STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET No. 4185
Deepwater Wind Block Island, LLC
Response To
The Division Of Public Utilities And Carriers’ Data Requests
SET1

Div. 1-1: In Docket 4111, in response to Div 1-13, Deepwater stated that the current
estimate of the capital cost is $219,311,412 for installing eight turbines.
Specifically, what elements of the PPA Exhibit E, Appendix X, Section 1.c.
definition of “Cost” are included and excluded in that $219 million capital cost
estimate?

Response: The $219,311,412 capital cost estimate from Docket 4111 (the “Docket 4111
Estimate”) included all of the elements of “Cost” as defined in the PPA, and also
included contingency. This figure was the basis for the fixed price in the power
purchase agreement that was the subject of the Docket 4111 (the “Docket 4111
PPA”).

Prepared by: William Moore
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Div. 1-2: In Docket 4111, in response to the Public Utilities Commission 4-14, Deepwater
stated: “Deepwater Wind estimates the total construction cost of the Block Island
Wind Farm to be $200,478,927 (excluding development and financing costs),
equivalent to $6,961/kW.” Specifically, what elements of the PPA Exhibit E,
Appendix X, Section c. definition of “Cost” are included and excluded in that
$200 million cost estimate?

Response: The amount referenced in response to the Public Utilities Commission Data
Request 4-14 was an EPC (engineering, procurement and construction) estimate
and includes engineering cost, equipment and supply cost (turbine, foundation,
and cable), transportation cost, onshore and offshore installation cost, project
management cost, insurance cost, and contingency. This figure excluded
development expenses and financing costs.

Prepared by: William Moore
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Div. 1-3: Please reconcile the two different cost estimates noted in question 1-1 and 1-2
above.

Response: See responses to Div. 1-1 and Div. 1-2. The following is a reconciliation of the
$219,311,412 estimate and the $200,478,927 estimate:

EPC Cost $200,478,927
Development Costs $10,000,000
Financing Costs $8,832,485

Docket 4111 estimate | $219,311,412

Prepared by: William Moore
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What is Deepwater’s current estimate of the total cost of the project, including all
the elements of “Cost” as defined and described in Exhibit E, Appendix X of the
PPA?

$205,403,512.

The reconciliation between Docket 4111 Estimate and the base amount of
$205,403,512 in this Docket (“Base Amount”) is addressed below. However, to
fully understand the differences, it is important to understand the difference
between the risk profile embodied in the Docket 4111 PPA and the PPA.

The Docket 4111 PPA reflected a fixed price bid. At the price in the Docket 4111
PPA ($244/Mhr), if the cost to build the facility was equal to the Docket 4111
Estimate, Deepwater Wind projected its unlevered return to be approximately
9.7%. That return is below the range of returns (10-12%) identified by Deepwater
Wind as necessary to finance and construct this project. Within the context of the
Docket 4111 PPA, Deepwater Wind assumed all of the risk (and retained all of
the benefit) related to the cost to construct the project. For Deepwater Wind to
have proceeded with the project with the Docket 4111 PPA, significant
construction cost savings would have to have been identified to bring the
unlevered returns into an acceptable range. Deepwater Wind was prepared to
accept the risk that it would be able to achieve returns in such a range.

The Base Amount, which is the measure against which realized savings are shared
with the ratepayer, is approximately $14,000,000 less than the Docket 4111
Estimate. The Base Amount represents Deepwater Wind’s estimate of a facility
cost that Deepwater Wind projects will yield an acceptable unlevered return
(approximately 10.5%) and a risk/return profile that will likely attract the
financing necessary to construct the project. To the extent that the actual Costs to
build the facility are less than the Base Amount, all of those savings are passed
along to the ratepayer in the form of lower power prices. To the extent that the
actual costs to build the facility are greater than the Base Amount, those Costs do
not result in an increase to the PPA price and Deepwater Wind’s returns will be
negatively impacted. This risk sharing mechanism is dramatically different than
the risk sharing mechanism in the Docket 4111 PPA.

Deepwater Wind is accepting this suboptimal risk/return profile (10.5% is on the
low end of the range of acceptable returns for an infrastructure project like the
Block Island Wind Farm) in recognition of the fact that the Block Island Wind
Farm is a demonstration project, and in the belief that working with Rhode Island
will allow the broader policy goals in the new law to become reality.
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Under the PPA, Deepwater Wind’s return can increase in only two limited
circumstances, which may or may not occur:

First, Deepwater Wind’s return on investment can increase if the actual costs to
operate and maintain the facility are less than currently estimated (understanding
that the assumed level of turbine performance is predicated on adequate ongoing
investment in major maintenance.) These estimates have not changed from the
assumptions in the calculation of Deepwater Wind’s rates of return in Docket
4111.

Second, if over time there is a higher than expected wind resource, the higher
level of generation and PPA revenue may also lead to an increase in Deepwater
Wind’s return on investment, other things being equal. However, in the event this
occurs it is important to note that the PPA offers ratepayer protections in the form
of a price credit (the Wind Outperformance Adjustment Credit). As in the case
with construction cost savings and operations and maintenance cost overruns, this
benefit is asymmetrical. Deepwater Wind has assumed all of the risk that the
wind resource is less than anticipated. The capacity factor and the Wind
Outperformance Adjustment Credit are unchanged from the Docket 4111 PPA.

The following differences reconcile the difference between the Docket 4111
Estimate and the Base Amount.

1) The contingency in the Docket 4111 Estimate has been reduced. This
reduction results from a combination of factors. First, since the date of the
development of the Docket 4111 Estimate last fall, Deepwater Wind has been
engaged with various vendors and has done additional engineering of the facility.
As a result, Deepwater Wind has removed various areas of uncertainty, and
therefore Deepwater Wind’s confidence in its estimates is greater than it was in
the fall of 2009.

@) When Docket 4111 was pending, Deepwater Wind was still being
considered for a Department of Energy Federal Loan Guarantee. Since the
decision in Docket 4111, Deepwater Wind has been notified by the Department of
Energy, that Deepwater Wind’s application was not accepted. Accordingly, the
financing costs of the facility that are in the Base Amount are higher than the
financing costs in the Docket 4111 Estimate.

Prepared by: William Moore
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Div. 1-5: Please state whether the “Base Amount” of $205,403,512 set-forth in Appendix X
1.(a) of the Amended Power Purchase Agreement was arrived at in the manner
and process described by William Moore on cross-examination in Docket 4111,
Transcript 3/10/10, page 19, lines 20-24 and Page 20, lines 1-15. If not, why not,
and please describe the process by which the Base Amount was derived.

Response: The Base Amount was not arrived in the manner described by Mr. Moore on
cross-examination. The process described by William Moore in his previous
testimony was a typical symmetrical open book pricing proposal. The PPA
includes asymmetric risk, which is not included in a typical open book pricing
proposal.

In a typical open book price structure, the sponsor:

e agrees to build against a target budget that imposes limits on its “base
case” return;,

e accepts in exchange, protection against cost overruns (i.e., the budget is
increased to reflect costs that exceed the target); and,

o isallowed to keep part of any capital cost savings, which enables the
sponsor to improve its base case return expectations.

The PPA sets forth a transparent, but asymmetric, ‘open book’ pricing
arrangement that Deepwater Wind advocated and which is reflected in the new
law. In accordance with that structure, Deepwater Wind must:

e disclose its total cost to build the Block Island Wind Farm;

e accept as a cap the pricing agreed to in the Docket 4111 PPA; and

¢ reduce the pricing if savings can be achieved in the actual cost of the
project.

Implicit in this structure is that Deepwater Wind must:
e accept a rate of return limit imposed by this “not-to-exceed” pricing
arrangement, in the range of 10.5 % (unlevered);
e accept the return consequences of any capital or operating cost overruns,
or turbine under-performance - i.e., earn a lower rate of return.

The Base Amount reflects Deepwater Wind’s best current estimate of the cost to
build the facility and was derived based on information from vendors, engineering
work, and the experience of Deepwater Wind employees and representatives.

Prepared by: William Moore
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Div. 1-6: Does Deepwater agree with National Grid’s June 30, 2010 letter accompanying
the PPA that the law “requires the price to be reduced to the extent that the project
costs are lower than originally estimated?”

Response: The law requires and the PPA provides that the pricing in the PPA “shall decrease
if savings can be achieved in the actual cost of the project, with all realized
savings allocated to the benefit of ratepayers”. (emphasis added)
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Div. 1-7: Was the original estimate of the project cost of the eight turbine project
$219,311,412 as introduced in evidence by Deepwater in Docket 4111 through
discovery responses?

Response: The $219,311,412 was Deepwater Wind’s estimate and basis for the its fixed
price proposal in the Docket 4111 PPA.

Prepared by: William Moore
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Div. 1-8: Is the “Base Amount” in Appendix X in the PPA intended to reflect the best
current estimate of what the “Total Facility Cost” will be?

Response: The Base Amount reflects Deepwater Wind’s best current estimate of the Total
Facility Cost. More importantly, it is also the basis for the ratepayer protections
set forth in the PPA. To the extent that the actual costs to build the facility are
greater than the Base Amount, those Costs do not result in an increase to the PPA
price and Deepwater Wind’s returns will be reduced proportionately.

Prepared by: William Moore
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I hereby certify that on July 13, 2010, a copy of the within was sent to all parties set forth on the
attached Service List by electronic mail and copies were sent to Luly Massaro, Commission Clerk, by

electronic mail and first class mail.

Name/Address E-mail Distribution Phone/FAX
Thomas R. Teehan, Esq. Thomas.teehan@us.ngrid.com 401-784-7667
National Grid. 401-784-4321

280 Melrose St.
Providence, Rl 02907

Joanne.scanlon@us.ngrid.com

Ronald T. Gerwatowski, Esq.
National Grid

40 Sylvan Rd.

Waltham, MA 02451

Ronald.gerwatowski@us.ngrid.com

Celia.obrien@us.ngrid.com

Jennifer.brooks@us.ngrid.com

781-907-1820
781-907-2153

781-907-2121

Gerald J. Petros, Esq.

David M. Marquez, Esg.
Hinkley, Allen & Snyder LLP
50 Kennedy Plaza, Suite 1500
Providence, Rl 02903-2319
(National Grid)

gpetros@haslaw.com

dmarquez@haslaw.com

401-274-2000
401-277-9600

Alan Mandl, Esq.

Smith & Duggan LLP
Lincoln North

55 Old Bedford Road
Lincoln, MA 01773
(Town of New Shoreham)

amandl@smithduggan.com

617-228-4464
781-259-1112

Katherine A. Merolla, Esq.,
Merolla & Accetturo

469 Centerville Road Suite 206
Warwick, Rl 02886

(Town of New Shoreham)

KAMLAW?2344@aol.com

401-739-2900
401-739-2906

Jerry Elmer, Esq.

Tricia K. Jedele, Esqg.
Conservation Law Foundation
55 Dorrance Street

Providence, R1 02903
(Conservation Law Foundation)

Jelmer@clf.or

tjedele@clf.or

401-351-1102
401-351-1130

Richard A. Sinapi, Esqg.

Sinapi Formisano & Company, Ltd.

100 Midway Place, Suite 1
Cranston, Rl 02920-5707
(RIBCTC)

dicks@sfclaw.com

401-944-9690
401-943-9040
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(EDC)
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401-274-7200
401-751-0604

Leo Wold, Esg.

Dept. of Attorney General
150 South Main St.
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(DPUC)

lwold@riag.ri.qov

Steve.scialabba@ripuc.state.ri.us

Al.contente@ripuc.state.ri.us

David.stearns@ripuc.state.ri.us

Tahern@ripuc.state.ri.us

John.spirito@ripuc.state.ri.us

401-222-2424
401-222-3016

Jon Hagopian, Esq.

Dept. of Attorney General
150 South Main St.
Providence, Rl 02903
(DPUC)

jhagopian@riag.ri.gov

Dmacrae@riag.ri.gov

Mtobin@riag.ri.gov

Mike Rubin, Esq.

Asst. Atty. General

Dept. of Attorney General
150 South Main St.
Providence, R1 02903
(Attorney General)

Gregory S. Schultz, Esq.
Dept. of Attorney General

Mrubin@riag.ri.gov

gschultz@riag.ri.gov

401-274-4400
X-2116

Michael Sullivan, Executive Director
Dept. of Environmental Management

Michael.sullivan@dem.ri.gov

401-222-4700
Ext. 2409

Mary E. Kay, Esq.

Acting Executive Counsel

Department of Environmental Management
235 Promenade Street

Providence, Rhode Island 02908

mary.kay@dem.ri.gov

401 222-6607 ext
2304

Michael McElroy, Esqg.

21 Dryden Lane

PO Box 6721

Providence, Rl 02940-6721

(Toray Plastics & Polytop Corporation)

McElroyMik@aol.com

401-351-4100
401-421-5696

John J. Kupa, Jr., Esq.

20 Oakdale Road

North Kingstown, R1 02852

(Ocean State Policy Research Institute)

JohnKupaLaw@aol.com

401-294-5566



mailto:Ceaton@apslaw.com�
mailto:lwold@riag.ri.gov�
mailto:Steve.scialabba@ripuc.state.ri.us�
mailto:Al.contente@ripuc.state.ri.us�
mailto:David.stearns@ripuc.state.ri.us�
mailto:Tahern@ripuc.state.ri.us�
mailto:John.spirito@ripuc.state.ri.us�
mailto:jhagopian@riag.ri.gov�
mailto:Dmacrae@riag.ri.gov�
mailto:Mtobin@riag.ri.gov�
mailto:Mrubin@riag.ri.gov�
mailto:gschultz@riag.ri.gov�
mailto:mary.kay@dem.ri.gov�
mailto:McElroyMik@aol.com�
mailto:JohnKupaLaw@aol.com�

STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET No. 4185
Deepwater Wind Block Island, LLC

The Division Of Public Utilities And Carriers’ Data Requests

Response To

SET1

Richard A. Sherman, Esq.

Edwards Angell Palmer & Dodge LLP
2800 Financial Plaza
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rsherman@eapdlaw.com
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Joseph J. McGair, Esq.
Petrarca & McGair, Inc.
797 Bald Hill Rd.
Warwick, Rl 02886
(Citizen Intervenors)

jim@petrarcamcgair.com

401-821-1330
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89 Jefferson Blvd.
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Thomas Kogut, DPU
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Lacapra Associates
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Susan Demacedo, Deepwater Wind

susan@dwwind.com

David Schwartz, Deepwater Wind

dschwartz@dwwind.com

David Nickerson from Mystic River Energy
Group, LLC

dave@nickersons.org

Richard LaCapra, LaCapra Associates

Rlacapra@lacapra.com

212-675-8123

William P. Short, 111

w.shortiii@verizon.net

917-206-0001

Matt Auten, Office of Lt. Governor

mauten@Iltgov.state.ri.us

Julian Dash, RIEDC
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Rep. Laurence Ehrhardt
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Marie DeCastro

mdecastro@rilin.state.ri.us



mailto:rsherman@eapdlaw.com�
mailto:jjm@petrarcamcgair.com�
mailto:Lmassaro@puc.state.ri.us�
mailto:Cwilson@puc.state.ri.us�
mailto:Nucci@puc.state.ri.us�
mailto:Anault@puc.state.ri.us�
mailto:Sccamara@puc.state.ri.us�
mailto:Adalessandro@puc.state.ri.us�
mailto:Dshah@puc.state.ri.us�
mailto:tkogut@ripuc.state.ri.us�
mailto:rhahn@lacapra.com�
mailto:mneal@lacapra.com�
mailto:susan@dwwind.com�
mailto:dschwartz@dwwind.com�
mailto:dave@nickersons.org�
mailto:Rlacapra@lacapra.com�
mailto:w.shortiii@verizon.net�
mailto:mauten@ltgov.state.ri.us�
mailto:jdash@riedc.com�
mailto:rep-ehrhardt@rilin.state.ri.us�
mailto:albertrc@optimum.net�
mailto:ifrtruck35@mac.com�
mailto:mdecastro@rilin.state.ri.us�

STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION

DOCKET No. 4185

Deepwater Wind Block Island, LLC

The Division Of Public Utilities And Carriers’ Data Requests

Response To

SET1

Bob Grace

bgrace@seadvantage.com

Representative Eileen Naughton

rep.naughton@gmail.com

Brian Bishop (OSPRI)

riwiseuse@cox.net

Michael & Maggie Delia

maggie@biaero.com

mikdelia@biaero.com

Mike Beauregard

mbeauregard@huroncapital.com

Rosemarie Ives
Jonathan Ives

ivesredmond@aol.com

jives98836@aol.com

Nancy Dodge, Town Manager
Town of New Shoreham

townmanager@new-shoreham.com

kpson@aol.com

401-466-3219

Emilie Joyal

gjoyal@rilin.state.ri.us

Benjamin Riggs

rmcriggs@earthlink.net

Tina Jackson, Pres. American Alliance of
Fishermen in their Communities

liteangel3367 @yahoo.com

Shigeru Osada

shigeru.osada@toraytpa.com

Tom D’Amato

tdamato@polytop.com

Kevin Rowles

krowles@polytop.com
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