Electric Advisory Committee

MEETING AGENDA
Meetings: 2"¢ Wednesday of Month
6:00pm
Ronald Beauchamp-Chairman Glendon Brown, Committee Member
John Mellinger-Vice Chairman Tim Wilson, Committee Member
Larry Arkens, Committee Member Michael Furmanski-Electric Superintendent
W.A. "Pete” Baker, Committee Member Gilbert X. Cheves- City Council Liaison
Ann Bissell, Committee Member Don Racicot-Plant Employee

City Hall-410 Ludington Street-Room C101 - Fscanaba, Ml 49829

Electric Advisory Committee

Wednesday, June 10, 2009, 6:00pm

CALL TO ORDER

ROLL CALL

APPROVAL/CORRECTION(S) TO MINUTES
Minutes from 05/12/09 meeting
APPROVAL/ADJUSTMENTS TO THE AGENDA
CONFLICT OF INTEREST DECLARATION

UNFINISHED BUSINESS-NONE

NEW BUSINESS

1. Election of Officers
In accordance to past practice of the Electric Advisory Committee election of officers takes
place at the June meeting.

2. Update-Electric Department
Administration will provide an overview and status report on activities and issues
concerning the Electric Department including current coal issues.

3. Update-Power Plant
The Escanaba Generating Plant operator will provide an overview and status report on
activities and issues concerning the Power Plant.

4. Plant Lay-up Procedure
Administration will lead discussion on factors to be considered for taking a plant off
line.

5. Update- P.A. 141
Administration will lead discussion on P.A. 141 which deals with the customer choice
for electric energy provider

6. Update-Short Term Power Proposal
Administration will provide an update on the short term power purchase options.



7. Update-Baseline Environmental Assessment
Administration will provide an update of where the City is at with the Baseline
Environmental Assessment (BEA).

8. Update-Annual Electric Utility Report
Administration will lead discussion on the creation of an electric utility report
to be provided to customers on a yearly basis.

GENERAL PUBLIC COMMENT
ANNOUNCEMENTS - COMMITTEE MEMBERS/ADMINISTRATION

ADJOURNMENT

The City of Escanaba will provide all necessary, reasonable aids and services, such as signers for the
hearing impaired and audiotapes of printed materials being considered at the meeting to individuals
with disabilities at the meeting/hearing upon five days notice to the City of Escanaba. Individuals
with disabilities requiring auxiliary aids or services should contact the City of Escanaba by writing or
calling at (906) 786-9402.

Respectfully Submitted,

Ron Beauchamp
Chairman, Electrical Advisory Committee
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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 Supenntendent J erry Plr:::'ola Power Plant
Superintendent, Gil Cheves-Council Liaison .

Approval/Corrections to the Minutes:

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

Baker said he would like to comment that the min taken were: outstandmg and he

OLD BUSINESS:

Power Purchase

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
Committee.

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
c. Temporary service at Taco Bell

2. Distribution System Upgrades/Maintenance. The fi ”:'xlowmg upgrades or
maintenance needs have been completed on the electrlcal dlStHbutIOIl system:

a. Tree Tnmming
b. Pole changeouts

received in their packets. Prices are down consaderably fro ar ago at this time, but
recently there has been a little bit of an increase. Brown commente t_hat an article he
had just recently read pointed out that China is now the world’s lar st consumer of coal,
accounting for approximately 1/3 of the amount of coal used d

Update-Power Plant

rotor was recewed today and will completed thls 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/MWhr.

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 unsc eduled 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 product.ibﬁ}_@_:__tj)ﬁsts 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.

port for some time now and maybe Jerry
reflect the fact that we are now

Brown suggested that we have been using this
could look at how this report could be moditied so
purchasing more power than we are produc 'ng.

Brown questioned that with Unit 2 down at th tlme where are we at in our
environmental reporting. Pirkola said that we ar _connnulng to do the reports. With the
opacity we are contmumg to do the reporting but we are reporting the down time on the
unit, and noth' 2 changed w1th the water permits.

Brown commented at he has talked w:th a past EAC member, Sonja Skerbeck, who has
done work with penn1tt1ng,‘ nd she commented that we need to be sure we do the proper
reporting so thafthe regulat pc__ople look at it as being temporarily down or when the
time comes to start it up agai v may make us look at filing new permits. She also
commented that we need to uge 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 nging 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 shaft. Pirkola said he would
check into this with the maintenance people. Brown requested that he do further checking
into 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. 4AMW. 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 avaﬂable by the meetmg ime, however not all

software tools out there and available that would possﬂJIy help in the decision making
process for the operator and provide them a spreadsheet of how ‘thngs ate moving along
hour by hour. S

reéeiving lessashduetoa
f yet from them, however it

Bissell asked if there had been an issue yet ¥
unit being down. Pirkola said he has not he
may become an issue. : '

Baker questioned if there wéSn any reason that we shouldn’t maybe execute a 2010 coal
contract with t_he prices the way they are and start the bidding process right now. He
commented wh__ n 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 concern 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 notlee the pIant would take over. Brown asked how 10ng it would take

Pirkola said he thought it could, but was unsure, if the' ant céuld be started up w1th the
peaking unit. Furmanski said that was the plan at one tir t was unsure if it was ever
actually tested.

Baker commented on the great job Furmanski had done on the Whlte 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 g of & wholesale purchase agreement in place for the 5-
7MW at which the 1 unit running now is at and then mothballing that unit also. He felt it
would be good to get that inf on and then make a decision.

nanski had done also and asked what he exactly
$Ki said that this meant it could be brought on

Mellinger commented on the _]Ob
line in less than 24 hours

Brown comme'nded the j ob 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 2 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 guestioned 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 fo 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 langnage for the August 4, 2009 Special Election
and have it ready for the May 21 Council meeting for approval and then filed w1th the
County Clerk by May 26'.

The proposed ballot language reads:

“Shall the Escanaba City Council have the _authorlty to sell the electrlc utility plant,
equipment, and assets mcludmg up to 40 acres "'f l property where said assets are

was a problem for She questmncd O’Toele if this language had been shown to any
passerbys to get thieir opinion, O’ Toole said yes they had, and there were probably a
couple here this evening that uld atfest 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. Beaucha:mp 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_ the pubhc 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
Committee 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
heartedly and addresses almost all the aspects opposed to in the language from the May
5™ election.

John Anthony, representative of the Energize Escanaba ch_idmitté'e; cainie to the podium
and said they represent the move to find reliable and low cost pov(fe d felt a 20%
increase would be an economic hardship for many. He expressed that _h
ballot language is posmve and lets us move forward.

Brad Mantela, vote yes committee member and busmess owner, thanked the EAC 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, A rmnistratlon Would be coming up with a
strategy and be looking at those issues. @ i

Brian Hart, plant employee, came to. the podlum and asked 1f 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 sa:d he was under the 1 Impressmn 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 ﬂ’llS ‘board approved 4- 5 years ago. At that time, the CT

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 responsibihty 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
it for a time. He commented that we would not want to do anything that would
jeopardize our businesses or citizens.

Announcements-Committee Members/Administratio

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 publlc comment
was not allowed before voting on it. : h

O’Toole announced a joint EAC/City Council meeting on Monda
at 6:00pm for a round table discussion of these issues

, May 18™ at City Hall

Meeting adjourned: 7:30pm

APPROVED:

RON BEAUCHAMP, CHAIR MIKE FURMANSKI, ELEC. SUPT.
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Escanaba Energy Supply Plan Update — May 12, 2009
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City of Escanaba
Electric Department Superintendent
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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
o Total power purchased = 6,536.22 MWh for $202,625.72 = §31.00/MWh
e 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
¢ Day Ahecad = 3,388 MWh for $141,092.41 = $41.64
» Total power purchased = 7161.80 MWh for $232,955.38 = $32.53/MWh
e Transmission 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 l.ocal 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.

¢ Increased supply. Wisconsin Public Service brought their Weston 4 power plant
on line in 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
unit online. We have been buying in the Day Ahead market on weekdays during peak
demand pertods 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
basis 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
transmission 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:

Description $ 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 lowered. 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
$1.9M.

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
monitoring 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 operatmg 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
transmission 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
to “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
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MEMORANDUM June 8, 2009

TO: Electrical Advisory Committee Members

FROM: Michael Furmanski, Electrical Superintendent

SUBI: Escanaba Electrical Department Monthly Update — June 2009

1 offer the following departmental update to the Electrical Advisory Committee.

1. New Development. The following work has been started and/or completed:
a. Permanent service at Taco Bell

2. Distribution System Upgrades/Maintenance. The following upgrades or
maintenance needs have been completed or are in progress on the electrical
distribution system:

a. Low voltage in Ford River area
b. Pole changeouts
¢. Low voltage on 8™ Ave So

Should you have any questions or concerns please contact me. I intend to review this
information with the Electrical Advisory Committee at their regularly scheduled June
10®, 2009 meeting.
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MEMORANDUM June §, 2009
TO: Electrical Advisory Committee Members

FROM: Michael Furmanski, Electrical Superintendent
SUBJ: Power purchases update

HISTORY: Unit #1 was taken down on March 9th, 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:
* Real Time =4,114.22 MWh for $100,661.21 = $24.47/MWh
Day Ahead = 2,422 MWh for $101,964.51 = $42.10/MWh
Total power purchased = 6,536.22 MWh for $202,625.72 = §31.00/MWh
Transmission charge = $21,364.70 over 6,536.22 MWh = §3.27/MWh
Total cost of power purchased including transmission charges = $34.27/MWh

April data:
e Real Time = 3,773.80 MWh for $91,862.97 = $24.34/MWh
o Day Ahead = 3,388 MWh for $141,092.41 = $41.64/MWh
e Total power purchased = 7161.80 MWh for $232,955.38 = $32.53/MWh
e Transmission charge = $59,783.50 over 7,161.80 MWh = $8.35/MWh
e Total cost of power purchased including transmission charges = $40.88/MWh

May data:
e Real Time = 4,891.232 MWh for $96,742.61 = $19.78/MWh
e Day Ahead = 2,772 MWh for $90,129.33 = $23.51/MWh
e Total power purchased = 7,663.232 MWh for $186,871.94 = $24.39/MWh
e Transmission charge = unknown at this time, estimated to be $60,000 =
$7.83/MWh
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April 15, 2009
ATTORNEY-CLIENT PRIVILEGED CONMMUNICATION

Mr. Michael Dewar
Controtller

City of Escanaba

410 Ludingion Street

P.O. Box 948

Escanaba, M1 49829-0948

Re:  City of Bscanaba Power Plant
Dear Mike:

You have asked us whether the City of Escanaba (the “City™) is legally permitied to
operate its electric power plant for the purpose of selling biomass-generated electricity to non-
City customers. As discussed more fully below, we are of the opinion that the City does not
have the anthority under existing Michigan Iaw te operate its electric power plant solely for the
purpose of supplying non-City wholesale or retail customers with electricity.

The City currently operates a coal-fired electricity generating facility (the “Power Plant™)
prmarily to supply City residents with electrical power. The City 1s cwrrently facing the
prospect of increased operating costs for the Power Plant, including, but not limited io the need
jo replace or rehabilitate one of the Power Plant’s turbine generators. In addition, the City has
determined that electricity generated outside of the City and available to City customers “off the
gud” (“Grid Power™) is less expensive to the City and its customers than electricity generated at
the Power Plant. '

-The City has considered a number of options for the continued operation of the Power
Plant, including, but not limited to the possibility of retrofitting the Power Plant so that biomass
(wood chips or processed wood) instead of coal can be used to generate electricity. However, in
addition to the costs of converting the Power Plant for biomass operation, the City projects that
biomass-generated electricity will be more expensive o the City and the Czty 5 cusiorners ‘tha:n
boih coal-generated eleciricity and Grid Power.

A private entity (the “Private Entity™) has proposed to buy the Power Plant from the City
and retrofit the Power Plant so that the Power Plant can use biomass instead of coal to generate
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electricity. The Private Entity might be able to recoup the expenses of retrofitling the Power
Plant by selling the biomass-generated electricity directly to the electrical grid at large (not
necessarily to City customers) on a for profit basis by taking advantage of tax credits, grants and
incentives to produce renewable source electricity.

It has been suggested that if the Private Entity can profitably retrofit and operate the
Power Plant, the City should attemipt to refrefit the Power Plant itself and operate the Power
Plant on a for profit basis for the benefit of the City and its residents. The City could, in theory,
sell all of the biomass-generated electricity output to the slectrical grid at large for a profit and
then purchase less expensive Grid Power to distribute to City residents. The net result of such a
scheme would be that the City’s cnstomers would pay less for electricity and the Power Plant’s
profits could be used for other lawful discretionary purposes.

In connection with this proposal, you have asked us whether it 15 legally permissible for
the City to retrofit and operate the Power Plant primarily for the purpose of selling biomass-,
generated electricity directly to the grid at large and not directly for the City’s eleciricity
requirements. In addition, you asked us tp briefly review the incentives that would be ayailable
to the Private Entity or the City if either were to retrofit and operate the Power Plant for the
bicmass-generation of electricity.

Sale of Elechieity

As you know, the City is 2a municipal corporation and political subdivisior of the State of
Michigan that was incorporated as a home rile eity pursuant to the Home Rule Cities Act, Act
279, Public Acts of Michigan, 1909, as amended. The City’s express authonty to generate and
sell eleciricity is derived from Section 24 of Article VII of the Michigan Constifution of 1963
("Section 24™), Michigan statuies and the City’s charter. The plain language of Section 24 only
permits the City to seil and deliver surpius power outside of its corporate limits in an amount not
in excess of 25 percent of the amount furnished by the City within its boundaries (the “25

Percent Limitation™):

Suibiect to this constitution, any city or village may acquire, own er
operate, within or without its corporate linuts, public service
facilities for supplying water, light, heat, power, sewage disposal
and transportation to the municipalify and the inhabitanis thereof.

Any city or village may sell and deliver heat, power or Hght
without its corporate limits in an amount not exceeding 25
percent of that furnished by it within the corporate limits,
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except as greater amounts may be permitted by law; (emphasis
added).’

Even though Section 24 permits the Legislature to authorize cities to exceed the 235
Percent Limitation by statute, to our knowledge, no such statute has been enacted.” The Home
Rule Cities Act is sileni about the 25 Percent Limitation.” Furthermore, the Home Rule Cities
Act does not delegate the authority to the City’s electors the ability to aunthorize the City to
exceed the 25 Percent Limitation pursuant to the City’s charter.*

On the contrary, though the Home Rule Cities Act does not address wholesale transfers
of electricity -output, the HMome Rule Cities Act manifests the Legislature’s intention to restrict
the ability of cities fo compete with other public and private utilities outside of each city’s
corporate boundaries in the retail context. For example, nnder the Home Rule Cities Act, the
City may only purchase or condemn private property for its electric utility to serve areas outside
of its limits within clear geographie limitations:

[E]gcept that electric delivery service is limited to the area of any
village or lownship that was contignous to the city as of June 20,
1974, and to the area of any other village or township being served
as of Ime 2Q, 1974 and retail sales of cleciric generation service
are limited to the area of any city, village, or township that was
contiguens o the city, village, or township as of June 20, 1974,
and to the area of any_ofhar city, village, or fownship being served
as of June 20, 1974 ..°

Furthermore, the Home Rule Cities Act prohibits the City from competing with other
utilities for retai]l electric delivery service and electric generation service outside of the City
unless specific conditions are satisfied:

A city shall not render eleciric delivery service for heat, power, or
lisht fo customers outside its corporate limits already receiving that
serviee from another utility unless that ntility consents in writing,
and shall not render retail eleclric generation service o customers

' Mich. Const. of 1963, Art, VII, Section 24.
* "The Michigan Enerey Employment Act of 1976, as amended, does permit members of joint agencies to
sell or exchange capacity or output, but does not expressly state that such amounts may exceed 25 percent
of the amount furnished by an individual member of the joint agency within fhat member’s corporate
fimits. M.CL. 460.824; M.C.L. 460.844.
4 See, e.g, M.CL. 1174c; M.CL. 117.4%

Id.
* M.C.L. 117.4f(c) {also generaily requires allowing free choice of customers, agreemeni(s) with other
public and private utiliiies and a State license).
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outside ils corporate hmits receiving that service from another
supplier 5

In addition, the Michigan Supreme Court has narrowly construed the authority of cities to
acquire and operate public utilities. In Toebe v. City of Munising, the Michigan Supreme Court
determined that the City of Munising’s constitational authormty to operate a pubhc utility for
supplying heat did not include the authority to sell coal directly to City residents.” In reversing
the lower courts, the Court conveyéd the principle that private enterprises should be free from
municipal competition in business activities:

[TThe plaintiff’s desires to engage in a legitimate private business
and has a tight io be free from the unauthonzed proprietary
business activity of [the City of Munising] _}

‘We conclude that since no statute clearly expands the City’s authority nnder Section 24
and the general public policy elaborated by the Legislature and the Michigan Supreme Courl in
other contexts favors a restrictive view of the City’s authority to sell and deliver power outside of
the City’s boundaries, the City must adhere to the requirements of the plain language of Section
24. We are therefore of the opinion that the City’s authority to sell and deliver wholesale and/or
retail power outside of the City’s boundaries is subject to the 25 Percent Limitation.

We do not dispute that the City has the authority under existing law to retrofit the Power
Plant for biomass-generation of electricity. Nevertheless, we are of the opinion that the 25
Percent Limitation will prohibit the City from retrofitting the Power Plant primarily to provide
electricity to non-City customers. The 25 Percent Limitation exists to permit the City to sell
surplus power to non-City customers. Pursnant to the proposed arrangement, all of the City’s
eleciricity requiremenis will come from Grid Power and none of the biomass-generated
electricity produced at the Power Plant will be intended for City use. H is therefore difficult to
conceive how 100 percent of the Power Plant’s output can be categorized as a suxplus.
Consequently, we are of the opinion fhal the City’s proposed arrangement to operate the Power
Plant solely for the direct production and distribution of 100 percent of the electricity produced
by the Power Plant outside of the City is not authorized by current law,

Inceniives Available to the Private Enfity

Apart from the issue of whether the City has the legal anthonty to retrofit the Power Plant
for biomass-generation of electricity is the issue of whether it makes economic sense for the City
to do so instead of the Private Entity. Tax-paying entities such as the Private Entity may 1ake
advantage of auy number of federal incentives that are not available to the City.

“M.CL. 117.4fc).
Tuebe v. City of Munising, 275 N.W. 744, 744 (Mich. 1937).
¥ 1 a1 745.
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For example, the Private Entity, as a taxpayer-owner of the Power Plant, may take
various credits against federal income tax liability. The Private Eniity may be eligible to receive
a lax credil of 1.5 cents {adjusted for inflation) for each kilowatt hour of electricity produced
from renswable eneryy sources at the Power Plant. The Private Entity may also be eligible fo
take an investment {ax credit equal to 10% to 30% of certain costs of retrofitting the Power Plant
for renewable energy production.

These credits may be valuable to the Private Entity even if the Private Entity does not
generate taxable income. The recently enacted American Recovery and Reinvestment Act of
2009 (the “Recovery Act™) would allow a taxpayer such as the Private Entity to elect to take a
direct federal grant in hieu of taking the production or investment tax credits referenced above.

In addition, the Private Entity may also take advantage of favorable “bonus depreciation™
rales. Imternal Revenue Code §168(k) would allow the Private Entity a depreciation deduction of
50% of the adjusted basis of certain Power Plant property in the first vear the biomass retrofitted
Power Plant is placed inte service through 2010.

Finaly, the Private Entity might also be eligible for federal loan guarantees through the
Department of Energy to finance the retrofitting of the Power Plant for renewable energy
production. A federal loan guarantee would reduce the Private Entity’s borrowing costs
substantially. However, these loan guarantees are not common, due in part to the complexities of
the Department of Energy’s requirements for fhe loan guarantee program.

Incentives Available to Either the Private Entity or the City

A number of government ncentives are available to both public and private entities to
retrofit and operate the Power Plant for biomass electricity production, inchiding, but not limited
to certain grant programs, Federal Energy Efficiency Qualified Energy Conservation Block
grants may be available to either the City directly from the federal govemment, or indirectly to
the Private Entity through the City or other State instrumentality or agency. Iu addifion, the
Recovery Act allocated $50 million to wood to energy grants to promote increased utilization of
biomass for energy production. It is not vet clear how the federal government will determine to
allocate these Recovery Act grant funds and whether public or private entities, or both, will be
eligible to receive such Recovery Act grant funds.

Afer the Power Plant is retrofitted for biomass electricity production, the production of
biomass-generated energy will provide the owner of the Power Plant (either the Private Eptity or
the City) with federal “renewable energy credits.” The value of these renewable energy credits is
dependent on the type of energy generated, the process used e certify the credit, and standards of
the markei into which the credit is {o be sold. Unlike the crediis discussed earlier in this letter,
these renewable energy eredits are not credits against tax Labilities. Rather, renewable energy
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credils are used by certain industries and utilities {o satisfy federal renewable portfolio standards
by buying renewable energy credits in lieu of actually modifying their own poor environmental
practices. This use gives renewable energy credits their valve. Accordingly, there is a
commercial markel for renewable energy credits.

Michigan law also provides for an incentive for biomass electricity production that is
available to either the Private Entity or the City. Michigan recently enacted the Clean,
Renewable, and Efficient Energy Act, Act 295, Public Acts of Michigan, 2008 (*Act 295™),
which created a renewable portfolio standard in Michigan with which utilities must comply. A
Michigan ntility can comply with Act 295 by generating power with renewable resources itself
or by purchasing such power from a provider of renewable energy or by purchasing renewable
energy credifs. Act 295 was intended o create a demand for renewable resource derived energy. |
However, we understand that the supply of renewable energy and renewable energy credits in
Michigan to satisfy the requirements of Act 295 far owtstrips demand.

Finally, both the Private Entity and the City may have a number of tax-exempt and/or
federally subsidized financing options available to either of them, either az direct bond issuances
or through conduit borrowings, to finance the costs of retrofitting the Power Plant. The options
will depend on any number of factors once the specific details regarding such 2 financing and
project are known.

We do emphasize, though, that having the legal ability to sell bonds does necessarily
mean that the City will be able 1o sell such bonds as a practical matter, The ability of the City to
obtain financing for a project to retrofit the Power Plant will depend upon the creditworthiness of
the City’s eleciric utility system. The municipal bond market has been very volatile over the past
six months due fo the overal! financial crisis as well as problems specific to the municipal bond
industry, such as the downgrade of the municipal bond insurance companies. At this point we
can not say whether such financing would be available to the City or predict what the financial
terms of such a bond issue would be.

We hope that you have found this letter to be responsive to your inguiry. If you have any
questions, please do not hesitate to call me.

Yery ituly yours,
ME_,LE?/CIAN'FIELD, PADDOCK AND STONE, r.L.C.

1 M y
fﬁ* ) ~, Fr
'J\/ - ; SRy
k f‘\ i.’\- L '\, "
By | Mi{ (HC Sk —
Patrick F. McGow

oo George E. Gurrola, Fsg.
DELIB3074990.402701 7-06028
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Escanaba Generating Station

Update for the June 10, 2009 EAC Meeting

The Unit 2 major overhaul is essentially complete. Balancing is all that remains to
be completed before the unit can be returned to service. Some minor
maintenance repairs have yet to be completed on the boiler.

Unit 2 Stack update: A contract has been awarded to CR Meyer for replacing the
upper 80 feet of the stack. The material is on order for delivery at the end of
Junie. When the new portion of the stack is completed, installation of the Gunite
insulation will resume. 1t is estimated the work will be completed mid to late July.

We continued fo purchase peak time power through May in the MISO Day Ahead
market. The Day Ahead purchases averaged $32.51/MWhr and the Real Time
purchases averaged $19.78/MWhr.

2112 tons of coal was burned in May leaving approximately 27,000 tons of
compacted 2008 West Ridge coal on the dock. The second 2009 coal cargo was
received on May 19 totaling 18,096 tons, which brings the total 2009 coal to
37,800 tons. As of today, there is approximately 64,000 tons of coal on the dock.

The O&M budget is attached. Maintenance costs were higher than estimated but
are in line with previous year’s actual costs. 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 was dispatched for MISO one time in May for 1.4 hours
for transmission support.
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From: “Jjim O'Toole” <jotoole@escanaba.org> Date: Monday, June 01, 2009 9:06 AM
To: mfurmanski@escanaba.org, CDeshambo@escanaba.org HTML | Plain Text | Header | Raw Content
Subject: WPS - Placing a Plant in Stand By Condition

From: Giesler, Howard R [mailto:HRGiesler@wisconsinpublicservice.com]
Sent: Wednesday, May 20, 2009 10:11 AM

To: Jim O'Toole; mfurmanski@escanaba.org

Subject: RE: Placing a Plant in Stand By Condition

Jim - our company has placed units in standby condition for extended periods, primarily at one of our
non-regulated facilities in Maine. | don't believe the company proceduralized the layup practices. We
gathered the information from other companies and industry groups.

Some key issues are:

-building heat for the winter months(an electric boiler presents less air permitting issues than a natural
gas or oi fired)

-installation of dehumidifiers to protect generator and key motor windings(the insulation degrades if
moisture is present)

-possible capping of the stacks

-media blast cleaning of the precipitators(prevent ash from hardening up to a concrete consistency in the
precipitator)

-cleaning of coal conveyor, fuel feed, and stoker systems

-compiete draining of boilers and possible installation of dehumidifiers to circulate dry air

-develop a plan to rotate(probably monthly) key equipment such as the turbine-generators and key
motors, the motors can generally be turned with mechanical assistance but the turbine-generators need
fo be placed on turning gear

I may have forgotten a thing or two but | think the above list are the primary considerations. Please let
me know if you'd like o discuss further.
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MICHIGAN PUBLIC SERVICE COMMISSION (EXCERPT)
Act 3 0f 1939

460.10y Municipally owned utility; requirements.

Sec. 10y. (I} The governing body of a municipally owned utility shall determine whether it will permit
retail cystomers receiving delivery service from the municipally owned utility the opportunity of choosing an
alternative electric supplier, subject to the implementation of rates, charges, terms, and conditions referred to
in subsection (5).

{2} Except with the written consent of the municipally owned utility, a person shall not provide delivery
service or customer account service to a retail customer that was receiving that service from a municipally
owned utility as of June 5, 2000, or is receiving the service from a municipally owned utility. For purposes of
this subsection, “customer” means the building or facilities served rather than the individual, association,
partnership, corporation, governmental body, or any other entity taking service.

(3) With respect to any clectric utility regarding delivery service to customers located outside of the
municipal boundaries of the municipality that owns the utility, a governing body of a municipally owned
utility may elect to operate in compliance with R 460.3411 of the Michigan administrative code, as in effect
on June 5, 2000. However, compliance with R 460.3411(13) of the Michigan administrative code is not
required for the municipally owned utility. Concurrent with the filing of an election under this subsection with
the commission, the municipally owped utility shall serve a copy of the election on the electric atility.
Beginning 30 days after service of the copy of the election, the electric utility shall, as to the electing
municipally owned utility, be subject to the terms of R 460.3411 of the Michigan administrative code as in
effect on June 5, 2000. The commission shall decide disputes arising under this subsection subject to judicial
review and enforcement.

(4) A municipally owned utility and an electric utility that provides delivery service in the same
municipality as the municipally owned utility may enter into a written agreement to define the territorial
boundaries of each utility's delivery service arca and any other terms and conditions as necessary to provide
delivery service. The agreement is not effective unless approved by the governing body of the municipally
owned utility and the commission. The governing body of the municipally owned utility and the commission
shall annually review and supervise compliance with the terms of the agreement. At the request of a party to
the agreement, disputes arising under the agreement shall be decided by the commission subject to judicial
review and enforcement.

(5} If the governing body of a municipally owned utility establishes a program to permit any of its
customers the opportunity to choose an alternative electric supplier, the governing body of the municipally
owned utility shail have exclustve jurisdiction to do all of the following;

{a) Set delivery service rates applicable to services provided by the municipally owned utility that shall not
be unduly discriminatory.

(b) Determine the amount and types of, and recovery mechanism for, stranded and transition costs that will
be charged.

{c) Establish rules, terms of access, and conditions that it considers appropriate for the implementation of a
program: to allow customers the opportunity of choosing an alternative electric supplier.

(6) Complaints alleging unduly discriminatory rates or other noncompliance arising under subsection (5)
shall be filed in the circuit court for the county in which the municipally owned utility is located.

(7) This section does not prevent or limit a municipally owned utility from selling electricity at wholesale.
A municipally owned utility selling at wholesale is not considered to be an alternative electric supplier and is
not subject to regulation by the commission.

(8) This section shall not be construed to impair the contractual rights of 2 municipally owned utility or
customer under an existing contract.

(9) Contracts or other records pertaining to the sale of electricity by a municipally owned utility that are in
the possession of a public body and that contain specific pricing or other confidential or proprietary
information may be exempted from public disclosure requirements by the governing body of a municipally
owned utility. Upon a showing of good cause, disclosure subject to appropriate confidentiality provisions may
be ordered by a court or the commission,

{10) This section does not affect the validity of the order relating to the terms and conditions of service in
the Traverse City area that was issued August 25, 1994, by the commission at the request of consumers power
company and the light and power board of the city of Traverse City.

{11) As provided in section 6, the commission does not have jurisdiction over a municipally owned utility.

(12) As used in this section:

(a) "Delivery service” means the providing of electric transiission or distribution to a retail customer.
Rendered Wednesday, May 27, 2009 Page 1 Michigan Compiled Laws Compiete Through PA 31 of 2009
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(b} "Municipality” means any city, village, or township.

{c) "Customer account services” means billing and collection, provision of a meter, meter maintenance and
testing, meter reading, and other administrative activity associated with maintaining a customer account.

(13) In the event that an entity purchases 1 or more divisions or business units, or generating stations or
generating units, of a municipal electric utility, the acquiring entity's contract and agreements with the selling
municipality shall require all of the following for a period of at least 30 months:

(a) That the acquiring entity or persons hires a sufficient number of employees to safely and reliably
operate and maintain the station, division, or unit by first making offers of employment to the workforce of
the municipal clectric utility's division, business unit, or generating unit.

(b) That the acquiring entity or persons not employ employees from outside the municipal electric utility's
workforce unless offers of employment have been made to all qualified employees of the acquired business
unit or facility.

{c) That the acquiring entity or persons have a dispute resolution mechanism culminating in a final and
binding decision by a neutral third party for resolving employee complaints or disputes over wages, fringe
benefits, and working conditions.

(d) That the acquiring entity or persons offer employment at no less than the wage rates and substantially
equivalent fringe benefits and terms and conditions of employment that are in effect at the time of transfer of
ownership of the division, business umnit, generating station, or generating unit. The wage rates and
substantially equivalent fringe benefits and terms and conditions of employment shall continue for at least 30
months from the time of the transfer of ownership unless the employees, or where applicable collective
bargaining representative, and the new employer mutually agree to different terms and conditions of the
employment within that 30-month period.

(¢} An acquiring entity is exempt from the obligations in this subsection if the selling municipality
transfers all displaced municipal electric utility employees to positions of employment within the municipality
at no less than the wage rates and substantially equivalent fringe benefits and terms and conditions of
employment that are in effect at the time of transfer. The wage rates and substantially equivalent fringe
benefits and terms and conditions of empioyment shall continue for at least 30 months from the time of the
transfer unless the employees, or where applicable collective bargaining representative, and the municipality
mutually agree to different terms and conditions of the employment within that 30-month pexiod.

History: Add. 2000, Act 141, Imd. Eff. Junc 5, 2000;,—Am. 2008, Act 286, Imd. Eff. Oct. 6, 2008.
Popular name: Customer Choice and Electricity Reliability Act

Rendered Wednesday, May 27, 2009 Page 2 Michigan Compiled Laws Complete Through PA 31 of 2009
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Power System

Engineering, Inc.

&Zﬁ's%‘ﬁ wr 12301 Central Avenue, N.E., Suite 250
: Minneapolis, MN 55434
MENHEQTE#%. g: Fax: (763) 755-7028
INDIANAPOLIS, IN Tel: (763} 755-5122

Web Site: www._powersystem.org

Via e-mail

June 3, 2009

Mr. Mike Furmanski
City of Escanaba Electric Department
1711 Sheridan Road
Escanaba, MI 49829

RE: Scope of Work For June through September 2009
Dear Mike:

Power System Engineering (PSE) has appreciated the opportunity to work with Escanaba on
a number of projects including the Request for Proposal (RFP) to evaluate proposals for the
power purchase and plant sale. The purpose of this memo is to outline a number of areas that
are expected to be needed in the upcoming months.

There are a number of issues common to cither direction on the August 4 2009 vote,
including determining the MISO Market interaction and settlement, and determining the
transmission arrangement for the city. The immediate identified needs are related to the
opportunity to purchase energy from an outside entity in order to reduce the price volatility
from the MISO Market. This is envisioned to utilize a fix for float swap agreement, and be
settled on a financial basis, without having to settle as part of the MISO settlement. Work
for this includes determining the optimum block amounts (MW) for the purchase, and
optimize with the dispatch of the system and balancing off with short-term MISO purchases
as needed.
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Mr. Mike Furmanski / March 6, 2009 / Page 2

PSE envisions the following areas of study and work for Escanaba for the time period of June
through September. Once the August election results have been compiled, it will provide
direction on the scope of services needed at that point, but there are a number of services that
are common to either outcome. The following areas can be reviewed in the June through
September timeframe:

1. Fix for Float Block Power Purchase

a. Prepare an analysis showing the expected optimum block purchase size, with an
anticipated block in the range of 5-7 MW over all hours of the day, and an on
peak block from 7 am through 11 pm in the range of 8-12 MW. Historic load and
prices for 2008 will be used for the July through September time period, with a
number of defined price scenarios.

b. Prepare an RFP based on the results of the purchase power block analysis to seek
proposals from outside entities for the fix for float swap agreement. Time will
also be spent interacting with prospective providers of the swap deal.

¢. [Evaluate the results of the proposals, and summarize in a powerpoint presentation.
Present the results to the EAC, and assist in the contract negotiations.

d. Targeted start date for the transaction is July 6, 2009.

2. MISO Services Evaluation (needed until June 2011, or later if a “no” vote)

a. Define the MISO settlement services needed for the City of Escanaba

b. Send out RFP to parties that may potentially be interested in performing
settlement services for the City

¢. Guide the selection process for the MISO services provider

3. All Requirements Escanaba Purchase Power Selection (if a “yes” vote on Aug 4)

a. Refresh the analysis of the purchase power evaluation based on the most recent
updates

b. Provide a summary powerpoint presentation to the EAC and other groups as
needed

¢. Make recommendation on purchase power vendor

d. Assist in contract negotiations with purchase power vendor

4. Plant Sale Vendor Selection

a. Refresh information on the plant sale vendor selection

b. Provide a summary power point presentation to the EAC and other groups as
needed

¢. Make recommendation of plant sale

d. Assist in contract negotiation with plant sale entity.

5. Network Transmission Service Evaluation

a. Perform a high-level transmission model evaluation using the ATC PSSE
loadflow models in order to determine the transmission capability of facilities
interconnected with Escanaba.

b. Build a timeline of network service application and show intersect with Plant sale
and power purchase timelines.
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Mr. Mike Furmanski / March 6, 2009 / Page 3

We are proposing that the budget for this work be limited to $25,000 for the June through
September time period.

Please let me know 1f this approach is acceptable for helping continue to keep the process
moving ahead during these months before the election.

Sincerely,

T b

Tom Butz
Senior Planning Engineer
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Bruce A. Carlson, P.E.

1056 Highland Drive

Ishpeming, Mi 49849 o
May 29, 2009

Jim O'Toole

City Manager

The City of Escanaba, City Hall
410 Ludington Street
Escanaba, Ml 49829

Dear Mr. O’'Toole:

ESCANABA ENERGY ~ SALE OF THE ESCANABA GENERATING PLANT

It was a pleasure talking to you, and thank you for the opportunity fo provide this
proposal for my services. | will be immediately available to organize and implement a
program io create the opportunity for the public to become informed about the bensfits
and plans for sale of the Escanaba Power Plant, and long-term energy plans. This
proposal will also provide for continuation of my service to develop and implement a
strategic plan for interim plant operation, the sale of the plant, application for power from
the grid and long-term power purchase.

Phase 1 — Informing the Public of the Facts and Benefits

This work will involve planning, coordinating and facilitating meetings for the following
activities:

+ Initial meeting(s) with the City of Escanaba and the City Council to set goals and
gather ideas and information. The vision, goals, and specific activities required
and the resuiting benefits will be summarized, and will be the direction fo
continue with Phase 2 involving the actual sale of the plant and addressing
power needs.

¢ Meetings with the appropriate groups such as the City Council, the Chamber of
Commerce, the EAC and the Save Your Plant Group to form an ad-hoc
commitiee.

+ Editorials in The Daily Press
+ Mailers to the City Residents
» Morning coffee meetings

It is my understanding that this work will need to take place immediately and effectively
to inform the public, particularly the citizens voting by absentee baliot.
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Phase 2 — Develop the Strategic Plan and Implement it
This work will involve reviewing previous work and documents, and meeting with the City
and other organizations to establish the goals and objectives. This will be a basis and
direction for the detailed strategic plan. This detailed plan will involve the following
strategy and major aclivities:

« Existing conditions

* Vision and goals

* Benefits

+ [Immediate priorities for the city

» Major activities and schedule

» |nterim plant operation

e Purchasing power during interim and long-term

¢ Sale of plant

» Risk management and contingency planning

s Public relations

My rates will be $90 per hour. Expenses will be kept at a minimum since | have family
living in the area.

| have proven communication and organizational skills, and will plan and facilitate
effective meetings with resulfs.

| fook forward to working with you, and will call you Friday aftemoon, May 29.

Sincerely,

Bruce A. Carlson, P.E.
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Bruce A. Carlson, P.E.

1056 Highland Drive, ishpeming, Michigan 49849
Office: 906-485-4213, Mobile: 906-250-9234
Email: becariso@charter.net

Executive Summary

Bruce Carlson offers over 26 years of experience in power generation, power distribution,
manufacturing, plant expansions and new commercial building design. This experience
includes feasibility studies and managing projects through design, construction and start-up,
leading plant operation and project teams, and providing electrical design for a new community
college in Upper Michigan. Mr. Carlson’s experience includes utilities, pulp and paper and
mining; and plant, corporate, and consulting engineering throughout the U.S. and in Canada.

Mr. Carison is experienced in business development, small business start-up and has a focused
interest in alternative energy, generating business, customer satisfaction and creating jobs.

Professional Profile

Broad Range of Experience Lead teams to design, solve problems, support plant expansions,
and support trialing of new product production and new equipment to meet new product nation-
wide launch, contributing to an R&D facility moving to a full production facility.

Customer Focused Through effective communications and following through have achieved
an excellent track record of pleasing the customer.

Project Leadership Successful leading teams to bring projects in on time, on-budget and with
customer satisfaction.

Plant Operations and Maintenance Achieved success working as a maintenance team
leader and as an operations team leader gaining the respect of the feams.

Organizational Skills Background includes success developing and communicating the goals
and objectives, planning, coordinating, managing and seeing projects through completion.

Business Development Achieved success marketing services and products, and working
effectively with clients fo understand requirements and secure key accounts.

Technical Expertise Technical expertise includes operation of paper mill, pulp mill, electric
power generation; and electric power distribution, controls, power system studies, plant
feasibilities studies and lighting system design.

Licensure Licensed Electrical Engineer, State of Michigan
Awards As Electrical Team Leader received the Kimberly-Clark Corporation Outstanding
Achievement Award. As Project Team Leader with the Upper Peninsula power Co. received the

Michigan Technological University Best Corporate Sponsor of Senior Projects.

Membership Institute of Electrical and Electronic Engineers
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Bruce A. Carlson, P.E.

Experience and Accomplishments

Rockwell Automation, Senior Electrical Engineer Managed projects, led teams,
provided electrical design and power studies for manufacturing. Evaluated, estimated
cost and recommended options for a re-power pian for utility plant load.

Poyry, Electrical Engineer Provided power system design for as US Gypsum corporation
paper mill conversion project. The client considered this project to be very successful.

Byce Engineering, Inc, Electrical Engineer Lead electrical engineer for the
electrical design of a new community college to include electric power, lighting,
security and IT infrastructure.

Foth & VanDyke, Inc., Electrical Engineer Completed powers system studies.

Upper Peninsula Power Co., Engineering Coordinator Working as the engineering
coordinator directed distribution engineering for the Upper Peninsula of Michigan. Developed
and wrote a utility emergency revolving load reduction plan. Worked with customers and led

teams to solve problems.

Resource Link, Inc.,President Recruiting of the top 10% of engineers for
manufacturing clients,

Jacobs Engineering Group, Project Engineer Project lead for plant control system projects
that resulted in improved operations for clients.

Kimberly-Clark Corporation, Project Engineer Led electrical design team through a
machine conversion and substation project completed ahead of schedule, bring the R&D facility
to a full production facility resulting in quality products sold nation-wide. Project engineer for a
successful paper coater machine coat weight and moisture control project that led to improved

quality, production and profit.

Badger paper Mills, Inc, Maintenance Engineer As maintenance engineer led pulp mill
maintenance team and power plant operating team to solve problems and achieve effective

operation.

Education

Michigan Technological University, Houghton, Ml
BS Electrical Engineering Emphasis: electric power systems and machinery

Bay de Noc Community College, Escanaba, M!
Associate in Applied Science, Emphasis: pre-engineering and applied technology
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From: "Jim OToole” <jotocle@escanaba.org> Date: Monday, June 01, 2009 9:08 AM
To: miurmanski@escanaba.org, CDeshambo@escanaba.org HTML | Plain Text | Header | Rew Content
Subject: FW: Baseline Environmental - Power Plant

Sent: Wednesday, May 20, 2009 12:29 PM
To: jotoole@escanaba.org
Subject: re: Baseline Environmental - Power Plant

Subsequent to the original memo, I had changed my mind and suggested NOT

ordering environmental assessments, beginning with ESA's I and II, so as not to place the city in
the role of contaminator. This could trigger state-required remediation activity with the city as
responsible party. My recommendation 1s to begin this process only if and when there is a
likelihood of selling the plant. Phase I and II ESA's could be done early in the transfer process,
but the BEA should wait until it can be certified to a new owner. (The city may order and pay
for this activity as part of a transfer deal, but the certification, which is good for only 90 days,
must go to the new owner).

Elizabeth H. Keller, CMAE III
City of Escanaba Assessor

PO Box 948

Escanaba MI 49829

Phone (906) 786-9402

FAX (906) 786-4755

website: www.escanaba.org
Hours: 7:30 am to 4:00 pm ET

From: "Jim O'Toole" <jotoole@escanaba.org>
Sent: Wednesday, May 20, 2009 7:31 AM

To: ekeller@escanaba.org

Subject: Baseline Environmental - Power Plant

Elizabeth:

As you know we have been discussing the environmental concerns associated with the Power Plant
property. In February you wrote a memorandum which stated we should begin the environmental
assessment process as soon as possible. By doing this, is there a downside to a potential sale or if a
sale falls through? In other words, what are the pros and cons? Also, do you have a template of a RFP
in getling the assessment done?

Thanks.

James V. O'Toole

City Manager

P.O. Box 948, 410 Ludington Street
Escanaba, Michigan 49829

(906) 786-9402
citymanager@escanaba.org
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