April 7, 2008

Colette Miller

Generation Bidding Project Manager, MS-WA3/XB
HECO

P.O. Box 2750

Honolulu, Hawaii 96840

Dear Ms. Miller:

UPC Hawaii Wind (UPC) respectfully submits the daling comments on the draft
RFP/PPA for Renewable Energy Projects on Oahu. roag to the draft RFP issued by
Hawaiian Electric Company (HECO), comments mayuistted to the Public

Utilities Commission (Docket No. 2007-0331), HECGEdd the Independent Observer by
April 7, 2008. We appreciate the opportunity targhour perspective and expertise as
Renewable Energy Producers.

Like other independent Producers, UPC is alwayaésted in a productive working
relationship with the Utility. Kaheawa Wind Pow@&\WP) is the state’s largest wind
power facility, and by working together, it has beemutually beneficial project for
MECO, UPC and Maui ratepayers. We look forwarddastructing similarly beneficial
renewable energy projects on Oahu by working wiHCID in a cooperative manner, in
which both sides share an appropriate level ofarsk reward.

UPC looks forward to working with HECO on Oahu, anel hope that the attached
comments, and those submitted by other Producdtsontribute to RFP/PPA
documents that are cooperative, mutually benefiaiad encouraging of renewable
energy projects.

Mabhalo,

Wren W. Wescoatt
Development Specialist
UPC Hawaii Wind

encl.

8 Kiopa’'a Street, Suite 104, Pukalani, HI 96768 808-298-1055 Fax: 808-572-0775



Comments on HECQ’s Draft RFP/PPA

UPC Hawaii Wind (UPC) respectfully submits the follogicomments on the draft RFP/PPA
issued by Hawaiian Electric Company (HECO). For the mepof collecting input on the RFP
process, both the draft RFP and model PPA documentsexteicably linked and have
substantially interrelated content. We have addressbéddocuments in our response, first in
general comments and then in a specific discussiomoé detailed issues as they occur.

General Comments:

We appreciate the opportunity to comment on the draft G&RIPPA to share our expertise
and perspective as renewable energy producers. Like ntiegrendent producers, UPC Hawaii
Wind is always interested in a productive working relatiop with the Utility. Our Kaheawa
Wind Power (KWP) is the state’s largest as-availablegoayeneration facility, and by working
together, it has been a mutually beneficial projecM&CO, UPC and Maui ratepayers. We
look forward to constructing similarly beneficial progan Oahu by working with HECO in a
cooperative manner, in which both sides share an apateevel of risk and reward.

The documents lay out the basis for negotiating an eakagreement, but our concern is that
the terms of the RFP/PPA do not strike the appropreerative balance to enable both sides
to benefit. Even as a starting point, the RFP/PPigeare weighted so far in favor of the Utility
as to discourage renewable energy producers from partiggatthe competitive bidding
process. In their current draft form, the documentseplehat appears to be a disproportionately
large administrative and financial burden on the reneavabérgy producers, while they bear
more of the risk and have considerably less capital e Utility.

As drafted, the RFP/PPA eliminates most of the unceytaimd risk to the Utility, without
acknowledging that generating energy from as-availaBleurees such as wind and sunlight
necessarily involves a degree of uncertainty. The pembdscuments shift most of the risk to
the Renewable Energy Producer, in the form of extertst@ requirements, unnecessary
financial security and penalties, and stringent perforeatendards. Unfortunately for Oahu
consumers, unless these requirements are modifiqgghaaless onerous to the renewable
energy producer, the likely result of these requiremeiltde that far fewer producers will
submit bids and/or the energy costs will be extremellg.hig current draft form, the RFP/PPA
may discourage as-available energy projects ratheraih@wrurage them, which was an important
intent of the Renewable Portfolio Standards and Comgeftidding dockets.

Another concern is that many of the requirementserdtiaft RFP/PPA don’'t seem to be
applicable to as-available energy generation. During tfenteal conference in March, HECO
staff explained that they examined and/or borrowed fromggremntracts on the mainland in
developing the draft documents, and several of the progiseem to have been borrowed from
contracts for firngeneration, as they seem inappropriate for as-availabésa®n. The draft
documents propose minimums, guarantees and schedulingdhaegker irrelevant or
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inappropriate for an as-available resource. Renewablg¥Reoducers already assume
considerable risk, since they only receive payment whenpiteeluce power. Additional

financial penalties for under-production are unnecessaitfeaProducer is already losing

money. The proposed penalty faser-production (i.e. if too much clean, renewable energy is
generated) seems counterproductive. All of the securdycantingent payments in the draft
RFP/PPA benefit the Utility, with no analogous consatien for the Renewable Energy

Producer if the Utility fails to perform. To achieveeasonable agreement with Producers, the
financial terms should respect the variability of agHable resources and should seek to balance
risk and penalties/payments on both sides.

Another concern is that the draft RFP/PPA requireim@rinate amount of detailed information
from Renewable Energy Producers, too early in the prodeg&l estimates and summary
information will certainly be provided in proposals, andch more detailed submissions will
follow if a bid is accepted and moves further in the pssceéHowever, the draft RFP/PPA seem
to be requiring detailed engineering and equipment dataahabtbe determined by the
proposal deadline, before the IRS has been compléiedpntractor selected, or the vendors and
equipment lists finalized. Providing this level of earlyadaould an additional investment of
time and resources by Producers to generate speculatjgetjunas that are not yet

consequential and ultimately may not be accurate.

Additionally, the proposed draft RFP/PPA requires infdiomathat is confidential to the
Renewable Energy Producer, such and internal financidéhng and detailed wind data
collected at the providers’ risk and expense. This iglata that would normally be shared
between any vendor and customer, particularly in advaincegotiations. While the Producer
can share summary information, it does not seem apptegar the RFP/PPA to request this
confidential data.

From the technical perspective, the performance stangesgssed in the draft RFP/PPA seem
unnecessarily burdensome and costly, given the integm@tieatively small as-available
energy projects onto the relatively large island-wieCO grid. Oahu’s 1200 MW system and
its required 180 MW of spinning reserve, should be able tonancalate the variability in
generation from as-available energy plants of less ff90 MW.

Our concern is that draft performance standards wilbtopel each Renewable Energy Producer
to purchase some kind of storage or firming capacity, ssiehmaassive battery. This could add
20-30% or more to the cost each project. If the performatacelards require that every
Renewable Energy Producer purchase and maintain a stgsageswhich sits idle until that
particular resource stops producing, this would seem inefti@ind presumably drive up the cost
of power to the Utility and consumers. It might prowere technically efficient and cost-
effective for the Utility to purchase a single storagstem to support all the as-available
projects.

In summary, UPC wants to work cooperatively with HEC®ring as-available energy to Oahu
ratepayers. However the draft RFP/PPA will make tHfgcdlt for any Producer. With HECO's
technical expertise, deep generation assets on Oahu, andt$tgopdahe PUC, the Utility is
well-positioned to manage the risks involved in integteveral small or moderate-sized
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renewable energy projects. But by increasing the fiadreiministrative and technical burden
on Producers on one side, and increasing the perceivedifihbanefit to the Utility on the
other, the draft RFP/PPA shifts almost all the riskhRroducer. Unless these documents are
modified, they will likely discourage as-available prégeand increase the cost of renewable
energy to consumers.

Specific Comments: Draft RFP

1. Several of the Draft RFP’s financial requirements segoessive. Development Security
at $30/kW and Operational Security at $40/kW, going to $50/kW irblgsars of a 20
year PPA, appears unreasonable given the nature of theees The concept of as-
available energy is payment for performance; and it seemecessary that a Renewable
Energy Producer must post security as an additional peoalyn-performance. (The
documents contain some conflicting statements as tash& or 10 years of the PPA as
to the $50/kW level.)

2. In our general comments above, we addressed the percey@idhe RFP/PPA seem to
favor the Utility in all financial provisions. As omeeans of balancing considerations
between both parties, the Utility could post analogoaditsecurity for performance on
its obligations to pay the Renewable Energy Producseeltns reasonable that if such a
performance guarantee is required, in addition to theimgiBhancial incentives, that
both sides post security.

3. Draft RFP desires as-available energy as a fixed $/M\¢k pr escalated price, but PPA
refers to time-of-use metering and time-differentigieding. Not sure if this was
intended or an oversight.

4. Draft RFP offers no rationale for delay damages nacatabn of any cap on penalties.
The draft RFP also proposes a guaranteed COD basedestamés and imposes an
additional penalty if milestones are not met. In bzkes, this seems unnecessary, as the
Producer is losing considerable income for every day, weetonth of delayed
operation. This concept may have been borrowed frarmeaehergy contract.

5. Operational penalties require that a Renewable EnexguBer meet 60% of guaranteed
output, which also seems unnecesarily restrictiveriaasaavailable energy contract. For
example, if a photovoltaic farm underperforms by 40%pnaf’due to variability of the
resource, that Producer is selling 40% less power andnigicigntly penalized
financially. Since the Utility is only paying for output, asuffers no penalty if the
Renewable Energy Provider fails to perform (accordingR& Rramework), this
operational penalty seems unnecessarily punitive. Dimsept is also more appropriate
to a firm-power contract.

6. The draft RFP seeks to make a future change in perfoensacdards a necessary part
of the contract. Requiring that performance standardiel de changed in the future
places additional risk on the Renewable Energy Prodwter will design and price the
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project to meet current standards. Once a projectlis ibthere needs to be some
renegotiation in the future, we would suggest forming an intgo® advisory
committee to study integration issues from both a supgtid system operation
perspective, which would help ensure fair renegotiation dbpeance standards.

Draft RFP data submittal requirements seem excessiygdg@cts that have not yet been
fully engineered or designed. Initial information andreates can be provided, but a
detailed one-line diagram, equipment sheets, relaysaretecinknowable and seem
unnecessary at such an early stage of the projecttir@rsach detailed projections
would require considerable time, expense and guesswork arfdiléted value until the
interconnection study is complete. After the IRS, mdetails can be finalized and
provided.

The proposed breaker-and-one-half interconnection sciseomerous technically
unnecessary. In most cases, a line tap or at moseedlement ring bus would be
sufficient. At the bidders conference, in responsedgoestion about this issue, HECO
staff seemed to suggest that it was just an example anid wot be considered a
requirement. It seems technically unnecessary andulifto justify financially.

Draft RFP calls for providingro forma financials for the project to the Utility, which is
information that should be confidential to the Renewé&nlergy Producer. It is unlikely
to imagine any vendor would be expected to provide this tst@mer, particularly in
advance of negotiations on price.

Draft RFP requires detailed design drawings, which segnessive so early in the
process. Regarding standards, HECO has Good Industry &atdpePractice standards
to fall back on, and Renewable Energy Producers shouldldéohetandards and good
practices for their particular industry, as they applg teind generating facility or a solar
plant, rather than a conventional power plant. We suglgasthe RFP clarify that each
project meet industry standards relative to its industry.

Providing a year’s worth of detailed wind data is alsoaputropriate. Wind data
information is confidential and procured at the experiskeoRenewable Energy
Producer. The Producer can certainly provide a general agnanmatrix, rather than a
complete confidential data set.

Financial data requirements seem excessive. Again, mubatahformation would be
confidential and inappropriate to share with the Utilityd anuch of the detail cannot be
known before many of the project specifics and financangelbeen determined.

Engineering and design detail required at this stage e¢so excessive, since contractor
may not have been selected, and equipment has not Ipetitively bid.

It also seems that the project management requireraentonsiderably detailed for
describing past projects, when a simple list could estagkipkrience as developer.
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15.Draft RFP does not explain the rationale for postingtmail security. Suggesting that
posting additional voluntary security could make a prdm@ak more favorable, gives the
impression that a bidder could post more security to “paytledf Utility to gain an
advantage for their project. Similarly, providing a sulbmated interest in the project
assets also might be seen as appearance of buyingdawoe bid over another.
Instead, the bid process would be more transparent ifesoyis/ requirements were kept
constant, and differences among proposals were addressedttipricing.

16. Interconnection data requirements also seem excessi&dering no design work will
have started by the time proposals are due. Summargalatse provided, and details
can follow the IRS work.

17.The draft RFP suggests that additional spinning reservebeegquired to support an as-
available energy project, and that this may affecn#ftecost to the Utility. As we
understand current operating procedure, HECO maintains 180 Myirwfing reserve to
accommodate the loss of the system’s largest generdtoadditional spinning reserve
should be required for adding a smaller renewable energra®r, just as there would
be no impact if HECO purchased and added a smaller fudlgeaerator.

Specific Comments: Draft PPA

18. Annual Adjusted Energy should also take into account angesitan the HECO
transmission system and scheduled maintenance oradakde energy systems (e.g.
wind turbine generators). This time should not count agdirsminimum 60%
requirement.

19. Commercial Operation Date is set when 80% of the WieGe&leased. This time at 80%
also should not count against a Renewable Energy Producemputing the Adjusted
Energy minimum 60% requirement.

20.Company Dispatch does not seem to be relevant for adsda@leaesources. This seems
to suggests that Producers for this RFP can increasenodeheand, which might be
more appropriate in a firm-power contract.

21.Definition of In Service date is such that it can el than COD. Not sure if this is an
oversight.

22.0ne of the proposed Milestones is the “permit appbeatiling date.” First, it is not
clear which of the many required permits this refers3econd, milestones might not be
necessary in the PPA, since there doesn’t seem tarieela@anism to enforce them. It
may be less cumbersome to ask for periodic progress sdpamrt the Producer.

23.Draft PPA proposes that Excess Energy & Test Eneeggold to the Utility at a
discount: 75% of the Contract Price. This seems ahtiti¢o the concept of an as-
available energy supply contract. The HECO systemives the full benefit of every
kW-hour purchased, so the Renewable Energy Producer shopdddoae full contract
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price. Similarly, in its current form, the draft PRSks that a Producer of as-available
energy who under-produces is subject to de-rating, andnieatvho “over-produces”
(i.e. generates more renewable as-available energytaaned) cannot sell that power
for the full price. These underproduction and overproduadiioits are relevant to firm-
power contracts, but as-available resources involve great@bility, and supply
contracts need to allow for a wider range of output.

24.To be fair and reasonable to both parties, if Excessggmaust be purchased at a
discount, it should also apply to any power that is prodboedefused or “curtailed” by
the Utility. The PPA should be amended to requiredhgtcurtailed power also be
purchased at 75% of the contract price. With this amentrtiee Producer is not as
financially penalized for periods when productivity is higthem expected, and the
Utility is incented to accept as much as-available powgrozsible.

25.The draft PPA proposes reporting all generating outdges, is not practical to report
reductions in every wind turbine, every time wind decreablestead, the PPA could
require Producer to report outages that represent 10%rerafioapacity.

26.Sec 13(f) Draw indicated at $167/MW/day for each day of del®@3OD. There seem to
be conflicting references as to whether this is baselBO days or 90 days.

27.Financial damages are generally not appropriate for anakble PPA. However, if
damages remain in the contract, they should be cthainel capped. The intent seems to
be to impose an additional financial penalty on thel&cer, to ensure the that Utility
meets its RPS targets. However, according to the Rid®&work, HECO is not
penalized if an as-available producer fails to deliver igepted output.

28.In Sec. 21 of the PPA, Force Majeure should include skedg high winds and design
flaws in major system components. In the case ohd ¥acility, this would include gear
boxes, generators, hubs, blades, etc.

29.1t seems inappropriate for the PPA to require a renegatiafiperformance criteria. If
renegotiation is mandated, the PPA should clarify amahtime period for which
current standards would apply, and establish an indeperdehparty to examine the
production and supply issues relevant to performance stigaovide information to
both sides, and make recommendations. Relevant chemgesProducer’s and the
Utility’s operations should be considered and recommended.

30.Appendix B — Providing a year’s worth of detailed wind da&t@nss inappropriate for the
reasons mentioned previously. This information is confidéand procured at the
expense of the Renewable Energy Producer. Producersasatiepa general summary
or matrix to adequately characterize the resource.

Specific Comments: PPA Performance Standards
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The draft PPA calls for a down-ramp limitation on@lbposed projects. We are concerned that
this approach would require extensive additional engineerib@gmense on the part of all
Renewable Energy Producers, while not serving the nedéi®dticers, the Utility or consumers
as well as a more system-wide down-ramp solution. EReseveral comments address this

issue.

31.

32.

33.

34.

35.

First, while HECO has provided good general data to ded0dibe grid assets and
generation management, no specific data has been providedthtmstrate that the grid
cannot accommodate any other down-ramp behavior othettd@ MW/min. It
appears that the present ability of the connected Oadrgyeresources to provide
ancillary services has not been calculated or optichizAlso, there is no recognition of
the additional capability that can be obtained from nesources, both HECO-owned
generation or purchased power. The existing and planned cesdbat are dispatchable
capacity resources are inherently better suited forighing ancillary services than an
“as-available” resource. Thus, the timing (year needed some measure of wind’s
share of system generation) and the amount of a downinaihare important to
establish.

Requiring an “as-available” resource (such as wind) to parfo a specific down-ramp
limit creates a requirement for additional capital pqent such as storage or spinning
reserve, for each Producer.

A battery or other improvement for ancillary servibas benefits for the rest of the Oahu
power system, if available for use by HECO for purpagksr than the “as-available”
generator’s compliance with performance standardsseradditional system-wide
services should be recognized and the Producer compensated thwicung

Battery storage in particular offers the HECO sysasmh Oahu consumers unique
advantages to increase reliability and improve transomsand distribution around the
island, if the location and ownership of battery systenmsore carefully planned and not
simply made an outcome of the PPA. For exampleatiiely storage were placed on the
east side of Oahu, or other areas where load grows buysspyt added, the battery
can reinforce the transmission system. This will pmsgpthe need for new transmission
to serve loads, and increase reliability. The PPA appradtnot guide the battery
placement in this way, and an opportunity for benefits bealpst. Those benefits will
be have to be obtained by HECO eventually to meet comsneeds, possibly at a
greater cost with a redundant investment at a later date.

A more favorable solution for consumers, HECO and Reabé Energy Producers, and
a more cost-effective means for HECO to obtain thodlary services that the draft PPA
is requiring, is for HECO to identify the ancillary capiieis it needs, and use the most
cost-effective means to obtain them. The draft PB#dccrequire $25-50 million in
additional capital that would be able to serve additiepstem-wide purposes if HECO

7
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procured the equipment. If the equipment were a bagteeygy storage system, which
HECO has been considering, it could be located so as towmpine transmission
system, and future transmission reinforcement could beles. Otherwise, in the
context of acquiring renewable, “as-available” resourtescapital expenditure by each
Renewable Energy Producer to meet their respective tidt@nrst-case performance
scenarios will lead to redundant capabilities that areaileble to HECO or other
system users.

36.Finally, if a Renewable Energy Producer provides anciliaryices to the HECO grid,
over and above established performance standards, sucheg®\and frequency
control, spinning reserve, etc., the Producer should be&osated for those services in
addition to the contract payments for as-available p@aese. We suggest adding a
mechanism in the PPA to identify and pay for those additibenefits to the system.

In closing, UPC appreciates the intent of the draft RPR/ but from the perspective of the
Renewable Energy Producer, the documents are extrgnadiematic. We feel they will
discourage as-available bidders and increase costs tonoerssuand this is clearly not the
Utility’s intent. Financial penalties and security sliblé revised to recognize the nature of as-
available energy resources, and to give some impresklmng balanced and just for both
parties. Data requirements should be reduced to a leva@jgte to this early stage of the bid
process and to avoid requesting information that is too Eie@uor confidential. Fortunately,
HECO has the expertise and grid resources to effigiemhage many of the risks involved in
integrating several as-available energy projects ouO&ahPC looks forward to working with
HECO, and we hope that these comments and those subbyittgher Producers will help
produce RFP/PPA documents that are cooperative, mutuakidiah and encouraging of
renewable energy projects.





