ELECTRIC ADVISORY COMMITTEE
05/12/2009

The regular meeting of the Electric Advisory Committee was called to order at 6:00pm
by Chairman, Ron Beauchamp, in Room 102 of City Hall.

Present: Larry Arkens, Pete Baker, Ron Beauchamp, Ann Bissell, Glendon Brown, John
Mellinger, Tim Wilson

Absent: None

Also Present: Mike Furmanski-Electric Superintendent, Jerry Pirkola-Power Plant
Superintendent, Gil Cheves-Council Liaison

Approval/Corrections to the Minutes:

Pete Baker made a Motion to accept the minutes of the 04/08/2009 regular meeting and
the 04/15/2009 and 04/28/2009 Town Hall meetings as presented. Motion was seconded
by Arkens and CARRIED UNANIMIOUSLY.

Baker said he would like to comment that the minutes taken were outstanding and he
would like to acknowledge Carol DeShambo on the job she does in taking them.

Approval/Adjustments to the Agenda:

Tim Wilson made a Motion approve tonights agenda as presented. The motion was
seconded by Arkens and CARRIED UNANIMOUSLY.

Contflict of Interest Declarations:

None

OLD BUSINESS:

Power Purchase History

Furmanski went over handouts that were presented to committee members at the April
meeting regarding the summary of power purchases, comparison of KWH production to
sales, and the history of KWH purchases and sales. Handouts are ATTACHMENT A to

minutes-4 pages.



NEW BUSINESS:

Update-Electric Department

Furmanski offered the following departmental update to the Electrical Advisory
Commuttee.

1. New Development. The following work has been started and/or completed:
a. New meter tester
b. Removed temporary service at U.P. State Bank
¢. Temporary service at Taco Bell

2. Distribution System Upgrades/Maintenance. The following upgrades or
maintenance needs have been completed on the electrical distribution system:
a. Tree Trimming
b. Pole changeouts

Furmanski also went over the NYMEX Look-Alike index for coal prices which members
received in their packets. Prices are down considerably from a year ago at this time, but
recently there has been a little bit of an increase. Brown commented that an article he
had just recently read pointed out that China is now the world’s largest consumer of coal,
accounting for approximately 1/3 of the amount of coal used.

Update-Power Plant
Jerry Pirkola present the following report to committee members:

The Unit 2 major overhaul is continuing through May. Upon discovery of the additional
stack repairs, reassembly of the turbine is being done on straight time. It is estimated the
overhaul will be complete by the end of May. Turbine rotor is in place and generator
rotor was received today and will completed this week.

Unit 2 Stack update: The stack was UT tested after the old gunite was removed and
sandblasting completed. There is significant metal loss from the 70 foot level to the top
(150 foot level). The structural engineering report recommends replacing or repairing the
upper 80 feet of the stack. Bid requests were solicited and are due today.

We continued to purchase peak time power through April in the MISO Day Ahead
market. The Day Ahead purchases averaged $41.64/MWhr and the Real Time purchases
averaged $24.34/MWHhr.

2550 tons of coal were burned in April leaving approximately 29,000 tons of compacted
West Ridge coal on the dock. Since Unit 2 will most likely be down through June, the
West Ridge coal will last through September. The first 2009 coal cargo was received on
April 16 totaling 19,700 tons. The second coal cargo is due next week. As of today, there
is approximately 48,000 tons of coal on the dock.



Operating and Maintenance costs for March are close to that estimated. Fuel costs
continue to be lower than expected because we purchased more economical power than
the estimate. The year to date Plant overall operating costs are below budget mainly due
to lower A&G costs and lower fuel costs.

The Combustion Turbine has not operated yet in 2009, last operated in December 2008
for emissions testing.

Baker requested a clarification of energy purchased and cost/Mwh with the March
numbers as well as the production costs.

Baker then asked if the plant kept a daily record of the purchases. Pirkola said a
spreadsheet was kept of the purchases on both the scheduled and unscheduled power and
the prices that averaged on the previous hour on the real time market. It is updated every
5 minutes and averaged for the previous hour.

Bissell questioned why the large difference on production costs going from $61 back in

July of 2008 to $120 now in March: Pirkola said production costs in March are higher
due to the maintenance outage and also because of less Mw produced.

Brown suggested that we have been using this report for some time now and maybe Jerry
could look at how this report could be modified some to reflect the fact that we are now
purchasing more power than we are producing.

Brown questioned that with Unit 2 down at this time, where are we at in our
environmental reporting. Pirkola said that we are continuing to do the reports. With the
opactty we are continuing to do the reporting but we are reporting the down time on the
unit, and nothing has changed with the water permits.

Brown commented that he has talked with a past EAC member, Sonja Skerbeck, who has
done work with permitting, and she commented that we need to be sure we do the proper
reporting so that the regulatory people look at it as being temporarily down or when the
time comes to start it up again they may make us look at filing new permits. She also
commented that we need to use the right language such as temporarily off line not shut
down or mothballed because with the proper language, it indicates to the regulatory
people that we will be bringing it back up again.

Brown asked what was being done for maintenance with the steam turbine or some of the
major fans such as hand rotations to preventing sagging. Pirkola responded that as far as
the turbine goes, the rotor was installed late last week, and during down time, they have
the unit on turning gear. He was unsure if the fans have been rotated, however this would
be done on a monthly basis, not weekly. He said the fans are also not overly large as in
larger plants so they are not as susceptible to warping a shafi. Pirkola said he would
check into this with the maintenance people. Brown requested that he do further checking
1nto it as he said there are people in the UPPCO organization with the expertise in this
matter from the time they operated the Warden Station and with the down time now at



this plant, we want to make sure we aren’t damaging anything by not hand rotating the
fans.

Brown commented that he had seen some of the April data from the plant and wanted to
compliment Pirkola and the operators. He said City load averaged 15.3MW and that the
average generation at the plant has been about 5.4MW. This means that we have
purchased 9.9MW on the average which means 65% of the City load was purchased.
This shows that they have taken great care in purchasing low cost power for the City.

Baker commented that we are now looking at March data and we are into the month of
May. He questioned if it would be possible with the meeting being the 2" Wednesday of
the month that the April data would be available, thus making it a little more current.
Pirkola responded that he has some data available by the meecting time, however not all
would be available. He said he could compile the information when it becomes available
and forward it on. Baker felt it would be helpful so everyone is aware of the important
information such as Glendon has just passed on.

Brown asked if the daily Tog was a spreadsheet and then cormmented that there are
software tools out there and available that would possibly help in the decision making
process for the operator and provide them a spreadsheet of how things are moving along
hour by hour.

Bissell asked if there had been an issue yet with the landfill in receiving less ash due to a
unit being down. Pirkola said he has not heard anything as of yet from them, however it
may become an issue.

Brown requested Furmanski or Pirkola to let the group know where we are at with the
coal and what we are committed to. Furmanski reported that we now have 49,000 tons
on the dock with 20,000 more coming next week for a total of 69,000 tons. The 2009
coal obligation is 60,000 tons for a total then of 129,000 tons. This amount would be
good through next summer and into the fall.

Baker questioned if there wasn’t any reason that we shouldn’t maybe execute a 2010 coal
contract with the prices the way they are and start the bidding process right now. He
commented when the economy starts to come back up, so will coal prices rise.
Furmanski reported that a concern he would have is a problem with storage, however he
said we could talk with C. Reiss about more storage space. Another possible concemn is
with bids out this early, they may add an amount on to possibly cover themselves should
there be a rise in price. Baker said he was just interested in possibly putting the bid but
not taking delivery until 2010. Brown commented that he felt it really costs us nothing to
check into the price through the bidding process.



Energy Option Discussion-Path Forward

Furmanski presented a white paper of Escanaba Energy Supply Plan Update which is
ATTACHMENT B to the minutes.

Beauchamp asked Furmanski if his immediate recommendation was to run the plant as is
with 1 unit down. Furmanski said at this time yes, because taking both units would be
leaving ourselves wide open with possibly one month’s savings being lost in a day. With
one unit, we can still buy some in the Real Time Market. Pirkola commented on the
vulnerability also and said with even 1 unit on line and only generating at 5.4 megawatts
that makes us vulnerable if a storm should come through and we lose transmission, the -
City would most likely go black. He commented with both units on line and a storm
comes throught, the operators can balance City load and if you lose transmission, we
would not even notice, the plant would take over. Brown asked how long it would take
to get the peaking unit online and Pirkola responded it would be about 10-15 minutes.
Pirkola said he thought it could, but was unsure, if the plant could be started up with the
peaking unit. Furmanski said that was the plan at one time, but was unsure if it was ever

actually tested.

Baker commented on the great job Furmanski had done on the white paper presentation
and wondered about the possibility of both units being mothballed and having a
wholesale purchase agreement for 5-7MW. He said we still have the the peaking unit
should it be needed as well as still being able to purchase in the Day Ahead market and
Real Time market. Brown agreed with what Baker was referring to by going out and
getting the information on cost to get a wholesale purchase agreement in place for the 5-
TMW at which the 1 unit running now is at and then mothballing that unit also. He felt it
would be good to get that information and then make a decision.

Mellinger commented on the job Furmanski had done also and asked what he exactly
meant by a “state of readiness?” Furmanski said that this meant it could be brought on
line in less than 24 howurs.

Brown commended the job Furmanski put forth also and said while we explore Baker’s
request for a wholesale agreement for 5-7MW of power, with the options available at this
time, it is clear what we will be doing at least through July. He said with information
received then, we can look at it further on a month to month basis. Brown also
commented that he would like to know a little more information on if we declare more
load to ATC, how does it affect our transmission costs. He also felt we should look more
into the network transmission arrangement with ATC and find out costs on this matter.
One thing we would have to look at also, he said, is what kind of peak are we going to
declare.

Beauchamp questioned if we are going to be looking at the costs on a month to month
basis if it is possible to re-evaluate the rates maybe quarterly. City Attorney Peterson
said that the City charter provides for the rates to be set only 1 time per year.



Wilson asked if any of the fixed costs are affected by mothballing both units. Furmanski
reported that the costs are there no matter what. Brown questioned maintenance costs
and Pirkola responded if the units are not running, you will have less maintenance costs.

Furmanski then went over a graph, ATTACHMENT C, prepared by member Brown
showing the decrease in City load over the last 4 years, and most notably the 10% drop in
the first 4 months of 2009 as comparted to the first 4 months of 2008. Baker questioned
what contributed to the drop in City load. Dewar advised he would drill a little deeper
into the information and provide Furmanski further information that could help answer
some questions.

Discussion-Ballot Language-August 4, 2009, Special Election

O’Toole commented that at last week’s City Council meeting, Council had directed
Administration to come up with ballot language for the August 4, 2009 Special Election
and have it ready for the May 21 Council meeting for approval and then filed with the
County Clerk by May 26™.

The proposed ballot language reads:

“Shall the Escanaba City Council have the authority to sell the electric utility plant,
equipment, and assets including up to 40 acres of real property where said assets are
located to another entity for continued plant operations.”

Baker made a Motion to accept the proposed ballot language as recommended and move
Jorward. The motion was seconded by Brown.

Beauchamp asked if there was any discussion on the matter. Bissell wanted to comment
that from the last election, she had heard comments from people that the ballot language
was a problem for them. She questioned O’Toole if this language had been shown to any
passerbys to get their opinion. O’Toole said yes they had, and there were probably a
couple here this evening that could attest to this. She commented that she liked the
simplicity of it but was just curious how others had viewed it. O’Toole felt it was clear
and concise. Beauchamp asked if anyone would like to hear from the public. Bissell said
she would. Baker said he took exception to that as there is a motion on the table and it
had been seconded. If the public wanted to comment to the language, they could do so in
the public comment portion of the meeting. Beauchamp asked if Bissell would like to
make a motion to hear public comment on the issue before we vote. Baker said the
original motion is already on the table and seconded to accept the language as
recommended. This motion needs to be voted on before another motion can be made.
Beauchamp said the committee would go forward with the Motion.

Motion to accept the proposed ballot language as recommended and move forward was
made by Baker. Motion seconded by Brown.

Ayes: Baker, Brown Wilson, Mellinger, Beauchamp, Arkens



Nayes: Bissell
Motion Carried
Public Comment

Don Racicot, power plant employee and spokesperson for the Save Your Power Plant
Commititee came to the podium and said he and others were involved in the wording of
the ballot language for the August 4™ election. He said the language is endorsed whole
hga:rtedly and addresses almost all the aspects opposed to in the language from the May
5™ election.

John Anthony, representative of the Energize Escanaba committee, came to the podium
and said they represent the move to find reliable and low cost power and felt a 20%
increase would be an economic hardship for many. He expressed that he felt the current
ballot language is positive and lets us move forward.

~Brad Mantela, vote yés comtmittes member and business owner, thanked the BAC for

moving forward on the matter. He questioned Manager O’Toole that once the rates were
set for July, could anything be done to adjust those rates later in how they were billed or
charged, if power should become less like with a short term agreement. O’Toole
commented that between now and Junelst, Administration would be coming up with a
strategy and be looking at those issues.

Brian Hart, plant employee, came to the podium and asked if you mothball the plant, can
Mr. Anthony and his business or any other business people, needing reliable power, can
they afford the amount of time, 15-20 minutes, it takes for the peaking unit to come back
on line.

Don Racicot said he was under the impression that in order to purchase in the day ahead
and real time purchaser, you had to be a power producer at the time.

Racicot commented that the CT is MISO dispatched. He asked if a review has been done
of the MISO agreement that this board approved 4-5 years ago. At that time, the CT
could run only if MISO dispatched. He wondered if things had changed where it could
be taken out of MISO and run when needed for the City.

Racicot also commented on Furmanski’s comments of running 1 unit and said for
reliability that UPPCO’s current practice during severe weather either summer or winter
has been to run within 4-5MW of City load should a problem occur on the transmission
system. These things need to be considered.

Brown commented that we should not overplay the reliability issue. There are several
cities in the area served by transmission and what businesses are affected by most is the

cost of power, not reliability.



Mellinger commented that he sent a memo around last week concerning his position of
the City taking on the responsibility of signing the DEQ reports.

O’Toole said they are looking into the situation. The state law says the responsibility is
to the owner of the plant. He said we are checking to see if that can be transferred on to

someone else, ie-plant operator.

Baker requested Furmanski look into the matter of purchasing power even if we are not
producing power. Aren’nt we still a power producer even though we may be mothballing
1t for a time. He commented that we would not want to do anything that would
jeopardize our businesses or citizens.

Announcements-Committee Members/Administration

Bissell wanted to comment that she wanted to clarify that her no vote was not because of
her disapproval of the ballot language, but that she was unhappy that public comment
was not allowed before Votmg on 1t

O’Toole announced a joint EAC/City Council meeting on Monday, May 18th at City Hall
at 6:00pm for a round table discussion of these issues

MIKE FURMANSKI, ELEC. SUPT.

Meeting adjourned: 7:30pm

RBEAUCHAMP COAR
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STATEMENT: The City of Escanaba has been evaluating various power supply options
for many years. Concerns about dramatically increasing coal costs have put the issue of
power supply options in center stage. The City strives to supply its electrical customers
with competitive, economical, reliable power. A ballot referendum which would have
granted the Escanaba City Council the authority to sell, lease, and/or dispose of the
Escanaba generating station failed recently. The City now needs to consider and evaluate
all immediate, short term, and long term options available to meet the electric power
needs of the City. This paper will attempt to outline some of the various options

available today and in the future.

BACKGROUND: The City purchases power on a daily basis, though it is not through a
long term agreement but rather through the Short Term Agreement the City has with
UPPCo. This energy is normally purchased under 3 different scenarios:

1) When it is cheaper to buy off the Midwest Independent System Operator (MISO) Real
Time (RT) market than to generate power ourselves,

2) Off the MISO Day Ahead (DA) market when we are in a scheduled maintenance
shutdown as we typically do each spring, or to control and lock in purchase prices during

peak demand periods of the day,
3) When City load exceeds the output capacity of the steam plant, which is 25MW.

All 3 of these scenarios are for energy only, with no capacity attached to it. This is
significant as we would be paying more if there was capacity tied to it. The capacity is
required by regulatory reporting agencies and is a measure that an electric provider has
adequate electricity generation capability. Energy is sold in the wholesale market
without capacity, and this is energy that is from another entity that has its own electric
capability. This is not a major concern in the current 2009 regional electric market, but is
explained here for clarification. A long term full service electric supply contract includes

both energy and the capacity guarantees.

HISTORY: Unit #1 was taken down on March 9% 2009 for its annual maintenance
outage. Since that time, we have had 1 or both of the generators down at the plant. The
#2 generator was taken down for a major overhaul on March 20™ and is still down today.
During the time that the plant has been operating 1 generator, we have been able to
purchase energy from the MISO market at very reasonable prices.

March data:
e Real Time =4,114.22 MWh for $100,661.21 = $24. 47/MWh

e Day Ahead = 2,422 MWh for $101,964.51 = $42.10/MWh

e Total power purchased = 6,536.22 MWh for $202,625.72 = $31.00/MWh

» Transmission charge (peak March 3" at 17:00, Escanaba load was 4.9MW) =
$21,364.70 over 6,536.22 MWh = $3.27/MWh '



April data:
e Real Time = 3,773.80 MWh for $91,862.97 = $24.34/MWh
e Day Ahead = 3,388 MWh for $141,092.41 = $41.64
» Total power purchased = 7161.80 MWh for $232,955.38 = $32.53/MWh
e Transmussion charge = unknown at this time, estimated to be $60,000 =
- $8.38/MWh

The following chart shows the average Local Marginal Price (LMP) for energy at the
Escanaba Combustion Turbine (CT) node. The prices experienced in February and
March 2009 are much lower than the same time period of 2008. They are also much
lower than the 15 month average.

Monthly Average Local Marginal Price (LMP)
Real Time Purchase Price Data
Jan 2008 - March 2009
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The energy prices have trended downward recently due to a variety of factors. Some of
the reasons for these historic lows may include:

» Reduced usage at the Cliff’s iron mines. The 2 mines have a peak load of
approximately 300 MW, while the U.P. as a whole has a peak load of _
approximately 1100 MW. The reduction in energy consumption at these mines
has a large impact on the entire U.P.



e The economic slowdown in the area. Many large manufacturers have slowed
their production down, which has reduced the demand for electrical energy, which
makes more economical power available more often.

e Increased supply. Wisconsin Public Service brought their Weston 4 power plant
on line 1 2008. This added 500 MW to the local system.

‘¢ Transmission system upgrades. As ATC continues with their Northern Umbrella
Plan, we are seeing reduced prices as a result of these system improvements.

IMMEDIATE OPTIONS:

1) Continue to dispatch the plant as we have done through March and April, with 1
unift online. We have been buying in the Day Ahead market on weekdays during peak
demand periods starting with 5 MW at 7:00, ramping up to 10 MW for the mid-day
period, and ramping back down to 4 MW at 23:00. From 23:00 to 7:00 overnight on
weekdays we have been buying from the Real Time market. We have also been buying
from the Real Time market over the weekend. The recent historic lows may or may not
continue in the future. However, we have the ability to adjust our DA numbers on a daily

basts with 1 or 2 day’s notice.

2) Take both units off line to maximize our purchasing opportunities. While this
would maximize our purchasing opportunities, it also leaves us more exposed to sudden
market price increases. With 1 unit online, we are able to vary our generation from 5 to
12.5 MW. This range allows us to lessen our exposure to sudden price increases, while
still allowing us to take advantage of opportunity purchases. '

To illustrate this operating strategy with 1 unit online, the City electric load averaged
15.3 MW in April. The generation with 1 unit averaged 5.4 MW — near the minimum
production rate. On average, 9.9 MW’s were purchased, which was 65% of City load.

For both of these options, purchasing more power will increase our ATC transmission
costs. These costs are determined by how much power the City is importing at the time
of the American Transmission Company’s (ATC’s) monthly system peak. The system
peak is the single hour of each month with the greatest energy usage for that month on
the ATC system. The City could pay a large fee for importing a large amount of energy
for a short time, if that short time period included the system peak for the month.
Conversely, the City could pay little to no transmission fee in a month where a large
amount of energy was purchased, but was importing little to no energy at the time of the

system peak.

Under these options, the annual plant fixed costs would remain at $4,895,278. The
transmussion charges would increase substantially. Assume that City load averages
25MW/mo at the time of the ATC system peak and we are generating 5 MW. This would
leave us with a transmission charge based on 20MW/mo. Transmission charges on a
$/kW/mo basis vary each month based on the total load at the time of the ATC system
peak. For the months of January, February, and March, the transmission fee averaged
$4.22/kW/mo. This figure will be used for the following calculations. This results in
annual transmission charges to the City of approximately $1,012,800 (20,000 kW x



$4.22/kW/mo x 12months). This estimate is probably a worst case scenario. This
transmission charge could be reduced by generating more power from the plant at the
time of the system peak. In fact, it is quite likely that this figure would be reduced
because at the time of the system peak, power is likely to be higher in price, which would
result in less energy being imported. In order to reduce transmission charges, it is
required to predict when the monthly peak will occur. Predicting this peak is difficult
during the summer and winter months, because it is not possible to know the warmest
summer day or the coldest winter day as the month is unfolding. It is even more difficult
to predict the time and day of the peak for spring and fall months. The strategy for
reducing the transmission charges can be based on the likely time of day for all months,
and focus on extreme temperature days for summer and winter days. Nevertheless, our
transmission charge will increase by generating less and purchasing more energy from

the outside market.

For #1 above, we will assume that the 1 generator produces 5 MW at all times. Adding
the transmission charge to the fixed costs totals $5,908,078. Our power production costs
in the 2009/2010 budget total $13,964,544. Generating SMW continuously throughout
the year would cost $2,962,632 (i.e., $67.64 per MWh). To stay within budget, we would
have to purchase 111,200 MWh for a cost equal to or less than $5,093,834 or
$45.81/MWh (assuming the worst case for transmission charges).

For #2 above, transmission charges would be $1,266,000. Fixed costs would be
$6,161,278. To stay within budget, we would have to purchase 155,000 MWh for a cost
equal to or less than $7,803.266, or $50.34/MWh.

A more detailed explanation of plant costs can be found on page 8.

SHORT TERM OPTIONS:
1) Keep the #2 generator offline; continue as is for a longer period. The #2 generator

will remain offline until the stack is repaired. The stack repair should be completed in
July. When #2 is available, we will make a determination based on current and expected
market prices whether to bring the unit back online or not. The transmission cost
estimates described above would continue under this option.

2) Seek a short-term power purchase agreement. With the recent low market prices, it
may be possible to arrange for a short-term power purchase agreement that could lower
our overall energy costs. There is some time lag with this option as requests for
proposals would have to be written and sent to perspective bidders, the bids would have
to be evaluated, and the agreement would have to be approved and executed.
Transmission cost estimates would have to be factored into the cost analysis. These costs
would be dependent on the amount of energy purchased and energy purchased at the time

of the system peak.



LONG TERM OPTIONS:
1) Sign a long term power purchase agreement and idle the plant down to 1 boiler

producing 5 MW.

The 2009/2010 plant budget contains the following line items with their associated
budgeted amounts:

Deseription $ Type of cost
Plant Operations 1,666,002 fixed
Plant Maintenance 1,032,924 fixed
Plant Admin costs 1,140,000 fixed

Monthly Customer Charge 12,000 fixed
Management Fees to UPPCo 46,524 fixed
Dispatching Fees to UPPCo 37,950 fixed

Clean Air Act Payment 24,878 fixed

Plant Insurance Coverage 75,000 fixed

Plant Depreciation 860,000 fixed

Fuel Costs 7,284,785 variable

Economy Power Purchases 1,512,934 variable

Transmission Charge 48,000 variable

Plant Ash landfill costs 223,547 variable

Subtotal: $13,964,544 -- $4,895,278 fixed and $9,069,266 variable

Fixed costs are those costs that are present regardless of how much power the plant
generates. Variable costs are those costs that are directly proportional to the amount of

energy produced.

On a cost per kWh basis, fixed costs go down as the amount of energy produced goes up.
Essentially, as the fixed costs are spread out over a greater number of kWh, the fixed cost
portion of each kWh is Jowered. The variable costs are approximately the same value for
each kWh of energy produced, with small variations due to changes in plant efficiencies

at various outputs.

The transmission charge would be directly related to the amount of energy imported at
the time of the system peak each month. The long term wholesale full service proposals
that were evaluated by PSE included transmission costs.

Under this option, the annual plant fixed costs would remain at $4,895,278.

For this scenario, we will assume that 1 generator produces 5 MW at all times. The long
term power purchase proposals received by the City in December show the potential to
save $3M per year. Under the scenario of keeping 1 boiler running at SMW, we would
purchase 111,200MWh per year, or 72% of our power. 72% of $3M = $2.16M. So we
could potentially save $2.16M, but still have plant costs of $4.9M, which would increase

overall energy costs for the City by $2.74M.



2) Sign a long term power purchase agreement for full requirements energy and
keep the plant in a state of readiness.

Under this option, the plant fixed costs would remain at $4,895,278. The long term
power purchase proposals received by the City in December show the potential to save
$3M per year. The transmission costs are included in the evaluations performed by
Power System Engineering. The net result would be an increase in costs to the City of

$1.5M.

This $1.9M figure assumes that the marginal congestion component (MCC) and the
marginal loss component (MLC) values remain similar to what they have historically
been. The MCC and MLC are costs the City would have to pay to deliver the energy
from the supplier to the City. It is expected that these costs would increase if the plant
was not generating power, adding to the increased costs to the City.

3) Purchase full requirements energy through a long term purchase agreement and
sell the plant. There is a referendum scheduled for August 4, 2009. The outcome of this
referendum may result in the City Council having the authority to sell the power plant to
an entity that would continue to operate the plant. Two private entities have expressed an
interest in purchasing the plant to convert it to biomass. PSE’s evaluation shows the
potential for savings of approximately $3M annually. If the City sells the plant, the fixed
costs associated with plant ownership are paid by the new owner. Also, with the plant
continuing to be operated by the new owner, the congestion and loss values should
remain consistent with past values. Therefore, the City could realize the full savings
available through a long term wholesale purchase agreement.



CONCLUSIONS/POSSIBLE COURSES OF ACTION:

The plan going forward at this time is to continue the repairs to the #2 stack, while
monttoring the MISO prices. When #2 is commercially available, the decision to begin
production will be made. If MISO market prices are low and are expected to stay low, #2
will not be brought on line. If MISO market prices are high or expected to go high, #2

will be brought on line.

Talk to PSE to see if they feel if it would be possible to secure a short term purchase
agreement with prices that are below our variable costs of self generation. If the savings
are found to be large enough, it may be worth making changes to how the plant is

dispatched.

If the August 4™ referendum grants the City Council the authority to sell the plant, the
City should further investigate and verify what was offered in the power purchase
proposals and the plant purchase proposals. Thorough investigation will reveal if a deal
can be reached that is in the best interest to the City and its customers.

OTHER CONCERNS:
At this time, the City does not have a new operating agreement with UPPCo. UPPCo has

stated that if a new agreement is not reached by June, 2009, they will discontinue
negotiations, but would continue to operate the plant until June, 2011. We have been in
talks with UPPCO and other potential plant operators, but there is no operating agreement

pending at this time.

Market prices during the current economy have not been experienced for summer _
months, and the economics of purchasing short-term MISO energy compared to self
generation are not known. If prices push up above the break-even prices shown earlier,
there will not be any alternatives in the short-term to reduce power costs.

The City does not have a network transmission arrangement with ATC, but pays
fransmission charges based on the amount of energy purchased at the time of the ATC
system peak. It is unclear if there is a requirement to purchase network transmission at
this time, but it would be required in the case of purchasing all-requirements energy and
capacity from another entity. Net savings calculations for this case assumed the costs of
network transmission. Purchasing network transmission will remove the issue of needing

o “chase” the ATC peak by seeking to increase generation and reduce purchases during
the ATC peak, and will make transmission cost a fixed amount based on the City load

during the time of the ATC peak.

10



Jga)
6002 800¢ 2002 9002 G0z 002 L0602 0002
(AN y ? ” -0
10 - 000'0Z
= goo- - L non
a D000
8 a00- |
2 - 000'09
B po0-- 5
= - 00008 B
a B
3 200~ 4 W
18 SnoAdlg o T 00000} M
WY} SABUBLY %) gt m 0T
g 1 000'02L
a 200
& + 000'0p1
UM peotmmm | 8 voo |
90°0 + 1 000091
80°0 000'08L
YMIA ‘speoT 211309|3 eqeurosy
dLA %001- #3808+ 6S0°'TT  06S°TI I9V'1L +L6'21T 6007

%b0 EPO0%ST BLOWI  TEO'TT  STOTI  P66°TT LS8l SOSTEL  IOF'TI  PLS'IT  S9TTI  €SOCT  6T0CT  LLOSI 8007
%S'E 689VST STVTI  89TTL WOVET  GRLTT  PEI'P] SYS'ET €LTTL 19LT SITTE 8L6'ZT 890°E €981 LOOZ
%61-  ¥OT'091 90T'El  T0LTI  69E'E]  BOQ'ET  0Z0%I TTOST  €8TET  YRLTT  PTETI  STL'€T  TLLT]  0SOFI 9007
%T'¢ LEE'EOL TOL'El  TLOTI  9STHI  6ZECl  86H'sI OPL'El  LIS'ET  O€R'TT  140°C1  6E6'Sl  €69°T1  880%I 5002
%8S L6T'BST LI9¥I I9S'El  OSTTI  S6P'El  pLODI E98'TL  9LE'ET 01911 ¥TEZI  6FIPI  ISETI  199%] P0O0T
%6'E E8S°6YL BSO'YL  L6V'DT  SOI'TI  LBV'TI  18ICI STOET  YOO'TE  €61°11 .LLL'TT ST 69TT1 7SSt £007
%91 LBG'EPT VBI'WT  LSP'OT  ZIS'IT €452 7605 SIFPL  ELS'OT  B9T'TL 86411 L0801 09801 SbZTl 00T
%E'T E6OIPT ¥60°TT  LIO'IT  Z92'T1 0SSOI Q7L°E] STOTL  OVLOT 6201 600°IT  S6E'TT  S9601  GLZWI 1007

68Y'BET ILI'P]  £T9°01 0916 LOWIT  £5L°71 889°IT  SEV'TT  SOO'TT  0O9IT  €LL0T  6OSTI  1#bz] 1007

B3 X Moy RETA | AON 10 dag 8ny mp unp Kepr ady TBIA] qa, uBp Jeax
snojARl

gy
saBuei)

%
HAANY ‘speoT aMj08|g eqeurasy

A



