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Value Analysis

AURORA was utilized to dispatch 50% of Coyote Springs 2 (including the duct burner) against
20-year sets of fixed hourly market prices starting in 2005, as described further below.
AURORA incorporated the plant’s dispatch characteristics (e.g., minimum up time) to simulate
hourly operation and ultimately determine the value of the Tesource versus each set of market

prices.

The electric and natural gas prices utilized in AURORA were initially based on monthly forward
prices taken from NUCLEUS on April 8, 2004. These prices were shaped hourly based on prices
from the 2003 Idaho General Rate Case. The resulting prices matched forward prices on a
monthly basis, but retained the hourly shape from the rate case. Electric and natural gas prices
were tied directly to NUCLEUS forward prices through 2008, and escalated at 3% thereafter.

Numerous price scenarios, representing potential future spark spreads’, were then created and
used as input prices for individual AURORA runs. Spark spread modifications were
implemented through changes to natural gas prices. Ultimately, four scenarios were used to
represent likely potential futures. These scenarios are described below:

1. Increasing Spark Spread
In this scenario spark spreads increased over time. Electric pnces increased at 3% wh11e

patural gas prices increased at 2% through the end of the study. This resulted in a gradual
increase in the spark spread through 2024. The resulting average spread was 9,453 BTU/kKWh,
growing from 8,572 in 2005 to 10,346 in 2024. This scenario was designed to reflect a market
where electric prices are rising faster than gas prices.

2. Forwards/IRP Spark Spread
Spark spreads in this scenario were tied to forward prices through 2008. After 2008, annual

spreads were matched with those from the 2003 Integrated Resource Plan (IRP). The average
spark spread for this scenario was 10,928, growing from 8,165 in 2005 to 12,476 in 2024.

This scenario was designed to capture the most expected short and long-term prices. Forward
prices were used because they represent the actual prices available for purchases in the current
forward market. IRP prices were used because the IRP included significant analysis to
estimate long-term market conditions.

3. 10,500 Spark Spread
In this scenario the annual spark spread was set to 10,500 for the duration of the study. As

with the other scenarios, the spread still maintained the monthly shape inherent in the
forwards. This scenario was designed to represent a market where a CCCT would be
marginally cost-effective through the entire duration of the study.

4. IRP Prices
Spark spreads in this scenario were taken directly from the 2003 IRP. The resulting average

was 12,482 BTU/kWh. This scenario effectively compares the plant against the avoided costs
that have been established for PURPA contracts.

! For the purposes of this document, the term “spark spread” is used to describe the heat rate implied by the
relationship between natural gas and electric market prices. The spark spread for a given time period is the
electric price divided by the natural gas price multiplied by 1,000 (e.g., $45 / $5 * 1000 = 9000 BtwkWh).
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The results for each scenario were adjusted by two factors. First, $2 million per year was added
as an estimate for the value of the optimization of turbine fuel purchases through “heat rate
swaps” (transactions in the forward gas and electric markets to either buy fuel for the plant and
sell power or sell fuel from the plant and buy the power, depending on the spark spread). Next,

margins generated by the plant during Q2 of each year through 2008 were removed to represent a

conservative possibility that transmission may be restricted during certain periods in that quarter.
Transmission issues are further detailed later in the document.

The results for each scenario were input into a revenue requirements model and a marginal
benefit value, compared to the breakeven purchase price, was determined. Refer to the following
table for the detailed results.

Table 3 — Detailed Scenario Results

Average
Scenario Spark Spread | Base Value' W/ Option Value> | W/O Q2 Trans®

(BtwkWh) (5000) | (S/KW) (5000) | (S/KW) (50000 | (S/AW)

Increasing Spark 21,322
“Forwards/IRP Spark } :10,928:f 43,164 ]+ 303:|
10,500 Spark 10,500 | 45,633

IRP Pric 12,482: 1. 92,101 ]: : 64

(1) Value taken directly from AURORA model runs.
(2) Includes estimate of $2 million for value of heat rate swaps.
(3) Assumes no generation during Q2 through 2008.

The second scenario, “Forwards/IRP Spark,” was determined to be the most expected
representation of future market prices because it incorporates the best representations of short-
term and long-term market conditions. Forward prices, because they represent actual prices for
gas and electricity in the current forward market, are the best representation of short-term prices.
But since forwards are only available for two to three years out, they are not adequate to represent
long-term market conditions. The 2003 IRP, on the other hand, incorporated significant analysis
utilizing the AURORA model to estimate long-term market conditions.

As shown in Table 3 above, the resulting breakeven market value for 50% of Coyote Springs 2
was roughly $68 million. B
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* Note: See CS2 Acquisition of Second Half — 2004, Book 2, tab labeled
“Option Value Back-Cast Analysis” (9-24-04) for a description of the option
value analysis :
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Rate Impacts

An analysis was performed to determine the rate impacts of the selected scenario at various
purchase prices. The table below shows the estimated rate impacts for the breakeven price of $68
million, based upon the “Forwards/IRP Spark” scenario and the purchase price of $62.5 million
that was negotiated as a basis for the non-binding letter of intent to purchase the second half of

the Coyote Springs 2 project.

Table 4 - Estimated Rate Impacts

$68 MM ($250/kW) | $62.5 MM ($375/kW)
Year (5000) (percent) (5000) (percent)
_ 20_05 2.2% , 2.0%

-14% | (11,979)
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