


PG&E’s press release announcing the issuance of the 2008 RPS RFO was picked up and
reported broadly in the electric power trade press, including publications such as:

e Platts Power Markets Week
e Global Power Report

e Megawatt Daily

e Power Market Today

e Targeted News Service

e NewsTrak Daily

e Platts Commodity News

e Dow Jones News Service

o PR Newswire

In additional, the detailed solicitation protocol and its attachments, the schedule, and
other RFO informational items were posted on PG&E’s website for public access.

Another indicator of the adequacy of the outreach for the RFO was the response of
attendees for the bidders’ conference. Figure 3 shows the breakdown of individuals who
registered for the conference (there is no means to check who actually attended) by the
sector of the industry their employer represents. A turnout of 126 individuals is a healthy
response. As with the contact list’s 2008 additions, the largest share of attendees represented
the solar and wind sectors of the renewable industties. While several of the attendees
appeared to be individuals representing themselves only, or employees of small consulting
firms or non-profit organizations, several other attendees represented leading manufacturers
of solar and wind generation hardware and developers of wind and geothermal power
projects.
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Inspection of the written Offers submitted for the RFO suggests that, while many
Participants (particularly those who attended the bidders’ workshop or who had participated
in prior RPS RFOs) had developed a strong overall comprehension of what information to
submit in order to provide a proposal that conformed to the Solicitation Protocol’s
requitements, many had substantial weaknesses. Two common themes emerged in
deficiencies: (1) Participants failed to fill in the fields on the Proposal Project Description
for credit information such as their proposed amounts of Project Development Security and
Delivery Term Security, and (2) Participants failed to fill in the field for energy pricing
without Production Tax Credit (PTC) or 30% Investment Tax Credit (ITC), or they left
pricing without PTC and ITC the same as pricing with PTC and ITC. These errors or

omissions had to be cotrected by sending Participants deficiency letters.

The bidders’ workshop presentation dealt with how to fill in these fields in some detail,
so it is hard to fault PG&E for insufficient outteach on these specific points. No Offer was
disqualified for an initial failure to fill in these fields properly, and participants generally
addressed the defects following issuance of the deficiency letters. A recommendation for
future solicitations would be to revise the Instructions page in Attachment D to the Offer to
clarify exactly what fields on credit information and energy pricing without PTC and ITC

must be filled in, with what information, to achieve compliance.

44




Arroyo Seco Consulting’s conclusion is that PG&E conducted substantial outreach to
the community of renewable power developers in North America. The number of
individuals contacted, the breadth of distribution of the news of the solicitation in the
electric power trade press, and the substantial participation in the bidders’ conference
suggest that overall outreach was strong. There may be room for future improvement in
one specific area, discussed below.

D. ROBUSTNESS OF SOLICITATION

The Offers PG&E received total a large volume of projected generation and capacity.
The offered volume totaled a substantial fraction of PG&E’s expected retail load, and
should provide plenty of opportunity for PG&E to negotiate, contract for, and procure 1 to
2% of retail load, taking into account that a number of the Participants chose exclusive
negotiation with other utilities instead of PG&E, some projects are likely to fall out of
negotiation, and some projects that are contracted may yet fail to be completed and enter
commercial operation. The risks of failure may be high in this yeat’s solicitation if only
because many of the submitted proposals are for large solar facilities, larger than any actually
constructed in the U.S. in the last decade, which may carry substantial execution risk.
Howevet, the ratio of offered volume to targeted procurement volume reflects a healthy,
robust response, suggesting a strong likelihood that the target will be achieved at some point
in time.

The Offers for solar generation were disproportionately represented in the total
compared to solar power’s portion of 2008 outreach contacts and bidders’ conference
attendees. This may be a comment on the attractiveness of the solar resource in the
southern part of California and the increasing degree to which photovoltaic, solar trough,
and solar tower technologies are expected to capture scale economies.

The representation of wind generation in the Offers is roughly the same as its share of
the 2008 additions to the PG&E RFO contact list and attendance at the bidders’ workshop.
The same is true for biomass/biogas and geothermal generation. However, since the contact
list and the workshop attendees include large numbers of attorneys, consultants, equipment
manufacturers, wholesale power marketers and traders, and farmers or other real estate
owners, who are less likely to directly propose actual generation projects, the representation
of wind, biomass, and geothermal Offers is rather lower than their representation among
actual developers in the contact list additions and workshop attendees.

This may reflect the increased attractiveness of wind power development in other
jurisdictions and markets in the U.S. with the more recent implementation of RPS standards
elsewhere than California. Or it may reflect the uncertain status of federal tax credit renewal,
the scarcity of wind turbines, the relatively high penetration of wind development in
California, the relative challenge of the permitting process in California vs. other states,
and/or the burden and delay of obtaining transmission access for new California wind
projects. This may also represent the technological challenges and risks of developing new
geothermal resources and the burden of obtaining transmission access to the CAISO grid
from regions where geothermal resources are most attractive.
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Without directly obtaining feedback from developers who did not submit Offers (such
as those developers who submitted Notices of Intent to patticipate 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.

Executive 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 technologies). 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 seek 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 Agua Caliente 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
Nextlight was treated in negotiations regarding the Agua Caliente Offer.

Were Participants treated faitly 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?

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?

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?

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 NEXTLIGHT AND PG&E
REGARDING AGUA CALIENTE

To a large extent PG&E’s negotiations regarding Agua Caliente 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 specific information on contract
issues resolved in the negotiations regarding Agua Caliente 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 Nextlight specific concessions in contract terms that were similar to
those granted to other counterparties. Also, these terms were incorporated as changes to the
2008 RPS RFO Form Agreement that were incorporated into the 2008 Form Agreement;
PG&E has chosen to publish 2 set of modified terms in the 2009 Form Agreement that were
provided in common to several of the Participants from the 2008 solicitation upon their
request.

One specific contract provision negotiated between the two parties leaves the overall
cost of the renewable power from Agua Caliente to PG&E ratepayers somewhat uncertain
until actual outcomes are determined during the contract term. The effect of this provision
is to shift certain risks to ratepayers. Details of this provision atre discussed in greater detail
in the confidential appendix to this report. Arroyo does not regard this as a major
concession, and it has been provided in the past to other counterparties. There is no
evidence that other Participants were disadvantaged in their own negotiations with PG&E
by the concession granted for the Agua Caliente project.

Arroyo judges that the project-specific negotiations between PG&E and Nextlight for
the Agua Caliente Offer were fair overall.
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6. MERIT FOR CPUC APPROVAL

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

A. CONTRACT SUMMARY

PG&E and Agua Caliente Solar, LLC executed a complete contract for the Agua
Caliente solar photovoltaic project on September 8, 2009. The contract is for a 25-year
term, with a contract capacity of 290 MW. A contractually guaranteed commercial operation
date is set for December 1, 2014, barring any excused delays. Annual contract energy
quantities are expected to average 688 GWh over the life of the contract. The Agua Caliente
project will be located in eastern Yuma County, Arizona, in a rural area about 65 miles east
of the city of Yuma and near the communities of Dateland and Hyder.

B. NARRATIVE OF EVALUATION CRITERIA AND RANKING

The 2008 template for independent evaluators, provided by the Energy 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 Agua Caliente base contract price, as delivered to the CAISO, is not less than the
final 2008 Market Price Referent for 25-year PPAs that begin in 2014.%

Using the IE’s simple valuation model, the original Agua Caliente Offer ranked higher in
valuation than most other original Offers received in the 2008 RPS solicitation. Howevert,
the price rose during the course of negotiations.

The final executed version of the Agua Caliente ranks lower in valuation than most of
the original offers submitted for the 2008 solicitation, based on their original prices and
using the independent model; it seems entirely possible that had those offers been
negotiated, most of their prices would have risen from original offer to final execution as
well. The final Agua Caliente PPA ranks lower in value than many of the currently
shortlisted offers from the 2008 solicitation, using PG&E’s LCBF methodology. It also
ranks lower in value than many of another peer group of competing renewable power
oppottunities made up of those shortlisted offers plus a number of proposed or recently
executed transactions that have arisen through bilateral discussions with PG&E.

33 California Public Utilities Commission, Resolution E-4214, December 18, 2008.

49



Arroyo’s opinion based on the ranking of the Agua Caliente contract in these
comparisons is that the net valuation of the contract is likely to be moderate. A more
detailed discussion of the rankings is presented in the confidential appendix to this report.

PORTFOLIO FIT

Arroyo ranks the Antelope Valley as moderate in portfolio fit, given the modestly good
correlation of its expected output with PG&E customer needs on a seasonal and time-of-day
basis, the relatively good day-ahead predictability of output, and taking into account the lack
of dispatchability of the projects’ generation.

PROJECT VIABILITY

A detailed discussion of factors that suggest a moderate likelihood of bringing the
project into commetcial operation at the proposed commercial operation date is addressed
in the confidential appendix to this report. Positive factors include

e Achieving site control;
e Attractive resource quality at the project site, with high insolation;

e A project team that includes individual members who have prior experience
developing fossil-fueled generation and bringing projects through permitting,
financing, transmission interconnection, and into commercial operation; and

e A well-established, commercial technology.

On the other hand, a variety of risks pose the potential for delay in achieving commercial
operation, ot for a potential failure to achieve full benefits for PG&E ratepayers, including
uncertainty about whether network upgrades for the transmission interconnection will be
required for full deliverability, about financing, and about local and state permitting.

In Arroyo’s opinion, the Agua Caliente’s project viability is moderate. Arroyo scored the
project at 61 out of 100 using the Energy Division’s Project Viability Calculator.

C. DISCUSSION OF MERIT FOR APPROVAL

Based on an opinion that the Agua Caliente contract rates as moderate for net valuation,
moderate for portfolio fit, and moderate for project viability, Arroyo agrees with PG&E that
the PPA merits Commission approval.
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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 Agua Caliente, but
these were generally concessions that the utility was willing to provide to counterparties that
requested them. PG&E and Nextlight also negotiated a specific provision in the Agua
Caliente contract that exposes ratepayers to a modest degree of uncertainty regarding cost
and shifts a certain but modest degree of risk to ratepayers from the developer.
Consequently, Arroyo’s judgment is that the overall treatment of Nextlight was fair to other
RFO participants and to PG&E’s ratepayets.

In Artroyo’s opinion, the proposed Agua Caliente contract will likely rank as moderate in
market valuation, moderate in portfolio fit, and moderate in project viability. On that basis,
Arroyo concurs with PG&E that this contract merits CPUC approval.
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