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Procurement of Renewable Energy Resources Resulting From
PG&E’s 2008 Renewables Portfolio Solicitation

L INTRODUCTION
A. Purpose

Pacific Gas and Electric Company (“PG&E”) seeks the California Public Utilities
Commission’s (“Commission” or “CPUC”) approval of a power purchase
agreement (“PPA”) that PG&E has executed with Desert Sunlight Holdings, LLC
(“Desert Sunlight”). PG&E submits the PPA for CPUC approval to establish
PG&E’s ability to recover the cost of payments made pursuant to the PPA through
its Energy Resource Recovery Account (“ERRA”).

B. Subject

The Commission’s approval of the PPA will authorize PG&E to accept deliveries of
300 megawatts (“MW”) of Renewables Portfolio Standard (“RPS”) — eligible
energy from a new solar photovoltaic (“PV”) project (the “Project”) located in
Desert Center, California, for a term of 25 years. The project will interconnect to
the California Independent System Operator (“CAISO”) controlled grid at Southern
California Edison’s (“SCE”) new Red Bluff substation. When completed, the
Project is expected to deliver on average approximately 619 gigawatt hours
(“GWh”) per year, which will contribute to PG&E’s long-term RPS goals. The
Project is being developed by Desert Sunlight, which is a limited liability
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corporation. Desert Sunlight is a wholly-owned subsidiary of First Solar, Inc.
(“First Solar”), a well-established solar developer and manufacturer of thin-film
solar photovoltaic panels.

The PPA resulted from the 2008 RPS Solicitation. Consistent with the protocol
used for review of RPS contracts resulting from the 2008 RPS Solicitation, PG&E
has included Confidential Appendices A through G and public Appendix H, which
demonstrate the reasonableness of the PPA. As discussed below, PG&E requests
confidential treatment for the information contained in Appendices A through G.

PG&E requests that the Commission issue a resolution no later than September 23,
2010 approving the PPA in its entirety, and all payments to be made by PG&E
under the PPA, and containing the findings required by the definition of CPUC
Approval adopted by Decision (“D.”) 07-11-025 and D.08-04-009.'

C. General Project Description

The following table summarizes the substantive features of the Project:

Project Name Desert Sunlight

Owner/Developer Desert Sunlight Holdings LLC
Technology Solar PV

Capacity (MW) 300 MW

Capacity Factor 24% at guaranteed commercial operation

Expected Generation (GMWh/Year) 619 GWh average per year over contract

term
Initial Commercial Operational Date July 1, 2015
(COD)
Date Contract Delivery Term Begins Commercial Operation Date

' As provided by D.07-11-025 and D.08-04-009, the Commission must approve the PPA and
payments to be made thereunder, and find that the procurement will count toward PG&E’s RPS
procurement obligations to avoid rescission.
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Delivery Term (Years) 25 years

Vintage (New / Existing / Repower) New

Location (City and State) Desert Center, CA
Control Area (e.g., CAISO, BPA) CAISO

The project is within the Riverside East
CREZ, and is sited within a Solar Energy
Study zone as designated under the
Pro%rammatic Solar Energy Development
EIS".

Nearest Competitive Renewable Energy
Zone (CREZ) as identified by the
Renewable Energy Transmission
Initiative (RETI)

Type of cooling, if applicable Not applicable

Exceeds the applicable 2009 MPR for a
project coming online in 2015. Cost
information is discussed in further detail
in Confidential Appendices A and D.

Price relative to MPR (i.e., above/below)

A copy of the PPA is provided in Confidential Appendix F. A contract analysis is
provided in Confidential Appendix D.

D. General Deal Structure

The Project is the 300-MW contract executed as a result of PG&E’s 2008 RPS
Solicitation. Desert Sunlight is a wholly-owned subsidiary of First Solar. As
discussed above, the Project will interconnect into the CAISO-controlled grid on
the SCE system at the new Red Bluff substation. PG&E will act as scheduling
coordinator. There is no firming and shaping associated with this deal.

A diagram of the delivery structure is included below:

2http://www.blm.gov/pgda‘ca/etc/medialib/blm/wo/MINERALS_REALTY_AND_RESOURCE_PROTEC
TION /energy/solar and wind/solar energy study.Par.38387.File.dat/SESAs CA rev_Jul 23 09 sm.pdf
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Diagram of Delivery Structure for Desert Sunlight RPS Transaction

R
RPS Seller: Desert Sunlight

Desert Center, CA
Expected to produce 619 GWh average
per year over contract term

PG&E

Purchases RPS-eligible energy

E. RPS Statutory Goals

Senate Bill (“SB”) 1078 established the California RPS Program, requiring an
electrical corporation to increase its use of eligible renewable energy resources to
20 percent of total retail sales no later than December 31, 2017. The legislature
subsequently accelerated the RPS goal to reach 20 percent by the end of 2010. In
addition, California is actively considering increasing its renewable goals beyond
the current 20 percent renewable energy target. Governor Schwarzenegger’s
Executive Order issued in November 2008 describes a new target for California of
33 percent renewable energy by 2020, and his executive order issued in September
2009 directs the California Air Resources Board to adopt a regulation consistent
with this 33 percent target by July 31, 2010. Finally, the California Air Resources
Board’s Scoping Plan, adopted in December 2008, identifies an increase in the
renewables target to 33 percent by 2020 as a key measure for reducing greenhouse
gas emissions and meeting California’s climate change goals. The Project is
scheduled to become operational in 2015. The PPA will contribute to maintaining
PG&E’s 20 percent RPS goal, and will also contribute to California’s potentially
higher renewable energy goals (i.e., 33%) in the years beyond 2010.

F. Confidentiality

In support of this Advice Letter, PG&E has provided the confidential information
listed under Section C “Request for Confidential Treatment” below, including the
PPA and other information that more specifically describes the rights and
obligations of the parties. This information is being submitted in the manner
directed by D.08-04-023 and the August 22, 2006 Administrative Law Judge’s
Ruling Clarifying Interim Procedures for Complying with D.06-06-066 to
demonstrate the confidentiality of the material and to invoke the protection of
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confidential utility information provided under either the terms of the IOU Matrix,
Appendix 1 of D.06-06-066 and Appendix C of D.08-04-023, or General Order 66-
C. A separate Declaration Seeking Confidential Treatment is being filed
concurrently with this Advice Letter.

II. CONSISTENCY WITH COMMISSION DECISIONS
A. Consistency with PG&E’s Adopted RPS Procurement Plan

PG&E’s 2008 renewable procurement plan (“2008 Plan”) was conditionally
approved in D.08-02-008. As required by statute, the 2008 Plan included an
assessment of supply and demand to determine the optimal mix of renewable
generation resources, consideration of compliance flexibility mechanisms
established by the Commission, and a bid solicitation setting forth the need for
renewable generation of various operational characteristics.’

The goal of PG&E’s 2008 Plan was to procure approximately one to two percent of
its retail sales volume, or between 800 GWh and 1,600 GWh per year. With
expected RPS-eligible energy deliveries, on average, of 619 GWh per year
commencing in 2015, the PPA meets the criteria for the renewables procurement
contained in the 2008 Plan. Additionally, the PPA will contribute to PG&E’s
longer-term RPS goals.

The PPA is also consistent with PG&E’s 2008 Plan because it was solicited,
negotiated and executed through PG&E’s adherence to its Solicitation Protocol,
which is the primary component of the 2008 Plan. PG&E generally followed the
RPS Solicitation schedule set forth in its Solicitation Protocol, but, ultimately, the
schedule for concluding negotiations was necessarily extended. The resulting 2008
Solicitation schedule is shown below:

? Pub. Util. Code § 399.14(a)(3).
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Date

Event

March 7, 2008

PG&E issues Solicitation

March 14, 2008

Deadline for Participant to submit non-binding
Notice of Intent to Bid and reservation for Bidders
Conference

March 17, 2008

Bidders Conference

May 12, 2008

Deadline for Participants to submit Offer(s)

July 1, 2008

PG&E notifies Shortlisted bidders

July 15, 2008

PG&E submits final shortlist to Commission and
procurement review group (“PRG”)

By December 31, 2008 | PG&E and Participants negotiate and execute
Agreements subject to Regulatory Approval; PG&E
submits Agreements for Regulatory Approval

December 22, 2008 PG&E submits first power purchase agreement for
Commission approval

June 4, 2009 PG&E submits second power purchase agreement for
Commission approval

July 27,2009 PG&E submits third power purchase agreement for
Commission approval

September 16, 2009 PG&E submits fourth power purchase agreement for
Commission approval

October 15, 2009 PG&E submits fifth power purchase agreement for
Commission approval

February 10, 2010 PG&E submits sixth power purchase agreement for
Commission approval

March 8, 2010 PG&E submits seventh power purchase agreement,

the Desert Sunlight PPA, for Commission approval
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B. Consistency with Commission Guidelines for Bilateral
Contracting

Because the PPA is a result of the 2008 RPS Solicitation, this section is not
applicable.

C. Consistency of Bid Evaluation Process with Least-Cost Best Fit
Decision

The RPS statute requires PG&E to procure the “least-cost, best fit” (“LCBF”)
eligible renewable resources.* The LCBF decision directs the utilities to use certain
criteria in their bid ranking’ and offers guidance regarding the process by which the
utility ranks bids in order to select or “shortlist” the bids with which it will
commence negotiations. PG&E’s approved process for identifying the LCBF
renewable resources focuses on four primary areas:

1. Determination of market value of bid,

2. Calculation of transmission adders and integration costs,
3. Evaluation of portfolio fit, and

4. Consideration of non-price factors.

PG&E examined the reasonableness of the PPA using the same comparison tools
used with other RPS transactions received in the 2008 RPS Solicitation and with
bilaterals currently being offered to PG&E. The general finding is that this Project
is reasonably priced. A more detailed discussion of PG&E’s evaluation of the PPA
is provided in Confidential Appendices A and D.

1. Market Valuation

In a “mark-to-market analysis,” the present value of the bidder’s payment stream is
compared with the present value of the product’s market value to determine the
benefit (positive or negative) from the procurement of the resource, irrespective of
PG&E’s portfolio. This analysis includes evaluation of the bid price and indirect
costs, such as transmission and integration costs. PG&E’s analysis of the market
value of the PPA is addressed in Confidential Appendix A.

* Pub. Util. Code § 399.14(a)(2)(B).
> D.04-07-029.
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2. Portfolio Fit

Portfolio fit considers how well an offer’s features match PG&E’s portfolio needs.
As part of the portfolio fit assessment, PG&E differentiates offers by the firmness
of their energy delivery and by their energy delivery patterns. A higher portfolio fit
measure is assigned to the energy that PG&E is sure to receive and fits the needs of
the existing portfolio. As the project is a solar photovoltaic plant, and will be
providing energy that is somewhat coincident with the profile of demand
throughout the day, the portfolio fit is good. Thus, the PPA fits PG&E’s portfolio
in a satisfactory manner.

3. Consistency with the Transmission Ranking Cost Decision

Under the transmission ranking cost decision, the customer’s potential cost of
accepting energy deliveries from a project must get considered when determining
the project’s value. PG&E determined the Transmission Ranking Cost Report
(“TRCR”) cluster at which each shortlisted project would interconnect to the
transmission grid. Consistent with Commission decisions, PG&E assigned a
transmission adder to each offer for evaluation based on the potential transmission
congestion, the associated proxy transmission network upgrades and the associated
capital costs that may be needed to accommodate delivery at this cluster. Further
transmission details are discussed in Confidential Appendices A and D.

4. Consistent Application of TODs

Application of the time of delivery (“TOD”) factors is addressed in Confidential
Appendix A.

5. Qualitative Factors

PG&E considered qualitative factors as required by D.04-07-029 and D.07-02-011
when evaluating the PPA, including benefits to low-income or minority
communities, environmental stewardship, local reliability, and resource diversity
benefits.

Riverside County, where the Project is located, had an unemployment rate of 14%
as of December, 2009.° Desert Sunlight has informed PG&E that the Project is
anticipated to provide approximately 430 construction jobs at peak over 3-4 years
and approximately 15 head-of-household jobs for ongoing monitoring and

® http://www.bls.gov/eag/eag.ca_riverside msa.htm
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maintenance once the project is constructed. The Project will also bring
approximately $100 million in sales tax revenue to California of which
approximately $10 million would go to local community during construction and
operation.

D. Compliance with Standard Terms and Conditions

The Commission set forth standard terms and conditions to be incorporated into
contracts for the purchase of electricity from eligible renewable energy resources in
D.04-06-014 and D.07-02-011, as modified by D.07-05-057 and D.07-11-025.
These terms and conditions were compiled and published in D.08-04-009.
Additionally, the non-modifiable term related to Green Attributes was finalized in
D.08-08-028.

The non-modifiable terms in the PPA conform exactly to the “non-modifiable”
terms set forth in Attachment A of D.07-11-025 and Appendix A of D.08-04-009,
as modified by D.08-08-028.

The terms in the PPA that correspond to the “modifiable” standard terms and
conditions drafted in D.07-11-025 and D.08-04-009 have been modified, based
upon mutual agreement reached during negotiations. A comparison of the terms in
the PPA against the terms in PG&E’s 2009 RPS PPA form in the Solicitation
Protocol dated June 29, 2009 is provided in Confidential Appendix E.

Each provision in the PPA is essential to the negotiated agreement between the
parties, and therefore, the Commission should not modify any of the provisions.
The Commission should consider the PPA as a whole, in terms of their ultimate
effect on utility customers. The PPA protects the interests of PG&E’s customers
while achieving the Commission’s goal of increasing procurement from eligible
renewable resources. The following table sets forth the specific page and section
number where the Commission’s non-modifiable terms are located in the PPA.
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Non-Modifiable Term PPA Section No. PPA Page No.

STC 1: CPUC Approval 1.53 5

STC 2: RECs and Green Attributes

,,,,,, * Definition of Green Attributes | 1105 | Al |
e Conveyance of Green Attributes 3.2 33-34

STC 6: Eligibility 10.2(b)(1) 68

STC 17: Applicable Law 10.12 76

E. Consistency with Unbundled Renewable Energy Credit
Transactions

The PPA is for the purchase of bundled RPS-eligible energy and therefore does not
include the purchase of unbundled renewable energy credits.

F. Consistency with Minimum Quantity Decision

In D.07-05-028, the Commission determined that in order to count energy deliveries
from short-term contracts with existing facilities toward RPS goals, RPS-obligated
load-serving entities must contract for deliveries equal to at least 0.25 percent of
their prior year’s retail sales through long-term contracts or through short-term
contracts with new facilities. The PPA is a long-term contract executed in 2010 and
thus counts toward PG&E’s contracting obligation under D.07-05-028. PG&E
expects that in 2010, it will be in compliance with the minimum quantity
requirement set forth in D.07-05-028.

G. Tier 2 Short-Term Contract “Fast Track” Process
PG&E is not submitting this contract under the “Fast Track” Process.
H. Market Price Reference

The actual price under the PPA is confidential, market sensitive information. As
the PPA was executed over 18 months from the close of PG&E’s 2008 RPS
Solicitation, it is appropriate to compare the PPA price with the most recently
approved market price referent (“MPR”) and the TOD factors associated with that
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solicitation year,” which are the 2009 MPR established in Resolution E-4298, on
December 17, 2009 and PG&E’s 2009 TOD factors. The TOD-adjusted price
under the PPA is above the applicable 2009 TOD-adjusted 2009 MPR. Total cost
information is discussed in Confidential Appendices A and D.

I. Above Market Funds

Because the PPA is a long-term contract for a bundled renewable energy product
from a new facility that was selected through PG&E’s competitive solicitation, the
PPA is consistent with SB 1036 and is eligible for above-market funds (“AMF”).
However, although the PPA is technically eligible for AMFs, PG&E was notified
by the CPUC on May 28, 2009 that PG&E had exhausted its portion of the AMFs
available for contract payments that are above the MPR. Since exhausting its
AMFs, PG&E has continued to voluntarily procure renewables that are priced
above the MPR, subject to Commission approval and a finding that the procurement
i1s just and reasonable and fully recoverable in rates. PG&E is proposing to
voluntarily procure this above-MPR renewable energy pursuant to Public Utilities
Code section 399.15(d)(4). PG&E’s AMF analysis is included in Confidential
Appendix D.

J. Compliance with Interim Emissions Performance Standard

A greenhouse gas emissions performance standard (“EPS”) was established by
Senate Bill 1368 (“SB 1368”), which requires that the Commission consider
emissions costs associated with new long-term (five years or greater) power
contracts procured on behalf of California ratepayers.

In D.07-01-039, the Commission adopted an Emissions Performance Standard
(“EPS”) that applies to contracts for a term of five or more years for baseload
generation with an annualized plant capacity factor of at least 60 percent. The PPA
is not a covered procurement subject to the EPS because the generating facility has
a forecast annualized capacity factor of less than 60% and therefore is not baseload
generation under paragraphs 1(a)(ii) and 3(2)(a) of the Adopted Interim EPS Rules.

Notification of compliance with D.07-01-039 is provided through this Advice
Letter, which has been served on the service list in the RPS rulemaking, R.08-08-
009.

7 See Resolution E-4199 at 36 (“Contracts executed after 18 months from the close of the bid’s
solicitation should be compared against the most recently approved MPR and the TODs associated
with that solicitation year.”).
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K. Procurement Review Group Participation

The Procurement Review Group (“PRG”) for PG&E includes representatives of the
California Department of Water Resources (“DWR”)®, the Commission’s Energy
Division and Division of Ratepayer Advocates, Union of Concerned Scientists
(“UCS”), the Utility Reform Network (“TURN?”), the California Utility Employees
(“CUE”), and Jan Reid, as a PG&E ratepayer. PG&E initially informed its PRG of
the Desert Sunlight offer on June 20, 2008. The PRG was subsequently updated on
the Project on July 15, 2008, August 2009 and December 2009. PG&E further
addresses PRG feedback in Confidential Appendix A.

L. Independent Evaluator

The independent evaluator (“IE”), Lewis Hashimoto from Arroyo Seco Consulting,
evaluated the PPA and concluded that the PPA merits CPUC approval. However,
the IE did raise several concerns and issues regarding specific PPA provisions.
PG&E addresses these concerns and issues in more detail in Appendices A and D.,
Please refer to Appendix H for public information on the Independent Evaluation of
the PPA and Appendix C for confidential information on the Independent
Evaluation of the PPA.

Any findings of the IE to the PRG regarding the applicable solicitation, the
project/bid, and or contract negotiations are contained in those appendices and in
Confidential Appendix A.

III. PROJECT DEVELOPMENT STATUS

A. Company / Development Team

First Solar, the parent company of Desert Sunlight, is a well-capitalized public
company, with 2008 revenues of over $1.2 billion. First Solar has supplied panels
to several utility-scale PV plants, and has been charged with the construction and
operation of those plants, including Sempra’s El Dorado plant located in Nevada,
which has been in operation since 2009, and NRG’s 21 MW Blythe plant, for which
SCE is the off-taker.

B. Technology

¥ As of January 14, 2010, DWR no longer participates in the RPS portions of the PRG meetings
and does not receive information on PG&E’s RPS activities.
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1. Technology Type and Level of Technology Maturity

The Project will use First Solar’s high efficiency “thin-film” PV panel. Thin-film
PV panels, including panels manufactured by First Solar, have been used in
installations throughout the world, in both small and utility scale applications. As
noted above, First Solar has provided the panels for the 10 MW EIl Dorado, Nevada
PV facility, which is owned by Sempra and the 21 MW NRG Blythe facility. In
addition, First Solar will be supplying the panels for Sempra’s 48 MW Copper
Mountain, Nevada PV facility. PG&E is the off-taker for both Sempra facilities
mentioned above.

2. Quality of Renewable Resource

The Project is in a well-known and highly predictable solar resource area, and the
resource has been verified by an independent third party. Please see confidential
Appendices A and C for more on the solar resource at the site.

3. Other Resources Required
No other resources are required.
C. Development Milestones
1. Site Control

As the site is on Bureau of Land Management (“BLM”) land, the project is
undergoing a National Environmental Policy Act (“NEPA”) permitting process.
The developer submitted a Plan of Development for the site in December, 2009, and
review is under way. Please see confidential Appendices A, C and D for further
details.

First Solar has an SF 299 and cost recovery agreement with the BLM, which grants
them exclusive right to pursue development on the site.
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2. Equipment Procurement

First Solar will be the equipment provider and Engineering, Procurement and
Construction (“EPC”) contractor on the Project.

3. Permitting / Certification Status

The PPA includes the non-modifiable representation and warranty that during the
delivery period, the Project will constitute an eligible renewable energy resource
certified by the CEC.

First Solar is currently in the Federal NEPA review process. First Solar has
submitted its Environmental Impact Statement (“EIS”), and is working with BLM,
the lead agency, on the project review. In addition, the Project has been designated
as a “fast track” project by the Department of Interior (“DOI”). This fast track
designation means that the DOI, through the NEPA process, would like to approve
the project so that it can begin construction by the end of 2010 to qualify for the
Treasury Cash In-Lieu of Investment Tax Credit Grant.

The following tables summarize key, non-confidential permits, agreements, and
licenses that Desert Sunlight has identified may be necessary for the construction
and operation of the generation facility.

Permit Table
Permit Lead Agency Description Status Expected Date
Land use permit The original FLPMA [November 2010
Standard Form 299 ROW
application was submitted to
[BLM in November 2006;

three updates were later
submitted, one in February
2007, one in June 2009, and
one in October 2009. The
original POD was submitted
FLPMA ROW Grant BLM in April 2007 with an update
based on BLM’s July 2008
[POD guidelines submitted in
October 2008. This POD is
an update to the 2007 and
2008 PODs.

The ROW Grant is subject to
INEPA review and terms and
conditions as set forth under

FLPMA and BLM’s
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Permit

Lead Agency

Description

Status

Expected Date

implementing regulations.
BLM will issue a ROW grant
and ROD at the end of the
INEPA process.

Section 404 Clean Water
Act (CWA) Permit

U.S. Army
Corps of
Engineers
(USACE)

Expect to receive
concurrence that
USACE does not have
jurisdiction

The preliminary investigation
and assessment of the
[Preferred Project Site
indicates that the Site does not
contain waters or wetlands
subject to Federal CWA
jurisdiction. First Solar will
work with the USACE to
obtain written concurrence
regarding the lack of Federal
jurisdiction under CWA.

IN/A

Endangered/Threatened
Species Consultation and
Incidental Take Statement
under the Federal ESA

USFWS

Permit for impacting
endangered or
threatened species

First Solar and the BLM will
engage the USFWS in the
[ESA Section 7 consultation
[process concurrently with the
INEPA review process and
will obtain incidental take
statement authority, as
necessary. Informal meetings,
e-mail discussions, and phone
calls are being conducted to
streamline this process by
familiarizing USFWS with the
Project and eliciting agency
concerns to be addressed
throughout the process.
Biological surveys for
federally-listed species have
been conducted for the
Preferred Project Site,
including the Proposed
Transmission Corridors and
substation locations.

August 2010

National Historic
Preservation Act Section
106 Compliance

BLM

Procedures to be
followed by BLM in the
course of its NEPA
review process

[dentification of cultural
resources within the Project’s
Area of Potential Effects is
ongoing. BLM will initiate
consultation with the State
Historic Preservation Office
after Class III cultural
resource inventories have

[August 2010

been completed and
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Permit

Lead Agency

Description

Status

Expected Date

approved. Section 106
compliance requirements will
be met prior to the completion
of NEPA analysis.

Archaeological Resources
Protection Act, Cultural
Resource Use Permit

BLM, State
Office

Permit for testing and
recording data regarding
any affected cultural
resources

A BLM Cultural Resource
Use Permit will be obtained
for the purposes of testing to
determine the National
Register of Historic Places
significance of identified sites
and to conduct data recovery
on sites adversely affected by
[project construction and
operation.

[August 2010

Fieldwork Authorization

BLM, Palm
Springs-South
Coast Field
Office

Authorization to
conduct cultural
resource inventories

A BLM Fieldwork
[Authorization will be obtained
prior to conducting Class 111
cultural resource inventories.

[August 2010

Native American
Consultation

BLM

Procedures to be
followed by BLM in the
course of its NEPA
review process

[First Solar is coordinating
with BLM to support BLM’s
consultation with Native
[American tribes for the
purpose of identifying sacred
sites and other places of
traditional religious and
cultural importance.
Consultation with tribes has
been initiated and will
continue throughout the
INEPA and Section 106
compliance processes.

August 2010

CDCA Plan Amendment

BLM

Amendment to BLM’s
California Desert
Conservation Area Plan

The Project will require a
CDCA Plan Amendment.

The Plan Amendment will be
addressed as part of the
FLPMA and NEPA processes
as provided for in the BLM
Planning Regulations (43
CFR Part 1600), and BLM
Land Use Planning Handbook
(H-1601-1).

[November 2010

Department of Defense
(DOD) Review

DOD

Procedures to be
followed by BLM in the
course of its NEPA
review process

[First Solar will request a
review of the project by DOD
for its potential impact on
military overflights and

[August 2010

operations. This review will
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Permit Lead Agency Description Status Expected Date
be done by the DOD R-2508
Complex Sustainability
Office, Region IX.
Permit for impacting CESA review and approval [November 2010
endangered or will be required for impacts to
threatened species State-listed species. Focused
biological surveys for
sensitive species have been
conducted with the Solar
Farm Site (Appendix D).
Endangered/Threatened CDFG is expected to be a full
Species Take participant in agency
Authorization under discussion between First
CESA and Sections 2050 Solar/BLM and the USFWS
(general provision for CDFG so that CDFG can complete a
endangered species) and Consistency Determination
2080 (take of endangered with the project BO issued by
species) of the California the USFWS. Informal
Fish and Game Code meetings, e-mail discussions,
land phone calls are being
undertaken to streamline this
process by familiarizing
CDFG with the project and
eliciting agency concerns to
be addressed throughout the
process.
Section 1600-1602 Agreement to be First Solar will work with the |August 2010
Streambed Alteration reached between Desert [CDFG to prepare a
Agreement process under | CDFG Sunlight and CDFG notification under the Fish and|

the California Fish and
Game Code

Construction and
Operations Phase Storm
Water Permits under
California Water
Code/CWA

Section 401 Certification
under CWA

California State
Water
Resources
Control Board
(SWRCB)

Regional Water
Quality

Construction and
operation permits

Expect investigation will
show no certification

Game Code Sections 1600-
1602.

First Solar will be required to
prepare SWPPPs
incorporating Best
[Management Practices for
storm water management and
control, and to file NOIs with
the SWRCB to obtain
coverage under the general
construction and industrial
storm water permits.

CWA Section 401

[November 2010

IN/A

certification would only be
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Permit

Lead Agency

Description

Status

Expected Date

Interconnection
Agreement

Permit to Construct (PTC)

Encroachment Permit

Fugitive Dust Control Plan

Control Board
(RWQCB)

CAISO

CPUC

California
Department of
Transportation

South Coast
Air Quality

required

Agreement between
CAISO, SCE, and
Desert Sunlight for
interconnection and
transmission services

Land use permit for
transmission facilities

Permit to build electrical
line across roadway
easement

Plan required for
construction permits

required in the event that a
USACE Section 404 permit is
required, which is not
expected based on First
Solar’s preliminary
investigation and assessment
of potential jurisdictional
waters and wetlands under the
CWA. To the extent
certification is required, First
Solar will apply to the
RWQCB to obtain
certification.

See Section 4.1.5 for the
status of the Interconnection
[Agreement.

SCE will need to obtain a
PTC for Red Bluff
Substation. SCE is preparing
the CPUC application. The
Project NEPA document will
provide environmental review
coverage pursuant to CPUC’s
CEQA and Proponent’s
[Environmental Assessment
requirements, as described in
the joint CPUC-BLM MOU
for the CPUC application
approval.

[An encroachment permit will
be needed for the Preferred
Transmission Corridor to
cross the I-10 highway
corridor in order to reach the
Preferred SCE Red Bluff
Substation Site located south
of I-10.

A fugitive dust control plan
will be developed in

April 2010

[November 2010

[November 2010

[November 2010
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Permit Lead Agency Description Status Expected Date
Management accordance with South Coast
District Air Quality Management
District requirements prior to
construction
Procedures to be The NAHC has been [August 2010
. followed by BLM in the [contacted. Follow-up
Consultation on sacred . . .
. course of its NEPA contacts with Native
areas to comply with State | NAHC . . . .
requirements IeVIEW Process [Americans will be made prior
' to beginning the NEPA
analysis.
Expect to receive First Solar is in discussions  [November 2010
Riverside concurrence that none  [with Riverside County to
Public Use Permit will be required determine applicability of a
County . . . .
discretionary permit allowing
a specific land use
Construction Permits (e.¢., | Riverside Construction permits If such'pemnts are required, |[November 2010
. oo they will be secured before
Grading, Building, County and/or onstruction activities
Electrical) BLM
commence.
Riverside Permit to build electrical [Permit will be secured before [November 2010
Encroachment Permit County, MWD line across roadway construction activities
easement commence as necessary for
and/or BLM

crossing Kaiser Road.

4. Production Tax Credit / Investment Tax Credit

Desert Sunlight has informed PG&E it is eligible for the ITC.

Confidential Appendices A and C for more information on tax credits.

5. Transmission

Please see

The Project will interconnect into the CAISO controlled grid on the SCE system.
The point of interconnection will be the Pnode at the new Red Bluff substation.
Additional transmission information is discussed in Confidential Appendix A under

the section entitled “Transmission.”
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D. Financing Plan

Desert Sunlight’s plans to obtain financial and any other capital resources are
confidential and are described in Confidential Appendix A under the section
entitled “Financing Plan.”

IV.  CONTINGENCIES AND/OR MILESTONES

The PPA includes certain performance criteria and milestones that PG&E includes
in its form RPS PPA contract. These and other contingencies and milestones are
addressed in Confidential Appendix D.

V. REGULATORY PROCESS
A. Requested Effective Date

PG&E requests that the Commission issue a resolution approving this advice filing
on September 23, 2010. Justification for this date is provided in Confidential
Appendix D.

B. Earmarking
PG&E reserves the right to earmark deliveries from this PPA.
C. Request for Confidential Treatment

In support of this Advice Letter, PG&E has provided the following confidential
information, including the PPA and other information that more specifically
describes the rights and obligations of the parties. This information is being
submitted in the manner directed by D.08-04-023 and the August 22, 2006
Administrative Law Judge’s Ruling Clarifying Interim Procedures for Complying
with D.06-06-066 to demonstrate the confidentiality of the material and to invoke
the protection of confidential utility information provided under either the terms of
the IOU Matrix, Appendix 1 of D.06-06-066 and Appendix C of D.08-04-023, or
General Order 66-C. A separate Declaration Seeking Confidential Treatment is
being filed concurrently with this Advice Letter.
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Confidential Attachments:

Appendix A — Consistency with Commission Decisions and Rules and Project
Development Status

Appendix B — 2009 Solicitation Overview
Appendix C — Independent Evaluator Report (Confidential)
Appendix D — Contract Terms and Conditions Explained

Appendix E — Comparison of Contract with Utility’s Pro Forma Power
Purchase Agreement

Appendix F — Power Purchase Agreement
Appendix G — Project’s Contribution Toward RPS Goals

Public Attachments:

Appendix H — Independent Evaluator Report (Public)

V.  REQUEST FOR COMMISSION APPROVAL

PG&E requests that the Commission issue a resolution not later than September 23,
2010 that:

1. Approves the PPA in its entirety, including payments to be made by
PG&E pursuant to the PPA, subject to the Commission’s review of
PG&E’s administration of the PPA.

2. Finds that any procurement pursuant to the PPA is procurement from an
eligible renewable energy resource for purposes of determining PG&E’s
compliance with any obligation that it may have to procure eligible
renewable energy resources pursuant to the California Renewables
Portfolio Standard (Public Utilities Code Section 399.11 et seq.)
(“RPS”), Decision (“D.”) 03-06-071 and D.06-10-050, or other
applicable law.
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3. Finds that all procurement and administrative costs, as provided by
Public Utilities Code section 399.14(g), associated with the PPA shall
be recovered in rates.

4.  Adopts the following finding of fact and conclusion of law in support of
CPUC Approval:

a. The PPA is consistent with PG&E’s 2008 RPS procurement plan.

b. The terms of the PPA, including the price of delivered energy, are
reasonable.

5. Adopts the following finding of fact and conclusion of law in support of
cost recovery for the PPA:

a. The utility’s costs under the PPA shall be recovered through PG&E’s
Energy Resource Recovery Account.

b. Any stranded costs that may arise from the PPA are subject to the
provisions of D.04-12-048 that authorize recovery of stranded
renewables procurement costs over the life of the contract. The
implementation of the D.04-12-048 stranded cost recovery
mechanism is addressed in D.08-09-012.

6. Adopts the following findings with respect to resource compliance with
the Emissions Performance Standard (“EPS”’) adopted in R.06-04-009:

a. The PPA is not a covered procurement subject to the EPS because the
generating facilities have a forecast capacity factor of less than 60
percent each and, therefore, are not baseload generation under
paragraphs 1(a)(i1) and 3(2)(a) of the Adopted Interim EPS Rules.
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Protests:

Anyone wishing to protest this filing may do so by sending a letter by March 29,
2010, which is 21 days from the date of this filing.” The protest must state the
grounds upon which it is based, including such items as financial and service
impact, and should be submitted expeditiously. Protests should be mailed to:

CPUC Energy Division
Attention: Tariff Unit, 4™ Floor
505 Van Ness Avenue

San Francisco, California 94102

Facsimile: (415) 703-2200
E-mail: mas@cpuc.ca.gov and jnj@cpuc.ca.gov

Copies should also be mailed to the attention of the Director, Energy Division,
Room 4005 and Honesto Gatchalian, Energy Division, at the address shown above.

The protest also should be sent via U.S. mail (and by facsimile and electronically, if
possible) to PG&E at the address shown below on the same date it is mailed or
delivered to the Commission.

Pacific Gas and Electric Company
Attention: Jane Yura

Vice President, Regulation and Rates
77 Beale Street, Mail Code B10B
P.O. Box 770000

San Francisco, California 94177

Facsimile: (415) 973-7226
E-Mail: PGETariffs@pge.com

? The 20-day protest period concludes on a weekend. PG&E is hereby moving this date to the following
business day.
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Effective Date:

PG&E requests that the Commission issue a resolution approving this advice filing
on September 23, 2010.

Notice:

In accordance with General Order 96-B, Section 1V, a copy of this Advice Letter
excluding the confidential appendices is being sent electronically and via U.S. mail
to parties shown on the attached list and the service lists for R.08-08-009, R.06-02-
012 and R.08-02-007. Non-market participants who are members of PG&E’s
Procurement Review Group and have signed appropriate Non-Disclosure
Certificates will also receive the Advice Letter and accompanying confidential
attachments by overnight mail. Address changes and electronic approvals should
be directed to PGETariffs@pge.com. Advice letter filings can also be accessed
electronically at: http://www.pge.com/tariffs.

G Yo

Jane K. Yura
Vice President — Regulation and Rates

cc:  Service List for R.08-08-009
Service List for R.06-02-012
Service List for R.08-02-007
Paul Douglas — Energy Division
Sean Simon — Energy Division

Attachments
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Limited Access to Confidential Material:

The portions of this Advice Letter marked Confidential Protected Material are
submitted under the confidentiality protection of Section 583 and 454.5(g) of the
Public Utilities Code and General Order 66-C. This material is protected from
public disclosure because it consists of, among other items, the contract itself, price
information, and analysis of the proposed RPS contract, which are protected
pursuant to D.06-06-066 and D.08-04-023. A separate Declaration Seeking
Confidential Treatment regarding the confidential information is filed concurrently
herewith.

Confidential Attachments:

Appendix A — Consistency with Commission Decisions and Rules and Project
Development Status

Appendix B — 2009 Solicitation Overview
Appendix C — Independent Evaluator Report (Confidential)
Appendix D — Contract Terms and Conditions Explained

Appendix E — Comparison of Contract with Utility’s Pro Forma Power
Purchase Agreement

Appendix F — Power Purchase Agreement
Appendix G — Project’s Contribution Toward RPS Goals

Public Attachments:

Appendix H — Independent Evaluator Report (Public)
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DECLARATION OF NEHA R. PATEL
SEEKING CONFIDENTIAL TREATMENT
FOR CERTAIN DATA AND INFORMATION
CONTAINED IN ADVICE LETTER 3629-E
(PACIFIC GAS AND ELECTRIC COMPANY - U 39 E)

1, Necha R. Patel, declare:

1. I am presently employed by Pacific Gas and Electric Company (“PG&E”), and
have been an employee at PG&E since 2008. My current title is Principal within PG&E’s
Energy Procurement organization. In this position, my responsibilities include negotiating
PG&E’s Renewables Portfolio Standard Program (“RPS”) power purchase agreements with
counterparties in the business of producing electric energy. In carrying out these responsibilities,
I have acquired knowledge of such sellers in general and, based on my experience in dealing
with facility owners and operators, I am familiar with the types of dafa and information about
their operations that such owners and operators consider confidential and proprietary.

2. Based on my knowledge and experience, and in accordance with Decision (“D.”)
08-04-023 and the August 22, 2006 “Administrative Law Judge’s Ruling Clarifying Interim
Procedures for Complying with Decision 06-06-066,” T make this declaration seeking
confidential treatment of Appendices A, B, C, D, E, F and G to Advice Letter 3629-E, submitted
on March 8, 2010. By this Advice Letter, PG&E is seeking this Commission’s approval of a
power purchase agreement that PG&E has executed with Desert Sunlight Holdings LLC.

3. Attached to this declaration is a matrix identifying the data and information for
which PG&E is seeking confidential treatment. The matrix specifies that the material PG&E is
seeking to protect constitutes the particular type of data and information li:sted in Appendix 1 of

D.06-06-066 and Appendix C of D.08-04-023 (the “IOU Matrix”), or constitutes information

that should be protected under General Order 66-C. The matrix also specifies the category or



categories in the IOU Matrix to which the data and information.corresponds (where applicable),
and why confidential protection is justified. Finally, the matrix specifies that: (1) PG&E is
complying with the limitations specified in the IOU Matrix for that type of data or information
(where applicable); (2) the information is not already public; and (3) the data cannot be
aggregated, redacted, summarized or otherwise protected in a way that allows partial disclosure.
By this reference, I am incorporating into this declaration all of the explanatory text in the
attached matrix that is pertinent to this filing,

I declare under penalty of perjury, under the laws of the State of California, that to the
best of my knowledge the foregoing is true and correct. Executed on March 8, 2009 at San

Francisco, California.

,//7 . (2( s /_}/P\“"‘mew,wwv

Neha R, Patel
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EXECUTIVE SUMMARY

This report provides an evaluation of the process by which the Pacific Gas and Electric
Company (PG&E) undertook a competitive solicitation to procure eligible renewable
resources in 2008. An independent evaluator, Arroyo Seco Consulting (Arroyo), conducted
a broad range of oversight activities to review, test, and check PG&E’s processes as the
utility conducted outreach to renewable electricity developers, solicited Offers, evaluated
Offers, selected a short list of Offers with which to enter negotiations, and negotiated
contracts.

Following the evaluation of Offers and selection of a short list by PG&E, Arroyo
submitted its Report of the Independent E valuator (IE) on the Bid E valuation and Selection
Process, on July 29, 2008. The high-level finding of that Short List Report was that PG&E
conducted a fair evaluation of Offers received in its 2008 competitive solicitation for
renewable resources, and used a fair process to select a short list. To the extent issues arose
during the evaluation and selection process to achieve a short list in July, they were resolved
without preferential treatment to one Participant at the expense of others. Some specific
recommendations for improvement in future renewable solicitations were identified.

Subsequent to the selection of a short list, PG&E negotiated with the selected
Participants to seek agreement on the terms of Power Purchase Agreements (PPAs) for
renewable power. On February 24, 2010, PG&E executed a PPA from the 2008 renewable
power solicitation, an agreement for the purchase of 300 MW from Desert Sunlight
Holdings, LLC (or “Desert Sunlight”), currently a wholly-owned subsidiary of First Solar,
Inc., or “First Solar”, of Tempe, Arizona) from its proposed solar photovoltaic project in
Riverside County north of the unincorporated town of Desert Center. The original offer to
PG&E for the Desert Sunlight project had been proposed by OptiSolar, Inc. of Hayward,
California; subsequently First Solar acquired the projects under development of OptiSolar.

The purpose of this report is to provide an independent review of the extent to which
the project-specific negotiations regarding Desert Sunlight were fair, and an opinion about
whether the contract for the output of the Desert Sunlight project merits approval by the
California Public Utilities Commission (CPUC).

The text of this report details what criteria were applied to evaluate the fairness of the
negotiations regarding Desert Sunlight, and how that process met or failed to meet rigorous
standards for fairness. Arroyo concurs with PG&E management that, based on information
currently available about the Desert Sunlight project, the PPA merits approval by the CPUC.
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1. ROLE OF THE INDEPENDENT
EVALUATOR

Pacific Gas and Electric Company issued a Request for Offer (RFO) on March 7, 2008,
a solicitation for power generation that qualifies as eligible renewable energy resources
(ERRs) under the California Renewables Portfolio Standard (RPS) Program. The RPS
Program was established by state law to ensure that retail sellers of electricity meet targets
for procurement of ERRs as a percentage of annual retail sales. In its Solicitation Protocol
for its 2008 RPS RFO, PG&E announced its intent to procure approximately 1 to 2% of its
retail sales volume through the 2008 process, or about 800 to 1,600 GWh annually.

The California Public Utilities Commission had conditionally approved PG&E’s RPS
procurement plan in its Decision 08-02-008 issued on February 14, 2008. PG&E issued its
amended 2008 Renewable E nergy Procurement Plan, including the 2008 Solicitation
Protocol for the RPS RFO, on February 29, 2008, in compliance with that CPUC Decision.

This chapter elaborates on the basis for an Independent E valuator’s participation in the
2008 RPS RFO, describes the role of the IE, details oversight activities performed by the IE
in this solicitation, and identifies the treatment of confidential information.

A. CPUC DECISIONS REQUIRING INDEPENDENT EVALUATOR PARTICIPATION

The CPUC first mandated a requirement for an independent, third-party evaluator to
participate in competitive solicitations for utility power procurement in its Decision 04-12-
048 on December 16, 2004 (Findings of Fact 94-95, Ordering Paragraph 28). In that
Decision, which addressed the approval of three utilities’ long-term procurement plans, the
CPUC required the use of an IE when Participants in a competitive procurement solicitation
include affiliates of investor-owned utilities IOUs), IOU-built projects, or IOU-turnkey
projects. The Decision envisaged that establishing a role for an IE would serve as a
safeguard in the process of evaluating IOU-built or IOU-affiliated projects competing
against Power Purchase Agreements (PPAs) with third parties, a safeguard to protect
consumers from any anti-competitive conduct between utilities and their corporate affiliates
or from anti-competitive conduct by utilities developing their own generation.

Later, in approving the IOUs’ 2006 RPS procurement plans and solicitation protocols,
the CPUC issued Decision 06-05-039 on May 25, 2006. In that Decision, the CPUC
expanded its requirement, ordering that each IOU use an IE to evaluate and report on the
entire solicitation, evaluation, and selection process, for the 2006 RPS RFO and all future
competitive solicitations. This requirement to employ an I[E now applies whether or not
I0OU-owned or IOU-affiliate generation participates in the solicitation (Finding of Fact 20,
Conclusion of Law 3, and Ordering Paragraph 8). This requirement, among others, was
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intended by the CPUC to increase the fairness, equity, and transparency of the Offer
selection process.

Decision 06-05-039 required the IOU’s IE to report separately from the utility on the
bid, solicitation, evaluation, and selection process. Based on the Decision, the IE should
provide a preliminary report along with the IOU submitting its short list. This document
represents that preliminary report for the 2008 renewable solicitation.

B. KEY INDEPENDENT EVALUATOR ROLES

To comply with the requirements ordered by the CPUC in these Decisions, PG&E
retained Arroyo Seco Consulting to serve as IE in the 2008 competitive solicitation for
renewable resources. Arroyo was selected in late March 2008 shortly after the RFO was
issued and after the pre-bid conference for potential participants had taken place.

The CPUC stated its intent for participation of an IE in competitive procurement
solicitations to “separately evaluate and report on the IOU’s entire solicitation, evaluation
and selection process”, in order to “serve as an independent check on the process and final
selections.”’ More specifically, the Energy Division (ED) of the CPUC has provided a
template to guide how IE s should report on the 2008 RPS competitive procurement process,
outlining five specific issues that should be addressed:

¢ Did the IOU do adequate outreach to potential bidders, and did its outreach
activities result in an adequately robust solicitation to promote competition?

e Was the IOU’s methodology for RPS bid evaluation and selection designed fairly?
e Was the IOU’s RPS bid evaluation and selection process fairly administered?
e Were project-specific negotiations fair?

e Does the proposed contract merit CPUC approval?

The structure of this report, setting out detailed findings for each of these key questions,
is organized around the template provided by the ED.

C. IE OVERSIGHT ACTIVITIES

To fulfill the role of evaluating and providing oversight to PG&E’s 2008 RPS RFO
procurement process, several tasks were undertaken, both prior to Offer Opening and

subsequently.

Prior to Offer Opening, the IE performed several tasks to assess PG&E s methodology
for evaluating Offers:

1 CPUC Decision 06-05-039, May 25, 2006, “Opinion Conditionally A pproving Procurement Plans
for 2006 RPS Solicitations, Addressing TOD Benchmarking Methodology”, page 46
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Reviewed the 2008 RPS RFO Solicitation Protocol and its various attachments
including the Forms of Power Purchase A greement and Power Purchase and
Sale Agreement (PSA) and the detailed LCBF evaluation criteria

E xamined the confidential protocols detailing how PG&E proposed to evaluate
Offers against various criteria, including market valuation, portfolio fit,
transmission adders, credit, project viability, and RPS goals. These nonpublic
internal protocols were evaluated to test whether they were consistent with the
approved public Solicitation Protocol and whether the procedures, inputs,
parameters, and standards were fair and reasonable.

Read the RPS Bidders’ Conference presentation materials from March 17, 2008,
its list of attendees, and the question and answer transcript from that conference’

Attended the RFO Bidders’ Workshop on April 11, 2008, via webinar, and
reviewed the website-posted question and answer transcript from that workshop

Examined PG&E’s RFO master contact list; performed a detailed analysis of
contacts added in 2008 with respect to industry and technology representation

Interviewed members of PG&E'’s evaluation committee and evaluation sub-
committees regarding the process, data inputs and parameters, background
industry and utility information, quantitative models, and other considerations
taken into account in evaluating Offers against non-quantitative criteria and in
performing market valuation of Offers

Interviewed PG&E middle-office staff regarding the internal review process that
serves as a check on market valuation modeling and its inputs

Reviewed in detail various data inputs and parameters used in PG&E’s market
valuation methodology

During the period between Offer Opening and PG&E’s development of a final short
list, Arroyo’s activities included: '

Participating in opening the Offers. The IE was present during the opening of
each Offer, and observed the PG&E team’s initial review and process of
recording and documenting basic information from each Offer. The IE took an
electronic copy (where present) from each Offer package, and independently
built a database for tracking the Offers.

2 The RPS Bidders’ Conference was held before PG&E selected an IE; consequently Arroyo Seco
Consulting did not attend that conference. A recommendation for PG&E for future solicitations is
to select the IE prior to the Bidders’ Conference to ensure that the IE can observe the release of
RFO information to Participants in that setting
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Taking part in discussions of the PG&E evaluation committee regarding what
additional information should be requested immediately from individual
Participants (e.g. amount of Delivery Term Security, detailed site information
where this information was missing) in an effort to ensure that each Offer

included sufficient information to complete an evaluation and to minimize the
number of Offers disqualified as non-conforming,

Reviewing the outbound correspondence (“ deficiency letters”) from PG&E to
Participants identifying issues with the completeness of the Offers and
requesting clarification or additional information. Arroyo reviewed the detailed
responses of Participants as they complied with these requests (or not). Arroyo
monitored other communications between PG&E and Participants to check for
fairness in the release of information.

Reading the Offers in detail. Arroyo particularly scrutinized Offers for utility
purchase and those which provided options for utility buyout.

Participating in PG&E evaluation committee discussions about which Offers to
disqualify for non-conformity with the requirements of the Solicitation Protocol.

Spot-checking offer-specific data inputs to PG&E’s valuation model.

Building an independent valuation model and using it to value the Offers. This
served as a cross-check against PG&E’s market valuation model. The IE model
used independent inputs and a different methodology than PG&E’s model. It
was simpler and lacked the granularity used in aspects of the PG&E model such
as hourly detail for market price as opposed to block prices. Its main value was
to provide an independent check on the ranking of Offers provided by PG&E’s
valuation model and to scan for data input errors. Where variances in the
ranking of Offers between the two models were large (and there were very few
such situations) the cross-comparison was helpful in identifying such errors such
as incorrect assignments of TOD factors to energy pricing or inclusion of RA
value where the Participant had chosen to withhold RA benefit from the Offer.

Preparing test cases for the PG&E team to run through its valuation model, and
reviewing the results to check the performance of the PG&E model.

Attending and participating in team discussions of PG&E’s evaluation
commiittee for the 2008 RPS RFO. This included discussing what scores were
assigned to each Offer for the various non-valuation criteria, and why.
Participation provided an opportunity to test the objectivity, fairness, and
reasonableness of how PG&E assessed Offers on these criteria. It also provided
insight into how;, specifically, the evaluation criteria were considered as the team
selected and refined its draft short list, in order to judge the fairness of these
decisions. Examples include decisions to exclude specific Offers from the short
list based on low scores for project viability, and the decision whether to
consider a utility ownership Offer for a project as opposed to its PPA Offer.
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Reviewing PG&E s scoring of each Offer for the criteria other than market
valuation, testing for consistency and fairness in the treatment of projects. This
included scrutiny of the scoring of those Offers and on those criteria that
PG&E’s team used as the basis for rejection of Offers from the short list, or for
the inclusion of Offers into the short list despite lower market valuation.

Investigating in detail the second ranking of Offers incorporating transmission
cost adders. PG&E'’s Solicitation Protocol takes into account proxies for
transmission network upgrade costs (both those in PG&E s service territory and
elsewhere) that may be required to incorporate increments of renewable
generation likely to incur congestion. The protocol also provides for PG&E to
consider “alternative commercial arrangements”, such as remarketing power,
executing swaps, or buying non-firm transmission, to avoid transmission
network upgrade costs. The data inputs for this analysis are complex and the
analysis itself is time-consuming, but the second iteration of valuation that
includes these adders has a significant impact on the value ranking of Offers.

Attending and participating in discussions of PG&E’s steering committee for the
2008 RPS RFO.

Attending meetings of PG&E’s Procurement Review Group (PRG), including
presenting a preliminary IE update reporting on the robustness of outreach and
of the solicitation, the fairness of the evaluation methodology and its inputs, and
the fairness and reasonableness of decisions made in drafting the short list.
Members of the PRG raised issues regarding the fairness of the analytic
treatment of specific Offers which required follow-up and clarification by the
PG&E team. Arroyo reviewed specific data affecting that issue.

Providing PG&E’s evaluation committee and steering committee commentary
based on independent opinion and judgment regarding the fairness and
reasonableness of proposed short list drafts. Provided feedback on specific
Offers and independent opinions about attributes such as participant experience
and technology viability.

Following PG&E’s completion of a short list in July, 2008, Arroyo’s activities focused on
the project-specific negotiations that ensued:

Sitting in, telephonically, on several negotiation sessions between PG&E
transactors and Participants;

Reviewing documents central to the negotiations, including draft term sheets,
draft PPAs, issue lists, and correspondence, with an eye towards whether
individual participants were being unfairly advantaged with information or
contractual provisions not offered to others;

Participating in routinely scheduled discussions with PG&E transactors about
the status of negotiations, contract issues that had arisen, and PG&E’s proposed
approach;
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e Participating in PG&E’s RPS RFO steering committee meetings to raise
concerns or to provide independent input about proposed actions, as necessary;

e Participating in PRG meetings regarding updates on 2008 RPS RFO
negotiations; and

¢ Providing independent counsel and suggestions to the PG&E team as needed,
such as input on contract size issues and possible inclusion of non-shortlisted

parties.

D. TREATMENT OF CONFIDENTIAL INFORMATION

The CPUC’s Decision 06-06-066, issued on June 29, 2006, detailed specific guidelines
for the treatment of information as confidential vs. non-confidential in the context of IOU
electricity procurement and related activities, including competitive solicitations or RFOs.
For example, the Decision provides for confidential treatment of “Score sheets, analyses,
evaluations of proposed RPS projects”,’ as opposed to public treatment (after submittal of
final contracts for CPUC approval) of the total number of projects and megawatts bid by

resource type.

3*Interim Opinion Implementing Senate Bill No. 1488, Relating to Confidentiality of Electric
Procurement Data Submitted to the Commission”, June 29, 2006, Appendix 1, page 17
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2. FAIRNESS OF OFFER
EVALUATION AND SELECTION
METHODOLOGY

The key finding of this chapter is that, based on IE oversight activities and findings,
PG&E'’s evaluation and selection methodology for identifying a short list for the 2008 RPS
RFO was designed fairly.

The following discussion identifies principles for evaluating the methodology, describes
the methodology, evaluates the strengths and weaknesses of the chosen methodology, and
identifies some specific issues with the methodology and its inputs that Arroyo recommends
be addressed in future solicitations.

A. PRINCIPLES FOR EVALUATING THE METHODOLOGY

The E nergy Division of the CPUC has usefully provided a set of principles for
evaluating the process used by IOUs for selecting Offers in competitive solicitations, within
the template intended for use by IEs in reporting. This list was previously developed by
Jonathan Jacobs of PA Consulting, serving as IE for San Diego Gas & Electric Company
(SDG&E).

Mr. Jacobs’ principles include:

e The procurement target should be large enough to ensure that the utility has a
reasonable chance of meeting its 20% RPS target (taking into account potential
contract failures).

e TheIOU evaluation should only be based on those criteria requested in the response
form. There should be no consideration of any information that might indicate
whether the bidder is an affiliate.

e The methodology should identify how quantitative measures will be considered and
be consistent with an overall metric.

e There should be no differences in the evaluation method for different technologies
that cannot be explained in a technology-neutral manner.

e The methodology does not have to be the one that the IE would independently have
selected but it needs to be ‘reasonable’.

Some additional considerations appear relevant to the specific situation PG&E finds
itself in during the 2008 RPS RFO. In this year’s solicitation PG&E streamlined its
evaluation process by dropping its prior approach of “partial ordering.” Instead, the team
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ranks Offers by market value, after which, using “the information and scores from the other
evaluation criteria, PG&E will then apply judgment and PRG feedback to decide which
Offers to include or not include on the shortlist.”* The application of judgment in bringing
the non-valuation criteria to bear on decision-making, rather than a rigorously mathematical,
quantitative means of doing so, implies an opportunity to test the fairness and consistency of
the method using additional principles:

e The methodology should identify how non-valuation qualitative measures will be
considered; non-valuation criteria used in selecting Offers should be clear to
Participants.

e Thelogic of using non-valuation criteria to reject high-value Offers and select low-
value Offers should be applied consistently and without bias.

e The valuation methodology should be reasonably consistent with industry practices.

B. PG&E’S LEAST-COST BEST-FIT METHODOLOGY

The California state legislation that mandated the RPS program required that the
procurement process use criteria for the selection of least-cost and best-fit (LCBF)
renewable resources; in its Decisions D .03-06-071 and D.04-07-029 the CPUC laid out
detailed guidelines for the IOUs to select LCBF renewable resources. PG&E adopted Offer
selection and evaluation processes and criteria for its 2008 RPS RFO. These are summarized
in Section XI of PG&E’s 2008 Solicitation Protocol for its renewable solicitation, and
detailed in Attachment K to that Solicitation Protocol.

Additionally, PG&E developed confidential documents for internal use that detail the
protocols for each individual criterion used in the evaluation process. The criteria described
by the Solicitation Protocol and its Attachment K include:

e Market valuation
e Portfolio fit

e Credit (including provision of collateral requirements)

e Project viability (including its constituent elements: project status, technology
viability, and participant experience)

e RPS goals

e Transmission cost adders

4 “2008 Renewable E nergy Procurement Plan and Draft Solicitation Protocol of Pacific Gas and
Electric Company”, August 1, 2007, CPUC Rulemaking 06-05-027, page 2
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This section summarizes PG&E’s methodology briefly and at a high level; readers are |
referred to the Solicitation Protocol and its Attachment K for a fuller treatment of the
detailed methodology.

MARKET VALUATION

PG&E measures market value as benefits minus costs. Benefits include energy value
and capacity value (resource adequacy value); ancillary services value is assumed zero. Costs
are PG&E’s payments to the Participant, appropriately adjusted by Time-of-Delivery (TOD)
factors as specified in the Solicitation Protocol. The TOD factors serve as a multiplier to the
contract price per megawatt-hours (MWh) based on the time of day and season of the
delivery, and are intended to reflect the relative value of the energy and capacity delivered in
those time periods. Also, costs are adjusted to reflect transmission adders. The costs of
integrating an intermittent resource into the electric system, such as load-following and
regulation, are assumed zero. Both benefits and costs are discounted from the entire contract
period to 2009 dollars per MWh in the methodology.

For as-available energy delivery, which was the category specified by most of the Offers
received in the 2008 RPS RFO, PG&E measures energy value by projecting a forward
energy curve (in hourly granularity) out to the time horizon of the contract period, and
multiplying projected hourly energy price by the projected hourly generation specified by the
Offer’s generation profile. For peaking or baseload Offers, the energy quantity is based on
the performance requirements of the Offer.

For dispatchable Offers, the protocol specifies use of a real-option pricing model to
measure energy benefit; however, there were no conforming Offers in the 2008 solicitation
that were dispatchable. Similarly, the protocol specifies use of a real-option pricing model to
value the utility buyout option attached to Offers that provide for a PPA plus such an
option. Very few Participants in the 2008 RPS RFO proc&ss offered projects with utility
buyout options.

PG&E projects capacity value as a nominal dollar per kilowatt-year estimate. For as-
available products, capacity quantity is calculated based on the annual average of the
generation profile for the noon to 6 p.m. period; this calculation was adopted by the CPUC
in Decision D.05-10-042 as the peak period for the purpose of measuring qualifying RA
capacity from wind and solar resources.” For baseload and dispatchable resources, the
capacity quantity is determined by the performance requirements of the Offer. Capacity
benefit is calculated as the product of capacity value and quantity, and discounted to 2009
nominal dollars.

PORTFOLIO FIT

PG&E employs a scoring system to assess the portfolio fit of an Offer into its overall set
of energy resources and obligations. The team assesses one score for the firmness of

5 CPUC Decision D.05-10-042, “Opinion on Resource Adequacy Requirements”, October 27, 2005,
page 101
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delivery of the offered resource and another score for the time of delivery of the resource
(relative to PG&E'’s portfolio needs). The overall score for portfolio fit is the average of the
tWo. '

CREDIT

PG&E assesses the degree to which a Participant making an Offer proposes to meet the
requirements for providing collateral to meet the Participant’s obligations. The requirements
for collateral, described in detail in Section VII of the Solicitation Protocol, include posting
Project Development Security after a PPA or PSA is executed and before Commercial
Operation Date of the project, and posting Delivery Term Security following the
commencement of commercial operation.

PROJECT VIABILITY

PG&E employs a scoring system to assess the viability of each proposed project. The
project viability score is an average of two separate evaluation scores, one for project status
and the other for technology viability and participant experience.

The project status score is developed through an assessment of several attributes of the
project provided in the detailed Offer, including

¢ The extent to which the Participant has obtained site control and easements
needed to develop the project at the proposed location,

e The degree to which the project has been advanced through the various
environmental applications and permits, and the extent to which the project may
have a deleterious environmental impact on protected or endangered species,
cultural resources, or communities of socioeconomic concern,

e Progress made towards feasibility studies, detailed design, contracting for
engineering, procurement, and construction,

e Progress made to acquire major components of equipment (e.g. wind turbines,
photovoltaic arrays), and

e Progress made towards obtaining a grid connection, including application for an
interconnection queue and the status of a system impact study and/ or feasibility

study.

The PG&E team evaluates the degree to which the proposed technology is in the
research stage vs. having been demonstrated in pilot scale or in early stages of
commercialization, vs. an established technology in wide commercial application. It
evaluates the extent to which a Participant can demonstrate experience developing,
constructing, and operating projects which employed the specific technology of its proposed
Offer, or no experience in that technology but general experience with other renewable
technologies, or is unable to demonstrate experience developing power projects at all.
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RPS GOALS

PG&E assesses the degree to which the Offer is consistent with and will contribute to
the state of California’s goals for the RPS Program, and the degree to which the Offer will
contribute to PG&E’s goals for supplier diversity. The CPUC has articulated specific
attributes of renewable generation projects which can be considered in utility procurement
evaluations, such as benefits to low-income or minority communities, environmental
stewardship, and resource diversity, that do not clearly fall within the other evaluation
criteria. Similarly, the CPUC has issued a Water Action Plan, and to the extent a renewable
energy project makes use of water on site, its proposed use of water is evaluated for
consistency or inconsistency with the CPUC’s recommended water conservation practices.

The Governor of California issued E xecutive Order S-06-06 that, among other things,
established a goal that the state will meet 20% of its renewable energy needs with electricity
generated from biomass. PG&E assesses the extent to which an Offer supports that goal.

PG&E has objectives for supplier diversity, and evaluates whether the Participant is, or
will make a good faith effort to subcontract with, Women-, Minority-, and Disabled Veteran-
owned Business E nterprises.

TRANSMISSION COST ADDERS

The cost of transmission to move power from a project offered in the solicitation to
PG&E retail customers is considered twice in the process of market valuation. In the first
ranking of Offers by market value, projects whose delivery points are outside the control
area of the California Independent System Operator (or “CAISO”) (such as projects
interconnecting to other utilities’ grids in the Pacific Northwest or the desert Southwest, or
those within California that interconnect to the grids of utilities that are not CAISO
members) are loaded with a proxy estimate of the wheeling cost to transmit power from the
delivery point to the border of the CAISO.

In the second step, the methodology takes into account the possible need to upgrade the
transmission network in order to accommodate the increment of new renewable generation
in locations (clusters) that may require significant capital outlay, either by PG&E or by other
IOUs. Each California IOU publishes a Transmission Ranking Cost Report (TRCR) which
identifies clusters that would require network upgrades to accommodate some level of new
generation, and estimates a proxy for the cost of upgrades and the amount of new
generation that would trigger the need for upgrades.

The Solicitation Protocol and its Attachment K lay out the somewhat complex analysis
required to allocate network upgrade costs to individual Offers. This includes the use of a
model to calculate the present value of the impact of the network upgrade capital cost on
revenue requirement, estimating in 2009 dollars per MWh the impact on customers of the
upgrade.

The Solicitation Protocol states that PG&E will consider “alternative commercial
arrangements” as well as network upgrade costs from the TRCRs. Such arrangements could
include the possibility of remarketing power, swapping the power with other utilities, or
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purchasing transmission rights as means to integrate the added renewable power into the
system. The methodology calls for PG&E to use the lesser of the TRCR-based network
upgrade cost proxy and the alternative commercial arrangement cost estimate to adjust the
Offer valuation for the cost of potential network upgrades.

SELECTION OF A SHORT LIST

Having performed the two-step ranking of Offers by market valuation, including the
impact of transmission adders, and having scored the Offers against the non-valuation
criteria, based on the protocol PG&E decides which Offers to include on the short list.

As described in PG&E’s procurement plan, the 2008 RPS RFO methodology differs
from prior years. The valuation-ranked list of Offers is the starting point for making a short
list, as opposed to the use in prior years of a partial ordering analysis that incorporated the
scoring for non-valuation criteria in an objective way to classify Offers. In other words, the
process of selecting the short list with the current methodology makes greater use of
subjective judgment to consider the import of non-valuation criteria, as opposed to relying
on an objective analysis or on a quantitative weighting formula.

In the 2008 RPS solicitation, the procurement plan calls for PG&E to apply “judgment
and PRG feedback”, using “the information and scores from the other evaluation criteria”
to decide which Offers to include or not include on the short list. In conditionally accepting
the 3 California IOUS’ procurement plans for 2008 RPS solicitations, the CPUC noted that
“some subjective judgment will always be a necessary part of the selection process”” and that
the Commission would “continue to employ the presumption that utilities are able to use
their business judgment in running their solicitations”® within the parameters established and
guidance provided by the CPUC.

The texts of both the Solicitation Protocol and PG&E’s 2008 RPS RFO procurement
plan suggest that the subjective judgment the utility employs in making the short list should
be based specifically on information regarding, and scores for, the four specific non-
valuation criteria listed in the protocol, and not other criteria.

C. STRENGTHS AND WEAKNESSES OF PG&E’S METHODOLOGY

PG&E’s evaluation methodology for renewable energy solicitations has been revised
over the course of several years, and its evolution has benefitted from input from IEs and
the utility’s PRG. Consequently, it has achieved a certain degree of refinement that has
strengthened the process from the perspective of fairness and reasonableness.

6 “2008 Renewable E nergy Procurement Plan and Draft Solicitation Protocol of Pacific Gas and
Electric Company (U 39 E)”, August 1, 2007 , CPUC Rulemaking 06-05-027, page 2

7 CPUC Decision 08-02-008, “Opinion Conditionally Accepting Procurement Plans for 2008 RPS
Solicitations”, February 14, 2008, page 28

8 1bid., page 4
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At a high level, PG&E’s methodology has several strengths, particularly when compared
to approaches employed by many utilities in other jurisdictions:

Use of an IE and the PRG for oversight and review, and their particular focus on
evaluation of utility-affiliate offers, utility-owned generation, Power Purchase and
Sale Agreements, and buyout options, allow for more transparent consideration of
the fairness of how affiliate or utility-owned generation is treated vs. independent
developers. The lack of such safeguards against anti-competitive behavior in some
jurisdictions is strikingly different. In at least one jurisdiction it is straightforward for
a utility to reject multiple independent power developers’ offers in favor of utility-
owned generation simply by scoring itself higher on non-price factors.”

A methodology that allows the use of subjective judgment in creating a short list
provides PG&E with more latitude to emphasize key non-valuation criteria that have
current importance, such as project viability, in contrast to a rigid weighting system
for price and non-price criteria as employed by other utilities. -

The public issuance of PG&E’s Solicitation Protocol and its attachments, and the
transparency and detail that it provides to potential Participants about how,
specifically, the Offers will be evaluated, gives renewable power developers clearer
and more detailed guidance than typical utility industry practice. For example, a
currently active competitive solicitation for up to 250 MW of renewable power by
Seminole E lectric Cooperative, Inc. provides a total of 22 pages of documentation
(mostly forms), of which only 1 page explains the bid evaluation.” Another utility
actually declines to state publicly what its non-valuation criteria for offer evaluation
are, other than transmission feasibility and relevant experience. PG&E'’s attachment
K to the Solicitation Protocol provides Participants with 15 pages of clearly written
guidance on the RFO’s evaluation and selection process and criteria.

Providing both a pre-bid conference and a bidders’ workshop to explain Offer forms
in detail and answer Participant’s questions is unusual outside California. Many
utilities simply issue a written RFP to document and explain the process; others hold
a pre-bid conference, including a general question-and-answer session, and post the
presentation materials on a website. PG&E’s approach takes an extra outreach step
to assist potential Participants to develop and submit conforming Offers.

However, PG&E’s methodology has vulnerabilities that come along with these strengths.

9 See for example “Certificate of Need Application: Elk River Peaking Station, Great River Energy”,
May 2007, in which the utility acknowledged that its utility-owned project was not less costly than
those of five bidding participants, but selected its own project because (1) the utility owned the land
for its peaker site (its corporate office) rather than holding an option to purchase a site as the
independent developers did, (2) the utility rated its own generation department as “having the best
reputation for developing generation projects”, and (3) the utility rated itself as having superior
information regarding necessary transmission upgrades, compared to independent developers.

10 “Request for Proposals: Request for Renewable Capacity and Energy, RFP No. RCE 2008-B,
Seminole Electric Cooperative, Inc.”, May 2, 2008
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The two-step process for incorporating transmission adders into the ranking by
market value is complex and time-consuming. Given the short period allowed by the
schedule it can be a challenge for the PG&E evaluation committee to complete the
first-step valuation analysis with a rigorously high degree of quality control, and then
complete the second step to incorporate the transmission adders, in time to provide
anything other than a draft version of the short list for review by the PRG. Arroyo
recommends that PG&E consider building in an additional week in the schedule
between Offer Opening and the PRG meeting for short list review, in order to help
ensure that what the PRG reviews incorporates valuations with TRCR adders.

Relying on subjective judgment to create the short list opens the risk that other
considerations than those publicly identified within the Solicitation Protocol’s stated
list of non-valuation criteria may play a role in selecting or rejecting Offers for the
short list. This risk is lower when a mechanical weighting approach or other
objective process is used to incorporate the non-valuation criteria in creating the
short list. '

The valuation methodology has some properties that, when combined with the
specific elements of some Offers, may appear counterintuitive to some observers.
These curious propensities of the model may occasionally need to be overridden by
business judgment when making the short list, which is accommodated by PG&E'’s
protocol.

The methodology takes into account the cost of potential transmission network
upgrades identified by the three California IOUs as necessary when enough new
generation is added at a local “cluster” to trigger such a need. However, the
evaluation of these costs relies on data provided in Transmission Ranking Cost
Reports of the IOUs and on the practices of those utilities in compiling the reports.
If the TRCRs provide inconsistent guidance, it can skew or bias the outcome of the
valuation with transmission adders.

Specifically, Southern California Edison’s (SCE’s) TRCR treats the approved
Tehachapi Renewable Transmission Project (TRTP) and associated new facilities as
incremental network upgrade costs, so that the approximately $2.6 billion of upgrade
costs translate into a transmission adder of “approximately 1.62 cents” or
$16.2/MWh."" In contrast, SDG&E’s TRCR treats the Sunrise Powerlink
transmission project as a sunk cost, with that 500 kV line assumed into SDG&E'’s
transmission modeling, along with all “transmission upgrades included in SDG&E’s
Grid Assessment studies that have been approved by the CAISO”."* As a resul,
using the TRCRs results in a rather large transmission adder being applied to

11 “Transmission Ranking Cost Report of Southern California E dison Company (U338-E ) for
Renewable Portfolio Standard Procurement”, filed September 18, 2007 in Rulemaking 06-05-027,
page 5-11

12 “Transmission Ranking Cost Report of San Diego Gas & Electric Company (U 902 E) for
Renewable Portfolio Standard Procurement”, filed September 10, 2007 in Rulemaking 06-05-027,

page 1
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generation projects proposed to interconnect into facilities of the TRTP (such as
projects located near Tehachapi Pass, Mojave, or the Antelope Valley) while none of
the costs of the Sunrise Powerlink, which SDG&E originally estimated to cost
$1.256 billion", are loaded onto generation projects proposed to interconnect near
the Imperial Valley substation.

As a result, use of TRCR data in the valuation methodology tends to disfavor new
generation interconnecting to TRTP facilities but doesn’t penalize new generation
sited in Imperial County with the costs of Sunrise Powerlink. This inconsistent
treatment is a feature of the other IOU’s practices, not of PG&E’s general approach,
but PG&E is obligated to employ the unequal, apparently biased cost loading.

The remainder of this section focuses on issues identified in the E nergy Division’s IE

template as specific topics of interest to describe the strengths and weaknesses of PG&E'’s
evaluation methodology.

1. COMPARISON OF PG&E’S METHODOLOGY TO THOSE IN OTHER STATES

There is a very wide range of practice among electric utilities in how they conduct
competitive procurement for new resources. As noted above, PG&E’s methodology is
generally more transparent regarding process and criteria, has more safeguards against utility
or utility-affiliate self-dealing, and provides an extra degree of outreach to potential
Participants. Here are some other general observations:

e Aswith the PG&E Solicitation Protocol, most utilities specify both a valuation
or price criterion and non-valuation criteria for evaluating Offers.

e The range of non-valuation criteria other utilities apply is extremely wide,
including attributes employed in PG&E’s methodology (credit/ collateral, project
viability, and their sub-topics) as well as others that PG&E’s Solicitation Protocol
does not explicitly consider.

e “Portfolio Fit” is seldom used as an explicit non-valuation criterion in offer
evaluation outside California."* To the extent that valuation methods such as
production cost models assign greater value to dispatchable resources and to
resources that produce more on peak than off peak, the fit of a resource is
captured in that analysis.

13 “Phase 1 Opening Brief of San Diego Gas & Electric Company”, filed November 9, 2007 in
Application No. 06-08-010, page 74

14 Arizona Public Service is employing “Portfolio Fit” as a non-quantitative evaluation criterion in its
2008 renewable solicitation: “APS 2008 Renewable RFP Bidder’s Conference, June 25, 2008”, page
7. Duke Energy, Nevada Power, and Sierra Pacific use “Portfolio Fit” as an evaluation criterion in
their renewable solicitations, but for these companies the term refers specifically to the timing of the
utility’s RPS obligation and the offered project’s ability to come into operation to meet the scheduled
need
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e Some utilities have rather narrower criteria for minimum eligibility of offers than
required by PG&E.

e Relatively few utilities employ a real-option pricing approach to value generation,
as PG&E does for dispatchable resources.”” More typically, utilities employ
production cost or dispatch models, such as PROSYM or STRATEGIST, to
evaluate the impact on system operation and cost of a new resource and to
identify a least-cost plan. Another common approach is for the utility to value
the hourly generation of the new resource using the system marginal cost
estimated by such a production cost model. Many utilities, when evaluating
renewable resources that are not dispatchable, perform their valuation against an
internal, proprietary set of forward curves, as PG&E does.

e It is typical for utilities to use an avoided-cost economics approach to valuing the
capacity provided by a new resource, as PG&E does.

e In other jurisdictions, utilities are often allowed to consider integration costs
when evaluating intermittent resources such as new wind generation. These cost
adders can range from $3 to $10/ MWh and are considered appropriate by
regulators in those jurisdictions to capture the increased system costs needed to
accommodate resources with unpredictable generation profiles.

To summarize, when compared to typical practices employed by utilities in other U.S.
jurisdictions, PG&E’s evaluation methodology appears to be designed to stimulate a more
robust response from participants by suppressing some of the constraints applied in other
RFPs. One would expect a trade-off that PG&E’s more accommodating eligibility
requirements may imply more challenges in making projects viable, especially when they are
outside the CAISO and need transmission to wheel the power, when the developer is
permitting, designing, and constructing a project whose technology is outside his/ her
experience, and when utility and Participant must negotiate detailed contract terms and
conditions that differ considerably from the standard form agreement.

2. BIAS AGAINST TECHNOLOGY OR OPERATING CHARACTERISTICS

PG&E'’s evaluation methodology, unlike those of some other utilities, does not explicitly
incorporate a preference for one renewable technology over another (such as for landfill gas
over wind power) or for one operating characteristic over another (such as for baseload
resources over as-available resources). The market valuation analysis, by which the initial
ranking is performed, is designed to be neutral to technology.

That being said, some technologies should tend to score higher than others in PG&E’s
non-valuation criteria as defined in this solicitation. Offers that use technologies that are
well-commercialized and which have been built and placed into operation by the dozens
should score higher on “technology viability” than technologies that have only undergone
trial in the laboratory or in experimental pilot tests<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>