








Without directly obtaining feedback from developers who did not submit Offers (such
as those developers who submitted Notices of Intent to participate but chose not to offer) it
is hard to know what factors may be limiting the response to the RFO from these other
technologies. Arroyo recommends that PG&E make follow-up contacts to the geothermal,
biomass, and wind development companies that submitted Notices of Intent but did not
make Offers, in order to obtain feedback on their decisions to pass on this solicitation, and
possibly to identify how to alleviate impediments to their making Offers in the future.

E xecutive Order S-06-06 states a goal for California to obtain 20% of its renewable
electric generation from biomass. In PG&E’s case, the share of renewable power currently
procured from biomass generation is already well above that. However, as PG&E continues
to succeed in negotiating large procurement contracts for renewable power using other
technologies, a need may eventually emerge to increase the share of new procurement
represented by biomass. Individuals associated with biomass and biogas generation made up
about 6% of the contacts added to PG&E’s list in 2008, and biomass and biogas power
made up roughly 4% of the production volume of the Offers (not counting hybrid projects
utilizing both biomass and other technologjes). PG&E may have an opportunity to increase
the extent to which it focuses a portion of its outreach to biomass power developers in its
future RPS solicitations, along with the company’s other innovative programs to capture
biogas for commercial use.

E. SOLICITING FEEDBACK FROM PARTICIPANTS

After arriving at a final short list, PG&E sent e-mails to Participants whose Offers were
not selected for the short list. Each communication included an offer to engage in a
discussion of that outcome, if desired. About half of these Participants expressed an interest
in such a follow~up discussion.

In a few cases, Participants who were notified that their Offers were included in the
short list responded by withdrawing the Offers. In these cases PG&E proactively contacted
the Participants to seek to find out the reasons for withdrawal from the solicitation. Arroyo
concluded that PG&E'’s efforts to seck adequate feedback from all Participants about the
RFO process were thorough.
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5. FAIRNESS OF PROJECT-
SPECIFIC NEGOTIATIONS

This chapter details an independent review of the extent to which PG&E’s negotiations
regarding Vantage should be considered to have been fair. A more detailed narrative of
points of the negotiation and how its fairness can be judged is provided in the confidential
appendix to this report.

A. PRINCIPLES FOR EVALUATING THE FAIRNESS OF NEGOTIATIONS

Arroyo took into account several principles to evaluate the degree of fairness with which
Invenergy was treated in negotiations regarding the Vantage Offer.

e Were Participants treated fairly and consistently by PG&E during negotiations?
Were all Participants given equitable opportunities to advance their Offers
towards final PPAs? Were individual Participants given unique opportunities to
move their Offers forward or concessions to improve their contracts’
commercial value, opportunities not provided to others?

e Was the distribution of risk between Seller and Buyer in the PPAs distributed
equitably across PPAs? Did PG&E’s ratepayers take on a materially
disproportionate share of risks in some contracts and not others? Were
individual Participants given opportunities to shift their commercial risks towards
ratepayers, opportunities that were not provided to others?

e Was non-public information provided by PG&E shared fairly with all shortlisted
Participants? Were individual Participants uniquely given information that
advantaged them in securing contracts or realizing commercial value from those
contracts?

e If any individual Participant was given preferential treatment by PG&E in the
course of negotiations, is there evidence that other Participants were
disadvantaged by that treatment? Were other Offers of comparable value to
ratepayers assigned materially worse outcomes?

B. FAIRNESS OF NEGOTIATIONS BETWEEN INVENERGY AND PG&E
REGARDING VANTAGE

To a large extent PG&E’s negotiations regarding Vantage were handled in a manner
consistent with the treatment of other Participants, with the routine give-and-take of detailed
revisions in disputed contract language. More information on contract issues resolved in the
negotiations regarding Vantage is provided in the confidential appendix to this report.
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PG&E has generally provided fair opportunities for Participants to seek modifications to
specific elements of its PPA terms. When PG&E and one Participant negotiate specific
modifications to the standard pro forma language provided in the 2008 RPS RFO
solicitation protocol, PG&E is then open to analogous modifications with other Participants.
PG&E does not generally volunteer the opportunity to negotiate such modifications, in
order to maintain the general level of risk borne by ratepayers. However, PG&E’s
transactors have to date handled these modifications or concessions fairly, and unique
concessions offered to one Participant have not been withheld from others that actively
sought such concessions. It is evident that PG&E’s transactors as a group have coordinated
their activities closely regarding how individual negotiations have yielded specific
modifications, in order to avert unfair treatment.

PG&E granted Invenergy specific concessions in contract terms that were similar to
those granted to other counterparties. Also, these terms closely resemble those in the 2009
RPS RFO Form Agreement that differ from the 2008 Form Agreement; PG&E has chosen
to incorporate and publish a set of modified terms in the 2009 Form Agreement that were
generally provided to several of the Participants from the 2008 solicitation upon their

request.

One specific contract provision negotiated between the two parties Jeaves the overall
cost of the power from Vantage to PG&E ratepayers somewhat uncertain until actual
outcomes are determined during the contract term. The effect of this provision is to shift
risks to ratepayers (albeit with a capped level on ratepayers’ cost exposure) and to decrease
the value of the PPA by an uncertain, but likely modest amount when compared to
Invenergy's initial Vantage Offer. This makes it more challenging for Arroyo to opine with
confidence about the market valuation of the proposed PPA. Details of this provision are
discussed in greater detail in the confidential appendix to this report. In Arroyo’s opinion,
providing this one specific concession regarding Vantage appears to be less than fully fair to
PG&E'’s ratepayers in the context of the overall narrative of the negotiation. However, there
is no evidence that other Participants were disadvantaged in their own negotiations with
PG&E by the concession granted for the Vantage project.

Arroyo judges that the project-specific negotiations between PG&E and Invenergy for
the Vantage Offer were fair overall with the exception of the one specific concession.
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6. MERIT FOR CPUC APPROVAL

This chapter provides an independent review of the merits of the Vantage project against
the high-level criteria stated in PG&E’s solicitation protocol.

A. CONTRACT SUMMARY

PG&E and Vantage Wind Energy LLC executed a complete contract for the Vantage
project on August 17, 2009. The contract is for a 15-year term, with a contract capacity of
90 MW. Commercial operation has the potential to begin within calendar 2010, with a
contractually guaranteed commercial operation date of nine months after final CPUC
approval barring any excused delays. Annual contract energy quantities are expected to be
about 277 GWh. The Vantage project will be located in eastern Kittitas County,
Washington, in a rural area between the towns of Kittitas and Vantage.

B. NARRATIVE OF EVALUATION CRITERIA AND RANKING

The 2008 template for independent evaluators, provided by the E nergy Division, calls
for a narrative of the merits of the proposed project on the major categories of contract
price, portfolio fit, and project viability. More specific details are provided in the
confidential appendix to this report.

CONTRACT PRICE AND MARKET VALUATION

The Vantage base contract price, as delivered at the interconnection point in Washington
State, is less (on a levelized basis) than the final 2008 Market Price Referent for 15-year PPAs
that begin in 2010.* However, that base contract price covers only the price of energy at the
project’s contractual delivery point in Washington State and does not represent the full cost
of delivering the power to the California ISO on terms that would qualify Vantage as an
eligible renewable resource. The full cost to PG&E'’s customers for taking this power also
includes additional ratepayer-borne components of cost required to move the power to
deliver in the California ISO..

The tasks of moving the power to the California ISO interconnection point, and of
shaping and firming the power to meet eligibility requirements for out-of-state renewable
resources, are currently intended to be accomplished by a third party under contract to
PG&E. PG&E conducted a public solicitation to seek offers to provide such shaping and
firming services from market participants in December 2008. Actual costs for shaping and
firming Vantage’s power are uncertain at this point in time, though a range of costs can be
estimated based on results of PG&E s solicitation for these services. Another provision of
the Vantage PPA, discussed previously in the narrative about the fairness of the contract,

33 California Public Utilities Commission, Resolution E-4214, December 18, 2008.
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also adds some uncertainty to the full cost of the delivered power.* PG&E has prudently
included contract terms designed to mitigate or cap some of these risks to ratepayers. At
this point in time, Arroyo estimates that in all likelihood the full levelized cost of power from
the Vantage project to PG&E ratepayers will not be less than the MPR.

Using the IE’s simple valuation model, the original Vantage Offer ranked higher in
valuation than most other original Offers received in the 2008 RPS solicitation. This
ranking, however, has changed for the worse over the course of time as negotiations
proceeded and a clearer view of likely actual transmission costs and their allocation emerged.

Given the sources of uncertainty, the actual possible outcome for the full cost of the
Vantage PPA has a wide range. Based on an independent valuation of the PPA in
comparison to the original set of Offers submitted in the 2008 RPS solicitation, and on
PG&E’s LCBF valuation of the PPA in comparison to short-listed Offers or to recently
executed or currently negotiated bilateral contracts, the Vantage PPA could rank as either
moderate or low in its net valuation. Arroyo’s opinion based on the limited information
currently available is that the net value of the Vantage contract is much likelier to rank as
moderate in value than low.

PORTFOLIO FIT

On the assumption that a third-party shaping and firming arrangement will be realized to
manage the Vantage project’s output, Arroyo would rank the project as moderate in
portfolio fit. With such a shaping and firming arrangement, the delivery schedule into the
California ISO would correlate well with PG&E customer needs on a seasonal basis, the
expected delivered generation profile will be flat on a time-of-day basis, and the delivery will
be highly predictable on a day-ahead basis. The delivery will however not be dispatchable
and PG&E will not have curtailment rights.

These favorable attributes of Vantage’s portfolio fit result not from the project’s actual
generation profile at the busbar, but rather from the expected result of banking, shaping, and
firming by a third party. If no shaping and firming arrangement were realized, the project’s
intermittent wind generation profile would fit poorly with PG&E’s portfolio.

PROJECT VIABILITY

Arroyo ranks the project viability of Vantage as high. The developer has considerable
experience developing, designing, permitting, constructing, and bringing into commercial
operation several large wind generation projects in the U.S., including the Pacific Northwest.
The developer has obtained site control, has access to equipment from a leading
manufacturer, and is employing a well-commercialized and reliable technology. The
developer has obtained all necessary local and state permits to proceed with construction,
and has obtained precertification as an eligible renewable resource from the California
Energy Commission. The Vantage project has applied for an interconnection agreement and
it is expected to be executed prior to commercial operation date.

34 This additional source of cost and uncertainty is discussed more fully in the confidential appendix
to this report '
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The Vantage project, if approved, is one of a very few projects from PG&E’s RPS RFO
that appears likely to deliver renewable power to customers within calendar 2010. This
would help advance PG&E towards meeting RPS goals.

C. DISCUSSION OF MERIT FOR APPROVAL

It is not feasible at this point in time to determine with certainty what the full ratepayer-
borne costs of renewable power from the Vantage project will be if the PPA is approved.
Indeed, even if approved the future cost to ratepayers will continue to be somewhat
uncertain during the term of the project until actual costs are realized. Because of the
situation, Arroyo’s current opinion regarding the market valuation of the PPA is tentative or
even speculative, but Arroyo judges it much likelier that the actual value will be moderate
rather than low. The contract offers access to renewable generation with some likelihood of
coming into commercial operation within calendar 2010; the Vantage project is one of only a
few shortlisted offers from the 2008 RPS RFO that offers this likelihood. This would
contribute to PG&E’s RPS goals in the near term.

Therefore, Arroyo concurs with PG&E management that the proposed contract can be
judged meritorious given the project’s high viability and its expected contribution to RPS
program goals. The state-wide failure to advance rapidly towards achieving the 2010 RPS
target emphasizes the attractiveness of selecting viable projects in the current solicitation.
Approval of the Vantage Offer would be consistent with PG&E’s short-listing of other
Offers that provide high project viability in return for moderate or possibly low net
valuation.
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7. CONCLUSIONS

Arroyo Seco Consulting concludes that the methodology that PG&E employed in
evaluating and selecting Offers for its initial short list for the 2008 RPS RFO was fair and
reasonable. The administration of the methodology was fair and reasonable.

PG&E provided certain concessions in contractual terms regarding Vantage, but these
were generally concessions that the utility was willing to provide to counterparties that
requested them. PG&E and Invenergy also negotiated a specific contract provision that
exposes ratepayers to a modest degree of uncertainty regarding cost, an exposure that is
capped by contractual provisions. Arroyo views this as a reduction in the expected value of
the contract, and a concession that shifts certain risks to ratepayers from the developer.
Consequently, Arroyo’s judgment is that while the overall treatment of Vantage was fair to
other RFO participants and to PG&E'’s ratepayers, the one concession appears to be less
than fully fair.

In Arroyo’s opinion, the proposed Vantage contract will likely rank as moderate in
market valuation (with uncertainty overall over the actual outcome, and some very small
possibility of a low net valuation over the contract term), moderate in portfolio fit, and high
in project viability. Given the current priority placed by the CPUC and CEC on advancing
California IOUs towards the 2010 RPS target, the likelihood of contributions by this project
towards RPS goals within calendar 2010 should receive particular consideration. On that
basis, Arroyo can concur with PG&E that this contract merits CPUC approval despite its
moderate or possibly low market valuation.
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