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Honorable Pegeen Hanrahan, Mayor
Honorable Warren Neilsen, Commissioner
Honorable Chick Chestnut, Commissioner
Honorable Rick Bryant, Commissioner
Honorable Ed Braddy, Commissioner
Honorable Jack Donovan, Commissioner
Honorable Craig Lowe, Commissioner

Dear Mayor and Commissioners:

Please find enclosed a copy of my comments regarding GDS’s Review of ICF’s Interim Report as well as supporting
attachments. The attachments include two PowerPoint presentations made at the Coal 2020 Conference sponsored by
the University of Kentucky, Cinergy, and Eastman Chemical in October 2004.

I will be sending copies of my comments to members of staff at GRU.

Should you have any questions regarding my comments, I can be reached by email, phone, or post at the address in
my signature. As always [ remain at your service

Sincerely,

Paul M. Sotkiewicz, Ph.D

Director, Energy Studies
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Overall Impressions

The process of reviewing the analysis ICF has provided was a great opportunity to get valuable input from
another firm with some expertise in the electricity and energy industries. However, it is most unfortunate
that the tone of the report is a mix of sour grapes and bitterness with a disturbing overtone of advocacy for a
particular set of interests in the City who have been particularly vocal. As an energy analyst, modeler, and
sometimes consultant I am extremely disturbed by the first sentence of the first bullet point of an executive
summary to read “The ICF draft study is what it is.” Such a flippant and inflammatory statement serves no
other purpose than as a juvenile retort toward ICF and provides no substantive analysis of the report.

Moreover, in the executive summary the statement “The criteria used by ICF may not adequately represent
THE (caps and bold provided for emphasis) stakeholders that have an interest in this important decision for
the City” indicates to me as a reader that there is some sort of advocacy for some interest groups within the
City as if there is only one stakeholder group indicated by THE, and only one set of values held by the
diversity of citizens in the City of Gainesville. This point is explored further in Section 3 of the Review
regarding the weighting of community values. After several pages of faulting ICF for not placing weights on
various criteria (cost, environmental effects, health effects, etc.) and for not making statement on which
option is best, GDS demurs and refuses to make a decision on weighting and the best option citing among
other issues its lack of knowledge with respect to the appropriate weightings. Clearly ICF did not make
recommendations for a reason: The decision is the City Commission’s to make. Not ICF’s and not GDS’s.
While this discussion has important policy ramifications for the City Commission, it should not be the
concern for GDS in its review, and does not add any substantive information regarding ICF’s report.

In my opinion such judgmental, inflammatory, and punitive statements as described above have no place in
a study review where the review should stick to the facts or debate substantive issues such as assumptions
and modeling techniques where reasonable people can disagree.

Inconsistencies and Incomplete Information

It seems that even with two weeks time to prepare a high level repoxt, there are many inconsistencies and
instance of incomplete information that jump out at the reader. In mbst of these cases, it would seem a lack
of effort to find the information that is easily available with some web research or phone calls. In other
cases, it seems a lack of proofing the Review or general lack of attention to detail. I shall list them below in
bullet point format.

e In the Executive Summary on Page 3, the heading reads in part “Alternative Scenarios Analyzed by
GDS”, yet in Section 2, the first paragraph says no analysis was undertaken by GDS. The City
should know which it is, because if no analysis was undertaken, then the numbers GDS present have
no basis and should be discounted. The same can be said for the numbers generated as part of
Section 4 of the Review on Demand Side Issues. If analysis was undertaken, it would be useful to
know how the numbers were generated for DSM adjustments and Demand Response as indicated on
Page 3.

e On Page 3 of the Executive Summary, GDS adds up the possible savings from DSM and contract
curtailment as if they would be implemented together to arrive at a situation where a new base-load
facility could be put off until 2020. This exhibit gives the reader the impression that GDS is
recommending in a cumulative fashion, the abrogation of those contracts. Yet, on Page 25 of the
Review, GDS reveals Seminole Electric Cooperative is a GDS client and then refuses to make any
recommendation on the continuation of these wholesale power contracts. As a reader and energy
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analyst, I am deeply disturbed at how the presentation of this information has been handled and
cause me to question ever more deeply the information GDS has presented in this review.

¢ In spite of knowing the RFP called for the analysis of only four options, and with those options
being agreed upon in a public process between ICF, the City Commission, GRU, and public input,
GDS continues to insist the report examine even more options such as “transmission solutions™ as
suggested in the executive summary. Moreover, asking ICF to address the possibility of a 20 MW -
30 MW biomass unit with aggressive DSM as suggested on Page 27, would essentially replicate the
Max DSM/75 MW Biomass option examined by ICF. Such comments by GDS point at the issues
that anybody can raise in evaluating any report, but offer no substantive feedback on what was
actually done.

e In Section 4, Page 10, GDS touts Lakeland Electric’s solar thermal program, but I fear have not
provided all the relevant information. The reason solar thermal is cost-effective for Lakeland is that
they charge a different (higher) electricity rate for the equivalent electric power produced by the
solar thermal unit. Consequently, they recover all costs of the program through the separate charge,
and it is cost-effective under RIM because there is no “lost revenue” from the calculation. I would
refer the Citizens and City Commission to Mr. Jeff Curry at Lakeland Electric for further details. I
would also refer you to the presentation I gave on the various cost-benefit tests back in April of 2004
which can be found at http:/futurepowerneeds.gru.com/ by searching under Author = Sotkiewicz.'

e On Page 9 GDS makes the following statement: “In addition, the City Commission must recognize
that if a new 232 MW coal plant is constructed, and the GRU grid has excess capacity, GRU will
have little or no incentive to pursue aggressive DSM programs. A decision to build a new 232 MW
coal plant will be the “death knell” for aggressive DSM programs.” This statement makes an
unstated assumption that all utility costs are recovered through per kWh charges. However, with a
multi-part tariff rate design where all fixed costs are recovered through a fixed demand charge
per month, this statement is false as conservation does not harm the utility’s ability to recover
its cost.

e Morcover, on Page 9, GDS cannot seem to get the proposed capacity correct by quoting it as 232
MW as opposed to the 220 MW. They continue with the same mistake on Page 23.

e On Page 26, GDS states that it would like to “...see a scenario where market interaction is turned
off...” in order to examine supply option costs without the Wﬁ?holesale market revenue. The omission
of this request for DSM Options is curious. This might be worthwhile scenario to examine, however
the same must also be done for the DSM and DSM/Biomass options since the “market interaction”
also drives the lower costs of these options since wholesale purchases are equally important in these
scenarios.

e GDS faults ICF for not examining the possibility of switching to gas water heaters (Page 10), but
this is already a part of the baseline as GRU already offers such a program
(bttp://www.gru.com/YourHome/Conservation/Energy/rebates.jsp). On Pages 16-17, GDS also
faults ICF for not examining interruptible, time-of-use, and inclining blocks tariffs. Again, these
already tariffs already exist and serve as part of the baseline in the analysis.

DSM, Other Load Reduction, and Reliability

With respect to DSM and energy efficiency, GDS faults ICF for not including numerous energy efficiency
and load management options. For example, ICF did not include solar-photovoltaic, LED lighting, and
agricultural sector efficiency measures. Faulting ICF for not including options that are either not cost-

! Information on this program was discovered in a personal conversation with Paul Elwing of Lakeland Electric, February 24,
2006 in Gainesville at the PURC Annual Conference.
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effective (such as LED lighting and solar-PV) or not relevant to the footprint (Agricultural sector) seems
curious as most energy analysts would agree that the LED and solar PV options are still in the research and
development phase and remain extremely expensive options. At http://www.clean-power.com/fsec/ one can
see that a solar PV unit in Gainesville after energy savings and and tax incentives still has a net cost of
$3/month. 2 A cost-effective program should have net benefits!

GDS provides a comparison of DSM effectiveness of municipal and all utilities to what GRU has done and
to what ICF is reported as possible under the “Maximum DSM” assumptions. The comparison from the EIA
861 database provides a very useful comparison. However, the comparison between utilities is in reality an
apples-to-oranges comparison because some utilities “vintage” their DSM in calculating energy savings
while other utilities do not. Moreover, utilities across the universe of the EIA 861 database also use different
cost-benefit tests.

In the comparison of GRU to the universe of utilities, the reader is left feeling that the ICF estimates for
DSM and what GRU has accomplished over time is sub-standard. In my opmlon I find that tone and
conclusion to be misleading. While GRU ranks 44™ in the US in total kWh savings and 181% in peak load
savings, one must compare this to the universe of utilities not just those ahead of GRU. In comparison to the
universe of 1,118 utilities, GRU is in the top 5% of utilities in kWh savings and in the top 20% in peak load
reduction. It is always good to strive to be the best, but it is also useful to acknowledge how well GRU has
done with DSM and to understand the problems with this comparison as explained above.

GDS also offers a comparison of what ICF has determined to be possible for DSM to specific studies that
have been done. Again, the comparison is not apples-to-apples in that GRU and ICF “vintage” their DSM
programs whereas some utilities (Austin Electric apparently, for example) do not. This biases the estimates
of energy saved over time upward. The numbers cited in the GDS study along with the EIA 861 data GDS
has presented leads to a troubling conundrum:
Why is it that studies repeatedly show large potential savings, yet in practice these savings
rarely materialize as shown in the EIA 861?

Consequently, we know from experience that regardless of the promise of DSM programs, the reality of
implementation is often far below expectations. With this being said, GDS’s claim that DSM minimizes risk
in the context of generating unit failure on Pages 23-24, seems less forceful when one considers the risk of
the DSM program not being implemented by consumers, especially when it is needed since it is not under
the control of the utility in dispatch or behavior. Additionally, with DSM programs such as interruptible
load programs, we know that after numerous interruptions consumers grow weary of interruptions and often
leave the interruptible program.

In the Executive Summary and starting on Page 23 and again on Page 34, GDS makes the assertion that a
big unit is less reliable than dispersed DSM equipment arguing that dispersed DSM equipment is more
reliable as the probability they all fail is less than the probability of a large unit failing. This all sounds good
except for two missing pieces of information. First, there is a risk that the DSM resources may not be
implemented at all since consumers control this rather than the utility as discussed in the previous
paragraph. Second, the risk of unit failure is hedged by a utility being interconnected to other utilities. In
fact, the historical reason for interconnection was to share reserves which would save all interconnected
utilities money so they would not have to build even greater amounts of excess of capacity for reliability.
While GDS on Page 34 acknowledges reserve sharing, it goes on to discuss the 30 MW import constraint in
the ICF report, which GDS neglects to inform the reader is for firm transactions, while any reserve pick-up

2 Run for zip code 32605 on March 18, 2006 at 5:20pm.
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during a contingency would be non-firm power imports have a 290 MW capacity as indicated in the ICF
report, and is clearly important for low-cost wholesale purchases under the Max DSM and Max
DSM/Biomass options.

Other Considerations

e GDS argues that the IGCC assumptions about initial cost and capacity factor in the early years and
optimistic financing assumptions regarding the financing of IGCC are optimistic. At first blush, I
would have to agree with GDS these estimates seem optimistic, but recent estimates from the
Electric Power Research Institute (EPRI) and the East Kentucky Power Cooperative (EKPC) are
very much in line with ICF’s cost estimate if not below it (See attached presentations on Page 7 of
the EPRI presentation and Page 8 of the EKPC presentation). Simply eyeballing Page 8 of the EPRI
presentation indicates that ICF’s conclusion that IGCC would be the least cost choice of new
generation is in line with the EPRI conclusions. Moreover, information gathered by Dr. Eric
Wachsman at the University of Florida on the cost of gasifiers would indicate the cost of 2 gasifiers
(includes spare) would be approximately $260 million plus the $115 million for the combined cycle
power island would amount to $375 million dollars with out the additional engineering and
infrastructure needed to run the gasifier with the combined cycle unit. Consequently, the $445
million quote for a 220 MW IGCC unit is reasonable, if not above other estimates.”

e I, like GDS, agree with ICF on how CO2 policy is handled in the analysis.

e Unlike the ICF results, GDS still believes natural gas fired units will continue to set prices in
wholesale markets. I am in agreement with GDS’s assumption given current generation plans in the
2005 Ten Year Site Plan and conversations with others in the industry.

Conclusions

The Review of the ICF Report afforded the City a great opportunity to get a sanity check on the
reasonableness of the ICF Report. Unfortunately, the report is reads with a tone of advocacy and
bitterness in spots. Moreover, GDS spent and inordinate amount of time discussing DSM and relatively
little time focusing on the supply-side options and the wholesale market. I believe GDS’s assessment of
the supply-side options and wholesale market areas are reasonable while there still may be may be areas
for disagreement. I have serious concerns with their assessment of DSM and what I believe to be an
overall pattern of inconsistencies, incomplete information, and lack of attention to detail in their review
especially when the information is so readily available. In short, I believe there is little useful and
unbiased information the City Commission can garner from the Review in order to aid its decision on
how to view the ICF Report or in what decision to make on the City’s future power needs.

? We assume no more economies of scale and assumed a cost of $23.4 million for a 40 MW gasifier.
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