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MEMORANDUM

TO: MAYOR AND CITY COUNCIL

FROM: CHRISTOPHER C. EPPLEY
CITY MANAGER

SUBJECT: NATURAL GAS FIRED COMBINED CYCLE POWER PLANT
FINANCING

BACKGROUND

Councilors:

Severalweeksback,ChuckSidesinviteda numberof staffup to Portlandto anattorney’s
office to heara pitch for the City to ultimately own the 400MW powerplantbeingtalked
about. Theattorney,Larry Cablewith CableHustonBenedictHaagensen& Lloyd LLP
(heretoforeknow asCableHuston),specializesin structuringmunicipal powerplant

financingsand servicecontractsand,accordingto Shannon,iswell respectedin the field.
In theinformation below, I havetriedto summarizethemaindealpointsandthe results
of someresearchstaffhasdonesincethen on thetopic.

1. Whydoesthedeveloperwant theCity to be involved?

Theanswerto this questionis somewhatspeculativesincethe developerhasnot
offered theseasdefinitive reasons,butI believetherationalesbelowarepretty
solid.

• Thedebt issuancewouldbe pretty large($400Mor so) andhavingthe
City involved wouldadd legitimacyto the projectfor the purposeof
financing,negotiatingpowerpurchaseagreements,andnegotiationfuel
purchaseagreements.

• If theCity is involved, a largeportion ofthe risk involved wouldbe shared
by the City insteadof solelyby the developer.

• We canissuedebt cheaper(taxfreerateat 4%ishversusprivaterateat
7%ish).

• I think mostsignificantly, we canstretchdebt serviceoutfor a longer
periodof time(25 to 30 yearsversus10 to 15 yearsfor privatedebt).



2. Whatwould theCity’sparticipation look like?

As youmight have guessed,our participationwouldprimarily befinancial. In the
casethat waspresentedto us,the City would issuewhatarecallednon-recourse

revenuebonds. Thesebondsareso namedbecausethe City wouldnotpledgethe
full faith andcreditofthe GeneralFund, orany othercity resourcesof assetsfor
thesecurityofthe bonds. Theonly revenuesourcewhich wouldbepledgedby
theCity to paythe debt servicewouldbethe revenuesfrom the saleof power
from the plantafter thepayment ofoperationsand maintenanceand fuelcosts. If

theplantdoesnotproduceenoughrevenuesto pay debt serviceunderthesetypes
of bonds,the bondholderswouldbe entitledto forecloseon the mortgages
grantedat financingto protecttheir investments. TheCity would lose its right to
earnprofits from the saleof powerbutwouldbecomeentitled to the propertytax
paymentsbecausethe plantwouldno longerbe a public asset. Thebondholders

areexpresslyprohibitedfrom seekingpaymentfrom anyother sourceofrevenues
availableto theCity at anytime, includingfollowing anydefaulton the bonds.

This is a uniquetype ofbondthatI am unfamiliarwith but ourresearchwith other
cities who haveusedthemfor similarprojectssay theywork exactlylike

described. KlamathFalls, ORactuallydefaultedon partof thebondsassociated
with constructingthe powerplant theyownedfor a periodoftime. Theydidn’t
defaulton the powerplantportionofthe bondissuancebut insteadon bondsthey
issuedat thesametimeto purchaseandrehabanoldmovietheatre. Thatventure
thatdidn’t pay off well for themandtheywent intodefaultonthatpartofthedebt
issuance.Theydid suffer a hit to theircreditrating for about5-years,butthere

wereno lastingnegativeeffectsfrom thefailed project.

In exchangefor financingthe project,the City wouldendup asanequity owner
of a majorityofthe powerplant,meaningthatwewould sharein the profits

producedbythe plant afterdebt service,fuel costs,and O&M. It is anticipated
thatthe annualproceedsto the City afterall expensesareaccountedfor wouldbe
far in excessofthe propertytaxeswewouldearn if theplant wereprivately
held.. potentially lox ormore...andcould evenbe 2)c~ormorethanwhat we
collectannually in propertytaxesCity wide,which couldpresentthe City Council

with someinterestingchoicesaboutwhetheror notto collectpropertytaxesCity
Wide in anygiven year.

3. Whatarethepotentialpositivesfor the City?

Thepotentialpositivesfor the communityarestaggering. If the powermarket

performsasmostanalystsexpect,especiallywith largeconsumersmovingtoward
more environmentallyfriendly alternativesto traditionalcoal powergeneration
(i.e. the entire Stateof California choosingto legislativelyprohibit thepurchaseof
powermadewith coalwithin the next 18-months),naturalgasfired power
generationis likely to be in greatdemandanda verysecureinvestment. If the

City wereto be ableto lock infavorablepowerpurchaseagreements20 or30
yearsout(which ishow I understandthosethings arenegotiated)and reasonable
fuelpurchaseagreementfor the sametime period,the revenuesgeneratedby the



plantcould significantly enhancethetypes ofprojectsthe City engagesin to
promotethe safety, qualityoflife, andeconomicdevelopmentofthe
community.. more so thananyother singlerevenuesourcethatI canidentify.

4. Whatarethe risksfor the City?

Therisks include,butarenotlimited to:

V If the powermarkettakesa significant andunanticipatedturn away

from naturalgasfired generation,therevenuesgeneratedby the plant
couldbe insufficient to paythe costs,at which timethe City wouldbe
forcedto sellthe plantor defaulton the debt.

V If California (themostlikely destinationofpowergeneratedfrom any

plantbuilt in Keizer)legislativelyprohibitsthepurchaseofpower
generatedwith naturalgas,the revenuesgeneratedby the plantcould
be insufficientto paythe costs,at which time theCity wouldbe forced
to sell theplantordefaulton the debt. I don’t believethis to bea
likely scenario,butthe “no-coal” thing wasn’t anticipatedeither...

V If federalregulationschangeto prohibit the productionof powermade

from naturalgas,the revenuesgeneratedby the plantcouldbe
insufficientto pay the costs,at which timetheCity wouldbeforcedto
sell the plantor defaulton the debt.

V If future federalorstateregulationsmakethe productionof power

with naturalgastooexpensiveto be financiallyfeasible,the revenues
generatedby the plantcouldbe insufficientto paythe costs,at which
timethe City wouldbeforcedto sell theplant ordefault on the debt.

V I’m surethereareotherscenariosthatwouldbe bad.

Noneofthesearevery likely scenarios,but it is importantto keepin mind that
therearepotentialrisksthat needto be monitored.

5. Do othercities ownpowergenerationfacilities?

Our researchhasshownusthat municipal ownershipof electricgeneration
facilities isnotasuncommonasyoumight think. Thereareat leasta dozencities
in Oregon,Utah andCalifornia thatown orhaverecentlyownedsomeor all of
theequity in a powergenerationfacility. Themostpertinentto oursituation is

Klamath Falls,who owned50%of a naturalgasfired combinedcycle
cogenerationplant. I haveattachedthe feasibility reportprovidedto themon the
projectfor your review.

Thegeneralconsensusofthosecities thatown a pieceofpowergenerationis
pretty straightforward. In eachcase,weweretold thatif we canlock in favorable
long-termpowerpurchaseagreementsand negotiatereasonablefuel purchase



agreements,it’s a fantasticwin and a hugeassetfor the community. If youdon’t
getthosethings in place,it’s betterto stepawayandjust settleon the propertytax
receipts. In the caseof Klamath Falls,they only lockedin 50%oftheirpotential
powerpurchaseagreementsandwantedto keepthe other50%opento sellat

market. This workedreally well for themfor about5-yearsandthenthe power
marketcollapsedwhen Californiawentput limits on their purchasepricing a few
yearsback. Hadtheynottried to maximizetheirprofits in a risky fashion,they
wouldstill own theplant,but instead,theysoldtheir50%equity interestto the
companythatwasoperatingthe plantfor $1M/yearfor 25-yearsplustheproperty

taxrevenuesandthe new ownerassumedthe debt aspartofthe agreement.

6. What are the chances that the Power Plant will be built if the City is not
involvedin thefinancing?

It is clearthattheproject is morelikely to occur if the city wereto be involved as
thefinancing tool. This would eliminate a greatdeal ofthe risk from the private
sector of the equation and would remove a majority of the impedimentsto
forwardprogress. Even with this, ashasbeenrelayedto City staff by Mr. Cable,
Esq., only roughly 50%of projects of this natureend up being constructedafter

progressingthroughthe full analysisand permitting processfor various reasons,
including political factors, high resulting transmissioncosts, lack of available
reasonablypricedfuel, etc.

If the City is not involved as the financing tool I believe the project still hasa
relativelyhigh likelihood of moving forwardbasedon thenaturalsiteadvantages

of the Keizer locationversusother locations,howevertheprivatesectordoesnot
have the samefinancing tools availableto it asdo public entities and, therefore
private investorsaremuchless tolerantto risk than public entities canbe in this
instance. Therefore,it standsto reasonthat the percentagechancethat a project

will go forward if the City is not involved issignificantly lowerthanif we are.

RECOMMENDATION

After a greatdeal of consideration,I recommendthatthe Council directs staff to develop
the appropriateresolutionor otherauthorizationto be broughtbackto the City Council at
the next reasonableopportunityto proposeto KeizerEnergy,LLC thatthe energyfacility
projectmove forward with considerationof the City being the financing agentfor the
projectand, ultimately the primaryequity ownerof the resultingpowergenerationplant.
As part of this proposal, staff would recommendthat as a condition of any such

agreement,Keizer Energy agree to fund, at their expenseand at risk of not being
reimbursedfor the cost shoulda power plant project not ultimately be constructed,a
professional analysissimilar to the one conductedfor the Klamath Falls, OR project,
identifying the likely viability of the proposedproject taking into considerationall
identifiable factors,including butnot limited to currentand future powermarketfactors,

the stateand federalregulatoryenvironment,and the viability and costof natural gasas
the fuel typefor the plant.
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MEMORANDUM

TO: Keizer, LLC

FROM: Larry Cable

DATE: October12, 2009

RE: PublicNon-RecourseBond FinancingofGeneratingFacilities

Introduction

The400 MW naturalgasgeneratingfacility to be locatedin Keizer, Oregon,can be
financedin a varietyofways: privateequityfinancing;capitalprovidedby along termpower
purchaserorpowerpurchasersorby the issuanceof municipal non-recourserevenuebonds.
This Memorandumaddressesthemannerin which suchfacilities havebeenmunicipally
financed.

PowerofanOregonCity to FinanceGeneratingFacilities

TheOregonHomeRule constitutionalprovisionsaswell astheOregonRevisedStatutes
dealingwiththeownershipof thermalgeneratingfacilitiesauthorizea City to issuedebtof
differenttypesto financeapartialorcompleteownershipinterestin a thermalgeneratingfacility.
Thisactioncan be takenfor the benefitofits inhabitantsor for profit. ‘(ParaphraseofOregon
SupremeCourt holding)

Thispoweris thatwhichallowedtheCity ofKlamathFalls to issueapproximately350
millicin ofrevenuebondsto build theKlamathCo-Generationfacility. It is notnecessarythatthe
City distributeor sell electricityto its inhabitantsin orderto ownor financesuchafacility.
Kiamathhadnotexerciseditsauthorityto provideelectricityto its citizenswhenit financedthe
Klamathproject.

Non-RecourseRevenueBonds

Thebondsissuedto build thegeneratingfacility can beof differenttypes- taxable
recourseornon-recoursebonds,generalobligationbonds,varioustypesof stateguaranteed
bondsor taxexemptrecourseornon-recoursebonds.Only non-recourse(taxableor tax exempt)
bondsarehereaddressed.

Non-recoursebondsareso namedbecausetheIssuerCity pledgesonly therevenuesfrom
aparticularsourceorsourcesof revenueavailableto theCity to pay thedebtserviceon the
bonds.In thiscase,theonly revenuesourcewhich wouldbepledgedby theCity ofKeizer to pay
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thedebtservicearetherevenuesreceivedfrom thesaleof powerfrom theProjectafter the
paymentof operationandmaintenanceexpensesandfuel costs. If theProjectdoesnotproduce
enoughrevenuesto paydebtserviceunderthesearrangements,thebond holdersareentitled to
forecloseon themortgagesgrantedat financingto protectthebond holders. TheCity losesits
right to earnprofits fromthesaleof powerbutbecomesentitledto earnpropertytax paymentsto
theextenttheCity is so entitledunderthetax lawsto earnsuchsums.Thebond holdersare
expresslyprohibitedfromseekingpaymentfromany othersourceof revenuesavailableto the
City at anytime,including following anydefault on thebonds.

ProceduresandBasicContractualStructures

Sincethebond holderscan look only to therevenuesfrompowersalesto pay thedebt
serviceon thebonds,in mostcasesthepowerto beproducedby theProjectwhenconstructed
mustbe pre-soldto creditworthypowerpurchasersunderagreementsthateffectivelyallow the
bondsto besold on thebasisofthecreditof thepowerpurchasersandthetermsofthe
agreements.

Further, aguaranteedprojectconstructionagreementmustbe in placethatcontractually
ensuresthattheProjectwill bebuilt to specifications,by a givendateandperformto a
contractuallyspecifiedlevel(plant factor). If thecontractis breachedin anyoftheseregards,
liquidateddamagesarepaidby thecontractorbuildingtheProject.Thesedamagepaymentsare
bonded(guaranteed)andtheyareusedto paydowndebtthatwouldhavebeenpaidhadthe
projectbeenbuilt in accordancewith theconstructioncontractrequirements.

Fuel agreementsmayalsoberequiredthathedgethecostofthefuel andfuel
transportationfor someperiodoftime. Qualified engineersandexpertsforecastgasandpower
pricesandmustopinethatit is highly likely thatthedebtservicewill bepaidgiventheforecasts
andpowerpurchaseterms.

Plantoperatorsareretainedundersuitableandbondedoperationalandmaintenance
agreements.ThesecontractorsoperatetheProjectonbehalfofthe City.

TheCity is entitled to receivethenetreturnsfrom theoperationof theProjectasfollows:

First,all sumspaidfor powerarepaid to theBond FundTrustee.

Second,theTrusteepaysall operationandmaintenancecosts.

Third,all fuel costsarepaidby theTrustee.

Fourth,anyrequireddebtserviceor otherreservesaresupplementedasrequiredby the
termsoftheBondIndenturethroughpaymentsby theTrustee.

Fifth, theCity is paidtheremainingsumson periodic payoutdatesalsospecifiedin the
Indenture.
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The sumsearnedby theCity arefully availableto theCity for anylawful useoncethey
aredistributedundertheabove-describedprocedures.Theseearningswill dependon how well
theProjectruns,thepriceof gasand,if anyofthepoweris notpre-sold,on themarketpriceof
power.

Conclusionandl)isclaimer

This summaryis intendedonly asa verybasicdescriptionof oneofthealternativesfor
financingtheKeizerfacility. It is nota legal opinionandshouldnot be relieduponby any entity
absentspecificconfirmingopinions.

Therearemanyiterationsto this basicstructurewhichwe candiscussthis morning
shouldCity officials desireto do so. However,aswe will alsodiscuss,ourview is thattheCity
shouldonly undertakefinancingsuchaProjectif thevastmajority ofthepowerfromtheProject
is soldunderlongtermpowerpurchaseagreementswith powerpurchasersthathaveoutstanding
credit; guaranteedconstructionagreementsarein place;and,reasonablylong-termfuel and
transportationagreementsareexecutedat thetimeof financing.Sucharrangementsarevery
likely requiredto usenon-recoursefinancing in anyeventandto be ableto sell thebondson the
above-describedterms.

Thankyou.

Larry Cable.
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INTRODUCTION

Presentedhereinis theIndependentEngineer’sReport(theReport)preparedby Resource
ManagementInternational,Lnc. (RMI) concerningour reviewandanalysesof theproposal
by theCity of KiamathFalls,Oregon(theCity) to issue$220,000,000of Tax-ExemptSenior
UenElectric RevenueRefundingBonds,Series1999 (theTax-ExemptSeniorLien Bonds),
up to $30,000,000of TaxableSeniorLien ElectricRevenueBonds,Series1999 (theTaxable
SeniorLien Bonds)and$60,000,000of TaxableSecondLien ElectricRevenueBonds,Series
1999(theTaxableSecondLien Bonds). Theproceedsof theTax-ExemptSeniorLienBonds
will be usedto refund all $220,000,000of theCity’s outstandingElectric RevenueBonds
Fixed/AdjustableRateSeries(the 1986Bonds)originally issuedby theCity in theamount
of $250,000,000.Proceedsof the 1986Bonds,togetherwith proceedsof theTaxableSenior
LienBondsandtheTaxableSecondLienBondswill beusedto fundtheconstructionof the
KiamathCogenerationProject(theProject)andestablishreserveaccountsfor thepayment
of debtserviceandfor major maintenanceand repairof theProjectover the termof the
ProjectBonds. The Tax-ExemptSenior Lien Bonds, TaxableSenior Lien Bondsand the
TaxableSecondLienBondsarereferredto hereinastheProjectBonds.

The Projectincludesa cogenerationfacility (the Facility) that will havethe capacityto
generate483,790 kilowatts of electricity,or simultaneouslygenerate464,020kilowatts of
electricity and 200,000 poundsper hour of steamat averageannualambientconditions.
The Facility wifi include two naturalgas-firedcombustionturbinegenerators,two heat
recoverysteamgeneratorswith exhauststacks,a steamturbine generator,evaporative
cooling tower, water treatmentequipment,water storage tanks, main transformers,
electricalswitchyard,accessandparkingareas,a turbinebuildingwith spacefor operating
andmaintenancestaff and services,pipelinesto deliversteamto, and returncondensate
and makeupwater from, an adjacentlocal wood productsmanufacturingfacility (the
Collins Facility) ownedand operatedby Collins ProductsLLC (Coffins), andotheritems.
TheFacility wifi be locatedoutsideof the City limits on propertyleasedby theCity from
Collinsandadjacentto theCollinsFacility.

TheCity wifi install,or causeto be installed,certainnecessarysupportingfacilitiesto serve
the Project. Pipelineswill receivetreatedeffluent from the City’s Spring StreetWaste
Water TreatmentPlant (SSWWTP)as Facility cooling water,and return treatedFacility
wastewaterto theCity sewersystem. TheSSWWTPis locatedapproximately5 milesnorth
of theFacility site. TheCity will alsoinstall, or causeto be installed,a newpotablewater
supply line to the Project. Paymentto the City for thesenew interconnectionswill be
fundedfrom ProjectBond proceeds.

PacifiCorpwill re-align approximately6500 feet of an existing 500 kilovolt transmission
circuit line that runsbetweenthe Meridiansubstationto thewestof theProjectsite, and
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theCaptainJacksubstationapproximately20 miles eastof the Projectsite,to connectwith
theFacility switchyardandacceptpowerfrom theFacility. Paymentto PacifiCorpfor this
newinterconnectionwill befundedfrom ProjectBondproceeds.

The Facility will utilize enhancedcombustionturbinegeneratortechnologythat includes
thebestavailableemissioncontrol technologyfor oxidesof nitrogen(NOx). TheFacility
will be designedfor efficient operationacrossa wide rangeof operatingmodes and
conditions. TheFacility will bedesignedaccordingto acceptedutility industrystandards
for highavailability.

TheProjectsite liesin closeproximity to largehighvoltagetransmissionlinesthatareused
to transferpowerbetweenthePacific Northwestand California loadcenters.TheProject
sitealsoliesin closeproximity to thelargecapacityPacific Gas~SzElectricGasTransmission
Northwest(PGTNW) interstatenatural gastransportationpipelinethat is usedto deliver
natural gas from Canadianproducing regions into California load centers. Figure 1
illustratesthelocationof theProjectrelativeto thesemajorenergytransportationcorridors.

The Projectwill be ownedby the City, and will be constructed,fueled,operatedand
managedundercertainagreementsbetweentheCity and otherparticipantsasdescribed
elsewherein this Report. Approximately47 percentof thepowerproducedwill besoldto
a non regulatedpower marketingsubsidiaryof PacifiCorpfor a term of 30 years. The
balanceof powerwill be sold on the openwholesalepowermarketin thewesternUS. to
purchasersthat meetcertainfederal tax-exemptstatusrequirements. Likely purchasers
includetax exemptmunicipalutilities andnon-federalgovernmentagenciesin thePacific
NorthwestandCalifornia. Powernotsoldto qualifiedpurchasersmaybesoldfor termsof
30 daysor lessto anypublicorprivatewholesalepurchaser.

TheProjecthasreceivedall requiredmaterialauthorizationsand permitsfor construction
and initial operation. Theseinclude a Site Certificatefrom the OregonEnergyFacifity
Siting Council, an Air ContaminantDischargePermit from the OregonDepartmentof
EnvironmentalQuality, andaConditionalUsePermitfrom KiamathCounty,Oregon.

TheProjectis strategicallylocatedneartheCalifornia-OregonBorder,which is oneof only
two locationsin the westernU.S. that hasbeenselectedby the New York Mercantile
Exchange(NYMEX) asa point of delivery for its standardizedelectricityfuturescontract.
This locationhasbecomeanactivemarketfor powertradingin theCaliforniaandPacific
Northwestmarkets. The Projectwill be interconnectedwith a 500 kV transmissionline
which ties directly with oneof thetwo 500 kV substationswhich interconnectthePacific
Northwestelectric systemwith the California electric system. The Projectwill be the
dosestgenerationsourceto theCaliforniaOregonBordertradingpoint,enjoyinglow-cost
transmissiondelivery to the tradingpoint and the ability to sell into both the Pacific
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Northwest and California/Nevadamarket as explained in more detail under report
entitled “Electricity and Natural Gas Markets in the WesternUnited States” under
AppendixB to this Report.

RMI prepareda projectionof theexpectedfinancialoperatingresultsof theProjectfor the
years2001 through2029 for thepurposeof determiningtheexpectedadequacyof revenues
over costsandtheresultantdebtservicecoveragelevelsduring this period. A simulation
of the future wholesalepowermarket in the westernU.S. wasperformedby Henwood
Energy Services,Inc. (HESI) to provide a forecastof expectedpower sale prices and
capacityfactorsfor theProject. HESIhasprovideda descriptionof theforecastwhich is
included in Appendix B to this Report. Additional forecastsof fuel costs,capacity,heat
rate, and othervariableand fixed operationand maintenancecostsof the Projectwere
obtainedfrom the Project participants. Scheduleddebt service and reservefunding
requirementsof the ProjectBondswere obtainedfrom the underwritersof the Project
Bonds. Theresulting projectedoperatingresults reveal that after paymentof operating
expenses,theratioof revenuesavailablefor paymentof debtserviceon theTax-Exempt
Senior Lien Bonds and the TaxableSenior Lien Bonds (debt servicecoverageratio) is
expectedto be 1.74x at minimum, and 2,09x on average,over theentire period,and all
ProjectBondswill befully defeasedby theyear2019.
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PARTICIPANTS

THE OWNER

The City of KiamathFalls is locatedin southcentralOregonnear the Californiaborder
alongOregonHighway 97 at an elevationof approximately4,150 feet. The City was
incorporatedin 1905andhasapopulationofapproximately18,405. Thelocal economyhas
historically beendominatedby agricultureand ranching. However, the economyhas
recently beendiversified through introduction of new manufacturing,communications
andtourismrelatedbusinessesin thearea.

TheCity operateswith aCouncil/Managerform of governmentunderits owncharterand
Statelaw, TheCity Council is composedof five members,eachservinga four-yearterm.
TheMayoralsoservesa four-yearterm,andpresidesovertheCity Council meetings.The
Mayor appointscommitteemembersand carries out City Council policy. The City
Manager,MunicipalCourtJudgeandCity Attorneyreportdirectly to theCity Council.

The City providesa full rangeof municipal servicesincluding water and sewerutility
systems. The City doesnot currently own or operatean electric generatingstation or
distributionsystem. Electric servicewithin theCity andsurroundingareais providedby
Pacific Power,a divisionof PacifiCorp. Watersuppliesfor theCity aregenerallysupplied
from groundwater. The City owns and operatesthe SSWWTP. The SSWWTP was
constructedin 1957 and upgradedin 1972. It hasa six million gallon perday design
capacity.

TheCity andPacific KiamathEnergy,Inc. (P1(E)haveanexistingagreementtodevelopthe
Project. PKE is a direct, wholly-ownedspecialpurposesubsidiaryof PacifiCorpGroup
Holdings, Inc. (PGHC),which in turn is a wholly ownedsubsidiaryof PacifiCorp. The
City will own theProject. TheCity will contractwith PKE,otherPGHCsubsidiaries,and
third partiesto engineer,construct,manage,operate,maintain,providefuel to andbroker
powersalesfrom the Projectasdescribedelsewherein this Report. NecessaryProject
authorizationsand permits have beenobtainedin the nameof the City. The City will
providepotablewaterservice,and sanitarywastetreatmentserviceto the Facifity. The
City will alsoprovideeffluent from the SSWWTPto the Facility for usein evaporative
cooling,andreceivewastewaterfromtheFacility for disposal.

THE DLWELOPER, MANAGER DURINGCONSTRUCTION, AND OPERATOR

PKE was foundedin 1996 for the primary purposeof development,managementand
operationof the Projectundercontractwith theCity. PKE is headquarteredin Portland,
Oregon. PKE, either directly or through cooperationwith its affiliates will utilize
experiencedpowergenerationengineering,financialandoperationsspecialiststo provide
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projectmanagementservicesduringconstructionandto operateandmaintaintheFacility.
PKE personnelrecently successfullymanageddevelopment,design,constructionand
operationofthe240 megawattCrockettCogenerationProjectnearSanFrancisco,California
whichutilizestechnologysimilar to theProject. TheCrockettCogenerationProjectentered

commercialservicein 1996.

PKE and theCity haveanexistingagreementto developtheProjectunderthe termsof a
joint developmentagreement. PKE is also responsiblefor managementof the Project
during constructionunder terms of the Agreementfor Project ManagementServices
DuringConstructiondescribedelsewherein this Report. Finally, PKE is responsiblefor
operationandmaintenanceof theProjectfor atermof atleastfive yearsundertermsof the
OperationandMaintenanceAgreementdescribedelsewherein this Report.

THE FUEL SUPPLIER, POWER PURCHASER,POwER BROKER AND MANAGER

PacifiCorp Power Marketing, Inc. (PPM) is a corporationexisting under the stateof
Oregon. It is a direct,wholly-ownedsubsidiaryof PGHCwhich in turn is a direct,wholly-
ownedsubsidiaryof PacifiCorp.

PPM is responsiblefor supply and delivery of all the natural gas fuel required for

operationof the Facffity for a term of 30 years or the durationof the Project Bonds,
whichever is longer, under the Fuel Supply and Services Agreementwith the City
describedelsewherein this Report. PPM will eitherdirectly or indirectly subcontractwith
gasproducersfor fuel supply,andwith gaspipelinecompaniesfor transportationservice,
including PGTNW. PPM holdsfirm capacityrightson theMedford Lateral,which is the
sectionof the PGTNWsystemto which theProjectwill beconnected.Thecapacityrights
aresufficientto deliver theentirefuel requirementoftheProject.

Upstreamof the MedfordLateral, PPM will purchasea combinationof short-termfirm,
long term firm and interruptible gas transportationservice from PGTNW and other
pipelinesasnecessaryto delivergasto theMedford Lateral. Chargesfor suchserviceare
typically based on pipeline tariff transportationrates, which include a large fixed
componentwhich mustbepaidregardlessof actualvolumesshipped.However,PPMwill
chargefor gastransportationbasedon deliveredvolumesonly. This reducesthe fixed
operatingcost,andthereforethepowermarketingrisk oftheProject.

PPMis alsoresponsiblefor purchaseof approximately47 percentof theelectricityfrom the
Facility for a termof 30 yearsor thedurationof the ProjectBonds,whicheveris longer,
under terms of the Power PurchaseAgreementdescribedelsewherein this Report.
Electricitypurchasedwill be resoldto others. For atermof at least20 years,PPM is also
responsiblefor arrangingfor the sale of the remainingamountof electricity from the
Facility to certain qualified purchaserson behalfof the City under termsof the Power
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BrokeringAgreementdescribedelsewherein this Report. For a termof at least20 years,
PPM is alsoresponsiblefor administrativemanagementof theFacilityundertermsof the
ManagementAgreementdescribedelsewherein this Report.

Theperformanceof PPMundertheabove-mentionedagreementsis guaranteedby PGHC.

PPM was formedin 1997 for the purposeof purchasingand selling electric power in

domestic wholesalemarkets, Sales by PPM are madepursuantto a FederalEnergy
RegulatoryCommission(FERC) approvedwholesalerateschedule. Recently,PPM has
beenmakingsaleswithin theWesternSystemsCoordinatingCouncil (WSCC) asamember
of the WesternSystemsPowerPool (WSPP). The WSPPis a groupof utilities, power
marketersand otherwholesalemarketparticipantsthat operatea marketfor wholesale

transactionswithin the WSCC. SalesamongWSPPparticipantsaremadepursuantto a
FERCapprovedwholesaleratescheduleof theWSPP.

PPM is involved in powergenerationdevelopment,long-termstructuredpowersaleand

purchase,forwardand cashmarketpowertrading,powerdispatchand scheduling,fuel
procurement,and thevarious back office functions necessaryto supportsuchactivities.
PPM is focusedon wholesalemarketsand largeindustrialcustomersin emergingretail
markets. PPM is a certified SchedulingCoordinatorwith the California Independent
System Operator(Cal-ISO) and actively trades in the bi-lateral and California Power
Exchange(PX) markets. PPM’sactivities areconductedfrom a centraloffice and trading
floor locatedin Portland,Oregon. PPM’s goal is to competitively servewholesaleand
largeretail marketsin the WSCC by using strategicgenerationand contractresources,
developingand marketingcustomizedphysicaland financial powersalesarrangements
from suchresources,andtradingofpowerandfuelaroundsuchresources.

PACIFICORP

PacifiCorpis responsiblefor constructing,owningandoperatingthefacilities necessaryfor
interconnection of the Facility to the PacifiCorp transmissionnetwork. These
responsibilitiesare defined in the Generation Interconnection Agreement described
elsewherein thisReport.

PacifiCorp is a diversified energycompanydoing businessin the United Statesand
Australia. In the United States,PacifiCorpconductsa retail electric utility businessas
Pacific Powerand UtahPower. Otherwholly ownedmajor subsidiariesinclude PGHC,
which holds directly or through its wholly ownedsubsidiary,PacifiCorp International
Group Holdings Company, Powercor Australia Limited, an Australian electricity
distributor, and PacifiCorp Financial Services, Inc., a financial services business.
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PacifiCorp’s commonstock (symbol PPW) is tradedon the New York and Pacific Stock
Exchanges.1

Themajority of electricitysold by PacifiCorpduring thefirst nine monthsof 1998wasat
the wholesalelevel. Of the total 113,878gigawatt-hoursof energysold, 79,019 gigawatt-
hours(morethan69 percent)weresold to wholesalecustomers,generatingmorethan$2.5
billion in revenue2. However,PacifiCorphasrecentlyannouncedplansto significantly
scaleback its unregulatedenergytradingbusiness,including the easternU.S. electricity
trading businessof PPM. PacifiCorphassold the TPC Corporation,a wholly-owned
naturalgasmarketingand storagesubsidiary. PacifiCorp is focusing its non-regulated
powermarketingactivitiesin theWest,whereit canprovidephysicaldelivery of energy.

On December7, 1998, PacifiCorpannouncedthat it had reacheda definitive agreement
with ScottishPowerof Glasgow,Scotlandthat would result in the mergerof the two

companies.ScottishPoweris oneof thelargestpower,waterandtelecommunicationutility
companiesin the UnitedKingdom with a marketcapitalizationof over $13 billion. The
combined entity, which will be known as ScottishPower,will be headquarteredin
Glasgow. PacifiCorpwill continueto operateunderits currentnameandwill serveasthe
headquartersfor the U.S. operationsof ScottishPower. CertainScottishPowerexecutives
will assumepositions at PacifiCorp, and certain PacifiCorp executiveswill assume
executiveandboardlevelpositionsatScottishPower.Themergeris subjectto approvalby
theshareholdersof bothcompanies,the US. FederalEnergyRegulatoryCommission,the
regulatorycommissionsof certain statesservedby PacifiCorp and certain Australian

regulatoryauthorities. Themergingcompaniesrecentlyobtainedclearanceof themerger
undertheprovisionsof theHart-Scott-RodinoAntitrustImprovementsAct oftheU.S. The
transactionis expectedto closein thefall of1999.

Pacific Power and Utah Powerserve 1.4 million retail customersin service territories
aggregatingabout 153,000 square miles in portions of Utah, Oregon, Wyoming,
Washington,Idaho, California and Montana. Power production,wholesalesales,fuel
supply and administrativefunctionsof the two distribution utilities aremanagedon a
coordinatedbasis. The service area contains diversified industrial and agricultural
economies.Thegeographicaldistributionof retail electricoperatingrevenuesfor theyear
endedDecember31, 1997wasUtah,36 percent;Oregon,33 percent;Wyoming, 13 percent;
Washington,9 percent;Idaho, 4 percent;California, 3 percent;and Montana,2 percent.
During1997, nosingleretailcustomeraccountedfor morethan1.9 percentof PacifiCorp1s
retail utility revenuesandthe20 largestretail customersaccountedfor 14.7percentof total
retail electric revenues.PacifiCorptshistorical total firm peakload (includingbothretail
andfirm wholesalesales)of 10,871MW occurredon August22,1997. For the period1998

PadfiCorp1998ThirdQuarterIOQStatementto theSecuritiesandExchangeCommission
2lbid.
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to 2001, theaverageannualgrowthin retail kilowatt-hoursalesin PacifiCorp’sfranchised
serviceterritory is estimatedto beabout2.5 percent. During this period,PacifiCorpmay
lose energy sales to other suppliers in connectionwith direct accesspilot studies.
Conversely,PacifiCorpexpectsto haveopportunitiesto gainmarketsharein areasoutside
its franchisedserviceterritory. Actual resultswill bedeterminedby a variety of factors,
including deregulationin the electric industry, economic and demographicgrowth,
competitionandtheeffectivenessof energyefficiencyprograms.3

On July 9, 1998, PacffiCorp announcedits intent to seekbuyersfor its California and
Montanaelectric distributionassets.This actionwasin responseto thecontinueddecline
in earningson theassetsand changesin the legislativeand regulatoryenvironmentsin
thesestateswherePacifiCorphasfew distributionproperties.PacifiCorpissuedrequests
for proposalsto interestedpartieson July 20, 1998, On September16, 1998, PacifiCorp
enteredinto a Letter of Agreementwith FlatheadElectric Cooperativefor sale of the
Montanadistributionassets.On November5, 1998, theCompanycompletedthesaleand
receivedafter-taxproceedsof $92 million. TheCompanywill return$4 million of the$8
million gain to Montana customersas negotiatedwith the Montana Public Service
CommissionandtheMontanaConsumerCounsel.~

PacifiCorpowns 52 hydroelectricgeneratingplantswith anaggregateplant netcapability
of 1,138MW. It alsoownsor hasinterestsin 17 thermal-electricgeneratingplantswith an
aggregateplant capability of 7,143 MW. PacifiCorp~stransmissionsystemconnectswith
otherutilities in theNorthwesthavinglow-costhydroelectricgeneration,andwith utilities

in California and the Southwesthaving higher-costfossil-fuel generation. During the
winter,PacifiCorphasbeenableto purchasepowerfrom Southwestutilities, eitherfor its
own peak requirementsor for resaleto otherNorthwestutilities. During the summer,
PacifiCorp hasbeenable to sell excesspowerto Southwestutilities to assistthem in
meetingtheir peak requirements. With its presentgeneratingfacilities, underaverage
water conditions, PacifiCorp expects that approximately 5 percent of its energy
requirementsfor 1998will be suppliedby its hydroelectricplants and 55 percentby its
thermal plants. The balanceof 40 percentis expectedto be obtainedunderlong-term

purchasecontracts,interchangeand otherpurchasearrangements.PacifiCorpcurrently
purchases1,100 MW of firm capacity annually from BPA pursuant to a long-term
agreement.The purchaseamountdeclinesto 925 MW annuallybeginningin 2000, and
thento 750 MW annuallybeginningin 2003andcontinuingthrough2011.~

PacifiCorpcurrentlypurchasespoweron along-termbasisfrom theHermistonGenerating
Project, which enteredcommercial operation in late 1996 and is similar in size and

31’acifiCorp199710KStatementto theSecuritiesandExchangeCommission
4PaciliCorpSecondQuarter 1998Statementto the Securitiesand ExchangeCommission,
5PacifiCorp199710k Statementto theSecuritiesandExchangeCommission
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technologyto the Project. The HermistonGeneratingProjectis locatedin north central
Oregonandreceivesnatural gasfrom the PGTNW pipeline. PacifiCorpis a 50 percent
ownerof theHermistonGeneratingProject.

PacifiCorpoperatesthe 1,340 megawattcoal-firedCentraliaPowerProjectin Washington.
PacifiCorpownsa47.5percentshareof the plant,with thebalanceownedby eight investor

and publicly-owned utility partners. The owners have agreed to hire an investment
advisorto pursuethe possiblesaleof the plant andthe adjacentCentraliaMine. Thesale

of theplant is beingconsideredby the owners,in part,becauseof emergingderegulation
andcompetitionin the electricity industry6. PacifiCorpowns andoperatesthe adjacent

CentraliaMine.

THE CONTRACTOR

Black & VeatchConstruction,Inc. (BVC) is aMissouri corporationthat is awholly owned

subsidiaryof Black & Veatch,Holding Company(Black & Veatch)aDelawarecorporation.
BVC will be responsiblefor detaileddesign,engineering,procurement,constructionand

startupof the Project. Design,engineeringandmajorequipmentprocurementwifi likely
be performedby other divisions of Black & Veatch. Black & Veatch has provided a
guaranteeto the City for the performanceby BVC of its obligations under the EPC

AgreementbetweenBVC andtheCity describedelsewherein thisReport.

BVC was founded in 1991 for theprimary purposeof providing constructionservicesto
projectsdesignedby the engineeringdivisions of the parent company. BVC reported

approximately784 employees,$527million in revenuesanda networth of $19 million in

the mostrecentfiscal year. Nearly all revenueshavecome from power plant projects.7

Construction services typically provided by BVC include construction, construction

management,labor relations and negotiations, safety-health program management,

insurance administration, project security programs, quality assurance program
management,onsite procurement, project scheduling, expediting and warehouse

management,contractadministration,startupand initial operationand site engineering

liaison.

Black & Veatchhasextensiveexperiencein theengineering,procurementandconstruction

of power plants including simple and combined-cycle combustion turbines and
cogenerationfacilities. They report experiencewith over 55 domesticand international
combined-cycleprojects representing over 16,000 MW of capacity. Power related

engineeringandconstructionrevenuesin 1997exceeded$1 billion (including therevenues

6

7 Dun& Bradstreet,Inc. SupplierEvaluationReport- Black & VeatchConstruction,September24, 1998.
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of BVC), making Black & Veatchone of the top five power relatedcontractorsin the
country.8

THE STEAM PURCHASER

Collins ProductsLLC (Collins) is anOregonlimited liability companyheadquarteredin
Portland, Oregon. Collins employs approximately 571 people in the productionof
plywood, particleboardand hardboardsiding at the Collins Facility near the City of
Klamath Falls. Collins was formed in 1996 to purchasethe Collins Facility from the
WeyerhaeuserCorporation. Collinsis 49 percentownedby Collins PineCompanyInc., a
manufacturerof hardwoodand softwoodproducts,and 51 percentownedby Ostrander
Resources,anaturalresourcesdevelopmentandinvestmentcompany.

AnnualproductioncapacityattheCollins Facility is 160Million squarefeetof plywoodon
a 3/8 inch basis,112 million squarefeetof particleboardon a 3/4 inch basisand 130
million squarefeetof hardboardsiding on a 7/16 inch basis. Steamis usedin the drying
andcuringof finishedproduct. Revenuesof Collins exceeded$110million in 1997with a
totalcapitalizationof approximately$22 million.~Collins hasestimatedits 1998 revenueat

$98million.

Collins is responsiblefor leasinglandadjacentto the Collins Facility to the City for the
Facility, including necessaryconstructionspaceand easements,for a periodof 40 years.
Collins hasa right, but not an obligation to purchasesteamfrom the Facility, with a
concurrentobligation to returncondensateand makeupwater to the Facility, for the
durationof theProjectBonds. Collins wifi alsogranttheCity anoptionto purchasecredits
for emissionof particulatematterlargerthan10 micronsin diameter(PM10 Credits)which
Collins hasbankedundertermsof its air contaminantdischargepermitwith theStateof
Oregon.Theseresponsibilitiesaredefinedundertermsof thevariousagreementsbetween
CollinsandtheCity thataredescribedelsewherein thisReport.

ELECTRICITY AND NATURAL GAS MARKETS IN THE WESTERNU.S.

PROJECT POWERSALES AND MARKETS

Althougha largeportionof thepowerproducedby theProjectwifi besold ona long-term
basisto PPM, the majority of power is expectedto be sold on theopenwholesalepower
marketin thewesternU.S.,PacificNorthwest,andCalifornia.

8Engrneerrng NewsRecordTheTop500 DesignFirmsSourcebookSeptember 1998 and TheTop 400 ContractorsMay 25,1998,

McGrawHill Publications,
9Dun& Bradstreet,Inc.SupplierEvaluationReport- Collins ProductsLLC,September24, 1998.
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The Pacific Northwestand California powermarketsare the largestin the westernU.S.,
and are highly diverseand complementaryin their energy sourcesand consumption

patterns. The Pacific Northwestregion is characterizedby winter peakingloadsserved
primarily by hydroelectricand coal-firedresources.The California region is characterized

by summerpeakingloadsservedprimarily by naturalgasfired resources.Powergenerally
flows on transmissionintertiesfrom thePacificNorthwestto Californiaduringthesummer
months,andfrom California to thePacific Northwestduring winter months. Theinterties

increasereliability in both regions;allow economicuseof surplusnon-firm hydropower
from the Northwest;andallow exchangeswheretheNorthwestsuppliespeakcapacityto

California and southwesternpurchaserswho return energy in their off-peak hours or

season.

ELECTRIC INDUSTRY RESTRUCTURING

Historically, the wholesalepower market in the westernU.S. has beencharacterizedby
relativelylarge,long-termtransactionsbetweenmajorutilities thatownor controlthehigh

voltagetransmissionnetworksof the region. Surplusor non-firm powerhasbeentraded

in bilateral transactionsscheduledon a daily or weekly basis. However, prices were

generallynot open to competition Passageof the 1992 National Energy Policy Act
(EPAct92) creatednew competitionin thewholesalepower markets. EPAct92authorized

the Federal Energy Regulatory Commission(FERC) to mandatethat utilities provide
transmissionaccessto all qualified electric wholesalegenerators(EWG), electricutilities,

Federalpowermarketingagenciesandpowermarketersunder tariffs andratesapproved

by the FERC. This led to a proliferation of new participants,developmentof accepted
markethubswith widely publishedprices,increasedpricerisksanddevelopmentof new

risk managementtools.

Utilities were slow to passon cost benefits to their retail customers. EPAct92 left

considerationof additionalcompetitivemeasures,suchasretailaccess,up to theindividual
States. Underretail access,retail customersof the local utility would havethe ability to
receivepowerfrom analternativeprovider. The local utility would continueto provide
distributionservicethrough their existingdistributionsystem. Today,the Stateof Oregon

has implementedlimited retail accessprogramsin the service territories of Portland

GeneralElectric andPacifiCorp. The Stateof Washingtonhasenactedlegislationrelating
to dis-aggregation of rates into power generation, transmission and distribution
components. California has enactedcomprehensivelegislation enabling retail access

statewide,guaranteedrate recovery of high cost assetsthat were in existenceas of
September1996 (strandedcosts)for regulatedutilities, and independentoperationof the
utifities’ high voltage transmissionsystemsthrougha new independentsystemoperator

(1996 AssemblyBifi 1890). Although generallynot subjectto federalor stateregulation,
somemunicipal utilities in thePacificNorthwestandCalifornia areenactingretail access
programsto remaincompetitiveon both priceandcustomerservice. Someof themface
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large strandedcost potential, and are raising rates in the near term to temporarily
acceleratedebt repaymenton their highercost assetsbefore retail competitionbecomes
morewidespread.

PROJECT INTERCONNECTION AND MARKET ACCESS

The Project wifi be interconnectedto an existing 500 kV transmissionline that runs
betweenthe Meridian substationto the westof the Project site, and the CaptainJack
substationapproximately20 miles eastof theProjectsite. This 500 kV line is ownedand
operatedby PacifiCorp,butsouthboundcapacityis sharedequallybetweenPacifiCorpand
theBonnevillePowerAdministration(BPA).

At CaptainJack,the500 kV line is connectedto the500 kV transmissionsystemsof BPA to
thenorthand theTransmissionAgencyof NorthernCalifornia(TANC) to thesouth. The
actualdivision ofownershipoccursattheborderbetweenCaliforniaandOregon,locateda
few miles southof CaptainJack. TheBPA andTANC linesarecollectivelyknownasthe
Third AC Intertie. CaptainJackis alsoconnectedto theMaim substation,approximately
five miles to the east. Maim is an interconnectionbetweenthe 500 kV transmission

systemsof PacifiCorp,PortlandGeneralElectric (PGE) and BPA to the north,andPacific
GasandElectric (PG&E) to thesouth. Again, theactualdivisionof ownershipoccursatthe
border betweenCalifornia and Oregon, located a few miles south of Maim. The
PacifiCorp,PGE andPG&E lines arecollectively known asthe Pacific Intertie. Thereis
also a direct current (DC) intertie that interconnectsthe BPA transmissionsystem in
northernOregonwith the transmissionsystemof the Los AngelesDepartmentof Water
andPower(LADWP) in southernCalifornia(theDC Intertie). Direct interconnectionwith
the DC Jntertie at points other than the two terminals of the line is generally not
economicallyfeasibledueto thecostof DC to AC conversion.ThePacific Intertieandthe
Third AC Intertie serve as the major north-southtransmissionpaths for power flow
betweenthe Pacific Northwestand northernCalifornia, with a combineddesigntransfer
capacityof 4800 MW from north to south,and 3675 MW from south to north. Actual
transfercapacitymay be less thantheseamountsdue to periodic maintenance,circuit
failure, or reductionsimposedby theintertieoperators.Northof Malin, both intertiesare
operatedby BPA, althoughcapacityis sharedamongBPA, PacifiCorp,PortlandGeneral
Electric, and other non-federalentities to whom BPA hassold life-of-facilities capacity
rights. Southof Maim, the intertiesareoperatedby theCalifornia IndependentSystem
Operator(Cal-ISO). Transmissioncapacityon thePacific Intertiein California is generally
ownedby themajor investorownedutilities, andtransmissioncapacityon theThird AC
Intertie is generally owned by the TANC participants which include municipal
governmenttax-exemptutilities in thePacific NorthwestandCalifornia.

A few miles south of the CaptainJack and Maim substationsis the California Oregon
Border (COB), a popularand activepoint of delivery for firm or non-firm, long- or short-
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term power salesand exchangesbetweenenergytradersin the two regions. Pricesfor
salesat COB arepublishedon a daily basisin majornationalnewspapers.TheNew York
MercantileExchange(NYMEX) usesCOBasthepoint of deliveryfor its standardizedCOB
electricity futures contract. Other popular trading hubs in the Pacific Northwestand
California includeMid-Columbiaon theBPA transmissionsystemin Washington,andthe
PowerExchange(PX) in California. Publisheddaily pricesat COB, Mid-Columbiaandthe
PX arepopularfor usein settingpricesfor longer-termpowersalescontractsthroughout
theregions.

Theproximity of theProjectsite to COB is ahighly beneficialpowermarketingadvantage
for the Projectin the region. No otherpowergenerationplant enjoyssuchlow electric
transmissioncoststo COB, The Projecthastheability to deliverenergysouthto COB to
meet the summerpeak seasonneedsof California, Nevada,and other southwestern
locations. Other powersourcesin the Pacific Northwest,all of which are further north
with higher transmissioncostsandgreatertransmissionlosses,mustincur highercoststo
reachthe COBtradingpoint to sell south. Similarly, with respectto thePacific Northwest
winter peakseason,sourcesfrom southof COB seekingto sell into the Pacific Northwest
will incur highertransmissionservicecosts,andhighertransmissionenergylosses,making

theProject’scostof deliverymorecompetitive.

Powersold to PPMwill bedeliveredat the point of interconnectionbetweenthe Project
and the Meridian-CaptainJack line. PPM is responsiblefor obtainingall transmission
servicenecessaryto deliver this powerto their purchasers.Powerbrokeredby PPM on
behalfof theCity will bedeliveredby BPA to COB, wherecontrolwill be transferredto the
Cal-ISO for delivery into California. BPA will provide 280 megawattsof transmission
servicefrom the Projectto COBusingtheir rights to the Meridian-CaptainJackline under
terms of a TransmissionServiceAgreementwith the City describedelsewherem this
Report. Fifty (50) megawattsof this serviceis in excessof what is neededfor saleson a
year-roundbasisto otherpurchasers,and hasbeenassignedby the City to PPM. When
and to the extent that any of the City’s remaining transmissionservice under the
TransmissionService Agreementis not usedfor sales to other purchasers,it will be
brokeredby PPM to third partiesonbehalfof theCity undertermsof thePowerBrokering
Agreement as describedelsewherein this Report. From COB, purchaserswill be
responsiblefor transmissionservicethroughtheCal-ISOto their loads,eitherthroughuse
of capacityrightstheycurrentlyhold, orthroughcontractingfor capacitywith theCal-ISO.
Purchasersnorthof COBmusteitheruserights theycurrentlyhold to transmitpowerfrom
COB to their loads,or obtainnew transmissionservicefrom PacifiCorp,BPA or othersto
deliverpowerfromtheProjectto their loads.
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PACIFIC NORTHWEST MARKET OVERVIEW

Theelectricpowermarketin thePacific Northwestgenerallyconsistsof thepowersystems
of I3PA, Pacific Power,PortlandGeneralElectric,PugetEnergy,WashingtonWaterPower,
IdahoPower,MontanaPoweranda multitudeof tax exemptmunicipalutifities including
peoplesutility districtsandpublic utility districts. Over460 electricitygeneratingprojects
are located in the Pacific Northwest region. These projects provide about 40,570
megawattsof generatingcapacityand rangein size from tensof kilowatts to the 6,500-
megawattGrandCouleeDam. The primary energysourcefor most of this capacityis
hydropower,followed by natural gas,coal, uranium(nuclear) and bio-mass. A small
portion(about320 megawatts)is pumpedstoragehydropower.10

Thelargesthydroelectricsystemin theregion,theColumbiaRiver,hasasustainedpeaking
capacityof about25,000megawatts.’1However,limitationson thestoragecapacityof the
systemresultsin significantvariation in the systemsenergyoutput from year to year,
dependingon annualrainfallandsnowpackaccumulation.In thedriestyears,theaverage
annualpowerproductionis only about11,700 averagemegawatts. Utility plannerscan
expectatleastthatmuchenergyin anygivenyear,soit is consideredguaranteedor“finn”
energy. In the wettest years, the system producesapproximately 20,000 average
megawatts. In averagewateryears, the systemproducesapproximately16,500 average
megawatts.’2

The Pacific Northwestregionpowersupply planningcriteria and powermarketdiffers
from therestof thewesternUnitedstatesdue to the dominanceof hydroelectricpower
plantsasa sourceof powersupply. Unlike gas,oil, coal,ornuclear-fueledthermalpower

plantswhich canbeoperatedasneededup to their ratedoutputcapability,hydroelectric
powerplantscanonly operateto their ratedoutput capability with adequateflow and
reservoirlevels,whichvary from seasonto seasonandyearto year. For this reason,power
supply planningin the Pacific Northwestrefers to the averagemegawattsof capacity
availablefrom thesehydroelectricprojects.ThedependablePacific Northwestgeneration
in eachmonth is thereforethesum of averagemegawattsof thermal(oil, gas,coaland
nuclearfueled)powerplantsandtheaveragemegawattsof hydroelectricgenerationunder
low water conditions. This planning criteria is needed,becauseunder low water
conditions,thesignificanthydroelectricgenerationin theregionwifi notbeavailableto the
full capabilityof theinstalledhydroelectriccapacityto helpmeetthewinterpeakdemand.

Generationin excessof whatcanbe guaranteedis commonlyreferredto as“non-firm” or
“secondary”energy. Non-firm energyis sold on the spot marketor under short-term

~°FourthNorthwestConservationandElectricPowerPlan,NorthwestPowerPlanningCouncil, 1996

“ ibid.
12Ibid.

15



contractsatpriceswhich aretypically lowerthanthoseobtainedfor firm energy. It is used
to serveinterruptibleloadsor to displacemoreexpensiveresourcesboth in andoutof the
region.

BPA is a major and integralpart of the region’s powersystem. In an averageyear, it
controlsthemarketingof almost40 percent,or approximately8000 averagemegawattsof
the electricitysold in theregion,mostof which is relatively low-costfederalhydroelectric
power. It also owns and operatesthe majority of the region’s electricity transmission
system. Dependingonhow regionaltransmissionis defined,BPA ownsbetween50 and80
percentof the region’s transmissionsystem. BPA sells approximately3000 average
megawattsof energyto thetax exemptmunicipalutilities, peoplesutility districts,public
utility districts,electriccooperativesandgovernmentagencies(collectively,“public agency
customers”)in theregionunderlongtermsalescontracts.

On December21, 1998, BPA releasedits PowerSubscriptionStrategyRecordof Decision
(BPA ROD) whichaddressesthetime periodin whichcustomersmaysubscribefor power
purchases,amountsof powerofferedfor saleto variouscustomergroups,productsoffered,
productpricingandthecontractelementsby which BPA will offer power. TheBPA ROD
estimatesthat BPA will beableto meettheentirenetfirm loadrequirementsof its public
agencycustomersin thePacific Northwestregion. BPA proposesto openthesubscription
windowin February1999andkeepit openforcontractnegotiationsuntil 120 daysafterthe

Recordof Decisionin the1999BPA powerratecaseis issued. Ratesfor post-2001service
will be set in this rate case,which is scheduledto begin in April 1999. Subscription
contractssigned prior to the end of the rate casewill be subjectto the final rate(s)
establishedin theratecase.

Regional forecastsfor electric customerneedsaddressprimarily annualpeakdemand,
which providesanestimateof electriccapacityandenergyrequiredin a regionto reliably
meetthepeakload. This informationis usefulasa generalindicationof theneedfor new
generation. In situationswhere thereis a potential deficit in the availablecapacityor
energyto meetpeakload,sellersin suchmarketscangenerallyexpectupwardpressureon
pricesfor output. For thisreason,regional forecastsof electric peakloadversuscapacity
for California and for the Pacific Northwestare includedhereinasan indicationof the
marketfor thesaleof outputfromtheProject.

The ability of a generatingplant to produceenergy(kilowatt-hours)at a lower pricethan
other sellers into the market will be the factor which most affects its economic
performance. Periodsof excessgeneration(where installedgenerationexceedsregional
needs)canresultin short-termreductionsin pricewheresellersmaynotbeableto recover
fixed costs of their generatingplants. Similarly, periodsof impending shortageof

generationto meetregionalneedscanbid up thepricein themarketuntil newgeneration
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is installed. To reasonablyestimatetheability of anygivengeneratingplant to compete,a
detailedmodelof the demandfor powerand the operationandcostof productionfrom
availablepowersupply sourcesin the region to meetthat demandis required. Such a
modelwasusedby HenwoodEnergyServices,Inc. (HESI) to estimatefuturemarketprices
as describedunderProjectedOperatingResultselsewherein this report. Thefollowing
descriptionofregionaldemandandavailablegenerationprovidesa generalbackgroundof
themarketintowhichtheProjectwill beselling its output.

Electricity forecastsindicate that Pacific Northwestloads could grow by about 5,928
averagemegawattsby theyear2015 if mediumeconomicgrowthoccurs.13 Since1991,the
region has added2,470 averagemegawattsof generatingresourcesand conservation.
Naturalgasgenerationaccountedfor 57 percentof theseadditions.’4 Theregionhasalso
lost someelectricity resources.Theclosureof the Trojannuclearplant decreasedenergy
suppliesby about725 averagemegawatts. In addition, changesin how thehydropower
systemis operated,designedto protectendangeredsalmonand other fish and wildlife,
havereducedthefirm energycapabilityof theregion’shydroelectricsystemby about850
averagemegawatts.’5The regioncontinuesto faceuncertaintywith respectto thedegree
to which theoperationof thehydropowersystemmight be furtherconstrainedto protect
fish or wildlife. Severalalternativehydropoweroperationplans havebeenpromoted
recentlyby interestgroupswithin theregion. Virtually all of thealternativehydroelectric
operation plans consideredcredible evaluate the range of potential loss of future
hydroelectricgenerationcapability in the region, principally due to concernsaboutthe
impactsofexistinghydroelectricoperationsonvarioussalmonandotherfish speciesin the
region. Some of theseplansforecasta decreasein hydroelectricgenerationby several
thousandaveragemegawatts.Thesechangesareuncertain.Thereis no way to becertain
if, when and to what extent new fishery recoverymeasuresmight be implemented
resulting in hydroelectric generationcapacity reductions. These reductionsare not
reflectedin thebasecaseenergypriceprojectionsusedlater in this Report. To theextent
thereweremajorreductionsin hydroelectricgenerationcapabilityfor fish recoveryreasons
or otherwise,it would resultin upwardpressureon Pacific Northwestpricesfor output
from theProject,furtherenhancingits financialperformance.

A recent forecastof loads and resourcesfor the Pacific Northwestregionpreparedby
Bonneville in 1997 is summarizedin Table 1. This is the most recentpublic domain
forecasttypically relieduponby theregion’sutility andpowersupply industry. It showsa
needfor newgenerationof over2,000 MW beginningin the year2000,escalatingto over
3,600MW by 2008. However,this forecastdoesnotconsidertheimpactof anynon-utility
generation(suchastheProject)that mayentercommercialoperationduringthis period. In

13 Ibid.

‘4lbid.
15lbid.
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addition,it assumesworstcasestreamflow conditionsresultingin minimumhydroelectric
production. In anaveragewateryear,anadditional3,000 to 4,000 averagemegawattsof
energycanbeexpectedto coverthedeficitsshownhere.

The region’sutilities cannotrely upon averagewateryears in everyyear,however,and
thereforethe low wateryearconditionsareusedto establishthe amountof generation
which is requiredto reliablymeetpeakdemand. In preparingthemarketpriceforecasts
for usein theProjectedOperatingResultselsewherein this Report,HESI hasassumedlow
wateryearconditionsto determinetheneedfor new generationin thePacific Northwest.
HESIhasassumedaveragewateryearconditionsto determinetheneedfor energy. Dueto
thefishery impactchallengesfacing themajorhydroelectricresourcesin theregion,utility
powerpurchaserswill likely increasetheirdemandfor generationfrom non-hydroelectric
resourcesto meetprudentplanningandgeneratingreservemarginrequirements.

Table1
ForecastLoadsand Resourcesfor the Pacific Northwest Region

UnderMediumLoad Growth(AverageMegawatts)16

2000-2001 2003-2004 2007-2008
LoadsandExports 23,557 23,885 24,208

Hydro Resources 12,153 11,993 11,994
OtherResourcesNet 9,209 8,883 8,571

of Maintenance
NetResources 21,359 20,876 20,564
TotalSurplus (2,198) (3,008) (3,644)

(Deficit) _______________________________________________________________

Approximately2,400megawattsof largescalegeneratingresourcesareatvariousstagesof
developmentin the Pacific Northwestregion. They areall combined-cyclecombustion
turbinebasedplantssimilar to theProject. Table2 providesa summary. Thesepotential
projectshavenotbeenconsideredby BPA in theirforecastof loadandresourcesshownin
Table1.

Table 2

Major PowerPlant ProjectsUnder Develo ment in the 17

Project Name Capacity Location

SumasII 720MW Sunias,Washington

165opj~eviJJePowerAdministration,1997Pacific NorthwestLoadsandResourcesStudy

~ Washington EnergyFacilitySiting Council, theOregonEnergyFacility Siting Council, pressreleasefrom Avista

Energy, Inc.
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Table 2

Major PowerPlant ProjectsUnder Develo mentin the Northwest ~

Project Name Capacity Location

ChehalisGenerationFacility 460 MW Chehalis,Washington

Cowlitz CogenerationProject 460 MW Longview,Washington

RathdrumGeneratingProject 270 MW Rathdrum,Idaho

HermistonPowerProject 536 MW Hermiston,Oregon

Other projects not listed abovehave beenproposedand are either very early in the
developmentprocessor developmentis on hold. The HermistonPowerProjectlisted in
Table 2 is not the Hermiston GeneratingProject that is in commercial operationas
referencedunderthePacifiCorpsectionof this Report. Thein-servicedate,fuel efficiency,
fuel costs, price level and term of powersalescontracts(if any) for theseprojectsare
unknownat this time. It is highly unlikely that all of theseproposedprojectswill reach
commercialoperationThosethat do will likely not enterservicein advanceof theProject
sincenonehavereceivedbothfinal regulatorypermitsandfinancingatthis time, Noneof
theseprojects are locatednear the California-OregonBorder and nonewill have the
comparativeeaseof serving both California and Pacific Northwestmarketsaswill the
Project.

As describedunder ProjectedOperating Results elsewherein this Report, the HESI
regionalenergypriceforecastingmodelassumestheadditionof only 1,400MW of generic
newCCCTplantsin thePacific Northwestbetween2001 and2008 to meetreservemargin
requirements.This is lessthanthecapacityofthenewprojectsunderdevelopmentshown
in Table 2 above. Therefore,marketclearingprices would be depressedbelow those
forecastby HESI if all of theaboveplantswereto entercommercialoperation. However,
the effect on senior debtservicecoveragefor the Projectundersuchan eventwould be
moderateascanbeseenin theoverbuildscenariodescribedundertheSensitivityAnalysis
sectionof thisReport.

CALIFORNIA MARKET OvERvIEw

Thewholesaleelectricpowermarketin Californiagenerallyconsistsofthestatesponsored
PowerExchange(PX) whichcontrolsaccessto theloadsof thethreemajorinvestorowned
utilities (IOU’s) including PG&E, SouthernCaliforniaEdison(SCE)andSanDiegoGas&
Electric (SDG&E). TheseIOU’s havea combinedpeakload of nearly46,000 MW. The
marketalsoincludesloadson theelectricsystemsof variousmunicipalutilities, agencies
andlargeindustrialconsumers.
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California consumesmoreelectricityonanannualbasisthananyotherstate,exceptTexas.
Consumptionis expectedto increaseby 1.8 percentperyearfrom 1998 through2007,with
a capacityneedreachingnearly73,000MW.18 Table3 summarizesa forecastof loadsand
resourcesfor the stateduring this periodasforecastby theCalifornia EnergyCommission
(CEC). This is themostrecentforecastavailable,andis generallyusedby theutilities and
powersuppliersin Californiafor planningpurposes.

Table 3

ForecastLoads andResourcesfor California (Megawatts)19
_______

2000 2003 2007

Capacity Requirements 66,030 69,057 72,836

Existing and CommittedResources 59,538 58,Z5~ 57,356

Surplus(Deficit) (6,492) (10,305) (15,480)

UncommittedDemandSideManagement 4,469 5,171 6,366

PotentialOutof StateCapacityPurchases 2377 2,377 2,377

Total PotentialResources 6,846 7,548 8,743

Total Surplus(Deficit) 354 (2,757) (6,737)

PortionDueto TaxExemptMunicipalUtilities (852) (1,620) (2,852)

The table revealsa supply deficit of nearly 7,000 megawattsby the year 2007. A large
portionof this deficit for theyears2000and2003 is from tax-exemptmunicipalutilities in
thestate,including theSacramentoMunicipal Utility District (SMUD) andothers(theLos
AngelesDepartmentof Water andPoweris not forecastto havea deficit). However,this
forecastdoesnot include the impactof the largenumberof new generatingresources
plannedby non-utility generatorsin the state(seeTable 4 below). Thesehaveyet to
receiveregulatoryapproval,andthereforearenotconsideredas“committed” by theCEC.
Thosethat doproceedto completionwould serveto reducethesedeficits.

Generationresourcesin California are predominantlygasfired. Major interstatenatural
gastransportationpipelinesdeliverfuel at theOregonandArizonaborders,which is then
transportedto generatorslocatedin or nearthemajor loadcentersof Los AngelesandSan
Francisco.Significanthydroelectricresourcesarelocatedonstoragereservoirsthroughout
the State. Diablo CanyonandSanOnofreare the state’stwo operatingnuclearfacilities,

High voltagetransmissioninterconnectionswith the Pacific Northwestand the Desert

~ TheCaliforniaEnergyCommission,1996 Electricity Report,November1997,p71.

19 Ibid., p71.
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Southwestallow import of severalthousandmegawatts. Finally, severalthousand
megawattsof small powerandcogenerationfacilities arein servicethroughouttheState.
Although thegenerationportfolio is diverse,manyof thenaturalgasfired resourcesin the
regionarenearingtheendof theirservicelivesandmusteitherbe re-poweredorretiredin
thenearfuture.

Thenaturalgasfired plantsownedby PG&E, SCEand SDG&E aregenerallythehighest
costresourcesin California, andareusedto servethelastincrementof loadnot servedby
thehydroelectricplants,outof stateimportsornuclearplants. UndertermsofAB1890,the

utilities are requiredto divest themselvesof theseresourcesby selling them to third
parties. Divestiture is intendedto limit the power of theseutilities to manipulatePX
marketclearingprices(asdiscussedbelow). It is alsointendedto identify themarketvalue
of theseresourcesrelative to book value, and provide for recoveryof strandedcosts
throughrates. To date,nearlyall of theroughly10,000megawattsof utility ownednatural
gasfired plantshavebeensold to third partiesthroughcompetitiveauction. Thebuyers

havegenerallybeenlargeout of stateutilities. PG&E also recentlyannouncedplansto
divestsomeor all of its 3,980 MW of hydroelectricplantsto its non-regulatedsubsidiary
U.S. GeneratingCompany,Inc. This proposalis presentlyunderreviewby theCalifornia
PublicUtilities Commission.

Thehighvoltagetransmissionsystemsof PG&E, SCEandSDG&E areoperatedby thestate
sponsoredCal-ISO. BoththePX andCal-ISOwereestablishedby A131890for thepurposes
of creatingan independentandnon-discriminatorymarketplacefor wholesaleelectricity
amongthethreeIOU’s and otherparticipants.On aday-aheador hour-aheadbasis,each
IOU mustbid its generationsupplyandloadrequirementsinto thePX. ThePX acceptsthe
bids, determinesa marketclearingprice for all bids, and submitsbalancedschedulesof
generationand load to the Cal-ISO. The Cal-ISO in turn, determinesthe resulting
transmissionloadings,levelsof necessaryancillaryservices,andany re-dispatchnecessary
to alleviate transmissioncongestionbetweenmultiple transmissionzones in the State.
Participationby publicly ownedutilities and agenciesin the PX and the Cal-ISO is
voluntary. Most havechosennot to participateatthis time. In managingpowerflow over
theIOU systems,theCal-ISOmust considerthe transmissioncapacityrights that various
publicly owned utilities hold on the IOU systemspursuant to past contracts and
agreements.As thesecontractsexpire, the tax exemptmunicipal utilities will have to
obtainreplacementservicefromtheCal-ISO.

Over12,000 megawattsof new, large-scalegeneratingresourceshavebeenproposedfor
developmentin the stateat this time.2° The vast majority of thesearecombined-cycle
combustionturbine basedplantssimilar to the Project. Table 4 summarizesthosethat
have, or soonwill be, presentedto the California Energy Commission(CEC) for site

24) TheCaliforniaEnergyCommission,CurrentandExpectedFuturePowerPlantLicensingCases,October1998.
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certification. Noneof thesehavereceivedregulatoryapprovalfrom the CECandtherefore

havenot beenconsideredby theCECin their forecastof supplydeficitsshownin Table3.

Table4

Major Power PlantProjectsUnderDevelopmentin California21

ProjectName Capacity Location

Antelope 1,000MW CaliforniaCity, KernCounty

Blythe 400MW Blythe,RiversideCounty

DeltaEnergyCenter 535 - 800 MW Pittsburg,ContraCostaCounty

Elk Hills 500 MW Elk Hills, KernCounty

HighDesert 680-720MW Victorville, SanBernardino
_________________________________ County

La Paloma 1,048MW McKittrick areaof KernCounty

Long BeachDistrict EnergyFacility 500 MW Long Beach,LosAngelesCounty

Midway Sunset 500 MW Fellows,KernCounty

MossLanding 1000MW MossLanding,MontereyCounty

Morro Bay 530 MW Morro Bay, San Luis Obispo
________________________ _________ County

OtayMesa 1,050MW Otay Mesa area, San Diego
___________________________________ County

Pastoria 960MW TejonRanch,KernCounty

PittsburgDistrict EnergyFacility 500 MW Pittsburg,ContraCostaCounty

SouthCity 550 MW SouthSanFrancisco

Sunlaw 800MW Vernon,Los AngelesCounty

SunriseCogeneration 300MW Fellows,KernCounty

SutterPower 500MW YubaCity area,SutterCounty

ThreeMountainPower 500 MW Burney,ShastaCounty

Thefuel effidency,fuel costs,pricelevel andtermof powersalescontracts(if any)for these
projectsare unknownat this time. The majority will likely enterserviceafter the dateof

SubstantialCompletionof the Projectdueto thecurrent12 to 18 monthleadtimerequired
for CEC permitting. In addition, they will be competingfor CEC staff resourcesfor
applicationreview. It is highly unlikely that all of theseproposedprojectswill reach

commercialoperation. Environmentalconstraintshaveslowedregulatoryapprovalof two

21 Ibid.
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of the aboveprojectswhich are the mostadvancedin the California permittingprocess.
This is in contrastto the Project,for which all majorpermitshavebeenreceived. Of the
approximately12,000 MW of projectswhich have beenannounced,only approximately
1,200MW arein advancedstagesof regulatoryreview, More importantly,morethan8,000
MW of theseprojectsarein thesouthernhalf of California. Presentseasonaltransmission
constraintsfrom southto northto serveinto theserviceterritoriesof Pacific Gas& Electric
(PG&E) andtax-exemptmunicipalutilities in thePG&E territory will likely resultin either
physicaloreconomicbarriersto entryto thatmarketareafor over8,000MW of theprojects
listed in Table 3. This greatly reducesthe impactof this capacityon the marketto be
servedby theProject. Noneof the projectsareexpectedto beprice competitivewith the
Projectfor salesinto the Pacific Northweston a sustainedbasisdue to the extraelectric
transmissionservice costs to reach the COB or markets north and the addedgas
transportationcostto deliver fuel to theseplantsascomparedto theProject. Noneofthese
projectsarelocatedneartheCalifornia-OregonBorderandnonewifi havethecomparative

easeof servingbothCaliforniaandPacific Northwestmarketsaswill theProject.

NATURAL GAS SUPPLYAND TRANSPORTATION

The Facility will be interconnectedwith the high pressuregastransportationsystemof
PGTNW along the Medford Lateral. The Medford lateral providesserviceto local gas
distribution companiesin southernOregon from the PGTNW mainline which runs
approximately20 miles eastof theFacility sitenearMalin, Oregon. The MedfordLateral
hasa capacityof approximately200 million cubic feetper day, while themainline hasa

capacityof over I billion cubicfeetperday. TheFacility is expectedto consume75 million
cubic feet per day on average(90million cubic feet per day maximum)of naturalgas.
Transportationserviceon themainlineandtheMedfordLateralwill beprovidedby PPM
undertermsof theFuelSupplyAgreementdescribedelsewherein thisReport.

The PGTNWmainline servesasthemain north-southpathfor naturalgasto travel from
the producingregionsof Alberta,Canadato the marketsof the Pacific Northwestand

California. Gaspurchasedin Canadais first deliveredon theNOVA and AlbertaNatural
Gastransmissionsystemsto thePGTNWmainlinenearKingsgate,BritishColumbia. The
mainline then intersectsfurther southwith Williams Pipeline Northwestat Stanfield,
Oregonnearthebordersof OregonandWashington.This interconnectionallows PGTNW
customersto alsopurchasegasfrom themajorproducingregionsof British Columbiaand
theRocky Mountains.FromStanfield,gasflows southon PGTNWto theCaliforniaBorder
whereit is deliveredinto the intra-statesystemof PG&E. A relatively small amountalso
flows into the TuscaroraPipeline for delivery to Reno, Nevada. Malin hasbecomea

popular point of delivery for salesbetweengas tradersin Canadaand the California
utilities, marketersand industrialsthat hold capacityon thevariousCalifornia intra-state
gastransmissionpipelines.
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Gasreservesin AlbertaandBritishColumbiaaresubstantial.Table4 andTable5 ifiustrate
thatproductionof just thecurrentprovenreserves(takingno creditfor potentialreserves)
in thesesupply areas,alongwith the relatively minor amountsfrom California, andthe
Rocky Mountains, could satisfy all of the current demandof the Pacific Northwest,
California, the Rocky Mountain area,and westernCanadafor approximately17 years
basedon presentprovenreserves.Producersareexpectedto drill andcontinueto expand
the provenreservesandbring newgassupplyto themarketin orderto earna returnon
theiracquisitioncosts.

Table5

ProvenNaturalGasReservesVariousSupplyRegions~

SupplyRegionandProvenReservesin Trillions of CubicFeet(TCF):

Alberta 52.8

BritishColumbia 10.5

California 5.1

RockyMountains 4.9

Total Reserves 73.3

Table6
Forecast1999NaturalGasDemandfor VariousDemandRegions23

DemandRegionsand1999ForecastDemand(TCF/yr.):

WesternCanada 1.3

PacificNorthwest 0.4

California 2.0

RockyMountains 0.6

TotalDemand 4.3

Thereis an active marketfor gastransportationcapacityreleaseon the PGTNWsystem
today. In Decemberof 1998, therewasmore that 750,000 MMBtu per day of released
capacityin servicefrom Kingsgateto Maim, morethanhalfof the capacityof thepipeline.
Over 61,000 MMBtU per day of this was releasedin Decemberaloneby 10 different
shippers.Pricesvariedwidely, from 1 percentto 100 percentof full tariff cost,averaging

~ The CaliforniaEnergyCommission,NaturalGasMarketOutlook,SupplementalStaffReport to theBiennialFuelsReport,

June1998.Appendix A

~ Ibid., Appendix C
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about67 percent.Full tariff costis thecostthatPGTNWwould chargeto delivergasunder
their FERC approvedgastransportationtariffs. SinceJuly 1997, therehasbeenat least
412,000MMBtu/day of releasedcapacityin serviceon this segment.24Thiswould be more
than enoughto serve the approximately75,000 MMBtu/day averagedaily needof the
Project.

Although firm gastransportationserviceon the NOVA, AlbertaNaturalGasandPGTNW
systemsis offered throughthe respectivepipeline companiesat establishedtariffs and
rates,capacityis generally fully subscribedtoday and must be obtainedfrom existing
shippersthrough capacityrelease. Capacitymay be releasedthrough competitivebid
sponsoredby thepipeline,or by negotiatedsaleby theshipper. In somecases,fuel canbe
purchasedon a deliveredbasiswheretransportationcapacityis bundledwith thesupply.
Today,capacityutilization rateson theAlbertato Malin delivery pathareapproaching100
percent.Capacityutilization is forecastto increaseover thenexttwentyyearsto morethat
125 percentof the existing capacityof the path, indicating a needfor future capacity
increases~.

Significantpipeline capacityadditions are under developmentat this time to improve
delivery from Albertato areasof theeasternU.S. This is expectedto increasedemandand
pricesfor naturalgasfrom Alberta. Californiademandis expectedto remainstrongand
capacityexpansionsalong the PGTNW delivery pathare expectedto occur. The CEC
expectsprices for gasdeliveredat MaIm to increaseat a real rate of approximately2
percentper year over the next 20 years.26 A real escalationrate excludesthe effect of
inflation. This is similar to the 1.8percentperyear(real) rateof increasein thecostof fuel
deliveredto the Facility that is assumedby HESI in their COB Electricity MarketPrice
Forecastthatwasusedto developprojectedoperatingresultsasdescribedelsewherein this

Report. HESI hasassumeda 2.8 percentperyear inflation ratein theirmodel. This rate
mustbeaddedto the1.8 percentperyearrealrateof increaseto determinethepriceof gas
in future (nominal)dollars.

THE PROJECT

THE FACILITY

The Project includes a cogenerationfacility (the Facifity) that will be designedto 1)
generateand deliver 483,790 kilowatts of electricity with no steam delivery; and 2)
simultaneouslygenerateand deliver 464,020 kilowatts of electricity and 200,000pounds

24
pacjfjc NorthwestNaturalGasMarket Review,January1999,BrentFriedenbergAssociates,Ltd.

~ The California EnergyCommission,NaturalGasMarket Outlook,SupplementalStaffReport to the BiennialFuels Report,

June1998,Appendix A

26 Ibid., p41.
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per hour of steamwithout using the auxiliary boiler, at averageambient operating
conditions.

The Facility will include two natural gas-fired combustionturbine generatorswith a
nominal capacityof 161 megawattseach,two heatrecoverysteamgeneratorswith low,
intermediateand high pressuresteamsystems,auxiliary duct burnersand 150 foot tall
exhauststacks,a steamturbinegeneratorwith a nominalcapacityof 175 megawatts,an
evaporativecoolingtower,watertreatmentequipment,threenominal400,000gallonwater
storagetanks,a dualfuel auxiliary boiler,anaboveground200,000gallon fuel oil storage
tank, three 18/500 kV main transformers, a 500 kV electrical switchyard, an
interconnectionto the nearbynaturalgasmeteringstation,a storm watercollection and
evaporationpond,accessandparkingareas,anapproximately80 foot tall turbinebuilding
with spacefor operatingand maintenancestaff and services,a steamdelivery pipeline,
condensatereturn pumps and pipeline, and makeupwater pipeline connectedto the
CollinsFacility,andotheritems.

TheProjectwill alsoincludecertainnecessarysupportingfacilities includingcooling water
and potablewatersupply pipelines,awastewaterdischargepipeline,andcertainrights of
way. Thesesupportingfacilities aredescribedin moredetail in thefollowing sectionsof

thisReport.

THE FACILITY SITE

The Facility will be locatedoutsidetheCity limits on approximately19 acresof property
leasedby theCity from Coffins andadjacentto theCollins Facility. Thesite is zonedM3-
HeavyIndustrialandis currently vacant. It is locatedapproximately3 milessouthof the
centralareaof the City, 1200 feetnorthof the KlamathRiver, and adjacentto a smaller
residentialareaknownasWestKlamath Falls. Thesite is approximately4150feetabove
sealevelandreceivesanaverageof 10 to 15 inchesofprecipitationannually.

A studywasperformedin theFacility site areaby GolderAssociatesInc. (Golder)in 1995
to evaluatethepotentialfor environmentalimpactsat theFacility sitedueto pastand/or
presentoperationsorconditionsattheCollins Facility (theGolderStudy). Weyerhaeuser,
Inc. wastheownerandoperatorof theCollins Facility at thetime theGolderStudywas

performed. TheCollins Facility, includingthe Facility site area,waspurchasedby Collins
fromWeyerhaeuser,Inc. in 1996. Thescopeof theGolderStudyincludedaCollins Facility
inspection, interviews with on site personnel,review of environmentalpermits and
regulatory files, and review of certain federal and local lists of known or suspected
hazardouswastesitesorspills within a onemile radius. TheGolder Studyrevealedthat
the Facility site had historically beenused for periodic log storageand minor rock
excavation. The Facility site hadnot beenusedfor industrial land filling. However,
adjacentareasof the Collins Facility were usedfor land filling by Weyerhaeuser,Inc.
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OregonDepartmentof EnvironmentalQuality (ODEQ) recordsshowedthat industrial
wastes were placed into at least five landfill sites, including paint wastes, urea
formaldehyde,phenolic resins,wastewatersludgeandprocesswastes.Two of thesesites,
which aresmall pits, arelocatedto thenorthof theFacility site (within approximately500
feet) and to the southof theexisting road thatlinks the Facility site areawith the main
Collins Facility. A third landfill site is locatedacrossthe existing road to the north,
between500 and1000feetfrom theFacility site. Two morelandfill areasarewithin 1,000
feet of the Facility site. Basedon discussionswith Collins (formerly Weyerhaeuser)
personnel,thetwo pits nearestto the Facility siteareolder and relatively insignificantin
sizeandextentof potentialcontamination,while thethird site is morerecentandlikely to
containthe wastematerialsreferencedin theODEQ records. The fourth and fifth sites
werejudgedto beinsignificantin sizeandextentof potentialcontamination.

Basedon theresultsof theGolderstudy,Weyerhaeuserwasconsultedto assistin locating
the Facility site in anareaof low probabilityfor subsurfacecontamination.Subsequently,
the presentFacility site waschosen. Golderrecommendedthat a moredetailedstudybe
performedto investigatethe specific Facility site, and to estimatethe extentand costof
remediation activities needed. A more detailed study would involve sub-surface
explorationincluding geophysical,soil gas,testpit andmonitoringwell tests. However,
Golder concludedthat the Facility site was not listed as a hazardouswastesite or a
Superfundsitewith theODEQorthefederalEnvironmentalProtectionAgency(EPA),and
recordsshowedno suchsitewithin a onemile radius.27

Given the resultsof theGolder Study and thefact that subsequentexcavationsby both
Golder and PKE (described below) did not indicate the presenceof subsurface
contamination,the City and PKE determinedthat a more detailedenvironmentalstudy
was not necessary. BVC is responsiblefor removing or remediatingany hazardous
substancediscoveredduring construction of the Facility under terms of the EPC
Agreementdescribedelsewherein this Report. BVC may submit a requestfor cost
reimbursementand/orscheduleextensiondue to theremovalor remediation, Collins is
responsiblefor the costofsuchremovalorremediationundertermsof theLeasedescribed
elsewherein this Report. The City is not liable for the performanceor cost of any
remediation of pre-existing hazardoussubstanceson the Facility site, and will be
indemnifiedandheldharmlessby Collinswith respectto remediationcosts.

Golder performeda geologic and seismic hazardsevaluationof the Facility site in
November,1996. Golder found the site hadbeenclassifiedasseismiczone3 basedon
expectedgroundaccelerationduringseismic events, It slopesgently downtowardsthe
KiamathRiver,and consistsof soil andorganicdebrisfills from oneto ninefeetdeepand

~PhaseOne- EnvironmentalStudy,ProposedSite of theKiamathCogenerationProject,WeyerhaeuserMill Site, Kianiath

FallsOregon,GolderAssociates,Inc.,PortlandOregon,September14,1995.
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sandstoneorlavabedrockatrelativelyshallowdepths.Golderconcludedthatthereareno
knowngeologicor seismichazardsthatwould precludeuseof thesitefor theFacility.~In
early1998,PKEperformedexploratorydrilling atthenewsiteto determinethedepthof fill
(e.g., soil, sawdust,wooddebris)to bedrock. Depthto bedrockvariedfrom oneto twelve
feet. BVC commissioneda geophysicalstudyof the Facility site in April 1998. Thestudy
usedseismicrefractiontechniquesto measurethe density of sub-surfacestructuresand
estimate the difficulty of excavationduring Facility construction. No unexpected
subsurfaceconditionswerefound.

Basedon the reportsfrom theGolderseismicevaluation,thePKEexploratorydrilling and
the BVC geophysicalstudy, the Facility site appearssuitablefor the constructionwork
requiredto completetheFacility. Theprovisionsunderthe EPCAgreementandtheLease
for removal or remediationof hazardousmaterialsfound at the Facility site are also
reasonableandtypical. Dueto themaximumdepthof12 feetto bedrockattheFacility site
asreportedby BVC, in theunexpectedeventthatsubsurfacecontaminationis encountered,
thereis no reasonto believe that the avoidanceor remediationof suchcontamination
wouldmateriallydelaythetimely completionofProjectconstruction.

POWER GENERATION TECHNOLOGY

The Facility will utilize combined cycle combustion turbine (CCCT) based power
generationtechnology.This technologyhasbecomepopularfor powergenerationoverthe
lastfew decadesascombustionturbinereliability andperformancehaveimprovedandthe
costof naturalgashasfallen. Today,CCCT technologyis themostfuelefficientgenerating
technologythat is commerciallyavailable. Thevastmajority of powergenerationprojects
proposedfor developmentin theU.S. todayproposeto useCCCTtechnology.

Underthis technology,ambientair is ingestedby a combustionturbinewhich consistsof
axial flow compressor,combustion,and turbinesections. Ambient air is compressed,
mixed with naturalgasand combusted. The resulting hot gassesexpandthrough the
power turbine section of the combustion turbine which drives an electric generator.
Exhaustgassesfrom the powerturbinethenexit themachineand passthrougha heat
recoverysteamgenerator(HRSG). Heatfrom the exhaustgassescausethewater in the
HRSGto boil, generatinghighpressuresteamthatis fedto aseparatesteamturbineelectric
generator. At the Facility, somesteamwill be extractedfrom the steamturbine and
deliveredto Collins. Theremainingsteamwill be furtherexpandedandthencondensed
prior to returningit to theHRSGto beheatedagain.

ExhaustgassespassingthroughtheHRSGareinjectedwith ammoniaandpassedthrough
achemicalcatalystto removenitrogenoxides(NOx) beforebeingventedto theatmosphere

2~EPCAgreement,Exhibit A - GeOteChrtICa!InvestigationReport,GolderAssociates,Inc.,November6,1996.
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throughanexhauststack. This is knownasselectivecatalytic reduction(SCR) emissions
control technology. The combustionturbineswill also employ specialDry Low NOx
combustorsthat do not require water injection for NOx emission reduction. This
combination of SCR and Dry Low NOx technologieshas been acceptedas the Best
AvailableControlTechnology(BAa) for NOx emissionsfrom the Facility by the ODEQ
undertermsof theAir DischargeContaminationPermit (ADCP) issuedfor theProjectand
describedelsewherein thisReport.

The Facility will also employ various condensing,cooling water, water treatment,
transformer,equipmentprotection,fire protection,and control systemtechnologiesand
equipmentthat aretypicalfor moderncombinedcyclegenerationplants.

Combinedcycle combustionturbine power generationis a proven technologythat is
widely acceptedin the industry,and is acceptablefor useat the Project. Useof this
technologywill enablethe Projectto bea low costandreliableproducerrelativeto other
power generatorsin the wholesalepower market. The majority of existing power
generationplantsin themarketrely on obsoletenon-combustionturbinebasedgas,coal
andnucleartechnologiesthat areless efficientand morecostly to operateandmaintain.
New non-combustionturbine based power generationtechnologiescurrently under
development,such as fuel cells and photo-voltaics, are not expected to reach
commercializationandwidespreadindustryacceptancein thenearfuture.

FACILITY DESIGN AND RELIABILITY

Designspecificationsof theFacility specify that it be designedbasedon acceptedutility
industrypracticesandstandards,for primarily baseloadoperation,with a servicelife ofat
least30 years.As hasbeenthecasewith otherpowergenerationfacilities designedto such
standards,theFacility canbeexpectedto operatefor approximatelyforty yearsassuming
propermaintenanceand reasonableperiodic capital improvementsareperformed. The
Facility will havetwo independentcombustionturbinegeneratorandHRSG setsratedat
approximately161 MW eachatsitespecificaverageambientconditions,andasinglesteam
turbinegeneratorset ratedat approximately175 MW. Eachgeneratorwill haveits own
independenttransformerto stepup generatorvoltagefor interconnectionto the500 kV
Meridianto CaptainJacktransmissionline.

The Facility will bedesignedto becapableof operatingatreducedcapacitywith only one
combustionturbinegenerator/HRSG/transformersetin service. TheFacility will alsobe
designedsuchthat inadvertentshutdownof onecombustionturbine/HRSG/transformer
setwifi notcauseshutdownof theother. Prolongedfailure of thesteamturbinegenerator
andtransformer,or anyof theelectric,gasor cooling water interconnectionlines,would
leadto Facility shutdown, TheFacility will bedesignedto achieveanannualavailability,
which is thepercentageof hoursin a year thatthe Facility is capableof operating,of at
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least93 percent. With propermaintenanceandperiodiccapitalexpenditures,this level of
availability canbe reasonablyexpectedover its commerciallife. A sinking fundfor repair
andmajormaintenancehasbeenestablishedundertheBond Indentureandis includedin
theprojectedoperatingresultspro formawith theobjectiveof maintainingFacility output
capabilityandavailability.

TheFacility will utilize variousmicroprocessorbasedcomputersystemsfor control,data
acquisition,communicationand otherpurposes.Certainmicroprocessorbasedcomputer
systemsin generalusetodayat someexistingpowergenerationfacilities areexpectedto
fail dueto theupcomingdatetransitionfrom theyear1999 to 2000. However,manyof the
microprocessorbasedsystemsthatwill beusedattheFacility will likely bemanufactured
aftertheyear2000. In addition, theperformanceof manyof thecomputersystemswifi be
testedprior to starting or operatingthe Facility. Therefore, failure of thesecomputer
systems due to date transition is unlikely and is not expectedto impact Facility
constructionor operation. BVC is responsiblefor procurementand testing of all
equipmentat the Facility, andfor repairor replacementof computersystemsthat do fail
under terms of the one year warranty they are providing under the EPC Agreement
describedelsewherein thisReport.

COMBUSTION TURBINE TECHNOLOGY

Each combustion turbine at the Facility will be a model 5OIFD combustionturbine
manufacturedby SiemensWestinghousePower,Inc. This model is the latestversionof the
model 501F combustionturbine that is in servicethroughoutthe utility industry. The
model 501F combustionturbine was introducedin 1992. Fifty eight 501F combustion
turbinesarein serviceworldwide. Thecombined501F and701F (the latter for 50 hertz
internationalmarkets)fleet hasaccumulatedapproximately500,000hoursof service. The
oldestmachinein the fleet is a 501F in serviceat theMartin generatingstationof Florida
Powerand Light, whereit hasaccumulatedapproximately42,000hoursof servicesince
1993. Annualavailability of thismachinehasaveraged95.3percent.

The 5O1FD generally indudeslonger bladesin the first two compressorstages,more
aerodynamicallyefficientbladesin compressorstages3 through16, andlargerandmore
aerodynamicallyefficient turbinebladesin the turbinestage4 ascomparedwith earlier
versionsof the 501F. The result is increasedcapacityanddecreasedheatrate. Table 7
belowsummarizeskey performanceparametersof the 5O1FDascomparedto the501F,as
well asthe501Gthatis currentlyunderdevelopmentby SiemensWestinghouse.

Table 7
EstimatedPerformance of SiemensWestinghouseModel 501 CombustionTurbines

in Simple Cycleat SeaLeveland59 degreesF
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Model501F Model5O1FD Model501G

Capacity 160MW 167 MW 230MW

HeatRate(HHV Basis) 10,663Btu/kWh 10,107Btu/kWh 9,831Btu/kWh

No 5OIFD combustionturbinesarein operationatthis time. A full speed,no loadtestof a
5O1FD compressorsectionwasrecentlyperformedto benchmarkthecomputationaltools
usedto designthe5O1FD. Thefirst 5O1FDmodelis scheduledto ship in Octoberof 1999. It
will go into simple cycle (no steamturbine) service. Instrumentationwill be usedto

monitor flows, temperatures,vibrations and otherparametersduring an initial testing
period. Resultsfrom the testingwill be usedto correctany designdeficienciesprior to

shipmentof the5OIFD combustionturbinesthat will be usedin the Facility. Theseare
scheduledto ship in mid 2000. Eighteento twentyother5O1FD combustionturbineswill
havebeenshippedby themiddleof 2000.

Thereare likely to becontinuedmarginalimprovementsin thefuel efficiencyof combined
cycle generationtechnology. However,therateof improvementis reachingthepoint of
diminishingreturn. This canbeseenby observingthe 5.2 percentheatrateimprovement
of the 5OIFD model over the 501F model versus the smaller 2.7 percentheatrate
improvementof the 501G model over the 5O1FD model. The fuel efficiency of a
combustionturbine basedCCCT plant (aswith any power plant or engine)is driven
primarily by its operating (firing) temperature,pressure,massflow and heattransfer
capability. CCCT technology has reached the point at which continued small
improvementsin thesekey areaswifi requireever largeradvancementsin metallurgy,
ceramics,and heatrecovery. The researchand developmentcosts of thesetechnology
advancementswill increasethecapitalcostsof CCCT technology,placinga practicallimit
on the level of fuel efficiency ultimately available from theseplants. Today, market
participantsgenerally consider this practical limit to be 6500 Btu/kWh. The 6,795
Btu/kWh combinedcycle heatrateof theProject(asdescribedmorefully underthe EPC
Agreementsectionof thisReport)compareswell with thisexpectedpracticallimit.

Any disadvantagetheProjectmayfacewith respectto future,moreefficientplantsmaybe
overshadowedby its site locationadvantagewhichresultsin reducedtransmissionservice
costsand lossesto reachCOB. Furthermore,the ownersof future,moreefficient plants
will haveto recoveranexpectedhighercostper kilowatt of installedcapacitydue to the
technologyimprovements Fmally,existmggeneratorswith significantly higherheatrates
thanthe Projectareexpectedto continueoperationwell after thetime the Projectbegins
commercialoperation. Thesefacilities will set the marketclearingprice (as described
underthe ProjectedOperatingResultssectionof this Report) for many yearsafter the
Projectis in operation.
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Theaddition of higherefficiency future combustionturbineand combinedcycle units in
thefuture is expectedto havelittle impacton seniordebtservicecoverageof the Project
given thattheheatrateof theProjectcomparesfavorablywith theexpectedpracticalheat
ratelimit asdiscussedabove.

OPERATING MODES

Simultaneouscogenerationof electricity andsteamwifi be thenormaloperatingmodeof
the Facility. The electricalgeneratingcapacityof the Facility will vary inverselywith
ambienttemperature.This is typical of combustionturbinebasedplants,andis causedby
variationsin air densityin conjunctionwith thefixed volumecapacityof thecombustion
turbine. The Facility will be able to compensatefor this loss of capacitythrough
evaporativecoolingof combustionturbineinlet air,and theuseof auxiliary burnersin the
HRSG to boost steamproduction. The electricaloutput capacityof the Facility will
degradeas operatinghours increase. This is also typical of combustionturbinebased
plantsdueto normalwearof rotatingcomponents.Themajorityof this capacitylosswifi

be recoveredthroughperiodic compressorwashing,and overhauland refurbishmentof
thecombustionturbines.

TheFacility wifi be designedto operateatany pointfrom 30 percentto 100 percentof
full load capability while deliveringup to the maximumexpectedsteamdemandto
Collins (275,000poundsper hour). Steammay also be suppliedfrom the auxiliary
boiler, in particularwhenthepowergenerationequipmentat theFacility is shutdown.
Theauxiliaryboilerwill bedesignedto augmentsteamdelivery to Collins only,andnot
to augmentpowerproductionfrom the steamturbinegenerator. The auxiliary boiler
will becapableof operatingondistillate fuel oil aswell asnaturalgas.This ensuresthat
steamcanbedeliveredto Collinswhennaturalgasis unavailable.TheFacility will also
bedesignedto operatewhiledeliveringnosteamto Collins (CombinedCycleMode).

TheFacility wifi bedesignedto meetall the permittedair, waterandnoiseemissionlevels
duringall operatingmodes.TheFacility will bedesignedto startupfrom a warmstandby
condition (less than48 hours following a previous shutdown)to full load in Combined
CycleModewithin two hours,andto shutdownfromfull loadwithin two hours.

ELECTRIC INTERCONNECTION

PacifiCorpwifi relocatea portion of the existing 500 kV transmissionsystemnear the
Facility (approximately6500 feettotal), and install necessaryprotectiverelaying, remote
data acquisition and metering, to interconnectthe Project with the existing 500 kV
Meridian-CaptainJack transmissionline at the 500 kV substationat the Facility. The
proposedroute for the relocatedline lies entirely on Collins propertyexceptfor a one
quarteracreparcel ownedby ColumbiaPlywood,Inc. The City will pay PacifiCorpfor
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this relocation and interconnectionunder terms of the Interconnection Agreement

describedelsewherein thisReport. Paymentwill befundedfromProjectBondproceeds.

Transmissionserviceon this line for delivery of Projectoutputcanbeprovidedby both
PacifiCorpandBPA. Theline is ownedby PacifiCorp,but BPA hasrights to aportionof
the transmissioncapacity. Delivery of the portion of Projectoutput sold to qualified
purchasersand other third partiesat COB will be providedunder the Transmission
ServicesAgreementwith BPA describedlater in this Report,supplementedperiodically
with short term transmissionpurchasesfrom BPA, Delivery of the portion of Project
outputpurchasedby PPM will beprovidedby BPA or PacifiCorpatPPM’sexpense.The
transmissionservicesundercontractwith BPA aresufficient to deliverall Projectoutput
sold to qualified purchasersand other third parties to COB or other points where
purchasersare anticipatedto desiredelivery. Transmissionsystemmodeling studies
performedby RMI in cooperationwith PacifiCorpand BPA havedemonstratedthat all

Project output can be transmitted from the Project to COB without encountering
transmissionconstraints,

FuEL INTERCONNECTION AND SUPPLY

PGTNWwill install tap,regulationandmeteringfacilities attheir existing450 poundsper
squareinch (psig) naturalgasregulationandmeteringstationadjacentto theFacility site
asnecessaryto allow connectionof theFacility to theMedford Lateralandto supplyall the
gasfuel needsof the Facility. The cost for this interconnectionwill be recoveredby
PGTNWthroughthegastransportationratechargedundertermsof the FTSA agreement
describedelsewherein this Report. The Facility will include all necessaryseparation,
filtering and otherequipmentto ensurethat fuel deliveredto the combustionturbines
complieswith thequalityrequirementsof themanufacturer.

WATER SUPPLY AND WASTEWATER DISCHARGE

The City will install, or causeto be installed, a new potablewatersupply pipeline to
connecttheFacility to theexistingwaterdistributionsystemof theCity. Thepipelinewill
run northwestfrom the Facility site for approximatelyonemile. It will follow existing
Kiamath County streetrights-of-wayalongWeyerhaeuserRoaduntil it reachestheCity
system. Undertermsof theSiteCertificatedescribedelsewherein this Report,up to 160
gallons per minute of potablewater may be consumedon an averageannualbasis if
cooling waterfrom theSSWWTP(asdescribedbelow) is available. Up to 137 gallonsper
minute is expectedto be consumedunder maximumdemandconditions. This potable
waterwill be usedfor evaporativecooling of combustionturbine inlet air, a portion of

condensatemakeupneeds,andvariousminorbuilding uses. Constructionof the pipeline
will befundedfrom ProjectBond proceeds.Theline will bebuilt, ownedandoperatedby
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theCity. Waterwill beprovidedby theCity undertermsof theWaterServicesAgreement
describedelsewherein this Report.

TheCity will alsoinstall, or causeto be installed,a newcooling watersupplypipelineto
connecttheFacility to the existingSSWWTPof theCity. The pipelinewill runnortheast
from the Facility site for approximately5 miles. It will follow existingCity easementsand
OregonDepartmentof Transportation(ODOT) rights-of-way. Two new cooling water
supplypumpswill be installedat theSSWWTP. Up to 2,279gallonsperminuteof treated
effluentfromtheSSWWTPwill beusedto replacewaterevaporatedfrom theplantcooling
tower undermaximum expecteddemandconditions. This is the largestconsumptive
wateruseof theFacility. Up to 3.1 million gallonsperday(equivalentto 2,152gallonsper
minute over any 24-hourperiod)maybeusedundertermsof the ReclaimedWaterUse
Plandescribedelsewherein this Report. Actual consumptionis notexpectedto exceedthe
allowed daily limit, since maximum consumptionwill occur during high ambient
temperatureconditions(95 degrees)whichwill notoccurduringall hoursof theday. Use
of treatedeffluent from the SSWWTP allows the City to reducethe volume of effluent
dischargedfrom theSSWWTPto theKlamathRiver. Constructionof thepipelinewill be
fundedfrom ProjectBond proceeds.Thepipelinewill bebuilt, ownedandoperatedby the
City. Water will be providedby theCity undertermsof the Water ServicesAgreement
describedelsewherein this Report.

TheCity will alsoinstall, or causeto be installed,a newwastewaterdischargepipelineto

connectthe Facility to the existingsewersystemof theCity. It will n.m alongthe same
route as the cooling water supply pipeline. Up to 647 gallonsper minute of sanitary
drains,and water rejectedfrom the HRSG’s,water treatmentsystem,cooling towerand
combustion turbine will be collected and sent to the existing sewer system under
maximumexpecteddischargeconditions. Up to 1,000,800 gallonsperday(equivalentto
695 gallonsperminute)onanmonthlyaveragebasismaybedischargedundertermsof the

IndustrialWasteDischargepermitdescribedelsewherein this Report. Constructionof the
pipelinewill be fundedfrom ProjectBond proceeds. The line will be built, ownedand
operatedby theCity. Sewerservicewill beprovidedby theCity undertermsoftheWater
ServicesAgreementdescribedelsewherein thisReport.

Stormwaterwill becollectedthrougha systemof drainsand directedto an evaporation
pondlocatedon thesite. Thisstormwatercollectionsystemwill bebuilt by BVC underthe
EPCAgreementdescribedelsewherein this Report.

STEAM EXPORT, CONDENSATE RETURNAND MAKEUP WATER

The Facility will include a new nominal 325 psig steampipeline to connectthe steam
systemof the Facility with thesteamsystemof the Collins Facility. Up to 275,000pounds
perhourof steamfrom either thesteamturbine,theauxiliary boiler, theHRSG’sor some
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combinationof thesewill be madeavailableto theCollins Facility. The Projectwifi also
include new condensatereturnpumps at the Collins Facility and a condensatereturn
pipelinefrom theCollins Facility to the Facility. Approximately60 percentof thesteam
deliveredto Coffins will be returnedas condensate. The balancewill be returnedas
makeupwaterfrom anexistingwaterwell attheCollinsFacility. TheProjectwill includea
makeupwatersupplypipelinefrom thewell watersystemat theCollins Facility. Makeup
waterwifi be usedto replacecondensatenotrecoveredfrom theCollins Facility aswell as
aportionof thesteamorcondensatelost from theFacility itself. Undermaximumexpected
demandconditions,up to 240 gallonsperminuteof condensatewill be returnedfrom the

Collins Facility andup to 160 gallonsperminutewill bewithdrawnfrom thewell. Up to
601 gallonsperminuteof makeupwatermaybewithdrawnfromthewell undertermsof
theAuthorizationto AppropriatePublicWatersdescribedelsewherein this Report. The
steamdelivery, condensateandmakeupwater returnpipelineswill run southwestfrom
theFacility siteonpropertyownedby Collinsfor approximatelyhalf a mile. Thepipelines
and pumpswill be ownedby theCity andbuilt by BVC aspartof theirscopeunderthe
EPCAgreement.Thepipelinesandpumpswill bemaintainedby Coffins.

AUTHORIZATIONS, PERMITS, AND COMPLIANCE

Theprimary governmentalpermitsandapprovalsrequiredfor theProjectarea statesite
certificate,air emissionspermit, local conditionalusepermit,watersupplyand discharge
permits, storm water permit, and various transportationand other local permits and
approvals. The requirementsand statusof thesepermits and approvalsaredescribed
below.

SITE CERTIFICATE

Pursuantto theStateof OregonRevisedStatutes(ORS),no energyfacility with anelectric
generationcapacityof 25 megawattsor moremaybe constructedor operatedin Oregon
without first obtaininga SiteCertificatefrom the OregonEnergyFacility Siting Council
(EFSC),or anexemptiontherefrom. In reviewinganApplicationfor SiteCertificate(ASC),
EFSCmustdeterminethat thesiting, constructionandoperationof theenergyfacility will
beaccomplishedin a mannerconsistentwith protectionof the public healthand safety,
and in compliance with the energy, air, water, solid waste, land use and other
environmentalprotectionpolicies of Oregon. A SiteCertificateissuedby EFSCbindsthe
state,andall counties,citiesand political subdivisionsof Oregon. OnceEFSCissuesthe
Site Certificate,any necessarypermits that areaddressedin theSite Certificatemustbe
issuedby theresponsiblestateagencyor local governmentwithoutfurtherproceedings.

EFSC issueda Site Certificatefor the Project to the City in August1997, This Site
Certificate wasamendedin April 1998 to incorporatea two combustionturbineFacility
design,and again in December1998 to incorporatea 500 kV interconnection. TheSite
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Certificate contains a detailed description of the Project including capacity, major
equipment,siteconditions,electric,gasandwater interconnections,sourcesandvolumes
of water,wastewaterdischargesandotherinformation. TheSiteCertificatealsocontains
certainconditionsthat the City must meetin design,constructionand operationof the
Project. Theserepresenttherequirementsof all the individual stateandlocal agenciesthat
havepermittingjurisdiction over the Project(e.g., fish and wildlife, endangeredspecies,
etc.) aswell asadditionalconditionsimposedby EFSCitself. Many of theconditionsare
basedon commitmentsmadepreviouslyon behalf of the City during the application
process.

The key conditions of the Site Certificate include; 1) the Project must be designed,

constructed,operatedand retired substantiallyasdescribedin the Site Certificate,2) the
City mustobtainanAir ContaminantDischargePermit(ACDP), waterdischargepermits,
an interconnectionagreementwith PacifiCorp and a steamsale agreementprior to
construction,3) constructionof theFacility mustcommenceonor beforeMarch5, 2000and
must be completed(SubstantialCompletion) by September5, 2002, 4) the City must
developa Facility decommissioningplan and establish$6.85 million (1997 dollars) in
interestbearingreservesto funddecommissioning,and5) all watersuppliedto theFacility
mustbe from theSSWWTPother thanmakeupwaterfrom theCollins Facility andup to
160 gallonsper minuteof potablewateron anannualaveragebasisfrom the City water
system.

If water from the SSWWTPis unavailableor of unsuitablequality, the Facility mustuse
stormwatercollectedon theFacility site. If stormwateris unavailable,thenanalternative
sourceapprovedby EFSCmaybeusedtemporarily. TheFacility shouldbeableto operate
for approximately24 hoursafterlossof coolingwaterfrom theSSWWTPif potablewateris
usedas an alternativesource. This is basedon the expectedpotablewater delivery
capacityof theCity watersystem,thedesignwaterstoragecapacitiesof theFacility, and

theexpectedmaximumdemandlevelfor potablewaterattheFacility.

The SiteCertificatealsorequiresthat the Facility meetcertaininitial performancelevels.
The City musttest the Facility upon initial operationto prove that the full load output
capacityis equalto or lessthan500 MW andtheheatrateis equalto or lessthan6,795Btu
perkWh ataverageannualambientconditionswhile notexportingsteam,This is expected
to be testedandproventhroughachievementof theCombinedCycleHeatRateGuarantee
undertermsof theEPCAgreementbetweentheCity andBVC describedelsewherein this
Report.

TheSiteCertificatealsorequiresthattheCity makeavailableatleast200,000poundsper
hour of steamfor off-site industrial useon a five-year averagebasisto displaceanother

sourceof carbondioxide from fossil fuels that wouldhaveotherwiseoccurred. if Collins
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fails to consumethe requiredamount of steam,the City must sell to anotherparty an

amountof steamequivalentto theshortfall. Alternatively, theCity maypresentaplanto
offsetan amountof CO2.NON, or PM10 from othersources,the costof theplanbeingequal
to the monetizedvalueof emissionsthatwould haveoccurredif fossil fuelshadbeenused

to generateanamountof steamequivalentto thesteamshortfall.

The Site Certificate also requires that the City deposit$3.1 million (expressedin 1998

dollars) into an interestbearingescrowaccount to fund a seriesof alternativeenergy
programsandprojects(the Offset Portfolio). The City mustmonitor andverify actual
performanceof the Offset Portfolio (suchmonitoringcostlimited to no morethan$50,000

peryear), provideanannualperformancereport to the U.S. Departmentof Energyfor 30
years,andadetailedreportto EFSCeveryfive yearsreconcilingactualperformanceversus

forecastperformance. The City must also establisha $300,000 contingencyaccount
(expressedin 1996 dollars) to be drawn upon in years 10, 20 and30 to fund additional
measuresif performanceis significantly lessthanforecast.

The Site Certificate alsorequiresthat the City provide initial andannualfunding to the
OregonClimateTrust for the purposesof implementing CO2 emissionoffset measures.

Initial fundingwill bebasedon aportion of thetonsof CO2forecastto beemittedfrom the

Facility over 30 yearsmultiplied by a rate of $0.57per ton of CO2. The Site Certificate
includesadetailedstepwisecalculationmethod,which yields aninitial funding amountof

approximately$1.3 million assuminga6,795Btu/kWh heatrate. Fundsmustbedeposited
into an interestbearingescrowaccountprior to construction. Overthelife of the Facility,
the City must depositadditional amountsinto the accountannually if Facility heatrate

degradesmorethan3 percentfrom theheatrateat theendof the first yearof operation.

The Facility heatrate (adjustedfor anysteamdeliveries,non-standardambientconditions
andphysicaldegradation)will bedeterminedthroughperformanceof afull load100 hour

testat theendof eachoperatingyear.

The Site Certificateconditionswere reviewedby PKE andthe City andthoseconditions

which impact designandperformancehavebeenincorporatedin the designcriteria and

schedulingprovisions of the EPC contract which has beenexecutedwith BVC. The
conditionsareexpectedto bemetin the design,construction,andoperationof theFacility.
The City must provide periodic Project construction and operation reports to EFSC.

Constructionreports will be generatedby BVC under terms of the EPC Agreement
describedelsewherein this Report. Operationreportswill be generatedby PPM under
termsof the ManagementAgreementdescribedelsewherein this Report. EFSChascertain
audit andinspectionrights, andmayrevoke or suspendthe Site Certificate for failure to
comply with the termsor conditionsof theSiteCertificate.
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A~EMISSIONS

The Facility will emit certainair pollutants during operationand is thereforesubjectto

federalandstateair pollution controlregulations. Applicationandenforcementof stateair
quality regulationsfor the Project is the responsibilityof the ODEQ. ODEQ has been
delegatedauthorityby thefederalEPAto applyandenforcefederalair quality regulations.
PKE, on behalfof the City, submittedanapplicationfor anAir DischargeContamination

Permit (ADCP) to ODEQon February27,1996andasupplementalapplicationon April 11,

1997. ODEQissuedanADCP to theCity on January27,1998. In September1998,theCity
filed arequestto amendtheACDPto allow ahigherSO2emissionratedueto apotentially

higher thanexpectedsulfur contentin the gassupply to the Facility. This requestwas
approvedin November1998.

Approval to constructunderthe ADCP becomesinvalid if constructionof the Facility has
not commencedby July 27, 1999 (18 monthsfrom the original ADCP issuedate),or if

constructionis discontinuedfor aperiodof 18 months,or if constructionis not completed
within 18 monthsof the scheduledconstructioncompletiondate. ODEQmayextendthese

deadlinesuponsatisfactoryshowingby theCity thatanextensionis justified.

The ADCP containscertain conditions that the City must satisfy in both designand

operationof the Facility. Thecombustionturbinesmustutilize Dry Low NOx andselective
catalytic reduction (SCR) technology to reduce NOx emission levels. These were

determinedto be the BACT for NOx for theFacility. Specific emissionratelimits for each

combustionturbineareshownin Table8 below:

Table8
Allowable EmissionLevelsfrom Each CombustionTurbine Measuredat HRSG Stack
Pollutant InstantaneousConcentration Daily RateLimit (lbs/br)

______ Limit (ppm)@15%02 ___________________________
NOx 4.5 33.1 (24houraverag~)
CO 15 (atbaseload) 71.3 (8 houraverage)

PM10 None 6.8

These combustion turbine emission limits do not apply during Facility startup and
shutdownoperations.Thecombustionturbinesmayonly usepipelinequalitynaturalgas
fuel. Eachof theductburnersin the HRSG’scanemitno morethan0.2poundsof NOx for

everyMMBtu of naturalgasinput.

With respectto theauxiliary boiler,NOx emissionconcentrationscannotexceed30 ppm(at
0.3 percent02) while on naturalgasfuel and60 ppmwhileon distillate fuel exceptduring
startupandshutdownoperations. The auxiliary boileralsohascertaininstantaneousSO2
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andPM10 emissionconcentrationlimits. Distillate fuel musthavea sulfurcontentof 0.05

percentor lessby weight.

In addition to theseconcentrationand daily averagerate limits, the sourcesmust be
operatedsuch thatemissionsdo not exceedcertainmaximumannualandhourly average

PlantSite EmissionLimits (PSEL) exceptduring startupandshutdownoperations. The
PSELaresummarizedin Table9 below.

Table9
________ PlantSiteEmissionLimits (PSEL) __________________

Pollutant TurbinesandDuctBurners Auxiliary Auxiliary Totals
Boiler, Boiler, (NaturalGas)

_________ _________________________NaturalGas Distillate Oil ____________________

PM10 14lb/hr, 2.0 lb/hr, 5.4 lb/hr, 16 lb/hr
_________ 56.8tons/year 2.6tons/yr 8,1 tons/yr 59.4tons/yr

CO 143 lb/hr. 16.3lb/hr, 18.2lb/hr. 159.3lb/hr
_________ 536 tons/year 21.4tons/yr 60.9 tons/yr 558 tons/yr

NOx 66 lb/hr. 14.4lb/hr. 29.9lb/hr. 80.4lb/hr
_________ 251 tons/year 18.9tons/yr 56.5 tons/yr 270tons/yr

S02 6.6 lb/hr, 0.8lb/hr. 20.6lb/hr, 20.6lb/hr
_________ 25 tons/year 1.0tons/yr 6.7 tons/yr 29tons/yr

VOC 35lb/hr. 1.9lb/hr, 1.9lb/hr, 36.9lb/hr
_________ 120tons/year 2.5tons/yr 7.1 tons/yr 123 tons/yr

NH3 52 lb/hr, n/a n/a 52 lb/hr
_________ 200tons/year ____________ ____________ 200tons/yr

The combustionturbinesmaybe operatedat partial loadswhereemissionsexceedthese
limits, but not below50 percentof combustionturbinebasefull loadcapacityandnot for
morethan200hoursperyear. During suchperiods,the PSELfor eachcombustionturbine

will be increasedto 227 lbs/hr of CO and76 lbs/hr of VOC. The ductburnersmay be
operatedwithout limitation, providedthatthecombinedPSELfor thecombustionturbines

andductburnersshownaboveis not exceeded. Emissionsper year from the auxiliary
boiler may exceedthe auxiliary boiler PSEL if there is a correspondingdecreasein

operationof thecombustionturbinesthat offset theexcessemissions.The auxiliary boiler
canoperateon distillatefuel only whenthe Facility combustionturbinesandtheboilersat

theCollinsFacility areshutdown. Thecombustionturbinesandductburnersmayoperate
simultaneously,but the combustionturbines,duct burnersand auxiliary boiler cannot

operatesimultaneouslyfor morethan875hoursperyear.

The City must perform an emissionstest of the Facility within 60 days of achieving
maximumfiring rate,but no later than180 days after initial startup,to demonstratethat

the Facility can meet the combustionturbine emission limits and the auxiliary boiler

emissionlimits. The testmustbe performedin accordancewith ODEQ testprocedures.
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BVC is responsiblefor performanceof this test under terms of the EPC Agreement
describedelsewherein thisReport.

The City must also install a continuousemissionsmonitoringsystem(CEMS) to monitor
and recordNOx, CO and 02 emissionsfrom thecombustionturbines,a CEMS systemto
monitor and record 02 levels from the auxiliary boiler, and a continuousopacity
monitoringsystem(COMS) to monitorandrecordopacitylevelsfrom theauxiliary boiler.
Alternatively, theCity maysubstituteanopacitymonitoringplanfor theCOMS subjectto
ODEQ and(EPA) approval. Theauxiliary boilerwill alsorequireNOx monitoringif NOx
emissionlevelsfrom theauxiliary boilerexceed70 percentof theNOx emissionlimit for
theauxiliaryboilerduringtheemissionstest.

TheCity mustsubmita detailedannualFacility operatingreportto ODEQ includinghours
of operation of each source, operating levels, emission levels, fuel constituents,
maintenancerecords,and otherinformation. PKE is responsiblefor generatingthis report

undertermsof the O&M Agreementdescribedelsewherein thisReport. The City must
submitanewpermitapplicationto ODEQprior to installinganynewsource,modifyingan
existing source,or changingthe processor hoursof operationof the Facility that may
increaseemissions.TheCity mustalsosubmitanAcid Rainpermitapplicationto ODEQat
least24 monthsprior to operationof theFacility, andanOregonTitle V OperatingPermit
applicationno later thanoneyearafterinitial startup. TheAcid Rainpermitapplication
wasfiled with theODEQin February1999.

PKEis responsiblefor operatingthe Projectandpreparingreportsin compliancewith the
requirementsof theACDPundertermsof the0&M Agreementdescribedelsewherein this
Report.

The modelingof air emissionsfrom the Facility to assessthe ability to comply with the
aboveemissionlimitations wasperformedbasedon operatingcharacteristicsconsistent
with the5OIFD turbineandrelatedFacility equipment.Themodelresultswerereviewed

by ODEQ, which determinedthat the Facility is expectedto comply with theair permit
operatingconditionsandemissionlimitations.

Undertermsof theSteamSaleAgreementdescribedelsewherein this Report,Collins will
ceaseoperationof their gas-firedsteamboilersnumber8 and 9 at the Collins Facility
wheneversteamis available from the Facility. This shutdownis consistentwith the
assumptionsmade for modeling the PM10 emission impacts of the Facility during
applicationfor the ACDP. It is alsoconsistentwith the economicincentiveof Collins to
takesteamfrom theFacility ratherthanfrom theolderandlessfuel efficientboilers8 and
9. Thereis no reasonto believeatthis timethat Collinswould continueto operateboilers8
and9, causingtheCity to be requiredto obtainPM10 emissionoffsetsfrom othersourcesto
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limit thePM10 emissionimpactof theFacility. However,PM10 emissionoffsetsareavailable
through the PM10 .Offset PurchaseAgreement described elsewherein this Report.
Additional PM10 offsets are expectedto be available from Collins and other industrial
facilitiesin thegeneralvicinity of theFacility.

CONDITIONAL USEPERMIT

As a major new industrial facility located in Kiamath County, with portions of its
supporting facilities located in the City of Kiamath Falls, the Project must receive
ConditionalUsePermits(CUP) fromtheCountyandtheCity.

The County planning commissionmust determineif the proposeduseof the site is
consistentwith the Kiamath County Land DevelopmentCode and the Comprehensive
Land UsePlan for the County. The County review considersa broad rangeof impacts
including impactson agriculturalandforestlands, openspaceandscenicareas,cultural
andhistoricareas,wildlife habitat,groundwaterresources,surfacewaterrunoff,recreation
andothers.

TheCity requestedand receiveda CUPfrom theCountyfor a singlecombustionturbine
configurationplant on June7, 1995 (CUP-29-95). On August1, 1997, the City requested
and receiveda CUP for the transmissionline, cooling water supply line, potablewater
pipelineandwastewaterdischargepipelineto servetheplant (CUP 54-97). On December
30, 1997, theCity receivedanamendmentto CUP-29-95to allow developmentofa singleor
dual turbine configurationplant. Finally, in December1998, the City requestedand
receiveda new CUP (CUP-102-98)amendingCUP-29-95to authorizeconstructionof a
eithera 230kV or 500kV switchyard,andexpansionof theFacility site to 20 acres. These
CUPs,in aggregate,constituteCountyapprovalofthe Project. TheProjectwasfoundto be
consistentwith the existing zoningand useof surroundingproperties. The CUPs do
requirethat thevisualimpactof theProjectviewedfromOregonHighway97 bemitigated
by theuseof neutralcolor schemesandlandscaping,andthat accessto theProjectsitewill
be subjectto approvalof the OregonDepartmentof Transportation(ODOT), and that
constructionwork on ODOT right of way shall requireapplicationand permits from
ODOT. A descriptionof thenecessaryODOT permitsand approvalsis providedunder
OtherAuthorizationsandPermitselsewherein thisReport.

Although theProjectsite is outsidetheCity limits, thecoolingwatersupplypipelineand
wastewaterreturnpipelineof the Projectpassthroughthe City limits, TheCommunity
DevelopmentOrdinanceof the City requiresa CUP for all structures. The City has
indicatedin aletterdatedFebruary13,1996 thatundergroundpipelinesdo not qualify as
structures.Therefore,noCUPis necessaryfor thepipelines.
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On March 6, 1996, the City issued CUP 6-96 for installation of 230 kV electric
interconnectionlines to interconnectthe Facility with the PacifiCorp230 kV system. The

City andPKE havesince chosento interconnectthe Facility with the 500 kV systemof
PacifiCorp. On December10, 1998,PacifiCorpobtainedCUP1O1-98from the Countyfor

the re-alignmentof the PacifiCorp500 kV transmissionsystemthat is necessaryfor this
interconnection.

WATER SUPPLY, DISCHARGE AND STORM WATER

TheCity hasreceivedvariousauthorizationsandpermitsfor watersupplyanddischarge
for the Facility.

The City receiveda Permit to Appropriate Public Waterson October1, 1997 from the

Oregon Water ResourcesDepartment (OWRD) for the purpose of providing boiler
condensatemakeupwater to the Facility. OWRDdeterminedthatgroundwateruseby the
Facility is compliantwith the GroundwaterAct of 1955. The permit expandsthe rights

underanexistingCollinscertificate,andallowstheCity andCollins to withdrawup to 1.34

cubicfeetper second(601 gallonsperminute) of water from anexistingwell attheCollins
Facility. The maximum expecteddemandfor boiler condensatemakeupwater at the
Facility, net of condensatereturnedfrom the Collins Facility, is 160 gallonsper minute.

TheCity mustinstall a flow meterandreportflows to OWRDeveryyear. Constructionof
necessarypipelinesanduseof thewatermustbeginno laterthanOctober1, 2002.

Potablewaterwill besuppliedby aseparateconnectionto the existingCity potablewater

system. The Facility is expectedto consumeup to 137gallonsper minuteof potablewater
at designmaximumdemandconditions. EFSC hasdeterminedthatuseof potablewater
will notadverselyimpactthe City’s waterrights.

To allow the useof effluent from the SSWWTPas coolingwater for the Facility, the City

requestedand received a modification to their existing National Pollutant Discharge
EliminationSystem(NPDES) permit for the SSWWTPon October21, 1997. Application

andenforcementof the NPDESwithin Oregonhasbeendelegatedto ODEQby the federal
EPA. TheODEQ, in consultationwith the OWRDandtheOregonDepartmentof Fishand

Wildlife (ODFW),hasdeterminedthatno additionalwaterrights are necessaryfor useof
the effluentandthatuseof theeffluent shouldimproveKiamathRiver waterquality. The

revisedpermitrequiresthe City to pre-treatSSWWTPeffluentprior to useby the Facility.
The City mustalsomonitor andrecordflow, temperature,chlorineandColiform level of

theeffluent. TheCity mustalsoadhereto its approvedReclaimedWater UsePlan. Under

thePlan,up to 3.1 million gallonsperdayof effluent canbeusedby the Facility, abackup
supplyof cooling water will beusedif quality limits of thepermitareexceeded,andsigns,

markings and other safeguardsmust be employed to preventhumanconsumptionof
effluentattheFacility.
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TheCity issuedan IndustrialWastewaterDischargePermit for the Facility on March 1,
1998. Dischargefrom the Facility’s wastewaterpre-treatmentsystemto the SSWWTP
(exclusiveof sanitarywaste)cannotexceed1,000,800gallonsper daywith a pH between
5.0 and 10.0. Up to 647 gallonsper minute (931,680gallons per day) of dischargeis
expectedunderdesignmaximumconditions. Concentrationsof certainmetalsandother
parameterscannotexceedlimits listed in thepermit. Concentrationsof theseparameters
mustbesampledandreportedin JuneandDecemberof eachyear. Dischargeflow andpH
must also be measuredand recorded, The Site Certificate requires that effluent
consumptionlesswastewaterdischarge(netconsumptionof effluent) at theFacility must
not exceed1,640 gallonsper minute (2,361,600gallonsper day). This effectively limits
withdrawal from the Kiamath River for the purposeof protecting threatenedand
endangeredspecies.

On October8, 1997, the City requestedand receivedcoverageof Facility storm water
dischargeunderthe Stateof OregongeneralNPDESstormwaterpermit issuedby ODEQ.
An applicationto transferthe permitto PKE wasfiled January29, 1999andthe transfer
wasapprovedby ODEQon February28, 1999. Thepermit requiresthat an Erosionand
SedimentControlPlan(ESCP)besubmittedto theODEQ. TheESCPmustbeapprovedby
theODEQ prior to constructionof theProject. BVC is responsiblefor preparationof the
ESCPundertermsof theEPC Agreementdescribedelsewherein this Report. The ESCP
mustbe developedand implementedto preventthe dischargeof significantamountsof
sedimentto surfacewaters. The ESCPmust includedetaileddescriptionsof thesite, site

gradingand drainageplans,erosionandsedimentcontrol measuresto beusedandother
information. 13VC must properly operateand maintain the control measures,halt or
reduceactivity if the measuresfail, and remove and disposeof any sediment that
improperlyaccumulates.Thereis no reasonto believethat theESCPwill notbeapproved
on a timely basisconsistentwith the plannedschedulefor commercialoperationof the
Facility.

OTHER AUTHORIZATIONS, PERMITS AND REQUIREMENTS

The City must obtain an Approach Road Permit from the Oregon Departmentof
Transportation(ODOT) prior to constructionof site accessfrom Statehighway 97. The
City mustalsoobtainODOT permitsfor constructionof waterandwastewaterpipelines
locatedin ODOT rights of way,and for passageof anyoversizeor overweightloadson
stateorfederalhighways.Theissuanceofthesepermitsis contingentuponsubmissionof
detailedProjectdesigndocumentsto ODOT. Thesewifi beprovidedby BVC during the
detaileddesignphaseof the Projectand after financial closing. However, theseare
relativelyminorpermitsand thereis no reasonat thistime to believethat theywifi notbe
obtained.
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Undertermsof the SiteCertificate,the City mustcoordinatewith ODFW in creationor
restorationof wildlife habitat,andprovideup to $20,000for repairof theHaymakerDyke
locatedin theODFW KiarnathWildlife Area.

TheSite Certificaterequiresthe City to flag and avoid disturbing an archaeologicalsite
neartheproposedcoolingwatersupplypipelineroute. If disturbanceis unavoidable,the
City mustfirst obtainnecessarypermitsfrom theOregonStateHistoric PreservationOffice

(OSHPO). During construction,a memberof the Kiamath Tribe will be employedto
monitor site excavationactivities. TheCity must halt earthdisturbingwork and notify
EFSC,OSHPOand the KiamathTribe if archeologicalsites or objectsare found during
constructionof the Project. The City must thenobtainOSHPOpermitsandnot restart
workuntil it hascompliedwithconditionsof thepermits. TheCity is alsorequiredto have
arepresentativeoftheKiamathTribepresentontheFacility siteduringexcavationwork.

TheCity mustconsultwith KiamathCounty concerningnoiseimpactsfrom construction
andoperationof the Project. Constructionactivities mustbe limited to thehoursof 7:00
a.m. to 10:00 p.m. The City must retain a qualified noisespecialistto measureactual
facility noise levels at the nearestresidentialareaandat the Kiamath Wildlife Refuge
within six monthsafterinitial commercialoperationof the Facility. If noiselevelsdo not
comply with applicableDEQ regulations,the City must takeactionsnecessaryto bring
Facility noise levels into compliance. BVC is requiredto designtheProjectso thatnoise
levelsattheselocationsdonotexceedanL-10 level of50 dBA duringall reasonableFacility

operatingconditions. L-10 meansthat thenoiselevel cannotbe exceededfor morethan
10%of thetimeduringaonehourperiod.

TheCity must obtainall stateandlocal building permitsnecessaryfor constructionand
operationof theFacility. Thesewill beobtainedby BVC onbehalfof theCity underterms
of theEPC Agreementdescribedelsewherein this Report. Designandconstructionof the
Facility mustbe consistentwith Seismic Zone 3 requirements,and in compliancewith
applicablelawsand regulationsof theBuilding CodesDivision of theOregonDepartment
of Consumerand BusinessServices(DCBS). If pre-constructionseismicanalysisreveals
theneedfor enhancedseismicdesign,safetystructurescritical to public healthandsafety
(suchas hazardouswastestorageand operating control rooms) must be designedin
consultationwith DCBS.

The City must comply with the Oil Spill Contingencyand PreventionPlan program
administeredby the Water Quality Division of ODEQ regulatingthe transport,storage,
handling,spill preventionandcontrolof petroleumproducts. TheCity mustalsocomply
with various programs addressingfire protection and safety, and the storage,use,
handling,andemergencyresponsefor hazardousmaterialsandcommunityright to know
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lawsfor hazardousmaterialsadministeredby theOregonStateFire Marshall’sOffice. The
naturalgasandelectrictransmissionlinesconnectedto theProjectmustconformto design
and safety standardsadministeredby the SafetySectionof the OregonPublic Utilities
Commission.TheCity mustcomply with variousregulationsof theOregonStateHealth
Division relatingto possession,useandtransferof radioactivematerials,and potabilityof
waterfromdomesticwatersupplysystems.

TheFacility mustbe certifiedfor compliancewith thefederalPowerPlantandIndustrial
Fuel UseAct (FUA). TheFUA requiresthattheFacility becapableof beingmodifiedto use
coal or another alternative fuel as its primary fuel source. Certification may be
accomplishedby submissionof a brief form letter to the United StatesDepartmentof
EnergyOfficeof CoalandPower.TheCity submittedsuchaletteronJanuary28, 1999.

Theconditionsimposedon theProjectby theabovedescribedrelevantauthorizationsand
permitsappearreasonableandtypicalfor a powergenerationprojectof this typeandsize.
Exceptfor theODOT andbuilding permitsdescribedabove,all permitsnecessaryto begin
constructionof theFacifity havebeenobtainedat this time. Thereis no reasonatthis time
to concludethattheremainingpermitscannotbeobtainedonatimely basis.

PROJECT AGREEMENTS

OVERVIEW

The following sectiondescribesthe key provisionsof eachof the agreementsthat have
been,or will be, executedrelating to thedesign,engineering,procurement,construction,
fueling,operation,management,andsalesof outputfrom theProject(ProjectAgreements).
TheProjectAgreementsincludethefollowing:

1) SiteLeaseAgreement;

2) Engineering,ProcurementandConstructionAgreement;

3) Agreementfor ProjectManagementServicesDuringConstruction;

4) PowerPurchaseAgreement;

5) PowerBrokeringAgreement;

6) SteamSaleAgreement;

7) FuelSupplyandServicesAgreement;

8) OperationsandMaintenanceAgreement;

9) ManagementAgreement;
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10)PM10 EmissionsPurchaseOptionAgreement;

11)GenerationInterconnectionAgreement;

12)TransmissionServicesAgreement;and

13)Municipal EffluentandWaterServicesAgreement.

The ProjectAgreementsaredescribedin moredetail in the appendicesof the Limited
OfferingMemorandum,

SITE LEASE AGREEMENT

TheCity will enteranagreementto leasethe Facility site (Lease)with Collinsprior to the
dateof financialclosingof the ProjectBonds. TheLeasewill commenceon thedateupon
which all of thefollowing aresatisfied(theLeaseEffectiveDate);

1) TheCity hasenteredinto theBond Indenture;

2) Thefirst draw of constructionfunds is authorizedunderthe Bond Indenture;
and

3) TheCity hasdelivereda noticeto proceedto BVC.

If theLeaseEffectiveDatehasnotoccurredby December31, 1999, thentheCity mayeither
terminatetheLease,or proposea newLeaseEffectiveDatethat is no laterthanDecember
31, 2002 and pay $4,000 per month to Collins ascompensationfor the delay in rent
payments. If the LeaseEffectiveDatedoesnot occurby December31, 2002, thenCollins
may terminatethe Lease. Collins may also terminatethe Leaseif the City defaultsby
failing to makerentpaymentsor materiallycomply with applicablepermitsandlawsand
otherprovisionsof theLeaseafteraspecifiedcureperiod. Uponexpirationor termination
of theLeasefor anyreason,theCity is obligatedto removetheFacility.

Thetermof the Leaseis 40 yearsafterthedateof SubstantialCompletionof theFacility as
definedin theEPCAgreementdescribedelsewherein this Report. TheCity hastheright
to extendthetermfor up to threeadditionalfive-yearperiods. Rentpaymentsduring the
Facility construction period will include $750,000 due at the commencementof
construction,$750,000dueoneyear later,and$1 million duethirty daysafterthedateof
SubstantialCompletion. Rent paymentsduring the Facility operating period will be
$250,000per yearpayablein advance. Rentwill be escalatedbasedon grossdomestic
productinflation indices. Rentpaymentsaresecuredsolely by the assetsof theFacility
andrevenuesfrom saleofelectricityandsteam.Collins will haveno recourseto anyother

fundsoftheCity.
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The Lease requires Collins to provide the City with a site free of environmental

contamination. If constructionof the Facility revealsthathazardousmaterialsarepresent
at the Facility site, the City mayelectto either terminatethe Leaseor commencewith the

necessaryremediationwork to make the site suitable for the Facility. Collins will
reimbursetheCity for the costof the remediation. Collins will remainresponsiblefor all

hazardousmaterialsidentifiedand/orremovedfrom the Facility site, exceptthosereleased

bypartiesotherthanCollinsduringthe constructionor operationof the Facility.

Collins will grantthe City all easementson the adjacentCollins propertyas necessaryfor
construction,operationandmaintenanceof the Facility. Under termsof a Construction

Accessand Use AgreementbetweenCollins andthe City, Collins will alsoprovide all
necessaryFacility site accesson andacrossthe adjacentCollins property, (including rail

spuraccess),andconstructionlay down spaceandparkingspacefor BVC workersduring
construction. Collins wifi alsoprovideconstructionwater,andmayprovide otherutility

servicesto theCity andBVC.

The City wifi be responsible for paying all real estate,personal property, special

assessmentsor other taxeslevied againstits interestin the Facility. If the City fails to
maintainor repairthe Facility, andsuchfailure adverselyimpactsCollins undertheSteam

SaleAgreement(describedelsewherein this Report), thenCollins hasaright to perform
thenecessarywork andbeimmediatelyreimbursedby theCity. Undertermsof theBond

Indenture,anamountof at least$6.85 million (1998dollars) wifi be reservedfrom Project

Bondproceeds(SiteRestorationFund)to providefor Facility removalandsiterestoration.

ENGINEERING, PROCUREMENT AND CONSTRUCTION AGREEMENT

The City enteredinto anagreementto design,engineer,procureandconstructthe Facility

(theEPCAgreement)with BVC on August31, 1998. BVC wifi obtainsitecontrol andbegin

construction activities upon issuanceof a Notice to Proceedby the City. The EPC
Agreementwill continuethroughthe dateon which the Facility is mechanicallycomplete,
hasachievedperformancelevels guaranteedby BVC (asdescribedbelow), is in compliance

with all applicablelaws andpermits,andis operatingin compliancewith therequirements
of the PowerPurchaseAgreementandthe SteamSalesAgreementasdescribedelsewhere

in this Report(SubstantialCompletion). The term wifi continueuntil all outstanding,

relatively minor scopeand performanceissuesare resolved (Final Completion). If the
Notice to Proceeddoesnot occuron or beforeOctober1, 1999,thenBVC mayterminatethe
EPCAgreement.The Notice to Proceedis expectedto be issuedby theCity atthefinancial

closingof the ProjectBonds.

BVC will preparedetaileddesignof the Facility including constructionspecificationsand

drawings. The Facility must comply with the TechnicalScopeDocumentof the City
includedasAppendixA to the EPC Agreement,theContractor’sDescriptionof Equipment
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andFacility SystemsincludedasExhibit B to the EPCAgreement,the500 kV Switchyard
Option Scopeof Work andSpecificationsincludedin Attachment11 of Exhibit A andthe
Fire ProtectionRequirementsdescribedin Exhibit K. BVC will procureequipmentand
employ subcontractorsas necessaryto constructthe Facility, selecting from a list of
acceptablesuppliersshownin Attachment10 of Exhibit A to the EPCAgreement. BVC
will coordinatethe Facility designand constructionwith thedesignandconstructionof
interconnectionfacilities by theCity, PacifiCorp,PGTNW,ODOT andCollins. BVC will
also coordinatewith regulatorsandobtainall necessaryapprovalsandpermitsotherthan
the major federal, stateand local permits (Final Permits) that the City will obtain and
which are listed in Appendix D to the EPC Agreement. BVC will provide a full time

project managerand staff on site to manageconstructionof the Facility, including
inspection,quality control,scheduleandcostcontrol,materialexpediting,storage,owner
presentationand reportpreparationtasks. BVC will completethe Facility in general
accordancewith theConstructionScheduleincludedin Exhibit E. BVC hasagreedto pay
wageratesno lessthantheprevailingwageratesfor local laborasdescribedin Appendix
E to theEPCAgreement.

The City, through PKE, will provide personnelon site to monitor constructionof the
Facility. PKE will also provideon-siteFacility operatingpersonnelat leastsix months
prior to the scheduleddateof SubstantialCompletionto receivetraining and assist in
Facility startupand testing. ThesePKE serviceswill be performedunder termsof the
Project ManagementDuring Construction Agreementand the O&M Agreementas
describedelsewherein this Report. TheCity must providepotablewater,cooling water,
wastewater connection, natural gas supply, and 500 kV electric transmission
interconnectionto the Facility within the quality, quantity and location requirements
(terminalpoints) asshownin Attachments1 through5 of Exhibit A oftheEPC Agreement.
Thegeotechnicalandenvironmentalfeaturesof theFacility sitemustsubstantiallyconform
to thoseidentified in thegeotechnicalstudiesandtheGolderStudyprovidedby theCity,
included in Attachments6 and 7 of Exhibit A. The quality and temperatureof the
condensatecollectedfrom theCollins Facility mustsubstantiallyconformto thatspecified
in the Collins plant returncondensateanalysisprovidedby the City and included in
Attachment9 of Exhibit A.

Forprovisionof theFacility andservices,theCity will payBVC alumpsumpriceof $183.3
million, plus an additional $7.363 million for the 500kV switchyard,plus anamountof
escalationbasedon a producerprice index formula asshownin Exhibit N of the EPC
agreementfrom October1, 1998 to the Notice to ProceedDate (the Lump Sum Price).
Thesefiguresincludea non-refundable,onemillion dollardownpaymentthatwaspaidby
PKE to BVC on behalfof the City in order to obtainthe SubstantialCompletionDate
Guaranteeasdescribedelsewherein this section(CT Slot). Monthly progresspayments
will bemadeon a scheduleshownin Exhibit F of the EPC Agreement. Paymentswill be
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subjectto approvalby PKE,the City, andanindependentengineer. Five percentof each
invoice wifi be retainedby the City (the Retainage). Alternatively, BVC may postan
irrevocableretainageletterof credit(RLOC) equalto five percentof all invoicesto datein
theform shownin Exhibit L to the EPCAgreement.Either theCity or BVC mayrequestto
add,deleteorchangethework to beperformedby BVC (aChangeOrder). Uponapproval
by theCity, BVC will performtheChangeOrderwork for anadditionallumpsumamount.
If theCity and BVC cannotagreeon a lump sumamount,the amountwill becalculated
basedon the time and material compensationratesincludedin Exhibit G to the EPC
Agreement. A ChangeOrdermay alsochangetheguaranteesor warrantyprovidedby
BVC describedelsewherein this Report. BVC may not submita ChangeOrder due to
unanticipatedsubsurfaceconditions at the site, unless the condition is a hazardous
substance(as defined in the EPC Agreement),or is an undergroundpipelineor other
utility thatis estimatedto costmorethan$100,000to remove.

Title to all work, equipmentandmaterialswill passfrom BVC to theCity, freeandclearof
all liens,whenpaymentsarereceivedby BVC. BVC hasprovideda oneyearwarrantyon
all materials,equipmentand workmanshipcommencingfrom the date of Substantial
Completion,plus an additionalone-yearwarrantyon repairsmadeduring the original
one-yearwarrantyperiod. Until the dateof SubstantialCompletion,risk of lossremains
with BVC andBVC mustmaintaininsuranceon theFacility including all risk buildersrisk
(ARBR) insurance.ARBR will coverdirectdamage,testingandbusinessinterruptionin an
amountequalto theLumpSumPrice,plus limited earthquakedamage.

The City may terminatethe EPC Agreementprior to any Notice to Proceeddue to the
City’s inability to finance,permit, obtain propertyrights or completeotherdevelopment
relatedtasks. The City may terminateaftergiving theNotice to Proceed,but mustpay
BVC all coststo dateincludingthecostof anyequipmentalreadydeliveredto theFacility
site plus reasonableamountsfor overheadand profit. If the City terminatesthe EPC
Agreementfor its convenienceand thencompletestheFacility by othermeans,thenthe
City mustpayBVC anamountequalto BVC’s unrealizedprofits from theEPCAgreement,
subjectto amaximumof $5 million.

BVC wifi be in defaultif theydonotbeginto cureanybankruptcy,any failure to perform,
failure to paysubcontractors,or violationof law within ten days. TheCity maythentake
possessionand completethe Facility. I3VC will be liable to the City for any cost of
completionin excessof theLumpSumPrice. Conversely,theCity will beliable to BVCfor
anycostsavingsundertheLump SumPrice. BVC will posta performancebondequalto
the Lump SumPrice upon receiptof the Notice to Proceed. BVC hasalso provideda

ContractorParentGuaranteefrom Black & Veatchas shown in Exhibit 0 of the EPC
Agreementto ensuretheirperformance.
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Theobligationsof theCity undertheEPCAgreement,including paymentsandthecostof
otherperformance,are limited solely to the availableproceedsof the ProjectBonds,any
revenuesfrom Facility operationandproceedsof insurancepolicies. BVC hasno recourse
to the generalfundsof the City. BVC will executea ConsentAgreementas shown in
Exhibit M of the EPC Agreementto acknowledgethe rights of the bondholderswith
respectto theEPCAgreement.

PerformanceGuarantees

BVC hasprovidedseveralFacility performanceguaranteesto the City asdescribedbelow.
Performancetests,as describedin Exhibits H and I of the EPC Agreement,will be
conducted on the Facility following mechanical completion to demonstratethat
performancemeetstheguaranteedvalues. Theseperformancetestswill be conductedin
generalaccordancewith the Overall PlantPerformanceTest Code46 of the American

Society of MechanicalEngineers(ASME PTC 46). An allowancefor measurementerror
will becalculatedfor eachperformancetestby BVC perASME PTC6RandPTCI9.1 (Test
UncertaintyToleranceValue). TheTestUncertaintyToleranceValuewill beappliedto the
testedvaluesasdescribedbelow.

If thetestedperformanceof theFacility fails to meetthe guaranteedvaluesby morethan5
percent,BVC is obligatedto correcttheFacility atBVC’s costandre-performthe testsuntil
the guaranteedvaluesare met within 5 percent. if Facility testedperformanceis within
five percentof the guaranteedvalues, BVC may elect to either correctand re-testthe
Facility or allow the City to draw liquidateddamagesasdescribedin Exhibit Jof the EPC
Agreementfrom the Retainageor the RLOC. The City may draw liquidateddamagesin
any caseif the guaranteevalueshave not beenmet by the date of Final Completion.
Liquidateddamagesare the City’s sole remedyfor failure of the Facility to meet the
performanceguaranteesif the testedFacility performanceis within 5 percent of the
guaranteedvalues.

BVC has guaranteedthat the Facility will achievean output rate of at least464,020
kilowatts while exporting200,000poundsperhourof steamto Collins (the Cogeneration
Output Guarantee)while consumingno more than7,005 British thermalunits (Btu’s) of
natural gas per kilowatt-hour (kWh) of production (the CogenerationHeat Rate
Guarantee).if thetestedelectricaloutputrateis lessthanthe guaranteedvalue,thenBVC
will owethe City liquidateddamagesat therateof $500for everykilowatt of outputrate

shortfall (CogenerationOutputLiquidatedDamages). In this case,the TestUncertainty
ToleranceValuefor cogenerationoutputwould addedto thetestedelectricaloutputrateto
benefit BVC. BVC canearna bonusat therateof $300 for everykilowatt of testedoutput
rateexcessover the guaranteedvalue,subjectto a capof $2 million (CogenerationOutput
Bonus). In this case,theTestUncertaintyToleranceValuefor cogenerationoutputwould
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notbeaddedto thetestedelectricaloutputrateto benefittheCity. If thetestedheatrateis
greaterthantheguaranteedvalue,thenBVC will owethe City liquidateddamagesatthe
rate of $55,000 for every Btu per kWh of heat rate excess (CogenerationHeat Rate
LiquidatedDamages).Tn this case,theTestUncertaintyToleranceValuefor cogeneration
heatratewould be subtractedfrom the testedheatrateto benefitBVC. BVC canearna
bonusattherateof $35,000for everyBtu perkWh thatthedemonstratedheatrateis under
the guaranteedvalue,subjectto a capof $5 million (CogenerationHeatRateBonus). In
this case,the TestUncertaintyToleranceValue for cogenerationheatratewould not be
subtractedfromthetestedheatrateto benefittheCity.

BVC hasalso guaranteedthat the Facility will achievea heatrateof no morethan6,795
Btu’s per kilowatt-hour while exportingno steamto Collins (the CombinedCycle Heat
RateGuarantee).If thetestedheatrateis greaterthantheguaranteedvalue,thenBVC will
owetheCity liquidateddamagesattherateof $45,000for everyBtu perkWh of excessheat
rate(CombinedCycle HeatRateLiquidatedDamages). In this case,theTestUncertainty
ToleranceValuefor combinedcycleheatratewould besubtractedfrom thetestedheatrate

to benefitBVC. Thereis no opportunityfor BVC to earna bonusif thetestedheatrateis
lessthantheguaranteedvalue.

If theFacthty fails to meetboth theCogenerationHeatRateGuaranteeandthe Combmed
Cycle HeatRateGuarantee,BVC will owe only theCogenerationHeatRateLiquidated
DamagesortheCombmedCycleHeatRateLiquidatedDamages,whicheveris greater

Thesumof theCogenerationOutputBonusandCogenerationHeatRateBonuspayableto
BVC (if any) is limited to $5 million. The City will reserve$3 million of ProjectBond
proceedsfor paymentof thesebonuses. If thebonusespayableexceedthis amount,the
excessmust be first paidout of otheravailableProjectBond proceeds,and to the extent
theseare insufficient,thenoutof distributionspayableto theCity over thefirst 5 yearsof
Projectoperation.

BVC hasalsoguaranteedthat the auxiliary boilerwill achievea steamoutputof 275,000
poundsperhour (the Auxiliary Boiler CapacityGuarantee)while consumingnaturalgas
at a rateno greaterthan376.6 million Btu’s (MMBtu) perhour (the Auxiliary Boiler Fuel
UseGuarantee).If the testedsteamoutputrateis lessthantheguaranteedvalue,thenBVC
will owetheCity liquidateddamagesattherateof $15for everypoundperhourof output
rateshortfall. In thiscase,theTestUncertaintyToleranceValuefor auxiliary boileroutput
would beaddedto the testedvalueto benefitBVC. if thetestedfuel consumptionrateis
greaterthantheguaranteedvalue,thenBVC wifi owe theCity liquidateddamagesat the
rateof $25,000for everymillion Btu perhourof fuel consumptionrateexcess.In this case,
theTestUncertaintyToleranceValuefor auxffiaryboiler fuelusewouldbesubtractedfrom
thetestedvaluetobenefitBVC. Thereis noopportunityfor BVC to earna bonus.

51



ReviewofEPCContractLiquidatedDamageProvisions

Theliquidateddamageamountsdescribedaboveare intendedto compensatetheCity for
the decreasein expectedpowersalerevenuesand/orthe increasein expectedfuel costs
thatwould likely occuroverthe life of theProjectif theProjectis notcapableof performing
attheexpectedguaranteelevels.

The CogenerationOutputliquidateddamagerateappearsto be sufficient compensation
consideringthat the cost of replacingthis lost capacitythrough ductfiring, evaporative
cooling, and/orpurchasesfrom othergenerators,shouldalwaysbe lessthanthe costof
installinganewstandalonecombustionturbine,which is lessthan$500/kilowattbasedon
pricesgenerallyknownin thepowergenerationindustrytoday.

The CogenerationHeatRate liquidateddamagerate of $55,000 per Btu/kWh appears
sufficient, assumingthe Facility would 1) achievea 93 percentcapacityfactor, 2) incur
typical combustionturbine outputandheatratedegradation,3) facea levelizedannual
deliveredfuel cost of $1.75 per MMBtU, and 4) passapproximately47 percentof the
increasethrough to PPM via the Monthly Fuel Chargeunder the Power Purchase
Agreementover a periodof 20 years. TheCombinedCycleHeatRateliquidateddamage
ratealsoappearssuffidentfor similar reasons.

Theliquidateddamageratefor auxiliary boileroutputappearssufficient consideringthat
thecostof replacingthis lost capacityshouldalwaysbe lessthanthecostof installingan
additionalboiler, which is less than$15/poundper hour of capacitybasedon prices
generallyknownin the powergenerationindustrytoday. Finally, theliquidateddamage
ratefor auxiliary boiler fuel consumptionappearssufficient assuminga levelizedannual
deliveredfuel cost of $1.75 perMMBtu and a 10 percentannualcapacityfactor over 20
years.

Other Guaranteesand Tests

BVC hasalso providedotherguaranteesandhasagreedto performcertainothertestsof
theFacility as describedbelow. Thereare no liquidateddamagesassociatedwith these
guaranteesandtests. However,achievementof theseguaranteesandperformanceof these
testsis aprerequisitefor achievingSubstantialCompletion.

BVC hasguaranteedthat, for eachFacility operatingcasedescribedin FigureI-i of Exhibit
I of theEPCAgreement,theFacility wifi achieveanelectricaloutputandaheatratewithin
five percent(5 percent)of theNetPlantOutputandNetPlantHeatRatevaluesshownfor
eachoperatingcase. BVC hasalsoguaranteedthattheFacility will operatein compliance
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with all Facility air emissionpermitsat loadsabove60 percentof full load (theEmission

Guarantee).

BVC hasalso agreedto performa ten day Firm CapacityAvailability Test, a 100 hour
Reliability Test, and certain Functional Tests as describedin Exhibit H of the EPC
Agreement,all of whichmaybecompletedconcurrently.

SubstantialCompletion Guarantee

SubstantialCompletionwill occurafter:

1) The as testedFacility performanceis generally within 1.5 percent of the
performanceguaranteevaluesor theappropriateliquidateddamageshavebeen
paid;

2) TheEmissionGuaranteehasbeenmet;

3) Theguaranteeto achievetheFigureI-I performancehasbeenmet;and

4) The Facility has successfullypassedthe Firm CapacityAvailability Test, the
ReliabilityTestand theFunctionalTests.

BVC hasguaranteedthatSubstantialCompletionwill occuron thelaterof 1) July 1, 2001 or
2) 790 daysafter theNotice to Proceeddate. BVC mayextendthis guaranteeddateon a
day for day basis if the Notice to Proceedis not receivedby May 3, 1999. BVC may
proposeto extendthisdateuponreceiptof a substantialChangeOrderfrom theCity, or a
substantialchangein Final Permitsor applicableLaw, or occurrenceof anuncontrollable
event.

If SubstantialCompletionoccursafter the scheduleddate, then BVC will owe the City
liquidateddamagesin theamountof $20,875for eachday of delay. After 15 daysof delay,
the liquidateddamagesrate increasesto $41,750 per day. After 30 daysof delay,the
liquidated damagesrate increasesto $83,500 per day. During the period in which
liquidated damagesare accruing, BVC will receive a credit againstthe amount of
liquidateddamagesequalto the excessof anypowersalerevenuesoverall cash expenses

of the Facility. After SubstantialCompletionis achieved,theRetainageor theRLOC will
be reducedto a level equal to twice the estimatedcost to repair remaining minor
deficienciesin theFacility (thePunchList).

TheCity hasthe right to accepttheFacility for commercialoperationprior to Substantial
Completion. Such acceptancewould relieve BVC of the SubstantialCompletiondelay
relatedliquidated damagesliability only. BVC would remain liable for performance
relatedliquidateddamages. Upon SubstantialCompletion,risk of loss is transferredto
insurancepoliciesheldby theCity.

53



The total aggregateamountof damagespayableby BVC, including any loss,damages,
non—performanceof BVC or subcontractorsor suppliers,cannotexceed50 percentof the
Lump SumPrice. However,this limitation on liability doesnotextendto BVC’s obligation
to completethe physicalconstructionof theFacility to thepoint at which it is capableof
making energy deliveries consistent with prudent utility practices (Commercial

Completion),nor to any costof warrantywork by any subcontractoror vendor. BVC’s
liability for delay and performanceliquidated damagesis limited to 30 percentof the
LumpSumPrice.

AGREEMENTFORPROJECTMANAGEMENT SERVICESDURING CONSTRUCTION

The City will enterinto an agreementwith PKE for provision of project management
services during construction of the Project (the ManagementDuring Construction
Agreement)on thedateoffinancialclosureof theProjectBonds. TheManagementDuring
ConstructionAgreementwill commenceon this dateand will expireon thedateof Final

Completion.

PKE is responsiblefor planning,schedulingandconductingall businessincidentalto the
design,constructionandstartupof the Facility. Generaltasksincludeadministrationof
the EPC Agreement and other contractoragreements,administrationof the Power
PurchaseAgreementas describedelsewherein this Report, review and approvalof
schedules,plans,drawings,specifications,invoicesandchangeordersfrom BVC andother
contractors,establishmentand maintenanceof administrativeoffice facilities and on-site
representatives,provision of monthly cost, scheduleand progressreports to the City,
inspectionand consultationon the work in progress,coordinationof interconnection
facility installation,coordinationof operatingstaff training, and other tasks. PKE will
reviewand approveall applicationsfor payment,assembledocumentsrequiredto make
the monthly draw requestunder the Bond Indenture,certify the constructiondraw
requestsasOwner’s agent,and forward constructiondraw requeststo the Independent
EngineerandtheCity. TheCity will reviewandapprovethedrawrequestfor certification
by theIndependentEngineerandpaymentby theBond Trustee. PKE will not causethe
City to incurcontractualobligationsthatexceedavailablefundsundertheBond Indenture.

PKE’s costs in performing theseservices,including wages,overhead,office supplies,
utilities, andothers,will bepaidby theCity from proceedsof theProjectBonds. Project
Bond proceedswill also be usedto pay PKE a fee of $1.5 million, payablein 30 equal
monthly installmentsbeginningon the first dayof the month following the datethat a
Notice to Proceedis issuedby the City to BVC underthe EPC Agreement(the Project
ManagerFee). The principal amountof the ProjectBondsincludefunds for paymentof
theseservices.
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PKE mayapproveanychangeorderthat1) doesnotexceed$100,000in cost,and2) would
not causethe total amountof changeorderson a singlecontractto exceedthelesserof

$1,000,000or25 percentof thevalueof the applicablecontract,and3) wouldnotcausethe
budgetfor constructioncostsestablishedby theBond Indenture(ApprovedConstruction
Budget) to be exceeded.PKE is responsiblefor administeringany warranty,breachor
otherclaimsarisingundertheEPCAgreementandothercontractoragreements.PKE must
obtainCity approvalto settleclaimsthat exceed$100,000individually, or wherethetotal
aggregateof claims exceedsthe lesserof $1,000,000or 25 percentof the contractvalue.
PKE maynot acquireassetsor servicesfor the Projectfrom anyaffiliate of PKE exceptat
arm’slength, in the ordinarycourseof theProjectManager’sbusiness,andwith theCity’s
consentafterfirstpresentinga descriptionof thescopeof assetsor servicesto beprovided.
TheCity is responsiblefor funding thecostsofconstruction,andreviewingandapproving
proposedchangeorderswithin 20 days of receipt. A changeorder will be deemed
approvedif theCity doesnotrespondwithin 20 days.

PKE may enter into agreementswith qualified, experienced,reputablecontractorson
behalfof the City (a contractbetweentheCity andthecontractor)asmaybenecessaryor
desirablefor the performanceof PIKE’s dutiesundertheManagementDuringConstruction
Agreementwithout prior approvalof theCity if 1) theagreementcallsfor expenditureof
no more than$100,000 in an operatingyear,and 2) the agreementwifi not causethe
aggregateamountof expendituresunderall suchcontractoragreementsfor anoperating
yearto exceed5 percentof theApprovedConstructionBudget,and3) theagreementwill
notcausetheApprovedConstructionBudgetto beexceeded.Contractsthat areexpected
to exceed$250,000in cost in anyoneoperatingyearandhavenot receivedanexemption
from the local contractreview board, wifi be awardedpursuantto a competitivebid
procedure. PKE, for itself, may enter into agreementswith qualified, experienced,
reputablesubcontractors(contractbetweenPIKE andthecontractor)withoutrestriction.

Disputes relatedto a changeorder or the qualificationsof any subcontractorwill be
referredto binding arbitration. The liability of PIKE for anyclaim in anyoperatingyear

underthe ManagementDuring ConstructionAgreementis limited to the amountof the
ProjectManagerFeefor theoperatingyearin which theclaimoccurred.In caseof default
by either party, the party not in default may terminate the ManagementDuring
ConstructionAgreementby giving the defaultingparty45 days’ prior notice (15 daysin
thecaseof failure by theCity to makepaymentwhendue). Any suchnoticewifi become
null andvoid if thedefaultingpartyhascuredorundertakento curethedefaultwithin 30
daysof the notice (10 daysm thecaseof failure by theCity to makepaymentwhendue)
TheCity mustpay PKEtheportion of the ProjectManagerFeepayableasof thedateof
termination. Prior to terminationand for a periodup to 180 daysafterward,PIKE will
provideservicesto theCity reasonablysufficient to enablea newprojectmanagerto begin
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managingthe Facility. The City will pay the reasonablecosts of suchservicesafter the
terminationdate.

In theeventof breachor defaultby theCity, PIKE will haveno recourseagainstthegeneral
funds of City. PKE may only make claims againstmoneysavailableunderthe Bond
Indenture to satisfy claims againstthe Owner, or if the Bond Indenture has been
terminated,from proceedsof thedispositionof Facility assets,andfrom insurancepolicies
providingcoveragefor anysuchclaims. Upondefault by the City, the Bond Trusteeis
entitled to cure the defaultand exerciseall of the City’s rights underthe Management
DuringConstructionAgreement. PPM will acceptassignmentof theManagementDuring
ConstructionAgreement to the Bond Trustee, or will offer a substantially similar
agreementto theBondTrustee,

PoWERPURCHASE AGREEMENT

TheCity will enterinto a PowerPurchaseAgreementwith PPM on thedateof financial
closureof the ProjectBonds. ThePowerPurchaseAgreementwill continuein its initial
termuntil the later of 1) the 30th anniversaryof dateof SubstantialCompletionor 2) the
final maturityof thebondsissuedpursuantto the Bond Indenture. The PowerPurchase
Agreementwifi terminate if SubstantialCompletion has not occurred on or before
December31, 2003. Prior to expiration of the Power PurchaseAgreement,PPM may
extendthetermof thePowerPurchaseAgreementto thedateon whichthedurationof the
termwill equal80 percentof theuseful life of theFacility. Theusefullife of the Facility
mustbedeterminedby aqualifiedindependentengineerappointedjointly by PPMandthe
City. PPMmustalsopresentanopinionof bondcounselthatthetermextensionwill not
haveanadverseeffect on theexclusionof intereston theProjectBondsfrom thetaxable
incomeof thebondholders.

PPMwill purchase100 percentof thepowerproducedby theFacility prior to thedateof
SubstantialCompletion(TestPower). After the dateof SubstantialCompletion,PPM will
purchaseapproximately47 percentof Facility BaseCapacity,which is definedas484
megawattsmeasuredat thehigh voltageterminalsof theFacility main transformers,and
approximately 10 megawattsof Facility PeakingCapacity, which is defined as 22
megawattsmeasuredat the highvoltageterminalsof theFacility maintransformersmade
availablefrom duct firing of the HRSG’s. The Facility BaseCapacityand the Facffity
PeakingCapacityis collectivelytheFacility Nominal Capacity,andtheamountpurchased
by PPMis thePurchasedCapacity. PPMmayschedulepowerto bedeliveredfrom zeroto
100 percentof the PurchasedCapacityin any given hour, subjectto 1) a maximumload
rateof changeof five megawattsperminute per combustionturbinethenoperating,or
suchotherrateasdeterminedby theCity or its agent,and2) a minimumloadlimit such
that no permit conditionsareviolatedbut not lessthan25 percentof theFacility Nominal
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Capacity(Facility Output). Schedulesmustbe receivedfrom PPM in accordancewith the
schedulingprovisionsof Exhibit E to thePowerPurchaseAgreement.

If the Facility Nominal Capacity increasesduring the term of the Power Purchase
Agreementdue to technologyimprovementsor other Facility enhancements,thenthe
amountof PurchasedCapacitywill increaseby approximately47 percentof theincrease
providedthat 1) PPMhasagreedto payapproximately47 percentof anyAdditionalBonds
and ExcessFacility OperatingExpenses(as describedbelow) incurred to obtain such
increaseand2) bond counselhasprovidedanopinionthat suchan increasewill nothave
anadverseeffect on theexclusionof intereston tax-exemptbondsissuedundertheBond
Indenture. Thepoint of delivery is in theFacility switchyardon thehigh voltagesideof
themain transformerslocatedin theFacility switchyard. TheCity mustconstruct,operate
andmaintaintheFacility in accordancewith prudentutility practicesand applicablelaws.
TheCity mustmaintainFacility insuranceasdescribedin ExhibitD of thePowerPurchase

Agreement.

ForTestPower,PPM will paya priceequalto 75 percentof thethencurrent“hour ahead
zonalmarketclearingpriceat NW1” aspostedeachhourby theCalifornia Independent
SystemOperator.

For Facility Output, PPM will be chargeda Monthly DemandCharge,plus a Monthly
OperationsCharge,plusa Monthly Major MaintenanceFundCharge,plusa Monthly Fuel
Charge,plus aMonthly FuelTransportationChargeasspecifiedin Exhibit A of thePower
PurchaseAgreementandasdescribedbelow.

The Monthly DemandChargewill equalthe sumof 1) one sixth of approximately47
percentof the scheduledinterestdueon all Projectrelatedbondson thenextsemi-annual
interestpaymentdate,plus 2) one twelfth of approximately47 percentof thescheduled
principal paymentdue on all Projectrelatedbondson thenextannualprincipalpayment
date,plus 3) approximately47 percentof all feespaidto PGHC for creditsupportof the
TaxableSecondLien Electric RevenueBondsin thegivenmonthasdescribedin aSecond
Lien BondCreditFacility AgreementbetweenPGHCandtheCity, less4) approximately47
percent of the earningson certain funds and accountsestablishedunder the Bond

Indenture,andless5) approximately47 percentof theamountremainingin theseniordebt
servicereserveaccountafterretirementof theseniordebt,less6) approximately47 percent
of transfersinto the RevenueFund from the Reserveand ContingencyFund. Project
relatedbondsincludetheoutstandingProjectBonds,plus anybondsissuedto refundthe
ProjectBonds,plus anyadditionaldebtissuedby theCity to maintainor improvethesafe
andreliableoperationof theFacility (AdditionalBonds).
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TheMonthly OperationsChargewill equalapproximately47 percentof all coststhat are
incurredby theCity duringthethencurrentmonththat areclassifiedasFacility Operating
ExpensesunderthePowerPurchaseAgreement.SuchFacility OperatingExpensesareall
Facility costs (other thanany costsfor GasundertheFuel Supply Agreementor Special
Arrangements)classifiedasoperatingexpensesin theBond Indenture,to theextentsuch
operatingexpensesareprudentlyincurredto operate,repairarid maintaintheFacility and
to generateanddeliverFacility Outputto theFacility busbar. Facility OperatingExpenses
alsoincludescostsincurredby theCity to reviewproposals,reportsandotherdocuments
contemplatedby the Bond Indentureand other Project relatedagreements,including
internalcostsand thecostsof legal, accounting,consultingand otherthird party services
(Owner’s ReviewCosts)and arbitrationandlitigation coststhat areboth 1) includedas
operatingexpensesin theBond Indentureand2) prudentto carryout theCity’s obligations
undertheBond Indentureor applicablelaw. Owner’sReviewCostsrelatedto deliveries
beyondthe Facility busbarmay not be treatedasFacility OperatingExpenses. Facility
OperatingExpensesfor this purposewill generallyincludethecostof:

1) Scheduled,routine,preventativeandunscheduledmaintenance;

2) Consumablesandspareparts;

3) Handlingof hazardoussubstances;

4) Utilities, administrativeandconsultingservices;

5) Complyingwith authorizationsandpermits;

6) Leasepaymentsto CollinsundertheLeasedescribedelsewherein this Report;

7) Costsofinsurance;

8) Costs for administering completion of the Punch List after Substantial
CompletionundertheEPCAgreementdescribedelsewherein thisReport;

9) The O&M Fee,O&M PerformanceIncentive and Overtime Costsunderthe
O&M Agreementasdescribedelsewherein this Report;and

10) Amounts payable to third party contractors for O&M services, the
Management Fee and Management Performance Incentive under the
ManagementAgreementasdescribedelsewherein this Report.

PPMis not obligatedto pay for anyFacility OperatingExpensesthatarein excessofthe
projectedannual Facility OperatingExpensesspecified in Exhibit B to the Power
PurchaseAgreement,unlessagreedin advanceby PPM (ExcessFacility Operating
Expenses).PPMcanonly disapproveif theexcessexpensesarenot in accordwith the
Facility Agreementsor are not necessaryto comply with prudentutility practices
relatingto operationof theFacility.
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TheMonthly Major MaintenanceFundChargewill equalapproximately47 percentof
one twelfth of the Changein Major MaintenanceFund Requirementsamount as
calculatedundertheManagementAgreementdescribedelsewherein thisReport.

The Monthly Fuel Chargewill be calculatedby first calculatingthecost of gasusedfor
deliveryof Facility Output fromFacility PeakingCapacityusingaheatrateof 9,329/BTUs
perkilowatt-hour. The sameheatrateis usedto calculatethecost of gasusedfor output
sold to otherpurchasersfrom Facility PeakingCapacity. Thecostof gasusedfor delivery
of Facility Output from Facility BaseCapacitywill be allocatedto PPM pro-ratato the
percentageof Facility Output (other than Facility Output delivered to PPM or other
purchasersfrom Facility PeakingCapacitymentionedabove)scheduledby and delivered
to PPM. For this pro-ration,totalsteamsoldduring themonthwill bedeemedconverted
to electricenergyat therateof onekilowatt-hourper tenpoundsof steamandwill notbe
treatedas part of PPM’s shareof Facility Output scheduledand deliveredduring the
month. Any chargesor revenuesrelatedto SpecialArrangementsundertheFuelSupply
Agreementdescribedelsewherein theReport,andany gasimbalancecostsor othergas
costsrelatedto changesin scheduledFacility Outputafterthepre-scheduleperiodwill also
bechargedto PPM to theextenttheywereincurredonbehalfof PPM.

The Monthly Fuel TransportationChargewill equalone twelfth of approximately47
percentof all chargesfor useof theMedfordLateralasdefinedunderFuelAgreementas

describedelsewherein thisReport.

In addition to thesemonthly charges,PPM will pay approximately47percentof any
additions to the Site RestorationAccount if and when additions to this accountare
requiredundertermsof theBondIndenture,

TheCity will pay to PPMapproximately47 percentof any insuranceproceedsreceivedby
theCity dueto any Facility outageorreductionin generatingcapabilityexceptthat, for any
periodwith respectto which PPM is notrequireddueto ForceMajeureto makepayments,

the City shall be allocated an additional portion of businessinterruption insurance
proceeds(to theextentsuchbusinessinterruptioninsuranceproceedsaremadeavailable)
equalto all suchpaymentsfrom whichPPMsoobtainsrelief.

If the reliability of the Facility, excludingoutagescausedby Force Majeureevents(as
defined in the Power PurchaseAgreement) other than equipmentfailure (Facility

Reliability) asdeterminedin accordancewith Exhibit C of thePowerPurchaseAgreement
is less than92 percentin any year, PPM will receivea refund of the Monthly Demand
Charge,Monthly OperatingChargeandMonthly FuelTransportationChargebasedon the
percentageshortfallbelow 92 percent. Facility Reliability wifi increaseif theCity delivers
replacementpower to PPM during Facility outagesor deratingperiods. This refund
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provision doesnot apply during the period of time that PKE is servingasthe Operator
undertheO&M Agreementasdescribedelsewherein this Report. PPMmayalsosuspend
paymentsfor thedurationof anyFacility shutdowncausedby anuncontrollableeventif,
andto theextentthatsuchshutdownhaslastedfor morethan12 months. PPM is alsonot
obligatedto payanycostsarisingfrommodificationto therightsanddutiesof anypartyto
any of theFacility Agreements,unlessPPM hasagreedto theapplicablecostadjustments.
Such approvalshall not be unreasonablywithheld if the modification is necessaryto
maintain theFacility in a safeandreliablemannerand is in accordwith PrudentUtility

Practicesasdefinedin thePowerPurchaseAgreement.

DisputesunderthePowerPurchaseAgreementwill be referredfirst to a meetingof senior
officersorofficials of PPMandtheCity andthereafter,if necessary,to bindingarbitration.
In caseof default by either party, the other party may terminatethe PowerPurchase
Agreementon45-daysnotice(15 daysin thecaseofafailure to makepaymentswhendue).
Theright to terminatewill be deferredif the Partyin defaulthascuredor undertakento
curesuchdefaultwithin30 daysof deliveryof notice(10 daysin thecaseoffailure to make
a paymentwhendue)andthereafterdiligently pursuessuchcureuntil accomplished.The
notice of default also will be deferredduring the disputeresolutionprocessinvokedto
resolvea good faith challengeto anallegeddefault. In addition, theBond Trusteemay
cureon behalfof Ownerand is entitledto noticeof City’s defaultandits ownperiodsto
cureanydefaultsof City.

In theeventof breachordefaultby theCity, PPMwill haveno recourseagainstthegeneral
fundsof City or againstthe City’s officials or employees. PPM may only makeclaims
againstthe assetsof the Facility, its accountsreceivable,proceedsfrom the sale of
electricity andsteam,anyseparateFacility accounts,proceedsfrom the saleof the Facility
or insurancepolicies. Upon defaultby the City, the trusteeson behalfof ProjectBond
holders(the Bond Trustees)areentitled to cure thedefault and exerciseall of the City’s
rights underthe PowerPurchaseAgreement. PPM will acceptassignmentof thePower
PurchaseAgreementto theBond Trustees,orwill offer asubstantiallysimilaragreementto
theBondTrustees.

PowER BROKERING AGREEMENT

The City will enter a power brokering agreement with PPM (the Power Brokering
Agreement) on the date of fimmdal closureof the Project Bonds. The Power Brokering
Agreementcommenceswhen a Notice to Proceedis issuedto BVC under the EPC
Agreement(Term CommencementDate) and continuesfor a termof 20 years. On the
fifteenth anniversaryof the Term CommencementDate and on eachfifth anniversary
thereafter, the Power Brokering Agreementwill be automatically renewedfor five
additional years from the end of the thencurrent term (thus creatinga five year term
extension)unless a Party that doesnot wish to renew the Power Brokering Agreement
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giveswritten notice to thateffect to theotherPartyon or beforesuchanniversaryof the
TermCommencementDate. In theeventtheagreementis terminated,this servicecanbe
readily provided by others. There are severalpower marketersand powerbrokers
operatingin the westernUnited Statesat present,and the trend towardscompetitive
powermarketscanbeexpectedto resultin a continuationof severalcapablecompanies
providingsuchservicesfrom whichto select.

Underthe PowerBrokeringAgreement,PPMis responsiblefor selling to third partiesall
BrokeredFacility Output,which is all Facility Outputexceptthat which 1) is purchasedby
PPM under the Power PurchaseAgreementor 2) is usedby the City to sell to retail
customerslocatedin Kiamathcounty,Oregon(RetailPower). BrokeredFacility Outputis
expectedto be approximately53 percent (or 248,000 kilowatts) of Facility Nominal
Capacity,assuming200,000poundsperhourof steamsalesasdescribedundertheSteam
SaleAgreementasdescribedelsewherein this Report,andnoRetailPowersales. TheCity
mayterminatethePowerBrokeringAgreementwith 3 monthsnoticeif PPMhasfailed to
sellatleast95 percentof all BrokeredFacility Outputfor theprior yearandtwo of theprior
five years(the BrokeringSalesStandard).Generaldutiesof PPM will includepreparation
of anAnnualBrokeringPlan,negotiationandexecutionof salescontractson behalfof the
City thatareconsistentwith thePlan,designationof a qualifiedemployeeto sell Brokered
Facility Output for termsof 30 daysor less (Short Term Sales),and billing, collecting,

remithng and reportingof sales revenues. PPM must also offer to procure certain
transmissionservicesandTransmissionAncillary Servicesfor deliveryof BrokeredFacility
Output as necessary Transmissionservicesmclude contractsfor wheelingof Brokered
Facility Output to locationsother thanCOB. TransmissionAncillary Servicesinclude
spinning reserve,non-spinningreserve,imbalanceservice,schedulingservice,reactive
powerand otherservicesthat are offeredby utilities undertheir FERC approvedopen
accesstransmissiontariffs.

An offer to purchaseBrokeredFacility Outputreceivedby PPM will be classifiedaseither
a DebtCoveringOffer or a Debt DeficientOffer. A Debt CoveringOffer will beone in
which the incrementalrevenuesfrom the sale, whencalculatedbasedon a hypothetical
purchaseof 484 megawattsof Facility BaseCapacityfor the thencurrentoperatingyear,
would exceedthe incrementalcostsof sucha hypotheticalsale for the operatingyear
(including gas, gas transportation,electric transmission,transmissionservices and
TransmissionAncillary Servicesandothercosts),and suchexcesswould be sufficient to
maketimely depositsto all accountsthroughand including the Third Lien Bond Fundas
definedunderthe Bond Indenturefor the then currentoperatingyear. If the offer to
purchasewifi requiretheuseof Facility PeakingCapacity,thenit will beconsideredaDebt
CoveringOffer if the incrementalrevenuesexceedthecostof themaximumamountof gas
that would be necessaryto generatethe powerassuminga heatrateof 9,329 Btu/kWh.
Any offer that is not a Debt CoveringOffer is a DebtDeficientOffer. A detailedsample

61



calculationof a DebtCoveringOffer determinationis includedin Schedule1 of thePower
BrokeringAgreement.

At least 120 daysprior to the beginning of a year, the City must provide an initial
projectionoftheamountsof BrokeredFacility Outputthatwill beavailablefor saleduring
future years. At least60 daysprior to the beginning of the year, PPM wifi submit a
proposedAnnualBrokeringPlanfor theyear. TheAnnual BrokeringPlanwill includethe
following:

1) Detailson Requestsfor Proposalsthat will be issuedto qualified tax exempt
powerpurchasersduring theupcomingyear;

2) Any changesto Schedule1 of the Power Brokering Agreement that are
necessaryto allow determinationof Debt Covering Offers for new types of
offersnotcontemplated;

3) Creditstandardsagainstwhichpotentialpurchaserswill bemeasured;and

4) Plansfor anyShortTermSales,andotherinformation.

The Annual BrokeringPlanwill be treatedasconfidential informationby PPM, theCity
andtheIndependentEngineer.

TheCity wifi reviewtheAnnualBrokeringPlanandwill inform PPM ofanychangesto be
madeto theplan. If theCity doesnotproposeanychangesonorbeforea datethirty days
prior to commencementof thethenupcomingoperatingyear, the Annual BrokeringPlan
will be deemedapprovedand PPM will be authorizedto implementthe plan. If PPM

raisesa disputethat theCity’s changeswill (i) not be in accordwith PrudentMarketing
Practices(asdefinedin thePowerBrokering Agreement),or (ii) will requirePPM to take
actions in conflict with the Power Brokering Agreement or which otherwise are
unreasonablegiventhescopeof andconsiderationfor PPM’sservices,suchdisputewill be
resolvedpursuantto thedisputeresolutionprovisionsof thePowerBrokeringAgreement.

The IndependentEngineerwill also review the Annual BrokeringPlan on behalfof the
Trusteeto determineif the plan reasonablymeetsthe requirementsof the Annual
BrokeringPlanunderthe PowerBrokering Agreement. DisputesbetweenPPM and the
City, orbetweenPPMandtheIndependentEngineerwith respectto theAnnualBrokering
Planwill beresolvedthroughanexpeditedarbitrationprocesswith asinglearbitrator.

PPM will alsoprovidea projectionfor theupcomingoperatingyearof revenuesfrom the
sale of BrokeredFacility Output and Retail Power, along with a projectionof all gas,
electric transmissionservices,transmissionservicesand TransmissionAncillary Services
costs(asdescribedbelow) to producesuchpower(Projectionof RevenuesandGasCosts).
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In makingthis projection,PPMwifi 1) assumetheamountof BrokeredFacility Outputand
Retail power salesand the Facffity heatratesareequal to the amountssuppliedby the
Managerin thepreviouslyapprovedAnnualBudget(asdescribedunderthe Management

Agreementsectionof this Report),2) assumerevenuesfrom all BrokeredFacility Output
andRetailPowersalescurrently in placeandthecostof gasneededto executethesesales,
3) assumethat all remainingBrokeredFacility Output and Retail Powerwill be sold at
forwardmarketpricesfor firm energysold at COB, and gaswill bepurchasedat forward
prices of gasat points relevantto the GasMarket Price Index under the Fuel Supply
Agreementdescribedelsewherein this Report,but that BrokeredFacffity Outputis sold
only during periodswhen the incrementalrevenuesfrom the saleswould exceedthe
incrementalcostof thegas,transmission,transmissionservicesandTransmissionAncillary
Servicesto makethesales,and4) includethecostof anyadditionalelectrictransmissionor
distributionthatmaybe requiredto makethesales.

Any offer to purchaseBrokeredFacility Outputthatis receivedby PPM mustbesubmitted
to theCity, alongwith a recommendationto acceptor rejecttheoffer, if theoffer is 1) for a
termlongerthan30 days,and 2) is madeby a Qualified Purchaserasdefinedunderthe
Power Brokering Agreementthat meets the credit quality standardsof the Annual
BrokeringPlan, and 3) is receivedpursuantto either a requestfor proposalsissuedin
accordancewith an Annual Brokering Plan,or receivedby PPM outsideof its role as
Broker,but which PPM hasagreedto sharewith the Project. PPM mustsimultaneously

submitproposedSpecialArrangements(financial risk managementmeasuresdescribed
elsewherein this Report)if theoffer to purchaseis for atermlongerthan12 months. PPM
will cooperatewith theFuelSupplierundertheFuel SupplyAgreementto enabletheFuel
Supplier to obtain any necessaryGas PriceHedgesasdescribedunderthe Fuel Supply
Agreement. if the City doesnot respondto an offer within the time periodspecifiedby
PPM sothat theoffer canbetimely acceptedby PPM on theCity’s behalf,thenPPM may
acceptorrejecttheoffer on behalfof theCity in accordancewith PPM’srecommendation.
Acceptanceof theoffer will include acceptanceof the SpecialArrangementsby the City
andthegassuppliers.PPMwill acceptorrejectoffersfor ShortTermSales,andmayenter
into SpecialArrangementsfor suchsales,at its discretion. TheCity mayatits election,in

the Annual BrokeringPlanor otherwise,providePPM with standinginstructions,which
may beamendedby theCity from time to time, asto anyoffersor sharesof an offer that
PPM mayacceptorrejectwithoutfurtheractionby theCity.

As describedabove, PPM wifi acquire on the City’s behalf, and consistentwith the
provisionsof theAnnual BrokeringPlan,all transmissionservices(using,whereavailable,
firm transmissionheld by the City) and related TransmissionAncillary Servicesthat
transmissionprovidersarerequiredto provide,asneededfor thedelivery of the Brokered
Facility Output, as unit-contingentpower, from the Facility’s busbarto the point of
delivery specified in the applicablesalescontract. To the extent additionalgeneration
servicesaredesiredby a potential purchaserin order to converta delivery of Brokered
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Facility Output into firm energythat is not unit-contingent,PPM will makereasonable
efforts to procureandoffer suchadditionalgenerationserviceswith anysaleof Brokered
Facility Output. PPM maychargeto thepurchaserof BrokeredFacility Outputanycharge
lawful underapplicablelaw for anysuchadditionalgenerationservicesThepricefor such
additionalgenerationservicesofferedby PPM, however,mustbestatedto thepurchaser
separatelyfrom the price for the BrokeredFacility Output, and the purchasermust be
informed in eachinstancethat PPM will cooperatefully in permitting the purchaserto
self-supplysuchadditional generationservicesor to acquirecomparableservicesfrom
otherPersonsqualifiedto providesuchservices.PPM will not stateor imply that anysale
of Brokered Facility Output is contingenton the purchaseof any such additional
generationservicesor on thepurchaseof anyotherproductsorservicesfrom PPM.

For servicesrendered,theCity will payPPMa feeof $5000permonthprior to Substantial
Completion. After SubstantialCompletion,theCity will pay a fee of $700,000peryear,
payablein equalmonthly installments(the BrokeringBaseFee). The BrokeringBaseFee
will escalateannuallyat the consumerprice index. The City will also pay an incentive
bonusto PPMequalto 25 percentof the BrokeringBaseFeeif PPM achievestheBrokering
SalesStandardin thepreviousyear.

DisputesunderthePowerBrokeringAgreementwill be referredfirst to ameetingof senior
officersorofficials of PPM andtheCity andthereafter,if necessary,to bindingarbitration.
In caseof default by either party, the other party may terminatethe PowerBrokering
Agreementon45-daysnotice (15daysin thecaseof afailure to makepaymentswhendue).
Theright to terminatewill bedeferredif thePartyin defaulthascuredor undertakento
curesuchdefaultwithin30 daysofdelivery ofnotice(10daysin thecaseoffailureto make
apaymentwhendue)andthereafterdiligently pursuessuchcureuntil accomplished.The
notice of defaultalso will be deferredduring the disputeresolutionprocessinvokedto

resolvea good faith challengeto an allegeddefault In addition, the Bond Trusteemay
cureon behalfof theCity andis entitledto noticeof City’s defaultandits ownperiodsto
cureanydefaultsof City. The liability of PPM for any claim underthePowerBrokering
Agreementis limited to theamountof theBrokeringBaseFeeandthe BrokeringIncentive
BonusPaymentfor theoperatingyearin whichtheclaimoccurred.

In theeventofbreachor defaultby theCity, PPMwill haveno recourseagamstthegeneral
fundsof City or againstthe City’s officials or employees. PPM may only makeclaims
againstthe assetsof the Facility, its accountsreceivable,proceedsfrom the sale of
electricityand steam,anyseparateFacility accounts,proceedsfrom thesaleof theFacility
or insurancepolicies. Upon defaultby the City, the trusteeson behalfof ProjectBond
holders(the Bond Trustees)areentitledto cure thedefaultand exerciseall of the City’s
rights underthe PowerPurchaseAgreement. PPMwill acceptassignmentof the Power
BrokeringAgreementto theBond Trustee,orwifi offer a substantiallysimilar agreementto

theBond Trustee.
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STEAM SALE AGREEMENT

TheCity wifi enterinto aSteamSaleAgreementwith Collins prior to thedateof financial
closureoftheProjectBonds. Deliveriesof steamwill commenceduringstartupandtesting
of the Facility, and will continue for the durationof the Project Bonds. Collins may
terminate the Steam Sale Agreementupon one year advance notice if the date of
SubstantialCompletionhasnotoccurredby December31, 2002,or with no noticeif it has
not occurredby December31, 2003. However,this datemaybeextendeddueto delayin
Facility completion. Prior to expirationof the Agreement,Collins mayexerciseanoption
to extend the agreementon a year to year basis so long as the Facility remainsin
commercialoperationandtheLeaseremainsin effect.

TheCity will continuouslydeliversteamat320psig and430 degreesFahrenheit(Steam)to
theCollins Facility at a rateof up to 275,000poundsperhour,with a totalannuallimit of
1.752 billion poundsof Steam,which is equivalentto 200,000poundsper hour on an

annualaveragebasis. Collins hasan option to increasethe total annuallimit to 2,190
billion poundsof Steam,which is equivalentto 250,000 poundsper hour on anannual
averagebasis. Thereis nominimumamountof SteamthatCollins is requiredto takefrom
the Facility. In theeventCollins takeslessSteamthantheamountto which it is entitled,
the Facility will havea greateramountofelectricalpowerwhich canbesoldinto thepower
market. Revenueforegonefrom reducedSteamsalesis reasonablyexpectedto beobtained
from short-termsalesof Facility outputinto themarket. Collinswill notoperateits boilers
numbered8 and9 whenSteamis availablefrom theFacility.

Collins will collectthecondensedSteam(Condensate)andreturnit to theFacility. Collins
will alsodeliveranamountof well waterfrom theCollinsFacility to compensatefor Steam
that is not recoveredfrom the Collins Facility and for Steamand Condensatethat are
rejectedor lost from the Facility itself (Makeup Water). The City, through the EPC
Agreementwith BVC, will constructthe necessarySteamdelivery,Condensatereturnand
Makeup Water systemsincluding meters,tanks and pumps, on property ownedand

easementsgrantedby Collins. Electric powernecessaryfor operationof facilities at the
Collins Facility will be suppliedby Collins at no charge. Collins will also maintainthe
facilities.

Collins will alsoacceptSteam,returnCondensateand supply MakeupWaterprior to the
dateof SubstantialCompletion,subjectto schedulesfrom BVC andperiodicinterruption.

For Steamdelivered,Collins will paya monthly chargeequalto theproductof theSteam
energyactuallydeliveredduring themonth(netof CondensateandMakeupWaterenergy
returned)andacalculatedSteamprice(the Monthly SteamCharge).Thesteampricewill
equalthesumof 1) thepricefor supplyof onemonthspotnaturalgasdeliveredat AECO
“C” & Nfl aspublishedin the CanadianGas Price Reporterexpressedin U.S. $ per
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MMBtu, plus 2) a gas market premium determinedpursuant to the Fuel Supply
Agreement.plus 3) thecostof firm transportationat tariff rateson theNOVA, ANG and
PGTNW pipelines expressedin US. $ per MMBtu, plus 4) the cost of interruptible
transportationon theMedfordLateralexpressedin U.S.$ perMMBtu, pIus5) thecostof all
taxesexpressedin U.S. $ per MMBtu, the sumof thesedivided by a factor of 0.8. The

determinationand weightingof thesecomponentsmaybe changedpursuantto the Fuel
SupplyAgreement.If a naturalgaspriceor gasmarketpremiumis expressedin Canadian
dollars, it will beconvertedto U.S. dollarsusingtheexchangeratedeterminedunderthe
Fuel Supply Agreement. Collins will alsopaya chargeequalto 1) the amountof Steam
deliveredless (2) theamountof Condensatecollected,thissummultiplied by 3) $0.25per
thousandpounds,escalatingannuallyat theProducerPriceIndex (WaterPreconditioning
Charge). For up to four monthsfollowing the dateof SubstantialCompletion,rejected
Condensatewill not be consideredin calculationof the Water PreconditioningCharge.
This is dueto theexpectedde-scalingof theCollinspipingsystemswhich maytemporarily
resultin poorwaterquality.

Collins will receivea SteamRebateAmountat theend of eachfiscal yearof theProject.
Therateof rebatein thefirst yearof theSteamSaleAgreementis $0.76permillion l3tu on
thefirst 75,000poundsperhourof annualaverageSteamvolume. This rateincreasesto
$1.55 per million Btu in the remainingyears. However,paymentof the SteamRebate
Amount is subordinateto paymentof all other fees, operatingcosts, debt serviceand
funding of reservesfor the Facility. Theremaybe insufficientfundsavailableto paythe

SteamRebatein anygiven year. SteamRebateAmounts that arenot paidannuallywill
accrueand earninterestto the benefit of Collins until paid. The City mustprovide to
Collins a calculationof currentand projectedfuture amountsof cashavailablefrom the
Projectto paytheSteamRebateAmountin anyyearwhentheCity is unableto pay thefull
SteamRebateAmount.

Condensateand Makeup Water collected from the Collins Facility must meetcertain
quality specificationsas describedin Exhibit A and Exhibit B to the SteamSupply
Agreement.CondensateandMakeupWaterthatdoesnotmeettherespectivespecification
maybe rejectedby theCity. Collins will be liable for payingtheCity’s costto disposeof
rejectedCondensateandMakeupWater,andto obtainwaterfrom analternatesource.

Steamsupply is not guaranteedby the City. However,the City is requiredto usebest
efforts to maintain Steam supply during periods of Facffity shutdownor low load
operation,includingtheuseof theauxiliary boilerattheFacility. Theliability of theCity is
limited to thecostto repairdamageto Collinsequipmentdueto excessiveSteampressure,
andfor thelossof anySteamRebateAmount. Collins will maintaintheexistingboilersat
theCollins Facility in a standbymodeto provideSteamin caseof a prolongedunplanned
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outageof theFacility. TheCity mustprovideatleast14 daysadvancenoticeto Collins of
anyplannedFacffity shutdown.

DisputesundertheSteamSaleAgreementwill be referredto bindingarbitration. Collins
will haveno recourseagainstthe generalfunds of City. Collins may only makeclaims
againstthe assetsof the Facility, its accountsreceivable, proceedsfrom the sale of
electricityandSteam,anyseparateFacility accounts,proceedsfrom thesaleof theFacility
or insurancepolicies.

TheSteamSaleAgreementtermscreatean incentivefor Collins to purchaseSteamfrom
the Facility becausetheresultantpriceof deliveredSteamis expectedto be lower thanif
Collinspurchasedfuel to producesteamin its own boilers.

FUEL SUPPLY AND SERVICES AGREEMENT

The City wifi enter into a Fuel Supply and Services Agreement (the Fuel Supply
Agreement)with PPMon thedateof financialclosureof theProjectBonds. Thetermof
theFuelSupplyAgreementcommenceson thedatethattheCity issuesaNoticeto Proceed
to BVC undertheEPCAgreement,andcontinuesuntil the30th anniversaryof this date,or
until the final maturity date of the Project Bonds, whichever occurs later. Prior to
expirationof theFuelSupplyAgreement,PPMmayextendthetermto thedateon which
the durationof the termwill equal80 percentof the useful life of the Facility. For the
purposesof suchextensionof thetermof theagreement,theusefullife of theFacility must
bedeterminedby aqualified independentengineerappointedjointly by PPM andtheCity.
PPMmustalsopresentanopinionof bondcounselthat thetermextensionwill nothavean

adverseeffecton the exclusionof intereston theProjectBondsfrom thetaxableincomeof
thebondholders, UponexpirationorterminationoftheFuelSupplyAgreement,PPMwill
assignto theCity all of the transportationagreementsin useto delivergasto theFacility,
includingtheFTSA for transportationof fuelover theMedfordLateralasdescribedbelow.

PPMis responsiblefor supplyinganddeliveringall of thegasfuel needsof theFacility on
acontinuousbasisup to arateof90,000MMBtu’s perday(the ContractDemand).PPMis
alsoresponsiblefor arrangingall necessarygastransportationserviceto delivergasto the
Facility. PPMis alsoresponsiblefor supplyinggasin excessoftheContractDemandon an
incidentalbut not sustainedbasisto theextentthat gasand transportationarereasonably

available.

To deliver gas, the City has assignedits firm transportationservice agreementwith
PGTNW for serviceon the Medford Lateral (the FTSA) to PPM. The FTSA became
effectiveon February24,1995. Theinitial termof theFTSA, asamendedandrestated,will
beginon thedateon which PPM first nominatestransportationand will extendthrough
October31, 2025 (theInitial Term). After theinitial term,theFTSAwill continuefrom year
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to yearuntil May31, 2030,unlesscanceledby PPM,andthereafterfrom yearto yearunless
canceledby eitherPPMor PGTNW. PGTNWmustprovidecapacityto delivernaturalgas
to theFacility of up to 45,000MMBtu perday (the Initial Quantity)plusup to anadditional
45,000MMBtu perday(theOptionQuantity)aselectedby PPM during theinitial termof
the FTSA. Serviceon the MedfordLateralwifi be firm, meaningthat shipmentsto other _________

usersunderlower priority servicetypes(e.g., interruptible,balancing)will be curtailed
before service to the Facility is curtailed due to uncontrollable events or pipeline
maintenance. PPM will pay a fixed monthly chargeto PGTNW, which will be passed
through to the City as the Medford Lateral Chargeas describedbelow. The charges
specifiedin theFTSA wifi remainfixed throughouttheInitial Term. PPM may,but is not
obligatedto, obtain firm transportationserviceon the PGTNW mainline or any other
pipeline to serve the Facility. If PPM obtainsfirm transportationservice,it wifi use
reasonableefforts to limit the period of time that any suchtransportationagreement
extendsbeyondthetermof theFuel SupplyAgreement.

Onthebusinessdaybeforetheday onwhich gasis to bedeliveredto theFacility, theCity

mustprovideto PPM a scheduleof thenominatedgasquantity requiredby theFacility at
least thirty minutes prior to the earlier of 1) the earliestnomination deadlineof the
pipelinesusedto transportgasto the Facility, or 2) theearliestpre-scheduledeadlinein
effect for the wholesaleelectric power markets located within two (2) third party
transmissionsystemsfrom the Facility. The specific daily notice procedures,electric
transmissionsystems,andrelatedschedulingdeadlinesarespecifiedin Schedule4.2(b)of
theFuel SupplyAgreement. The City is obligatedto purchasegasthat it hasscheduled
andburnit at the Facility. TheCity maynot resellthegasto third parties. PPMwill use
reasonableefforts to accommodateintra-day schedulechangesfrom the City, and will
adjustnominationsasnecessaryto minimizeanypotentialpipelineimbalancechargesand
penalties.TheCity mustnotify PPMat theearliestpossibletimeof anypotentialreduction
in gasdemandattheFacility dueto ascheduledreductionin powerpurchasesby PPMor
otherpowerpurchasers,ordueto scheduledmaintenance.

At any time,PPM may exerciseanoptionto deliver electricpowerdirectly to anyor all of
thepowerpurchasersinsteadof deliveringgasto theFacility. PPM mustdeliverpowerto
eachpurchaseras requiredby the relevantpowersaleagreementsor to otherpointsof
deliveryasagreedby thepowerpurchaser.TheCity will providerelevantdeliverypoint
andscheduleinformationto PPM to effectdeliveriesofelectricity. TheCity will alsomake
availableto PPM any electrictransmissioncapacityheldby theCity to theextentthatsuch
capacitywill notbeusedfor saleof electricityfrom the Facility. During theperiodwhen
PPM is deliveringelectricity in lieu of gas,the City may neverthelessrequirePPM to
deliver gas to the Facility (SupplementalGas) to the extent that adequategas and

transportationareavailable. Theamountof SupplementalGascannotexceedtheamount
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of gasthat PPM would have deliveredif the electricity delivery option had not been
exercised.

For deliveredgasand electricity, the City will pay a Monthly Commodity Charge,a
Monthly TransportationCharge,a Monthly MedfordLateralCharge,a Monthly Electricity

Chargeanda FuelManagementFeeasdescribedbelow.

TheMonthly CommodityChargewill equal1) theaveragepricepaidfor a onemonthfirm

supply of gasdeliveredin that samemonthat the Alberta Energy Company-Canada
(AECO-C) tradinghub aspublishedin theCanadianGasPriceReporter(theGasMarket
PriceIndex) plus 2) a GasMarketPremiumasdefinedbelow,thesumof thesemultiplied
by 3) theamountof gasactuallydeliveredby PPM to theFacility for themonthincluding
anySupplementalGas, Duringthetermof theFuelSupplyAgreement,either PPMor the
City mayproposeachangeto theGasMarketPriceIndex,eitheraddingor deletingsupply
point pricereferencesor changingtheweightingof supplypoint pricereferencesto more
accuratelyreflect the marketprice of gasactuallyconsumedby the Facility. The Gas
MarketPriceIndexmaybechangedonly oncea year. TheGasMarketPriceIndexwill be
reflectedin Schedule9.3(b) of the FuelSupply Agreement. The GasMarketPremiumis
intendedto capturethat premium(positive, zeroor negative)relativeto theGasMarket
PriceIndex thatPPM would haveto pay to obtaina two yearsupplyof gasfor delivery to
theFacility. It will equalthedifferencebetween1) theaveragepricequotedto PPM for a
two yearfirm supplyof gasofat least10,000 MMBtu’s perdayandsimilar in natureto the
needsof theFacility deliveredat thesupplypointsof theGasMarketPrice Index, less 2)
theGasMarketPriceIndex. TheGasMarketPremiumwill bedeterminedat least60 days
prior to the dateof SubstantialCompletion,and will be re-determinedevery two years

thereafter.

TheMonthly GasTransportationChargewill equal1) theamountof gasactuallydelivered
to theFacility, multiplied by 2) the tariff rates,fees, taxesand surchargesthat would be
incurred for firm transportationof such an amount on the transportationsystems
connectingtheFacility with thepointsof supplylistedin thethencurrentGasMarketPrice
Index. The Monthly Medford LateralChargewill equalthe actualchargesincurredby
PPMundertheFTSA for useof theMedfordLateral.

TheMonthly Electricity Chargewill beassessedfor themonthsin which, andto theextent
that, PPM deliverselectricityinsteadof gas. It will becalculatedby applyingtheMonthly
CommodityCharge,theMonthly TransportationChargeandtheMonthly MedfordLateral
Chargeto anamountof gasequalto thedifferencebetween1) theamountof gasactually
deliveredby PPM during theperiodof electricitydelivery and 2) the amountthat would
havebeendeliveredto theFacffity if it would havebeenoperatedto deliver theelectricity
provided by PPM (ReplacedGas). The calculationmethodologyfor ReplacedGas is
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describedin Schedule5.4 of the Fuel Supply Agreement. A curveof Facility heatrate
versusFacility output is used, in conjunction with the actual amount of electricity
deliveredby PPM, to determinetheamountof gasthat would havebeendelivered. The
actualheatrateof theFacility during theperiodof electricity deliveryis usedto determine
theamountof gasactually delivered. Useof theactualheatratecapturestheimpactof
reducedFacility fuel efficiencyatpartloadoperation. if theFacility is shutdowndueto the
reduceddeliveryof gas,thenthevolumeof ReplacedGaswill bereducedby theamountof
anygasconsumedduring Facility shutdownor startupoperations.The City would also
receive a credit for the cost of electric power consumedby the Facility during the
shutdownperiod. In additionto achargefor ReplacedGas,theMonthly ElectricityCharge
will also include amountsequal to what the City would have paid to transmit the

electricityfrom theFacility to thepurchasers,lesstheincrementalcoststhatthe City must
payduringtheperiodthatPPM is utilizing electrictransmissionheldby theCity to deliver
its electricity.

TheFuelManagementFeewill equal1) thequantityofgasactuallydeliveredto theFacility
by PPM plus the quantity of ReplacedGas,the sum of thesemultiplied by 2) $.03 per
million Btu. Thefeerateof $0.03 permillion Btu will escalateannuallybasedon the gross
nationalproductpricedeflatorratefrom the US Departmentof Commerce.TheCity must
alsopayany sales,excise,valueaddedorothertaxesandroyaltieson thedeliveredgas.

if PPM fails to delivergas,or electricityin lieu of gas,andthesefailuresarenotdueto an
uncontrollableevent (a Supply Failure), the City has the right to purchaseand take
deliveryof gasfrom third partiesin anamountsufficientto generatesteamrequiredby the
SteamSaleAgreementdescribedelsewherein this Report(AlternateGas). TheCity may
useanyunusedgastransportationcapacityheld by PPM to deliver AlternateGas. The
City alsohastheright to purchaseand takedelivery of electricityfrom third partiesin an
amountsufficientto satisfysalesto all powerpurchasers(AlternateElectricity). PPMmust
compensatetheCity for the costof AlternateGasthatexceedsthecostthattheCity would
havepaidfor the sameamountof gasfrom PPM. PPM mustalsocompensatetheCity for
thecostof AlternateElectricity that exceedsthecostthat the City would haveincurredto
produceand deliver thesameamountof electricity from theFacility. The City mustuse
reasonableefforts to obtain AlternateGas and Alternate Electricity at the lowest price
reasonablyavailable.Generally,PPM maynotclaimfailureof a gassupplierortransporter
to performasanuncontrollableevent.

In the caseof default by either party, the party not in defaultmay terminatethe Fuel
SupplyAgreementby giving 45 days’ prior notice to thedefaultingparty (15 daysin the
caseof a failure by the City to makepaymentwhendue). Any suchnotice will become
null andvoid if thedefaultingpartyhascuredorundertakento curethedefaultwithin 30
daysof thenotice(10 daysin thecaseofafailureby theCityto makepaymentwhendue).
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PPMmustcooperatewith theCity in evaluatingGasPricingHedgeswith third partiesthat
would effectively providefuturegaspriceprotectionto theCity. Thesecouldincludefixed
price gaspurchasesand/orhedgingvia financial instrumentsfor all or a portion of the
Facility’s requirements.If theCity choosesto entersucharrangements,theCity andPPM
will enterinto a separateconfirmationof their agreementconcerningthe price,quantity
anddurationof sucharrangements.

In caseof breachor defaultby the City, PPM will haveno recourseagainstthe general
funds of City. PPM may only makeclaims againstmoneysavailableunderthe Bond
Indenture to satisfy claims againstthe Owner, or if the Bond Indenturehas been
terminated,from proceedsof thedispositionof Facility assets,andfrom insurancepolicies
providingcoveragefor any suchclaims. Upondefaultby theCity, theBond Trusteeare
entitled to cure the default and exerciseall of the City’s rights under the Fuel Supply
Agreement. PPM will acceptassignmentof the Fuel Supply Agreementto the Bond
Trustee,orwill offer asubstantiallysimilaragreementto theBondTrustee.

OPERATIONS AND MAINTENANCE AGREEMENT

The City will enterinto an Operationsand MaintenanceAgreement(O&M Agreement)
with PKE on the dateof financial closureof the Project Bonds. The O&M Agreement

commences18 monthsprior to the dateof SubstantialCompletionand terminatesfive
years from the date of SubstantialCompletion. On eachanniversaryof the date of
SubstantialCompletion,the O&M Agreementwill be automaticallyextendedfor one
additionalyearattheendof thecurrentfive-yearterm(thuscreatinganewfive yearterm)
unlessa party that doesnot wish to extendgives written notice of its intent beforethe
anniversarydate,in which casetheO&M Agreementwill terminateat theendof its then
currentterm. The City may terminatethe O&M Agreementupon 90 daysnotice if the
effectivedateof terminationwill occurafterthe third yearof anysuchfive-yearterm. For
a period of one yearafter terminationfor any reason,the City cannothire away PKE
employeesthathavemanagerialresponsibility.

PKE is responsiblefor operationand maintenanceof, or supervisingthe operationand
maintenanceof, the Facifity in a prudent,clean, safe, legal and efficient mannerin
accordancewith operating procedures, an Annual Budget approved under the
ManagementAgreement describedelsewherein this Report and power production
schedules.For powersoldto PPM, scheduleswill besubmittedby PPMundertermsof the
PowerPurchaseAgreementasdescribedelsewherein this Report.For powersoldto other
purchasers,scheduleswill besubmittedby PPMactingasManagerunderthe Management
Agreement,orby PPM actingasBroker underthePowerBrokeringAgreementdescribed
elsewherein this Report. At least4 hoursnoticeis requiredfor anyschedulechangethat
requiresa startupor shutdownof a combustionturbineor a steamturbine. PIKE is also
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responsiblefor performingthe annualheatratetestsdescribedin Exhibit I) to theO&M
Agreement.

The Annual Budget will be approved under terms of the ManagementAgreement
describedelsewherein this Report. PKE is responsiblefor procuring spare parts,
maintaining material and tool inventories, maintaining offices, hiring personnel,
developing and maintaining safety procedures,maintaining accurateoperating logs,
maintaining drawings, instruction books and manuals, providing reports to local
permittingagencies,andotherduties. Personnelhiredmustbemadeavailablefortraining
by BVC in advanceof SubstantialCompletionas requiredunder the EPC Agreement
describedelsewherein thisReport.

PKE may enter into agreementswith qualified, experienced,reputablecontractorson
behalf of the City (a contractbetweenthe City and the contractor) to perform PKE’s
responsibilitiesunderthe O&M Agreementwithout prior approvalof theCity provided
that 1) theagreementcallsfor expenditureof no morethat $100,000in anoperatingyear,
and2) theagreementwill not causetheaggregateamountof expendituresunderall such
contractoragreementsfor anoperatingyear to exceedthelesserof $1,000,000or15 percent

of theapprovedAnnualBudget,and3) theagreementwill notcausethecapitalexpenseor
the non-discretionaryexpensecomponentof theapprovedAnnual Budget,asapplicable,
to be exceeded.If a contractoragreementis expectedto exceed$250,000in anyoperating
yearand hasnot receivedanexemptionfrom thelocal contractreviewboard,PKE must
selectthe contractorpursuantto a competitivebid procedure.PKE, for itself, may enter
into agreementswith qualified,experienced,reputablecontractors(contractbetweenPKE
andthecontractor)withoutrestriction.

TheCity is responsiblefor payingall operatingexpensesof the Facility asdefinedin the
Bond Indenture. Thesewill generally include the costs of scheduledand unscheduled
maintenance,consumables,fuel, handlingof hazardoussubstances,spareparts,capital
expenditures,water, heat and telephoneservice for the Facility offices, professional

services;taxes,leasepayments,insurance,contractors,and othercostsof theFacility. The
City is alsoresponsiblefor paying the ConstructionPeriodFee,the O&M Fee, the O&M
PerformanceIncentivePayment,andOvertimeCostsasdescribedbelow.

TheConstructionPeriodFeeis intendedto coverthecostof PKE to assembleandpayan
operationandmaintenanceworkforcefor the Facility prior to operation. It will be paid
monthly through the dateof SubstantialCompletionaccordingto a five stepschedule
included in Exhibit A to theO&M Agreement. This schedulewill escalatebeginningon
July 1, 1999 and eachJuly 1 thereafterby the percentagechangein the ConsumerPrice
IndexsinceJanuary1, 1998. Table10 summarizestheschedule(expressedin 1998dollars).

72



TheConstructionPeriodFeestepswifi beadjustedasdescribedin Exhibit A to theO&M
Agreementto accountfor delaysin thedateof SubstantialCompletion.

Table10
Schedulefor Paymentof the Construction Period Fee(1998$)

MonthsPrior to the dateofSubstantialCompletion ConstructionFeePayableper
Month

18to 13 $18,250

12 to 11 $22,970

lOto9 $41,273

8 to 7 $91,750

6 to dateofSubstantialCompletion $236,120

TheO&M Feeis intendedto coverPKE’s costsof wagesandbenefitsfor PKE employeesat
the Facility (excluding overtime costs), costs of training employees,and costs for
maintaininganoffice at theFacility. TheO&M Feewill bepaidmonthly beginningwith
the dateof SubstantialCompletionat a rateof $244,500permonth,escalatingon July 1,

1999andeachJuly 1 thereafterby thepercentagechangein theConsumerPriceIndexsince
January1, 1998.

Overtime Costsmust be submittedseparatelyby PKE, PKE is entitled to paymentfor
OvertimeCostsincurredasa resultof abnormaloperation,equipmentfailure, startupor
otherabnormalevents,butnotOvertimeCostsdueto vacations,illnessor absenteeism.

TheO&M PerformanceIncentive is an annualpaymentthat will be madeto PKE if the
Facility achievescertamannualavailabthty and heatrate goals for the prior year as

describedin Exhibit C and D to the O&M Agreement. Availability is definedas the
percentof time that the Facility was availablefor serviceduring thehours of 7:00 a.m.
through11:00p.m.MondaythroughSaturdayfor all suchperiodsin theyear(HeavyLoad
Hours). Hours in which the Facility wasshutdownfor scheduledmaintenance,or for
transmissionsysteminducedoutages,arenotcountedasHeavy LoadHours. Availability
is decreasedfor hours in which the Facility actualgenerationfalls short of scheduled
generationduringHeavy LoadHours. PKE wifi earn$100,000for everyonepercentthat
Facility availability is greaterthan95 percent.Thereis no penaltyfor availability lessthan
95 percent. With respectto heatrate,theannualaverageheatrateof the Facility will be
calculatedbasedon total fuel consumptionand totalpowerproductionof thecombustion
turbinesfor theyear. A targetheatrateis calculatedbasedon themostrecentheatratetest
of the Facility and curvesof heatrateversusload andheatrate versusoperatinghours
(degradation)asmcludedmExiubit D PKEwill earn$3,000for everyoneBtu/kWh that

__________ Facility heatrateis lessthanthetargetheatrate. Thereis no penaltyfor heatrategreater
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thanthe targetheatrate. The O&M PerformanceIncentivepaymentmaynot exceed$1.5
million annually. This limit, andtheindividualincentiveamountsfor availability andheat
rate,will escalatebeginningon July 1, 1999 andeachJuly 1 thereafterby thepercentage
changein theConsumerPriceIndexsinceJanuary1, 1998. In anygivenoperatingyear,the
sumof any approvedovertimecostspaid andanyO&M PerformanceIncentivepayable
cannotexceedthesumof theConstructionPeriodFeepaidandO&M Feepaid.

Disputesrelatedto thecalculationof theO&M PerformanceIncentive,orthequalifications
of anycontractorwill be referredto bindingarbitration, Theliability of PKE for anyclaim
is limited to the sum of any ConstructionPeriod Fee and O&M Fee payablefor the
operatingyearin which theclaimoccurred.In caseof defaultby eitherparty,thepartynot
in default may terminatethe O&M Agreementby giving the defaulting party 45 days’
prior notice(15daysin the caseof afailure by theCity to makepaymentwhendue). Any
suchnoticewill becomenull andvoid if thedefaultingparty hascuredor undertakento
curethedefaultwithin 30 daysof thenotice(10 daysin the caseof a failure by theCity to
make paymentwhen due). The City must pay any O&M Fee or O&M Performance
IncentiveduePKEupontermination. Prior to terminationandfor a periodup to 180 days
afterward,PKE will provide servicesto the City reasonablysufficient to enablea new
operatorto beginoperatingthe Facility. The City will pay the reasonablecostsof such
servicesaftertheterminationdate.

In caseof breachor defaultby theCity, PKE wifi have no recourseagainstthegeneral
funds of City. PKE may only makeclaims againstmoneysavailableunder the Bond
Indentureto satisfy claims againstthe Owner, or if the Bond Indenturehas been
terminated,from proceedsof thedispositionof Facility assets,andfrom insurancepolicies
providing coveragefor any suchclaims. Upon defaultby the City, the Bond Trusteeis
entitledto curethedefaultandexerciseall of the City’s rightsundertheO&M Agreement.
PKE will acceptassignmentof the O&M Agreementto theBond Trustee,or will offer a
substantiallysimilar agreementto theBondTrustee.

MANAGEMENT AGREEMENT

The City will enter into a ManagementAgreementwith PPM on the dateof financial
closureof the ProjectBonds. Thetermof theManagementAgreementcommenceson the
dateof SubstantialCompletion,and continuesfor a term of 20 years. On the fifteenth
anniversaryof thedateof SubstantialCompletionandoneachfifth anniversarythereafter,
the ManagementAgreementwill beautomaticallyrenewedfor five additionalyearsfrom
the end of the thencurrentterm (thuscreatinga five-yearextension)unlessa party that
doesnot wish to extendgiveswritten noticeto theotherpartyon or beforetheapplicable
anniversarydate,in which castthe ManagementAgreementwill terminateat the endof

thethencurrentterm.
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PPM is responsiblefor the administrativemanagementof theFacility on behalfof the City.

Generaltasksincludepreparationof drawingdocumentsto facilitate paymentof operation
and maintenanceexpensesout of accountsestablishedunder the Bond Indenture,

administrationof all the Projectagreementsincluding nominationsandnoticesunderthe
FuelSupplyAgreement,developmentof sparepartsand inventoryprograms,generation
of financial reportsand books of account,developmentof annual operatingand capital

improvementbudgets,andothertasks.

PPM will developandproposeanAnnual Budgetfor the Facility consistingof adetailed

operatingbudgetandadetailedcapitalbudget. PPMwill submitthe AnnualBudgetto the
City forapprovalon orbeforeMarch1 of theyearproceedingtheoperatingyear.

As part of the AnnualBudget,PPMwill provide,for eachoperatingyearfor theremaining
life of the Bond Indenture,a scheduleof the projectedamountsneededto maketimely

depositsto all funds and accountsup to and including the Third Lien Bond Fund as

describedunderthe BondIndenture(Schedule2.2). This informationwill beusedby PPM
in determinationof DebtCoveringOffers in its role as Brokerunderthe PowerBrokering
Agreementdescribedelsewherein this Report.

Also aspartof theAnnual Budget,PPM will calculatethe level of fundingrequiredduring
the upcomingyearfor the Major MaintenanceReserveAccountunderthe BondIndenture,
in addition to amountsexistingin the account,that are necessaryto fund plannedmajor

maintenanceof the Facffity for the upcomingyear (Changein Major MaintenanceReserve
Account Requirement).The Changein Major MaintenanceReserveAccountRequirement
will be used to determinethe level of the Major MaintenanceFund Chargeunder the
PowerPurchaseAgreement.

Although PPM will administerthe Projectagreements,PPM will not pursueanydispute

resolution and similar enforcementaction againstany affiliate of PPM. The City is
responsiblefor funding the relevantaccountsfor paymentof operatingexpenses,and
reviewingandapprovingthe AnnualBudget.

PPM may enter into agreementswith qualified, experienced,reputablecontractorson
behalf of the City (contract betweenthe City and the contractor) to perform PPM’s

responsibilitiesunder the ManagementAgreementwithout prior approval of the City
provided that 1) the agreementdoesnot call for expenditureof morethat $100,000in an

operatingyear,and2) theagreementwill not causetheaggregateamountof expenditures

under all such subcontractoragreementsfor an operatingyear to exceedthe lesserof
$1,000,000or 15 percentof the approvedAnnual Budget,and3) the agreementwill not

causethe capital expenseor the non-discretionaryoperatingexpensecomponentsof the

approvedAnnual Budget,asapplicable,to be exceeded. If the agreementis expectedto
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exceed$250,000in anyoperatingyearand hasnot receivedanexemptionfrom thelocal
contractreviewboard, PPM must selectthe subcontractorpursuantto a competitivebid
procedure. PPM, for itself, may enter into agreementswith qualified, experienced,
reputable subcontractors(contract between PPM and the subcontractor) without
restriction. PPM may not acquireassetsor servicesfrom any PPM affiliate withoutfirst
presentinga descriptionof thescopeof assetsor servicesto be providedandobtainingthe
writtenconsentoftheCity.

Forservicesrendered,theCity wifi payPPM afeeof $64,583permonth(the Management
Fee). The ManagementFeewifi escalateon July 1, 1999 andeachJuly 1. thereafterby the
percentagechangein theConsumerPriceIndexsinceJanuary1, 1998. TheCity will also
makeanannualincentivepaymentto PPM equalto 50 percentof theamountthat actual
operatingexpensesfor the operatingyearare less thanthose in the approvedAnnual
Budget(the ManagementPerformanceIncentive). In determiningoperatingexpensesfor
theoperatingyear,fuel andcapitalcostsareexcludedandvariablecostssuchaswaterand
chemicalsareadjustedto accountfor actual Facility operationaboveor below budgeted
levels. The ManagementPerformanceIncentive cannot exceed 25 percent of the
ManagementFeepaidfor theoperatingyear.

Disputesbetweenthe City, PKE and the IndependentEngineer(Budget Participants)
relatedto the Annual Budget,or an amendmentto an approvedAnnual Budgetwill be
first referredto senior managementof the Budget Participants,and then to binding
arbitration. Disputes betweenthe City and PKE concerning1) the calculationof the
ManagementPerformanceIncentive, 2) the qualifications of any subcontractor,or 3)
proposalsto useportions of the Facility for operationof additionalelectric generating

facilities that are not subjectto the Bond Indenture(Additional Facilities) will be first
referredto seniormanagementof theparties,andthento bindingarbitration. Theliability
of PPM for anyclaim underthe ManagementAgreementis limited to the amountof the
ManagementFeefor theoperatingyearin whichtheclaimoccurred.

In caseof defaultby eitherparty,thepartynot in defaultmayterminatetheManagement
Agreementby giving 45 days’prior noticeto thedefaultingparty(15 daysin thecaseof a
failure by the City to makepaymentwhendue). Any suchnoticewill becomenull and
void if thedefaultingpartyhascuredorundertakento curethedefaultwithin 30 daysof
thenotice (10 daysin thecaseof a failure by theCity to makepaymentwhendue). The
City mustpayall feesandincentivesduePPMupontermination. Prior to terminationand
for a periodup to 180 daysafterward,PPM will provideservicesto the City reasonably
sufficient to enablea newmanagerto beginmanagingtheFacility. TheCity will paythe
reasonablecostsof suchservicesaftertheterminationdate.
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In caseof breachor defaultby theCity, PPM will have no recourseagainstthegeneral
funds of City. PPM may only makeclaims againstmoneysavailableunderthe Bond
Indenture to satisfy claims againstthe Owner, or if the Bond Indenturehas been
terminated,from proceedsof the dispositionof Facility assets,andfrom insurancepolicies
providing coveragefor anysuchclaims. Upon defaultby the City, the Bond Trusteeis
entitled to cure the default and exerciseall of the City’s rights underthe Management
Agreement. PPM will acceptassignmentof the ManagementAgreementto the Bond
Trustee,orwill offer asubstantiallysimilaragreementto theBond Trustee.

PM10EMISSIONS PURCHASE OPTION AGREEMENT

The City will enterinto a PM1, EmissionsPurchaseOptionAgreement(the PM1,Option
Agreement)with Collins prior to thedateof financialclosureof theProjectBonds. PMIO
meansparticulatematterlargerthan10 micronsin diameter.ThePMIO OptionAgreement
will commenceon this dateandcontinuefor aninitial termof six months,unlessexercised
or extendedby theCity asdescribedbelow. The PM1, PurchaseOptionAgreementwill
allow theCity to purchasePM1,CreditsandapplythemagainstthePM1,emissionsof the
Facility if requiredin the future by ODEQ to achievethe expectedair quality benefits
proposedundertermsof theADCP describedelsewherein this report. Air quality impact
modelingthat wasperformedby theCity aspartof theADCPapplicationprocessassumed
applicationofthePM1,Credits.

For a priceof $5,000,Coffins hasgrantedtheCity anexclusiveandirrevocableoptionto

purchase44.6 tons per yearof PM10 emissionreductioncredits(the PM1, Credits) from
Collins at apriceof $2,500each(a singlelumpsumamountof $111,500)atany timeduring
theinitial term(theOption). TheCity mayextendtheOptionandtheOptionAgreement
for an additionalsix monthtermby payinganother$5,000to Coffins prior to expirationof
theinitial term. TheCity mayrepeatedlyextendtheOptionandOptionAgreementin this
fashion up to five times beyondthe initial term (36 month overall term of the Option
Agreement).

All paymentsmadeby theCity to acquireor extendtheOptionwill becreditedtowards
thepurchasepriceof thePM1, Credits.TheCity intendsto exercisetheOptionif andwhen
the PM1,Creditsareneededto satisfytherequirementsof theAir ContaminantDischarge
Permit (ACDP) for theFacility describedelsewherein this Report. Thepurchaseprice of
thePM1,Creditswill be fundedfrom proceedsof theProjectBonds. Fundswill beplaced
in escrowuntil suchtimethat theOptionis exercisedby theCity. Uponexercise,theCity
andCollins will applyto ODEQ for transferof thePM1,Creditsto theCity. Thepurchase
price paymentwifi be paid to Collins when the escrow agent has receivedwritten
acknowledgmentfrom theODEQ that the PM1,Creditsareuseableby theCity andthat
title to thePM1, Creditshasbeentransferredto the City. If the City, at any time after

77



consultationwith ODEQ,determinesthatthePM10 Creditsarenotsuitablefor this use,the
CitymayterminatetheOptionAgreement.

In the eventof breachor defaultby the City, Collins will have no recourseagainstthe

generalfundsof City. Coffins mayonly makeclaims againsttheassetsof the Facility, its
accountsreceivable,proceedsfrom the saleof electricity andsteam,anyseparateFacility
accounts,proceedsfrom thesaleof theFacifity orinsurancepolicies.

INTERCONNECTION AGREEMENT

The City enteredinto a GenerationInterconnectionAgreement(the Interconnection
Agreement)with PacifiCorp on February 19, 1999. The InterconnectionAgreement
commencedon this dateandcontinuesfor theusefullife of theFacility.

PacifiCorp will constructand own all of the transmissionlines, towers, and other
equipmentand facilities necessaryto electrically connectthe 500 kV switchyardof the
Facility with the electricsystemof PacifiCorp(theInterconnectionFacilities),up to the500
kV breakersandrelateddisconnectswitcheswhichwill beownedby the City. PacifiCorp
will usereasonableefforts to completework on theInterconnectionFacilitieswithin 480

daysafter receiptby PacifiCorp of a Notice to Proceed. PacifiCorpwill operateand
maintain the InterconnectionFacilities, and at least two of the breakersand related
disconnectswitches.Theotherthreebreakersandrelateddisconnectswitchesalsomaybe
operatedandmaintainedby PacifiCorpif theCity soelects.

TheCity mustpayPacifiCorp’scostof theInterconnectionFacilities. An estimateof such
costsis includedin AnnexC to the InterconnectionAgreement,alongwith a schedulefor
paymentby City in installmentsof such estimatedcosts, Following completion of
constructionof theInterconnectionFacilities,PacifiCorpshallcalculateits actualcosts to
completethe InterconnectionFacilities, including applicableoverheads,and shall senda
copyof thefinal calculationsto theCity alongwith aninvoiceora refundfor thedifference
betweentheestimatedandactualcost.

PacifiCorpwill chargeanannualfeefor operationandmaintenanceof theInterconnection
Facilities,breakersand disconnectswitches,usinga formulaassetout in AnnexC to the
InterconnectionAgreement. TheCity alsomustpayfor replacement,repairorremovalof
theInterconnectionFacilities in theeventof a majorfailureof suchfacilities. If theFacility
is not completedor is laterabandoned,theCity mustpayPacifiCorpits reasonableactual
costs to removefacilities no longer requiredfor the interconnectionwith the Facility
(possiblyincludingrelocationof thetransmissionline to its previousconfiguration)and to
restorethefull functionality of PacifiCorp’stransmission.
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The City wifi construct,own,operateandmaintainthe500 kV switchyardof theFacility,
exceptfor thosecertaincomponentsnotedabovethat wifi beoperatedandmaintainedby
PacifiCorp. The City must comply at all timeswith the PacifiCorp Interconnectionand
OperatingRequirements,assetforth in Annex B to theInterconnectionAgreement. The
City also mustcomply with standards,guidelines,criteria,or otherrequirements(i) that
(A) governthe design,construction,operation,appurtenantfacilities, inspection,testing,
maintenance,metering,datagatheringrequirements,or communicationscapabilitiesof

Facilities; (B) are promulgated,adopted,or imposed by a state, regional or national
regulatoryor standard-settingbody; and (C) are applicableto any of PacifiCorp, the
PacifiCorpTransmissionSystem,theCity, or theFacility; or (ii) that requirethecollection
or submissionof dataor information relating to any of the foregoing (the Standards).
City’s obligationsincludesoleresponsibilityfor carryingoutandpayingfor any upgrades
to theFacility requiredby theStandards.

The City must indemnify FacifiCorpfrom and againstany claims resulting from (1) a
failure of the Facility to comply with a Standard,or (2) a failure by PacifiCorpor the
PacifiCorpTransmissionSystemto comply with any Standardthat is causedby the
Facility. If the PacifiCorpTransmissionSystemis modified to changethe line voltageof
the PacifiCorpTransmissionSystemat thepoint of interconnectionwith the Facility, the
City shall be solely responsibleto the sameextent as other similar interconnected
customersfor all upgradesto the Facility and the InterconnectionFacilities neededasa
resultof thechangein line voltage.

PacifiCorpshallhavetheright to disconnecttheFacility from thePacifiCorptransmission
systemandmaintainthedisconnectionfor solongasPacifiCorpbelievesin goodfaiththat
the risk of injury, damage,or an electric disturbanceis continuing. If the City fails to
perform its obligationunder the InterconnectionAgreementand suchfailure createsa
seriousand continuingthreatto the safety,reliability, or facilities andequipmentof the
PacifiCorptransmissionsystem,PacifiCorpmayterminatetheInterconnectionAgreement
upon 90 days written notice to the City and, as of the effective date of termination,
disconnecttheFacility from thePacifiCorpTransmissionsystem.

TRANsMIssIoN AGREEMENT

TheCity enteredinto a ServiceAgreementfor Point-to-Point(FTP) Transmissionwith the
Bonneville PowerAdministration (BPA) on January19, 1999 (TransmissionAgreement).
ServiceundertheTransmissionAgreementwill commenceon July 1, 2001 and terminate
on theearlierof June30, 2031 orthedateof terminationestablishedpursuantto theOpen
AccessTransmissionTariff (Tariff) of BPA. BPA’s currentTariff doesnot permitBPA to
terminatetheTransmissionAgreementbeforetheJune30, 2031 terminationdate,but does
permittheCity to reducetransmissiondemandorterminatetransmissionserviceupontwo

yearsnoticeto BPA.
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Under the TransmissionAgreement,BPA is responsiblefor delivering up to 280,000

kilowatts of power from the Facility to COB along the Meridian to CaptainJack500 kV

line. BPA will make the power available to the Cal-ISO at COB. Metering will be
performedby PacifiCorp, and datawill be telemeteredto BPA. PPM is the designated

schedulingagenton behalf of the City. BPA will not provide any energyto eliminate
imbalances,reservecapacity to meet control arearequirements,or energyto meet load

following requirements. Thesemust be purchasedby the City from PacifiCorpas the
control areaoperator,or fromotherentitiesasselectedby the City from time to time. BPA
wifi provide schedulingand dispatchservice andreactivepower as necessaryto make

deliveries.

The City will pay BPA a ReservationFeeof $356,720per year to keep this transmission
capacityavailableuntil July 1, 2001. Paymentof the ReservationFeefor 1999wasshared

equally betweenPPM and the City under termsof their joint developmentagreement.
Proceedsof the Project Bondswill beusedto reimbursePPMfor this paymentandto pay
the ReservationFeefor 2000 and2001 when due. The ReservationFeepaymentdue in

January2001 will be for a full year, and will not be proratedto the expecteddate of

transmissionservice. Upon commencementof deliveries,the City will take andpay for
FTP transmissionservicesundertermsof the Tariff in effect atsuch timeandasthe Tariff
is amendedfrom time to time. TheCity mustalsocompensateBPA for transmissionlosses

by either purchasingequivalentenergyfrom BPA, or supplyingequivalentenergyto BPA
within 168 hours. Lossesunder the current Tariff for the service provided equalsthe
amountof energydeliveredmultipliedby 3 percent.

In the event of any irreconcilable differencebetweenthe Tariff and the Transmission
Agreement,the languageof the Transmission Agreementwill govern. However,with
approvalof theFederalEnergyRegulatoryCommission,BPA may revisetheTransmission

Agreementto makeit consistentwith revisionsto the termsof the Tariff. The City may

terminate the TransmissionAgreement upon 30 days notice after the Transmission
Agreementis revisedin this manner. TheCity must thenreplacethe transmissionservice

with new transmissionservice under the Tariff. Disputes will be resolvedusing the
disputeresolutionmechanismsspecifiedunderthe Tariff. In theeventof breachor default

by the City, BPA will haveno recourseagainstthe generalfunds of the City. BPA may
only makeclaimsagainstthe assetsof the Facility, its revenues,andproceedsfrom the sale
of the Facility or insurancepolicies. However,in orderfor suchnon-recourseprovisionsto

be effective, the City must maintain in force at all times during the term of the
TransmissionAgreementan assuranceof paymentas approvedfrom time to time in
writing by BPA, securing the payment of all of the City’s obligations under the

TransmissionAgreement.
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AGREEMENT FOR THE ASSIGNMENT OF TRANSMISSION SERVICE

The City entered into an Agreement for the Assignment of TransmissionService
(TransmissionAssignmentAgreement)with PPMonJanuary19, 1999.

Underthe TransmissionAssignmentAgreement,the City hasassignedto PPM all of its
rights and liabilities with respect to 50 megawattsof the total 280 megawatts of
transmissionserviceavailableto theCity undertheTransmissionAgreementwith BPA as
describedabove. This assignmentwill takeeffect on the datethat the City commences
taking transmissionserviceundertheTransmissionAgreement. The City hasa right to
recallsomeor all of this transmissionserviceat any time prior to issuanceof theProject
Bonds,but not thereafter. To theextentthattheCity declaresasavailablefor short-term
assignment,any transmissionservice(other thantransmissionserviceassignedto PPM
andnotrecalledby theCity), PPM will brokersuchtransmissionservicefor theCity, with
theCity to receiveall revenuesfromsuchshort-termassignments.

Theprojectedoperatingresultsin thisReportassumethat to theextenttheCity doesnot
exerciseits optionto increaseits transmissioncapacityfrom BPA to levelsabove230MW,
any transmissionserviceobtainedby PPM to deliver Brokered Facility Output will be
obtainedat prices and transmissionloss ratesnot greaterthan the BPA transmission
servicestariff establishedin theTransmissionAgreementwith BPA.

The City is responsiblefor paymentof the ReservationFee under the Transmission
Agreementas necessaryto maintain any transmissionservice not recalled. Upon
commencementof transmissionservice,PPM is responsiblefor all chargesunder the
TransmissionAgreementrelatedto the transmissionservicethat hasnot beenrecalled.
PPMalsoreservesanyrightsgrantedby BPA undertheTransmissionAgreementto reduce
orterminatetransmissionserviceassignedto PPMthathasnotbeenrecalledby theCity.

Intheeventofbreachor defaultby theCity, PPM will haveno recourseagamstthegeneral
fundsof City. PPM mayonly makeclaimsagainsttheassetsof the Facility, its revenues,
anyproceedsfromthesaleof theFacility orinsurancepolicies.

MUNICIPAL EFFLUENT AND WATER SERVICES AGREEMENT

The City will enter into an Munidpal Effluent and Water ServicesAgreement(Water
ServicesAgreement)with PKE on thedateof financialclosureof theProjectBonds. The
Water ServicesAgreementwill commenceon this dateand will terminateon the final
maturitydateof theProjectBondsunlessmutuallyextendedby theCity and PKEduring

any period theFacility remainsin commercialoperation. Thereis no provisionfor early
terminationof theWaterServicesAgreement.TheWaterServicesAgreementis unlike the
otherProjectrelatedagreementsin thattheCity is a supplierto theProject.
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Under termsof the WaterServicesAgreement,the City wifi supply cooling water to the
Facility from the publicly owned treatmentworks (POTW), supply potablewater to the
Facility from the municipal water supply system(WaterSystem),andacceptwastewater

from the Facility.

The City will supply up to 3.1 million gallonsper day of POTW effluent for condenser

cooling purposes.Rateschargedfor delivery of POTW effluent will be in accordancewith

aratescheduleacceptableto theCity andPKE.

POTWeffluent mustmeetor exceedcertainquality standardsasspecifiedin exhibitsto the

WaterServicesAgreement. The delivery,useandreturn of POTW effluent mustcomply
with the requirementsof the NPDESPermit100701,the Industrial WasteDischargePermit
andtheReclaimedWaterUsePlan(the “Water Permits”)which areincludedin exhibitsto
theWaterServicesAgreement. PKE maymodify the POTWeffluentquality specifications
from time to time asapprovedby the City (andtheODEQif ODEQapprovalis required).

PKE mayrejectPOTW effluentthatdoesnot meetthe ODEQ requirementsor the quality
specifications. The rejectedeffluentmaybe returnedto theCity in thewastewaterstream

of the Facility atno costto PKE. if at anytime theCity is unableto supply thedemanded
quantitiesof POTWeffluent,PKE will usestormwaterfrom thestormwaterstoragepond

for cooling purposes. if stormwater is unavailable,PKE mayusewater from the Water
Systemon a temporarybasis as approvedby EFSC. The City may chargefor such
supplementalwater from the Water Systemat rates in effect for similar userslocated
outsidetheCity limits.

POTW effluent wifi bedeliveredto the Projectsite boundaryat thepoint specifiedin the
EPCAgreement. The City is responsiblefor installingandoperatingall necessarypumps,

pipelines,metersandancillary facilities to deliver to this point. Thesefacilities mustbe
completeat least30 daysin advanceof whenPOTW effluent is requiredfor initial startup

of the Facility.

The City wifi supply potablewater for boiler makeup,domesticsupply andother uses.
The City may imposea chargeto extend and/or expandthe Water Systemto servethe

Facility (system developmentcharge). The City may also charge for potable water
suppliedatratesin effect for similaruserslocatedoutsidetheCity limits.

The City will acceptand dispose of all wastewaterfrom the Facility, so long as the

wastewateris in compliancewith the Industrial WasteDischargePermit for the Facility

that is includedin Exhibit A of the Water Supply Agreement. The City may chargefor

acceptanceof wastewatergeneratedby the Projectatratesin effect for similar dischargers
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locatedoutsidetheCity limits. Any costfor thedischargeof POTWeffluentwill beatrates

acceptableto theCity andPKE.

The City will install, or causeto be install, all necessarypumps,pipelines,metersand
ancifiary servicesto deliverPOTWeffluent and WaterSystemwater,and receiveP01W

effluent at the points of interconnectionwith the Facility as specified under the EPC
Agreement. TheCity mustcompletethesefacilities atleasteight monthsprior to thedate
of SubstantialCompletionof theFacility. Thecost of thesefacilities will be fundedfrom
ProjectBond proceeds. If the City choosesto oversizethesefacilities to accommodate
deliveriesof POTWeffluentorWaterSystemwaterto othercustomers,thosecostsspecific
to the oversizingwill not be funded from Project Bond proceeds. The operationand
maintenancecostsof thesefacilities, and certainfuture coststo modify or relocatethe
facilities will be recoveredby theCity throughtheaforementionedwaterandwastewater
rates. Upon requestof theCity and with the consentof PKE, PKE will arrangefor the

constructionof thenewfacilitiesandwill managetheCity’s contractors.

If the City fails to exercisereasonablediligenceand carein furnishinga continuousand
sufficientsupplyof POTWeffluentor waterfromtheWaterSystem,theCity will beliable
only for thecostsof any necessaryreplacementwaterobtainedfrom othersources.The
City will providereasonableadvancenoticeascircumstancespermitof anyinterruptionin
deliveryof POTWeffluentorpotablewaternecessaryto makerepairsor improvementsto
thePOTWor theWaterSystem. TheCity will notbe liablefor anyconsequentialdamages
or claimsattributableto interruption,outageor changein thecharacteristicsof the water
deliveryor wastewaterreceiptservicesprovided. NeithertheCity nor PKE will be liable
to theotherfor failure to performdueto anuncontrollableevent.

DisputesundertheWaterServicesAgreementwill be referredfirst to theseniorofficersor
officials of PKE and theCity, andthento bindingarbitration. In caseofbreachor default
theCity mayonly makeclaimsagainstmoneysavailablefor suchpurposesundertheBond
Indenture,or if theBond Indenturehasbeenterminated,from proceedsof thedisposition
of Facility assets,and from insurancepolicies providing coveragefor any suchclaims.
Upondefault by PKE, theBond Trusteeis entitled to cure thedefaultandexerciseall of
PKE’s rightsundertheWaterServicesAgreement.TheCity will acceptassignmentof the
Water ServicesAgreementto the Bond Trustee, or will offer a substantiallysimilar

agreementto theBond Trustee,
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PROJECTED OPERATING RESULTS

BACKGROUND

We havepreparedaprojectionof the financialoperatingresultsof theProjectfor theyears
2001 through2029for the purposeof estimatingtheexpectedadequacyof revenuesover
costsandtheresultantdebtservicecoveragelevelduringthis period.

Approximately47 percentof the484,000kilowatts of Facility BaseCapacityandthe22,000
kilowattsof Facility PeakmgCapacity(approximately238,000kilowatts) will besold on a
long-term,actual-costbasisunderthePowerPurchaseAgreementto PPM This provides
long-termfinancialsecurityfor a significantportion of theProject. Theremainingoutput
of theProject(BrokeredFacility Output) will besold on theopenwholesalepowermarket
in thewesternU.S. Dueto federallaw relatingto privateuseof tax-exemptdebt,salesof

longer than30 daysdurationmust bemadeto purchasersthat meetcertainfederaltax-
exemptstatusrequirements.Salesof 30 daysdurationor lessmaybe madeto anypower
purchaser. The price levelsof theseopenmarketpowersaleswill be a functionof the
supplyanddemandfor powerin thewesternregionof theU.S.

PPM is anactivepowermarketerin thewesternU.S. BrokeredFacility Outputis expected
to be sold wheneverthe price in thewholesalemarketis greaterthanthecostof output.
Undertermsof the BrokeringAgreement,PPM hasflexibility to marketBrokeredFacility
Outputat priceswhichcovervariableoperatingcostsplus a portionof theallocatedfixed
costof the Projecton a perkilowatt-hour basis, Somesalesareexpectedto bemadeat
priceswell abovethefully allocatedcostof output,while somesalesareexpectedto cover
onlyaportionof thefully allocatedcosts.

To assessthe likelihood that salesof BrokeredFacility Output will producerevenue
sufficient to meettargetdebt servicecoveragelevels over the long-term, the regional
wholesalemarket for power must be simulatedunder a rangeof reasonablyexpected
market conditions. Such a market simulation was performedfor this Reportand is
describedbelow.

MARKET SIMULATION

Wholesalepowerpricesin thewesternU.S. aredrivenby a multitudeof factorsincluding
weatherand relatedelectricity demand,precipitationandrelatedhydropowerproduction,
the supply andprice of naturalgasand coal,the powertransfercapabilityof thePacific
Intertie, the operating cost and retirement of existing generatingplants, forced and
scheduledoutagesof generatingplants,and the cost, fuel efficiency and timing of new
generatingresourceadditions. A dynamic,chronological,computerbasedsimulationof
thesefactorsfor the entirewesternU.S. powermarketmust be performedto generatea
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wholesalepriceforecastof suitablequality for usein this Report. Sucha simulationwas
performedby Henwood EnergyServices,Inc. (HESI) under subcontractto RMI. The
methodology,assumptionsandresultsof the HESI simulationaredescribedin moredetail
in thereportentitled “COB Electricity MarketPriceForecast2001-2025”which is attached
asExhibit1 to this Report(theHESI Report).

Under the simulation methodology, the wholesalemarket in the westernUS. was
segmentedinto certainregions. Eachgeneratingplant in eachregionwasmodeledasa
resourcewith certaincapacity,heatrate,outagerateand O&M costs. Eachgenerating
plant, including eachnewplant addedover time, wasdispatchedin leastoperatingcost
orderto servetheforecastloadin its specificregionandotherregions. Fuelcost,variable
O&M costsandvariabletransmissionwheelingcostswereconsideredasoperatingcosts.
Fixedcostsweregenerallynotconsideredwhendeterminingtheleastcostorder,exceptfor
peakdemandperiodswhenownersof existingplantswereassumedto “bid” aportionof
thefixed O&M costof their plant in additionto its variablecost. New, genericcombined
cyclecombustionturbine(CCCT) and simplecycle (CT) generatingplantswereaddedto
thesimulationwhentotalgeneratingcapacityfell to less than110percentof expectedload
in a marketregionanysimulationyear. Powerflow betweenregionswas limited by the
combinedratedtransmissioncapacitiesbetweentheregions. The costpaid to (or price
receivedby) the plant operatedto servethe last incrementof load demandfor a given
regionwasconsideredthemarketclearingpriceforthatregion.

To captureseasonalandtime of usepricedifferentials,theCOB marketclearingpricewas
forecastby HESI for oneweek permonth,for bothpeak(6 am - 10 p.m. Mondaythrough
Saturday)andoff peak(all otherhours)periods.Thesewerethenaggregatedintoaverage
annualon-peakandoff-peakprices. Thesimulationwasperformedfor certainyearsof the
forecast period, with results interpolatedfor the intervening years. The prices are
representativeof non-firm deliveries. Firm deliveries,where the selleroffers liquidated
damagesor other securityto thebuyer for failure to deliver, typically commanda price
premiumin themarket, HESI hasnot includedsucha premiumin their forecast,andthe

costof providingfirming serviceswerenot includedin theprojectedoperatingresults.

The Projectwas includedin the simulation as a generatingplant beginningin the year
2001. Capacityavailablefrom the Facility undernormaloperatingmode (Facility Base

Capacity)wasassumedto equaltheCogenerationOutputGuarantee(464,020kilowatts).
Theheatratefor Facility BaseCapacitywasassumedto equal6,700Btu/kWh. This heat
rateis representativeof the fuel usedto generatepower only. Costsfor fuel usedto
generatesteamsold to Collins arerecoveredin steamsalerevenues,andthereforecouldbe
ignored by HESI in determiningelectric productioncosts. The incrementalamountof
capacityavailablefrom ductfiring of theHRSG’s(Facility PeakingCapacity)wasassumed
to equal30,000kilowatts with a heatrateof 9,100 Btu/kWh basedon the increasein
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Facility outputandheatratelikely during summerpeaktemperatureoperationshownin
Exhibit I to the EPC Agreement. In the simulation, Project PeakingCapacity was
constrainedto beavailableonly whenProjectBaseCapacitywasoperating. Variationsin
capacity and heat rate with ambient temperature,operating hours and overhauls

(degradation)wereincluded. By including theProjectin thesimulation,HESIwasableto
simulatehow theProjectwould performcomparedto othergeneratorsin themarket,and
generatea forecastof monthly generationversusgeneratingcapacity(capacityfactor)for
theProject.

HESI provideda “COB MCP (California-Oregonbordermarginal costprice) Base Case
Forecast”of marketclearingpricesanda Projectcapacityfactorforecastasdescribedin the
HESI Report. Under this BaseCase,COB prices areforecastto increaseat an annual
averagerateof 10 percentper yearfrom 2001 through2005,and to increaseat anannual
averagerateof 2.5 percentperyearfrom 2006through2025. Thesharpincreasefrom 2001
through2005 is dueto a significantincreasein the numberof sellersin Californiaandthe
Pacific Northwestthat areexpectedto include someof their fixed O&M costs of their
existing generatingplantsin theiroffers to sell asdescribedin moredetail in the HESI
Reportin Appendix B to this Report. Thesesellersare expectedto be existing, higher

operatingcostplantsthat areno longer recoveringtheir fixed costsout of utility ratesor
must-runcontracts.

Unlike the variablecost productionmodel usedby HESI to developestimatedmarket
clearingprices,thefixed costbiddingcomponentof the estimateis basedon judgmentas
to themarketbehaviorof participantsin the market. It is unclearhow muchof thefixed
costsof existing generatorsmaybesuccessfullybid into themarketduring this periodof
markettransition. To estimatea basemarketpricefloor without the effectsof fixed cost
bidding, HESI provided an alternative market clearingprice forecast. This forecast
assumedthat no fixed costswould bebid by theexistinghighercostplantsthat would be
comingoutof ratebase.This forecastis shownasthe“COB MCPAlternativeForecast”in
theHESI Report. RMI hasadoptedthis alternativeforecastasa conservativebasecasefor
determinationofprojectedoperatingresultsof theProject.Table11 belowsummarizesthis
marketclearingprice forecastand the Projectcapacity(“dispatch”) factorforecast. The
market price forecastis presentedin nominal dollars, assuminga 2.8 percentannual
inflation rate. The capacityfactor forecastis shownfor both Facility BaseCapacityand
Facility PeakingCapacity.
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Table 11
Forecastsof MarketPriceandProjectCapacityFactor

Year MarketClearingPricefor COB (Annual AnnualDispatch AnnualDispatch
AveragePeakandOff-PeakPeriods, Factorfor Facility Factorfor Facility

_____ __________ $/MWH) __________ BaseCapacity PeakingCapacity
Peak Off Peak Average Average Average

2001 $32A4 $21.73 $26.83 93% 79%
2002 $34.14 $24.54 $29.11 87% 69%
2003 $36.03 $26.11 $30.83 87% 72%
2004 $38.27 $27.32 $32.53 89% 73%
2005 $42.54 $28.18 $35.02 90% 73%
2006 $40.98 $29.03 $34.71 91% 72%
2007 $44.92 $29.75 $36.97 89% 69%
2008 $44.79 $30.52 $37.31 90% 67%
2009 $50.23 $31.03 $40.17 91% 67%
2010 $48.06 $31.82 $39.55 91% 69%
2011 $50.73 $32.81 $41.34 90% 68%
2012 $52.45 $33.98 $42.77 91% 68%
2013 $51.02 $34.90 $42.58 91% 68%
2014 $54.71 $36.03 $44.93 92% 67%
2015 $55.67 $36.97 $45.87 91% 66%
2016 $54.57 $36.82 $45.27 91% 62%
2017 $61.17 $38.02 $49.04 91% 61%
2018 $58.05 $39.08 $48.11 91% 58%
2019 $58.82 $40.62 $49.28 92% 59%
2020 $61.39 $41.47 $50.95 90% 53%
2021 $61.04 $43.30 $51.74 91% 53%
2022 $63.64 $44.56 $53.64 91% 51%
2023 $68.28 $46.63 $56.94 89% 51%
2024 $69.37 $48.21 $58.29 89% 47%
2025 $70.24 $50.30 $59.79 90% 47%

TheCOB MC? AlternativeForecastshowsthattheCOB marketclearingprice is forecastto
increaseat anannualaveragerateof 7 percentper year from 2001 through2005,and to

increaseatanannualaveragerateof 2.7percentperyearfrom 2006 through2025. Results

alsoshow that the forecastcapacityfactor for Facility BaseCapacity is generallynear90
percentthroughoutthe forecastperiod. In addition,theforecastcapacityfactor for Facility
PeakingCapacity rangesfrom 50 percent to 70 percentthroughoutthe forecastperiod.
This indicatesthatthe Projectis expectedto behighly competitiveon avariablecostbasis.
However,the variablecostrevenuesmustbemeasuredagainstall remainingvariableand

fixed costsof the Projectto determineif sufficientdebtservicecoveragewill beachieved.

The revenueandcostforecastmethodologyis describedin thefollowing sections.
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PROJECTEDPROJECT REVENUESAND COSTS

During developmentof the Project, PKE and the City utilized a pro-forma economic
analysismodel to forecastcertainkey performanceand cost parametersand assessthe
economicviability of theProject,includingdebtcoverageon theProjectBonds. We have
reviewedthis model and theforecasts,andhavefound themto be reasonablefor usein
assessingthe economicviability of the Projectfor the purposesof this Report. This pro
forma model is usedfor purposesof the projectedoperatingresultspresentedin this
report. Theseforecastsandassumptionsaredescribedbelow.

To forecastpowersalerevenuesfrom PPM, it wasassumedthat PPM would scheduleits

shareof Facility BaseCapacityfor a percentof hoursperyearequalto thelesserof a) the
forecastFacility BaseCapacityfactororb) 93 percent.Ninety-threepercentis theexpected
annualaverageavailability of the Facility. Similarly, it wasassumedthat PPM would
scheduleits shareof Facility PeakingCapacityatarateequalto the lesserof a) theforecast
Facility PeakingCapacityfactoror b)60 percent. Sixty percentis a conservativeestimateof
maximumallowableduct burneroperationunderthe turbineand ductburnerPSEL as
describedunderthe Air Emissionssectionof this Report. Thelimitations on ductburner
firing for air emissionpurposesis basedon thecombinedemissionsfrom thecombustion
turbinefiring andductburnerfiring. Actualductburneroperationmaybegreaterto the
extentthecombustionturbinesareoperatingat lessthan100 percentcapacityfactor and
theductburnersarefired atlessthantheirmaximumfuel rate. Theremainingamountsof
Facility BaseCapacityandFacility PeakingCapacitywereassumedto besold asFacility
BrokeredOutput (as definedunderthe Power BrokeringAgreement),scheduledat the
samerespectivecapacityfactorsasthe PPM salesand earningthe COB marketclearing
price. TheCOB marketclearingpriceis indicativeof the marketinto which PPMwill be
brokeringProjectoutput. To theextentPPM entersinto longer termcontractsfor saleof
outputto qualifiedpurchasers,pricesmaybehigheror loweratanyparticulartime.

Steamrevenueswere basedon a forecastof the gascommoditypriceindex usedin the
Steam Sale Agreement (AECO-C commodity price plus all gas transportationand
premiumsto theFacility site),and on a 200,000poundsperhouraverageannualvolume
deliveredat a100 percentannualcapacityfactor. Thecommoditypriceforecastwastaken
from the AECO-C forecastprovidedby HESI. Theauxiliaryboilerwasassumedto operate
on naturalgasto deliver steamduring periodswhenno powerwas scheduleddue to
forced,scheduledoreconomicoutages.

Deliveredgascostswerebasedon a forecastof gascommoditypricesat AECO, plus the
costof firm transportationattariff rateson theNOVA, ANG andPGTNWpipelinesystems
necessaryto delivergasto theFacility. This forecastwasthesameasusedby HESI in their
simulation. We haveassumedthereis nonetGasMarketPremium(asdescribedunderthe
Fuel Supply Agreementsectionearlier in this Report. The GasMarket Premium is the
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premiumabove(or it canbe negative,dependinguponmarketconditions)short-termgas
marketprices that sellersaredemandingfor two year term gassalesof at least10,000
MMBtU perdayandsimilar in natureto thatneededby the Project. Costsfor pipelinefuel
consumptionwereassumedto equal6 percentof consumedvolume peryear. Medford
Lateralcostswerebasedon theratesin theFTSA. Gasvolumeswerebasedonpowersales
quantitiesmultiplied by the respectiveheatratesfor Facility BaseCapacityand Facility
PeakingCapacity. Facility BaseCapacityandFacility PeakingCapacitywereassumedto

degradeapproximately1 percentper year on average,with recoveryof most of this
periodic degradationaftereachcombustionturbinemajormaintenanceoutage(everyfour
years). This “saw tooth” degradationpatternis typical of CCCT projects. Similarly, the
heatratefor Facility BaseCapacitywasassumedto increaseat arateof 0.4percentperyear
on averagewith a similar recoveryevery four years. As discussedundertheOperating
Modessectionof this Report, the capacityandheatrateof the Facility are expectedto
degradeover time dueto normalwearof combustionturbinecomponents.This is typical
of combustionturbinebasedpowerplants. The FuelManagementFee,which is paid to
PPM by theCity undertheFuelSupply Agreement,wasbasedon deliveredvolumesand

thebasefeeescalatedover time.

Projectedannualfixed andvariableoperatingcostsfor the year2002 (first full year of
operation)is shownin Table12 below. FuelCostincludesthe costof gascommodity,gas
transportation,the Gas Market Premiumand the Fuel ManagementFee. Fixed O&M
includes the O&M Fee under the O&M Agreement, plus the cost of maintenance
subcontracts.Variable O&M includesthe cost of utilities, wastedisposal,potableand
cooling water from the City, water treatmentchemicalsand other consumables. A
contingencyamountwasalso estimated. OwnersFixed O&M includesthe cost of lease
paymentsto Collins, thecostof insuranceandfire service,City administrationexpenses,
thecostof monitoring theC02 Offset Portfolio, theManagementFee,the BrokeringBase
Fee and the Brokering Incentive Bonus Payment. The O&M PerformanceIncentive
Paymentunder the O&M Agreementwas assumedto be zero (targetsmet but not
exceeded). The ManagementPerformanceIncentiveunder the ManagementAgreement
was assumedto be zero (actualcostsequal to budget). The Brokering IncentiveBonus
Paymentunderthe PowerBrokeringAgreementwasassumedto equal25 percentof the
total annualBrokeringBaseFee. Major MaintenanceExpenseincludesthecostof funding
combustionturbine overhaulsand spare parts replenishment. Thesewere treatedas
variablecosts,with overhaulfrequencyandcostdependentuponcumulativecombustion
turbineoperatinghours. Electric Transmissionincludesthe cost of transmissionservice
from BPA undertheTransmissionServiceAgreement.BPA transmissionwasassumedto
be used for delivery of all Brokered Facility Output. All costs, except for Major
Maintenanceand Electric Transmissioncosts, were assumedto escalateat 2.8 percent
annuallythroughoutthelife oftheProject.
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Table 12
EstimatedAnnual Fixed and Variable Operating Costsfor 2002

Category Amount ($000’s)
Fuel Costs $62,934
VariableO&M $1,466
FixedO&M $4,017
OwnersFixedO&M $3,428
Contingency $75
Major MaintenanceExpense $1,281
LateralDemandCosts $1,270
ElectricTransmission $3,065
Total $77,537

Projected capital costsaresummarizedin Table 13 below. EPC Costwasbasedon the total

Lump SumPriceplus escalationper the EPC Agreementfrom October1, 1998 to May 3,
1999 (the expectedNotice to ProceedDate). InterconnectionCosts include costs for
realignmentandupgradeof thePacifiCorp500 kV systemto acceptProjectoutput,aswell
ascostsfor water,cooling waterandwastewaterpipelines. OwnersConstructionCosts
includethecostsfor siteutilities andservices,telephoneandelectricpower,andtemporary
waterandsewerfacilities. StartupCosts include theConstructionPeriod Feeunderthe
O&M Agreement,plus thecostof naturalgas,highvoltagepower,water,sewerandother
servicesusedduring startuptesting,plus theinitial stock of suppliesand consumables
following startuptesting,lesstheexpectedrevenuesfrom saleof TestPowerto PPMunder
termsof the PowerPurchaseAgreement. SpareParts includesthe cost of combustion
turbineand other major equipmentrelatedsparesnecessaryfor startup activities and
othersnecessaryto establishaninitial inventory. O&M Furnishings& Equipmentarecosts
for maintenanceshop tools, office furniture and suppliesand vehicles. Environmental
Costs include the costs to acquire emissionoffsetsand to fund the Offset Portfolio.
ManagementDuring ConstructionCosts include the labor cost of the ProjectManager,
Project Engineer, Project control, accounting and administration staff and site
representatives,and the cost of offices, equipment,travel, and the ProjectManagerFee
undertheProjectManagementAgreement. DevelopmentExpensesand Feesincludethe
laborcostsof PKE and theCity andsupportstaff incurredprior to issuanceof theProject
Bonds,plus thecostof adevelopmentfeepaidto PKEandretirementof anotepayableto a
previousdeveloper. Land Costsinclude the initial site leasepaymentsto Collins andthe
cost of certaineasementsobtained. Insuranceand Taxes includesthe cost of Owner’s
liability coverageand a businesslicense. Reservesare the cost of funding all required
reservesunderthe Bond Indenture. InterestDuring Constructionincludesthe cost of
interestpaymentson Projectbondspayableduring the constructionperiod. Professional
fees include the cost of legal, financial, permitting and engineeringservicesrelatedto
developmentandfinancingof the Project. A contingencyamountequalto 3 percentof the
Lump Sum Priceof the EPC Agreement,plus $3,000,000for potential BVC performance
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bonuspayments,wasalsoincludedin thecapitalcostestimate.All capitalcosts,exceptfor
startupgascosts andelectric revenues,developmentexpenses,leasepayments,reserves
and professionalfees were assumedto escalateat 2.8 percentper year through the
constructionperiod.

Table13
Forecastof ProjectCapitalCosts

Category Amount ($000’s)
EPC Cost $192,730
InterconnectionCosts $8,422
Owner’sConstructionCosts $1,116
StartupCosts $3,146
SpareParts $5,703
O&M Furnishings& Equipment $451
EnvironmentalCosts $5,079
ManagementDuring Construction $3,994
Costs
DevelopmentExpensesandFees $12,997
LandCosts $2,450
Insurance $335
Taxes $0
Reserves $26,169
InterestDuring Construction $38,936
ProfessionalFees $6,478
SubtotalCapitalCosts $308,005
Contingency $7,787
Total $315,792

PROJECTFINANCING

Financingfor the Project,asdescribedin theBondIndentureis issuedin threeSeries. Tax
Exempt SeniorLien Bondshavea par valueof $220,000,000andan interestrate of 6.0

percent. The TaxableSeniorLien Bondshaveapar valueof $26,200,000andan interest
rateof 8.56percent. TheTaxableSecondLien Bondshaveaparvalueof $60,000,000andan
interestrateof 7.81 percent. The TaxableSecondLien Bondsare alsosecuredthrougha
SecondLien BondCredit Fadlity Agreementwith PGHC.

Proceedsof the Tax-ExemptSeniorLien Bondswill beusedto refundtheprincipal of the
1986Bonds. Transferredproceedsof the 1986 Bondsandproceedsof theTaxableSenior
Lien Bondsandthe TaxableSecondLien Bondswill be usedto fund Projectconstruction
costs, Projectinsurance,Projectdevelopmentcosts,repaymentof an outstandingnoteon
the Project, capitalizedintereston the Project Bonds, creationof Debt ServiceReserve
Funds,creation of a Major MaintenanceReserveFund, creationof a Working Capital
ReserveFund,andunderwriter’sfees. Table14 presentsthesourcesandusesof funds.
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Table 14
SourcesandUsesof Funds

Series1999Bonds
Sources:
Proceedsfrom Tax ExemptSeniorLien Bonds $220,000,000
Proceedsfrom TaxableSeniorLien Bonds $26,200,000
Proceedsfrom Taxable SecondLien Bonds $60,000,000
Transferred Proceedsof 1986Bonds $220,000,000
Accrued Interest $1,118,262
InvestmentEarnings $9,820,822
Total Sources $537,139,084
Uses _______________________________________________________________________

Refunding of the1986Bonds $220,000,000
EPCConstruction Costs $192,729,626
Additional Construction Costs $43,968,120
Project Insurance $335,000
PKEDevelopmentCosts $5,470,000
DEl Note $2,057,000
Total Capitalized Interest $38,935,547
Total Debt ServiceReserveFund $10,479,092
SiteRestorationFund $7,033,018
Major MaintenanceReserveFund $0
Working Capital ReserveFund $10,000,000
Costsof Issuance $2,300,000
Underwriter’s Discount $3,827,500
Additional Funds $4,180
Total Uses $537,139,084

PROJECT FLOW OF FuNJ~s

After Projectoperating costs are paid,Projectrevenuesareusedto pay senior debt service,

fund working capitaland major maintenance, and then subordinatedebtservice on the
Project. After debtservice payments havebeenmade,remaining Projectfundsare usedto
pay anannualcreditsupportfeeto PGHCthat is equalto 5.0 percentof theoutstanding
principalamountof theSecondLien TaxableBonds. In addition,anyfundsadvancedto
theProjectfrom PGHCundertheSecondLien Bond CreditFacility Agreement are repaid
at this time (pendingavailablefundsfor distribution). To theextentthat Projectfundsare
availableaftermeetingSecondLienBond CreditFacility Agreementobligations,a rebateis
paidto Collins undertheSteamSalesAgreement, In addition,anypastduepaymentsto
Collins for unpaidrebateamountsareto bepaidat this time with interestat theBank of
Americaprimerateplus 2 percent.

To theextentthat Projectfundsareavailableaftermeetingall rebateobligationsto Collins,
a deposit is madeto the City Distribution Fundof the lesserof all remainingfundsor
$1,000,000. If the $1,000,000account to theCity Distribution Fund is made,remaining
fundsare depositedto the Equity Allocation Fund. Any fundsin the Equity Allocation
Fund are used in the following manner: (1) funds constituting shared revenues are
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depositedin a DefeasanceAccount, and (2) of the balanceof funds, 25 percent is
distributedto theCity; and75 percentis depositedto theDefeasanceAccount.

PROJECTEDOPERATINGRESULTS

Theresultingforecastof Projectrevenuesandcostswerecombinedin apro-formafinancial
statementformatto calculateprojectedoperatingresults,andto projecttheestimateddebt
servicecoveragein eachyearof theforecastperiod. The basecaseprojectedoperating
resultsfor selectedyearsareshownin Table15 below. Theminimum seniordebtservice
coveragein theperiodof analysisis estimatedto be 1.74achievedin 2006. Theminimum
totaldebtservicecoverageis estimatedto be1.37,alsoachievedin 2006. All ProjectBonds
areexpectedto bedefeasedin 2019underthis BaseCase. DetailedOperatingResultsare
providedinAppendixA.

Table15
ProjectedOperating Results - BaseCase

SelectedYears
1 2002 I 2003 I 2004 I 2009 I 2014 I 2019 I 2024 I 2029

PROJECTENERGY PRICES($/MWh)
On-Peak 34.78 36.58 38.43 50.26 54.75 58.92 69.65 74,90
Off-Peak 26.69 28.57 29.43 32.38 37.16 41.65 49.97 55.26

OPERATING REVENUES($000) _____ _____ _____ _____ _____ _____ _____ _____

MunicipalPowerSales 54,243 56,975 62,728 76,917 86,337 97,338 106,902 122,931
PacifiCorpPowerSales 42,317 46,734 50,836 61,635 67,285 77,093 79,344 87,128
SteamSales 6,180 6,380 6,657 8,230 9,568 11,444 14,062 15,577
InterestIncome 1,739 1,958 1,906 1,680 1,793 2,118 2,764 1,106

OPERATINGEXPENSES($000) ______ _____ _____ ______ ______ ______ _____ _____

FixedExpenses 8,715 8,844 8,976 9,676 10,450 11,308 12,2591 13,315
VariableExpenses 60,761 70,454 73,575 96,498 111,541 139,117 158,797 173,076
WheelingExpenses 3,065 3,042 3,211 3,172 3,227 3,342 3,076,j 3,268

FUNDS AVAILABLE FOR DEBT SERVICE $000) _____ _____ _____ _____ _____ _____ _____

OperatingIncome 31,938 29,708 36,364 39,116 39,764 34,226 28,940 37,083
Less:SeniorDebtService 15,338 15,084 20,416 19,213 17,222 14,197 0 0
Less:SubordinateDebtService 4~4 4~7~ 5~ 5~267 4~ ~3J~j9 0
CashAvailablefor SubordinateExpenses 11,946 10,047 10,316 14,635 17,881 16,160 28,940 37,083
Less:Credit SupportFees 2,980 2,930 2,840 2,257 1,363 116 0 0
Less:CollinsRebate S4~ IJ,31 kill kill kill kill 1131 kill
CashAvailablefor Distribution 8,119 5,979 6,338 11,240 15,381 14,906 27,803 35,946
Less:Distributionto City L~Q L.Q~!Q L~ 1.QQQ L09A~ 1JX1~i k(~Q~ L00i)
CashtoEquityAllocation 7,119 4,979 5,338 10,240 14,381 13,906 26,803 34,946
Less:EquityAllocationto City j~4~ L~j 3.595 1411 2~ ~4~93~
Allocationto BondDeI~asance 5,339 3,734 4,004 7,680 10,785 10,430 0 0

DEBT SERVICECOVERAGES
SeniorDebt ServiceCoverage Base 2.08x l.97x l.78x 2.04x 2.31x 2.41x NA NA
Total Debt ServiceCoverage Base 1 .60x 1.51x 1.40x I .60x I .82x 1.89x NA NA

SENSITIVITY ANALYSES

To helpassessthepotentialimpactof detrimentaloperatingresultvariationson potential
debtcoverage,additional operatingresultprojectionswere performedusing alternative
valuesfor certain key assumptions(Sensitivity Cases).Potentialeventsandtrendswere

examinedin developmentof theSensitivityCases.TheselectedSensitivityCasesinclude a
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low gas commodity price scenario, a high gas commodity price scenario, a high
hydroelectricproductionscenario,anda generationoverbuildscenario. TheseSensitivity
Casesaredescribedbelow.

For eachof theseSensitivity Cases,the HESI simulation was performedto generatea
marketpriceforecastand capacityfactor forecast. Theserevisedforecastswereusedto
generaterevisedpro-formaoperatingresultforecasts.Table15 belowsummarizescertain
key parametersof theforecastoperatingresultsfor eachoftheidentifiedSensitivityCases.

Thelow gascommodityprice scenariosimulatesa marketcondition of low production
costsandlow marketclearingprices. Marketclearingpricesshoulddropwith gasprices,
particularlyin Californiadue to the large(and growing)numberof gas-firedgenerators.
To simulate this condition, the 1999 AECO-C gas commodity price was reducedby
$O.15/MMBtucomparedto thebasecasegaspriceforecast,andthenescalatedatonly 0.5
percentrealover theentirestudyperiod (versus1.8percentrealin thebasecase).

Thehighgascommoditypricescenariosimulatesa highproductioncostconditionfor the
Projectrelative to productioncostsfor gas-firedgeneratorsthat purchasegasfrom San
Juanandotherbasins,aswellashydroelectricandcoal-firedgeneratorsin theWSCC. This
scenariocouldpotentiallyoccurasadditionalpipelinecapacityis built out of Albertato the
midwest,allowing Albertapricesto competemoredirectlywith SanJuan. To simulatethis
condition,the1999AECO-Ccommoditypricewasmaintainedata constant$0.40/MMBtu
below theSanJuanbasincommoditypriceforecastover theentire studyperiodresulting
in Albertapricesrising at a fasterratethanin thebasecase(underthebasecase,Alberta
pricesrisemoreslowly thanSanJuan).

The high hydroelectricproductionscenariosimulateslow marketclearingpricesfor the
Project and all other generatorsin the WSCC during a period of high hydroelectric
generationat a level and of a duration typical of historic high water years. High
hydroelectricgenerationconditions are cyclical, but the timing of high hydroelectric
productiondue to high water years cannotbe predicted. Historic precipitation and
associatedhighhydroelectricproductiontypically spansno morethantwo years. For the
years2004and2005,Pacific Northweststreamflow conditionswereincreasedto thelevel
experiencedin theyears1995and1996,which weretwo of thehigheststreamflow yearsin
all regionsof theWSCC overthepast20 years.This shoulddepressmarketclearingprices
at COB, resulting in reducedFacility BrokeredOutput revenuefor the Project in these
years. Theyears2004and2005wereselectedasaconservativecasebecausethesearethe
first two yearsin which theProjectexperiencesfull principalrepayment.

The generationoverbuild scenariowas intendedto simulatelow marketclearingprices
causedby an oversupplyof new CCCTgeneratingplantsenteringthemarket. With the
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restructuringof theelectric powermarket,developersmust estimatewhereand whento
build newpower plantsbasedon imperfectmarketinformation. Temporarycapacity
surplusesarelikely, asis commonin othercommoditymarkets. To simulatethis scenario,
HESI modified their marketsimulationsuchthat anexcess(beyondwhatwasneededto
meet regional generatingreservemargin requirementunder the base case) of 2500
megawattsof new CCCT plantswasaddedto theresourcemix in the year2005. As a
result,no new CCCTplantswereaddedfor severalyearsafterwarduntil demandgrowth
reachedthereservemarginrequirement.

Table16

Key Parametersof Sensitivity CaseResultsfor SelectedYears
All FiguresareAverageAnnualValues

I 2002 I 2003 I 2004 I 2005 I 2006
Base - Full DefeasanceIn.’~2019 _______ _______ _______ ______ ______

MarketClearingPrice($/MWH) 29.11 30.83 32.53 35.02 34.71
GasCommodityPrice($/MMBtu) 1.87 1.95 2.06 2.15 2.29

ProjectBaseCapacityFactor 86.7% 86.7% 88.9% 90.2% 90.6%
SeniorDebtServiceCoverage 2.08x 1.97x 1,78x 1,93x 1.74x
TotalDebtServiceCoverage 1.60x 1.51x 1.40x 1,51x 1.37x

Low Gas- Full DefeasanceIn.’ 2021 ______ ______ ______ ______ ______

MarketClearingPrice($/MWH) 26.59 28.11 29.61 31.36 31.83
GasCommodityPrice($/MMBtu) 1.53 1.58 1.63 1.69 1.74

ProjectBaseCapacityFactor 86.7% 87.7% 90.9% 91.1% 91.6%
SeniorDebtServiceCoverage 2.OOx 2.Olx 1.76x 1,85x 1.82x
TotalDebtServiceCoverage 1.53x 1.54x 1.38x 1.45x 1.42x

High Gas- Full Defeasanceliv 2021 ______ ______ ______ ______ ______

MarketClearingPrice($/MWH) 29.76 31.58 33.32 34.88 36.07
GasCommodityPrice ($/MMBtu) 2.06 2.15 2.24 2.34 2.44

ProjectBaseCapacityFactor 84.9% 85.1% 88.9% 89.7% 89.9%
SeniorDebtServiceCoverage 1.96x 1.98x 1.74x 1.77x 1.78x
Total DebtServiceCoverage 1.51x 1.52x 1.37x 1.39x 1.39x

High Hydro - Full Defeasanceliv 2020 ______ ______ ______ ______ ______

MarketClearingPrice($/MWH) 29.11 30.83 31.52 29.51 34.71
GasCommodityPrice($/MMBtu) 1.87 1.95 2.06 2,15 2.29

ProjectBaseCapacityFactor 86.7% 86.7% 87.7% 76.7% 90.6%
SeniorDebtServiceCoverage 2.08x 1.97x 1.68x 1.40x 1.72x
TotalDebtServiceCoverage 1.60x 1.51x 1,32x 1.lOx 1.35x

Overbuild- Full DefeasanceIn.’ 2020 ______ _______ _______ _______ _______

MarketClearingPrice($/MWH) 29.11 30.83 32.53 32.16 34.49
GasCommodityPrice($/MMBtu) 1.87 1.95 2.06 2.15 2.29

ProjectBaseCapacityFactor 86.7% 86.7% 88.9% 88.5% 89.4%
SeniorDebtServiceCoverage 2.08x 1.97x 1.78x 1.69x 1,68x
TotalDebtServiceCoverage 1.60x 1.51x 1.40x 1.32x 1.32x
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Resultsshowthatdebtcoveragelevelsarethemostsignificantlyinfluencedunderthehigh
hydroelectric productionscenario. This significant increasein low-cost hydroelectric
productionresults in a decreasein market clearingprice in 2005, leading to a lower
capacityfactorand slightly lower seniordebtservicecoverage.Debtservicecoverageis
also slightly reducedunder the overbuild scenarioin 2005. The addition of 2500
megawattsof newhigh efficiency CCCT plantsresultsin a decreasein marketclearing
priceandresultantcoveragein 2005. Debtservicecoverageis affectedless underboth the
low andhighgaspricescenarios.

Across all of the sensitivity cases,the debt service coverageratio for senior debt is
estimatedto beno lowerthan1.40xandthedebtservicecoverageratiofor totaldebtwhich
includesthesecondlien debtis estimatedto beno lower than1.10x,bothoccurringunder

thehighhydroscenario.Even in theworstcasescenario,defeasanceis notexpectedto be
significantly delayed(2021 versus2019). In summary,theprojectedoperatingresultsof
theProjectarerelativelyinsensitiveto abroadrangeof plausibleoperatingscenarios.

PRINCIPAL CONSIDERATIONS AND ASSUMPTIONS

This Reportsummarizesour reviewandanalysesof theProjectto thedateof thisReport.
Theresultsof theanalysesperformedinpreparationof thisReportarepredicateduponthe
generalconditionthat theassumptionspresentedhereinarereasonableandwill continue,
asstated,for the periodcoveredwithout major modificationor change. Although we
believe our considerationsand the use of the assumptionsand information to be
reasonablefor thepurposesof thisReport,RMI makesno representationthattheassumed
conditionswill, in fact,occur. Additional issuesfor considerationmayarisein thefuture,
actual future conditions and eventsmay differ from those assumed,and information
provided to us by othersmay prove to be inaccuratedue to unanticipatedeventsand
circumstances.Ourforecasts,findingsandconclusionsstatedhereinwill differ from actual

eventsto the extent that the considerations,assumptionsand information statedherein
vary from actual conditions and data. Further, RMI has assumedthat all contracts,
agreements,and ordinanceswhich have been relied upon in the conduct of its
investigationsand analyseswill be fully enforceablein accordancewith their termsand
conditions. RMI makes no representationsor warranties,and provides no opinion
concerningthe enforceability or legal interpretationsof such contractual and legal
requirements.

Theprovisionsof certamwrittenProjectagreementsaredescribedm generalm thisReport
Such descriptionsare illustrative summariesonly, and are not intended to be legal
conclusionsof themeaningsor interpretationsof theactualagreements.Thedescriptionof
any Projectagreementcontainedin this Reportshouldnot beconsideredanalterationor
modificationof anysuchagreement,norawaiverof anyprovisiontherein.
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The principal considerationsand assumptionsmadeby usin preparationof this Report,
andtheinformationprovidedto usby others,includethefollowing:

1. All of theagreements,authorizationsandpermitsrelatedto theProjectarevalid
and enforceablein accordancewith their terms,and all partiesto themwill
comply with theprovisionsof theirrespectiveagreements;

2. Thedateof SubstantialCompletionwill beJuly 1, 2001;

3. The Facility will satisfy conditionsof theCogenerationOutput Guarantee,the
CogenerationHeatRateGuarantee,theCombinedCycle HeatRateGuarantee
and the EmissionGuarantyupon the dateof SubstantialCompletion,assuch
termsaredefinedin theEPCAgreement;

4. All BrokeredFacility Outputwill be sold to qualifiedpurchasersat prices,on
average,no lessthanthemarketpricesasforecastby HESI;

5. Thecostof naturalgasat AECO-Cwill beconsistentwith thefuel priceforecast
usedby HESI for the powermarketprice projectionpresentedin this Report
andthenetaverage(positiveandnegative)GasMarketPremiumestablishedin

theFuelSupplyAgreementwill bezero;

6. Use of the duct burners during sunimer peak temperatureoperationwill
increaseFacility Outputby 30,000kilowatts andwill havean incrementalheat
rateof 9,100Btu/kWh;

7. Facility capacitywill degradeapproximately1 percentperyearonaverage,and
theheatratefor theFacility will increaseapproximately0.4 percentperyearon
average,with recovery of most of this periodic degradationafter each

combustion turbine major maintenanceoutage (approximately every four
years);

8. Thecapacityfactorof theFacility will beasforecastby HESI;

9. Thecapitalcostsof theProjectwill beasforecastby PIKE andtheCity;

10. Thevariableand fixed operatingcostsof the Projectwill beasforecastby PIKE
andtheCity;

11. Inflation wifi be 2.8percentperyearoverthe life of the Facifity;

12. Thefrequencyandcostto repairoroverhaulthecombustionturbineswill beas
estimatedby SiemensWestinghouse;

13. The annualaverageavailability of the Facility, which considersthe impactof
outagesnecessaryto repair, overhauland/or replacethe 5O1FD combustion
turbines,will beequalto 93 percent;
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14. Suitablereplacementpartsandservicewill beavailablefrom acceptedindustry
sourcesfor thecombustionturbinesandall othermajorcapitalequipmentatthe
Facility for thedurationof theFacility life;

15. TheProjectwill beoperated,maintained,overhauledand improvedconsistent
with accepted industry standards and equipment manufacturer
recommendations;

16. The principal amount, interestrates,reservefunding requirementsand other
informationrelativeto theProjectBondswill beasstatedby theunderwriters;

17, Debt servicereserveandotherreservesrelativeto theProjectwill earninterest
attherateforecastby theCity’s financialadvisorandtheProjectunderwriters;

18. Any necessaryrenewalsof Projectrelatedauthorizationsandpermitsover the
life of the Facility will notrequiresignificantcapitalimprovementsor introduce
significantnewoperatingconstraints;

19. Significant amountsof hazardoussubstancesand significant archeological
resourceswill not bediscoveredon orbeneaththeFacility siteor theroutesof
anyinterconnectingpipelinesortransmissionlinesduringconstruction;

20. TheSSWWTPwill continueto operateandprovidecooling waterto theFacility
for thelife oftheFacility;

21. Collins will purchase200,000poundsperhourof steamfrom theProjecton an
annualaveragebasis;

22. Any transmissionserviceneededfor delivery of more than230 megawattsof
BrokeredFacility Outputwill beobtainedby theCity atratesandlossfactorsno
greaterthanthoseundertheTransmissionServiceAgreementwith BPA.

FINDINGS AND CONCLUSIONS

On the basis of the foregoing considerationsand assumptionsand our studies and
analyses,RMI concludesthat:

1. Basedon a) thehistoric performanceof the501F,b) theproposedtestingplanand
manufacturingschedulefor the 5O1FD, c) the recent satisfactoryperformance
history of incremental improvements made to combined cycle generation
technology,and d) thereputationsof SiemensWestinghouseandBVC, the5OIFD
combustionturbineis expectedto causethe Facility to performconsistentwith the
performancerequirementsoftheEPCAgreement.

2. Thetechnologyimprovementsthat are incorporatedin theSiemensWestinghouse
5O1FD combustionturbineare reasonable,incrementaltechnologyimprovements
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over the 501F. Such advancementsare common among combustionturbine
manufacturersas they apply new designs,materialsand computationaltools to
increasethe capabilityof anexisting machineover the courseof the productlife
cycle.

3. All material authorizations and permits have been obtained to complete
constructionof theProjectandthereappearto beno technicalrelatedissuesthat
would preventtheissuanceof theremainingpermitsorproposedmodificationsto
existingpermits.

4. ThePhaseI environmentalassessmentperformedby Golder appearsto havebeen
conductedin amannerconsistentwith industrystandards.

5. Basedon theGolderseismicevaluation,thePKE exploratorydrilling andthe BVC
geophysicalstudy,theFacility site is suitablefor theconstructionwork requiredto
completetheFacility. In theeventenvironmentalcontaminationis encounteredat
theFacility siteduringconstruction,BVCwill be responsiblefor remediationefforts
andCollins will be responsiblefor thecoststhereof. Dueto thelackof subsurface
contaminationnoted in the Golder Studyand thePKE excavationreport,andthe
relatively shallow depth to the bedrockdiscoveredby BVC, if contaminationis
encounteredat theFacility site, remediationeffortsarenot expectedto materially
delay substantialcompletion of the Facility constructionbeyond the planned
completiondate.

6. The EPC Agreementbetweenthe City and BVC is generallyconsistentwith EPC
agreementsfor othersimilar projects. The scopeof work and the obligationsof
BVC are consistentwith thosethat havebeenrequiredfor completionof power
plantssimilar to the Project. BVC hasextensiveexperiencein the engineering,
procurementand construction of power generation plants of the scale and
complexityof theProject. BVC is qualifiedto performundertheEPCAgreement.

7. TheLumpSumPriceof theEPCAgreementappearscompetitiveandreasonablefor
similarly sizedhigh-efficiencycombinedcycle projects,and thetotal Projectcapital

costs appearreasonable, The provisions for mitigation of the costs, if any,
associated with unanticipated subsurface conditions discovered during
constructionof the Facility asdescribedin theEPCAgreementarereasonableand
typical. Theprovisionsfor mitigationofforcemajeureeventsarereasonable.

8. The SubstantialCompletionDate is reasonableand BVC is capableof achieving
Substantial Completion. The completion date guarantee and performance
guaranteesprovidedby BVC are reasonableand typical. The performancetest
proceduresare reasonable,typical, and appropriateto test the capability of the
Project.

9. Basedon reasonableassumptionsof replacementelectriccapacitycost,replacement
steam generating capacity cost, and Facility operation and fuel costs, the
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CogenerationOutput liquidated damage rate, the CogenerationHeat Rate
liquidateddamagerate,theCombinedCycleHeatRateliquidateddamagerate,and

the liquidateddamageratefor auxiliary boiler outputaresufficient to compensate
the City for thedecreasein expectedpowersalerevenuesand/ortheincreasein
expectedfuelcoststhatwouldlikely occuroverthelife of theProjectif theProjectis
notcapableof performingattheexpectedguaranteelevels.

10. TheOperationandMaintenanceAgreementbetweentheCity andPKE is generally
consistentwith operationand maintenanceagreementsfor othersimilar projects.
The ConstructionPeriodFeeand the O&M Fee are reasonablefor the expected
requirementsfor staffingtheFacility. Theprovisionfor paymentofOvertimeCosts
is reasonable.Theform and rateof paymentof theO&M PerformanceIncentiveis
reasonable. The provisionsof the O&M Agreement,including the performance
requirements,level of fees and responsibilities to the Manager under the
ManagementAgreement,areconsistentwith thoseacceptedby operatorsof other
facilities similar to theProject,and, if PKE shouldceaseto be theoperatorin the
future,theCity shouldbeableto attractanotheroperatorundersimilar termsand
conditionswith PPM remainingasManagerundertheManagementAgreement.

11. PKE andits affiliateshaveextensiveexperiencein theoperationandmaintenance
of powergenerationplantsof thescaleandcomplexityof theProject. PKE andits
affiliatesarequalifiedto operateandmaintaintheProjectto meetthe operationand
maintenancerequirementsof theOperationandMaintenanceAgreement.

12. TheAgreementfor ProjectManagementServicesDuringConstructionprovidesfor
theservicesandresponsibilitiesrequiredto beperformedonbehalfof anownerof
facility suchas the Project. PKE and its affiliates, togetherwith subcontractors
whichcanberetainedin themarket,areexpectedto havethecapabilitiesandskills
neededto managethe EPC Agreementand other servicesneededto complete
Projectconstructionandcommencecommercialoperation.

13. PPM is anactive powermarketerin theWSCC regionand is qualified to market
powerfrom the Projectas contemplatedunderthe Power BrokeringAgreement.
The level of the brokeringfee prior to substantialcompletionunder the Power
BrokeringAgreementis reasonable.TheBrokeringBaseFeeappearsreasonablefor
provisionof the planning,brokering,hedgingand otherservicesprovidedunder
the Agreement. The form of the Incentive Bonus under the Power Brokering

Agreementis reasonable.

14. If PPM shouldceaseto be theBroker underthe PowerBrokeringAgreement,the
City shouldbeableto attractanotherBrokerundersimilar termsandconditions.

15. PPM and its affiliates, throughappropriatesubcontractingfor fuel supply and
transportationservices,arequalified to performas contemplatedunderthe Fuel
SupplyandServicesAgreement.TheprovisionsobligatingPPM to deliver fuelare
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reasonableand typical. We find that a) theprovisionsfor scheduling,balancing,
increasingandreducingdeliveriesarereasonableandtypical, b) theprovisionsfor
pricingof deliveredfuel are reasonable,c) the FuelManagementFeeis reasonable
for the scopeof servicesprovidedandd) theprovisionsfor supplyof electricityin

lieu of gasarereasonable.

16. PPM and its affiliates, are qualified to perform as contemplatedunder the
ManagementAgreement. We find that a) the provisionsfor developmentof an
ApprovedAnnual Budget are reasonable,b) the ManagementFee under the
Management Agreement is reasonable, and c) the form of Management
PerformanceIncentiveis reasonable.In the eventthatPPM shouldceaseto be the
Managerunder the ManagementAgreement,the City shouldbe able to attract
anotherManagerundersimilar termsandconditions.

17. The Projectshouldhavea useful life extendingbeyondthe final maturity of the
ProjectBondsif theProjectis constructed,operatedandmaintainedin accordance
with all of the ProjectAgreementsand the recommendationsof the equipment
manufacturers.

18. The assumptionsand forecastsunderlying the projectedoperating results are
reasonablefor thepurposefor whichtheyhavebeenrelieduponandtheprojected
operatingresultsreasonablyrepresenttheexpectedfuturefinancialperformanceof
theProjectconsistentwith thoseassumptionsandforecasts.

19. Arrangementsfor provisionof fuel,electric interconnection,water,andwastewater
for theFacility appearadequateandreasonable.

20. The Projectshouldachievean averageannualavailability factorof 93 percentor
greater through the final maturity date of the Project Bonds if the Facility is
constructedin accordancewith the EPC Agreementandoperatedand maintained
in accordancewith the O&M Agreementand the recommendationsof the major
equipmentmanufacturers.

21. The trainingplansexpressedin theEPC Agreementand theO&M Agreementare
reasonableandin accordancewith typicalindustrypractice.

22. Theoperationandmaintenancerelatedcostsof theFacility asforecastby PKEand
theCity arereasonable.

23. The water supply for the Project,including provisions for temporarysupply of
cooling water from alternativesourcesin caseof inadequateSSWWTPeffluent
quantityorquality,aresuitableto supportProjectoperation

24. Forecastelectric and steamsalerevenuesareexpectedto be sufficient to pay the
forecastannualoperatingcostsof the Projectand providea forecastannualdebt
servicecoverageof 1.74x minimum, and 2.09x average,on theSeniorTax-Exempt
BondsandtheSeniorTaxableBondsunderbasecaseassumptionsTheSeniorTax-
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ExemptBondsand SeniorTaxableBondsareestimatedto be fully defeasedby the
year2019.
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APPENDIX B

THE CALIFORNIA-OREGON BoRDER ELECTRICITY MARKET PRICEFORECAST2001-2025
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APPENDIX C

OVERVIEW OF COMPETiTIVE MARKET PERFORMANCE
OF THE KLAMATH COGENERATION PROJECT

Thefollowing is additionalinformation,or furtherclarificationof informationprovidedin
the main body of. the IndependentEngineers1Report,regardingthecompetitivemarket
performanceof the Kiamath CogenerationProject (Project). The information in the
IndependentEngineers Report should be read in its entirety and the assumptions,
conclusions,andsupportingdatain that report arenot modified by theprovisionof this
Overview. Projectcostsandmarketclearingpricesin this Overviewarederivedfrom the
informationusedto preparetheIndependentEngineers’Reportand areconsistentwith
thatreport.

Key FactorsImpacting Market ClearingPrice
The marketclearingprice projection set forth in the IndependentEngineers1Report,as
preparedby HenwoodEnergyServicesInc. (HESI) andusedby ResourceManagement
International,Inc. (RMI), wasgeneratedby a detailedpowergenerationproductioncost
model which simulates operation of the individual existing and estimated future
generationadditions within the entire WesternSystemsCoordinatingCouncil (WSCC)
region. Theprojectionis basedon theassumptionthattheregionwill continueits trendto
anopencompetitivemarketsimilar to that whichcommencedin Californiain 1998. Under
sucha market, the market clearing prices are primarily a function of the following
variables:

> Themix of generatingresources,including thenumberof generators,their individual
heatrates(fuel efficiency), theirminimumoperatinglevels,andtheirability to deliver

powerthroughinterconnectionwith thehighvoltageelectrictransmissionsystem;

) Thechangesin thecostof naturalgas(and to a far lesserextentthe priceof delivered
coal);and

~ Theextentof hydroelectricgeneration,particularly that in the Pacific Northwestand
California, which occurs in any given year basedupon regional water supply
conditionsandoperatingconstraintsonhydroelectricgenerationplants.

Thesefactors,and changestherein,will havethegreatestimpacton themarketclearing
pricewhich the Project,or any competingfacility in theregion, will face. Thesefactors
figure prominentlyin assessingtheperformanceof theProjectandin evaluatingpotential
alternativesensitivitycasesto determinethepotentialfinancialperformancevulnerabffity
of theProject,asdescribedfurtherherein.

1



SeasonalMarket Clearing Price and Project Cost PerformanceTrends
Figure 1, enclosedwith this Overview, presentsthe estimatedmonthly averagemarket
clearingpricefor theCalifornia-OregonBorder (COB) pointof delivery andsaleof energy
for theyear2004 (selectedasa representativeyearafterthe expectedendof the California

electricenergymarkettransitionperioddescribedin the IndependentEngineers’Report).
As shown in Figure 1, the prices are highestin the August through Octoberperiod,
correspondingwith thesummerpeakdemandseasonin California, andin theDecember
throughFebruaryperiodcorrespondingwith thewinter peakdemandperiodin thePacific
Northwest.Thelowestpricesareexpectedto occurduringthetypicallatespringandearly
summerhighstreamflow periodin thePacificNorthwestand,to a lesserextentCalifornia.
During this period,thereis typically significantly higherhydroelectricproduction,which
placesdownwardpressureon regionalelectricenergyprices,asdepictedin Figure1.

Juneis expectedto be thelowestprice monthin a typicalyear. TheProjectis expectedto
undergo scheduledmaintenanceduring this period. Performingmaintenancein this
seasonallylow price period ensuresthat the Projectwill not incur reducedhours of

operationfor scheduledmaintenancein the monthswhen marketclearingprices are
typically higher.

Figure 1 also showsthe basecaseprojectionof the monthly averageproductioncostof
Projectenergy(includingall fuel andvariablecosts)for 2004ascomparedto the monthly
estimatedmarket clearingprice of energyto demonstratethe monthly trendof Project
performancefor themonthsof thatyear.

Monthly on-peak,off-peak,andtotal averagepricesareestimatedby theHESI model,and
thesemonthly patternsare reflectedin the projectedprices in everyyear of the price
forecast.

Figure 2 shows the basecaseprojection, by month, of the estimatedcapacityfactor
operationof the Projectfor the year2004, selectedasa representativeyear,basedon the
HESImodelsimulation.

RelativeDispatchOrder
Therelative order of dispatchof the generatingplantsin theWSCC regioncanchange
daily and seasonallybased upon regional customer loads, weather, the status of
maintenanceoutagesof major generatingunits, transmissionconstraints,fuel prices,
operatinglimitationsof generatingfacilities, andotherfactors. Thesedynamicfactorsare
modeledandsimulatedby the aforementionedHESI productioncostmodel usedfor this
evaluation.Throughtheuseof sucha model,thehourspermonthorperyearof operation
(dispatch)of the Projectcanbeestimatedand comparedto other resourcetypesunder
varyingconditions.
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Figure3 showsthepercentageof total powersupplyneedsin theWSCC regionwhich are
expectedto be met by various powergenerationresourcetypesand how this mix of
resourcedispatchchangesover time. The Project is expectedto fall within the new

combinedcycle block shownin Figure3 (notedas“CC new’). As is shownin Figure3,
newcombinedcycle projectsareexpectedto provideanincreasingamountof theenergyto
meetregionalneeds,growing from about 10 percentof total energysupply in 2005, to
about 35 percentof the total energysupply in 2020. This is due to thebelief that new
combined cycle projectsare expectedto be increasinglysuccessfulin competingwith
existingpowersuppliesandothernewpowerplantadditions

To assesshow theProjectis expectedto competewithin thisblock of newcombinedcycle
projects,Table1 presentstheestimatedoperatingcost(fuel commodityandtransportation,
variableO&M) permegawatthour (MWh) for theProjectrelativeto othernewcombined
cycle plants,previouslyinstalledcombinedcycle plants,andtherangeof othergeneration
resourcesin the WSCC region as listed on the table, This comparisonshows that the
Projectis expectedto havea costwell below thatof othercombinedcycle generatingunits
and is expectedto dispatchata level nearorabove90 percentthroughoutthe termof the
bonds.

Another illustrationof theProject’sexpectedability to competecanbeseenin theWSCC
loaddurationcurvesfor theyears2005,2010,2015and2020shownasFigures4, 5, 6 and7.
In all years,theProjectis expectedto bedispatchedyearroundat thebottomof thenew
combinedcycleblock.

Ability ofProject to CompeteWith Future High-Efficiency GeneratingFacilities
Figures8, 9, 10 and11 showthepercentageof time for eachof years2005, 2010,2015,and
2020 that different power generationresourcetypes areexpectedto be servingthe last
incrementof load (on the margin)effectively setting themarketclearingprice. As this
figure shows,in theearlyyearsin the life of theProject,newcombinedcycle projectsare
expectedto beat themarginonly approximately16 percentof thetime. Overthelife of the
Project,asmorecombinedcycle projectsareadded,displacinglessefficientgeneration,the
newercombinedcycle projects(of which the Projectis one) areon themargina greater
amount,growingto over43 percentof thetime by 2020in themodel results. Therelative
costadvantageof the Project,asdiscussedabove,showsthat the Projectis expectedto
dispatchwell in competitionwith thesecombinedcycleprojectsandotherresources.

The HESI model assumesthat new combined cycle power plants are addedwith an
averageheatrateof approximately7,100Btu/kWh (on a higherheatingvalueor “HHV”
basis).This is incomparisonto the6,700Btu/kWh heatrateassumedfor theProject.This
unusuallylow heatrateis due to theapproximately200,000lb/hr baseloadcogeneration
steamload servedby the Project. This reducesthenet costof fuel chargeableto power.
Gainsin efficiency in combinedcycle plantsarereachingthepointof diminishingreturns
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as discussedin moredetail in theIndependentEngineers’Report. However,somefurther

technologygainsmayoccur. The theoreticalpracticallimit of combinedcycle efficiencyis
expectedto beabout6,500Btu/kWh (HHV), andit is not clearthattheperformanceatsuch
levels can be maintainedin baseload operations(such as the 90 percentcapacityfactor

operationof the Project),or at what capital cost per kW of capacitysuch units will be
available. Nevertheless,to addressthe relative dispatchof combined cycle plants of

differentefficienciesin the future, the Projectvariableoperatingcostwas comparedto a
rangeof fuel conversionefficienciesfor theblockof assumednewcombinedcycleunits in
year2015in the HESI model.

As of 2015,the HESI modelassumestherewill be160new (addedfrom 1999 through2015)
combined-cyclegeneratingunits operatingin the WSCC. Table2 showsthe absoluteand

percentilerankingof the Projectagainstthoseunitsbasedon estimatedenergyproduction
costfor scenariosin which all of thecompetingprojectswereaddedat heatratesvarying
from 7,100(which is assumedin the model)down to 6,500Btu/kWh. As shownin Table2,

thereis essentiallyno changein competitivenesswith a200 Btu/kWh reductionfrom the
basecaseassumed7,100Btu/kWh heatratefor all of the competingplants,andevenwith

~ii of the other plant additions achievingwhat is consideredthe practical, long-term
efficiencylimit of 6,500Btu/kWh, the Projectstill is in the top 36 of 160 (approximatelythe
top 23 percent). More importantly, the lowest 60 of the combinedcycle units are stifi
expectedto dispatchata levelof atleast90 percentcapacityfactor.

It is unlikely that a competingprojectcan be developedtoday at a location with (1) a
200,000 lb/hr base load steam load to serve, and (2) a 500kV electric transmission

interconnectionnearamajorregionalmarketsalesanddelivery point, with (c) a local gas
lateral or distribution costof less than $0.05/MMBtu. As the regional productioncost
model results demonstrate,the Project is expectedto be highly competitivewith other

generationresources,evenif significantincrementalgains in fuel conversionefficiencyare

achievedby future competingplants.

Break-Even “Spark Spread”
A key indication of the margin of comfort with the Project’s operating results in a
competitivemarketis the differencebetweentheestimatedmarketclearingpriceandthat
price which is requiredto cover all fixed costs(debt servicecoverageratio of 1.0). This
comparisonis mostclearly demonstratedby computingthe “sparkspread” (the difference

betweenthe market clearingprice andthe variablecostof fuel, variable O&M, electric
transmission,andrelatedcoststo produceelectricalenergyby the Project)anddetermining

the total averagepriceper kWh in eachyearneededto meetthe 1.0 debtservicecoverage
ratio. Figure12 comparesthesparkspreadunderthebasecaseconditionswith the price
levels neededfor 1.0 coveragefor the Senior Bonds and also for all debt. This same

relationshipis shownin termsof apercentmarginof sparkspreadover the levelneeded
for 1.0 coveragein Figure 13. Figure 13 shows margins from over 150 percent to
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approximately250percentfor seniordebtcoverageandfrom approximately50 percentto
over 115percentfor totaldebtcoverage.

Similarcomparisonsareprovidedin Figures14 through21 for thelow andhighgasprice
sensitivity cases,the high hydroelectricproductionsensitivity case,and the generating
capacityoverbuildcasedescribedin theIndependentEngineerstReportanddescribedin
moredetail laterin this Overview. In eachcasethesesensitivitycasesshow theProjectis
expectedto havea comfortablemarginbetweenthe estimatedmarketclearingpricefor
energyandtheminimumrequiredto pay for all fixed andvariableProjectcosts.

Project-SpecificVariableCostCompetitive Advantages
The variablecost competitiveadvantagesof theProjectwhich contributeto its ability to
competefavorably in the marketareprincipally its heatrate,and the gassupply and
electrictransmissionservicecostsassociatedwith its favorablelocationasfollows:

> GasTransportationCosts-The Projectis locatednearthe California-Oregonborder
(COB) andthereforeenjoysa lower costpermillion Btu for gastransportationrelative
to projectsthat arelocatedin California. Gastransportationcostsaredistancerelated,
with costsrising asgasis transportedfartherfrom thesupplysource. As anexample,a

projectlocatedin theCentralCaliforniavalleyareawill facegastransportationtariffsof
approximately$0.25 to $0.35 more thanthe Project’s cost for mainline gaspipeline

transportation, due primarily to the additional cost of California intra-state
transportation.This resultsin anapproximately$2,00/MWhto $2.50/MWhsavingsin
deliveredfuel costsfor the Projectcomparedto thesecompetingplantsassumingthe
sameplantefficiency. This comparisondoesnot takeintoconsiderationtheaddedcost
of additionalgasshrinkagethat would be incurredby California plantsdue to the
addeddistancefor gastransportationas comparedto the Project. Relative to those
projectsin the Pacific Northwestwhich requirethe useof a local gasdistribution
companyor theconstructionof a lateraloff of a main pipeline,theProjecthasanother
cost advantage.The Projectwasableto securea local gastransportationratethat is
approximatelyhalf of the local tariff by opportunisticallynegotiatingto increasethe
diameterof the Medford Lateral that was nearingconstructionto serveother gas
customers.This resultedin a modestapproximately$0.05/MMBtugastransportation
cost on the lateral, saving over $0.05/MMBtu from the tariff rate. Local gas
transportationcostsor transportationcostsacrosssimilar, new lateralsto servemajor
combinedcycle projectstypically rangefrom $0.12/MMBtu to $0.20/MMBtuor more.
This advantagecan result in a 3 percentto 6 percentor higher deliveredgascost
savingsovercompetitors,on topof themainpipelinetransportationcostsavings.

• Electric TransmissionService - Dependingupon the season,the Project can be
competingwith other generatorslocated north of COB seekingto sell into the
California market(typically in summer)or thosein California seekingto sell into the
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Pacific Northwest(typically in thewinter). TheProjectenjoysanelectrictransmission

costsavingsover thesecompetitors.TheProjectis opportunisticallylocatednextto an
existing 500 kilovolt (kV) Meridian to CaptainJack electric transmissionline. This
proximity enablesinterconnectionat this high voltagewithout the needto build any
significantlengthof new500 kV transmission,which would otherwisebevery costly
(on theorderof $750,000permile). This interconnectionenablestheProjectto deliver
power to the COB trading and delivery point by paying only a SouthernIntertie
transmissionservicechargeto the Bonneville Power Administration(BPA) at a rate
equivalentto $1.75/MWh. Mostothercompetitorsin thePacific Northwestwould pay
the SouthernIntertie rateplus an additionalBPA Network tariff rateto reachCOB,
likely resulting in an addedcost of the equivalentof $150 to $2.00/MWh plus
transmissionlossesascomparedto theProject.Similarly, aprojectlocatedinCentralor
NorthernCaliforniaseekingdeliveryandsalesatCOB to sell into thePacific Northwest
would facetheCaliforniaIndependentSystemOperator’s(ISO) tariff rateof $1,81/KW-
monthfor transmissionservice,plus $0.78/MWhfor grid maintenancecharges. For a
90 percentcapacityfactor operationthis convertsto approximately$3.50/MWhtotal
transmissionservicecost to reachCOB. The Projectts relativeelectric transmission
chargesare therefore expectedto result in savingsof approximately6 percentto 8
percentin total costs,and9 percentto 12 percentsavingsin variablecostscomparedto
regionalcompetitorsseekingto sell in to thesamemarket. Therearepresentlyno other
known,plannedprojectsthatwill havethis advantage.

• Cost of Capital Savings- Although it doesnot impactvariable costs and relative
dispatch,the ProjecVslargely tax-exemptdebtfinancing and lack of equity returnor
income tax obligationalso reducesProjectcosts. If the Projectwere to be financed
usingthetraditional35 percentequity, 65 percenttaxabledebtstructure,thetotal cost
of Projectenergywould increaseby over $3.O0/MWh,or abouttenpercentbasedon
year2005costs. Evenif theProjectwereto be financedwith 100 percenttaxabledebt,
thetotalcostof Projectenergywould increaseapproximately$2.50/MWh,or aboutten

percenthigher than the Project’s “all-in” costs of energyexcluding any other cost
factors. While lowerfixedcostsdonot improveProjectdispatch,suchlower all-in costs
enabletheProjectto havehighermarginsonall-in costsandbetterdebtcoverageratios
thancompetingprojects,all otherfactorsbeingequal.

Fuel Price Sensitivity
Both theenergyproductioncostof theProjectandthe marketclearingpricefor energyat
COB will beinfluencedby thepriceof gas. IntheIndependentEngineer&Report,theHESI
regionalproductioncostsimulationmodelwasusedto estimateboth thecostsof energy
productionby the Projectand the COB marketclearingprice using high and low gas
commodity price assumptions. In the high gas case, marketclearing prices and the
Projecttsprice of productionincreaserelativeto the basecase. In the low gascase,the
Projectwould enjoythelower costof fuel commodity,but thereducedregionalcostof gas
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supplywould alsolower themarketclearingprice. Figure22 showsthedifferencein the
assumedprices of gasfor the base,low gaspriceand high gasprice casesexpressedin
constant,1998 dollars. Thesedifferent fuel priceassumptionsresult in thesparkspread
marginsshownin Figures14,15,16and17describedearlierin thisOverview.

Thelow gaspricecaseassumptionsareconsideredquiteconservative.The1999gasprice
is reduced$0.15/MMBtu from the 1998price,andthenescalatedat only 0,5 percent(real)
annually throughoutthe forecastperiod (2025). The assumedaverageannualgasprice
escalationrateunderthebasecaseis 1.8 percent(real). Therefore,underthelow gascase,
gaspricesareassumedto rise in realvalueby anaverageof 1.3 percentlessannuallyfor
nearly30 yearsascomparedto thebasecase As shownm Table16 from theIndependent
Engineers’Report,theProjectis expectedto havestrongdebtservicecoverageevenunder
theseconservativefuel costassumptions.

High Hydroelectric Production Impacts
ThemarketclearingpriceatCOB wifi beimpactedby thelevelof hydroelectricproduction
in thePacific Northwestand California in any givenyear. Table 3 presentsthe historic
variability in hydroelectricproductionin thePacific NorthwestandCaliforniafor thepast
twenty years. As is seen in Table 3, sustainedvery high periods of hydroelectric
production have historically been no more than two years duration. The high
hydroelectricproductionsensitivitycasepresentedin the IndependentEngineers~Report
evaluatesthepotentialimpacton theprojectedoperatingresultsfrom theoccurrenceof the
samestreamflow conditionswhich werepresentin 1995 and1996. As shownin Table3,
thesetwo yearscombinedrepresentapproximatelythe 80th percentileof high wateryears
in theprior twentyyearrecord. Given thatthesehaveoccurredrecently,theylikely more
accuratelydepicttheconstraintswhich haveincreasinglybeenplacedon ColumbiaRiver
basinhydroelectricproductionfor fisheryprotectionand recoveryreasons,andtherefore
areexpectedto be good examplesof future high hydroelectricproductionperiodsin the
region. Basedon recentdevelopments(1999)in fisheryprotectionmeasuresannouncedfor
theColumbiaRiver basin,it is likely thatchangesin operationswill bemadewhich could
reducethe impactsof high water yearconditions on regionalhydroelectricproduction,
althoughit is difficult to preciselyquantifytheseeffectsatthis time.

Recognizingthat high hydroelectricproductionconditions aresporadic,this evaluation
focusesonly on thetwo yearperiodduringwhichthehigh hydroelectricconditionsoccur.

All otheryearsin this caseweremodeledat averageconditions. Theyears2004 and2005
wereselectedfor thehighhydroelectricproductionconditionsbecause2004is thefirst year
in which the Project incurs full principal and interestpaymentobligationson all debt,
thereforeresultingin thehighestpotentialfor stressto theoperatingresults. As shownin
Table 16 in the IndependentEngineer& Report, thesetwo yearsresult in the following
estimatedchangefrom thebasecaseresults:
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2004 2005
BaseCase

MarketClearingPrice($/MWh) 32.5 35.0
SeniorDebtServiceCoverage 1.81x 1.96x
Total DebtServiceCoverage 1.40x 1.52x
ProjectCapacityFactorOperation 88.9% 90.2%

High HydroCase
MarketClearingPrice($/MWh) 31.5 29.5
SeniorDebtServiceCoverage 1.71x 1.47x
TotalDebtServiceCoverage l.32x 1.14x
ProjectCapacityFactorOperation 87.7% 76.7%

OverbuildCase
The base case assumesthe addition of sufficient capacity in the WSCC to meet a
cumulativeWSCCreservecapacitymarginof approximately20 percent.Thisresultsin the
addition, by 2008, of approximately12,400 MW of new capacityin California (approx.
11,000 MW) andthe Pacific Northwest(approx.1,400MW). TheindependentEngineers’
Reportpresentstheresultsof anoverbuildcasein which2,500MW of capacityin addition

to that in the basecaseis constructedduring this sameperiod, or approximatelya 21
percentincreaseover thatwhich is neededto meetWSCCreliability criteria. As shownin
Table 16 of the independentEngineers’ Report, this changewould begin to impact
operatingresultsin 2005when(a) thecapacityfactoroperationof theProjectis estimated
to dropslightly, (b) marketclearingpricesareestimatedfall by about8 percentcompared
to thebasecase,and (c) seniordebtcoverageratiosarereducedfrom approximately1.96x
to 1.47x. Coverageis estimatedto reboundto 1.70x on seniordebtin thenextyear,with a
continuedtrendupwards.

The amountand timing of additional capacitythat canbe constructedin California, is
limited by the presenceof one of the most comprehensivescope power plant site
certification processesin the nation. A Site Certificate from the California Energy

Commission(CEC) is requiredfor any project in excessof 100 MW. The CEC Site
Certificationprocesshasservedto significantly delay theplanneddateof commencement
of constructionof severalpowerprojectsfromthedatesinitially announcedby developers.
Thefirst merchantpowerprojectapplicationwasfiled in early1997,andhasyetto receive
approval. Subsequentprojectsarealsoincurring longerperiodsof permittingprocesses
thanplanned. The CEC processinvolves a rigorousreview of all aspectsof project
development,and requiresan independentreviewby theCalifornia ISO of theimpactof
proposedproject on the region’s transmissiongrid. The ISO provides the CEC with an
assessmentof anytransmissionconstraintsthata projectmaycreateto thedetrimentof the
system. TheCEC is on recordindicatingthatits reviewwill considertheability of a plant
to physically deliver powerto the marketand that certificationcouldbe withheld if the

8



CaliforniaISOandtheCEC determinethataprojectis undulyconstrainedorcausesundue
impactson thetransmissionsystem.

To addanadditional2,500MW into theCaliforniaandOregonsystemon top of the12,400
MW assumedin theHESImodelwill beachallengewithouteither(a) majortransmission
systemupgrades,or (b) installationof that capacitynearexisting older generationsites
(primarily those previously owned by Pacific Gas & Electric Company(PG&E)), and

utilizing the existing transmissionexit capability madeavailablefrom retirementof the
plants. Additional excessgenerationbeyondthe incremental2,500 MW overbuildcase
presentedin the IndependentEngineer’sReport is thereforeunlikely to receiveCEC
approval. If it doesreceiveapproval,it is likely to beat a locationwhich eitherrequires
transmissionupgradesto bepaidfor by the projectcreatingtheneedfor theupgrade,or at
a locationwhich replacesanexistingPG&E divestedgeneratingplants. All suchexisting
PG&E locationsof majorthermalgeneratingplantsareat pointsin theSanFranciscoBay
area,or further south, where the distance-relatedgas transportationcosts will add
approximately$0.26 to $0.35per MMBtu to thecost of deliveredgasascomparedto the
Project. This would result in an increaseof approximately$2.00 to $2.50/MWh in
deliveredcostascomparedto theProject.

In addition, any project constructedat theselocationsseekingto sell north to COB for
Pacific Northwestpeakseasondeliverieswill incurtheabovedescribedadditionalcostsfor
transmissiondelivery to COB. ThepresentCalifornia ISO tariff for transmissionserviceto
COB from plantslocatedin Northern or CentralCalifornia includesa $1.81/kW-month
AccessCharge(which convertsto approximately$2,75/MWhat a ninetypercentcapacity
factor) and a Grid ManagementCharge of $0.78/MWh, for a total approximate
transmissioncostof $3.50/MWhcomparedto the Project’scost of $1.75fMWhunderits
Bonnevilletransmissiontariff. As a result,evenif therewere anevengreateroverbuild
thanthe 2,500 MW sensitivity caseshownin the IndependentEngineerstReport,the
Projectis expectedto favorablycompete.

9



Figure 1
Con~arisonof Estimated Monthly Average COB Market Clearing Price

versus Total Estimated Variable Production Costs per kWH
for the Kiamath Cogeneration Project for the Year 2004

50.00

~

~ 20.00

15.00

I 0.00

5.00

0.00 ‘:~~//

1



Figure2
EstimatedMonthly CapacityFactorOperation*
of theKiamath CogenerationProjectfor 2004
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Figure 3
Kiamath Cogeneration Project

Generation by Plant Type within the WSCC
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Figure 4
Forecast WSCC Load Duration Curve and Resource Stack
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Forecast WSCC Load Duration Curve and Resource Stack

Year 2010
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Forecast WSCCLoad Duration Curve and ResourceStack
Year 2015
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Forecast WSCC Load Duration Curve and Resource Stack
Year 2020
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Figure 8
Ralative Time on Margin

By Plant Type and Time Period
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Figure 9
Relative Time on Margin

By Plant Type and Time Period
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Figure 10
RelativeTime on Margin

~ Plant Type and Time Period
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Figure 11
Re’ativeTime on Margin

By Plant Type and Time Period
2005

internal Conbustion

Steam, ~ r
0% ii

U GasTurbine
Cogeneration/Other/QF 6%

8%

Steam, P~leturalGas
33%

New ContinedCycle
43%

Old CorTtinedCyc~
10%

11



Agure 12
Kiamath Cogeneration Project

Spark Spread and Minimum Spread Necessary to Achieve Debt Coverage of I .Ox

18.00 Under Base Case Assumptions
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Rgure 13
Kiamath CogenerationProject

Margin of ForecastSpark Spread
OverMinimum SpreadNecessaryto AchieveDebtCoverageof lOx

Under BaseCaseAssumptions
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Agure 14
Kiamath Cogeneration Project

Spark Spread and Minimum Spread Necessary to Achieve Debt Coverage of I .Ox

1800 Under Low Gas Case Assumptions
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FIgure 15
Kiamath Cogeneratlon Project

Margin of Forecast Spark Spread
Over Minimum Spread Necessary to Achieve Debt Coverage of I .Ox

Under Low Gas Price Assumptions
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Agtre 16
Kiamath CogenerationProject

SparkSpread and Minimum SpreadNecessaryto AchieveDebtCoverageof I .Ox

18.00 Under High ~s CaseAssumptions
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Figure17
Kiamath CogenerationProject

Margin of Forecast Spark Spread
OverMinimum Spread Necessary to Achieve Debt Coverage of I .Ox

Under High Gas Price Assumptions
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Agure 18
Kiamath Cogeneration Project

Spark Spread and Minimum Spread Necessary to Achieve Debt Coverage of I .Ox

18.00 Under High Hydro Assumptions

12.00 ~ - -~— Spread _________ ________

~ ~ / —.—MnmvmSpreadforlotal=1.Ox
—i-— Mninum Spread for Senior= lOx

::: I~T~± —~--~ ~

4.00

2.00 — -_____________________

0.00
22 22 22 2 2 2 2 22 22 22 22 22 2 2 22
000000 00 000000 00 0000 00 00
00 0000 0 0 1 1 1 1 1 1 1 1 1 1 22 2 2 2 2
2 3 45 6 7 8 9 0 1 23 4 5 6 7 89 0 1 2 3 45

18



Agure 19
Kiamath Cogeneration Project

Margin of Forecast Spark Spread
OverMinimum Spread Necessary to Achieve Debt Coverage of I .Ox

Under High Hydro Assumptions
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Figure 20
Kiamath Cogeneration Project

SparkSpread and Minimum Spread Necessary to Achieve Debt Coverage of I .Ox

18.00 Under Overbuild Assumptions
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Figure 21
Kiamath Cogeneration Project

Margin of Forecast Spark Spread
Over Minimum Spread Necessary to Achieve Debt Coverage of I .Ox

Under Overbuild Assumptions
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Figure22
Kiamath Cogeneration Project

Gas Commodity Price Forecasts
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——Base 1.439 1.54 1.671 1.725 1.793 1.824 1.94 1.992 1.995 2.042 2.047 2.075 2.112 2.15 2.203 2.242 2.322 2.363 2.448

——Gas Low 1.439 1.386 1.4 1.407 1.421 1.428 1.442 1.45 1.464 1.471 1,486 1.494 1.509 1.516 1.531 1.539 1.554 1.562 1.578

—a—Gas High 1.439 1.694 1.664 1.69 1.748 1.775 1.85 1.897 1.995 2.035 2.125 2.162 2.234 2.274 2.373 2.438 2.571 2.64 2.782
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Table 1
AverageOperating Costsby Plant Type in the WSCC

2005 2005 2005 2010 2010 2010 2015 2015 2015 —

Plant Type GWh $/MWh Cap Fac GWh $/MWh Cap Fac GWh $/MWh Cap Fac —

InternalCombustion 145 65.08 6.5 87 80.32 3.9 55 92.98 2.5
GasTurbme 15,817 4266 153 20,165 51 18 142 22,537 6057 124
Steam Turbine (natural 69,387 37.99 35.0 59,811 46.90 30.3 54,095 56.92 27.5
gas)
CombinedCycle(old) 31,677 28.30 65.0 29,792 34.38 60.3 27,910 41.11 56.6
CombinedCycle(new) 96,979 26.33 84.1 182,827 31.60 83.0 276,348 37.69 82.2
KiamathCogeneration 3,752 20.19 90.3 3,812 24.52 91.20 3,760 29.19 91.2
SteamTurbine(coal) 267,889 14.02 82.3 268,383 15.48 82.4 268,588 17.09 82.5
Geothermal 18,383 38.67 92.4 17,764 47.22 92.5 15,415 60.40 93.3
Cogeneration/Other/QF 52,646 25.29 63.0 50,551 38.05 60.5 49,276 45.18 59.0
Nuclear 35,885 13.60 83,1 35,885 14.65 83.1 35,891 15.78 83.1
WindTurbine 3,399 10.48 21.9 3,436 12.24 21.7 3,436 14.05 21.9
Hydroelectric[2] 250,026 6.81 47.5 250,070 7.82 47.5 250,110 8.98 47.5
Total 845,985 57.2 922,582 1,007,421 —

[1] Cost basedon fuel and variable O&M in
nominaldollars
[2] Cost basedon averageaggregatedoperatingexpensesof hydroelectricfacilities in the
WSCCasreportedto FERConFERCForm 1
(2.8% annual inflation

rate)
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Table 2
Rankingof Kiamath Cogeneration Project

Versus Other CCCT Plants in the WSCC Resource Stack in Year
2015

___________ Under Various Heat Rate Assumptions _________

___________ HeatRateof Rankof _________ _________

__________ GenericNew Kiamath ________ ________

___________ CCCT Plants Project Percentile* _________

_________ 7100 17 11% _______

_________ 7000 17 11% _______

_________ 6900 18 11% _______

__________ 6800 28 18% ________

__________ 6700 28 18% ________

__________ 6600 28 18% ________

___________ 6500 36 23% _________

* Percent of CCCT plants that have a heat
___________ rate _________

___________ lower than_the_Klamath_Project out of _________

__________ a total_of 160_CCCT_plants assumed ________

__________ to be operaing in year 2015 in the ________

__________ HESI_model ________
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Table 3
______ ________ HistoricWSCC Hydroelectric Generation Data ____ _________

Year California Northwest Others (Excluding Al and
______ _______ ____ ______ ____ BC) ______ ____ ________

Generation Generation Generation Total
_____ (GWh) ___ (GWh~ ____ (GWh) ____ _____ ___ _______

1977 11,507 ____ 100,966 _____ 18,792 _____ 131,265 0% percentile
1978 30,042 ____ 130,745 _____ 22,904 ______ 183,691 55% percentile
1979 27,389 ____ _116,261 _____ 22,262 _____ 165,912 25% ercentile
1980 32,999 ____ 121,397 _____ 25,179 _____ 179,575 45% ercentile
1981 24,040 ____ 141,000 _____ 22,266 _____ 187,306 60% )ercentile
1982 40,560 ____ 145,119 _____ 22,404 _____ 208,083 80% percentile
1983 45,954 ____ 142,258 _____ 33,653 ______ 221,865 90% Dercentile
1984 34,900 ____ 146,027 _____ 36,282 ______ 217,209 85% percentile
1985 28,884 ____ 131,224 ____ 32,228 _____ 192,337 65% percentile
1986 36,529 ____ 127,541 _____ 33,894 ______ 197,964 70% percentile
1987 26,087 ____ _1 16,804 _____ 24,587 ______ 167,459 30% percentile
1988 24,837 ____ 109,569 _____ 20,783 ______ 155,189 15% ~ercentile
1989 27,253 ____ 116,542 _____ 21,987 _____ 165,783 20% Dercentile
1990 21,908 ____ 134,486 ____ 22,287 _____ 178,681 40% percentile
1991 20,530 ____ 138,056 _____ 24,279 ______ 182,865 50% ercentile
1992 18,659 ____ 105,706 _____ 19,616 ______ 143,982 5% percentile
1993 36,617 ____ 111,540 _____ 21,567 _____ 169,724 35% percentile
1994 21,592 ____ 103,424 _____ 20,705 ______ 145,721 10% percentile
1995 44,269 ____ 132,506 _____ 24,830 ______ 201,605 75% percentile
1996 40,716 ____ 154,455 _____ 29,039 _____ 224,211 95% ,ercentile
1997 37,437 ____ 162,869 _____ 32,755 ______ 233,061 100% Percentile

Mm 11,507 1977 100,966 1977 18,792 1977 131,265 1977 ________

Max 45,954 1983 162,869 1997 36,282 1984 233,061 1997 _________

Median 28,884 1985 130,745 1978 22,904 1978 182,865 1991 _________

Historic Hydro Generation Levels

180000

120 000 A Northwest Generabon (~)

80,000 —.—California Generation (G’vMi)

60,000

_________ ~ —*— Others (Excluding Al and BC)
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MEMORANDUM

TO: MAYOR AND CITY COUNCIL

FROM: CHRISTOPHER C. EPPLEY
CITY MANAGER

SUBJECT: CATERING CENTER

BACKGROUND

As the Civic Centerwasplanned,the Civic CenterTaskForcemadea consciousdecisionnotto
build a full kitchenfor the communitycenterfor a numberofreasonsincluding butnotlimitedto:

• Costcontainment.
• Desirenot to competein the conventionbusinessso asto avoid harminglocal

businessesthatoffer similarservices.
• Attemptto function purelyasa communitycenterand notaneventcenter.

As the communitycenterhas functionedfor nearly 6-monthsnow, a numberof realitieshave
madethemselvesknownto us:

• Passivelyexistingin themarketand attemptingto avoidattractingbusinessaway
from existing local businessesdoes not preventeventsfrom booking at the
communitycenter.

• As long asthe spaceisavailable,a widevarietyof eventswill be attractedto it.
• Thelack of a catering centeris a hindrancefor largeeventsfrom utilizing the

spaceefficiently.

Basedon commentsprovidedby thosebookingthe spacestaffprovideda recommendationto the
City Council to design a commercial kitchen as an additionto the Civic Centerto servethe
communitycenterspacewith anestimatedpriceof $700K plus $75Kfor designandengineering.
A wide crosssectionof the businesscommunitydidnot supporttheconceptof building a large
and expensivecommercialkitchen. Sincethen,staffhasworkedwith a numberofareacaterers,
our architectteamand a commercialkitchendesignerto developthe currentproposalfor a scaled
back spacethat we are now referring to as a catering center. This spaceprovides roomfor
caterersto prep and dish up food servicefor large eventsbut doesnot includethe types cost
intensiveequipmentthata full commercialkitchenwould. It hasbeendesignedto providethose
servicesidentifiedas importantfor caterersbutnotfor thestartto finish preparationof mealson
site. This new plan is estimatedto cost approximately $370K and $65K for design and
engineering. This new plan has receivedthe positive endorsementof the Keizer Chamberof
CommerceEconomic Developmentand Governmental Affairs Committee, and the Keizer
RenaissanceInn.

Staff would like directionfrom the City Council to bring this proposalas presented,with any
modifications suggestedthis evening,to the City Council at the next earliestopportunity for
deliberationandpositivevote to proceed.





Eppley, Christopher

From: Brett Hanson [BHanson©grpmack corn]
Sent: MOnday, October 12, 2009 254 PM
To: Eppley, Christopher, Watson, Kevin
Cc: Jeff Humphreys
Subject: Keizer Catering. Cost Estimates
Attachments: Keizer City Hall Kitchen Addition Conceptuaipdf; #48 Keizer City Hall Kitchen Addition WBS

Cost. pdf

Afternoon Chris,
We’ve itemized the totals currently identified for the project for your use in presentation to City Council
See attached for itemized construction budget

Cost Estimate Summary.

Phase lilt:
Construction Cost (Building): $262,750.30
Equipment Cost: $70,550.55*
AlE Services: $65,000,00**
Design Contingency (5%) $19,915.04
Total: $418,215.89

Phase Ill:
Construction Cost (Canopy). $8,558.27***
A/E CA Services: $13,308.00
Permit Fees. $3269.6~
Health Inspection Fee. $474.00
Total: $25,609 92
Total Project Cost: $44382581 (plus canopy design fees)

Total Project Cost (no canopy): $435,267.54

* Note that items listed as Optional’ s/ the equipment estimate are not included in total equip/acnE cosL
** Decreased A/E fee reflects exclusion ofConstruction Admimsstration & optional canopy design in Phase I/Il

Optional canopy. Design fee not included, which may range from 50-60% of construction cost due to conmpluxily
Fees for Marion County only, Keizer pennit fees not included Spec/al Inspection not sicluded,

To aid in reducing costs, we would recommend not pursuing the canopy at this time.
Note that this estinmate reflects an average construction cost and may be lower in a competitive bid
As you review the estimate please contact Jeff or myself with any questions.

Thanks,
Brett

MACKENZIE

RiverEast Center (1515 SE WaterAvenue, Suite 100 ( Portland, OR 97214
P.O. Box 14310 ( Portland, OR 97293
T: 503.224.9560 F: 503.228.1285 I wp~io~~iai~oorcorn (vConl
PORTLAND, OREGON SEATTLE, WASHINGTON (VANCOUVER, WASHINGTON
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TSCM WBS Price
1515 SE Water Ave #48 Keizer City Ha) Kitchen Addition
Portland, OR 97214 10/06109

Description Quantity Unit Unit Price total Price

Addition
Remove Wall. Masonry, Dispose 32000 SF 330 1,981 30

Erosion Control 2,25000 SF 005 11605
Strip Top Soil 2.25a00 SF 032 73035
Fine Grading 2,250.00 SF 0.19 43821
Grading, Site 2,25000 SF 0.65 1,461)68
Encavatron and Backfill, Footing 1800 CV 18 8 327 19
Lund and Haul, 5 to 10 Miles 8300 CV 15.58 1 253.19

Perimeter Drainage, 4” Pen Pipe, 2’ wide drain rock band to subbase 12000 LF 1374 1,64847
Baserock 6” , Site, walks, aprons, pads, footings Bnildixg’ SOC 3900 CV 3506 1.361 IS
Slab on Grade, 3000 PSI 4” 1,52000 SF 7 14 10,854.49
CMU, Decorative, Scored ground lace, Grouled, Reinforcing 1,93000 SF 24.67 47,611 74
CMU, Re9ular, 8n8x16, Groufed, Roinforcrng 15300 SF 1948 2,979.79
L4n4u1/4 0.38 T 6,232 26 2.36826

Bar Joint, 24LH05 1.66 T 6,36208 10,561 05
Metal deck. 3” thick, 2Oga 1,520.00 SF 452 6,877 (9
2”n8” at Parapet 12000 LF 390 46742
Sheathing, Wall, Plywood, 1/2” - Backxig for Shelving 40000 SF 1 75 (00.011
Fiberglass Reinforced Panels (FRP) White All walls 8’ AFF 1,56800 SF 2 65 4.153 15

Vapor barrier, Polyethylene SOC 1,52000 SF 1 88 2,851 77
lnnulatinn, BaIt, 31/2” 1,68000 SF I 17 1,9686)
Insulation, Roof, Deck, 5” 1,520.00 SF 422 6,41403
Built-up roofing, S ply 1,520.00 SF 2 98 4.52434
Ball-up roofing, Cap sheet / White 1,520.00 SF 093 1,4/601
Sheet Metal Flashing and Frim - Parapet with sheet metal on backside 30000 SF 1363 4099.81
to roofing

Roof expansion fOxlf 76.00 LF 16439 12,49352
Caulking and Sealant, SF of Balding Area 1,52000 SF 0 19 29603
Hollow Metal Doors, 3070, Complete w/Fr’ame and Hardware 1 00 BA 1,49315 1,49315
Hollow Metal Doors, 4070, Complete wfFr’arne and Hardware 200 EA 2,077.41 4,15482
Studs, Metal, 16” oc, 35/8”, 5/8 Gypboai’d, Tape and Finish - Exterior 1,760.00 SF 4.47 7,861194
Walls

Studs, Metal, 16” oc, 35/8”, 5/8 Gypboard, Tape and Finsih - Interior 220.00 SF 649 1,42823
Walls
Gypboard Ceiling 1,520.00 SF 1105 12.23597

Bane molding, Resilient tile, Coned, 6” 207.00 LF 282 58459
Floor Coatings, Epoxy 1,520.00 SF 809 12,29518
Paint exterior, Door and frame, 2 sides, 2 coats 200 EA 20758 415 15
Paint inferior, 2 coat 1,60000 SF 11/) 1.765 110

Gas, Pipe, Black, Grooved, w/ Grooved fittings, hangers, & valves, 3/4” 10000 LF 3030 3,029 (9
Floor Drain 3 00 BA 201 25 603 70

Wet Pipe Sprinkler System 1,52000 SF 390 5,92063
Floor Sinks Rough..ix and Iristallalron 300 EA 1,428.22 4,28467
Fintur’e Rough-rn and F inture Inslallalion 7.00 EA 2,46693 17,2685)
Packaged Rooftop Units Cost per ‘tori w/Curb 500 T 1,558.06 7,79030
Ductwork, SF Allowance , SA/RA, Dill, Grills, Insulafion, Louver, 1,520.00 SF 11 40 17,327 ‘72
Automatic Temperature Control, Electric control, by Squai’e feet 1,520.00 SF 1.17 1,771 24

Adjust and Balance, by SF 1,52000 SF 065 98676
Panels 225A 208 120V 1 00 EA 3,440 72 3,44072
Conduit and Wire 1 i/O 00 LF 33 76 5,063 70

ProEsI Eslrrnatrxg Page I



Description Quantity Unit Unit Price total Pnce

Motor connection, Fractional horsepowei 300 EA 401 00 1,20301
Motor Mounting, 5 HP - RoofTop Unit (Pt U) 1 00 EA 194.35 19435
Disconnect, 30A 3P Fused Sw tch WP (Ice machine, Re-Heatnig) 200 EA 46092 921 84
Feeders & Conduit Mechanical Motois . Equipment 24000 LF 20 2 402990

Recessed Direct Fluorescent Central Basket 2o4 1600 EA 29344 4,594 9~
Exit L ghting LED w Batteiy, Single Face 200 CA 17578 35056

Lighting, Power Boues, Conduit Whips, Misc 1,52000 SF 331 9,03254
Exterior, Type Lumixaire Cast Aluminum, 42W 200 EA 246 70 493 39
Fire Alarm, System -(1) Duct Detector, (1) Smoke, (2) Horn Strobe tie to 1,52000 SF 117 1 776 tO
existing system

Tele / Data -2 Locations 152000 SF 065 085 75
General Purpose Power - Outlets Rctrigeiatois, 1,52000 SF 227 3453 7/3

202,750 30

Canopy
Fine Grading 27200 SF 058 15603

Grading, Site 272 00 SF 2 08 565 05
Excanation and Backfill Footing, Columii rat C,ranxlai - Canopy i.oo CV 35056 35056
Easerock -6”, Site walks, aprons pads, tootx gs Canopy. SOC 700 CV 4544 318 11
Slab on Grade 3000 PSI 4’ Canopy 272 00 SF 909 2 472 12

HSS6u4xl/4 033 T 623224 2,35664
HSS4x4x1/4 0 15 T 6,232.27 33484
Metal deck 11/2” thick, 22 ga 27200 SF 345 941 17
Paint exterior Canopy / 00 LS 76085 75085

8,SStt27

total l
1

iicc $271 30857

Prxxut Estnnaiing / rge 2



TSCM WBS Unit Price Analysis
1515 SE Water Ave #48 Keizer City Hat Kitcheii Addition
Portland, OR 97214 10/06/OS

Description Quantity Unit Unit Price Total Price Job %

Not Assigned 000 000

Addition 0 00 0 00 202750 30 96 8

Canopy 0 00 0 00 8558 27 3 1

PrOEotEstimating



TSCM Division Unit Price Analysis
1515 SE Water Ave #48 Keizer City Hall Kitchen Addition

Portland, OR 97214 10/06/09

Description Quantity Unit UnitPrice Total Price Job %

2 Sitework 1,520 00 SF 648 9,856 03 36

3 Concrete 1,520 00 SF 8.76 13,326.61 4.9

4 Masonry 1,520,00 SF 3328 50,591 53 t8.6

5 Metals 1,52000 SF 1561 23,739.75 8.7

6 Wood and Plastics 1.52000 SF 350 5.32066 1 9

7 Thermal and Moisture 1,520.00 SF 22.40 34,054.22 125

8Doors and Windows 1,52000 SF 371 5.64797 20

9 Finishes 1,520.00 SF 2457 37.34671 137

15 Mechanical 1,52000 SF 3880 58.98338 21 7

16 Electrical 1,520.00 SF 21 34 32,441.71 11 9

PrsEot Estimating



TSCM Estimate Summary
1515 SE Water Ave 10/06/09
Portland, OR 97214

Project #48 Keizer City Hall Kitchen Addition Client Brent Hanson Bid Date 10/01/09
Estimator Michael Shadley Group Mackenzie Status. Active
Type. Commercial 1515 SW Moody Suite 100 Size 1520

Portland, OR

Description Tan % Barden % Tan $ Barden $ Total

Material 000 0.00 0.00 000 $18,272.85

Labor 0.00 3500 0.00 4413.87 $17,024 94

Sub-Contracts 0 00 0 00 0 00 0.00 so 00

Eqaipmest 0 00 0 00 0 00 0 00 $0 00

Other 0.00 0.00 000 0.00 $173,660 88

Total Estimate Cost $208,958 67

Markups Percentage Apply To Compound Markup $ Total

General Conditions 700 ~jj 14,627 11

Bond and Insurance 2 00 All X 4471 69

Contractors FEE 5.00 All X 11,40289

Contingency 1000 Alt X 23,946.02

Escalation 202010 3.00 All X 7,902.19

Total Markups $62,349.90

Total Estimate Price $271,308 57

PruEut Eotiisat/ng Euti~nateSuiiiniaiy Repair



TSCM Sub Division Cost
1515 SE Water Ave #48 Keizer City Halt Kitchen Addition
Portland, OR 97214 10/06/09

Description Quantity Unit Unit Cost Total Cost

2 Sitework
2003000 Demolition Walls
Rerno”e Wall. Masonry, Dispose 320.00 SF 2.60 832.80

832 80
2006000 Site Preparation
Erosion Control 2,25000 SF 004 9000
Strip Top Soil 2,250 00 SF 025 502 50

652 50
2007000 Grading
Fine Grading 2,52200 SF 045 45990
Grading, Site 2,52200 SF 1 60 1.56020

2.02010
2009000 ExcavationlBackfill
Excavation and Backfill, Footing 18.00 CY 14.00 25200
Excavation and Backfill, Footing. Column, WI Granular Canopy 1 00 CV 270.00 27000

Loud and Haul, 5 to 10 Miles 8300 CV 12.00 99600
Perimeter Drainuge, 4” Pert Pipe, 2’ wide drain rock band to 12000 LF 10.S8 1,20960
subbase

2,787 00
20130(10 Concrete Paving
Buserock -6”. Site walks, aprons, pads, footings Canopy SOG 700 CV 3500 24500
Buserock -6”. Site walks, aprons, pads, footings Building SOG 3900 CV 2700 1,05300

1,208 00

2 Sitework 7,591.00

3 Concrete
3010000 Concrete Stab on Grade
Slub on Grade, 3000 PSI 4” 1,520.00 SF 5.50 8.36000

Slub on Grade, 3000 PSI 4” - Canopy 272.00 SF 7.00 1,90400
10,264.00

3 Concrete 10264.00

4 Masonry

4008000 Masonry Block
CMU, Decorative, Scored ground fuce, Grouted, Reinforcing 1,93000 SF 19.00 36.67000
CMU, Regular, 8x8n16, Grouted, Reinforcing 153.00 SF 15.00 2,29500

38.905 00

4Masonry 38,965.00

5 Metals
5009000 Structural Steet
H554x4u1/4 0 15 T 4,80000 72000
H556x4n1/4 033 T 4,80000 t,584 00
L4x4x1/4 038 T 4.800 00 1,824 00

Bar Joist, 24LH05 1.66 T 4,90000 8.13400
12.26200

5011000 Metal Decking

FinEst Estimating Page / xl 4



Description Quantity Unit Unit Cost Total Cost

Metal deck, 1112” thick, 22 ga 272.00 SF 267 72488
Metal deck, 3” thick, 20 ga 1,520.00 SF 3.49 5,297 20

6,02208

5 Metals 15284.08

6 Wood and Plastics
6010000 Wood Other
2”x8” at Parapet 120.00 LF 300 360.00

360 00
6011000 Sheathing

Sheathing, Wall, Plywood, 112”- Backing for Shelving 40000 SF 1 35 53920

539.20
6022000 Panelwork
Fiberglass Reinforced Panels fFRP) White - All walls 8’ AFF 1,56800 SF 204 3,19872

3,198.72

6 Wood and Plastics 4,097.92

7 Thermal and Moisture
7004000 Vapor Retarders
Vapor barrier, Polyethylene - SOC 1,52000 SF 1.45 2,19640

2,19640

7005000 Insulation
Insulation, Butt, 3112” 1,68000 SF 0.90 1,51620

Insulation, Roof, Deck, 5” 1,52000 SF 3.25 4,94000

6,456 20
7011000 Bituminous Roofing

Built-up roofing, 5 ply 1,520,00 SF 2.29 3,48460
Built-up roofing, Cap sheet / White 1,520.00 SF 072 1,090.60

4,575 20

7014000 Flashing and Sheet Metal
Sheet Metal Flashing and Trim - Parapet with sheet metal on 300.00 SF 10.50 3,15000
backside to roofing

3,150.00
7016000 Roof Accessories
Roofeupunsion loint 76.00 LF 12661 9,622.36

9.622 36
7018000 Sealants and Caulking
Caulking and Sealant, SF of BuildingAiea 1,520.00 SF 0.15 22800

228.00

7 Thermal and Moisture 26,228,16

8 Doors and Windows

8001000 Metal Doors
Hollow Metal Doors, 3070, Complete w/Fiame and Hardware 1 00 BA 1,15000 1,15000
Hollow Metal Doors, 4070, Complete w/Frame and Hardware 2.00 EA t .60000 3,20000

4,350 00

8 Doors and Windows 4,350.00

9 Finishes

9001000 Wall Framing Systems

PruEot Eutinrating Page 2 ur 4



Description Quantity Unit Unit Cost Total Cost

Studs, Metal, 16’ oc, 3 5/8”, 6/8 Gypboai’d, Tape and Finish- 1,76000 SF 344 6,064.40
Exterior Walls

Studs, Metal, 16” oc. 35/8”, 5/8 Gypboard, Tape and Finsih - 220.00 SF 5.00 1,10000
Intesor Walls

7.15440
9019000 Special Ceiling Surfaces
Gypbonrd Ceiling 1,520.00 SF 6.20 9,424.00

9,424.00

9025000 Resilient Tile Flooring
Baxe molding, Resilient tile, Caved, 6” 20700 LF 2.18 45023

450 23

9029000 Special Coatings
Floor Coatings, Epoxy 1,52000 SF 6.23 9,469.60

9,469.60
9030000 Exterior Painting

Paint exterior, Door and tramn, 2 sides, 2 coats 200 EA 15988 319.75
Paint exterior, Canopy 1 00 LS 586 00 586.00

905 75
9031000 Interior Painting
Paint interior, 2 coat 1,60000 SF 085 1,360730

1,36000

9 Finishes 28,763.98

15 Mechanical

15001000 Pipe, Black
Gas, Pipe, Black, Grooved, m/ Grooved fittings, hangero, & xalves, 10000 LF 2334 2,33350

3/4’,
2,33350

15007000 Pipe, Soil

Floor Drain 3.00 EA 15500 46500
465.00

1501 9000 Wet Pipe Sprinkler Systems
Wet Pipe Sprinkler System 1,52000 SF 300 4,560.00

4,56000
15024000 Plumbing Fixtures
Floor Sinkx Rough-in and Installation 3.00 BA 1,10000 3,30000
Fixture Rough-in and Fixture lvstallution 7.00 BA 1,900.00 13,30000

16,60000
15045000 Packaged Air-Conditioning Units

Packaged Roohop Units Coat per Ton w/Curb 500 T 1,20000 6,00000

6,000 00
15054000 Ductwork
Ductwork, SF Allowance, SA/RA, Duff, Grills, Insulation, Louver, 1,520.00 SF 878 13,34550

13,34560

15060000 Control Systems
Automatic Temperature Control, Electric control, by Square feet 1,52000 SF 090 1.36420

1.36420

15061000 Mechanical Equipment Testing
Adjust and Balance. by SF 1,52000 SF 0.50 760.00

760 00

15 Mechanical 45,428.30

PruEot Eotrrnatnrg Page 3of 4



Description Quantity Unit Unit Cost Total Cost

16 Electrical
16000100 Service and Distribution
Panels 225A 208 120V 1 00 BA 2,65000 2,65000
Conduit and Wire 15000 LF 26.00 3,90000

6,55000
16006000 Motors and Generators

Motor connection, Fractional horsepower 300 EA 30885 926.54
Motor, Mounting, 5 HP Roof Top Unit (RTU( 1 00 EA 14969 149.69
Disconnect, 30A3P Fused Switch WP (Ice macltine, Re-Heating( 200 EA 35500 710.00

Fenders & Conduit , Mechanical Motors, Equipment 24000 LF 1550 3f 20 00

5,50623
16010000 Interior Lights
Recessed Direct Fluorescent Central Basket, 2o4 1600 EA 22600 3,61600
Exit Lighting, LED w Battery, Single Face 2.00 EA 13500 27000
Lightin3, Power, Boxes, Conduit, Whips, Misc 1,520.00 SF 255 3,87600

7,76200
16011000 Exterior Lights
Exterior, Type Luminaire, Cast Aluminum, 42W 2 00 EA 19000 38000

380 00
16025000 Systems
Fire Alarm Systei’n - (1( Duct Detector, (1( Smoke, (2( Hors Strobe 1,52000 SF 090 1,368.00
tie to existing system

Tele / Data -2 Locations 1,52000 SF 0.50 76000
General Purpone Power - Outlets, Retrigerators, 1,52000 SF 1 75 2~6OO0

4, 788.00

16 Electrical 24,986.23

Total Cost $208,958.67

Markup $62,349.90

Total Price $271,308.57

Pi’uExt Extonating Page 4 xl 4
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Quote
— ....~. fl

To: Keizer City Hall From: Llargreen ‘[1l0mq~uu PomlOm
Re nor, Oiegon Dxii Vualclm

3232 NW ‘lmliiulnal
Portland, OR 9(210-917
Phone: (503)345 0723
Fax. (503) 345-0738

Thank you tom the nypom [unity to ymnoido this BUDGEt pmnyx.S.

Item OIly Description Lell Loch SrI clot
.... ‘.~, ~

Spuimc_No. ________ spore

2 Spore No. .. Spare

3 Spain No. . Spain
4 - Spare 40. . Share
5 1 cx REI-RIGIII4AIOR, ROLL-IN 11.71298 0.11208

Tranlseu Model No RRI232I4U r-l-HS

Spec—Live Reli gemalvi Roll—hi, Two—Section, selI—coi lamed rnlmmger.ilimmn,
n/s exterior and ii tenor, stoedard depth cabmnnt, In l-he’glit doors, accepts
72” high rocks, with INTELA-TRAUL

10

1 oa 1 l5v/60/lph, w/cord & plug attached, standard
I en 1 yr service/labor & 5yr comumpreosom warranty (std.)
I en Left door hinged lelt/eght hinged right, standard

Extended Total for Item No. 5: $9,712.98

6 1 en REFRIGERATOR, REACH-IN 2,725.00 2,72ti.lt0
Traolson Model No. G20010

Dealers Choice Refnigcrator, Reach-in, Two Section, self-contained
retrigeratioa W/Micropr ocessor control n/s fm not & felt height mInors (hinged
lot//right), anodized alaminum sides & interim, (3) opoxy coated shelves
yem vmtctirvt (toi,to:y mlmstal CCI), 11 liitth m.,tstr’it,, IlL & NSF lioleil,
Ennrgylslard0 noted

1 en 1 ltiv/ihO/lyli, 8 6 jn pa, NFMA tt-15P, standard
I no I yrservice/labor & 5 yr compressor warranty (old.)

Extended Total for Item No, 6: $2,725.00

7 2 mmii Kill 1 -ltd RPFRICtFRA1OR RACK 020.30 1,004.12
Now Age Model No. 1335 Packed, each

Ro I-In Refrigerator/Proofer Rack, aniversat, open frame desigu, 04”H,
w/slimlrms tom (18) 1 8”x2h’ pans sIdes on app: nximate y .1’ centers, nIl
wnldnd aluminum consti ocliso , end loading, (4) 5” ylaltom m cnohus, (2)
awivol, (2) swivel with b:ahnu, NSF

2 La Litelimue wan only iga:rmst raal & ccrrmmsimmm m, S ycar consiroctmon worm,inty,
sIn.

Extended Total for Item No.7: $1,054.72

0 4 oa SHELVING, WIRE 3800 23.0113
Fimcmmm, Poodm,vmvieo Mortel 85. P[2490C lacked: 2 ync’s

Shell, 24W x 00”L, mlii ommiale who

KSzoi Lily I miii [ilIum 0dm L home’ omm fbi tam (I ‘ely: lii



8/1112009 OEILLR
Keizer City HaU

Item Oty Desci iptisii Sell L,,r,h StIll oLd

it Ca F0086L. Post, 11011, slutionary, chreiriote 5 15 73.20
2 cc FFSF24600II Prime 3 sided, 24’s 60’ tub jIm ckrem,ite 26.10 52 20

Extended Total for Item No. 9; $249.00

9 Spare No. Spec’

10 Spec No. Spare
it — Spai a No Spine
12 Spare No. Spain

13 4 na TRASH CONTAINER 27.24 108.96
Rubbenuvid Model No. 263200 CRAY Packed: 6 pjeCes
Round BRUTEW Container, without lid, 32 gallon, 221)0 27-1/4”H,
reintoi end roes, built in bundles, double rimmed bass hgh impact plastic
constiuctiss, ijiay

4 en 264000 LILA BRttTE0d Bully, 18-1/40o 115 82-1, heavy duty 3” cantern, 4100 172.32
250 lb capacity, black

Extended Total for Item No. 13: 0291.28

14 1 en SINK, TVOO (2) COMPARtMENT 2292.23 2292.23
Advance Taboo Model No. 93-42-41t-24RL

Reguli,iie Sink, two compaitmeot, w/lett & right—hand drainhoards, 24’
tront-to-hack x 24” wide sink compartment, 12” deep, mdli 8’ birth splosti
s/u open frame base side cr000rails, 10/304 stainless sIne 24”
drainboards, overall 31” F/Bc 101” k/N

Extended total ton Item No. 14: $2,292.23

111 2 en FAUCET 914.0.1 192.06
T & S Erase Model No. 6-0231
Sink Miniog I-need, mittt 12” swkig nozzle, wall mcci ted, 8” Seitteru en
sink tni.icel with 1/2” PS eceenti 6 flanged female inlets, lever tiaemtles

Lxtended Total for lam No. 15; $192.06

18 2 cc LEVER WASTE 74.49 48.71,
Fisher Model No 222011 Packed: end,

DrninKing Wusie Valve, with tot atmainer, 12 GPM drain rate, cdxl rod
brass boity

Extended Total for Item No, 16; $148.76

17 2 en SHELF, WALL-MOUNTED 47.30 94.411
New Age Model No 1129 Packed: each

Shelf, wall-esounled, solid w/nla050 edge design wills ieieed dawn enijes,
aluminums i;orisli cellos, 12W v 48”L, monimled on heavy duty sI elf
brackets, toga., NSI-

2 em, Lifetime wnrrrnsly againot text & coriosiun, S yenr construclisri waiiasty,
old.

for Item No. 17: $94.40

18 1 ea WORK FABLE, 96’ LONG 1,0011./S 1000.75
Adsance Tcl~,,mModel No MS 368

Werlm Table .36’’ wide top, wilboul slilaslm, 98” leog, w lb amhjnstvble
usrlemsholf, s/s trains & shelf, lb gauge, type 304 stainluss sled

t
ep, s/s

bul ci toot
xl TA-2tiA Lusters, 5’’, swivel, with rutshei wtmecrla (set <ifS, 2 wills brakes) 234.08 234.68

1 mn TA 2513 Itrukes, on all casteis 00.37 0937

2 Oil SN-2t12t1 Be anim Ihiuwer, 20” x20’ x h , slairiloso steel, wilh rtrnwer slides 211 07 422.14
ExtendedTotal for Item No. 18: $1,796.94

19 Spare No

lsei/,i’iClv NaIl lOmiljives kllirigsei — 1W cued i’.iqv 2cC



• 8/11/2009 KEIZEI4

Keizor City Halt

Item Qty Desception Sell Each Sell Fold

20 1 no SINK, HAND 280 34 28034
Advance Tabco Model No. 7-PS 50

Hand Sink, well wodel, 14” widen 10 hoot-to-back x 5’ deep bowl, 20
gauge stainless steelconstruction, with splash mounted faucet, ever drain
winner/low, P-li up, well brscket

Extended Total for Item No. 20: —~ $286.34

21 1 no FAUCET 82 35 82.35
I & S Brass Model No.8 1148
Faucet, gooseneck nozzle, splash mountod

Extended Total for Item No. 21: $82.35 — _________________

22 Spare No. . . _______ Spain
23 Spare No. Spain
24 -. Sparc No. Spuio

25 I ea SINK,THREE (3) COMPARTMENT 2,880.09 2,885.00
Advance Taboo Model No. 93-43-72-245L
RegalneSink, three compartment, wiled & right-hand druieboards, 24”
front-to-back x24” Wide sink compartment, 12” dosp, with 8” high splash,
s/s open home base, side Crcssrails, 18/304 stainless steel, 24”
drainboards, overall 31” F/B x127” L1R

Extended Total for Item No, 25: $2,885.09

20 2 no EAOCDT -— 98.03 192136
I & S Brass Model No. 80231
Sink Mining Faucet, with 12” swing nozzle, wa I mounted, 8” centeis on
sink tnocet with 1/2” IPS eccentric lunged tomale ielels, lever hondles

Extended Total for Item No. 26: $192.06

27 3 ea LEVER WAStE . 119,53 35859
Fisher Model No. 22308 Packed: each
DrainKing Waste Valve, fat strainer, overflow body, 18 e2t Lube & elbow,
12 GPM drain rote, cast red brass body

Extended Total for Item No. 27: $358.59

28 2 no SHELF, WALL-MOUNTED 55.40
New Age Model No. 1127 Packed: each
Shelf, wall-mounted, solidw/msrine edge design with turned down odgen,
alumiiiuni construction, I2”W s 60”L, mounted on heavy duty shelf
bracKets, lBga., NSF

2 ea Lifetime warranty against rent & corrosion, 5 year construction warranty,
518.

Extended Total for Item No. 28: $110.80 ____________________- -

29 Spare No. _________ _________ _________ Spare
30 I no DISHTABLE SORTING SHELF 506.78 ‘-eplisiral-’

Adnance Tabco Model No. Di 61/ 13
Sorting Shelf, Iraditieaa dosigo, 82’ long, holds three melts

Extended Total for Item No. 30: $506.76

31 1 cc DISHTABLE, CLEAN 1,034.18 ~optionalm’
Advance Tobce Model No. DTC-S30-g4R
Straight-Clean Dishtuble, cOt to—i ight, 10-112’ har.ksplashi, 3” rolled bunt &
side urns, stainless stool Inqa, with stu ness steel c ossruils, 83” long,
14/304 stainless steel

I cv SPECIFY DISH MACH NE BRAND AND MODEL to ennaru proper lit, ‘ophonal>
roler to attached document (AQNeI only) or consult

KnOw City Iloll Ilaittrnini-Dlinnson Paulson Pave 3 <ml it



811 1/2009 KEIZER

Keizor City Hall

Item Oty Descrrptron So I Each Sef To/si

www advancotsbco.co toi paIitylrs~i~Corlubr dish rnachise
requrre modilications ut add tional cost not shown here

Extended Total for Item No. 31: $1034.18

32 1 ea DISHWASHER, DOOR TYPE 11717.33 <op/jonaH
Hobart Model No. AM15T-2

Oraliwasher, floor Type, Tall Chamber, hot water/chemical sorotrzing,
5965 racks/hour, straighr-rhru or corner, sold-s/a/n conbots wldigr/al
stabs, with booster heafw, nbc/ac losk heal, Sub-fill, s/s tar k home,
doors & test, 208-240/60/3, street pan rack

1 ea 1-Year parts, labor & trove lime dsrrng normal working hours <nplional>
33 1 en HOOD 651.60 ~oplrorrnl>

Cue/oar Model No. NEIZER33

Vapor Hood over dislrwasher, 42” x 42” n 18” loll, fluted, 10” dia s/s duct
collar shipped loose, 613 cfm

1 - on /KEIZEH33A Custom Stainless: Hoort to cailinrj closriro pairrrl 315.60 <opliorralo

ExhaustFoe: By Others <optional>
35 _________ Exhaust Duct: By HVAC <optional>
36 1 ea FLASHING 1,076 40 <aptiortul>

CustomModel No. KEIZEIfl3E
Custom Stainless. V\fall I-lashing irr dishruom

37 1 on HOSE REEL ASSEMBLY 743.37 <optional>
TEN Brass Model No. 0-7132-01

Hose Rest, open, stainless steal, 35’ hose, 3/8” D with sprry valve

38 I oa DISHTABLE, SOILED 4,360.01 <opliorrats
Advance Tubco Model No. DTS-1J30-72L.

Dish/able, soiled, u-utrapod, Intl-to-right, 59” x 108” a 71” w/lsndisq,
/0 1/2” hacksplnsh, with pm rinse sirrk, 16 ga. 304 stain/ass steel logs
w/crrrsarurls trOirt-lo-back, 14/304 uboirrtuas stool, s/s ballet feet

I no SPECIFY DISI-l MACHINE BRAND AND MODEL to unsure pruper trt, <optional>
reter to attuched document (AQNeI only) or Corrsrtll
www.udvarrcstubuo.com for compatibility listing. Certain dish machines
require modifications at additional Cost not strowrr tore

Extended Total for Item Mo. 38: $4,366.81

3/I I en SORTING SHELF 948 00 <optiorrul’
Custom Model No. KEIZER39

Custom Stainless: Double sided slant rack, 72’Inrng, nrountsd to soiled
dish/ohIo

40 2 es UTILITY CART 1.35460 2.709,72
Lakeside Manutucturiog Model No. 462 Pocked: 00dm

Opon Truuy Tructr, 6chctl, atm/f size 21” s50”, at, adges down, 7-3/0’
clearance, stainless steel w/push handle, 500 lb. capacily

2 cc Casters, it” all cashion treart,std,

Extended Total for Item No. 40: $2,708.72

41 lea FLOOR TROUGH 1,232.28 <optional>
Pacific Stainless Products Model No. FT3618-FG

Floor tioegh, 14/304 s/s 36”L x 18W 5 40, fiberglass grilling unit 3”
no—hub clin/n

42 1 no SINK, HAND . 28634 20034
Advance Fahco Model No. 7-PS-hO

Hood Sink, wall model, /4” widen 10” frorrt-to-back x 5” deep howl, 20

ga~nstainless steel construction, with splash niounted faucet, lever drain

Keizrrr (Sty I-la/I Bar gienri—Lllngsai— I-ru I/and hit/n4 omIt



• 8/11/2009 KEIZER
Keizer City Hall

tern Qty Dsscspliort Sell Each Sell Total
S’ ‘~‘‘ .5~ - rr-—’—..,_src- ._zr’ _rn ri

w/overllow, P lap, wall biucket
Exteedod Total for torn Ncr. 42: $2811.34

43 1 cc FAUCET 0235 8235

T & S Brass Model No. 8-1146
Faucet, gooseneck nczzte, splash mounted

Extended Total for Item No.43: $82.35 -

44 Spore No. ________ Spare

45 Spare No. . — Sp~re~

46 Spare No.__________________ . _______ Spare
47 I ea ICE BIN 7,708,80 7 708.80

FoltettCorpuraton Model No. ITS1350SG-bO Packed, each

ITS Ice Storage & Transport System, eleeated bin 1350 lb. bin storage, tor
cube or flake ice, xci. (2) polyethylono carts rn/lid & casters, curt cap. 240
II)., ice paddle, poly liner, SmurtOATE rx, po y lilt door wlPoweiHisge, u/u
culerior, Custom ctrt top

I en 208950 Sal of (6) Tales, tor ITS models 43349 433 40
Extended Total for Item No.47: $8,148.29

48 1 en ICE MAKER. CUBE-STYLE 2,870.75 2,070.75
Marrilowoc Model No SY 06tt4A Pnckod: each

S Series Ice Maker, cube-style, air-cooled, aelt-coetarried condenser, op to
650-tb upproximately/24 boors, stainless steel Isirsh, halt dice size cubes,
ENERGY StAR® Qua lOud

1 ea 3 year parIs & laborwarranty
1 ea 5 year parts & laborwarranty on oeapoiator
1 ea 5-year parts 53-year labor warranty on corntpr’usoor

‘I ea 208-230v160/lph, std.
___________ Extended Total for tent No. 48: $2,570.75

40 1 en WATER FILTER ASSEMBLY 507.57 5/1781
Manitowoc Model No. AR-40000 Packed: ouch

Arctic Pure® Primary Wales Fitter Assembly, includes tread, shroud,
hardware, nrourltirt9 assembly, and two titter cartridges 40,000 gallon
capacity, 1.001-2,500 the/ice per day

Extended Total for tern No. 49: 8507,07

50 Spare No. Spare
51 Spare No. Spare
52 Spare No. Spare

53 Spare No. Spas
54 Hood osd EraSystem: By Owner Spare
55 I’ xhausl I-as: By Others Spare

56 Exhaust Duct: By HVAC Spare
57 Makeup Air Unit: Oy Ollrnis Sparc

58 Makeup Air Heater: By Others • .. . Spare
59 Maknup Air Duet’ By Others - Spare
60 1 us FLASHING 690.00 b90.00

Custom Model No KEISERg0

Cristom Stainless: Wall Flashing 22ga fluted, 00”L OuCH
- Extended Total for tore No, 60: $690.80

01 I/arrge: By Owrrer Spxie

62 Spare No. Spare

Krrizer City Halt B. igieeri—Llliiigsoir— Purl and P—isa 5sf/I
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Keizer City Hail

Item Qty Description Sel Each Sot Total
— .._r~____r-—----_. ~r- _jrr— . -—-—--~ ——

63 Spare No. Spore
64 1 ea SINK, HAND 286 34 266.34

Advsrre,e Tabco Model No. 7 PS-hO

Hand Sink, wa model, 14” wide x 10” troi I-to-backs 5” tcop bowl, 20
gauge staniless steel construction, with splash mounted faucet, lever drain
W/uvor flow, P-trap, wall bracket

Extended Total for Item No. 64: $286.34

65 I ea FAUCET 82 35 82.30
T & S I/russ Model No.8-1146

Faucet, g0050seck nozzle splash mounted

_____________ Extended Total for Item No. 65: $82.35
66 Speo No. Spare

67 - Spare No. Sparc
08 2 ea WORK TABLE, 96’ LONG 895.44 1,10008

Advance Tabco Model No. MS-308

Work Table, 30’ widetop, wifhoat splash, 66” loirg, with adtaotable
undorsheif, s/s frame & shelf, 16 guago, typo 304 stainless steel lop, s/s
ballet eel

2 St TA-25A Casters, 5’, owivol, with rubber wheels (set 016; 2 with brakes) 234.88 4k9.36

2 na TA-256 Brakes, on all casters 09.37 t38.74
2 oa OTS-12-86 Slielt, table moustod, sirrglo deck, 12’ wide, 8 feet long, 18 416.23 832.46

gauge 430 staireosu steel, not aojustabte, old style
2 ea Center of tabte shelf location

Extended Total for Item No.68: $3,231.44

69 Spain No. Spam

70 Spare No. Spain
71 Spara No. Spare
72 Spaio No. Spare

73 Spars No. Spaie
74 Spare No. Spare

75 Sparc No. Spare
76 _______ Spare No. Spare
77 1 no BEVERAGE COUNTER 7,404.00 7,40400

Custom Model No. KEIZER77
Custom Stainless: Beverage Courrtei will itrirrine edge 30” x 168’ 0 36”H
with 6” n 1” backsplash, built in dill rail w/drain, coatnertop cutouts, lOg
s/s cuboiet body with 6” logs, doors arid shelves where ponurbo, mold in
hand sink 14” a 10” n 7”, raclr slides

Extended Totat for toni No. 77: $7,404.00
78 I en ICC BIN, DROP-IN 753 08 753.68

Deltreld Model Nm. 203

Ice Chest, dr-op-in dlesiqv, 90 lb. ice capacity
1 00 I Yr. Sorvice & labor- warrarity )net) 205.20 295.20

_______________ Estenrded Total for Item No. 78: $1,848.88

79 1 ea DRIP TRAY TROUGH, BEVERAGE 04 28 9428
Per-lick Corprrrntioir Model No. C21379A

Recessed Ftrainrrr, tsr beer dispensing rails, 14-1/10” n 7 5/8”, stainless
steel

Extended Total for Item No, 7th: $04.26

00 1 err GLASS FILLER FAUCET 132.35 132 1~

Kimizimr City I-hall Sarqreeri Ellirrgsrvr— Pa,ll,rrrcl Pramrr a el11
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Keizer City F-fall

Item Oty Deucriplioe SeO Coch Set Total
—U—,

Fisher Model No. 1009 Pocked; euch

Glas~/PitchsrFiller, 8” pedestal lype, double serv Ce, push-buck, 6” swing
spout,with add-on body, stainass steel stream strainer, 3/8’ M, ANSI/NSF
61, section 9 certified

_______________ Extended Total for lIen: No, 80; $132.35

81 1 ea~i~TAj’~jjORTlNGSHEL””’~’—”—-’-—- 506 76 00076

Advauc,, Tzbco Model No. DT-OR-13
Sorting Shelf, traditional desgn, 62’ long, holds three racks

___________ Extended Total for Item No, 81; $906.76
82 I us FAUCET 72 50 72.50

T & S Brass Model No. B-1141

Faucet, gooseneck nozzle, deck mounted
Extended Total for Item No. 82: $72.50

83 1 on DRIP TRAY TROUGH, BEVERAGE 507.60 507.00

Pacific Stateless Piortacts Model No. Ul’42Dl
Drop-In Drip Tray, 42”L 5 4”W, 1” 16/304 s/s construction flanged top end
1” x 3” bottom drais nipple, 18/304 perlorsted romoveble li/vol with
Iisgeiholes included

Extended Total for Born No. 83; $907.60

-.,~----~84 Fotco Coflon Maker: Fly Othors Spore
05 Wilbur Curtis Iced Tea/Iced Coffee Dispenser: By Others Spare

80 Dunn 0 Mali,: Ice Tea Hiowor: By 011mm Spare
07 1 en UTILITY CART 383 40 363 40

Cuimibro Model No. BC23545 110 Packed each
Service Cart, opeir design, three shelves, shelf size approximately 21”
32”, polyethyleno entosor, 5” cantors (4 swivel, 1 with brake), 500 lb. owl
cnpccity, black

_______ Extended Total for Item No, 87: $382.40

88 Spare No. 2pare
09 Spare No. Spain

00 4 no CORNER GUARDS 4660 18240
Custom Model No. KBIZER0O

Custom Stainless: Corner Guards, 2x 2 e 40
Extended Total for Ifurn No. 90: $182.40

~
Cuntorn Model No. INSTALLATION

InsInuation of ceslom slenless, I eld measure, plans amid psrrnits for hood,

deliver and set in pluce buy oct eqoipmset

Merchandise 66,084.22
Freight 4,48B.33

Total 70,550.55

~U-. ~ U. ~.. 2_.U-~
TERMS: Standard terms are 50°/adeposit with signed order, 40°/adue 1 week before
installation and balance due net 30 days from delivery pending credit approval. For purchases
over $15,000 accepted methods of payment are; Cash, Check, Cashier’s check, Wire
transfer.

FREIGHT: rre,ght is an estimation only and is subject to change based on current rates at

Keiner Cdy hull ltaiqinerr-l/llinqsoa. l’oill,mnrl Pep’ 70111
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