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Breakdown of attendees for conference
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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
requirements, 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 TC), or they left
pricing without PTC and ITC the same as pricing with PTC and ITC. These errors or

omissions had to be corrected 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 outreach 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 I'TC

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

30




Arroyo Seco Consulting’s conclusion is that PG&E conducted substantial outreach to
the community of renewable power developers in North America for the 2008 RPS
solicitation. 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 for the 2008 RPS solicitation 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
year’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. However, 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 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 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 for the 2008 RPS RFO, 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
2008 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
with Geysers for the extended and increased delivery of renewable power from its
geothermal system can be considered to be 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. INDEPENDENT EVALUATOR’S LACK OF DIRECT OBSERVATION OF
NEGOTIATIONS BETWEEN GEYSERS AND PG&E

As described previously, because of the timing of the Commission’s Decision to require
an IE role in evaluating bilaterally negotiated contracts, Arroyo did not have an opportunity
to participate directly in negotiating sessions between PG&E and Geysers transactors, as has
been the case with short-listed parties from the 2008 RPS RFO. As a consequence, Arroyo
is unable to base an opinion about the treatment of Geysers in those sessions, or how that
treatment compares to the treatment of other counterparties with whom PG&E is
negotiating, on direct observation. The limited findings in this section are based more
narrowly on a comparison of the resulting executed contract’s terms and conditions to those
of other draft or executed contracts between PG&E and short-listed participants in the 2008
RPS RFO or resulting from other recent bilateral negotiations, and on a comparison to
PG&E'’s performance assurance standards as articulated in the 2009 RPS RFO solicitation
protocol.

B. FINDINGS FROM REVIEW OF THE GEYSERS CONTRACT IN COMPARISON
TO PG&E’S FORM AGREEMENT

The starting point for negotiations between the two parties was the existing contractual
relationship through which Geysers is already delivering renewable energy to PG&E.
Because the two existing contracts that form the basis for those deliveries were completed in
the past, and because to a large extent the proposed new contract resembles an extension of
those contracts, the terms and conditions of the proposed contract differ in certain ways
from PG&E’s standard 2009 form agreement that will serve as the starting point for
negotiations with short-listed parties from the 2009 RPS RFO.

The variances between the proposed Geysers contract and the 2009 form agreement
include a variety of minor differences. For example:

¢ The contract represents a transaction with an existing set of power plants, so
terms and conditions related to new project development were not necessary;
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¢ Language from existing contracts needed to be updated to bring the agreement
into consistency with current non-modifiable terms and conditions and with the
realities of the California ISO’s Market Redesign and Technology Update; the
transaction is not from a single delivery point as envisaged in the standard form
agreement but from several individual power plants;

e The contract represents not only an extension of renewable energy deliveries
from existing contracts, but includes incremental generation to be delivered to
PG&E customers. The contract accommodates the continuation of the terms of
one existing PPA and replaces the terms of the other upon its effective date.

In general PG&E and Geysers negotiated terms that are consistent with PG&E’s 2009
form agreement. To the extent PG&E provided concessions to Geysers, these generally
reflected terms that have been granted in the past to other counterparties upon request.
Arroyo noted that the contract does include one specific component that might create the
appearance of a concession to Geysers Power Company, LLC not generally provided to
PG&E'’s counterparties for long-term renewable energy contracts. However, Arroyo
observes that similar but different concessions have been provided in the past by PG&E in
negotiations with other renewable energy counterparties and particularly in cases where the
contract utilizes a similar pricing structure to the proposed Geysers PPA. Furthermore,
Arroyo cannot identify specifically how other counterparties have been harmed by this one
contract term. More details regarding this contractual component are described in the
confidential appendix to this report.

Arroyo concludes that, despite this interesting variance between the proposed Geysers
contract and PG&E'’s standard treatment of renewable energy contracts as communicated in
its 2009 RPS RFO solicitation protocol, the negotiation appears to be fair overall to
ratepayers and to competing generators. Again, this opinion is not based on direct
observation of negotiating sessions but rather on a review of the resulting contract language.
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6. MERIT FOR CPUC APPROVAL

This chapter provides an independent review of the merits of the proposed new Geysers
contract against the high-level criteria identified in the E nergy Division’s 2008 IE template.

A. CONTRACT SUMMARY

PG&E and Geysers executed a PPA for a sale of renewable energy, green attributes, and
capacity from the Geysers system on September 30, 2009. The contract provides for
delivery of scheduled energy to PG&E from the various individual power plants that make
up the Geysers system.

The proposed contract would provide baseload energy bundled with green attributes and
resource adequacy capacity. Total scheduled energy deliveries would vary based on a
predetermined annual schedule, up to about 3.54 TWh per year depending on performance.
The proposed new contract may be viewed as a means of extending the term of delivery of
renewable energy under two existing contracts as well as providing incremental energy
beyond those contracts.

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

Arroyo has compared the estimated cost of the proposed new Geysers contract to peer
groups of alternative sources of renewable energy for PG&E, using both PG&E’s LCBF
methodology and the simpler independent model. Based on those comparisons, in Arroyo’s
opinion, the net market valuation for the new contract appears likely to rank as moderate.

Arroyo estimates that the levelized price of the new contract will not be less than the
2008 Market Price Referent for generation resource coming on-line in 2010.*° The
confidential appendix to this report provides a more detailed discussion of the pricing of the
PPA and the basis for Arroyo’s opinion that the net value of the contract is likely to be
moderate.

PORTFOLIO FIT

20 California Public Utilities Commission, Resolution E-4214, December 18, 2008, page 1; the
baseload MPR for ten-year resources commencing 2010 is $101.75/MWh in nominal dollars; the
term of the Geysers contract would be about twelve years depending on effective date.
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Arroyo ranks the proposed Geysers contract as moderate in portfolio fit. The Geysers
system would continue to provide baseload energy to PG&E’s customers under the new
contract. While PG&E'’s portfolio does not have an immediate need for incremental new
baseload power, the costs of remarketing off-peak power if and when the delivery is not fully
required are likely to be low. Furthermore, the new contract has the effect of extending the
delivery of currently contracted baseload energy further into the future than is provided by
existing contracts, into a period when a portfolio need for additional baseload resources may
€exist.

PROJECT VIABILITY

The project viability of existing Geysers generation facilities from which power will be
supplied under the contract is high. The facilities already exist. All permitting,
interconnection, financing, equipment, and site control issues have been dealt with. Geysers
Power Company, LLC has had years of experience operating and maintaining these facilities.
The viability of these power plants is clearly superior to that of prospective new facilities that
as yet have not been permitted, lack interconnection agreements, will require major
transmission network upgrades to deliver power, or rely on technologies that have never
been deployed at utility scale of hundreds of megawatts.,

RPS GOALS

The proposed Geysers contract would advance PG&E towards its RPS goals in the near
future by adding to renewable energy deliveries to PG&E customers in calendar 2010,
beyond the volume already contracted in existing PPAs. It would advance the utility towards
meeting its RPS target for 2020, by extending deliveries from the Geysers system to a new
contract termination date at the end of 2021. It would not contribute to the goals set by the
Governor’s executive order regarding use of biomass or to PG&E’s supplier diversity goals.

C. DISCUSSION OF MERIT FOR APPROVAL

Arroyo concurs with PG&E management that the proposed Geysers contract merits
CPUC approval. The contract offers high project viability and the ability to contribute to
PG&E’s RPS targets for both 2010 and 2020. The estimated valuation of the contract is
moderate. While a specific concern was identified in the contract’s terms and conditions
that could create the appearance of disparate treatment compared to other RFO participants,
Arroyo opines that the negotiation appears (based on indirect evidence rather than on direct
observation) to have been fair overall and that there are precedents for PG&E conceding
this contract feature of the PPA; Arroyo cannot identify how other counterparties have been
harmed by PG&E providing that specific contract feature to Geysers.
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7. CONCLUSIONS

Arroyo Seco Consulting concludes that the LCBF methodology that PG&E employed in
evaluating the proposed new Geysers contract was fair and reasonable. The administration
of the methodology was fair and reasonable.

Based on a review of the terms and conditions of the executed PPA (rather than on
direct observation of the actual negotiation process), Arroyo infers indirectly that the
negotiations were likely conducted fairly overall. In Arroyo’s opinion, the proposed new
Geysers contract will likely rank as moderate in net market valuation, is moderate in
portfolio fit, and is high in project viability, and merits CPUC approval.
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