of Low Gas with Base Capital Costs was run to check optimal portfolio under 

conditions of low demand and low power market prices, but assuming that capital costs 

for wind turbines do not drop further than current prices. 

Load Natural CO, Resource Capital 
RFP 2010 Growth Gas Prices Prices Costs 
Trend 2010 MED MED MED MED 
Green World (GW) LOW HIGH HIGH HIGH 
Business as Usual (BAU) MED MED LOW MED 
Low Growth (LG) LOW LOW LOW LOW 
LG + Trends 2010 Capital 
Cost LOW LOW LOW MED 

6, Quantitative Conclusion of Modeling Approaches 

Both the second and third modeling approach results show that the lowest cost wind 

resource portfolio are achieved by building a tota l of 600 MW of wind by December 31, 

2012. In other words, it is economically beneficial for PSE to accelerate wind resource 

additions and acquire more than indicated in the 2009 IRP due to lower wind turbine costs 
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and more favorable tax incentives, both of which came to light after the 2009 IRP 

assumptions were finalized. 

The 2010 RFP Phase II analysis indicates the optimal level of wind resource acquisitions 

ranges from 132 MW to 987 MW. In four out of five scenarios, this optimal level of REGs 

is at least 744 MW, which is greater than 600 MW found in the second and third modeling 

approach. A key reason why the optimal level is higher than 600 MW is because the five 

projects listed are the lowest cost of over 30 offers that were evaluated in the 2010 RFP. 

The forecast costs for these projects are lower than the generic costs assumed in the 

second and third modeling approaches. 

B. Qualitative Review: Limiting Factors 

Even though these analyses show it is cost effective to acquire more renewable 

generation than required to meet the RPS standard in the early years, various qualitative 

factors not reflected in the quantitative analysis suggest the Company should not at this 

time acquire the maximum cost-effective amount of renewable generation. 

The qualitative factors that drive PSE's decision to build less in Phase I are: i) the 

Treasury Grant deadline in 2010, ii) the completed permitting, iii) status of engineering 

work, iv) the uncertainty surrounding changes in tax and energy legislation and v) the 

anticipation that technology will improve over time for wind turbines and other renewable 

technologies. 

1. Treasury Grant Deadline 

After Congress passed the ARRA, the Department of Treasury released guidance on how 

renewable energy developers can qualify for the Treasury Grant. The guidance 

established a safe harbor provision whereby developers must begin construction on a 

project by 2010 and spend a 5% minimum of total eligible capital investment by 

December 31, 20101
. Milestone payments made on wind turbines prior to the developer 

taking title, do not, by themselves, count towards meeting the safe harbor provision. To 

ensure that PSE qualifies for the Treasury Grant, the Company wi ll not rely on wind 

turbine payments to meet the 5% requirement. Instead, PSE will ensure that other 

1 See Exhibit S. 
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qualifying investment is spent by December 31 , 2010. This has the effect of limiting 

Phase I capacity to be sure that PSE qualifies for the Treasury Grant. 

2. Permitting 

As of December 28, 2009, PSE has a non-appealable conditional use permit rCUp") to 

construct and operate a wind project in Garfield County. PSE submitted a CUP application 

in Columbia County on December 14, 2009 and expects a determination on the 

application in the second quarter 2010. Since PSE does not yet have a permit in 

Columbia County, PSE has limited its Phase I wind development and construction efforts 

to Garfield County. PSE's consultants believe that 149 Siemens 2.3 MW wind turbines will 

optimize the wind resource within Garfield County and still meet the Treasury Grant 

deadlines. 

3. Engineering 

Like permitting, PSE has focused development efforts on engineering only the earliest 

phases of LSRWP. As a result, engineering work such as wind turbine location and layout 

design, geotechnical investigation, turbine foundation design and road design has not 

been performed on Phases IV and V, which are located in Garfield County. The earliest 

PSE could complete the issue for construction ("IFC") drawings for these two phases is 

mid - 2011 . While it would still be possible to construct a project by year-end 2012, PSE 

would not fulfill the 2010 Treasury Grant 5% safe harbor provision for work completed in 

the Phase IV and V project area. Therefore, as Phase I is fully engineered, ready for 

construction and will meet the Treasury Grant safe harbor provision for 2010, Phase I 

capacity is limited to 342.7 MW. 

4. Uncertainty of Legislation 

The quantitative analyses above were run assuming that Federal renewable incentives 

and Washington State Sales Tax exemption will expire with the sunset of existing 

legislation. If these incentives were to be extended in their current form or at a reduced 

level, this would favor postponing a portion of renewable acquisition until it is needed to 

meet the Washington State Renewable Portfolio Standard (RPS). Future changes in the 

law related to renewable standards and federal incentives are difficult to predict. While 

the desire for renewable generation is likely to continue, future legislation may not 
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continue to fund tax incentives that stimulate construction of renewable resources. The 

impact of future legislation is equally difficult to integrate into a quantitative analysis. For 

example, if the percentage targets for renewable portfolio standards increase, then a more 

aggressive program to acquire renewable generation early would benefit PSE customers 

by buying lower priced turbines and capturing federal incentives . If the RPS standards 

decrease, then a more cautious renewable acquisition program would be the right choice. 

The proposed Phase I capacity of 342.7 MW and the 1.2 REG multiplier combine to 

provide about 411 out of the 600 MW calculated to be cost effective. 

5. Technological Development 

Technology development is another item to be considered in addition to the uncertainty 

surrounding RPS standard and incentive legislation . Through time, technology tends to 

improve the quality and efficiency of generation plants. While this is difficult to quantify, all 

other things being equal or held constant, one conclusion is that it would be better to 

diversify renewable investments through time. 

III. Conclusion 

Determining how much renewable generation should be acquired to both capture low cost 

and to hedge against unknown conditions in the future is based upon judgment. PSE's 

judgment is informed by its experience in wind development, its internal quantitative 

analysis, market intelligence gained from RFP offers, third party consultants ' views of 

future turbine pricing, and PSE's operating experience. Even though the quantitative 

analysis supports 600 MW, and the RFP analysis supports adding over 744 MW of 

renewable resources by December 2012, all work completed on Phase I, including the 

engineering, permitting , wind resource assessment work and selection of the Siemens 

SWT - 2.3 - 101 machine, indicate that the appropriate size of Phase I that PSE can 

construct given the project boundaries and federal tax incentive timeline is 342.7 MW. 
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[Exhibit Nl Comparative Analysis of Renewable Alternatives 

The 2009 Integrated Resource Plan ("IRP") and subsequent analyses, as explained in 

Exhibit M, describe PSE's near-term renewable resource need. As a regulated utility in 

Washington State, PSE must follow certain procedures to acquire resources to fill its 

need. Specifically, the Washington Administrative Code ("WAC") 480-107-001 states that 

a utility has the following three methods by which it may acquire resources: 1) through a 

competitive bidding process, which PSE refers to as the Request for Proposal ("RFP") 

process, 2) construction of additional resources by the utility and 3) through negotiating 

purchased power agreements rpPA,,)1. 

1. RENEWABLE DEVELOPMENT STRATEGY PROVED BENEFICIAL TO CUSTOMERS 

PSE initiated a strategy in 2007 to manage the cost of acquiring new renewable 

generation resources by taking positions in wind projects earlier in the development 

process, thereby reducing developer premiums and managing costs for customers. By 

entering the development chain early, PSE intended to realize significant capital cost 

savings through the remaining phases of development, procurement, construction and 

commissioning. 

PSE originally planned to bring the recommendation to construct and operate the Lower 

Snake River Wind Project, Phase I (the "Projecr or " LSR Phase I") to the Board of 

Directors in January 2010. However, PSE staff proposed and the EMC concurred on 

January 14 , 2010 that it would be prudent to postpone the January recommendation to the 

May 2010 Board of Directors meeting. This delay would give PSE time to compare 

Phase I against the renewable resource proposals received during the 2010 Request For 

Proposals ("2010 RFP"). 

Comparing Phase I with the other wind proposals received in response to the RFP shows 

that the Project is the lowest cost resource out of the 31 wind offers evaluated when 

execution risk is considered, and is the best positioned resource among the four most 

, WAC 480-107-001 states: "The rules in this chapter require utilities to solicit bids. rank project proposals. 
and identify any bidders that meet the minimum selection criteria. The rules in this chapter do not establish the 
sole procedures utilities must use to acquire new reSOlJrces. Utilities may construct electric resources, operate 
conservation programs, purchase power through negotiated contracts, or take other action to satisfy their 
public service obligations.~ 
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economic wind proposals to start construction and capture the federal tax incentives 

available to wind projects. This document describes the comparative analysis PSE 

conducted in the RFP process that supports these findings . 

2. 2010 RFP 

As established by WAC rule, PSE issued its 2010 RFP because the 2009 IRP identified 

that the Company has a need for generating resources as a result of expiring contracts, 

plant retirements and the Washington State voter·approved renewable portfolio standard. 

The 2010 RFP was issued to the public on January 12, 2010, with proposals due back on 

March 2, 2010. 

In response to the 2010 RFP , PSE received 33 unique renewable resource proposals 

from 29 respondents. Of the 33 unique proposals, some contained multiple contractual 

offers, such as power purchase agreement ( ~ppg) , asset ownership, and a combination 

of a PPA and partial ownership. Table 1 summarizes the number of proposals, offers, and 

total MW capacity of renewable resources PSE was offered in the RFP. 

Table 1. Response to PSE's 2010 RFP 

Renewable Resource Proposals Off .... MW 

Biomass 9 10 590 

Renewable Energy CredH:s 2 6 nfa 

Solar 1 1 10 

Wind 21 31 3,776 

Total 33 48 4,376 

For a list of all proposals submitted in the 2010 RFP, please see Table 12 on page N·29. 
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The renewable resource proposals are located across the Northwest region , including 

Washington, Oregon, Idaho, Montana and Canada. The following table identifies how 

many proposals are located in each state and province by generation type. 

Table 2. Response to PSE's 2010 RFP 

Proposals by 
Proposals by Location WA OR 10 MT BC type 

Biomass 5 3 0 1 0 9 

Renewable Energy Credits 0 0 2 0 0 2 

Solar 0 1 0 0 0 1 

Wind 9 3 0 8 1 21 

Total 14 7 2 9 1 33 

These tables do not include two wind projects that were not received in response to the 

formal RFP: PSE's Lower Snake River Wind Project Phase I ("LSR Phase r), and 

LSR Phase I was not included in the RFP evaluation because it is PSE's 

MW wind project under development by 

Oregon and projected to be online by 

sul)mitte'd a term sheet to PSE on March 30, 2010 and 

provided an FTP site with additional project data on April 8, 2010. As PSE has a public 

service obligation to review all proposals that it receives, PSE evaluated it as if it were 

submitted in the RFP. However, given the timing of _ submission, not all 

qualitative review and analysis, such as a third-party review of the wind resource, was 

completed. For comparative analysis purposes, both LSR Phase I 

included in the RFP documentation provided in this exhibit. 

A, 2010 RFP PROCESS 

Evaluation of the proposals is conducted in two phases. The goal of the two-phase 

approach is to identify the lowest reasonable cost, lowest risk projects that best fulfill the 

RFP evaluation criteria. As outlined in the RFP document, a favorable resource is one 

that: 

1) Is compatible with PSE's resource need; 

2) Minimizes cost; 
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During Phase I of the RFP, PSE screens each proposal for fatal flaws or high risks based 

on quantitative and qualitative attributes associated with each bid. PSE reviews all 

aspects of a proposal, including: price, development and construction status, commercia l 

terms, environmental impacts, permitting issues, real estate, technical considerations, 

operating characteristics, transmission and interconnection, community impacts and 

project·specific economic analysis. Phase I of the RFP is designed to screen out 

proposals with high costs, unacceptable risks, or feasibility constraints. At the end of the 

screening, PSE identifies a "Candidate Short List" of proposals by fuel source that survive 

the screening analysis and warrant further evaluation in Phase II of the RFP. 

In Phase II of the RFP, PSE performs a more extensive due diligence review of the 

"Candidate Short List" proposals. Due diligence activities include, but are not limited to, 

further inquiry via data requests to bidders and specific project site visits, if warranted. 

Quantitatively, PSE runs each project through PSM III, which is a linear program model 

designed to evaluate the "Candidate Short List" projects and identify the optimal portfolio 

of resources that minimized portfolio costs within economic scenarios that model a variety 

of future unknown situations. At the end of Phase II, PSE identifies a "Final Short List" of 

projects that provide the best combination of qualitative and quantitative attributes that 

together minimize risk and cost. Once a Final Short List is identified, PSE contacts the 

bidders and seeks to acquire the resources by reaching definitive agreements through 

negotiations and additional due diligence. Projects that have commercial promise despite 

a critical flaw are placed on a Continuing Investigation List. PSE reserves the right to 

pursue definitive agreements with projects on the Continuing Investigation List should the 

critical f1aw(s) be resolved and the project continues to align with PSE's needs and 

priorities. PSE does not pursue acquisition discussions with developers of projects that 

are not selected for either list. 
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The following process flow diagram describes the process in more detail: 

Phase 1-
Screening 
• Qualitative 
review of 
proposals 
• Static 

~Candidale~ 

short list 
selected 
May 2010 
• top proposals 
across 
technol~ies 

----I Evaluation 

Phase 11 -
Evalualion 
• In depth due 
diligence review of 
proposals 
• Portfolio 
optimization and 
risk analyses 

Figure 1. 2010 RFP Process 

Short list 
announced 
July 2010 

Negotiation and 
further due diligence 

As mentioned previously, PSE postponed the recommendation on LSR Phase I from 

January 2010 to the May 5, 2010 Board of Directors meeting so that PSE could compare 

Phase I with the renewable resource offers received in the 2010 RFP. The volume of 

renewable resource proposals received in the 2010 RFP and the short time frame by 

which most analyses had to be completed required PSE to mOdify the RFP timing and 

schedule identified in the process flow chart. Consequently, this comparative analysis 

required that PSE complete both RFP Phase I and Phase II activities for the renewable 

resources by April 16, 2010. 

The following sections explain in detail the quantitative and qualitative analyses PSE staff 

completed for renewable proposals during RFP Phases I and II. The RFP analyses 

conclude that LSR Phase I is the lowest reasonable cost, lowest risk renewable resource 

available to acquire for PSE's ratepayers. 
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PSE used its Portfolio Screening Model ("PSM n for the 2010 RFP Phase I renewable 

resources quantitative screening. PSM I is based on the 2009 IRP modeling methodology 

that identifies a 20·year projected portfolio of generating resources PSE needs to acquire 

to meet future load, capacity and REC requirements. PSM I forecasts an updated 2010 

portfolio cost based on the recommended generic resource acquisitions. The portfolio cost 

is based on a series of cost projections, including but not limited to capital cost of 

resources, gas prices, market price for power purchase and sales, market price for REC 

sales, transmission cost, operation and maintenance costs and available tax incentives. 

These cost projections represent PSE's forecast of what it would cost to acquire typical, or 

~generic", resources to meet the Company's resource need. PSM I simulates the impact 

on portfolio economics of replacing a ~generic" resource with a speCific proposal from the 

2010 RFP. 

PSM I calculates three metrics that PSE uses to determine economic viability of individual 

proposals: 

• Levelized Cost is calcu lated by taking the specific resource's net present value 

revenue requirement over the 20·year analytic period with end effects, divided by 

the net present value generation. The levelized cost is measured on a dollar per 

megawatt·hour rMWh") basis and represents what each MWh costs over the life 

of the project. 

• Portfolio Benefit is the difference in net present value portfOlio revenue 

requirement with a proposed project compared to the net present value portfolio 

revenue requirement of the generic portfolio strategy. A positive Portfolio Benefit 

means that the proposed project yields lower cost to the portfolio than a 

comparable ~generic" resource. A negative Portfolio Benefit indicates the proposed 

resource is more expensive than a generic resource. 

• Portfolio Benefit Ratio ("Benefit Ratio") is the Portfolio Benefit divided by the 

present value of the proposed project revenue requirement. The Portfolio Benefit 
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Ratio allows projects of different capacities to be evaluated by removing bias for 

size. In other words, a proposed resource with a large capacity will typically have a 

large impact on the Portfolio Benefit metric. Similarly, a proposed resource with a 

small capacity will typically have a small impact on Portfolio Benefit. By dividing 

the Portfolio Benefit by the proposed project's net preset value revenue 

requirement, the size impact of a particular project is mitigated. 

Each metric provides a slightly different perspective on the economic benefits associated 

with each proposal and all three metrics should be taken into account when comparing 

resources against each other. 

Tables 3 through 6 present the results of the 2010 RFP Phase I quantitative evaluation by 

resource type and are sorted in ascending order by the Portfolio Benefit Ratio. The quality 

of the data analyses below rests on the quality of the data PSE received in each proposal. 

In many cases, PSE had to rely on assumptions to provide a complete quantitative 

analysis. The accuracy of these costs, therefore, is dependent on both the quality and 

quantity of data provided by the bidders and the assumptions PSE had to make when 

bidders omitted data. PSE does not have a quantitative method by which it can reflect 

data accuracy and quality in its financial results. As almost all projects are in various 

stages of development, it is highly likely that these quantitative results will change and 

become less favorable over time. It is in a bidder's best interest to present their proposal 

in a favorable light in hopes of reaching commercial negotiation for their proposal. PSE 

has experienced numerous times through the RFP process and other transactions that 

initial pricing increased over the course of the negotiation and acquisition process. 
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Table 3. Quantitative 2010 RFP Phase I Results for Biomass Proposals 

State Type 

W A PPA 

Size (MW) 

I 
I 

I 
I 
I 
I 

I 
I 

NCF 

Analyzed 

II 
I I 
I I 
I I 
I I 
I I 
I [ 

I I 
I [ 

Benefit 
Ratio 

Portfolio 
Benefit 

Biomass proposals tended to evaluate favorably in PSE's quantitative models because 

these projects meet PSE's REC and capacity needs. However, the proposals PSE 

received in the 2010 RFP are in early stages of development and conta in significant 

development and fuel-source ri sk. Fuel-source risk is relevant because fuel sources must 

be secured through private party long-term contracts and fluctuate based on certa in 

volatile markets (wood products and diesel prices). Additional uncertainty exists because 

there is not yet a long-term market for biomass fuel , meaning PSE cannot reliably assume 

that the fuel source supply will be readily available through the life of a biomass project. 

Two proposals could not be evaluated quantitatively due to insufficient data provided in 

the proposals. 
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Table 4. Quantitative 2010 RFP Phase I Results for Wind Proposals 

N(' Benefit 
Portfolio 

Levelized 
State Type Size (MW) 

Analyzed Ratio 
Benefit 

S/MWh 
ISOOO) 

OR PPA 0.14 35,488 

WA Own 0.09 68,773 

The wind proposals listed above represent the full spectrum of development, construction 

and commercially operating projects. Of the 21 wind proposals received, only two are 

operating. Therefore, the uncertainty surrounding these quantitative results varies. In the 

cases data provided was so insufficient that PSE could 

not quantitatively analyze these projects. The not analyzed 

because it interconnects into the MISO balancing authority. LSR Phase I has one of the 

lowest price risks among the development renewable resource proposals, as PSE will 
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sign the Siemens Turbine Supply Agreement r TSN), the Siemens Service and 

Maintenance Agreement rSMN), the RES Development Balance of Plant Agreement 

("BOP") and the BPA Large Generator Interconnection Agreement ("LGIA") with in days 

after May 5, 2010, if the Board of Directors approve Phase I construction. 

Soon after PSE received the 2010 RFP proposals on March 2, 2010, the Company asked 

its wind resource consultant to perform a review of the development wind resource 

proposals that initially appeared most promising from a quantitative perspective. This 

third-party review of the proposed wind resources is an important part of the due diligence 

phase because the quality of wind resource reports provided with the wind proposals vary 

significantly. DNV-GEC's review of the proposals allowed PSE to evaluate all wind 

resources based on a common set of assumptions. DNV-GEC reviewed 12 wind 

proposals and recommended revised net capacity factors for each project2
. PSE used 

DNV-GEC's revised net capacity factors in the economic analysis of the wind projects 

evaluated. Also included in their report is an assessment of the: 

1) Quality of the wind resource data and the third-party wind resource analysis 
provided; 

2) Technology risk of the wind turbine selected for the project; 

3) Turbine suitability risk for the site; 

4) Proposed turbine layout on the project lands; 

5) Energy resource and assumptions made in the evaluation of the resource; and 

6) Uncertainty analysis that discusses the possible dispersion from the P50 net 
capacity factor, which is determined by the quality of the long-term wind reference 
identified for the project. 

2 DNV-GEC did not have a chance to evaluate_because~ake this available to 
PSE until after early April, 2010. PSE will have DNV-GEC review th~wind resource and 
provide a similar evaluation in May 2010. 
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Table 5. Quantitative 2010 RFP Phase I Results for Renewable Energy Credit Proposals 

Type 
Annual 

RECs 
NCF 

Analyzed 

Benefit 

Ratio 

Portfolio 
Benefit 

Le\letized 

S/MWh 

For the first time, PSE included a request for Renewable Energy Credit (~ REG") contracts 

in the Company's 2010 RFP. PSE received two REC proposals with a total of five offers. 

The _ offer is from a wind developer in Idaho that secured a counterparty to buy 

the power generated from the wind farm and is now seeking to sell the unbundled REGs. 

The _ offers come from a REG marketer that has a portfolio of existing and yet· 

to·be constructed renewable projects, includ ing the _ project. Typically, the 

longer the REC contract term, the higher the benefit to PSE as it will help fulfill PSE's REC 

need. 

REC contracts are limited in number because participation in the REC market is voluntary. 

As there is no national renewable portfolio standard rRPS~ ) and all state·level RPS's are 

different, the Pacific Northwest voluntary REC market is illiquid. Without a firm 

understanding of the commercial and credit terms proposed, PSE generally views REC 

contracts more risky than typical PPA contracts because in the event that the counterparty 

for the purchased power should default, the integrity of PSE's REC contract cou ld be 

impacted. 

Table 6. Quantitative 2010 RFP Phase I Results for Renewable the Solar Proposal 

Slate Type 
NCF 

Size (MW) 
Analyzed 

Benefit 

Ratio 
Benefit 

levelized 

S/MWh 

PSE only received one proposal for a solar project, indicating that the solar industry in the 

Pacific Northwest is in the early stages of development as well. This proposal for a. MW 

solar farm is considered a large facility for the Pacific Northwest region. Given the poor 
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economic performance of this project compared to the other renewable resources 

received, PSE did not select it for further evaluation in the 2010 RFP Phase II. 

2. Qualitative Evaluation 

RFP Phase I quantitative results are conditioned with an analysis of execution risk from a 

qualitative evaluation of the proposals. Of the 33 renewable resource proposals received 

in the 2010 RFP and the two projects analyzed outside the formal RFP process, only 

three projects are in commercial operation. Therefore, it is important to conduct due 

diligence reviews of each proposal to gain a more comprehensive understanding of 

executability risks and price risks. 

For the renewable resource due diligence conducted in 2010 RFP Phase I, PSE 

established weekly RFP Working Group meetings wherein each evaluation team gathered 

to discuss the qualitative fatal flaws, risks and strengths associated with each proposal. 

The RFP Working Group reviewed five to seven proposals each week. PSE required all 

evaluation teams to provide written memos documenting the strengths and weaknesses of 

each proposal, including the two projects evaluated outside the formal RFP process. PSE 

then took the key points from each evaluation team from each memo and aggregated 

them into one larger summary document, wh ich is provided Exhibit N-1. This summary 

document was the basis upon which the evaluation teams shared their findings about a 

proposal's strengths, risks and potential fatal flaws. Based on the comprehensive reviews 

of each proposal, the RFP Working Group made weekly recommendations to either 

continue to evaluate proposals further in RFP Phase II or stop due diligence on a proposal 

due to fatal flaws, high risks or unfavorable economics. Examples of such flaws induded: 

1) Unacceptable or unfavorable commercial terms; 

2) Lack of transmission or interconnection; 

3) Incomplete or inaccurate wind resource data; 

4) Unfavorable proposal price and quantitative analysis relative to other, more 
credible proposals; 

5) Turbine technology risk; and 

6) Unrealistic permitting and construction schedules creating unacceptable price risk. 
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3. 2010 RFP Phase I Selected Candidate Short List 

Of the 2010 RFP renewable resource offers and the two projects evaluated outside the 

2010 RFP, the RFP Working Group identified nine proposals to evaluate further in a RFP 

Phase II style analysis and review. Of those nine projects, seven are 2010 RFP proposals, 

one is the unsolicited proposal and the last is the LSR Phase I. These 

nine projects represent the most attractive resources from both a qualitative and 

quantitative perspective from each resource type. The uCandidate Short List," provided 

below in Table 7, are listed in order of the Portfolio Benefit Ratio, with the exception of the 

two projects not formally bid into the 2010 RFP. 

Table 7. 2010 RFP Phase I Candidate Short List for Renewable Resources 

Phase j Se lected for Additional Doe Phase I: 

Portfolio Portfolio 
Technology Size P50 Annua l On-lIne Benefit Benefit ($ Co .. 

MW RECs Ratio $lMWh 

Wind 2012 0.09 68.8 

Wind 2012 0.14 35.5 

10163 2013 0.05 20.2 

10075 2012 0.05 18.6 

Exhibit M describes the analyses conducted to find the cost·effective amount of renewable 

resources PSE should acquire to meet its 2016 need for the Washington State RPS. The 

following table identifies PSE's REC need for 2016 and the cost-effective amount PSE 

could acquire as defined in the Development Plan Analysis. 
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Table 8. PSE's 2016 REC Need 

To Qualify for WA RPS 
in 2016 # of RECs 

PSE's Total Need 2,115,800 
PSE's Existing Supply 1.427,200 
PSE's 2016 REC 
Deficiency 688,600 
Cost-effective 2016 346,300 
REC deficiency as to 
identified in Exhibit X 2,283,900 
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PSE represents its renewable need in RECs to compare unlike resources similarly. It is 

difficult to compare a wind project to a biomass project based on plant capacity alone 

because REC generation is dependent on each project's capacity factor. As biomass 

plants tend to have a larger net capacity factor than wind, a biomass plant capacity can be 

smaller to produce the same amount of RECs as a larger capacity wind farm. A REC 

contract like is different from both wind and biomass proposals in 

that PSE only receives REGs, whereas biomass and wind projects produce both 

generation and RECs. Thus. RECs are the common factor across all renewable 

resources. 

Results from the 2010 RFP Phase I due diligence and analysis vary. The 

_ REC proposal evaluates the most favorably from a portfolio benefit ratio 

perspective because the REC contract helps PSE progress toward meeting its REC need 

while offsetting the cost of a generic wind farm. These results show that_ adds 

value to the portfolio for minimal cost. Hence, the portfolio benefit ratio is high. The model 

does not calculate a levelized cost for the REC proposal because the metric is dependent 

upon project generation, which this proposal does not provide. PSE selected the_ 

20-year contract option for further review in 2010 RFP Phase" because the amount of 

annual RECs generated is small compared to the other eight projects and PSE wanted to 

see how the proposal performed when included in a portfolio optimization model. 

The biomass proposals selected for a 2010 RFP Phase" analysis evaluated more 

favorably than the other biomass proposals received. While all nine biomass proposals 

PSE received are high risk from commercial, fuel and permitting standpoints, PSE 

believes these three projects are the best-positioned to resolve those risks. These three 

biomass proposals compared quantitatively well to wind proposals from a portfolio benefit 
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ratio perspective as they help fill PSE's REC and capacity needs. Levelized cost of two of 

the three proposals is higher than wind because biomass capital cost is higher than wind 

and biomass variable generation cost is dependent on fuel input prices, whereas wind has 

no fuel cost. As described previously, all of these projects are in the early stages of 

development and warrant further evaluation of commercial terms, fuel source, fuel cost, 

permitting efforts and the like. 

The wind proposals on the 2010 RFP Phase I candidate short list were selected because 

they were the top wind proposals when both quantitative and qualitative due diligence was 

combined. All wind proposals located in Montana were eliminated despite their favorable 

net capacity factors because Montana projects require two transmission wheels to move 

the electricity from Montana to PSE's territory. This cost proved prohibitive in all cases 

Other projects were eliminated from further review due to unacceptable commercial terms, 

technology risk, wind resource risk and pricing. All wind proposals identified for further 

review are from strong counter parties that have a proven track record of developing wind 

projects and provide the lowest reasonable cost among the wind proposals. However, as 

further explored in the 2010 RFP Phase II, three of the four wind projects are at risk of 

meeting the Treasury Grant guidelines due to various development risks. LSR Phase I is 

the only project of the wind and biomass proposals that is ready for construction. 

B. 2010 RFP Phase It 

In the 2010 RFP Phase II process for renewable resources, PSE performed additional 

quantitative and qualitative review of the "Candidate Short Lisr proposals. Due diligence 

activities included further inquiry via data requests to bidders and additional modeling with 

PSE's portfolio optimization model. The following discussion describes the 2010 RFP 

Phase II review in more detail and why PSE believes that at this time LSR Phase I is the 

lowest reasonable cost, lowest risk project to acquire. 

1. Quantitative Evaluation 

For the RFP Phase II evaluation, PSE used PSM III, which is a mixed integer linear 

optimization model based on the PSM I revenue requirement model used in 2010 RFP 

Phase I. The objective function of PSM III is to minimize portfolio revenue requirement 

while meeting the Company's annual capacity need and annual requirements for RECs 
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under Washington's RPS. One key difference in PSM III is that it finds the optimal 

combination of the nine resources evaluated in RFP Phase II that minimize portfolio cost, 

whereas PSM I only evaluates the portfolio cost impact of a single resource at a time. 

Another key difference is that unlike PSM I, PSM III uses the AURORA model to simulate 

dispatch of resources. The AURORA model runs 250 simulations that are created with 

econometric equations and statistical analysis to simulate variations in load, electric 

prices, natural gas prices, carbon costs, hydro generation, and wind generation. The 

AURORA model quantifies the simulated variable generation cost for all types of 

resources and also forecasts market prices for power. The expected cost of this 

generation and market prices are used in the PSM III model. 

The purpose of the quantitative evaluation in the 2010 RFP Phase II is to find the lowest 

cost mix of resources to meet the future needs of customers. Similar to the 2009 IRP, it is 

important to evaluate resource cost performance across different costs and risks 

associated with a multitude of possible futures , resource combinations and the timing of 

resource additions. For the purposes of the 2010 RFP Phase II analyses, PSE used the 

following four scenarios identified from the 2009 IRP to simulate these uncertainties: 

Trends 2010, Business as Usual rSAU"), Green World rGW"), low Growth rlG"), plus 

low Growth with Trends 2010 capital costs. Table 9 identifies the changing assumptions 

across each scenario modeled. 

Table 9. 2010 RFP Phase II Scenario Assumptions 

Load Natural Resource Capital 

RFP 2010 Growth Gas Prices COz Prices Costs 

Trend 2010 MEO I MEO MEO MEO 
Business as Usual (BAU) MEO MEO I LOW MED 
Green World (GW) LOW 1 HIGH HIGH HIGH 

Low Growth (LG) LOW LOW LOW LOW 

LG + Trends 2010 Capital Cost LOW LOW LOW I MED 

The last scenario, lG + Trends 2010 Capital, was added for this RFP Phase II analysis 

because the generic low capital cost assumptions used in the lG scenario are about 15% 

lower than the LSR Phase I capital costs. While it is possible that the total cost to build a 

wind farm could fall 15% in the future , PSE believes this to be unlikely for three reasons: 

1) lSR Phase I already captures low wind turbine and BOP costs, 2) commodity prices 

are beginning to rise again as the global economy recovers from the world~wide economic 
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recession of 2008 and 2009, and 3) federal tax incentives available through 2012 and 

state RPS requirements will keep wind development demand at a higher level than had 

these two legislative initiatives not been available. 

The results of the RFP Phase II analysis are provided in the following table. An "X" 

indicates a resource was selected for the optimal scenario. 

Table 10. 2010 RFP Phase II PSM III Results 

Scenario Optimizations 

Proposed Project Trends 2010 BAU GW LG 

The results illustrate that in four of the five scenarios analyzed, the PSM III optimization 

model selects wind and biomass resources that provide more REGs than the 2016 stated 

need of 688,600 RECs. An intriguing result is while the _ REC proposal evaluated 

highly in the 2010 RFP Phase I analysis, it is only selected in the optimization model once 

in five scenarios. This is understandable as the other biomass and wind resources 

selected supply REGs, capacity and generation that can either be sold at market prices or 

offset market purchases of energy. Since PSM III selects more renewable resources to 

acquire than is necessary for the 2016 need, the REC contract only adds additional cost 

to the portfolio. The REG proposal does not provide a sufficient amount of REGs to offset 

the need to acquire another resource. 
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The quantitative results indicate that it would be economically favorable for PSE to acquire 

LSR Phase I, and selecting them in a minimum of four of 

the five scenarios. Although the models suggest that a significant amount of renewable 

resources should be secured before the stated PSE 2016 REC need, neither the PSM I 

nor PSM III models can distinguish between one project that is ready for construction and 

another that may not begin construction in time to qualify for the Treasury Grant. Because 

the quantitative results omit critical information about the proposals, PSE must use 

managerial experience and conduct due diligence to gain a more accurate perspective on 

project executabi lity and associated risks with each proposed project. 

In the 2010 RFP Phase II , PSE submitted clarifying data requests to the bidders of the 

seven3 external projects. In many cases, PSE needed more information about proposal 

development status, pricing and terms, permitting progress, interconnection schedule, real 

estate and lease agreements, the wind resource data, and fuel supply agreements, 

among several other factors. 

From these data requests, PSE compiled a development progress table to identify a 

project's outstanding development activities and the risk of meeting such project's 

proposed commercial operation date. This table is provided in Figure 2, located at the end 

of the document. This assessment is always a critical element of any RFP evaluation 

because proposed pricing is, generally, dependent upon meeting the project development 

and construction schedule. The schedule is even more critical in this RFP because all of 

these developers intend to rely upon the Treasury Grand for project financing, and the 

evaluated economics were calculated on that basis . However, to qualify for the Treasury 

Grant, a project must start construction by December 31, 2010 and must be placed in 

service by December 31 , 2012. See Exhibit S for further details of these requirements. 

3 In the RFP Phase I analysis, PSE believed that projects located in Oregon could not qualify for the 1.2 REC 
multiplier. As a result, the quantitative modeling of the~proposal did not contain the 1.2 REC multiplier 
benefit. ~ was not selected for the RFP Phase II analysis because other wind 
economical. However, when PSE submitted dala requests to _ oonceming 

proposal. _ communicated that projects in Oregon can qualify for the WA 1.2 REC ~~:': :~'\i.e't;':~;::~~ 
if sufficient apprenticeship labor is used and _ was planning on meeting this requirement. 
this assumption made the~proposal more quantitatively favorable than the initial RFP Phase I screening 
indicated and as a result, PSE decided to bring this project forward to the RFP Phase II analysis. 
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Fai lure to achieve these milestones imposes significant risk that the offered price will 

increase and or that the development project will fail to materialize. The Wind 

Development Progress table illustrates that LSR Phase I is the only project among the five 

selected for further review that is ready for construction and wi ll have all the necessary 

contracts for construction signed (planned for mid·May 2010) in time to satisfy both 

milestones. 

Whereas appears to have the most favorable economics in the 2010 RFP 

Phase I and Phase II analyses, the developer has not yet received an unappealable 

permit to construct the project. Additionally, does not have a record of 

decision r ROD") signifying that BPA has completed its environmental review required 

under the National Environmental Policy Act ("NEPA"). Given that BPA will not finalize its 

ROD until permitting is complete, it is unlikely that the ROD will be issued before the end 

of the year. Further, given that BPA wi ll not execute its LGIA until the ROD is finalized, it 

seems highly unlikely meet the Treasury Grant 5% safe harbor 

provision for start of construction by the end of 201 O. As PSE currentl y understands, there 

is also risk that the developer can place the project in service before the end of 2012, 

when renewable incentives are set to expire , as the construction of a new SPA 

interconnecting substation could take as long as 24 months. As the pricing proposed for 

assumes meeting the guidelines to receive the Treasury Grant, there is 

risk that the proposed price will increase. The potential size of a price increase remains 

unknown as it depends on whether_will be able to claim PTCs should _ 

_ reach commercial operation by December 31 , 2012 or miss all tax incentive 

deadtines completely. 

The price proposed in is also at risk due to the proposed timeline of 

meeting the Treasury Grant. Although also appears to be a favorable 

economic contender, _ must complete substantial development work before PSE 

would enter into definitive agreements. PSE's RFP Working Group identified that five of 

the six project land leases do not extend for the 25·year operating life of the wind farm 

and have no provisions for extension. PSE would not assume construction risk until those 

leases are renegotiated with the land owners and signed. Additionally, DNV·GEC 

identified that the wind turbines are spaced too closely together and therefore the layout 

needs to be revised with the possible removal of six to eight wind turbines. A turbine 
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suitability report has not been conducted for this site and the most recent copy of the wind 

resource report , dating from October 2008, was completed for a different layout. Given the 

current proposed wind turbine layout, _ would be required to resubmit the 

interconnection request it submitted to PSE·Transmission because the current project 

capacity is different than the project capacity _ submitted originally. Finally, _ 

communicated to PSE that in order to meet the Treasury Grant 5% safe harbor provision, 

it would need to have all definitive agreements completed by July 31 , 2010. This 

commercial negotiation timeline would be extremely difficult for PSE to meet, given the 

remaining development work that needs to be completed before construction. All these 

challenges suggest that there is risk that project economics will decline as PSE would 

have to elect to receive the lower·value PTCs instead of the Treasury Grant. 

is also further behind in the development process than LSR Phase I. 

the more economical project of the two proposed by_ but it 

has a few key development items that need to be completed before it can start 

construction. SPA must complete the NEPA review and facilities study, which could take 

a year, before BPA can construct the substation needed for project interconnection. 

Substation design and construction can take up to two years. Therefore, there is 

significant risk that wi ll not make its proposed commercial operation 

date. Additionally, also does not have an unappealable permit. 

_ has to resubmit the original Final Environmental Impact Study r FEIS") submitted 

for Phase I and Phase II of the projects because there is a golden eagle 

nest nearby the project boundaries. This FEIS has to be approved before a permit 

application can be filed, Finally,_ proposal that it 

had submitted a request for firm transmission rights on SPA's system. However, during 

PSE's initial due diligence review, PSE staff cou ld not locate the BPA queue number that 

is assigned to each transmission request. The day after PSE asked_ to send PSE 

the specific queue number,_ submilted its formal request to SPA. This is a good 

example of how submitted proposals sometimes reflect the project development status in 

a more favorable light than reality. Therefore, transmission rights have not been secured 

and, at best, firm transmission rights will not be available until SPA's West of McNary 

project is completed, which is estimated to occur early 2013. 
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• is farther along in the development process than It has 

interconnection secured with PacifiCorp and an unappealable permit in hand . • 

requires PacificCorp and SPA transmission wheels but there is no indication that 

transmission service requests have been submitted . Thus, it is unknown if transmission 

ri ghts can be secured. Furthermore, future PPA costs are uncertain as PacifiCorp does 

not have a published wind integration rate or an established methodology for ca lculating a 

rate. ~is farther along than in the 

wind development process and may be better positioned to meet the Treasury Grant 

provisions than these three projects should construction begin in 2010. However,. is 

the least economically favorable of the five projects in the 2010 RFP Phase II analysis. 

3. 2010 RFP Seleclion of Renewable Resources 

Typically. upon completion of a RFP Phase II process. the resource evaluation team 

recommends a Final Short List and a Continuing Investigation List. Projects that are 

placed on the Final Short List are identified as the most favorable resources from a 

comprehensive perspective, taking all qualitative due diligence and quantitative results 

into account. PSE contacts the bidders to begin discussions concerning project 

acquisition feasibility. Projects placed on a Continuing Investigation List are typically 

projects that PSE would have placed on a Final Short List, if it were not for a fatal flaw that 

could not be resolved through the Phase II process. Finally. some projects selected for the 

RFP Phase II review are not selected for resource acquisition as other projects as 

proposed appear more favorable and fill PSE's need for resources. 

The recommendations PSE made for the 2010 RFP renewable resources did not result in 

the typical Final Short List and Continuing Investigation List discussed above. Instead, the 

resource evaluation team decided that further evaluation was warranted for many of the 

resources submitted in the 2010 RFP as well as the unsolicited proposal 

before it could recommend placing these projects on a Final Short List or a Continuing 

Investigation List. As a result, five resources remain on the Phase II Candidate Short List. 

The resource evaluation team has decided to stop further consideration of three of the 

nine 2010 RFP renewable resources in light of unfavorable commercial and pricing risks. 

Finally, PSE recommends that LSR Phase I be constructed as it is the best renewable 

resource among the alternatives when price and execution risk are considered. The 
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following table presents a h ig h~ level summary of each resource and identifies the 

resource evaluation team's recommendation at this time. The following write up describes 

PSE's recommendations in more detail and is supported by the attachments provided to 

this exhibit. 
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o The Renewable Resource Selected for Acquisition 

Exhibit No. (RG-13HC) 
Page2110f571 

Exhibit N 
Comparative Analysis 

Of all the resources evaluated in or along side the 2010 RFP, the LSR Phase I is ranked 

number one because it is the lowest cost, lowest risk resource available to PSE. LSR 

Phase I is the only resource of the wind and biomass plants evaluated in the 2010 RFP 

Phase II that is ready to start construction. PSE has a finalized LGIA with SPA for 

interconnection of Phase I and has confirmed firm transmission rights for the Project. PSE 

has an unappealable permit for the Project and has obtained all the permits necessary for 

construction. All leases have been acquired and are valid for a period beyond the 25-year 

operating life of the Project. The site engineering is finalized, induding all the roads, 

collector systems, turbine foundations, turbine layout and substations. The wind resource 

study is complete and PSE has a site suitabi lity report from Siemens documenting the 

Siemens 2.3 MW WTG is a strong fit for the Project topography and wind resource. PSE 

has the Siemens TSA and SMA finalized. The BOP Agreement with RES is finalized for 

the construction of the Project and PSE is requiring that Siemens and RES employ at 

least 15% apprenticeship labor during project construction to qualify for the Washington 

1.2 REC multiplier. PSE will sign and execute the LGIA, TSA, SMA and BOP Agreement 

within days of May 5, 2010 should the Board of Directors approve LSR Phase I. 

If project economics are considered alone, LSR Phase I is the second most economic 

wind resource available to PSE at this time. However, given Phase I's readiness for 

construction and the final status of all necessary contracts, LSR Phase I has the least 

price risk among the nine proposals selected for further evaluation. Nevertheless, this 

project is not without risk, and Exhibit W provides a risk analysis of the project and the 

actions PSE has taken to mitigate those risks. 

o The Renewable Resources Selected for the Candidate Shortlist 

The resource evaluation team has kept the proposal, the 

_ REC proposal, and the three biomass projects on the Candidate Shortlist because 

it needs additional time to better understand each of these projects. 

is the second ranked renewable resource from a project risk perspective 

because the project PPA price is lowest of the wind PPA prices received during the 2010 

RFP process and evaluates as one of the most economic resources in both RFP Phase I 
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Exhibit N 
Comparative Analysis 

and Phase II analyses. However, as discussed earlier, there is considerable price risk 

associated with this proposal. _ 

1) Has yet to acquire an unappealable permit to construct the project; 

2) Does not have all the land leases in place to build the wind capacity proposed; 

3) Does not have a ROD or LGIA from BPA for project interconnection; 

4) Does not have all the permits needed for construction; and 

5) Most likely has not completed engineering work due to the uncertainty around land 
acquired for the project. 

Given that PSE received this proposal on March 30, 2010 and has not had time to 

conduct a similar level of due diligence review as was done on the RFP proposals, PSE 

kept_ on the Candidate Short list so that it take additional time to determine if this 

resource really does seem to be as economic as it appears. 

The resource evaluation team kept the REC proposal on the 

Candidate Short List because it needs additional time to study the conflicting economic 

analyses from the 2010 RFP Phase I and Phase II, and to better understand the 

commercial terms and risks associated with this project. As described earlier, when 

evaluated as a stand-alone resource, PSM I results ranked this project the highest from a 

portfolio benefit ratio perspective because the REC proposal helps PSE fill its need for 

RECs without adding the cost of building or contracting a wind resource. However, PSE's 

optimization model only chooses this project in one of the five scenarios because the 

model selects generating renewable resources to meet PSE's REC needs. This REC 

contract proposal is too small to offset the need to acquire larger facilities and thus is 

evaluated by the optimization model as a cost burden to the portfolio. PSE needs extra 

time to explore the credit worthiness of the counterparty and what security the 

counterparty would be willing to provide to protect PSE in case of a default. As a result. 

PSE intends to study this proposal further, assuming its developer extends the validity of 

its offer as expected. 

The resource evaluation team has kept ali three biomass proposals -~ 

- on the Candidate Short 

List because PSE wants to study these projects further. Two of the three biomass 
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proposals eval uated in PSM I more favorably than LSR Phase I on the basis of portfolio 

benefit ratio. Only evaluated favorably from a levelized cost 

perspective. However, in the optimization model, all three projects were only selected 

once or twice out of the five scenarios and none of them were selected in Trends 2010, 

the portfolio PSE believes to be most representative of the current environment. The wind 

projects contributed more to minimizing portfolio costs because wind has no variable fuel 

cost associated with generation. 

A more important reason to keep these projects on the Candidate Short List is that 

biomass plants count towards meeting PSE's capacity need as they can be run to meet 

peak winter load. Due to this important factor, PSE needs to evaluate these proposals 

along side the 2010 RFP natural gas proposals, which PSE will evaluate in May and June 

2010. Before PSE can make a decision to pursue acquisition of one or more biomass 

plants, PSE needs to determine if these biomass resources are also more economical 

than other combined cycle or peaking plants. Additionally, PSE needs to gain better 

understanding and comfort around the risks involved with biomass facilities as each 

proposal has fuel supply and I or fuel price risk. 

a The Renewable Resources Not Selected for Further Evaluation 

There are two key reasons for not keeping on 

the Candidate Short List. While these three projects were among the best of the wind 

resources PSE reviewed in the 2010 RFP Phase I, there are other renewable resource 

proposals on the Candidate Short List that currently evaluate more favorably from both 

qualitative and quantitative perspectives. Each project has price risk in being able to meet 

the Treasury Grant start of construction requirement by December 31, 2010 due to 

outstanding work that has to be completed before construction can begin. Drawing on 

experience, PSE believes would require a substantial effort by PSE staff to 

manage completion of remaining development work and negotiate definitive agreements. 

Experience also indicates that pricing typically increases during negotiations as further 

project development and information is refined and terms are negotiated. In order to 

achieve the best execution outcome, PSE believes it would be more prudent to focus its 

efforts on constructing LSR Phase 1 while continuing to evaluate the best of the other fi ve 

projects that remain on the Candidate Short List. 
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PSE concludes that LSR Phase I is the lowest reasonable cost and lowest risk renewable 

resource PSE can acquire today for the long term benefit of its customers. Of all the 

resources selected for a 2010 RFP Phase II review, LSR Phase I is the only project that is 

ready to start construction as of mid-May 2010 and should construction on LSR Phase I 

begin May 2010, the Project is the most likely renewable resource project that can meet 

the Treasury Grant safe harbor provision. Should a decision by the Board of Directors be 

postponed beyond May 5, 2010, however, LSR Phase I would contain some of the same 

price risks identified in the other resource proposals because a delay could negatively 

impact the negotiated commercial terms of the Turbine Supply Agreement ("TSA"), 

Service and Maintenance Agreement ("SMA"), and the Balance of Plant ("BOP") 

Agreement. PSE , therefore, recommends that the Board of Directors approve the 342.7 

MW LSR Phase I Project. 
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Table 12. Renewable Resources Evaluated During 2010 RFP 
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Exhibit 0 Wind Turbine Generator Selection and Due Diligence 

This exhibit summarizes the Lower Snake River Wind Project, Phase I r Phase I" or 

"Project") turbine selection and diligence process undertaken by PSE. The process 

involved the efforts of multiple PSE employees and external resources, spanned nine 

months, and ultimately resulted in PSE Energy Management Committee approval to 

negotiate exclusively with Siemens on the purchase of SWT-2.3-101 MW Wind Turbine 

Generators for the first phase of the Project. 

A. Abbreviated Timeline of Events 

In the fourth quarter of 2008, PSE and RES America Developments Inc, ("RES 

Development") agreed to commercial terms that resulted in PSE 50% ownership in the 

LSRWP in Southeast Washington. Shortly after consummating the Joint Development 

Agreement ("JDA") between the two companies, PSE and RES Development began 

requesting supply proposals from wind turbine vendors for the first 250 - 500 MW of 

project capacity. Throughout 2009, pricing on turbines fell as national and international 

demand for this equipment declined. In July of 2009, PSE purchased RES Development's 

remaining 50% interest in the LSRWP and subsequently short-listed four of the initial 

seven turbine candidates to continue further technical and financial due diligence. Over 

the eight-week period that followed, the PSE turbine selection team ("PSE Team") 

reviewed the technical and commercial details of the various proposals, conducted 

additional due diligence on the vendors, equipment, and proposals, and then generated 

analysis in order to select a Wind Turbine Generator ("WTG") supplier for the Phase I. In 

early October, the PSE Team convened with management to discuss qualitative and 

quantitative considerations and to decide on a recommended turbine supplier to negotiate 

exclusively with in order to finalize a turbine supply agreement to propose to the PSE 

Board of Directors. Siemens was the recommended firm. Figure 1 graphically details this 

process. 
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Figure 1. Wind Turbine Generator Selection Timeline 

B. Wind Turbine Generator Vendors 

PSE and RES Development solicited bids from _ Siemens, 

These vendors submitted bids for seven turbine candidates: 

Table 1. Candidate Turbines 

* 

Initial bids were received in February 2009. Over the ensuing months PSE and RES 

Development sought to clarify terms and conditions. as well as inclusions and exclusions. 

from the different turbine proposals. Coinciding with this work, both parties also 

independently conducted ana lyses to select the top turbine candidates for a more 

thorough review and final analysis. 
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C. Screening Period 

During the screening period, analysis was undertaken to short-list a select number of 

turbine candidates. The purpose of the preliminary financial analysis was to determine 

which turbine candidates offered the lowest delivered cost of energy. The variables 

isolated for the purposes of this analysis were turbine price; balance of plant engineering, 

procurement, and construction costs; projected lifetime O&M expenses; and turbine 

output. Figure 2 details the methodology employed to screen the turbine candidates. 

--- . __ ... 
-

I Y<rOIIIil WT~ j i§iJ-Ll>U 
1-"';-'-1 _._-
-" WTG 

-,-
_s·~ 

-1l_· -';' 1/WtI 

Figure 2. Screening Analysis Inputs and Outputs 

Figure 3 presents the resu lts of the screening analysis. 

ROPOSALS 
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Figure 3. Screening Analysis Results 

Results of this initial screening suggested both _ turbine candidates, the Siemens 

SWT-2.3-101, and the were financially plausible wind turbine generator 

alternatives for Phase I relative to the other turbine options. 
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The final selection period process consisted of a thorough technical and financial review. 

The final review process spanned two months and is summarized in Figure 4. 

Aug 12 Aug 14 Aug 20 Aug 31 Sept 2 Oct 9 Oct 12 

WTGVendor PS~ Review Te<::mical Te<::hnjcal COmmercial Conmercial EMC Appr0lle5 
Short Ust Team Formed Evaluation Eva .... ation Evaluation Evalua t ion Exclusive 

Formahed ""~ End; Begins "". Negotiat ions 

Figure 4. Final Selection Period Timeline 

The analysis team was comprised of PSE employees across the organization and 

supported by external resources. The internal PSE team and outside resources are 

detailed in Figure 5. 

Resource Acquisition 
Michael Mullally 

ProjectJConstruction Management I I Asset Management 

""" ""- I I Sle~e St Clal, 

Project Development I I Asset Services 
Heather DotIan I I Ct-risWaWonI 

Resource Acquisition Operations 
IIddiIionDl RrIOI1>I:iol ~ ....... ~ 

DNV-GEC RES 
Energv Resource h>alyllis andTUrbirM! Dligence CoroilruClion 

Burns & McDonnell 
Engnemg and 0e8;gn 

Figure 5. Turbine Selection Team 

Members of this team contributed different areas of expertise throughout the selection 

process. These contributions included generation estimates, turbine layouts, construction 

feasibility and costs, interconnection operability, service capabilities, and other assistance 

with technical and financial matters. 
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In the final stage of technical due diligence, PSE compi led questions arising out of 

research and presentations occurring over the previous eight-month period. Each vendor 

was then given an opportunity to present a more detailed presentation of each turbine 

candidate followed by extensive in-person question-and-answer sessions. This iterative 

process allowed each member to formulate opinions on how well each turbine was able to 

meet the needs of PSE at Phase I. Some of the areas reviewed are highlighted in 

Table 2. 

Rotor diameter (m) 

Specific rating kW/m2 

Cut·out wmd speed (m/s) 

Rotor speed , , 

IEC class 

Average design wind speed 
Imls) 

Max 10-minute 

Max 3·sec gust (mls) 

Temperature range (C) 

POW6rcontrol 

Speed control 

Sound leveldBA 

Table 2. Sample of Technical Review Areas 

.-----! 

I I 
I I 

I I 
I I 

I I 
I I 
I I 

I I 
I I 

Siemens 

2.3 

101 

.29 

25 

6 - 16 

32 - 85 

IIB3 

80 

8.5 

42.5 

59.5 

-25 to 35' 

P~chIPE 

Variable 

108 

but additional detail on this configuration was 

~J The standard version of the SWT-2.3-101 is designed for a 55 mls gust; if a 60 mls gust is expected , then a 
special version of the turbine can be provided. 

141 Cold weather option 
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F. Technical Evaluation Results 

Following this formal technical evaluation process, the review team developed a rating 

methodology to access the merits of each turbine supplier's proposal. The objective of 

this exercise was to capture the issues or concerns that were relevant to the long-term 

success of the Project as a whole. These concerns were grouped into six broad criteria: 

Reliability Risk 

a) The potential for turbine or component failures within the 20-year design life 

b) The extent of component laboratory and field testing 

c) The status of turbine certification with a reputable firm 

Performance Risk 

a) The chance that the turbine won't meet its specified power curve or target 

availability 

b) The demonstrated performance in similar wind regimes 

c) The turbine's ability to meet interconnection requirements 

O&M Capabilities 

a) The manufacturer's ability to provide comprehensive service for 20 years 

b) The service organization's safety track-record 

c) Vendor control over major parts production 

SCADA System 

a) The functionality and utility of the supervisory control and data acquisition 

system 

b) Wind Project power output and ramp-rate control 

c) Wind Project voltagel VAR support capabilities 

Maintainability Risk 

a) The anticipated risks associated with maintaining the equipment 

b) Crane requirements for major component replacements 

c) Direct access to the hub from the nacelle 

Partnering 

a) The willingness of the manufacturer to work cooperatively with PSE during 

the service life 

b) Vendor efforts to continuously improve the customer value proposition 

c) Commitment to community relations 

0-6 
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Table 3 summarizes the turbine candidate technical scores from all reviewers and shows 

the team consensus weighting. The Siemens SWT-2.3-101 had the highest average 

rating. The reviewers were consistent in rating Siemens higher than its peers, meaning 

that based on the criteria , the review team considered the Siemens SWT-2.3-101 to be 

the best choice for the LSRWP, Phase I. Five out of six of the reviewers rated the_ 

~in second place. 

Table 3. PSE Team Technical Evaluation Results 

Ii 

Totals 100% 3.79 3.22 3.35 

In summary, when considering only the qualitative aspects of the turbine offerings the 

Siemens SWT -2.3-101 was considered superior relative to competitors. 

G. Financial Evaluation Process 

Immediately following the conclusion of the Technical Evaluation Process the turbine 

vendors were asked to update Phase I proposals to both refresh price as well as ensure 

bids were somewhat consistent for evaluative purposes. Each vendor was asked to 

provide information regarding material contract details such as: 

1. Contract price 

2. Payment terms 

3. Delivery schedule 

4. Liquidated damages 

5. Contract inclusions and exclusions 

6. Warranty term and coverage (minimum 2 years, with full coverage) 

REOACTf:1J 
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8. O&M term and coverage (minimum 5 years, with full coverage) 

Turbine vendor equipment expenditures were combined with other capital cost 

assumptions including those incurred or anticipated for development rights, project 

development, project substation(s), interconnection and transmission upgrades, balance 

of plant, construction management, overhead, taxes, contingencies, and carrying costs. 

Next, vendor operation cost assumptions were added to anticipated PSE operations and 

maintenance expenditures, transmission costs, insurance, land royalties, property taxes, 

depreciation, net capacity factor, federa l incentives, and REC sales to create a twenty-five 

year project proforma. Last, the project input assumptions were used to generate project 

revenue requirements, based on PSE's currently allowed rate of return, and ultimately a 

levelized cost. Each proposal was then comparable based on the cost of delivered 

energy. Figure 6 depicts this process. 

D . ... lop ... ' .. o.,oi., 0p0n,1., bo· .... Rorq.Ir_ .. ' c ... p .... 'n'.ll .. ri< 
c ....... <fio. c .... c ...... s..tIlI. 

I v . .... I ... WTG } I ,-. ...... (),I.). <>... } 

[ 
B., .. ~M,D .. "'J t 

aop " d .. " 
[ Odo ........ d .. COl" lK_ .. k 

l i'Sl""IoPOO':'"'' } l F.d.nl, .. I."MI •• , } I ~"." ... '-'" J ., .......... .. _ ........ "_ .... 

I ~.".-.". ~ .-~ w.,ce . 

I "'''''' .} I :.7\-. ' .... · .... 

J 
..... ,.;, ... ~ ~01 ....... 

1 ....... """' ... ,_. 

[ 
I'SE .1" ..... u.. t L"d .. d .. " (Sil 1H~) 

'''''I'' . 

I PSE .. I0' ..... } l ~"n, - GEe:><CF. :."}'\' . ,,. ...... 
J 

,,·Wot·~·.· ... • 7U • ....toI ....... Ji- ·" 'Ace . Ji. 
.uJ.lI'C .", ...... 

Figure 6. Proforma Inputs and Output 
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H. Financial Evaluation Results 

While attempts were made to rece ive uniform vendor bids, inconsistencies still existed. 

To determine if PSE assumptions were driving vendor ranking, a sensitivity of key inputs 

was performed. Sensitivity analyses were conducted on the following key variables: 

1. BOP estimates 

2. Warranty cost normalization assumptions (to ensure duration was five years) 

3. Vestas V90 I V1 00 composition 

4. O&M cost normal ization assumptions (to ensure duration was five years) 

5. Annual energy production potential increases 

Using levelized cost as the dependent variable, the only material assumption input was 

the potential increase to annual energy production . On October 8, 2009, PSE received 

final commercial terms from the short-listed turbine vendors. Base results from these 

submittals are summarized in Table 4. 

Table 4. Financial Review Results Summary5 

Base Scenario 
r-~~~~--~~~ 

Final base results had the Siemens SWT-2.3-101 ranking ahead of its competitors. All 

three vendors made guarantees of increased turbine output. The _ guarantee had 

no impact on its relative ranking. Review of the_ method for increasing output led the 

evaluation team to conclude energy increase by uprating (Le. increasing the turbine 

nameplate capacity from . MW to _ MW) the machine would lead to either fewer 

project turbines or an increased project capacity with larger BOP costs than currently 

contemplated. The team decided to heavily discount potential annual energy increases in 

the_ scenario. 

~ Results based on information current as of November 3, 2009. includin9 preliminary DNV-GEC wind 
resource estimates. 
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Based on review, discussion , qualitative and quantitative results , the PSE Team chose to 

recommend the Siemens' SWT -2.3-101 for the LSRWP, Phase I. The results of both the 

technical and financial analyses supported this decision. On October 12, 2009, Energy 

Management Committee members reviewed evaluative results and approved the Team's 

decision, effectively commencing the exclusive negotiations with Siemens for SWT-2.3-

101 Wind Turbine Generators for Phase I. 
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Exhibit o· Response to DNV-GEC ~ Siemens SWT~2.3~101 Technical Review 

Introduction 

DNV Global Energy Concepts Inc. rONV-GEC") has been retained by PSE to conduct a 

technical due diligence review of the Siemens SWT-2.3-101 wind turbine. DNV-GEC 

summarized the turbine technology and commented on the expected performance of the 

SWT-2.3-101 based on publically available information, DNV-GEC's general industry 

experience, and information provided by Siemens. DNV-GEC has provided their report to 

PSE, Siemens SWT-2.3-101 Technical Review dated March 15, 2010 (Exhibit 0-1). 

A. The Siemens Company 

Siemens Wind Power is headquartered in Denmark. Siemens history in the wind industry 

began with the purchase of the Bonus wind turbine manufacturing company in 2005. 

Bonus was a well-established wind turbine manufacturer since 1980 and Siemens 

retained the key principals and technical experts that had developed the Bonus turbines. 

Many of the Bonus turbines were installed in the US and continue to operate today. The 

Siemens technology is well respected in the wind industry and the Siemens presence 

continues to expand in North America. Siemens ranks among the top ten manufacturers 

worldwide (Table 1). Siemens field services in the US continue to grow with their installed 

base and provide well-trained technicians, based in Houston, TX. 
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Table 1. 2008 Market Share 

Approx. 
Installed Approx. 

Country of Capacity Installed 
Manufacturer Established Origin (MW) Units 

Vestas 1979 Denmark 35,000 39,000 

GE 2002 United States 18,200 12,000 

Gamesa 1994 Spain 16,700 13,000 

Enercon 1988 Germany 16,600 14,000 

Siemens 1980 Denmark 9,000 7,500 

Suzlon 1995 India/Germany 7,200 3,000 

Nordex 1985 Germany 5,000 3,700 

REpower 2001 Germany 3,600 1,500 

Acciona 1997 Spain 3,000 1,200 

Mitsubishi 1980 Japan 2,700 2,800 

Goldwind 1999 PRC 2,600 2,600 

Source: 8TM Consult, World Market Update Reports and vendor reports 

B. Siemens Wind Turbine Technology 

Siemens SWT -2 .3-101 is the most recent addition to the Siemens 2.3 MW product line 

(Table 2). The SWT-2.30-101 is based on the SWT-2.3-93 with only difference being the 

larger diameter rotor. Prototyping of the SWT-2.3- 101 began in 2008, with serial 

production in late 2009. There were 1,415 SWT -2.3-93 turbine installations worldwide as 

of June 1, 2009, with 4 SWT-2.3-101 installations, three of which are located in the US 

(two in Washington and one in Colorado). Additionally, Siemens has firm orders for 2010 

installation of 378 SWT-2.3-101 in the US and Canada (Table 3) . The standard version of 

the SWT-2.3-101 is certified to IEC Class liB. The cold-weather package, which PSE wi ll 

purchase for the LSR turbines, is in the certification process. PSE is seeking a certificate 

amendment from Siemens for the cold weather package. 
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Table 2. Siemens 2.3 MW Product line 

First Production Rotor 
Model Year Diameter Power Control Scheme 

SWT-2.3-8211) 2002 82 m Constant speed 

SWT-2.3-82-VS 2004 82 m Variable-speed 

SWT-2.3-93\2) 2005 93 m Variable-speed 

SWT-2.3-101 "' 2009 101 m Variable-speed 

(1) The SWT-2.3-82 has been superseded and is no longer available. 

(2) Only the SWT-2.3-93 and SWT-2.J.101 are available in North America 

Table 3. Siemens 2010 SWT-2.3-101 Firm Orders 

2010 SWT·2.3·101 Firm Orders 
Location 

Wyoming 
Minnesota 
Oklahoma 
Texas 
Ontario - project 1 
Ontario - project 2 
Ontario - project 3 
Manitoba 

Number 
44 
16 
66 
87 
40 
22 
43 
60 

IEC Wind 
Class 

IA 

IA 

IIA 

liB 

Siemens is ISO 9001 certified and has established manufacturing facilities worldwide. 

Although many of the turbine components for the LSR turbines will be sourced in Europe, 

the blades will be manufactured at a new Siemens facility in Iowa, and the nacelles will be 

assembled and tested either in Denmark or Kansas. The tower will likely be fabricated in 

China. The nacelle configuration of the SWT-2.3 turbine is presented in Figure 1. Table 4 

summarizes the technical features. 
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Figure 1. Siemens SWT-2.3-101 Nacelle Configuration. 

Table 4. SWT-2.3-101 Technical Summary 

Feature Specification 

Rated power 2.3 MN 

Wind class lEe IIS (l) 

Rated power wind speed 12 m/s 

Wind speed operating range 4- 25 m/s 

Rotor configuration 3-blade upwind. pitch·to-feather 

Rotor diameter 101 m 

Tower height 80 m, or sile-specific 

Rotor speed 6,0 10 16.0 rpm 

Rotor tip speed 32 to 85 mls 

Tower 80-m steellubular. tapered 

Power regulalion Independent hydraulic blade pilCh cylinders 

Drive !relin design 3-point gearbox lIrr~lngement 

Gearbox 3-stage planetary/helical 

Generator Asynchronous Induction generator. 690V. 
1500 rpm nominal 

Transformer Down·lower (padmounl) 

Grid compatibility Variable power factor, L VR,.a) 

Certification status Certified to IEC 61400-1, Ed 3 

(1) The standard verslOflls certified to thiS lEe WInd class; hoWever cold-weather version IS not 
yet certified. 

(2) l VRT stands for low voltage ride through. 
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C. DNV·GEC Turbine Technology Review 

DNV-GEC provided the following summary comments in their technical due diligence 

review report. PSE engineering 's response in italics follows these comments: 

1_ PSE should audit the blade-manufacturing facility that will supply the blades 
for the LSR project multiple times during the manufacture of the blades. 

PSE intends to audit the new Siemens blade facility in Iowa prior to start of 
production for LSR turbines. Dependent on the findings of that initial visit a 
follow up inspection program will be developed. 

2. Based on the industry's experience with gearbox reliability , PSE should 
consider the possibility that the gearboxes will require overhaul during the 
project's life. Frequent oil sampling and borescope inspections should be 
used to monitor gearbox health. Additionally, the required condition of the 
gearboxes at the end of the warranty period should be defined in the 
commercial terms. 

Oil sampling is integrated into the Siemens service plan. The SWT turbine 
also come with an integrated condition monitoring system that uses vibration 
signals to detect bearing or gear damage at an early stage. This system has 
proven more reliable and less invasive than borescope inspections, but the 
gearbox is equipped with inspection ports if this should be required. The 
crane pads that will be constructed to aI/ow assembly of the unit will be 
retained as permanent features on the site so that in the event it is necessary 
to mobilize a large mobile crane for gearbox removal it will be able to access 
any turbine and operate without the need for any additional preparatory 
works. 

3. Although an investigation by Siemens has identified some potential causes of 
the main bearing failures , the Root-Cause Analysis (RCA) is still underway. 
PSE should review the resu lts of the RCA once it is completed and address 
the potential for main bearing failures in the commercial terms. 

PSE engineering staff have discussed the history and resolution of the main 
bearing problems with Siemens engineering in Denmark. Although Siemens 
has determined that a single root cause will probably not be determined, we 
are satisfied that the quality assurance measures implemented by the 
bearing manufacturer on behalf of Siemens address the several possible 
causes of the premature bearing failures. We note that Siemens has 
confirmed to us that no main bearing failures have occurred since these 
changes were implemented. 

4. The yaw motors and gears at some sites, especially sites with higher 
turbulence, have experienced failures. Siemens has developed a retrofit to 
address the failures and has incorporated the retrofit into the design of the 
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SWT-2.3-101. PSE should address the risk of yaw motor and gear failures in 
the commercial terms. 

PSE engineering staff discussed the yaw gear issue with the Siemens 
system engineer in Denmark. Siemens has requested that we keep the 
content of these discussions confidential, since they view the solution to the 
problem as a commercial advantage. The failures arose from a subtle motor 
control issue that was not well understood. The solution involved a software 
adjustment that was implemented fleet-wide. The turbine supply agreement 
(TSA) contains language that requires Siemens to perform a RCA on any 
failures that reach a serial defect limit, with the intent of validating the 
remedy. 

5. The power converter has been redesigned in response to converter failures. 
The redesigned converter has a limited operating history, and PSE should 
address the risk of converter failures in the commercial terms. 

Siemens maintains that there have not been any failures since introduction of 
the new converter. The TSA contains language that requires Siemens to 
perform a RCA on any failures that reach a serial defect limit, with the intent 
of validating the remedy. 

6. PSE should review the tower weld defect RCA results , as well as the quality
management systems of Siemens and its vendors. In addition, PSE should 
audit the tower manufacturing facility and address the risk of tower defects in 
the commercial terms. 

Siemens acknowledges that there was a serious lapse in quality control at 
one specific fabrication facility in China. As a result, this supplier has been 
disqualified. PSE is committed to performing our own inspections at the (new) 
tower fabricator and has retained a native-language inspector familiar with 
welding technology who provided similar inspection services at the tower 
fabn'cation facility in Vietnam that supplied the towers for the Wild Horse 
project. 

7. The warranty language related to serial failures should consider the 
possibility that a given major component may be supplied by multiple 
manufacturers and that the reliability of a major component cou ld vary by 
manufacturer. PSE should also ensure that Siemens obtains their approval 
prior to making any substitutions for vendor components. This requirement 
should extend to place of manufacture. 

The serial defect language in the TSA explicitly includes components from 
multiple vendors. Siemens has provided a comprehensive list of the 
approved suppliers for all of the major components as an exhibit in the TSA. 
All of these suppliers are reputable and have many years of experience 
supplying equipment for the wind turbine industry. 

8. DNV-GEC recommends that PSE consider first-article acceptance 
inspections prior to delivery, especially if any configuration or vendor changes 
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are implemented. Any changes to configuration or vendors should be 
approved by PSE prior to acceptance of product. 

PSE intends to audit the new Siemens nacelle facility in Kansas or Denmark 
prior to start of production for LSR turbines. The PSE audit approach will be 
to verify the factory complies with its own documentation, procedures and 
QAlEngineering policies rather than focus on acceptance inspections of a 
particular unit. 

9. DNV-GEC recommends that Siemens perform a site-suitability analysis and 
that this analysis is closely reviewed and independently verified. 

Siemens has performed a site-suitability analysis for the SWT-2.3-101 turbine 
at the LSR Phase 1 site (Climatic Conditions Review March 12. 2010). and 
has delivered a report. They have identified three turbines that may require 
Turbine Load Control (TLC) when the wind comes from specific directions. 
Siemens is warranting the turbines based on this analysis. TLC is an included 
feature in all of the Siemens turbines. Since the turbine aeroelastic model 
used in the suitability analysis is proprietary and highly complex. PSE does 
not see that an independent review will add any value. The PSE design 
consultant. (Burns & McDonnell fBMcD,]) has also modeled the same 
turbines and concluded that because of the very narrowly focused wind rose 
at the LSR site, the turbines will very infrequently, if ever, experience 
conditions where TLC is exercised. 

10. The cold-weather version of the SWT -2.3-101 is currently not certified. ONV
GEe recommends that PSE address the risks associated with the lack of 
certification in the commercial terms. 

The conditions at the LSR site do not absolutely require the cold weather 
version of the turbine, but PSE has elected to purchase this option to allow 
operation during the few periods when the temperatures drop below -10e, 
and to provide an extra measure of safety if sustained periods of 
temperatures below -20C occur. The historical record for the area indicates 
that these low-temperature events will be infrequent. PSE is satisfied that 
Siemens is making progress on this front, and that there is a small risk that 
Siemens may need to make some modifications to the thermal conditioning 
system. PSE will purchase the standard version of the SWT-2.3-101, which is 
certified to IEC Class liB, and is seeking a certificate amendment from 
Siemens for the cold weather package. As part of the TSA agreement, PSE 
will withhold 2% of the contract price until Siemens is able to provide 
certification of the cold weather package. 
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Exhibit P Wind Resource & Energy Assessment 

A. Meteorological Mast Program 

PSE owns 20 meteorological ("met") towers across the lower Snake River Wind 

Project ("'LSRWP"), which specifically include five Rohn 25G lattice met towers, 

thirteen Sabre 1800 lattice met towers and three Sabre 1200 lattice met towers, all 

approximately 60 meters in height (Figure 1). DNV-GEC has been engaged by PSE to 

provide met tower monitoring services. 

All met towers are currently providing data to PSE daily. DNV-GEC archives daily data 

into its database and performs a weekly quality control check of the data to insure 

there are no problems with sensor and/or data collection. Any problems will be 

communicated to PSE within 7 days for resolution. DNV-GEC validates and processes 

raw data monthly to remove ubad" data resulting from icing or malfunctioning sensors, 

and/or missing data. DNV-GEC provides PSE with raw and processed met tower data 

and a monthly summary report of the met towers approximately 4 weeks after the end 

of the month. The monthly summary report includes the following: 

a) Tower location and configuration information 

b) Operations and maintenance summary 

c) Monthly data recovery rate 

d) Monthly average and peak wind speed at all measurement heights 

e) Monthly average wind shear 

f) Turbulence intenSity versus wind speed plot 

g) Wind energy rose for top-level measured winds, current month and 
cumulative 

h) Average, minimum, and maximum temperature data 

i) Average, minimum, and maximum barometric pressure data 

j) Maximum wind speed gust 

Monthly data summary reports include all historical data available for each met tower 

validated. 
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PSE produces a monthly report approximately 2 weeks after receipt of the ONV~GEC 

monthly summary report, which includes: 

a) Location summary map with current monthly mean wind speed 

b) Graph of all met towers with Hopkins Ridge data 

c) Monthly average wind speed and annual average wind speed 

d) Monthly deviation of normal per met tower 

e) Comparison of monthly mean wind speeds to wind class designation of 
project 

f) General weather for the month 

g) Status of projects/events, as needed 

1. Data Storage 

PSE stores the raw, validated, and processed data on a network drive. This requires 

approximately 7 MB per met tower per year. Validated , processed data includes 

identifying data flagged for removal due to tower effect, icing, and/or malfunction 

sensor with accompanying data about the tower and sensors. 

PSE contracts DNV~GEC's Extranet Services to provide secure data storage and 

access to LSRWP met tower data starting in October 2009. The DNV-GEC Extranet is 

a tool that delivers site and task~specific files to the client in a secure manner. 

2. Met Tower Maintenance 

DNV~GEC will oversee met tower maintenance for the LSRWP met towers through 

December 2010 using the subcontractor Vertical Technologies of Dayton, WA. Vertical 

Technologies was contracted by RES for the LSRWP met tower maintenance (routine 

& non~routine maintenance and met tower installation) prior to PSE acquisition of the 

RES interest. Routine maintenance wi ll be conducted annually during the fall to 

prepare the met towers for the winter. Non~routine maintenance includes: 

a) Troubleshooting equipment problems 

b) Logger repair and sensor replacemenUrepair 

c) I nstrument calibration 

d) Site fencing repair 

e) FAA lighting 
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f) Structural inspections of met towers 

B. Wind Resource Assessment 

1. DNV-GEC Energy Assessment 

DNV-GEC was retained by PSE to provide an energy assessment of the LSRWP 

(Exhibit P-1 ). A summary of the DNV-GEC energy assessment is shown in Table 1. 

Table 1. DNV·GEC Energy Assessment Phase I Summary 

Project Summary 
Pr ect Name 
location 
Turbine T e 
Turbine Hub HelQhl m 
Turbine Rated Power (kW) 
Number of Turbines 
Installed Capacity (MW) 

Wind Resource Summary 
Average Air Densit (k 1m ) 
Average Met Tower Shear Exponent 
Average Hub-Height Turbulence Intensity. Wind Speeds > 4 mls 
Average long-Term Ad ustment 
Average long-Term Hub-Height Wind Speed mls) 

Met M252 
Met M370 
Met M371 
Met M399 
Met M437 
Met M438 
Met M440 

AveraQe Turbine Hub-HelQht Wind Speed (mls) 

R EIlACTF.O 

V E!l.'j ION 

lower Snake River Phase I 
Garfield County. Washinqton 

Siemens SI/VT-2.3-101 
ao 

2300 
149 

342.7 

1.15 
0.10 
11 % 

-2.4% 

7.1 
7.2 
7.2 
6.9 
7.3 
6.a 
6.9 
7.0 
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The analysis was conducted using the Siemens SWT-2.3-101 turbine and turbine 

layouts for 149 turbines installed at 80m hub height for an installed project capacity of 

342.7 MW. DNV-GEC processed and validated all raw met tower data and removed 

erroneous data for icing, malfunctioning sensors, and tower shadow. Wind shear was 

calculated for each met tower within Phase I of LSRWP and used to shear up the 

mean wind speed of each met tower to a hub height of 80m. Turbulence intensity at 

hub height of 80m was extrapolated from eOm using wind shear calculated from the 

met tower. DNV-GEC, through regression analysis between a long-term reference and 

met towers within Phase I of LSRWP, determined a long-term downward adjustment 

of 2.4% for mean wind speed at the met towers. Met tower mean wind speed was then 

adjusted. DNV-GEe used a conservative average of four different wake models as a 

best approximation of the expected wake losses: two combinations of the Ainslie and 

Park models that predict the deficit behind single turbines and two wake combinations 

models (square root of the sum of squares of velocity deficit and energy balance) that 

combine the single wakes when they overlap. The wake loss scenarios include: 

1. LSRWP Phase I 

2. LSRWP Phase I & II 

3. LSRWP Phase I & III 

4. LSRWP Phase I, II, & III 

DNV-GEC did not include the Hopkins Ridge wind project in the wake modeling, since 

Hopkins Ridge was constructed and online by 2005, so the wind speed at the met 

towers captures the wake effect of the Hopkins Ridge wind project. The Marengo I & II 

wind projects are located southeast of the LSRWP and were constructed and online 

by 2008. Since these projects are not directly upwind of the LSRWP, DNV-GEC 

believes the wake impact would be minimal and is not included in the analysis. DNV

GEC provided a summary of wake loss scenarios (Table 2). 
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Table 2. DNV-GEC Summary of Wake Loss Scenarios. 

Wake Loss Internill Future Wake Total Wake Wake Loss 

DNV-GEC's projected losses are shown in Table 3 and projected net average energy 

production for each of the scenarios described above are shown in Tables 5, 6 and 7. 
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Table 3. DNV-GEC Summary of Long-Term PSO Losses 

Wa ke loss S cenario 

Power performance 

1_ Values are long.term averages over a 2O.year projecI llfe and are lOwer in [nilial years of operatiOn 
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Table 4. DNV-GEC Summary of Project Net Average Energy Production - Phase I Only 

Probability of 
Exceedance 

50% 

75% 

90% 

95% 

99% 

1% 

5% 

10% 

25% 

50% 

20-Year 
Ave 

10-Year 
Ave",ae (First 

10 

Rr. I)ACTF.1) 
V ERSION 

1-Year 1-Y ear 
(During First 

10 
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Table 5. DNV-GEC Summary of Project Net Average Energy Production - Phase I & II. 

Prob.bil ityof 
Exceed3nce 

1% 

5% 

10% 

25% 

50% 
75% 

90% 

95% 

99% 

1% 

90% 

95% 

99% 

10-Ve.r 
20-Ve.r Averoge (First 

10 Ve. 

REDA CTED 

"EllStON 

1-Ve.r 
(Entire 

1-Year 
(Ouri ng First 

10 
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Table 6. ONV-GEC Summary of Project Net Average Energy Production - Phase I & III. 

Probability of 
Exceedance 

1% 

5% 

10% 

25% 

50% 

75% 

10% 

25% 

50% 

75% 

20 -Year 
10-Year 

Aver.,ge (First 

RWACTm 
Vt:RS ION 

1-Ye",r 1-Yeotr 
(During First 

10 
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Table 7. ONV-GEC Summary of Project Net Average Energy Production - Phase I, II & III. 

P robability of 
Exceedance 

1% 

50% 

75% 

90% 

95% 

99% 

10% 

25% 

50% 

75% 

20·Year 
10 

2, BMcD Energy Assessment 

1·Year 
(During First 

10 

Burns & McDonnell ("BMcD~ ) was also retained by PSE to provide an energy 

assessment of the LSRWP Phase I project (Exhibit P-2). The analysis was conducted 

using the Siemens SWT-2.3-101 turbine and turbine layouts for 149 turbines insta lled 

at 80m hub height for an installed project capacity of 342.7 MW. BMcD utilized data 

processed and validated by DNV-GEC, then removed at! data flagged as erroneous 

from the data set. The wake model used in the analysis was the Axisymmetric Wake 

method (Ainslie), in addition to turbulence modeling of Garrad Hassan. Four wake 

modeling cases were examined: 
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1. Case A - Phase I layout (REV F) of the Siemens SWT-2.3-101 turbine and 
existing Hopkins ridge wind project (Vestas VSO-1.S turbines) 

2, Case B - Case A and Phase II BMcD layout of Siemens SWT-2.3-101 turbines 

3. Case C - Case A and Phase III BMeO layout 

4. Case 0 - Case A and Phase II ~ Siemens SWT-2.3-101 
turbines and Phase III BMeD layout of_turbines 

The BMeD wake model and terrain losses are shown in Table 8, loss estimates are 

shown in Table 9, and the resulting energy yield is shown in Table 10. 

Wake Losses 

Table 8. BMcD Wake Model and Terrain Losses. 

I II II II I Case A Case B Case C Case 0 
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Availability 1 

Turbine 
Balance of Plant 

Grid 

Wakes' 

Internal 
External 
Future 

Table 9. BMcO Summary of Losses 

Loss Description 

Turbine Performance 

Power curve 
High wind hysteresis 
Performance degradation 

Electrical 

Operational efficiency 
BOP consumption 

Environmental 

Performance degradation-icing 
Weather (shutdown due to icing, lightning, hail, etc.) 
High and low temperature 
Force majeure events 
Vegetation growth 

Curtailment 

Wind sector management 
Grid curtailment and ramp-rate 
Power purchase agreement curtailment 
Environmental (noise, visual, bird/bat) 

Other 

Average 
Annual 
Losses 

1 Turbine availability is based on values from the Siemens warranty provided by PSE. 

2 Wake losses and terrain losses modeled as part of gross energy. 
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Table 10. BMcD Summary of Energy Yield 

I 
I 
I 
I 
I 
I 
I 
I 

............ ------_._-_._--- .. _------- -_. ---

3. Comparison of DNV-GEC and BMcD Energy Assessment for 

Phase I of LSRWP 

The differences between the DNV-GEC and BMcD energy assessments include: 

1. DNV-GEC used all available data, processed and validated the data; BMcD 
utilized the DNV-GEC validated data and used data in evenly spaced time 
periods of years. 

2. DNV-GEC uses a more rigorous method to assign mean wind speed at hub 
height than BMcD 

a DNV-GEC estimates met tower hub height wind speed as follows: 

Extrapolate shear values to met tower wind speed. 

• Apply long-term wind speed adjustment to hub height met tower 
wind speed. 

Estimate turbine height hub height wind speed based on long
term adjusted hub height met tower wind speeds, wind flow 
modeling , elevation and exposure and wind flow across terrain. 

a BMcD estimates met tower hub height wind speed by selecting the closest 
met tower to turbine location and extrapolating shear to turbine hub height. 

3. DNV-GEC uses an average of four wake models, whereas BMcD uses one 
wake model. 

4. DNV-GEC did not include wake effect from Hopkins Ridge wind project, though 
BMcD did (and estimates the impact <1%). 

5. DNV-GEC estimates losses more conservatively than BMcD. 

R F.llACT[1) 
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o DNV·GEC provides wake model losses, whereas BMcD includes wake 
model and terrain losses in the Gross Energy number. 

4. Potential Impacts of ENSO 

EI Nino Southern Oscillation (EN SO) is a naturally occurring atmospheric-oceanic 

climate phenomena resulting in changes to sea-surface temperatures, convective 

rainfall , surface pressure and atmospheric circulation across the equatorial Pacific 

Ocean. EI Nino is the warm phase of EN SO and La Nina is the cold phase of ENSO. 

EI Nino occurs when the sea·surface temperatures in the equatorial Pacific Ocean 

between 1700W and 120cW and SON and 50 S increase above O.soC. EI Nino events 

typically occur every 2·7 years and last 9-12 months. The impacts of EI Nino are fel t 

globally. Specifically in the Pacific Northwest, EI Nino impacts typically include warmer 

winters with less precipitation (hence fewer storms and less wind). while La Nina 

events have colder winters and precipitation (more storms and more wind). 

Examining Hopkins Ridge and Wild Horse Wind Project net capacity factor (NCF), EI 

Nino and La Nina appears to impact production at both facilities (Figure 2).During the 

El Nino event that began June 2009, NCF is lower than compared during a La Nina 

event or Neutral event (white shading). Correspondingly, the mean wind speed is also 

lower during the EI Nino event. 
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Figure 2. Actual Hopkins Ridge Wind Project NCF and Wild Horse Wind Project 
NCF and observed Hopkins Ridge mean wind speed with EI Nino and La Nina 
events. 
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Wind Resource and Energy Assessment 

Lower Snake River Phase I Wind Power 

ONV Global Energy Concepts Inc. 
1809 71t1 Avenue, Suite 900 
Seattle, Washington 98101 USA 
Phone: (206) 387-4200 
Fax: (206) 387-4201 
WWoN.globalenergyconcepts.com 
www.dnv.com 

Project 

EARP0091 

CONFIDENTIAL 

March 3, 2010 

Prepared for: 

Puget Sound Energy 
10885 NE 4th Street 
Bellevue, WA 98004 

m 
MANAGING RISK ~ 
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(Exhibit Ql Transmission and Interconnection Plan 

All phases of the 1250 megawatt ("MW") Lower Snake River Wind Project, Phase I 

("LSRWP, Phase I" or "Project") will interconnect to the new Bonneville Power 

Administration ("BPg) Central Ferry Substation. Central Ferry is located on the BPA 

transmission system, between the Little Goose and Lower Granite substations. Since 

PSE intends to use Phase I to serve its native load , PSE has secured appropriate 

transmission rights to deliver the energy from the Project to its service territory. 

~~e~ :::::::::::::::;::::::~5i=::::::::::::~~~ 
1"loo!>-Io I t '"'loo!>-Io 000 kV 

Phase 3 

Central Ferry 500 kV . ........ _-= r ;'] 
XFORMER I I 

Phase 2 

__ "'E--'L ~ ..,. - --,' 
\ 

. ___ L .. _. 
! Future ! . . 
~' .. '. '\..' -: , , 

' r·············l 
1.~~.~ . .J 

Figure 1. Simplified lSRWP Interconnection layout. 

A. BPA Interconnection 

The interconnection plan is for BPA to build the new Central Ferry 500/230 kV substation, 

prepaid by PSE. As shown in the Simplified interconnection layout above, both Little 

Goose-Lower Granite 500 kV lines No.1 and No.2 will be looped in to allow for all 1250 

MW. The substation is planned such that it can be expanded to accommodate up to 2500 

MW. Building the Central Ferry Substation will require BPA to install major equipment 

such as transformers, power circuit breakers, shunt reactor and capacitor banks. In 

addition, SPA is also required to install all the associated control and communications at 

various sites, fiber cables, digital microwaves, fiber communications additions, and smart 

control Remedial Action Schemes (URAS"). The estimated PSE cost for SPA to add these 

network upgrades is $102.2 million including overhead. PSE will advance fund this cost 

Q -1 
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and will receive transmission credits for the network upgrade portion of this cost, which is 

approximately $102.2 million , when PSE begins taking transmission service from SPA 

starting in late 2011 or early 2012. Through 2009, PSE has advanced $38.2 million. The 

terms and conditions guiding the development of the interconnection substation are laid 

out in the Large Generator Interconnection Agreement between PSE and SPA. 

As currently envisioned, PSE will ultimately construct two 230 kV transmission lines to 

connect the LSRWP collector substations - one for Phases I, II , and III, and a second for 

Phases IV and V. As each collector substation is built, PSE will also be required to fund 

SPA's installation of control , RAS and communication equipment at these stations for the 

five project phases. SPA's estimated cost for such equipment is approximately $1.5 

million, including overhead, for each collector substation. This cost will be directly 

assigned to PSE, which means that PSE wi ll not be eligible for transmission credits for 

these costs. Phase I will require a portion of the first 230 kV transmission line and two 

col lector substations. 

B. BPA Transmission 

PSE will be relying on SPA's transmission system to transmit energy from Phase I to its 

service area. Figure 2 below illustrates how power flows from Central Ferry to PSE's 

service area. The transmission system shown in this figure has been greatly simplified for 

the purpose of showing only the important transmission paths. The flow of LSRWP 

energy is indicated by the arrow symbol and typically follows two paths: Cross-Cascades 

North, and Cross-Cascades South. The portion of power flowing in the southward 

direction is also traversing the constrained cutplanes of West of McNary, and the 1-5 

corridor. Note that the arrow sizes are proportional to the relative amount of power 

flowing. In order for incremental power to flow throu gh an already congested transmission 

cutplane, it will require new transmission lines and/or some additional or improved 

reliability protection schemes. 

Q - 2 
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PSE 
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Figure 2. PSE Transmission Need to Deliver lSRWP Wind Resource. 

Through the SPA 2008 Network Open Season, PSE has acquired 600 MW of 

transmission rights to deliver energy from LSRWP. When PSE purchased the second half 

of development rights from RES in 2009, PSE acquired an additional 200 MW of 

transmission rights. Figure 3 shows a timeline of the transmission availability versus 

resource requirements for LSRWP, as development is currently planned. To date, PSE 

has acquired 800 MW of transmission from SPA. The remaining transmission will be 

purchased in future SPA Network Open Seasons as future phases are developed. PSE 

has approximately $12.5 million in a security deposit in an escrow account with a 

compound interest accumulating at the FERC's rate. This security deposit will be 

released by SPA 180 days after the transmission service commences. 

Q - 3 
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In order for PSE to take full service of the 800 MW transmission amount, SPA will have to 

complete construction of most of the major transmission reinforcement projects that have 

been identified by SPA. Of the 800 MW, 550 MW is contingent upon the completion of the 

West of McNary and the Little Goose reinforcement projects scheduled to be finished in 

February and July of 2013, respectively. However, 250 MW of the 800 MW does not 

require any reinforcement projects. Of that, 200 MW starts on December 1, 2011 , with an 

additional 50 MW starting June 1, 2012. PSE estimates that there may be a period of 

fifteen months with transmission deficit for Phase I. To the extent that BPA has short-term 

transmission available, PSE will utilize short-term firm, non-firm, and if available, 

conditional-firm transmission products during this gap. The possibility of curtailment 

during this fifteen month deficit period is small. An analysis was performed on the historic 

flows west of the LSRWP, and there were less than 200 hours of curtailment over a 5-year 

period from 2003 to 2008. 

LSR Generation vs. Transmission 

1400 

1200 

1 DOO 

b BOO - - r- - - - -
·0 CGeneration • 0- .Transmission • BOO " 

400 

200 t£ -

0 
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 

Year 

Figure 3. P$E TransmiSSion vs. Resourc~ TlmelJn~ for ~ntlr~ L$RWP. 

c. Wind Integration 

PSE plans to integrate Phase I into the SPA Balancing Authority (USA") and as a result, 

the wind integration cost of Phase I will be similar to the cost of the Hopkins Ridge wind 

Q -4 
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project. BPA's services have two major cost components. The first cost includes the 

generation imbalance, which captures the difference between the hourly average 

generation produced and scheduled. The cost of generation imbalance is a market-based 

rate. The second cost is for wind integration service , which manages the variability in 

wind generation within the hour. The current total wind integration rate for a project 

integrated within the SPA SA is $1 .29 per KW per month. This rate is fixed through 

September 2011. It will be subject to BPA's next transmission rate case in 2011 . 

PSE is currently performing an in-depth analysis of its wind integration costs under 

varying penetration levels of wind generation in its SA and evaluating its system resources 

response capabilities. This study will help determine the level of wind generation that 

PSE's SA is able to integrate and identify the system upgrades that may increase that 

level. Currently, PSE's internal wind integration cost varies between ~ per KW per 

month and _ per KW per month depending on the availability of PSE's thermal 

resources to support wind integration. Given that BPA's and PSE's current wind 

integration rates are in a similar range, the strategy of placing Phase I in SPA's BA 

provides PSE with the flexibility and the option to move Phase I into PSE's BA if it 

becomes more economical and operationally feasible. In addition, BPA is working on a 

number of pilot programs over the next 12 - 24 months to help support the integration of 

wind generation in its BA. The outcome of these pilots may make it more conducive to 

locating wind generation in BPA's BA. Therefore, under today's integration cost structure 

between SPA and PSE, any decision to forgo the option to locate in SPA's SA could 

eliminate the ability to place wind generation in SPA's SA if it was a more economical 

alternative. 
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BEFORE THE WASHINGTON STATE 
UTILITIES AND TRANSPORTATION COMM1SSION 

In the Matter of the Petition of 

PUGET SOUND ENERGY, INC. 

Petitioner, 

For An Accounting Order Regarding the 
Treatment ofV.S. Treasury Grant to be 
Received Under Section 1603 of the 
American Recovery and Reinvestment 
Act of 2009 Associated with the Wild 
Horse Expansion Project 

) DOCKET UE-091570 
) 
) ORDER 01 
) 
) 
) 
) 
) 
) 
) 
) ORDER GRANTING ACCOUNTING 
) PETITION 
) 

BACKGROUND 

On September 30, 2009, Puget Sound Energy, Inc. ("PSE" or the "Company"), filed with 

the Washington Utilities and Transportation Commission ("Commission") a petition 

seeking an Order under WAC 480-07-370(1 )(b) regarding the accounting treatment for 

proceeds to be received from a U. S. Treasury Department ("Treasury") grant under 

Section 1603 orthe American Recovery and Reinvestment Act 0[2009 ("ARRA") 

associated with the Wild Horse Expans ion Project. Section 1603 states that "the Treasury 

shall apply rules similar to the rules of section 50 of the Internal Revenue Code of 1986." 

Treasury guidance further states that "[p ]ayments received under the Section 1603 

program must be normalized. See former IRC Section 46(f)." In its petition, the 

Company proposes that upon receipt, the Treasury grant would be recorded as a liability 

in Account 228.4, Accumulated Miscellaneous Operating Provisions. To meet the 

normalization requirements, the Company requests that the grant be amortized over ten 

years through Account 242, Miscellaneous Current and Accrued Liabili ties. The 

amortized amount will be credited to customers through Schedule 95A, Production Tax 

Credit Tracker. 

2 Section 1603 of the ARRA addresses concerns that Production Tax Credits ("PTCs") 

were not providing the intended stimulus to invest in alternative or renewable energy 

projects since taxpayers may not be ab le to use PTCs in a timely fashion. It provides 

taxpayers an alternative to the PTCs through either (a) a nontaxable cash grant from the 

Treasury or (b) an Investment Tax Credit ("ITC"). These options are equal to 30 percent 
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of the qualifying investment in eligible facilities, including wind fanns, for a. defined 

period of time and reduce the accelerated tax depreciation of the renewable energy 

facility to onc half of the grant or rTC claimed. PSE concluded that claiming the ITC 

would have resulted in a problem similar to that ofPTCs, in that it could only be used if 
the company had sufficient tax liability. The Company ultimately determined that the 

grant was the better opt ion. 

3 PSE currently passes on to customers, through Schedule 95A, PTCs based on wind 

generation. These credits can be carried back one year and forwarded up to 20 years. 

Through June 30, 2009, PSE has created PTCs and passed on to customers $61.2 million, 

whi le only $24.0 million has been used to reduce the Company's tax liability. As part of 

this petition, PSE has provided a comparative analysis reflecting greater rate payer 

benefit from the cash grant versus the ITC and PTC options. After reviewing the 

petition, Staff concludes that, in these circumstances, the requested accounting and 

normali zation treatment is reasonable. However, the Commission and its Staff reserve 

the right to provide alternative methodologies for the treatment of Treasury grants in 

future proceedings that may differ from the Company's proposed accounting and 

normalization treatment based on new analysis, new information becoming available, or 

based on new guidance being provided by the Internal Revenue Service or Treasury. 

4 (I) 

5 (2) 

6 (3) 

FINDINGS AND CONCLUSIONS 

The Washington Utilit ies and Transportation Commission is an agency of the 

State of Washington vested by statute with the authority to regulate the rates, 

rules, regulations, practices, accounts, securities, transfers of property and 

affiliated interests of public service companies, including electric companies. 

ReW 80.01.040, ReW 80.04, ReW 80.08, ReW 80.12, ReW 80.16 and ReW 

80.28. 

PSE is an electric company and a public service company subject to Commission 

jurisdiction. 

WAC 480-07-370( I )(b) allows companies to file peti tions including thai for 

which the Company seeks approval 
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(4) 

(5) 

Staff has reviewed the petition in Docket UE-091570, including related work 

papers. 

Staff believes the proposed accounting and normalization treatment PSE requests 

is reasonable based on the information provided by the Company and should be 

approved. 

9 (6) This matter came before the Commission at its regularly scheduled meeting on 

December 10, 2009. 

10 (7) After examination of the petition filed in Docket UE-09 1570 by PSE on 

September 30, 2009, and giv ing due consideration to all relevant matters and for 

good cause shown, the Commission finds that the accounting and nonnalization 

treatment requested should be approved. 

1/ 

12 

13 

14 

ORDER 

THE COMMISSION ORDERS: 

(1) 

(2) 

(3) 

(4) 

Puger Sound Energy, lnc.'s accounting and nonnalization treatment, reflecting a 

ten year amortization period of proceeds from a U.S. Treasury Department grant 

to be received under Section 1603 of the American Recovery and Reinvestment 

Act of 2009 associated with the Wild Horse Expansion Project and inclusion in 

Schedule 95A, is granted. 

This Order shall in no way affect the authority of the Commission over rates, 

services, accounts, valuations, estimates, or detennination of costs on any matters 

whatsoever that may come before it, nor shall anything herein be construed as 

acquiescence in any estimate or detennination of costs claimed or asserted. 

Any request made by Pugel Sound Energy, Inc. , in its petition that is not granted 

herein is deemed denied without prejudice. 

This order does not preclude the Commission or its Staff, or any other parties, 

from advocating alternative methodologies that may impact the accounting and 

nonnalization of Treasury grants in future proceedings based on new infonnation, 

new analysis, or federal guidance rulings. 
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(5) The Commission retains jurisdiction oveT the subject matter and Puget Sound 
Energy, Inc., to effectuate the provisions oftbis Order. 

DATED at Olympia, Washington, and effect ive December 10, 2009. 

WASHfNGTON UTILITrES AND TRANSPORTATION COMM ISSION 

JEFFREY D. GOLTZ, Chainnan 

PATRlCK J. OSH1E, Commiss ioner 

PHILIP B. JONES, Commissioner 
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MEMORANDUM 

Proposed Book and Tax Treatment of Treasury Grants Received for 
Wind Projects under §1603 ofthe American Recovery and 
Reinvestment Act of 2009 

l. Executive Summary 

A. The Need for Renewable Energy Supply 

Development of large scale renewable energy projects is essential to the abili ty of Puget 
Sound Energy, Inc. ("PSE" or "the Company") to meet its renewable energy acquisition 
obligations under state law. In recognition of the inherent financial complexity oftbese 
projects and the numerous obstacles to their timely development, management of PSE 
have been actively engaged for some time with pub lic officials and industry participants 
to he lp evolve effective public policy incentives that support renewable energy 
deve lopment in a cost effective manner for PSE 's customers. 

B. The American Recovery and Reinvestment Act 0(2009 ("ARRA") 

The American Recovery and Reinvestment Act of2009 ("ARRA"), enacted on February 
17, 2009, extends and expands a number of va luab le financial incentives for owners of 
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qualified renewable energy projects, including wind projects. For wind projects, the 
ARRA provides two new investment incentive options in addition to the production tax 
credit ("PTC"). These are 

• an election to convert the PTC to an investment tax credit ("ITC") 
or 

• an application to receive a cash grant from the US Treasury 
("Treasury Grant" or "Grant") in lieu of the PTC. Such 
application is independent of, and unre lated to, the ITe election 
option. 

The alternative investment incentive options provided by the ARRA address two 
infirmities inherent in the present PTC incentive structure and its reliance on the Internal 
Revenue Code ("IRC") as the means of delivering the intended incentive. 

First, the ARRA recognizes that many taxpaye rs, including many uti lities, are not large 
enough to have suffic ient taxab le income to timely and cost effectively utilize tbe PTC 
benefit produced by a large scale wind project. 

Second, the ARRA recognizes that for independent power producers and uti lities alike, 
the near collapse of the financial system in 2008-2009 greatly reduced the number of 
participants in, and the capacity of, the third party tax equity marketplace to absorb the 
PTC benefits associated with renewable energy project development through complex 
project financing transactions. 

C. Company Analyses of Alternatives 

Company staff bas evaluated a variety of generic transactional structures for the 
acquisition of wind resources and the Company's forecast taxable income position. It 
has concluded that under presently known conditions that the greatest economic benefit 
to customers is likely to be associated with the election of Treasury Grants in lieu of 
PTCs. In all cases, the Company will have to carefu ll y evaluate its specific choices 
given the options avai lab le to it and in light orthe prudence guidelines established by the 
Washington Utilities and Transportation Commission ("WUTC"). 

After conversations with the IRS and Treasury during 2009, consultations with its legal 
advisors, and after reviewing the ARRA and Treasury Guidance l

, the Company has 
detennined to utilize Treasury Grants for its wind projects in lieu of PTCs where it is in 
the best economic interest of its customers to do so. Further, the Company concludes 
that such grant benefits may be provided to its retail customers using a 10-year 
nonnalization period, a period which is similar to, and consistent with, the IO-year 

I " Payments for Specified Energy Property in Lieu of Tax Credits under the American Recovel)' and 
Reinvestment Act of 2009", U.S. Treasul)' Departmellt, Offi ce of the Fiscal Assistant SecretaI)', July 2009. 
Referred to herein as "Treasury Guidance". 
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period over which PTe benefits would have been provided to retail customers had the 
Company had sufficient taxable income 10 timely uti lize such benefits. 

In addition, PSE has determined that cash Grants for PSE's wind projects are 
compensation related to its election to forego PTCs. Based on the review of the 
accounting guidance from International Accounting Standard (lAS) 20 "Accounting for 
Government Grants and Disclosure of Govemment Assistance," PSE has detennined that 
tbe cash Grant elected in lieu of the PTC should be recognized over the same lO-year 
period as PTCs would have been recognized for financial reporting purposes. 

II . Accounting and Tax Treatment Considerations for Treasury Grants 

A. General Considerations 

The accounting treatment for Treasury Grants that should be applied to regulated uti lities 
is c lose ly linked to the how the benefit originated. For PSE, the Treasury Grants are a 
replacement ofPTCs. The PTCs are a tax credit under Section 45 of the IRe. A second 
consideration is the relevant accounting pri ncip les that would apply. Regulatory 
dec isions of how the grants will be treated for ratemaking purposes shou ld a lso inform 
the approach taken to financial reporting fo r a particular company. Below, we present a 
discussion and analysis of these complex and nuanced considerations and speci fi cally 
the ir application to the acquisition of wind resources by regulated uti lities. 

B. lAS/U.S. GAAP Guidance 

u .S. generally accepted accounting principles (GAAP) do not provide specific guidance 
on grant accounting; however, the American Institute of Certified Public Accountants 
makes reference to International Accounting Standard 20 "Accounting for Government 
Grants and Disclosure of Government Ass istance" {lAS 20). Under paragraph 7 of lAS 
20, in order to recognize a grant in the income statement, the company must have 
reasonable assurance of the following: 

a) the enti ty wi ll comply with the conditions attaching to them; 
and 

b) the grants will be received. 

A grant's impact on the income statement must also be recognized over period(s) in 
which the entity recognizes the corresponding income or expenses that it is intended to 
compensate. 

The Treasury Grant may be elected in a single step in lieu of PTCs. A taxpayer is not 
required to first e lect an ITC then further elect to convert it to a Treasury Grant. The 
ARRA provides the option to directly elect to claim a Treasury Grant to compensate 
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companies for PTCs that it cannot use due to limited taxable income. Under paragraph 
12 of lAS 20, it states: 

Government grants shall be recognized in profit or loss on a 
systematic basis over the periods in which the entity recognizes as 
expenses the related costs for which the gmnts are intended to 

compensate. 

The final relevant portion of lAS 20 is found in the final sentence of paragraph 17 which 
states: 

Similarly, grants related to depreciable assets are usually 
recognized in profit or loss over the periods and in the proportions 
in which the depreciation expense on those assets is recognized. 
[Emphasis added.] 

For U.S. GAAP, in consideration of the appropriate accounting for the Grant benefit, the 
Company would fo llow the guidance in ASC 980, "Regulated Operations" (980-45-25-
1), which provided the following guidance: 

25-1 Rate actions of a regulator can impose a liability on a 
regulated entity. Such liabilities are usually obligations to the 
entity's customers. The following are the usual ways in which 
liabilities can be imposed and the resu lting accounting: 

a. A regulator may require refunds to customers. Refunds can be paid to the 
customers who paid the amounts be ing refunded; however, they are usually 
provided to current customers by reducing current charges. Refunds that meet 
the criteria of accrual of loss contingencies shall be recorded as liabilities and 
as reductions of revenue or as expenses of the regulated entity. 

b. A regulator can provide current rates intended to recover costs that are 
expected to be incurred in the future with the understanding that if those costs 
are not incurred future rates will be reduced by corresponding amounts. If 
current rates are intended to recover such costs and the regulator requires the 
entity to remain accountable fo r any amounts charged pursuant to such rates 
and not yet expended for the intended purpose, the entity shall not recognize 
as revenues amounts charged pursuant to such rates. The usual mechanism 
used by regu lators for thi s purpose is to require the regulated entity to record 
the anticipated cost as a li ability in its regulatory accounting records. Those 
amounts shall be recognized as liabilities and taken to income only when the 
associated costs are incurred. 

c. A regulator can require that a gain or other reduction of net allowable costs be 
given to customers over future periods. That would be accomplished, for rate
making purposes, by amortizing the gain or other reduction of net allowable 
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costs over those future periods and reduc ing rates to reduce revenues in 
approximately the amount of the amortization. If a gain or other reduction of 
net allowable costs is to be amortized over future periods for rate-making 
purposes, the regulated entity shaH not recognize that gain or other reduction 
of net allowable costs in income of the current period. Instead, it shall record 
it as a li ability for future reductions of charges to customers that are expected 
to result. 

Since the Treasury Grant is in substance a reduction of net allowable costs and the 
Company will rece ive an order from the WUTC requiring such benefit to be passed 
through to the customer, the guidance for criteria (c) above would apply to PSE. For 
GAAP reporting purposes, PSE wi ll record the Treas ury Grant as a reduction to Utility 
Plant and amortize the benefit over 10 years to Amorti zation Expense starting the date the 
Washington Commission approves the amount in tariff rates. 

c. PWC Accounting Guidance Is Useful but Jncornplete With Respect To 
Utility Owned Section 45 Property 

In response to the ARRA, PwC issued its own accounting guidance on the Treasury 
Grant program in June 2009, "Uti lity GAAP Alert 2009-6: American Recovery and 
Reinvestment Act of 2009 - Accounting Consideratlons" ("Alert 2009-61

\ or "PwC 
Guidance", attached). The PwC Guidance preceded the Treasury Guidance issued by the 
Treasury in July 2009 (attached) and, accordingly, could not have benefitted from or 
responded to the Trcasury Guidance. 

In Alert 2009-6, PwC describes onl y two of the possible three election alternatives 
available to taxpayers under ARRA, namely i) "election to claim LTC in lieu of PTC", see 
page I of Alert 2009-6, and ii) "election to claim cash grants" [in lieu of lTC], see page 2 
of Alert 2009-6. Both of these options rel ate to Section 48 property. 

The PwC Guidance does not address the thi rd alternative avai lable to PSE, namely, 
election of a grant in lieu of, and as compensation for foregoing, PTC related to Section 
45 property. 

This omission is critically important to PSE in that its facts and circumstances do not fit 
the two ITC related election alternatives described in the PwC Guidance. Indeed, such 
lTC alternatives are not relevant to PSE's factua l circumstances. 

The title of § 1603 of ARRA is "Grants for Specified Energy Property in Lieu of Tax 
Creditsll. Such title applies equally to lTes and PTes. IISpecified Energy Propertyll 
consists of §45 (PTC) property, including wind, and §48 (ITC) property, including solar. 
In other words, as the title implies, if a taxpayer is eligible for a tax credit under either 
section, it is eligible to claim a grant in li eu of such tax credit. 
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The PwC Guidance appropriately guides the taxpayer who elects fTC or grants in li eu of 
rTC through applicable accounting treatments. However, it is si lent on guidance for the 
accounting treatment for taxpayers who elect alternative three, namely, a grant as 
compensation in lieu ofPTC. As discussed below, the outcomes with respect to the 
normalization treatment to be applied by a uti lity taxpayer who is a recipient ofa grant in 
lieu of PTC are notab ly different. 

D. Legislative Intent of ARRA 

Tbe ARRA was enacted on February 17, 2009. The ARRA extends and expands a 
number of valuable tax incentives including, specifically for wind projects, two options; 
(i) an election to convert the PTe to an ITC or (ii) the option to receive a cash grant from 
the Treasury directly in lieu of the PTe. 

A taxpayer is not required to first convert the PTC to ITC and then further convert it to a 
grant. Indeed, a taxpayer may not do so. 

It is expected for the foreseeable future that the PTe generated from the Company's 
ex isting wind projects wi ll continue to be greater than the amount ofPTC that the 
Company will be able to timely uti lize as a credit against its federal income tax liability, 
thus severely reducing the time va lue of the benefit it can make avai lable to its retail 
customers. The inability to use PTCs in a timely fashion is not unique to the Company. 
Indeed, it is common to both the uti lity and independent power industry as a whole, thus 
the evolution of the formerly robust market in PTe benefit transfer to third party tax 
equity investors who participate in complex project financing transactions. The inability 
of companies to use PTCs due to insufficient taxable income raised significant concerns 
in Congress as to how to best and most effectively encourage rapid development of 
renewable energy facilities. Th is concern was he ightened in light of the 2008-2009 
financial markets collapse that greatly reduced the number of tax equity participants and 
made apparent that even mid-s ized utili ties do not generate sufficient taxable income to 
shelter the PTCs that wi ll be made availab le as utilities move to comply with state 
renewable portfolio standard ("RPS") requirements. 

As affirmed in the Treasury Guidance issued in July 2009, the establishment of the grant 
program directly relates to the decline in third party demand for tax. credits. Such 
Guidance states in principal part: 

It is expected tbat the § 1603 program will temporarily fill the gap 
created by the diminished investor demand for tax credits. In this 
way, the near term goal of creating and retaining jobs is achieved, 
as well as the long-term benefit of expanding the use of clean and 
renewable energy and decreasing our dependency on non
renewable energy sources.2 

2 Treasury Guidance at Part I, page 3. 
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E. The Normalization Issue and the "Similar to" Standard 

The actual text of the ARRA is silent on a number of important details - one of which is 
whether or not the Treasury Grant is actua lly subject to tax normalization. The Treasury 
has traditionally used the term nonnalization to regulate how quickly a utility can pass a 
tax benefit to customers. The statutory construction of the ARRA makes it clear that the 
Treasury Grant is not a creature of the IRe nor is it a tax benefit. lostead, it is a tax 
exempt grant. 

There are presently two types of tax normalization provided in the IRC: 

a) accelerated tax depreciation is described under IRe § 167 
and 

b) ITC is described under IRC §46(f). 

Different rules app ly to each type of tax benefit normalization. 

Section 1603 of the ARRA does not mention tax nonnalizat ion. It does in § 1603(f) 
require the Treasury to apply rules similar to the rules of§50 of the IRC. 

Tn malcing grants under thi s section, the Secretary of the Treasury 
shall apply niles similar to the niles of section 50 of the Internal 
Revenue Code of 1986. In applying such rules, if the property is 
disposed of, or othcrwise ecascs to bc specificd energy property, 
the Secretary of the Treasury shall provide for the recapture of the 
appropriate percentage of the grant amount in such manner as the 
Secretary of the Treasury determines appropriate. [Emphasis 
added.] 

Section 50 does not mention normalization. However, subsection 50(d)(2) of the IRC 
refers to "rules similar to §46(f)". Section 46(f), which was removed from the IRC in 
1990, governs ITC normalization. Historically, the ITC normalization rules of §46(f) 
required a taxpayer to amortize ITC to customers no more quickly than ratably over the 
book life of the underlying assee. 

Given the ambiguity in the phrase, "similar to the rules of section 50", included in the 
§ 1603 of the statute, representatives ofPSE traveled to Washington D.C. in May 2009, 
approximately two months prior to Treasury issuing its guidance on the Treasury Grants, 
to discuss with representatives of the IRS and Treasury the characterization of the 
Treasury Grant and the ambiguous language concerning the normalization issue. In that 
meeting, the LRS representatives included their nonnaJization team (Mf. Chuck Ramsey, 
Mr. Peter Friedman, and Mr. Pat Kirwan). During that meeting, PSE offered several 
arguments detail ing why normalizat ion, which is a tax attribute consideration, should not 

3 PSE is a method 2 filer and accordingly follows the provision of §46(f)(2) for ITC normalization. 
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apply to a grant which Congress had determined to be free of income tax. In that 
meeting, the IRS representatives present stated their view that some Conn of 
nonnalization must apply. given the "similar to the rules of section 50" reference in 
§1603. 

During such discussions with IRS staff, PSE pointed out that Congress clearly intended 
the Treasury Grant to be a replacement of the PTC and that accordingly, a IO-year 
nonnalization period should meet the "similar to" test inasmuch as 10 years was the 
identical period over which the equivalent PTCs would be generated and passed through 
to customers. Tbus, PSE asserted that the "similar to" language sbould not be interpreted 
to rnean "identical to", IRS representatives stated that PSE's proposed normalization 
approach (i.e. 10 years) "sounded" consistent with the standard of "similar to the rules of 
section 50." 

In follow-up letters and conversations, PSE, with the assistance of Ernst & Young (E& V), 
asked the rRS to be specific in its ultimate normalization guidance, However, as the 
conversations progressed, it became clear that the IRS had not considered the nuances 
and important implementation details of normalization issues as they might pertain to tax 
exempt grants, For example, there is neither tax expense nor deferred tax expense to be 
normalized in connection with a Treasury Grant. The IRS stated that taxpayers would 
have to work out the details of grant normalization with their regulatory commissions, 

These conversations with the Treasury and the IRS confirmed for PSE there is some 
reasonable flexibility afforded the utility taxpayer in determining the time period for 
nonnalization ofa grant. As a result of such conversation, PSE requested that, if the 
Treasury detennined that normalization applied to grant recipients, the Treasury issue a 
simple statement to that effect rather than issuing detailed normalization requirements, 

When the Treasury Guidance was issued in July 2009, the Treasury issued, as PSE had 
requested, only a bare-bones statement that normalization applied to grants, No detailed 
guidance was given. In reference to normalization, the Treasury Guidance states, in its 
entirety: 

Payments received under the Section 1603 program must be normalized, 
See fonner §46(f).' [Emphasis added.] 

Significantly, the Treasury did not conclude that former §46(f) applied, but only referred 
to that section as guidance, Based on the text of § 1603, the conversation with the IRS 
and Treasury, and the Treasury Guidance, PSE has determined that tbe use of a 10-year 
normalization period, when approved by the state regulatory commission, is consistent 
with §46(f), except for the amortization period which is appropriately determined by the 
PTC equivalency standard, E& Y issued a memorandum dated September II , 2009, to 
the Company supporting this conclusion, stating that the company's interpretation was 
"reasonable", Company counsel, Dewey & LeBoeuf has also issued a memorandum 

4 See Part VII , paragraph F, page 20. 
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dated October 7,2009, concluding that PSE's methodology was "reasonable and 
appropriate". 

F. Regulator Confirmation 

In connection with the expansion of its Wild Horse Wind Project, PSE bas fi led an 
accounting petition with the WUTC requesting approval of a Treasury Grant 
nonnalization methodology consistent with §46(f), except for the life which is 
appropriately detennined by the PTe equivalency standard (i.e. a IO-year nonnalization 
period). PSE expects this petition to he granted prior to filing its application for the 
related Treasury Grant. 

The Treasury Grant application includes a question that allows a utility to explain its 
normalization methodology. PSE plans to disclose its IO-year nonnalization 
methodology on its application and attach an explanation as to how this methodology 
meets the requirements of the ARRA and the Treasury Guidance. In addition, PSE will 
provide the Treasury with a copy of the WUTC order authorizing I O-year normalization. 
Prior to issuance of the Wild Horse Expansion Treasury Grant, tbe Treasury will be fully 
aware of the normalization methodology elected by the Company ordered by the WUTC. 

G. Statutory construction of §1603 / In Lieu of Tax Credits 

Trcasury Grants may be elected in lieu of PTCs or [TCs. There appears to be some 
confusion in various accounting firm guidance and press releases around the Treasury 
Grants. For example, some have characterized the Treasury Grant as a "grant in lieu of 
fTC". This is likely an incomplete and potentiall y mis leading description. The Treasury 
Guidance is elear that the grant program is intended to "temporarily fill the gap created 
by the diminished investor demand for tax credits." (Emphasis added.] 

The tiile of § 1603 is, "Grants for Specified Energy Property in Lieu ofTax eredil'''. It is 
not specific to either ITCs or PTCs. "Specified Energy Property" consists of §45 (PTC) 
property, including wind, and §48 (ITC) property, including solar. In other words, as the 
title implies, if a taxpayer is eligible for a tax credit under another section, it is elig ible 
for grant instead of that tax credit. 

After the Treasury Guidance was issued, PSE concluded for the reasons set forth above 
that nonnalization that was "similar to" §46(f) was required. PSE reviewed the use ofa 
IO-year normalization period, instead of the §46(f) defau lt to book li fe of the plant (i.e. 
25 years in the case of a wind farm), to test whether a IO-year life would be economically 
similar to the PTe. 
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H. Economic Equivalence Meets the " SimUar to" Standard 

For the Wi ld Horse Expansion Project such ana lys is demonstrates that the benefits 
associated with the Treasury Grant are economically equivalent to the PTCs when the 
qua lify ing costs are approximately 95% of total project costs and project production 
annual plant capacity factors are generally not greater than 35%. Actual qualifying costs 
for any particular plant wi ll be slightly more or slightly less depending on the eligible 
construction cost criteria. The IO·year nonnalization period is also plainly equivalent to 
the time period that PTCs can be generated by a qualifying wind plant under §45. 
Accordingly, analys is indicates that a I O-year norma lization period for qualified §46(f) 
assets most closely produces an economic result that is "similar to" the economic results 
ava ilable to taxpayers who elect the PTC method of benefit delivery for wind projects 
having the characteristics of those owned, and to be owned, by PSE. 

I. Limited Applicability of Section 48 (ITC) 

Section 48 has limited applicability to the matters at issue inasmuch as Section 48 only 
determines the dollar amount oftbe grant, not the eligibility of property nor the relevant 
normalization period. Under § 1603, a taxpayer such as PSE that has a wind project that 
qualifies under §45 for PTC becomes eligible for the Treasury Grant. Section 1603 
requires the taxpayer to use the rules of §48 (ITC rules) to determine the amount of the 
Grant. Both the Grant and the ITC are cost based calculations, and thus, § 1603 borrows 
those rules to calculate the amount of the Grant. At no time does PSE become subject to 
the ITC rules of §48 for plilposes of determining eligibility to receive a grant on a wind 
farm. 

A taxpayer may, but is not required to, elect out of PTCs and into ITCs for a wind 
project. This additional election option was added to §48 by the ARRA. 

The ITC election under §48 is not required in order to receive a grant in exchange for 
PTe. In fact , because such an elect ion is irrevocable, an JTC election appears to preclude 
the taxpayer from receiving a Treasury Grant once such election is made. 

PSE intends to receive one or more Treasury Grants because it has eligible wind project 
assets under §45, not because it plans to receive a Treasury Grant in li eu orITc. To the 
contrary, PSE plans to elect to receive a Treasury Grant in lieu of PTe. 

J. Solar Projects Differ from Wind Projects because They Are Not Eligible for 
PTe,. 

Solar projects unfortunately add connlsion to an already connlsing context for 
interpreting ARRA and normalization requirements with respect to Treasury Grants for 
utility owned wind projects. In contrast to wind projects, solar projects are clearly not 
eligible for PTCs. A solar project is only eligible for ITCs. If a solar project is e ligib le 
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fo r fTC. however, a taxpayer can elect to receive a Treasury Grant in li eu of the ITC 
benefit. Given the construction of § 1603, the Treasury Grant calculation for a solar 
project would be identical to the ITC calculation. In short, because there is no PTe 
alternative available to a solar project, i f a Grant is elected, it would be elected in lieu of 
lTC. This is the fact pattern assumed in much of the accounting guidance. 

K. Distinguishing Uti lity Facts 

The IO-year nonnalization of Treasury Grants for wind projects is particularly important 
to PSE customers for the following reasons. 

Fi rst, PSE is developing resources that are eligible for PTe that are intended to serve the 
native retail load of the regulated uti li ty. In 2004, PSE received a PLR confirming its 
eligibi li ty to receive PTCs and a determination that its retai l customers constitute 
unrelated third parties within the meaning of the IRe. A small number of regula ted 
utilities have followed PSE's lead and are developing w ind projects to serve their retai l 
customers and to meet applicable state law with respect to renewable portfolio standards. 
Other larger, prominent utility holding companies are developing wind projects in their 
non-regulated subsidiaries. Only regulated utili ties are requi red to normalize Treasury 
Grant benefi ts, placing them and their retai l customers at a significant cost disadvantage 
if the "similar to" standard is not adopted for rate making purposes. 

Second, Treasury Grants are attractive to regulated utilities that have no tax appet ite for 
PTCs. As a "first mover" in uti lity-owned wind projects, PSE has two wind farms in its 
regulated utility and cannot timely use all of its PTCs when they are generated. ]n 
contrast, other util ities are just beginning to consider developing their first wind project, 
and as a consequence, PTCs remain a viable option provided they have available taxable 
income. 

Third, a uti lity would need to be looking at wind projects with an annual capacity factor 
in the low 30's for the Treasury Grant to be as attractive as the PTe. The capacity factor 
for PSE's wind farms are in thi s range. ff a utili ty is considering a wind project with a 
capacity factor in the low 40 's, the present value of a 30% grant is much less than the 
present value of the PTe, which would make any amount of normalization uneconomic. 

Finally, PSE will receive an order from the WUTC directing that the Treasury Grant be 
normalized for ratemaking purposes over a I O-year period, thus conforming to the 
"simi lar to" standard . 
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L. Application of SFAS 5 and the Normalization Requirement 

The Requiremenl 

SF AS 5, paragraph 8, provides 

An estimated loss from a loss contingency ... shall be accrued by a 
charge to income ifboth of the following conditions are met; 

a) Infonnation available before the issuance of the financial 
statements indicates that it is probable that an asset has been 
impaired or a li ability has been incurred at the date of the 
financi al statements. It is implicit in this condition that it must 
be probable that one or more future events will occur 
confirming the fact of the loss. 

b) The amount of the loss can be reasonably estimated. 

The last sentence in F AS 5, paragraph 10, provides 

Disclosure is not required fo r an unasserted claim or assessment 
when there has been no manifestation by a potential claima nt of an 
awareness of a possible clam or assessment unless it is considered 
probably that a claim will be asserted and there is a reasonable 
possibili ty that the outcome will be unfavorable. 

Discussion and Interpretation 

For the Company to be subject to the provisions ofF AS 5, an assumption must be made 
that the Company has at some point become subject to a " loss contingency" with respect 
to its treatment of the Treasury Grant. Such assumption could only be satisfi ed if the 
Company were to now conclude that its normali zation methodology would likely be 
judged impermissible by the governmental authorities. To carry such hypothetical 
conclusion further, the governmental authorities would need to conclude: (1) that the 
Company's normali zation methodology was a violation of normalization principles, (2) 
that normalization sanctions would apply, AND (3) that those sanctions would be the 
financial responsibility of the Company and ultimately those of the regulated retail 
customers who directl y benefit from grant proceeds. 

Such conclusion is not reasonab ly reached for the following reasons: 

a. For a liability to exist, it must have a party in interest to assert it. In the case of the 
Company's normalization methodology, there is notable ambiguity in the underlying 
statute. As a result of that ambiguity, tbe Compa ny met with the IRS and Treasury. 
Our discussions covered many topics, including the normalization methodology that 
the Company has adopted, as approved by its regulator, the WUTC. The IRS and 
Treasury were receptive to our methodology approach. In addition, both stated that 
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the Treasury Grant program was NOT a tax program and that they would not be 
auditing or issuing rulings on it. It would be extremely unlikely for such parties to 
challenge the Company's methodology. It is conceivable that the Department of 
Energy or the Department of Justice could cha llenge it. However, neither 
organization has the staff or expertise in nonnalization or regulatory accounting. We 
conclude, therefore, it is very unlikely that any of the above mentioned agencies 
would question the Company's normalization methodology. Accordingly, absence of 
assertion results in no obligation to record a loss contingency and no required 
disclosure under SFAS 5. 

b. In the event the government were to assert a claim that questioned the Company's 
normalization methodology, it would have to develop a clear, unambiguous meaning 
to the phrase "similar to the rules of section 50". "Similar to" can not mean "identical 
to". The IRS and Treasury do not have a clear, unambiguous statutory definition with 
which to support a cha ll enge to the Company's reasonably supported interpretation of 
such clause, The Company knows this with great certainty because we discussed our 
understanding with them and the Company's interpretation sounded "similar to the 
rules of section 50" to them. 

Customary Practice of Tax Law Interpretation. Frequently when there is ambiguity in 
a statute, the courts rule in favor of the taxpayer. Such judicial practice should inform 
our interpretation of risk he re, especially in light of the Treasury Guidance. In the 
Guidance, the Treasury had the opportunity to clearly spell out the normalization 
methodology that it would require. It elected not to do so. instead, it perpetuated the 
ambiguity. The Company believes thi s is so because there is flexibility allowed by 
§1603. 

Legislative Intent Must Guide Any Interpretation of Applicab le Normalization 
Period. For the government to assert a longer normalization period for Section 45 
wind property than the establi shed PTC recognition period would appear to be clearly 
counter to the stated public policy of the Treasury Grant program, and indeed, would 
rest on no apparent statutory language for such a contravening interpretation. In 
addition, it would be contrary to the Treasury 's interpretation of almost every other 
provision of Section 50, which interpretations have been very taxpayer-favorable (see 
the Dewey memo). 

Thus, management believes that it is remote that the government would cha llenge the 
Company's nonnalizat ion methodology. 

e. Recapture Risk is De Minimus. If, for the sake of argument, the Company's 
normalization methodology were to be found lacking, neither § 1603 nor the Treasury 
Guidance allows for recapture of the Grant for normalization. The recapture 
provisions focus on having a qualified taxpayer and a qualified project. PSE is a 
qualified taxpayer, as § 1603 lists disqualified taxpayers and PSE does not fit on that 
list. PSE's wind projects are qualified projects under §45 . Therefore, the recapture 
provisions apparent ly would not app ly. 
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However, in the Terms and Conditions that the Treasury issued along with the 
Application, Section 8(a) discusses Disallowances: 

If the applicant materially fa ils to comply with any terms of the 
award, whether stated in a Federal statute or regulation, program 
guidance, these Terms and Conditions, or a notice of award, 
Treasury may take any remedial action that is legally available 
including disa llowing a ll or a part of the Section 1603 payment. 
[Emphasis added.] 

No guidance has been provided on materiality. It seems unlikely that the regulatory 
accounting treatment of the grant would be considered to be material to the Treasury 
Grant program. In the Company's situation the question would likely be phrased, 
"Does the Company's normalization methodology materially fa il to be similar to 
§46(f) when it is idenlical to §46(f) in every way, but for the nonnalizalion period?" 
The Company has answered that question in the negative based on statutory language, 
the Treasury Guidance, di scussions with IRS and Treasury, and consultations with 
E&Y and Dewey LeBouef. 

d. Violation Remedy Not Likely to be Recapture. lfit is assumed that the Company's 
nonnalization methodology is found lacking, it does not automatically follow that a 
nonnalization violation has occurred. Under the IRC, the potentia l sanction for a 
normalization violation is a loss oftbe tax benefit (e.g. for lTC, it would mean loss of 
thc crcdit; for accelerated depreciation, it would mcan loss of accelcratcd 
depreciation). However, tbe Treasury Grant is not a tax benefit, so it is not clear what 
the sanction might be. In theory, it could result in loss of the Grant, but neither the 
ARRA, the Treasure Guidance, nor the IRC indicate such a result. 

Under the IRC, in order for a nonnalization vio lation to incur any sanction, a taxpayer 
must have an insistent violation of the nonnali zation provisions. Such intent is 
wholly lacking at PSE. In fact , the Company can, and would, demonstrate the 
di ligence tha t it has exerci sed to ensure that its nonnalization methodology complies 
wi th the statutory requirements. That diligence includes discussions with the IRS and 
Treasury and complete disclosure on the Application. 

The Company is not aware of any case where the [RS revoked the ITC from a 
taxpayer due to a normalization violation. While such a sanction is potentially 
possible in the IRC, it is rarely, if ever, invoked. 

Over the years, the IRS has issued many private letter rulings to taxpayers concerning 
ITC normalization. The most recent rulings demonstrate that the [RS is loath to 
impose sanctions, instead preferring that wayward taxpayers simply begin 
normalizing their ITC correctly from the current date forward. In fact, the IRS has 
foregone the opportunity to impose a look-back true up in an effort to make amends 
for the past. Ifnormalization were to he an issue for PSE, PSE would arguable be 

15 

549 of 571 LOWER SNAKE RIVER WIND PROJEer, PH ASE J MAY 5, 2010 



Exhibi t No. _ (RG-I3HC) 
Page 550 of 57 1 

entitled to the same corrective opportunities that taxpayers currently receive under the 
ITC provisions of the rRe. 

e. Ultimate Obligations Rest with the CustomerlBeneficiary of the Grant. In the remote 
chance that some sanctions did apply, those sanct ions would not be the financia l 
obligation of PSE. Instead those sanctions must fall to PSE's customers. A 
nonnalization violation ari ses when a taxpayer passes a tax benefit to customers more 
quickly that the lRC allows. In other words, the customers received too much 
benefit. Therefore, the sanctions must be borne by the customers. For PSE to pay the 
sanctions out of company funds would simply compound the violation, in that 
customers received the original benefit and then received the benefit of not paying the 
sanction. Recoupment of grant monies and/or a forward adjustment in the rate of 
benefit transfer to the customer would involve a proceeding before the WUTC and 
the establishment ofa regulatory asset to offset whatever the amount of the sanction. 

Management believes that no sanctions would apply to the Company in any event 
and, if sanctions did apply, they would be borne by customers. 

f. SFAS 5 Summary. Based on the forgoing di scussion and analysis, the Company 
concludes that it has no loss contingency under FAS 5 and that no accrual or 
disclosure is required in the financia l statements. 

Ill, Conclusion 

In accordance with the guidance in ASC 980-45-25- 1c, the Treasury Grant will be treated 
as a reduction in net allowable cost to be given to customer over 10 years. Initia ll y, the 
fu ll amount received wi ll be recorded in FERC Account 228.4 "Accumulated 
miscellaneous operating provision" (which is included in Other Noncurrent Liabilities) 
and one-tenth of the amount w11l be transferred to FERC Account 242 "Miscellaneous 
current and accrued liabilities" (which is included in Current and Accrued Liabilities) in 
accordance with PSE's accounting petition before the WUTC for FERC reporting. 
However, for GAAP reporting these accounts wi ll be offset against Utility Plant. 

The Treasury Grant wi ll be recorded as a reduct ion to power costs in FERC Account 557 
over the WUTC approved I O-year amortization period. For accounting purposes, the 
amorti zation of Treasury Grant should be considered a modification of expenses as it is a 
replacement fo r the tax benefit received from PTCs which would have been recorded to 
tax expense. 

PSE will include one-tenth of the Treasury Grant in Tariff Schedule 9SA "Production 
Tax Credit". Schedule 95A was created in 2005 to provide customers the benefits of 
PTCs as they are generated and any vari ations are trued-up in the next annual filing, 
which is October of each year. As a result of the Treasury Grant accounting, PSE wi ll 
recognize as a credit to power costs one-tenth of the Treasury Grant at the same time the 
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customers would receive one-tenth of the Treasury Grant via the Schedule 9SA. Thus, 
there would be no net effect to the income statement. 

551 of 571 LOWER SNAKE RIVER WIND PROJECT, PH ASE I MAY 5, 2010 
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Exhibit V 

Pricewaterhouse Cooper Memorandum 
Re: Treatment of Treasury Grant 
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Formal Consultation Memo 

Client Name: Puget Sound Energy Date: 12/01/2009 

Partner: Heather Horn 

Manager: Steve Krump 

Office: Los Angeles 1 Portland 
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Exhibit W 
Risk Analysis 

The Company maintains an Enterprise Risk Management Policy ("ERM") in Policy 13 of 

the Corporate Policy Manual ("CPM·13"). CPM·13 articulates the policies and procedures 

the Company uses to manage its ERM responsibilities. Pursuant to CPM·13, PSE 

identified and developed management actions regarding incremental risks associated with 

the Lower Snake River Wind Project, Phase I ("Phase I" or "Project"). PSE's risks 

associated with the Project vary in nature and extent based on the stage of the Project. 

There are three principal stages of the Project with unique risk profiles, as follows: 

A. Pre·Construction Stage 

8. Construction Stage 

C. Operations Stage 

PSE has identified these risks associated with each Project stage and developed plans to 

eliminate or mitigate them to the maximum extent that is commercially reasonable and 

practicable. This exhibit describes these identified risks and their proposed mitigation. 

A. Pre·Construction Stage 

The Pre·Construction Stage began in August 2009, when PSE acquired the development 

rights , and extends until the Balance of Plant ("BOP") contractor is issued a Notice to 

Proceed ("NTP") for Phase I construction. The following table describes the risks 

associated with this stage of the Project 

W -1 
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Exhibit W 
Risk Analysis 

The Construction Stage of the Project commences when a NTP is issued to WTG supplier 

(Siemens) under the Turbine Supply Agreement ("TSA") and to the BOP contractor (RES) 

under the BOP Agreement. 

The principal risks in this stage relate to the potential for delays in SPA's Central Ferry 

substation construction schedule, which could delay PSE's WTG commissioning 

schedule, and the risk of price escalation for the portion of the BOP contract that is not 

fixed upon signing. 

To mitigate the risk of delays in SPA's substation construction schedule, PSE plans to 

proceed with turbine pre-commissioning before Central Ferry substation energization by 

using portable generators. Additionally, PSE is funding SPA in advance for Central Ferry 

work to support an on-time schedule. Provisions that could enable acceleration of the 

Central Ferry construction schedule, such as providing additional funds for early 

completion, are set forth in a letter agreement with SPA with the intent of reducing the risk 

of schedule slippage. PSE and SPA have also agreed in principal that, upon selection by 

SPA of its construction contractor, status reports and project meetings will be scheduled 

on a regular basis between the two parties. 

Once the BOP Agreement is signed, _million of the total BOP budget will be fixed. The 

remaining BOP budget is subject to price escalation due to an open-book contract 

process, which ~closes" over a period of time. To reduce the risk of price escalation, PSE 

and RES have developed detailed and thorough BOP cost estimates. This risk is further 

limited due to the relatively short construction timeframe in which prices could escalate. It 

is expected that by December 2010 the entire BOP Agreement price will be fixed, with 

RES then responsib le for any cost overruns. 

Siemens wilt be responsible for supply, transport , installation and erection, and 

commissioning of the WTG's. Weather conditions at the site can be challenging once the 

snow season starts. To ensure construction occurs in a timely fashion during the 

projected construction window, PSE has negotiated liquidated damages from responsib le 

parties if they cause delays. 
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Exhibit W 
Risk Analysis 

Individual wind turbines wil l be commissioned generally in groups, or strings, based on the 

collection system feeder arrangement. Energizing a feeder requires that the 

interconnection with SPA be made. Further, the site substation and step-up transformer 

work needs to be completed in a timely fashion. 

The following table summarizes the risks during the Construction Stage of the Project: 

w-5 
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c. Operations Stage 

Exhibit No. _ (RG-I3HC) 
Page 569 of 57 1 

Exhibit W 
Risk Analysis 

The Project enters the Operations Stage once substantial completion is achieved. Wind 

turbines are commissioned in groups according to the strings associated with collection 

system feeders. As each wind turbine is placed into service, the wind turbine substantial 

completion milestone is met. When all turbines have been commissioned, the Project will 

have met the Project substantial completion milestone. 

The principal risks in this stage relate to the Project not meeting performance 

expectations, resulting in lost production. The reasons for this could include poor wind 

conditions over the long-term, the WTGs being unable to meet performance projections, 

or mechanical availability problems with the equipment. PSE has mitigated these risks 

through contractual remedies in the Service and Maintenance Agreement ("SMA") with 

Siemens. Equipment performance, both initial and ongoing, is subject to warranty by 

Siemens during the five-year warranty period and subject to incentives and penalties in 

the SMA. With respect to the long-term wind resource, PSE's mitigation is thorough due 

diligence on the wind resource projection by independent industry experts, as well as 

leveraging experience from the existing, adjacent Hopkins Ridge Project. 

The following table summarizes the risks during the Operations Stage of the Project: 

W-8 
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