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REPORT TO THE BOARD OF DIRECTORS

1. EXECUTIVE SUMMARY

The purpose of this Report to the Board of Directors (“Report”) is to recommend
approval of the construction of Phase | of the Lower Snake River Wind Power Facility
(“Phase I”, or the “Project”), in accordance with the Resolutions set forth on Exhibit A.
Phase |, slated to achieve its Commercial Operation Date (“COD”) 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 “Company’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 (“IRP”). The IRP
considered expected customer loads and the impact of state and federal laws and
regulations on the Company’s generation portfolio. 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 (‘RFP") and to other non-solicited proposals. These
alternatives include offers for owned wind and biomass projects, and offers to

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

Economic Analysis

Quantitative and qualitative analysis demonstrates that Phase | 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").
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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 facilitate 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 (“BMcD"). 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 Phasel. ExhibitO
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 (“TSA”) and Service and
Maintenance Agreement (“SMA”) are described in Exhibits D 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) PSE will iai -iursuant to the TSA iaiment schedule.

3) Assumini the TSA is executed in Mai 2009| PSE will pay (D

4) Siemens will provide a full warranty of all parts and installation for five
years from turbine commissioning.
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The SMA obligates Siemens to provide all operations and maintenance (“O&M")
services for the Phase | units for five years following turbine commissioning. Key
terms of the SMA are:

1) PSE will pay a fixed fee per WTG which equates to an annual amount
of per WTG, adjusted annually after the first year to an inflation
index.

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

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

4) Siemens warrants.yo availability calculated annually 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 (“BPA") transmission system at the new Central Ferry 230/500 kV
substation. BPA will construct Central Ferry under the terms and conditions of the
Large Generator Interconnection Agreement (“LGIA”) 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 will 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 (“BA”) and is subject to an
integration tariff. BPA has established an integration tariff of $5.89/MWh that is

subject to adjustment in future, biennial BPA transmission rate case proceedings.
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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 (“PCA”) 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 PCA baseline rate. PSE will request deferral of all PCA 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 (i.e., 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
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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 Exhibit 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, including the WTGs, (ii) execute a
service renewal agreement with Siemens, or (iii) contract services from one or more
third-party O&M providers. It is assumed that WTG maintenance requirements will
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 All-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.
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RESOLUTIONS OF THE BOARD OF DIRECTORS OF

PUGET SOUND ENERGY, INC.

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

WHEREAS, this Board of Directors of Puget Sound Energy, Inc. (the “Company”) 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 electrical collection systems and other interconnection facilities (collectively,
the “LSR Phase | Project’);

WHEREAS, the Company’s management has negotiated with Siemens Energy, Inc.
(“Siemens”), 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. (“RES”) the terms and conditions of the construction of the
wind farm facility, pursuant to the principal definitive transaction documents (the “Principal
Transaction Documents”) 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 Agreement (the “TSA"). 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.

7o 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 Agreement”) between PSE and Siemens.

3. PSE will contract with RES to perform, or cause to be performed, all engineering,
procurement and construction relating to the balance of plant for the LSR Phase |
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 .million 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 electrical 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
“LGIA") with the Bonneville Power Administration of the United States Department
of Energy (the “BPA"). The LGIA will govern the terms and conditions by which
the LSR Phase | Project may interconnect 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 which approximately $38 million has been paid
to date). Approximately 97.5% of the amounts paid to BPA 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 LSR Phase |
Project.

WHEREAS, the Principal Transaction Documents, the current development status and
development plan of the LSR Phase | 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 | 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 | Proposal and relating to the development, construction and operation of the LSR
Phase | Project;

IT 1S, 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 | Project
pursuant to the Principal Transaction Documents, and any related agreements and the
other transactions described in the LSR Phase | 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 | 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

REDACTED
VERSION

31 of 571 LOWER SNAKE RIVER WIND PROJECT, PHASE I MAY 5, 2010

























































































































































Exhibit No. __ (RG-13HC)

Page 82 of 571
PSE Board of Directors Exhibit E
May 5, 2010 Summary of Principal Project Agreements

Exhibit E Summary of Principal Project Agreements

Construction of Phase | 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 .rnillion 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 1" 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 Sl niion. payable in instaliments over the projected 18 months
(approximately) of performance. See Section B, 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”) 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 obligations of PSE under the

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

PSE will contract for the engineering, procurement and construction of the Project with
RES America Construction Inc. (“RES”) pursuant to a Balance of Plant Agreement
("BOP 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

wrbines. (N

@) - orincipal provisions of the TSA are as follows:
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Exhibit | Real Estate

The Lower Snake River Wind Project, Phase | ("Phase |” or “Project”) 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
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sign the Siemens Turbine Supply Agreement (“TSA"), the Siemens Service and
Maintenance Agreement (“SMA”), the RES Development Balance of Plant Agreement
(“BOP”) and the BPA Large Generator Interconnection Agreement (“LGIA”) within days
after May 5, 2010, if the Board of Directors approve Phase | 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 project’. 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.

% DNV-GEC did not have a chance to evaluate (| | | il because did not make this available to
PSE until after early April, 2010. PSE will have DNV-GEC review the wind resource and

provide a similar evaluation in May 2010.
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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

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 RECs, 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 | due diligence and analysis vary. The (| [ | | D
- 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 Il 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 Il 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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2. Qualitative Evaluation

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 |
nor PSM Il 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 executability and associated risks with each proposed project.

In the 2010 RFP Phase I, PSE submitted clarifying data requests to the bidders of the
seven® 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.

% In the RFP Phase | 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 |l analysis because other wind proposals were more
economical. However, when PSE submitted data requests to concemning the

proposal, communicated that projects in Oregon can qualify for the WA 1.2 REC multiplier provision
if sufficient apprenticeship labor is used and was planning on meeting this requirement. Changing
this assumption made the proposal more quantitatively favorable than the initial RFP Phase | screening
indicated and as a result, PSE decided to bring this project forward to the RFP Phase Il analysis.
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Failure 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 | is the only project among the five
selected for further review that is ready for construction and will 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 | and Phase Il analyses, the developer has not yet received an unappealable
permit to construct the project. Additionally,_does not have a record of
decision (“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 will not execute its LGIA until the ROD is finalized, it
seems highly unlikely that (| ) can meet the Treasury Grant 5% safe harbor
provision for start of construction by the end of 2010. As PSE currently 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 BPA
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
deadlines completely,

The price proposed in the_offer 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.

@& < -'so further behind in the development process than LSR Phase .
@ s i nore 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. BPA 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_will not make its proposed commercial operation

date. Additionally, _also does not have an unappealable permit.
@ - to resubmit the original Final Environmental Impact Study (“FEIS”) submitted

for Phase | and Phase || 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, (il crorosal for (S cicated that it
had submitted a request for firm transmission rights on BPA's system. However, during
PSE's initial due diligence review, PSE staff could 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,-submitted its formal request to BPA. 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 BPA'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 BPA transmission wheels but there is no indication that
transmission service requests have been submitted. Thus, it is unknown if transmission
rights can be secured. Furthermore, future PPA costs are uncertain as PacifiCorp does
not have a published wind integration rate or an established methodology for calculating a
rate. -is farther along than—and_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 |l analysis.

3. 2010 RFP Selection of Renewable Resources

Typically, upon completion of a RFP Phase Il 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 |l process. Finally, some projects selected for the
RFP Phase |l 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 Il 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 | be constructed as it is the best renewable

resource among the alternatives when price and execution risk are considered. The
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o The Renewable Resource Selected for Acquisition

Of all the resources evaluated in or along side the 2010 RFP, the LSR Phase | is ranked
number one because it is the lowest cost, lowest risk resource available to PSE. LSR
Phase | is the only resource of the wind and biomass plants evaluated in the 2010 RFP
Phase Il that is ready to start construction. PSE has a finalized LGIA with BPA for
interconnection of Phase | 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, including all the roads,
collector systems, turbine foundations, turbine layout and substations. The wind resource
study is complete and PSE has a site suitability 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 |.

If project economics are considered alone, LSR Phase | 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 | 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 |
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and Phase Il 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| and Phasell, and to better understand the
commercial terms and risks associated with this project. As described earlier, when
evaluated as a stand-alone resource, PSM | 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 all three biomass proposals — F_

O - on the Candidate Short

List because PSE wants to study these projects further. Two of the three biomass
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proposals evaluated in PSM | more favorably than LSR Phase | 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 / or fuel price risk.

o The Renewable Resources Not Selected for Further Evaluation

There are two key reasons for not keeping (| | GG -

the Candidate Short List. While these three projects were among the best of the wind
resources PSE reviewed in the 2010 RFP Phase |, 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 | while continuing to evaluate the best of the other five

projects that remain on the Candidate Short List.
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H. Financial Evaluation Results

While attempts were made to receive 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:

BOP estimates

Warranty cost normalization assumptions (to ensure duration was five years)
Vestas V90 / V100 composition

O&M cost normalization assumptions (to ensure duration was five years)

o I

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 shori-listed turbine vendors. Base results from these

submittals are summarized in Table 4.

Table 4. Financial Review Results Summary®

Base Scenario
Turbine Candidate Lev Cost P1 ($/MWh) Rank $ Change To Tie 1st

Siemens SWT101 1 0
(1,547 ,235)
(9,642,393)

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

L r

evaluation team to conclude energy increase by uprating (i.e. increasing the turbine
nameplate capacity frorn.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, including preliminary DNV-GEC wind

resource estimates.
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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 El Nifio and La Niia

events.
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MEMORANDUM

DATE: October 7, 2009
TO: Ms. Harris and Mr. Garratt
FROM: Messrs. Klauberg, Moran & Duff

RE; Normalization of the Treasury Grant under the Section 1603 of the American Recovery
and Reinvestment Act of 2009
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PRIVILEGED AND CONFIDENTIAL
MEMORANDUM
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TO: Roger Garratt, Paul Wetherbee and Samuel Osborne

FROM: John Klauberg and Michael Espinoza

REDACTED i
VERSION d

527 of 571 LOWER SNAKE RIVER WIND PROJECT, PHASE 1 MAY 5,2010




















































































Exhibit No.  (RG-13HC)
Page 555 of 571

PRICEAVATERHOUSE( QOPERS




Exhibit No. (RG-13HC)
Page 556 of 571

PRICEAVATERHOUSE( COPERS

556 of 571 LOWER SNAKE RIVER WIND PROJECT, PHASE T MAY 5, 2010







Exhibit No. _ (RG-13HC)
Page 558 of 571

PRICEVATERHOUSE( QOPERS

558 of 571 LOWER SNAKE RIVER WIND PROJECT, PHASE 1 MAY 5, 2010




Exhibit No. (RG-13HC)
Page 559 of 571

PRICEAATERHOUSE(QOPERS

5539 of 571 LOWER SNAKE RIVER WIND PROJECT, PHASE T MAY 5, 2010




Exhibit No. (RG-13HC)
Page 560 of 571

PRICEWVATERHOUSE( QOPERS

560 of 571 LOWER SNAKE RIVER WIND PROJECT., PHASE 1 MAY 5, 2010
















Exhibit No. __ (RG-13HC)

Page 565 of 571
PSE Board of Directors Exhibit W
May 5, 2010 Risk Analysis

B. Construction Stage

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 BPA'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 BPA’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 BPA 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 BPA with the intent of reducing the risk
of schedule slippage. PSE and BPA have also agreed in principal that, upon selection by
BPA 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 responsible for any cost overruns.

Siemens will 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 responsible
parties if they cause delays.
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