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l. INTRODUCTION
A. Purpose of the Advice L etter

Pacific Gas and Electric Company (“PG&E”) seeks Cadlifornia Public Utilities
Commission (*Commission” or “CPUC”) approva of an amended and restated power
purchase agreement (“A&R PPA”) between Bottle Rock Power LLC (“Bottle Rock”) and
PG&E for Renewables Portfolio Standard (“RPS’)-eligible power from Bottle Rock’s
existing geothermal facility in Lake County, Cdlifornia (“Project”). The A&R PPA
amends and replaces al prior agreements between the parties for the purchase of power
from the Project. Commission approval of the A&R PPA will enable Bottle Rock to
continue to generate and deliver RPS-eligible power to PG&E, will require Bottle Rock
to maintain jobs, and will increase the potential for higher output from the Project in
exchange for a higher price.

PG&E requests that the Commission issue a resolution approving the A&R PPA and
containing the findings set forth in Section VI below as soon as possible.

Pacific Gas and Electric Company
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B. Subject of the Advice L etter
1. History of Contract and Amendments

The Cadlifornia Department of Water Resources (“DWR”) originaly began operation of
the geothermal facility in February 1985. In November 1990, DWR suspended plant
operations due to lower than expected generation. DWR sold the facility to Bottle Rock
Power Corporation in 2001, and in October 2005, US Renewables Group (“USRG”)
bought the facility with the intention of repowering it. In August 2006, Riverstone
Holdings and the Carlyle Group acquired a significant stake in the facility from USRG.

The origina power purchase agreement with Bottle Rock (“Original PPA™) resulted from
PG&E's 2005 RPS Solicitation. The parties executed an amendment to the Original PPA
in 2007 (“2007 PPA”). The 2007 PPA changed the guaranteed project online date from
July 31, 2007 to October 1, 2007, and reduced the initial minimum capacity from 14.45
MW to 10 MW. In addition, the 2007 PPA set a milestone of December 31, 2007 to
achieve a capacity of 14.45 MW, and a milestone of December 31, 2008 for the Project
to reach 16.15 MW. The project declared commercia operation in October 2007.

In 2008, Bottle Rock approached PG& E to amend the 2007 PPA stating that, due to large
cost increases and geothermal well losses, the 2007 PPA terms did not allow for future
geothermal well development. The parties negotiated amended terms and conditions and
executed an Amended and Restated PPA in 2010 (“2010 PPA”). The 2010 PPA
modified the 2007 PPA as follows. (1) increased the contract price for deliveries above
the required minimum deliveries; (2) increased the project development security and
delivery term security; (3) lowered the minimum contract capacity; and (4) increased the
delivery term from 10 years to 15 years. The 2010 PPA also modified the Contract
Quantity and scheduling terms, added a new provision to facilitate future development of
additional capacity, and included changes necessary to incorporate the Commission’s
standard terms and conditions.

Advice letter and approva information for each of the above-described agreements is
summarized in Table 1 below.

- Table 1 - -
Contract Filed in Advice L etter Approved by Resolution

Original PPA Advice Letter 2827-E Resolution E-4021
May 15, 2006 October 5, 2006

2007 PPA Advice Letter 3131-E Approved by Letter

October 9, 2007 December 18, 2007

2010 PPA Advice Letter 3668-E Resolution E-4384
May 20, 2010 January 27, 2011
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The 2010 PPA isonly partialy effective due to a condition precedent in the 2010 PPA
that has not yet been satisfied or waived. As such, Bottle Rock’s current generation is
subject mainly to the terms and conditions of the 2007 PPA.

After the CPUC approved the 2010 PPA, Bottle Rock was unable to raise the capital
necessary to expand the steam field and increase generation as required in the 2010 PPA.
As aresult, Bottle Rock did not reach the production level necessary to receive higher
payments under the 2010 PPA. Since the 2010 PPA was executed, Bottle Rock has
delivered an average of 6.4 GWh of RPS-eligible energy to PG& E per month (or 77
GWh per year ).

Bottle Rock approached PG& E in June 2011 to discuss alternate contract terms that
would improve Bottle Rock’ s chances of obtaining financing for steam field expansion,
and that would support the facility’ s continued operation. Bottle Rock indicated that
without a price amendment, it would shut the plant down. After extensive negotiations,
the parties agreed to the A& R PPA.

2. Summary of A&R PPA

The A&R PPA is based on PG&E’s 2011 RPS Form power purchase agreement, which
contains PG& E’s most up to date preferred terms and conditions. Most of those terms
and conditions are maintained in the final A&R PPA.

The key contractual differences between the 2007 PPA and the A& R PPA are:

1. Anincreasein the contract price.

2. An extension in the contract term from 10 years (with a PG& E option to extend to
15 years) to 20 years.

3. A reduction in the maximum contract capacity from 55 MW to 25 MW, and a

requirement to reach 15 MW by early 2018 as discussed further below.

Anincreasein Delivery Term Security.

An obligation to retain a certain employment level.

An obligation to invest a minimum amount in steam field expansion and

improvement of the Project.

o ok

The A&R PPA requires Bottle Rock to increase production from 10 MW to 15 MW over
a period of six years and reach a sustained 15 MW of energy production by March 28,
2018. The maximum PG&E is obligated to receive and pay for is 25 MW in every hour
of theyear. The A&R PPA also modifies terms relating to accrued damages. The A&R
PPA will become effective upon CPUC Approva and following approval, PG&E will
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make a true-up payment under the terms of the A& R PPA. A detailed discussion of the

May 25, 2012

A&R PPA’sterms and conditionsisincluded in Confidential Appendix D.

Given the commitments to produce additional RPS-eligible deliveriesin later years when
PG&E has incremental long-term need, the preservation of jobs, and other factors
discussed below and in the Confidential Appendices, the A&R PPA is reasonable and

should be approved by the Commission.

C. General Project(s) Description

The following table summarizes the substantive features of the Project:

Project Name

Bottle Rock Power LLC

Owner/Developer Bottle Rock Power LLC
Technology Baseload Geothermal
Capacity (MW) Contract capacity 10-25 MW
Capacity Factor 97-100%

Expected Generation (GWh/Y ear)

Minimum contract quantity is 85 GWh
Maximum contract quantity is 219 GWh

Initial Commercial Operational Date
(COD)

The Project is currently operating.

The A& R PPA becomes effective upon
CPUC approval.

Date Contract Delivery Term Begins See COD above
Delivery Term (Years) 20 years
Vintage (New / Existing / Repower) Existing

L ocation (City and State) Lake County, California
Control Area (e.g., California CAISO
Independent System Oper ator

(“CAISO”), Bonneville Power

Administration (“BPA”"))

Nearest Competitive Renewable Ener gy Not Applicable
Zone (CREZ) asidentified by the

Renewable Energy Transmission

Initiative (RETI)

Type of cooling, if applicable Not Applicable

Pricerelativeto MPR (i.e., above/below)

Exceeds the applicable 2011 MPR for a
project coming online in 2012. Cost

4
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information is discussed in further detail
in Confidential Appendix D.

D. General Deal Structure

The Project is aready interconnected to the California Independent System Operator

(“CAISQO"). PG&E will be the scheduling coordinator. There is no firming and shaping
associated with this deal.

The figure below depicts the delivery structure of the Bottle Rock transaction:

Figure l: Delivery Structure of the PPA

RPS Seller: Bottle Rock Power LLC

Cobb, CA
Expected to produce 85 - 219 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 legidature subsequently
accelerated the RPS goal to reach 20 percent by the end of 2010. In April 2011,
Governor Brown signed into law SB 2 1X. As implemented by D.11-12-020, SB 2 1X
requires retail sellers of electricity to procure the following quantities of RPS-eligible
resources between 2011 and 2020:

e Twenty percent of the combined bundled retail sales during the first compliance
period (2011-2013).

e A percent of the combined bundled retail sales during the second compliance
period (2014-2016) that is consistent with the following formula: (.217 * 2014
retail sales) + (.233 * 2015 retail sales) + (.25 * 2016 retail sales).

5
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e A percent of the combined bundled retail sales during the third compliance period
(2017-2020) that is consistent with the following formula: (.27 * 2017 retail sales)
+ (.29 * 2018 retail sales) + (.31 * 2019 retail sales) + (.33 * 2020 retail sales).

An assessment of PG& E’s current expected RPS need is provided in PG& E’s draft 2012
Renewable Energy Procurement Plan, filed on May 23, 2012 in R.11-05-005. The
Project is currently operational and producing approximately 77 GWh per year. Under
the A&R PPA, the Project is expected to increase production to between approximately
128 GWh and 219 GWh per year by the end of the sixth Contract Year, and continue
producing at this level through the remainder of the 20 year contract term. Because the
Project is required to produce additional RPS-eligible deliveries (as compared to current
production) when PG& E has a need for incremental RPS energy, the deliveries pursuant
to the A&R PPA will contribute toward PG&E's long-term RPS procurement
requirements.

F. Confidentiality

In support of this Advice Letter, PG&E has provided the confidential information listed
below. This information includes the A&R 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.

Confidential Attachments:

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

Appendix B — 2011 Solicitation Overview
Appendix C — Confidential Independent Evaluator Report
Appendix D — Contract Summary

Appendix E — Comparison of Contract with Utility’s Pro Forma Power Purchase
Agreement
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Appendix F —Amended and Restated Power Purchase Amendment
Appendix G — Project’s Contribution Toward RPS Goals

Public Attachment:

Appendix H - Independent Evaluator Report
II.  CONSISTENCY WITH COMMISSION DECISIONS
A. Compliance with Resolution E-4199

In Resolution E-4199, the Commission set forth eligibility criteria and guidelines for
approving requests for above-market costs of renewable energy contracts negotiated
through competitive solicitations. As part of this Resolution, the Commission established
standard information that the investor-owned utilities, developers, and Independent
Evaluators (“IE”) must provide when submitting amendments that affect the contract
price of an approved contract.

The A&R PPA affects the price of the Project and thus falls under the requirements set
forth in Resolution E-4199. These requirements are addressed to the extent possible in
the public portion of this Advice Letter, and are further addressed in the Confidential
Appendices and via separate submission as detailed in the table below:

Requir ement | Refer To

The 10U should:

e Compare the amended contract against the most recently Appendix B
approved set of MPRs and the time of delivery (“TOD”) Appendix D
factors associated with that solicitation year

e Re-evaluate the competitiveness of the amended project as
compared to the projects that the IOU is negotiating and to Appendix A
the IOU’ s most recent shortlist, and provide a sufficient Appendix B
showing in the advice letter that the amended contract is Appendix D
competitive based on current market data

e Explain why the contract change is needed Appendix A

e Provideall relevant data to justify the change Appendix D

The Counter party must:

e Provide the Commission and the | E with the original cash
flow model, reflecting the price in the original contract Under separate

e Provide the Commission and the |E with the latest cash flow cover
model, reflecting the price in the amended contract

The confidential |E report must, at a minimum, includeits:
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e Evauation of the new price based on the project’ s market
valuation as compared to the bidsin the IOU’ s most recent
solicitation Appendix C

e Review of the cash flow model

e Evaluation of the change in model inputs

PG&E performed due diligence on Bottle Rock’s requested changes when PG&E and
Bottle Rock negotiated the A& R PPA. As Contract Price was one of the amended terms,
PG&E used the guidance provided in Resolution E-4199 as a framework for evaluating
the amended price. Bottle Rock provided, and PG&E reviewed, the original Project cost
assumptions developed by Bottle Rock, the changes to the assumptions made by Bottle
Rock, the cash flow models associated with Bottle Rock assumptions, and additional
supporting documentation for Project costs and timelines. Confidential Appendix A
contains a thorough explanation of the changes in assumptions and resulting price
implications.

Based on the review of the cash flow models, supporting information provided by Bottle
Rock, and due diligence on cost assumptions, PG& E concluded that the price increase is
necessary in order to keep the plant operational and to provide the incentive to improve
production through additional well drilling.

While the economics of the A&R PPA compare unfavorably to PG&E's 2011 RPS
Solicitation shortlist, the Project has other positive qualitative factors:

1. Bottle Rock is an existing and operating in-state facility with local area
reliability benefits, interconnected to the CA1SO transmission system at
NP-15.

2. The Project does not require any additional transmission network upgrades.

3. The Project does not present integration issues that are associated with
intermittent resources.

4, The Project is required to preserve jobs in an economically depressed area.

5. The Project isrequired to spend a minimum amount of capital in order to
improve plant production in the long-term.

Additional information on the qualitative factors and comparison of the A&R PPA
against current market data is provided in Sections II.D and Il below, and in the
Confidential Appendicesto this Advice Letter.

8
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B. Consistency with PG& E’s Adopted RPS Procurement Plan

PG&E's 2011 renewable procurement plan (“2011 RPS Plan”) was conditionaly
approved in D.11-04-030 on April 14, 2011. PG&E submitted afinal version of the 2011
RPS Plan on May 4, 2011. The goa of PG&E's 2011 RPS Plan is to procure
approximately one to two percent of PG&E’s annual retail sales, or 800 to 1,600 GWh
per year.

The Project is currently providing energy to PG&E. The extension of the contract term
from 10 years (plus a PG&E option to extend to 15 years) to 20 years will add
incremental deliveries in the latter half of the contract term when PG&E will have an
ongoing need to maintain a 33% RPS requirement. If approved, the Project is expected
to deliver between approximately 128 GWh and 219 GWh per year once the Project’s
production improves, for the remainder of the 20 year term. For this reason, and because
the A&R PPA was evaluated consistent with the review protocol in the 2011 RPS
Solicitation, including portfolio fit, viability and market valuation, the A&R PPA is
consistent with PG& E’s 2011 RPS Plan.

C. Consistency with Commission Guidelinesfor Bilateral Contracting

Because the Original PPA resulted from PG&E’s 2005 RPS Solicitation, this section is
not applicable.

D. Consistency of Bid Evaluation Process with L east-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 renewabl e resources focuses on four
primary areas.

1) Determination of market value of bid;

2) Calculation of transmission adders and integration costs,
3) Evauation of portfolio fit; and

4) Consideration of non-price factors.

! Pub. Util. Code § 399.14(a)(2)(B).

2 D.04-07-029.
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PG&E examined the reasonableness of the A& R PPA using the same comparison tools
used with other RPS transactions received in the 2011 RPS Solicitation. While the
economics of the Project compare unfavorably to PG&E's 2011 RPS Solicitation
shortlist, the non-price factors referenced above and improved portfolio fit (the timing of
additional generation better coinciding with PG&E’s incremental RPS energy need) are
favorable. A more detailed discussion of PG&E's evaluation of the A&R PPA is
provided in Confidential Appendices A and D.

1. Market Valuation

In a “mark-to-market anaysis,” 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 A&R
PPA is addressed in Confidential Appendix A.

2. Portfolio Fit

Portfolio fit considers how well an offer's features maich PG&E’'s portfolio needs,
including when incremental RPS energy is needed. 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 more certain to receive. As abaseload facility, the Project’s output will be
easier to manage to meet loads compared to intermittent renewable resources. The
Project is also located in a desirable part of Northern California, where it provides long-
term local resource adequacy benefits and is already interconnected to the CAISO grid.
Thus, the A& R PPA fits PG& E’ s portfolio in a satisfactory manner.

3. Consistency with the Transmission Ranking Cost Decision

No transmission cost adders were used in the evaluation of the Project as the Project isan
existing and interconnected facility.

4, Consistent Application of TODs

PG&E used the TOD factors associated with its 2011 solicitation year 2

% See Resolution E-4199 at 36 (“Contracts re-filed for approval of a price amendment should be compared
against the most recent approved set of MPRs and the TODs associated with that solicitation year.”)
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5. Qualitative Factors

PG&E considered qualitative factors as required by D.04-07-029 and D.07-02-011 when
evaluating the A&R PPA, including developer experience, existing facility status,
resource availability, environmental stewardship, and resource diversity. The A&R PPA
requires the retention of jobs in an economically depressed area for the term of the
contract and provides incentives for new investment in the Project to expand the steam
field and increase the Project’s capacity to at least 15 MW. The Project is a baseload
facility that does not present the same integration issues as intermittent resources. The
Project does not require any transmission upgrades. PG&E considered other qualitative
factorsin order to justify the Project, which are discussed in Confidential Appendix A.

E. Compliance with Standard Termsand 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 and the non-
modifiable terms related to Tradable Renewable Energy Credits (“TRECS’) were
finalized in D.10-03-021, as modified by D.11-01-025.

The non-modifiable terms in the A&R 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 and by Appendix C of D.10-03-021, as modified by D.11-01-
025. These terms may be found on the following pages of the A& R PPA:

Non-Modifiable Term Section No. | Page No.

STC 1. CPUC Approval 1.40 4
STC 2: Renewable Energy Credits (“RECS’) and Green
Attributes

e Definition of Green Attributes 1.104 11

e Conveyance of Green Attributes 3.2 28 - 29
STC 6: Eligibility 10.2(b) 51
STC 17: Applicable Law 10.12 60
STC REC-1 Transfer of renewable energy credits 10.2(b) 51-52
STC REC-2 Tracking of RECsin WREGIS 3.2(K)(viii) 27

11
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F. Consistency with Unbundled Renewable Energy Credit Transactions

The A&R PPA isfor the purchase of bundled RPS-€ligible energy and therefore does not
include the purchase of unbundled renewable energy credits.

G. 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 |oad-
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 A&R PPA is along-term contract executed in 2012 and thus counts toward PG&E’s
contracting obligation under D.07-05-028. PG& E was in compliance with the minimum
quantity set forth in D.07-05-028 for 2008, 2009, 2010, and 2011 and expects to be in
compliance for 2012 as well.

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

The actua price under the A&R PPA is confidential, market-sensitive information. As
the A&R PPA involves an increase in the contract price, it is appropriate to compare the
amended price with the most recently approved market price referent (“MPR”) and the
TOD factors associated with that solicitation year,* which are the 2011 MPR established
in Resolution E-4442 on December 1, 2011 and PG&E’s 2011 TOD factors. The price
under the A&R PPA is above the applicable 2011 MPR. Tota cost information is
discussed in Confidential Appendices A and D.

4 Resolution E-4199 at 36.
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J. Above-Market Funds

Because the A& R PPA isfor an existing facility that originally began operationsin 1985,
it is not eligible for AMF.2  Notwithstanding the fact that the A&R PPA is not AMF-
eligible, an AMF analysis of the A&R PPA is included in Confidential Appendix D, in
accordance with CPUC requirements.

K.  Compliance with Interim Emissions Perfor mance Standard

In D.07-01-039, the Commission adopted an Emissions Performance Standard (*EPS’)
that applies to new and renewal contracts for a term of five or more years for baseload
generation with an annualized plant capacity factor of at least 60 percent. D.07-01-039
determined that certain renewable resources and technologies are pre-approved as EPS-
compliant. This includes facilities like Bottle Rock, which fall within the following
categories:

Based on the record in this proceeding, it is reasonable to make an upfront
determination that the following renewable resources and technologies are EPS-
compliant:
(a) Solar Thermal Electric (with up to 25% gas heat input)
(b) Wind
(c) Geothermal, with or without reinjection
(d) Generating facilities (e.g., agricultural and wood waste, landfill gas)
using biomass that would otherwise be disposed of utilizing open
burning, forest accumulation, landfill (uncontrolled, gas collection with
flare, gas collection with engine), spreading or composting.2

Since Bottle Rock is a geothermal generating facility, it is a pre-approved technology and
complies with D.07-01-039. 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, Rulemaking (“R.”) 11-05-005.

> Although the facility was shut down in 1990 and restarted in 2007, it does not meet the California
Energy Commission’s definition of a repowered facility, and is therefore considered an existing facility
for purposes of AMF eligibility.

® D.07-01-039 at 18 and Conclusions of Law 35(c).
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L. Procurement Review Group Participation

The Procurement Review Group (“PRG”) for PG& E includes the Commission’s Energy
Division and Division of Ratepayer Advocates, Department of Water Resources, Union
of Concerned Scientists, The Utility Reform Network, the California Utility Employees,
and Jan Reid, as a PG&E ratepayer. The A&R PPA was discussed at a PRG meeting on
December 13, 2011. Additional information is provided in Confidential Appendix A.

M.  Independent Evaluator

The IE for thisA&R PPA, Merrimack Energy Group, Inc., evaluated the A& R PPA. The
findings of the |E are contained in Confidential Appendix C and Public Appendix H.

N. Consistency With Decision | mplementing Portfolio Content Categories

SB 2 1X set out three portfolio content categories that apply to RPS-eligible generation
associated with RPS procurement contracts signed after June 1, 2010. The Commission
described these three categories in detail in D.11-12-052. In that decision, the
Commission aso required the investor-owned utilities to include in their advice letters
an upfront showing related to the categorization of their RPS procurement transactions
signed after June 1, 20107 The Project is located in California and has its first point of
interconnection with the CAISO, a California balancing authority. Therefore, it satisfies
the criteriafor the portfolio content category set forth in Section 399.16(b)(1).

[11.  PROJECT DEVELOPMENT STATUS
A. Company / Development Team

Bottle Rock is owned by USRG and Riverstone Holdings. Beginning in 2006, Bottle
Rock underwent a comprehensive refurbishment, contracting, and permitting process.
Bottle Rock satisfied all protection testing with PG& E and was synchronized to the grid
in April 2007. Bottle Rock achieved commercial operations in October 2007. The same
team has been operating the Project since it was restarted in 2007.

" D.11-12-052 at p. 10.
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B. Technology
1. Technology Typeand Level of Technology Maturity
Bottle Rock uses a well known and proven geothermal generation technology that has
been in operation since 1985, and the Project was restarted in 2007. This is a mature
technology.
2. Quality of Renewable Resource
Bottle Rock isin a known geothermal area, located at the Geysers Geothermal Field, and
has been in production for several decades. Further, the Project is expected to increase
deliveries of RPS-eligible energy through development of additional steam wells.
Additional detail is provided in Section 11.B of Confidential Appendix A.
3. Other Resour ces Required
No other resources are required.
C. Development Milestones
1. SiteControl
Bottle Rock holds a geothermal |ease with the Bureau of Land Management.

2. Equipment Procurement

The Project will begin procuring equipment to support its steam field expansion after
raising the necessary capital.

3. Permitting/ Certification Status

The Project isfully permitted for continued operations and the expansion required under
the A&R PPA.

4. Production Tax Credit / Investment Tax Credit
Given Bottle Rock’s commercial operating date of October 2007, al production from the
Project is eligible to earn federal production tax credits (“PTCs’) through September

2017. However, negative operating cash flow since the start of operations has hampered
Bottle Rock’s ability to monetize the PTCs. The A&R PPA will enable Bottle Rock to
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operate at cash flow positive, qualifying the Project for tax equity financing and allowing
the plant to monetize both its PTCs and depreciation to finance expansion activities.

5. Transmission

The Project is operational and interconnected to the CAI1SO.

D. Financing Plan
Upon CPUC approval of the A&R PPA, Bottle Rock will seek to raise financing for the
expansion of the facility. The most likely source of financing will be from equity
sources. Aside from straight equity financing, Bottle Rock expects to be able to raise
financing via the tax equity market. In addition, after initial equity-financed drilling
activities result in the generation of solid positive cash flow, Bottle Rock expects to
approach lenders in an attempt to raise a modest amount of debt financing to finance the
Project’ s expansion to at least 25MW.
V. CONTINGENCIES AND/OR PROJECT MILESTONES
The A&R PPA includes certain performance criteria and milestones that PG& E includes
in its form RPS contract. These and other contingencies and milestones are addressed in
Confidential Appendices A and D.
V. REGULATORY PROCESS

A. Requested Effective Date

PG&E requests that the Commission issue a resolution approving this advice filing as
soon as possible. Justification for this date is provided in Confidential Appendix D.

B. Earmarking
PG&E reserves the right to earmark deliveries from the A& R PPA.
VI. REQUEST FOR COMMISSION APPROVAL
PG& E requests that the Commission issue a resolution as soon as possible that:
1. Approves the A&R PPA in its entirety, including payments to be made by PG& E

pursuant to the A&R PPA, subject to the Commission's review of PG&E’'s
administration of the A&R PPA.
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2.

Finds that any procurement pursuant to the A&R 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.), D.03-06-071 and D.06-10-050, or other
applicable law.

Findsthat all procurement and administrative costs, as provided by Public Utilities
Code section 399.13(g), associated with the A& R PPA shall be recovered in rates.

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

a. The A&R PPA isconsistent with PG& E’s 2011 RPS procurement plan.

b. Thetermsof the A&R PPA, including the price of delivered energy, are
reasonable.

Adopts the following finding of fact and conclusion of law in support of cost
recovery for the A&R PPA:

a. Theutility’s costs under the A& R PPA shall be recovered through PG&E’s
Energy Resource Recovery Account.

b. Any stranded costs that may arise from the A&R 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.

Adopts afinding of fact and conclusion of law that deliveries from the A& R PPA
fall within the RPS portfolio content category set forth in Public Utilities Code
Section 399.16(b)(1).

Adopts the following findings with respect to resource compliance with the EPS
adopted in R.06-04-009:

a The A&R PPA is pre-approved as meeting the EPS because it isfor an

existing geothermal facility covered by Conclusion of Law 35(c) of
D.07-01-039.
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Protests:

Anyone wishing to protest this filing may do so by sending a letter by June 14, 2012,
which is 20 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: EDTariffUnit@cpuc.ca.gov

Copies should aso be mailed to the attention of the Director, Energy Division, Room
4004, at the address shown above.

The protest also should be sent via U.S. mail (and by facsimile and electronicaly, 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: Brian K. Cherry

Vice President, Regulation and Rates
77 Beale Street, Mail Code B10C
P.O. Box 770000

San Francisco, California 94177

Facsimile: (415) 415-973-6520
E-Mail: PGETariffs@pge.com

Effective Date:

PG&E requests that the Commission issue a resolution approving this advice filing as
soon as possible. PG& E submits this advice letter asaTier 3 filing.
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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 list for R.11-05-005, and R.12-03-014.
Non-market participants who are members of PG& E’s Procurement Review Group and
have signed appropriate Non-Disclosure Certificates will also received the Advice Letter
and accompanying confidential attachments by overnight mail. Address changes to the
General Order 96-B service list should be directed to PGETariffs@pge.com. For changes
to any other service list, please contact the Commission’s Process Office at (415) 703-
2021 or at Process Office@cpuc.ca.gov. Advice letter filings can also be accessed
electronically at: http://www.pge.com/tariffs.

TR g,
Vice President — Regulation and Rates

cc.  ServicelList for R.11-05-005
Service List for R.12-03-014
Paul Douglas — Energy Division
Jason Simon — Energy Division
Adam Schultz - Energy Division
Joseph Abhulimen — DRA
CynthiaWalker - DRA

Attachments

Limited Accessto Confidential M aterial:

The portions of this Advice Letter marked Confidential Protected Material are submitted
under the confidentiality protection of Section 583 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
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Appendix B — 2011 Solicitation Overview
Appendix C — Confidential Independent Evaluator Report
Appendix D —Contract Summary

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

Appendix F —Amended and Restated Power Purchase Amendment
Appendix G — Project’s Contribution Toward RPS Goals

Public Attachment:

Appendix H —Independent Evaluator Report (Public)
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DECLARATION OF GILLIAN CLEGG
SEEKING CONFIDENTIAL TREATMENT
FOR CERTAIN DATA AND INFORMATION CONTAINED IN
ADVICE LETTER 4048-E
(PACIFIC GAS AND ELECTRIC COMPANY -U39E)

I, Gillian Clegg, declare:

1. I am presently employed by Pacific Gas and Electric Company (“PG&E”), and
have been an employee at PG&E since 2007. 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. In
carrying out these responsibilities, I have acquired knowledge of PG&E’s contracts with
numerous Counterpartieé and have also gained knowledge of the operations of electricity sellers
in general. Through this experience, I have become familiar with the type of information that
would affect the negotiating positions of electricity sellers with respect to price and other terms,
as well as with the type of information that such sellers 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,” I make this declaration seeking
confidential treatment of Appendices A - G to PG&E’s Advice Letter 4048-E, submitted on May
25,2012.

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 listed in Appendix 1 of
D.06-06-066 and Appendix C of D.08-04-023 (the “IOU Matrix™), or constitutes information

L]

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, if applicable, and
why confidential protection is justified. Finally, the matrix specifies that: (1) PG&E is
complyiﬁg with the limitations specified in the IOU Matrix for that type of data or information, if
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.

I declare under penalty of perjury, under the laws of the State of California, that to the
bést of my knowledge, the foregoing is true and correct. Executed on May 25, 2012, at San

Francisco, California.

GILLIAN CLEGG
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IDENTIFICATION OF CONFIDENTIAL INFORMATION

1) The
m)aterial 3) That it is S lie Sele
submitted complying 4) That cannot be
; . the aggregated,
COnStl.tUtes with the i renEEa
a particular D lirria e It?ogrir:a summari’zed,
Redaction It_y;:;edo_f dtahta )t Ich ca e?hor)'/vlort | on o masked or PG&E’s Justification for Confidential i 6T
Reference ,\'Asaterixm € | categories in the Ma mf confidentiali otherwise Treatment ength ot fime
: the data correspond to: o already tected in a
appended ty specified public protecte
as in the Matrix \;\Ilfgv;zegartial
Appendix 1 for that type .
to D.06-06- of data (\)(/}ON) ) ?ﬁﬁiosure
066 (Y/N)
Document: Advice Letter 4048-E
For information covered under
Item VII G) remain confidential
This Appendix contains bid information and for three years after the
evaluations from the 2011 Solicitation; discusses, commercial operation date, or
Rlézgluxllel ggnthrzr;(ta;N li?(!iir analyzes and evaluates the Project and the terms of one year after expiration
RPS program - Contracts the Amgnded angl Restated EPA (“A&R PPA”); (whichever is sooner).
without SEPs. contains information concerning and analyses and ) )
evaluations of project viability; and contains For information covered under
Item V11 (un-numbered _ coqfideptial i_nfo_rmation_of the counterparty Item VII (yn-numbered category
category following V11 G)) (including financial information). Disclosure of this following VII G), remain
Score sheets, analyses, information would provide valuable market sensitive confidential for three years.
evaluations of proposed _ mfor_matlon to competitors. Release gf _thls _ _
. RPS projects. information would be damaging to negotiations. In For information covereo! under
Appendix A v vy v v addition, if information about and evaluations of Item VIII A), remain

Item VIII A) Bid
information and B) Specific
quantitative analysis
involved in scoring and
evaluation of participating
bids.

General Order 66-C.

project viability is made public, it could harm the
counterparties and adversely affect project viability.
Finally, certain information has been obtained in
confidence from the counterparty under an
expectation of confidentiality. Itis in the public
interest to treat such information as confidential
because if such information were made public, it
would put the counterparty at a business
disadvantage, could create a disincentive to do
business with PG&E and other regulated utilities, and
could have a damaging effect on current and future
negotiations with other counterparties.

confidential until after final
contracts submitted to CPUC for
approval.

For information covered under
Item V111 B), remain
confidential for three years after
winning bidders selected.

For information covered under
General Order 66-C, remain
confidential.
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IDENTIFICATION OF CONFIDENTIAL INFORMATION

1) The

material 3) That it is 4) That i)a;ur:gtdl?éa

submitted complying e a

. . ggregated,

constitutes with the informa | redacted,

a partlfcgla:r AT G e T limitations tion is summarized,
Redaction It_ype UL ncategory or ) masked or PG&E’s Justification for Confidential :

isted in the | categories in the Matrix . . . | not : Length of Time
Reference : - | confidentiali otherwise Treatment
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Appendix 1 for that type .

to D.06-06- of data (Y/N) (YIN) t(i\liﬁiosure

066 (Y/N)
Appendix B Y Item VIII A) Bid Y Y Y This Appendix contains bid information and bid For information covered under

information and B) Specific
quantitative analysis
involved in scoring and
evaluation of participating
bids.

evaluations from the 2011 Solicitation. This
information would provide market sensitive
information to competitors and is therefore
considered confidential. Furthermore, offers received
outside of the solicitations are still under negotiation,
further substantiating why releasing this information
would be damaging to the negotiation process.

Item VIII A), remain
confidential until after final
contracts submitted to CPUC for
approval

For information covered under
Item V11 B), remain
confidential for three years after

winning bidders selected.
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IDENTIFICATION OF CONFIDENTIAL INFORMATION

1) The

material 3) That it is 4) That i)a;ur:gtdl?éa

submitted complying e a

: . ggregated,

constitutes with the . redacted

a particular T informa d,

type of data | 2) Which category or imiiitians tion is summarized,
Redaction I_yp . e . |on masked or PG&E’s Justification for Confidential ,

isted in the | categories in the Matrix . . . | not : Length of Time
Reference : - | confidentiali otherwise Treatment

Matrix, the data correspond to: o already protected in a

appended ty specified | 10 e

as L LU allgws partial

Appendix 1 for that type .

to D.06-06- of data (Y/N) (YIN) t(i\liﬁiosure

066 (Y/N)
Appendix C Y Item VII G) Renewable Y Y Y This Appendix contains bid information and For information covered under

Resource Contracts under
RPS program - Contracts
without SEPs.

Item VII (un-numbered
category following VII G))
Score sheets, analyses,
evaluations of proposed
RPS projects.

Item VIII A) Bid
information and B) Specific
quantitative analysis
involved in scoring and
evaluation of participating
bids.

General Order 66-C.

evaluations from the 2011 Solicitation; discusses,
analyzes and evaluates the Project and the terms of
the A&R PPA, contains information, analyses, and
evaluations of project viability; discusses in detail
PG&E’s portfolio adjusted value methodology; and it
contains confidential information of the counterparty
(including financial information). Disclosure of this
information would provide valuable market sensitive
information to competitors, and could place PG&E at
an unfair business disadvantage. Release of this
information would be damaging to negotiations with
other counterparties and should remain confidential.
In addition, if information about and evaluations of
project viability is made public, it could harm the
counterparty and adversely affect project viability.
Finally, certain information has been obtained in
confidence from the counterparty under an
expectation of confidentiality. Itis in the public
interest to treat such information as confidential
because if such information were made public, it
would put the counterparty at a business
disadvantage, could create a disincentive to do
business with PG&E and other regulated utilities, and
could have a damaging effect on current and future
negotiations with other counterparty.

Item VII G) remain confidential
for three years after the
commercial operation date, or
one year after expiration
(whichever is sooner).

For information covered under
Item VII (un-numbered category
following VII G), remain
confidential for three years.

For information covered under
Item VIII A), remain
confidential until after final
contracts submitted to CPUC for
approval.

For information covered under
Item V111 B), remain
confidential for three years after
winning bidders selected.

For information covered under
General Order 66-C, remain

confidential.
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a particular T informa d,

type of data | 2) Which category or imiiitians tion is summarized,
Redaction I_yp . e . |on masked or PG&E’s Justification for Confidential ,
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Matrix, the data correspond to: o already protected in a

appended ty specified | 10 e

as L LU allgws partial

Appendix 1 for that type .
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Appendix D Y Item VII G) Renewable Y Y Y This Appendix contains bid information and For information covered under

Resource Contracts under
RPS program - Contracts
without SEPs.

Item VII (un-numbered
category following VII G))
Score sheets, analyses,
evaluations of proposed
RPS projects.

Item VIII A) Bid
information and B) Specific
quantitative analysis
involved in scoring and
evaluation of participating
bids.

General Order 66-C.

evaluations from the 2011 Solicitation; discusses,
analyzes and evaluates the Project and the terms of
the A&R PPA; and contains confidential information
of the counterparty. Disclosure of this information
would provide valuable market sensitive information
to competitors. Release of this information would be
damaging to negotiations with other counterparties
and should remain confidential. Furthermore, the
counterparty to the A&R PPA has an expectation that
the terms of the A&R PPA will remain confidential.
It is in the public interest to treat such information as
confidential because if such information were made
public, it would put the counterparty at a business
disadvantage, could create a disincentive to do
business with PG&E and other regulated utilities, and
could have a damaging effect on current and future
negotiations with other counterparty.

Item VII G) remain confidential
for three years after the
commercial operation date, or
one year after expiration
(whichever is sooner).

For information covered under
Item VII (un-numbered category
following VII G), remain
confidential for three years.

For information covered under
Item VIII A), remain
confidential until after final
contracts submitted to CPUC for
approval.

For information covered under
Item V111 B), remain
confidential for three years after
winning bidders selected.

For information covered under
General Order 66-C, remain

confidential.




PACIFIC GAS AND ELECTRIC COMPANY’S (U39 E)
Advice Letter 4048-E
May 25, 2012

IDENTIFICATION OF CONFIDENTIAL INFORMATION

1) The
m)aterial 3) That it is 4) That i)a;ur:gtdl?éa
submitted complying the aggregated
constitutes with the informa | redacted, '
a particular 2) Which limitations tion is summarized,
Redaction It_ypedo_f dahta ) Wi, ca}teghor)'/vlor | on not masked or PG&E’s Justification for Confidential | ength of Ti
Reference l\lﬂs;terixm the | categories in the atrnf confidentiali otherwise Treatment ength of Time
; the data correspond to: o already rotected in a
appended ty specified | 10 p 2
ot in the Matrix \;\Ilfgv;segartial
Appendix 1 for that type .
topg.oe-os- of data (\)(/}ON) (Y/N) ?ﬁﬁiosure
066 (Y/N)
Appendix E Y Item VII G) Renewable Y Y Y This Appendix contains the A&R PPA for which For information covered under
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RPS program - Contracts Disclosure of certain terms of the A&R PPA would for three years after the
without SEPs. provide valuable market sensitive information to commercial operation date, or
competitors. Release of this information would be one year after expiration
damaging to negotiations with other counterparties (whichever is sooner).
and should remain confidential. Furthermore, the
counterparty to the A&R PPA has an expectation that
the terms of the A&R PPA will remain confidential.
Appendix F Y Item VIl G) Renewable Y Y Y This Appendix contains the A&R PPA for which For information covered under
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RPS program - Contracts Disclosure of certain terms of the A&R PPA would for three years after the
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damaging to negotiations with other counterparties (whichever is sooner).
and should remain confidential. Furthermore, the
counterparty to the A&R PPA has an expectation that
the terms of the A&R PPA will remain confidential.
Appendix G Y Item VI1I (un-numbered Y Y Y This Appendix contains information that, if disclosed, Remain confidential for three
category following VII G)) would provide valuable market sensitive information years.
Score sheets, analyses, to competitors and allow them to see PG&E's
evaluations of proposed remaining RPS net open energy position. Since
RPS projects. negotiations are still in progress with other
Item V1 B) Utility Bundled counterparties, this information should remain
Net Open Position for confidential for three years.
Energy (MWh).
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A. Introduction

On March 28, 2012 Pacific Gas and Electric Company (“PG&E”) and Bottle Rock
Power, LLC (“Bottle Rock) reached an agreement on an Amended and Restated Power
Purchase Agreement (“PPA”). The Amended and Restated PPA is the fourth such
revision or amendment to the original contract executed between PG&E and Bottle Rock
on May 3, 2006." While the contract capacity of the project under the original contract
was for up to 55 MW, the project has been able to only produce consistently at 10 MW.

Under the Amended and Restated Agreement, which is the subject of this Advice Letter
report, the following contract revisions have been agreed to by the Parties:

The delivery term of the contract is for 20 years;
Increase in the estimated levelized contract price from _ to
approximately I

Reduce the project capacity from its current maximum of 55 MW to 25 MW.

. Added specific performance requirements that the project has to meet, including:
a. Achieve 15 MW of sustained annual energy production by the end of
Contract year 6;
b. Invest in the facility to expand the steam field to increase the Project’s
energy production from 10 MW to at least 15 MW,

6. Added a requirement that Bottle Rock retain the equivalent of. full-time jobs
for the term of the amended PPA.

! The 2006 original agreement was amended on September 21, 2007 and April 6, 2009. The Amended and
Restated Amendment in 2010 allowed for the contract price to increase as the Project output increased from
14 MW to 55 MW,

2

In its Proforma financial statements reviewed by the IE, Bottle Rock identified that up to
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Contract negotiations between Bottle Rock and PG&E were initiated by Bottle Rock in
June 2011 and extended through execution of the Amended and Restated Power Purchase
Agreement on March 28, 2012.

The requirements of the Report of the Independent Evaluator (IE) regarding a contract
amendment are described in Public Utilities Commission of the State of California
Resolution E-4199, March 12, 2009. The Resolution requires that if a developer requests
an amendment to an approved contract that affects the contract price, the 10U should re-
evaluate the competitiveness of the amended project as compared to the projects that the
IOU is negotiating with and to its most recent shortlist. The 10U must provide a
sufficient showing in the Advice Letter that the amended contract is competitive based on
current market data. Additionally, contracts that are re-filed with the Commission for
approval of an amendment that affects an approved contract’s price have to explain why
the contract change is needed, and provide all relevant data to justify the change.

The Resolution also requires the developer to provide the Commission and IE with cash
flow models, both the original reflecting the price in the original contract and the latest
version, for projects that are re-filed with the Commission for approval of a price
amendment if the new contract price is above the Market Price Referent (“MPR”) and the
contract is eligible for AMFs. The confidential project-specific IE report must, at a
minimum, include its evaluation of the new price based on the project’s market valuation
as compared to the bids in the IOU’s most recent solicitation, a review of the cash flow
model and an evaluation of the change in model inputs. An IE’s conclusions must not be
based on whether the developer’s rate of return is reasonable, but rather whether the
change in model inputs are reasonable and justify the price change.®

Merrimack Energy Group, Inc. (“Merrimack Energy”) was retained to serve as
Independent Evaluator for the Bottle Rock amended and restated contract. Merrimack
Energy has monitored negotiations with Bottle Rock and reviewed the amended and
restated agreement and detailed financial pro formas provided by Bottle Rock, and has
prepared this report with our observations and assessment. This report addresses the
following issues:

1. A brief description of the provisions of the Amended and Restated PPA and the
negotiation process associated with the Amended and Restated PPA;

2. An evaluation of the amended price contained in the contract relative to the price
of similar short listed projects and contracts from PG&E’s Renewable Portfolio
Standard 2011 Solicitation (“2011 RPS RFQO”);

3. A review of the cash flow models including a description of the model,
information regarding changes in model inputs, changes in capital and operating
costs, and a discussion of any other revisions to costs or operating parameters that
could influence project economics;

® Public Utilities Commission of the State of California, Resolution E-4199, March 12, 2009 (pages 26-28).
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4. A reasonableness assessment of the capital and operating costs based on the cost
information associated with this project and/or other projects or studies for
comparable technologies, if applicable.

B. Project Background/Description

Bottle Rock Power Plant is a 55 MW dry steam geothermal power plant. Bottle Rock sits
on a 350-acre site in Lake County, in northern California in an area known as the
Geysers, the largest producing geothermal region in the world.

Bottle Rock Power, LLC (“Bottle Rock™) currently owns and operates the plant. The
Bottle Rock lease holdings consist of approximately 800 acres within the larger Geysers
geothermal resource area which covers approximately 45 square miles. Calpine
Corporation and the Northern California Power Agency (“NCPA”) are the primary
operators for the remainder of the Geysers geothermal resource.

According to Bottle Rock’s website “Bottle Rock first began operations in 1985 under
the California Department of Water Resources (“DWR”).” DWR suspended its operation
in 1991 and later sold the power project to the Bottle Rock Power Corporation. US
Renewables Group (“USRG”) took ownership of the facility in 2005 and in June 2006,
Riverstone Holdings and the Carlyle Group acquired a 50% stake in Bottle Rock from
USRG. Under the new owners the plant was refurbished and repowered and the steam
field has undergone additional development. Bottle Rock Power came back online in
March 2007.

Bottle Rock has been under an RPS contract with PG&E since May 3, 2006. The contract
has been amended previously for price and performance adjustments. The initial PPA
would allow for up to 55 MW of contract capacity with an increasing price stream based
on term increments. The initial PPA price for the first 15 MW of delivered energy is
$68.50/MWh through 2012; $71.50 from 2013-2017; and $75.50/MWh from 2018-2022
if PG&E exercises the option to increase the term.

Bottle Rock initiated contract negotiations with PG&E concerning a contract amendment
in June, 2011. Bottle Rock indicated it had problems with additional capital and
continued operating losses from the facility and as a result required an increase in the
price under the contract to continue operations.

Bottle Rock indicated the project has been operating at a loss. Bottle Rock informed
PG&E that the project is currently operating with negative cash flow of approximately

"According to the California Energy Commission’s website, once the plant was constructed “steam supply
became a critical problem for Bottle Rock. While the South Geysers area had insufficient steam to make
completion of construction worthwhile, the area near Bottle Rock and DWR’s South Geyser’s Power Plant
had too little steam for the facilities to continue generation. The steam field for Bottle Rock could only
produce about 15 MW instead of the 55 MW capacity. In November 1990, DWR suspended operation of
the Bottle Rock project and the plant was eventually placed into cold stand-by state.”
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As a result, Bottle Rock has indicated that without a significant price increase, the
existing project will shut down and future development at the resource will cease. In
addition, . full-time jobs would be lost in an economically depressed area.

C. Role of the IE

Merrimack Energy was selected by PG&E to serve as IE in July, 2011. Merrimack
Energy participated in several calls with the PG&E project team to discuss the project
and began to participate in calls with Bottle Rock and PG&E in the August/September,
2011 timeframe during which Bottle Rock provided an overview of project status, its
financial condition, and the proposed price increase it requested to achieve economic
feasibility.

In the November/December 2011 timeframe, Bottle Rock provided its financial pro
formas for the initial PPA (i.e. referred to as the 2006 pro forma) as well as recent pro
forma cost information including its latest pro forma to justify the cost increase
underlying this Amended and Restated PPA. The IE initially reviewed the pro formas and
prepared a series of follow-up questions to Bottle Rock. The IE also participated in
contract negotiation calls with Bottle Rock over an eight month period, calls to discuss
the pro formas and contractual provisions, and participated in a PRG call on the project.

The IE also reviewed the pro forma financial statements provided by Bottle Rock,
prepared and submitted a number of questions with regard to the pro formas, and held
follow-up calls with Bottle Rock to review and discuss Bottle Rocks response. In
addition, the IE conducted its own independent modeling of Bottle Rock’s pro formas to
ensure the results were consistent.

D. Description of the Contract Amendments
As noted, the contract executed between Bottle Rock and PG&E has included several
amendments and restated agreements. A brief summary of the original contract and
contract amendments are provided in this section of the Report.

Initial Power Purchase Agreement

The initial Power Purchase Agreement between Bottle Rock and PG&E was executed on
May 3, 2006. A few of the major provisions of the initial contract include:
e The contract is a 10 year contract with PG&E’s option to extend the contract to 15
years;

& At the December 13, 2011 Procurement Review Group meeting, PG&E stated that the project
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The quantity of delivered energy during any contract year equals 80% times Net
Rated Output Capacity;
Contract capacity is the lower of 17 MW or the Net Rated Output capacity of the
project which is currently 14.45 MW;
Seller has the right to increase contract capacity to 55 MW;
The contract default provisions are based on the capacity factor actually achieved,;
The contract price varies by period;

0 Years 1-5: Contract price is $68.50/MWh

0 Years 6-10: Contract price is $71.50/MWh

0 Years 11-15: Contract price is $75.50/MWh (if buyer exercises option to

increase term)

First Amendment to Power Purchase and Sale Agreement

The First Amendment to the Contract (4 page document) was executed on September 21,
2007. The First Amendment was negotiated because Bottle Rock was not able to achieve
Commercial Operation by the Guaranteed Commercial Operation date as set forth in
Section 3.9(c)(iv) of the PPA. The major provisions of the First Amendment included:
e The Guaranteed Commercial Operation Date was reset at October 1, 2007
e The Net Rated Output Capacity was reduced to 10 MW from 14.45 MW.
e The Amendment established fixed levels of daily delay damages ($38,537.19/day
for 60 days) and security levels; Daily delay damages would kick-in if the project
did not demonstrate Net Rated Output Capacity of at least 10 MW by October 1,
2007; 14.45 MW by December 31, 2007; and 16.15 MW by December 31, 2008;
Reduced delivery term security if output exceeds 17 MW; The Delivery Term
Security would be reduced from $2,841,627 to $2,129,556 if the project reaches a
Declared Contract Capacity of 17 MW or a Net Rated Output Capacity of 14.45
MW;
The contract price for each MWh of Scheduled Energy for the period prior to the
date that the Project achieves a Net Rated Output Capacity of 14.45 MW shall be
$61.65/MWh;

Second Amendment to Master Power Purchase and Sale Agreement

The Second Amendment to the PPA (2 page document) was executed on April 6, 2009.
The second amendment largely focused on changes to the contract driven by restructuring
of the CAISO market, including the results of MRTU. The primary revisions included a
change in contract language associated with delivery point and scheduling and scheduling
coordinator. No pricing changes were included.

Amended and Restated Power Purchase and Sales Agreement®

® It is our understanding that this agreement is only partially effective because of the failure of Bottle Rock
to meet one remaining contractual provision. Furthermore, the part of the agreement that is effective does
not include the proposed pricing provisions included in the summary below.
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The Amended and Restated PPA, which was executed on April 6, 2010, amends, restates,
replaces and supersedes the original contract and amendments. A few of the notable
revisions to the contract contained in the Amended PPA include:

« Established the price in the contract ||| G
. E
Requires operating period security of |||l
Amended and Restated Power Purchase Agreement
As noted, an Amended and Restated PPA was executed by the parties on March 28, 2012.
Exhibit 1 provides a summary of the key provisions of the Amended and Restated PPA

executed on March 28, 2012, which is the subject of this Advice Letter filing.

Exhibit 1: Summary of Contract Amendments

Contract Provision 2012 PPA
Pricing The contract price is

Contract Capacity The capacity of the project at the Execution date shall be 10 MW of
Declared Contract Capacity. The capacity of the project by the
Guaranteed Full Commercial Operation date by the end of the 6"

Contract Year shall be 15 MW.

Energy Deliveries Contract Quantities start at 85,200 MWh in Contract Year 1 and increase
to approximately 128,000 MWh by Year 6.
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Milestone Events -
Commercial Operations

Seller shall demonstrate Full Commercial Operation by the end of the
sixth (6™) Contract Year (“Guaranteed Full Commercial Operation
Date”). The Parties acknowledge and agree that Seller intends to
undertake activities to expand the Initial Contract Capacity of the Project
from 10 MW as of the Execution Date to the Full Contract Capacity as of
the Guaranteed Full Commercial Operation Date.

Project Investment Obligation

Seller shall achieve Full Commercial Operation prior to the Guaranteed
Full Commercial Operation Date or make cash expenditures of at least
of Qualified Capital for the Project

Merrimack Energy Group, Inc. {00126089.DOC;1}8




Seller Employment | During each Contract Year during the Term of this Agreement, Seller
Obligation shall employ no less than il full time equivalent workers,

In conclusion, the Amended and Restated Power Purchase Agreement between PG&E
and Bottle Rock contains several unique provisions in an effort to attempt to balance the
interests of customers while allowing Bottle Rock the opportunity to meet its output goals
provided they meet a portion of their investment requirements as highlighted in the
financial pro formas supporting a price increase.

Another consideration to structure the contract in lieu of ensuring that Bottle Rocks
implements the capital investment obligations necessary to meet the full commercial
operations would have been to include a || li] in the contract if the level of
capital expenditures was lower than estimated. This would protect against the possibility

that the Seller could secure a price increase _

Although this option would be more complex than the contract provision included in the
Amended and Restated PPA both options provide similar signals to the Seller to ensure
the price increase required by the Seller is justified by the capital expenditures necessary
to support project operations.
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E. Description of the Contract Negotiation Process

Bottle Rock approached PG&E in June 2011 about the status of the project and to initiate
discussions regarding an amendment to the Bottle Rock PPA. Bottle Rock initially
communicated that it lacked additional sponsor capital and had continued operating

losses.
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noted, the contract was executed on March 28, 2012.

F. Description of PG&E’s LCBF Evaluation Methodology

This section of the report provides an overall description of PG&E’s Least Cost Best Fit
(“LCBF”) evaluation methodology and criteria applicable to the 2011 Renewable
Portfolio Standard Solicitation Protocol (“2011 RPS Solicitation”), the most recent
solicitation in which a detailed LCBF assessment was undertaken.

PG&E evaluates and ranks proposals based on LCBF principles that comply with criteria
set forth by the CPUC in D.03-06-071 and D.04-07-029 (“LCBF Decisions”). The LCBF
methodology includes evaluation of both quantitative and qualitative aspects of each
proposal to estimate its value to PG&E’s customers and relative value in comparison to
other proposals.

Solicited bids are evaluated using the following step-by-step process:
1. PG&E first classifies whether Offers were considered Bucket 1 (in-state bundled
or dynamically scheduled, Bucket 2 (firmed and shaped) or Bucket 3 (REC-only)
based on PG&E’s understanding of the buckets identified in Senate Bill 2 (“SB 2
1X);

PG&E created separate rankings according to Net Market Value for Bucket 1,
Bucket 2 and Bucket 3;
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Initially, Offers are ranked according to Market Valuation;

. The appropriate Transmission Adder, if any, is subtracted from the Market
Valuation, resulting in a Net Market Value;

. After the Net Market Value is determined, PG&E’s viability, portfolio fit and
RPS goals evaluation criteria are considered and applied to the Offer to arrive at
its final place in the ranking;

In consultation with the IE and PRG, PG&E then decides which Offers to include
and which ones not to include on the Shortlist.

1. Market Valuation

Market valuation considers how an Offer’s costs compare to its benefits, from a market
perspective. Costs include fixed and variable components representing all anticipated
significant relevant costs, including Transmission and Integration cost adders. Benefits
include energy, capacity, and ancillary services. Costs and Benefits are each quantified
and expressed in terms of present value (2011 dollars) per MWh. Market Value is
Benefits minus Costs, and is expressed in terms of levelized price, that is, present value
per MWh (2011 dollars and 2011 MWHh). All energy benefit calculations use a Locational
Marginal Price (“LMP”) multiplier to determine the locational value of the energy

delivered. Differences in LMP prices reflect both congestion and losses between areas.
The specific multiplier is based on recorded Market Redesign and Technology Upgrade
(“MRTU?”) data for the period July to February 2011.

Offers are classified into two types based upon how they are financially modeled: (1)
forward contracts; and (2) dispatchables. How benefits and costs are calculated varies
with each of the two types of Offers. Since the valuation method for each Offer
determines how the Offer is valued, the calculation of Benefits, Costs, and Market value
is described below. Whether an offer is for a power purchase agreement (PPA) or
purchase and sales agreement (PSA) does not affect valuation, except for the buyout offer
associated with a PSA. Offers of “sites for development” are not discussed here.

Forward Contracts

The term “forward contract” is used to describe an Offer that provides energy with no
dispatch flexibility. This type of Offer includes baseload product, as-available product,
and Renewable Energy Credit (“REC”) plus energy products.

Quantification of Benefits

The benefits of forward contract offers include energy, capacity, and ancillary services.
Benefits are measured in units of present value per MWh (2011 dollars and 2011 MWHh).
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Energy Benefits

The energy benefit for each hour of delivery is the quantity of energy delivery for an hour
times the forward energy price for that hour. The quantity of energy delivery for each
hour is determined by the hourly generation profile of the offer. Discounted hourly
energy benefit is summed across hours of delivery, and summed across years. The total
discounted benefit is then divided by total discounted MWh of energy, expressed in terms
of present value per MWh.

Capacity Benefit

The capacity benefit for Resource Adequacy (RA), for year of availability, is the monthly
quantity of qualifying capacity multiplied by the monthly capacity value, discounted to
2011 dollars and summed across years. The total discounted capacity benefit is then
divided by total discounted MWh of energy, expressed in terms of present value per
MWh. Pursuant to D.09-06-028, for intermittent energy (e.g. wind and solar) products,
the qualifying capacity for each month is determined by the capacity that has an
exceedance factor of 70% for the five on-peak hours. That is, for 70% of the time, per
hour energy generation for the five peak hours (HE14 — HE18) for April through
October, and HE17-HE21 for the rest of the year) is greater than or equal to the
qualifying capacity. For other types of non-dispatchable products excluding biomass and
geothermal, the qualifying capacity is determined by the monthly average of the five RA
counting generation profile of the offer. The qualifying capacity for biomass and

geothermal offers are the maximum monthly generation capacity.

For Offers whose location would contribute to PG&E’s satisfaction of its Local Capacity
Requirement as specified by the CAISO and adopted by the CPUC, the capacity
attributable to the Offer may be valued at a premium relative to the value of capacity that
satisfies only system needs.

Ancillary Service Benefits

Ancillary service benefits are assumed to be zero for forward contracts.

Quantification of Costs

Cost is determined by the expected payments under each Offer, plus Transmission and
Integration cost adders. Transmission adders are described in Section 11.B.2 below.
Integration costs are defined as the costs and values of integrating a generation project
into a system-wide electrical supply. The primary categories of integration costs are
regulation, load following, and shadow capacity. Pursuant to D.04-07-029, and unless
provided further guidance from the Commission and/or the California Energy
Commission (“CEC”), PG&E will assume that integration costs are zero.

PG&E’s payments for each Offer are determined by the Offer’s price multiplied by the
appropriate Time of Delivery (TOD) factors if applicable, as specified in the RPS
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Solicitation Protocol. Cost is measured in units of present value per MWh (2011 dollars
and 2011 MWh).

In the case of PSA Offers, PG&E’s payments for each Offer are replaced by the revenue
requirements, fixed and variable operations and maintenance costs, and ownership costs

REC-Only Offers

The term REC-only is used to describe an Offer that provides RECs, without any
associated energy.

Since there is no associated energy or capacity, there is no energy or capacity benefit.
Cost is determined by the expected payments under each Offer. Since there is no
associated energy or capacity, there are no Transmission and Integration cost adders.

REC plus Energy Offers

The term REC plus Energy is used to describe an Offer that provides RECs as well as
renewable energy.

Since benefits of RECs are not explicitly evaluated, a REC plus Energy contract will be
valued exactly the same as a Forward contract. Cost is determined by the expected
payments under each offer, and is measured in units of present value per MWh (2011
dollars and 2011 MWHh). Since the REC + Energy contract does not include TOD factors,
TOD factors are not applied in the evaluation process.

Dispatchable Products

The term dispatchable is used to describe Offers which provide some flexibility in their
dispatch.

Quantification of Benefits

Benefits include energy, capacity, and ancillary services. Benefits are measured in units
of present value per MWh (2011 dollars and 2011 MWh)

Energy Benefits

Energy benefits of a dispatchable type of Offer are calculated as a daily exercise of
European call options. Additional details depend on the nature of the particular
characteristics of a specific Offer.

Capacity Benefits

Capacity benefit for a dispatchable type of Offer is calculated the same way as described
above for the forward contract type of Offer. The quantity of qualifying capacity is
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determined by the performance requirements of the Offer and the characteristics of a
specific Offer.

Ancillary Service Benefit

Ancillary service benefit for a dispatchable type of offer depends on the characteristic of
a specific offer.

Quantification of Costs

The cost represented by a dispatchable type of Offer is calculated the same way as
described above for the forward contract type, except that PG&E’s capacity payments for
each Offer are determined by the Offer’s pricing multiplied by the appropriate Time of
Availability (TOA) factors. Cost is measured in units of present value per MWh (2011
dollars and 2011 MWh).

Integration Costs

Integration costs are defined as the costs and values of integrating a generation project
into a system-wide electrical supply. The primary categories of integration costs are
regulation, load following, and shadow capacity. Pursuant to D.04-07-029, and unless
provided further guidance from the California Public Utilities Commission and/or the
California Energy Commission, PG&E will assume that integration costs are zero.

2. Transmission Adder

PG&E requests transmission information from developers from each Offer. This
information includes the proposed project’s current interconnection queue position,
application status, and transmission provider. Details of the current or proposed
interconnection are requested for the projects, including voltage level, transmission or
distribution service level, transmission line, interconnecting substation, form of
interconnection applied for, and a copy of the study, or interconnection agreement, if
applicable.

The transmission adder adjusts Offer prices to include the cost, if any, to customers of
bringing the power from the generating facility to PG&E’s network. Once Offers have
been ranked on all evaluation criteria except transmission, the means by which the
generation will be delivered to PG&E’s customers is examined. Each bid is associated
with a transmission cluster based upon the location of the facility. If a CAISO
interconnection study has been completed for the project, the costs in that report are used
for bid evaluation. If no study has been completed, the project’s transmission costs are
assigned using the transmission ranking cost report methodology. The Transmission
Ranking Cost Report (“TRCR”) proxy costs include reliability network upgrades, plus
deliverability upgrades.
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Some sellers in the 2011 RPS Solicitation had received studies that were based on their
application as an energy-only resource, but did not have a deliverability assessment to
qualify for resource adequacy. Each Offer that does not have a CAISO interconnection
study is assigned the transmission cost adder indicated by the TRCR as necessary to
accept its project capacity on the transmission network. The cluster-based cost adders are
used for bid evaluation only. Projects do not have to physically connect to a cluster, and
connecting projects do not necessarily pay the interconnection prices listed in the TRCR.

PG&E assigns each Offer an estimated amount of transmission network upgrade costs
using project specific interconnection studies, if available, or using a proxy cost estimate
based on the TRCR. For projects located in PG&E, Southern California Edison (“SCE”)
or San Diego & Electric (“SDG&E”) service territories, PG&E applies the PG&E, SCE,
or SDG&E TRCR. The MW and dollars in the TRCR table are divided between “Peak &
Shoulder” and “Night” periods (note that the dollars for “Baseload and As-Available
columns are simply the sum of the other two sets of columns minus any common
transmission facilities).

Within each of the transmission clusters, and within each period (Peak and Shoulder and
Night), each Offer is assigned a pro-rata share of the cost. This share is based on the
Offer’s maximum MW as a percentage of the maximum MW of potential generation
assigned to each transmission cluster. For purposes of determining the level to which a
project’s MWs are assigned, only the highest ranking Offer variation from each Project
above it in the cluster ranking is considered. This rule is intended to prevent the

allocation of transmission capacity to multiple Offers of a single project.

PG&E may accept the electricity at a CAISO delivery point in the PG&E service area or
another delivery point outside of PG&E’s service territory and avoid the cost of
congestion through the use of typical commercial arrangements.

If the proposed project is located outside the CAISO-controlled grid and is offering
delivery outside the CAISO grid, the Seller is to deliver the energy onto or to an intertie
with the CAISO grid. PG&E may accept offers for power at a CAISO interface point,
from projects that interconnect within a non-CAISO control area. Since these projects do
not go through the CAISO interconnection process and are not assigned network
upgrades, PG&E assumes the transmission adder is zero. For example, firmed and shaped
(Bucket 2 offers) will deliver to the CAISO at COB. These offers will go through an
interconnection process where the generation facility is located (e.g. Bonneville Power
Administration — “BPA”). The Seller is responsible for paying any upgrade costs with its
interconnecting utility and all transmission costs to get to the CAISO. Since these costs
are built into the offer price, PG&E does not assign additional out-of-state transmission
costs.

A Present Value Revenue Requirement (PVRR) is calculated from the Transmission
Ranking Cost Report or interconnection study for each evaluated bid. This PVRR
captures from a ratepayer perspective the risk and cost to construct and maintain
transmission upgrades to accommodate the generation from the renewable resource.
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This PVRR of the costs of the Network Upgrades are converted into a present value per
MWh (2011 $ and 2011 MWh) by dividing the PVRR by the Discounted MWh. These
present value per MWh (2011 $ and 2011 MWh) values, one for each Offer, are returned
to the database for a recalculation of the Market Valuation.

3. Portfolio Fit

The portfolio fit measure differentiates Offers by the firmness of their energy delivery
and by how well the energy delivery profile meets PG&E’s needs. 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. It is extremely important that PG&E be able to count on energy when
planned as part of managing its long term portfolio. It is obtained by averaging, with
equal weighting, the two scores obtained from (1) the delivery firmness, and (2) the time
of delivery, including the timing of and flexibility of commercial online date.

4. Credit and Collateral Requirements

Following Shortlisting, PG&E may consider the Participant’s capability to perform all of
its financial and financing obligations under the Agreements and PG&E’s overall credit
concentration with the Participant, including any of Participant’s affiliates. Participants
were requested to indicate what level of project development and delivery term security
they would meet. PG&E did not score Participant’s credit and collateral requirements
during the 2011 RPS Solicitation.

5. Project Viability Assessment

a. Project Viability Calculator

The Commission developed a Project Viability Calculator (“PVC”) which was used by
PG&E in its 2011 RPS Solicitation. PG&E evaluated the project viability of each Offer
using the PVC issued by the Commission on June 2, 2011. Participants are requested to
self-score each of their Offers using the PVC and provide supporting documentation for
each score. PG&E reviews all submissions and adjusts self-scores as appropriate. The
Participant’s claims in all three categories are verified to the extent possible using
publicly available data and/or PG&E data.

6. RPS Goals

PG&E assesses the Offer’s consistency with and contribution to California’s goals for the
RPS program and the Offer’s support of PG&E’s supplier diversity goals (collectively
“RPS Goals”). The RPS Goals assessment considers the factors described below.

Determination of the extent to which the proposed development supports RPS Goals is

based on the information provided in the Offer as well as PG&E’s assessment of the
project.
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Non-quantifiable factors identified in CPUC Decision 04-07-029,
including benefits to low income or minority communities, Environmental
Stewardship, Local Reliability, and Resource Diversity benefits.

Legislative findings and declaration that increasing California’s reliance
on renewable energy may do each of the following:
i. Increase the diversity, reliability, public health and environmental
benefits of the energy mix;
Promote stable electricity prices;
Protect public health;
Improve environmental quality;
Stimulate sustainable economic development;
Create new employment opportunities;
vii. Reduce reliance on imported fuels;
viii. Ameliorate air quality problems;
iX. Improve public health by reducing the burning of fossil fuels;
X. Provide tangible demonstrable benefits to communities with a
plurality of minority or low-income populations.

Consistency with the CPUC’s Water Action Plan adopted on December
15, 2005 and updated October 2010. To the extent a project uses water on
site, its impact on California’s water quality and consistency with the
CPUC’s recommended water conservation practices and goals is
reviewed.

Executive Order S-06-06 signed on April 25, 2006. In this executive order,
Governor Schwarzenegger described the benefits or biomass resources in
electricity production and established a goal that the state would meet 20%
of its renewable energy needs with electricity produced from biomass.

Supplier Diversity. In support of PG&E’s supplier diversity goals, PG&E
considers whether a Participant is a Women, Minority, and Disabled
Veteran-Owned Business Enterprises (WMDVBEs) or whether a
Participant intends to contract with a WMDVBE.

Portfolio Adjusted Value (PAV)

PG&E now uses a bid evaluation methodology referred to as Portfolio-Adjusted Value
(“PAV”). Portfolio-adjusted Value is intended to represent the value of a resource or
offer in the context of PG&E’s portfolio. This approach contrasts with Market Value,
which is intended to represent the value of a resource or offer regardless of PG&E’s
portfolio. To calculate PAV, adjustments are made to Market Value calculations,
components, and/or resulting values.
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In addition, the PAV adjustments may be modified
for future solicitations.

Market Valuation

1. Location
a.
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2. Portfolio Position

a.

3. Uncertainty and Integration Costs -
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4. Curtailment -

5. Adjusted Value —

7. Adjusted Transmission Cost Adder
a.
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8. Final Portfolio-adjusted Value

a Il BN B N

G. Comparison of the Amended Contract Price Relative to Short List
Projects

As required by Resolution E-4199, the confidential project-specific IE report must, at a
minimum, include its evaluation of the new price based on the project’s market valuation
as compared to the bids in the IOU’s most recent solicitation. In conjunction with that
requirement, Merrimack Energy has compared the Portfolio Adjusted Value (“PAV”) for
the project as computed by PG&E to the PAV for the projects included on PG&E’s short
list for the 2011 RPS RFO. The relevant PAV values and other cost and benefit metrics
an{)ciated with the shortlisted projects from the 2011 RPS RFO are presented in Exhibit
3.

The information included in Exhibit 3 was provided to the IE at the IE’s request by PG&E in early April
2012. As we understand, the economic analysis results are based on the use of PG&E’s February 2012
forward curves.
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The results of the analysis illustrate that Bottle Rock had a PAV value of
which places the project below the lowest ranked project on PG&E’s short
list which had a PAV of . The PAV values for short listed projects from

12 The Market Value and PAV calculations also reflects the fact that

Inclusion of used in the PAV
evaluation identified above would further erode the value of the Bottle Rock project and make the
economics look even worse.
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the 2011 RPS RFO ranged from |GG it @ median value
of_. Based on these results, Bottle Rock would not have been selected for
the short list in the 2011 solicitation.

Bottle Rock’s levelized pre-TOD price of ||| is 2'so [ 2bove the
2011 MPR of between $85.30 to $89.56 for a 15 to 20 year contract respectively
beginning in 2012.

H. Assessment of Financial Proforma

As required by Resolution E-4199, a project developer must provide the Commission and
the IE with cash flow models, both the original reflecting the price in the original contract
and the latest version, for projects that are re-filed with the Commission for approval of a
price amendment. In this case, the project developer is required to justify the cost basis
explaining the Post-TOD levelized price increase from approximately || to

Bottle Rock initially approached PG&E in June 2011 to discuss the Bottle Rock PPA and
provide information on the financial condition of the project. Bottle Rock stated that the
project had continued operating losses at the current contract price and expressed concern
over lack of additional sponsor capital. In July and August 2011, Bottle Rock provided
additional financial information to PG&E including audited financials and resource
reports on the facility.

On September 1, 2011 Bottle Rock met with PG&E and presented its assessment of
project cost and projections going forward. The IE participated in this call.
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In November 2011, the IE requested that Bottle Rock provide its detailed pro formas
justifying the proposed cost increase including the pro formas utilized to support the
original pricing and the proposed amended price. Since Bottle Rock had not provided a
pro forma that allowed for a reasonable evaluation of its costs, the IE initially sent Bottle
Rock a model pro forma to use as a starting point. The memo from the IE also included a
description of the CPUC’s requirements when a contract amendment is initiated. The
information initially requested by the IE is identified below.

1. Please provide a copy of the financial pro forma model and assumptions that
served as the basis for pricing under the original contract. If Bottle Rock cannot
provide the original pro forma financials, please provide an explanation why the
pro forma is not available.

Provide a financial pro forma for the project based on the proposed pricing,
project capacity and generation levels included in the most recent proposed PPA.
Please complete the sample pro forma attached or a similar pro forma model that
includes all revenue and costs, including operation and maintenance costs,
administration, interest payments, depreciation, taxes, etc. Complete all line items
that conform to Bottle Rock’s relevant cost categories. Include all input
assumptions and explain the basis for any major cost categories.

. In the financial model provided by Bottle Rock (file name BTTLRKE-
4199cashflowmodel11Nov2011), 2 files (2011 Current Contract and 2011
Proposed Terms) propose a
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It
Bottle Rock cannot provide pro forma financials for the original contract terms,
please provide detailed information supporting the increase in capital investment
requirements as well as any other cost increases which support the pricing
increase requested.

Bottle Rock provided financial pro forma spreadsheets to support the amended project
pricing based on detailed capital and operating cost information in November 2011. At
that time, Bottle Rock provided four pro formas that reflected different dates associated
with project amendments and pricing. These included the following pro formas along
with the estimated project capacity underlying each pro forma.

The most recent pro forma information provided by Bottle Rock to justify the proposed
contract pricing which is the subject of this Advice Letter is presented as Exhibit 4 below.
The other three pro formas are included in Appendix A for comparison purposes.

Exhibit 4: Financial Proforma to Support Contract Amendment
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In addition to providing the pro forma financials as requested, Bottle Rock included a
response to the IEs third question from above. According to Bottle Rock:

The IE prepared a list of questions based on the information provided by Bottle Rock in
November/December 2011. The IE also requested a conference call with Bottle Rock to
discuss the IE’s questions. The initial questions submitted by the IE to Bottle Rock and
the response of Bottle Rock are provided below:
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How are the capital expenditures going to be financed? Are the expenditures
going to be financed from equity or cash flow? Does Bottle Rock have an equity
commitment from its owners to make these investments?

How is Bottle Rock currently using the Production Tax Credits (“PTC”)? Can
Bottle Rock offset taxes or do you have an off-taker for the tax credits?

What is the basis for the current pricing proposal? What is Bottle Rock’s target
IRR?

gtz o

In your response to Merrimack Energy’s original set of questions Bottle Rock
mentioned they would welcome the opportunity to discuss assumptions on capital
costs. The IE would like to explore the basis for the increase in capital costs in
more detail.

The IE and PG&E team members held a conference call with Bottle Rock to discuss the
questions and listen to Bottle Rock’s responses.

The first question of the IE focused on the sources of capital for the project.

- I
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After the call and review of the responses, the IE followed-up with another set of
questions that were designed to address specific remaining issues. The questions and
responses of Bottle Rock are provided below.

The IE asked Bottle Rock to elaborate on the explanation for
from the 2010 estimate of i to the current Tevel of
. Bottle Rock responded:

The IE also asked Bottle Rock to provide further detail on the capital cost estimates.
Bottle Rock responded with the following explanation:

Bottle Rock also provided details on the capital expenditures cost and reasons for the

incurrence of these costs. Exhibit 5 provides a table which details such capital
expenditures and related costs.

Exhibit 5: Capital Expenditures for Bottle Rock
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The IE also conducted a separate assessment to determine the internal rate of return
assuming all revenues and expenditures in the pro forma occur as projected. The results
of the assessment indicate that Bottle Rock’s internal rate of return over the contract term
i based on the pro forma costs and revenues,

Project Viability Assessment

From a project viability perspective the project has some positive characteristics but
several negatives as well. These are identified and described below.

Positive Factors

The contract with PG&E is designed to retain the equivalent of. full-
time jobs for the term of the amended PPA;

The project is an operating facility with strong community support;

The project will provide renewable energy that meets RPS requirements;
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The project has secured all required permits and appears to be in a position
to get beyond the recent potential litigation;

No transmission upgrades are associated with the Bottle Rock project;
The resource is not an intermittent resource which means there are no
major integration issues associated with the project.

Negative Factors

The project has had a long history of operational issues and failure to meet
output expectations, which raises questions about the long term viability
of the project even with the price increase;

The PAV of the project is outside the range of the short listed projects
from PG&E’s 2011 RPS RFO and therefore it is classified as a high cost
contract based on recent short listed offers from the most recent RPS
solicitation;

As a geothermal resource the portfolio fit of the project is moderate to
poor during the 2012-2018 period based on PG&E’s existing portfolio.

J. Conclusions
The IE has reached the following conclusions regarding the Bottle Rock PPA.

1. Bottle Rock has reasonably demonstrated that the increases in cost it requires,
particularly for capital expenditures, justify the price increase requested. It
appears that without the capital expenditures included in the pro forma the project
would not be able to meet its proposed contract quantities. For that reason, based
on Merrimack Energy’s own financial analysis, a price increase is generally
justified to provide even a relatively low internal rate of return. Without such an
increase in the contract price,

the financial pro formas supplied by Bottle Rock
demonstrate that the project would likely fail;

PG&E’s negotiation approach to require Bottle Rock to make the needed capital
expenditures in order to achieve the 15 MW capacity level in the contract is a
reasonable approach to ensure Bottle Rock is receiving revenues in the contract
without completing the necessary expenditures upon which the increased contract
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price is based. This approach is designed to protect customer interests and limits
customer exposure to high prices which are ultimately not supported by the pro
formas. As noted,

Although this option would be more
complex than the contract provision included in the Amended and Restated PPA,
both options provide signals to the Seller to ensure the price increase required by
the Seller is justified by the capital expenditure needed to support project
operations;

. As aresult, we feel that although PG&E has included a number of contract terms
to protect customer interest there is still a risk that customers will not receive the
value of the renewable generation from this project;

The economics of the Bottle Rock project clearly demonstrates that the project
has a ] lower Portfolio Adjusted Value than any other project on PG&E’s
short list from the 2011 RPS solicitation,

K. Recommendation

The IE has reservations about the long term viability of the Bottle Rock project and the
ability of the revised pricing in this Amended and Restated PPA to support the long term
viability of the project.

As a result, the IE feels it is possible that Bottle Rock
could be back again looking for another amendment to the contract and a further price
increase. Furthermore, the pricing in the contract is not competitive when compared to
recent market information. Based on the contract pricing the project would not have been
selected for the short list from the 2011 RPS solicitation. All these factors would lead to
a recommendation not to approve the PPA.

On the other hand, it would appear that the primary reason for contract approval (and the
primary reason why PG&E went forward with execution of the contract) would be
associated with the economic development benefits of the project in a depressed area of
the state. The provision in the PPA commits Bottle Rock to maintain the equivalent of.
employees. Also, it would be expected that capital expenditures of ||jij would
have some economic benefits in the area of the plant. The economic development and
employment benefits of the project would therefore be the compelling reasons to approve
the PPA.
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