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Assessment of Hydro-Quebec Distribution’s Call foiTenders
Process for Energy Produced by Biomass Cogeneration

|. Introduction

Merrimack Energy Group, Inc. (Merrimack Energy) hasrved as Independent
Consultant to Hydro-Quebec Distribution (Hydro-Qeebor “Company”) to assist
Hydro-Quebec Distribution with the bid evaluatiamdaselection process associated with
the 125 MW Biomass Cogeneration Call for TenderfO(R009-01). As Independent
Consultant, the role of Merrimack Energy in thegass has included the following:

* Provide independent input and advice on issuesestgd by Hydro-Quebec
Distribution based on Merrimack Energy’'s experienine other competitive
solicitation processes throughout North Americarmmewable and conventional
resources?

* Review the detailed evaluation criteria, evaluatresults, and documentation
developed and utilized by Hydro-Quebec Distribusomvaluation team to
complete the assessment of each bid to ensuréhtratis consistency in how the
scoring of bids was undertaken.

» Conduct an independent assessment of the price@mgbrice evaluations of all
the bids received to ensure that Hydro-Quebec iDidgton’s bid evaluation
process is fair, equitable, consistent and unbiased

* Serve as a member of the Call for Tenders Committee

» Conduct research, as required, on key issues baseddustry practices from
other jurisdictions.

This report addresses the activities associatethgoily with the bid evaluation and
selection stages of Hydro-Quebec Distribution’sl @& Tenders (A/O 2009-01) for the
purchase of 125 MW of capacity and associated gnengpduced by biomass
cogeneration in Quebec. The objective of this assent is to comment on the fairness
and consistency of the bid evaluation and selegironess. The assessment will focus on
the Call for Tenders procedures and evaluationga®es and their consistency with the
requirements of Hydro-Quebec Distribution’s Biomd&3dsgeneration Call for Tenders
and with general industry standards for similar petitive solicitation processes. The
report primarily addresses the three steps of thmuation and selection process,

! The scope of the mandate for services for Merrintamergy ends at the conclusion of the Step 3
evaluation and does not include contract award.

2 The Principal of Merrimack Energy and Project Mgevafor this assignment has served as Independent
Evaluator or Monitor on over thirty competitive proement assignments and has assisted utilities and
other power buyers in nearly fifty major procureinprocesses, conducting independent evaluation and
review of hundreds of power supply proposals foiereable and conventional resources.
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including (1) minimum requirements, (2) rankingbadls based on the cost of electricity
and non-price criteria, and (3) simulation of bwhtinations to determine the lowest
overall cost.

This report also focuses largely on the role artivities performed by Hydro-Quebec
Distribution’s Evaluation Team during the bid ewation and selection process, leading
to the selection of the preferred projects.

For purposes of undertaking this assessment ofBibenass Cogeneration Call for
Tenders process and procedures associated wigvdteation and selection of bids, the
following issues will be addressed in this report:

1. A summary and overview of the major aspects ofGhk for Tenders;

2. A discussion of the various steps or activitiegha bid evaluation process as
defined in the Call for Tenders documents and edlatocuments, including a
discussion of the requirements of the Biomass Cexgd¢ion Call for Tenders;

3. A general description of how the bid evaluationgass and procedures were
carried out by Hydro-Quebec Distribution. Includedhis assessment will be (1)
a description of the key tasks; (2) the roles ofdidyQuebec Distribution’s
Evaluation Team and the role of Merrimack Energy tive process; (3)
procedures undertaken to complete the evaluatdngdg¢cumentation prepared
by Hydro-Quebec Distribution to support the bid laadion process; and (5)
issues raised during the evaluation process.

4. An overall evaluation of the performance of HydraeDec Distribution in
completing these stages of the process.

The overall bid evaluation process and procedwegsired are identified in the “Call for
Tenders and Contract Award Procedure”. The Calllfemders document and associated
addendum further explains the process and procedagamplemented, as well as the
evaluation criteria. This document effectively édhes the “rules of the game” and the
requirements of bidders for competing in this pssceln general, the process and
procedures followed by Hydro-Quebec Distributioe generally similar to the process
followed in other Calls for Tenders. The adjustrsemiade to this Biomass Cogeneration
Call for Tenders (A/O 2009-01) will also be higiiigd in this report.
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[I. Summary and Overview of the Call for Tenders

Through this Call for Tenders (A/O 2009-01), Hydoaebec Distribution seeks to award
contracts for the supply of electricity generatediuebec from new cogeneration plants
using biomass for a total of 125 MW of installegb@aity. The term of the contract may

not be less than fifteen (15) years or more thantwfive (25) years starting from the

commencement of deliveries. The commencement dateliweries shall be no later than

December 1, 2012.

The process was initiated with issuance of the foallenders Document (A/O 2009-01)
on April 14, 2009. A pre-bid conference was heldJaty 8, 2009. The Call for Tenders
Registration Form (Notice of Intent to Bid) was dwue October 1, 2009 and proposals
were due on October 20, 2009.

A bid may be for all or a portion of the target uggments of 125 MW, and there is no

minimum quantity. The electricity must originat®rin new generating facilities located

in Quebec and may be installed in new or existingdings. The process steam must be
used by a company located in Quebec. In additibr, liomass used in the new

cogeneration plant must account for at least 75% @ffuel used to generate the power
plant’s electricity.

Hydro-Quebec Distribution’s objective is to evakiahe bids received and choose,
among the best bids, the projects that offer at@gtrat competitive prices by selecting a
combination of bids that will result in the lowestst in $/MWh.

The eligibility requirements of this Call for Tendeare unique in a number of ways, due
primarily to the requirements for cogeneration afigible fuel requirements. Some of
the primary eligibility requirements include:

» The electricity must originate from new generafiaglities located in Quebec;

* The process steam must be used by a company laoafreebec;

* The energy content of the process steam cannatdsethan 10% of the energy
content of the total annual generation of elediri@nd process steam of the
cogeneration plant;

* The electricity generation process proposed by ideler must have attained
proven technological maturity and the strategic egating equipment (e.g.
turbines, generators, boilers) must be commercaalbilable;

* The biomass used in the new cogeneration plant auecstunt for at least 75% of
the fuel used (on a calorific base) to generateplhat’s electricity. Electricity
and process steam share the same energy contdémbrofss in proportion of
cumulative energetic content of all fuels usechim power plant;

» Eligible biomass as a fuel includes:

0 Residual forest biomass;

o Biodegradable residual materials rejected or natepied following
reclamation activities and intended for disposal lamdfill sites or
incinerators;
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0 Recovered biodegradable residual materials for kwioiher reclamation
methods are not subject to economically viablenetdgy.

Bidders are required to submit their pricing forergy only. There is no payment for
capacity. Pricing formulae involving a fixed-cosbneponent (e.g. $/month) are not
admissible. The Call for Tenders allows bidderssphit their pricing formulas into

multiple components and to index each component Igpecific allowable index to
match the costs and revenues associated with dfecpr

It is important to note that this Call for Tendgusocess is effectively a targeted
solicitation process, open only to a specific tgbeesource (i.e. biomass cogeneration).
Thus, issues associated with fairness and equityeiprocess will be limited to treatment
of individual bidders, not to different types osoeirces, technologies, project sizes, etc.
As a result, these issues will be addressed inrdpsrt from the perspective of the
unique nature of this solicitation.

However, many of the other requirements of the @allTenders are consistent with
industry practices, including the overall evaluatfrocess, threshold criteria, a number
of the evaluation criteria, requirements of biddenrsd contract provisions. These issues
will be discussed in the next section of this répor
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[ll. Description and Implementation of the BiomassGenerated
Electricity Call for Tenders Bid Evaluation Process

A. Description of the Bid Evaluation and SelectioriProcess

The bid evaluation and selection process followedhis Call for Tenders was clearly
identified in the Call for Tenders document andimilar to the process followed in other
Calls for Tenders issued by Hydro-Quebec Distrimtiincluding the three major steps
of (1) minimum requirements; (2) ranking of bidssed on the cost of electricity and
non-price criteria; and (3) simulation of bid comdgiions to determine the lowest overall
cost. As will be discussed, the first two stepseveery similar to other Hydro-Quebec
Distribution Calls for Tenders, although the cidedeveloped for this process were
specific for this Call for Tenders.

This Chapter of the Report will also provide anmi@wv of the response to the Call for
Tenders and identify decisions made at each stagkeoprocess to arrive at a final
selection of bids or bid combinations.

As a brief background, the Call for Tenders prodess total of 125 MW of installed
biomass cogeneration capacity was a reasonably ettime process, although the
amount of capacity received was less than the ameoeguested. There were 10
submissions provided by seven bidders.

Step 1 of Evaluation Process: Minimum Requirements

As noted, ten submissions were received prior tatdhe deadline of October 20, 2009
established in the Call for Tenders. Bid openingkt@lace on October 21, 2009 as
scheduled.

Consistent with other Calls for Tenders, upon ngtcef the bids, all proposals would be
subject to a completeness check. The evaluation veauld review the bids to determine
if there were any breaches which would automagica$ult in disqualificatior.

In the Step 1 process subsequent to the initialpte@ness check, the evaluators shall
conduct a more detailed review of the bids to detee if there was missing information
or if any information presented by the bidders meedurther clarification or raised
additional questions for follow-up. Any bid deemfegolous or non-conforming would
be disqualified.

Also included during Step 1 in the evaluation pssceas the evaluation of bids to ensure
they conformed to the minimum requirements listethe Call for Tenders. At this stage,
bidders received clarification and follow-up quess from Hydro-Quebec Distribution
on a range of issues, if necessary.

% Some of the breaches which automatically disqualibid include late submission, the bidder is not
registered, and the bid was not signed by an aiatttbperson.
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The minimum requirements were expanded in this @allTenders to account for the
unique requirements of this Call for Tenders. Thientified minimum standards

included:

1.

Identification of the site for the proposed projand demonstration of control
over the site. The site shall be located in Quelmecmust be capable of being
connected to Hydro-Quebec’s integrated system. bitlder must provide a

copy of the title or documents confirming that théder owns the land or has
acquired the right to use it. If the bidder does mwn or control the site, the
bidder must have at least a letter of intent friv@ lendowners dealing with

the acquisition of such rights;

The bidder must have identified at least one bdgethe process steam and
provide, at the least, a letter from the futureastehost confirming the
agreement;

The bidder or its affiliates must demonstrate edgpee in the development or
operation of at least one similar commercial eleityrgeneration project;

Demonstration of technological maturity of the gatien technology
proposed consistent with the requirements of tHef@aTlenders;

It must be possible to complete all the work ne@gsso interconnect and to
integrate the generation equipment proposed bpittaer to Hydro-Quebec’s
integrated network in time to meet the date recuesly the bidder for the
initial energizing of the switchyard. Hydro-Quel@istribution shall rely on
Hydro-Quebec TransEnergie’s evaluation of the ahignergizing date for
each bid;

All the information necessary to evaluate the bidsn the perspective of meeting
minimum requirements was requested in the Bid Fortiuded as Appendix 10 (Bid

Form) in the Call for Tenders document. Hydro-QuelbeansEnergie was responsible
for making the determination whether the proposalld meet the required energizing
date requested by the bidder. Hydro-Quebec Tramgkmetherefore, reviewed and
evaluated sections of the bids pertaining to thiigrmation.

One bid was eliminated at this stage in the protms&ilure to demonstrate site control
consistent with the requirements of the Call fonders. Merrimack Energy agreed with
the decision of Hydro-Quebec Distribution to eliaii@ the bid after providing the
opportunity to the bidder to demonstrate its cdrafdhe project’s site.
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Step 2: Ranking of Bids

In Step 2 of the bid evaluation process, all bidsgt tmet the minimum requirements
criteria were subject to evaluation based on titera listed in Exhibit 1 below, which
are included in the Call for Tenders document.

Exhibit 1
Evaluation Criteria
Criteria Weighting
i. Cost of electricity 40
ii.Sustainable development, which 32
included:
() Minimizing greenhouse gas
emissions

="

(b) Maximizing the generation @
process steam
(c) Support of local elected
representatives
(d) Accredited environmenta
management system

iii. Financial Capability 10
iv. Project Feasibility 11

v. Relevant Experience 7
Total 100

In addition, there were several sub-categoriesiwigach of the major categories listed in
Exhibit 2. For example, the sub-categories includegroject feasibility include: (1)
timing of interconnection to the grid; (2) mastearpfor realization of the project; (3)
supply plan for biomass and secondary fuels; and gdvironmental permitting.
Furthermore, Appendix 10 (Bid Form) in the A/O 2a@PB Call for Tenders provided a
list of questions, information required to be sutbeai by the bidder in their proposal, and
in some cases forms for completing and incorpogatirch information in the proposal.

The Call for Tenders also described each criteand the important characteristics of
each criterion for consideration by the bidder. ®waluation criteria were therefore
transparent in the process and all bidders knewctheria on which they would be
evaluated and the weights afforded to each of th@meriteria.

The evaluation criteria can be classified as paoel non-price related criteria. For
example, the Cost of Electricity can be classiféesda price-related criterion, while the
other criteria are all non-price related.

Within the non-price evaluation categories, indiatlteam members were responsible
for conducting the evaluation of all bids withirethspecific area of expertise. A second
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evaluator was assigned to each of the criteriadoige support and verify the results, if
needed. The objective of this process was to enthateall proposals were evaluated
consistently. Each bid would be evaluated basedeach of the criteria using the
evaluation sheets developed by the Evaluation Team.

The price evaluation (i.e. Cost of Electricity)this stage of the process was designed to
compare each bid based on the proposed pricingulasoffered by the bidder and the
guantity of contract energy offered. Hydro-Quebestiibution used a real levelized cost
methodology approach for evaluating each bid. Unldisrmethodology each component
in the bidders’ price formula was projected basedhe pricing formula and the forecast
of the specific index proposed by the bidder farhepricing component. The annual cash
flow of the costs over the entire term of the caatrwere calculated and discounted in
2009 dollars, and are then expressed as a unitafoslectricity ($/MWh) using the
contract energy (guaranteed energy on an annud) @svided in Section 2.1.2 of the
Bid Form. This approach therefore took into accotim¢ pricing formulas and
components submitted by the bidders as well aguhatity of contract energy offered by
the bidder in estimating the total annual unit adstlectricity and yearly discounted cash
flows. This results in a real levelized cost in 20fbllars per MWh for all bids which
allows for a consistent evaluation. Hydro-Quebestiution used its forecasts of
inflation and other indices, and its discount ratestimate the long-term cost of power
for each proposal. Forecasts of the index valuas weveloped by an independent firm
before bidsveresubmitted.

In addition, applicable transmission costs weréduithed in arriving at the price of energy
for each proposal. At this stage in the processatiplicable transmission costs include:

* The cost of connecting the power plant to the neglidransmission system or
distribution system, including the cost of modifyithe regional system lines and
substations and, if applicable, the curtailment;cos

* The cost of the power plant’s switchyard,;

» Electrical loss rate associated with the powertigageneration;

* Cost of reinforcing the bulk transmission systemesBtments as a result of
adding new power plants (step 3 only);

» Avoided costs associated with any future transmissystem investments.

The applicable transmission cost is estimated erb#sis of a summary study conducted
by Hydro-Quebec TransEnergie.

Thus, each proposal would be evaluated using tine s&t of assumptions for each of the
indices included in the proposal’s pricing formukurthermore, since bidders did not
have access to the forecast of input assumptiaddefs had to present their preferred
pricing proposals rather than attempt to “gameirthiels relative to the inputs.

The result of this analysis would therefore bergls unit price of power (i.e. the real

levelized cost, which is the price in the base yednich, if escalated by inflation,
provides the same net present value price streamegsricing formula proposed by the
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bidder). The 40 monetary points were awarded basetthe relative cost of each bid to
the lowest cost bid, with the lowest cost bid rerg the maximum 40 points. The bid
that comprises the highest cost receives 8 pokltsother bids are attributed points
based on the linear function between the two exgem

The bids would therefore be evaluated and scorative to the evaluation criteria and
associated weights given in the Call for Tendehe fankings of each bid at this stage of
the evaluation would be determined based on tlaé points obtained for all the criteria.

At this stage in the process, one bid was not camplith a zoning by-law but the

bidder demonstrated that the municipality was supgoof the project and started the
needed modification of the zoning by-law. This destoation allowed the bidder to

remain in conformance with the requirements ofGladl for Tenders. In anticipation that
the municipality was acting diligently to solve tiesue, the remaining nine bids were
subject to the price and non-price evaluation duitep 2 in the process. All remaining
bids were deemed eligible at this stage with nareeliminate any bids.

Step 3: Simulation of Bid Combinations

The next step in the evaluation process is thelaiion of bid combinations. In this stage

of the evaluation, it is the intent of Hydro-Queligistribution that various combinations

of bids are formed using the best bids identifiad eanked in Step 2 to form the targeted
block of 125 MW.

The combination of bids would be assessed in detatder to identify the combination
with the lowest total cost in $/MWh, including timpact on applicable transmission
Ccosts.

In this stage of the evaluation, all applicablesraission costs would be included in the
analysis for each portfolio. The analysis regardingnsmission costs was to be
completed by Hydro-Quebec TransEnergie based onbithecombinations/portfolios
provided by Hydro-Quebec Distribution.

Since the amount of capacity offered was less tharamount requested there was not
need to undertake a bid combinations assessmesteath Hydro-Quebec Distribution
ranked and selected resources based on a compafigmnreal levelized cost of the bids
offered (without transmission) to a benchmark obnbass options. The primary
benchmark used for comparison was the long-ternh @bbiomass determined by the
Ontario Power Authority (“OPA”) for purposes of ihementing its Feed-in Tariff
program. Since it is difficult to develop a stardiaed benchmark for biomass generation
options, Merrimack Energy felt that the use of Hiemass benchmark from the OPA
Feed-in tariff program was a reasonable benchmiadnghe level of experience of OPA
with generation costs for a variety of technologa®l the level of effort required to
develop and implement OPA’s Feed-in tariff program.

Merrimack Energy Group, Inc. 9



As described in Hydro-Quebec’s press release okeDeer 18, 2009 eight bids were
accepted for a total of 60.7 MW, with an averageeof $108/MWh (not including
transmission).

B. Implementation of the Bid Evaluation Process

This section of the report describes the actualempntation of the bid evaluation and
selection process. This includes identifying andcdeing the organization of the

Evaluation Teams and procedures established byd-@debec Distribution, the roles

and activities of the Hydro-Quebec Distribution’sratiation Team, the role and

activities of Merrimack Energy, and an evaluatidthe three steps of the evaluation and
selection process.

Management Structure and Organization

The team responsible for evaluating the bids wasaged by the Director, Electricity

Supply (Director), who was in charge of implemegtthe bid evaluation process and of
assigning personnel for this purpose. He was resplenfor ensuring compliance with

the process and of supervising communications wahsultants, bidders, and other
divisions of Hydro-Quebec involved in the process.

The Energy Supply Manager (Manager) assisted thectr of Electricity Supply. He
was responsible for maintaining the bid evaluatidoacumentation and was the
coordinator for the bid evaluation Project Teame Téam is comprised of Hydro-Quebec
Distribution personnel and consultants. The coastst Deloitte Inc. and Merrimack
Energy shall also take part in the bid evaluatisacess. For example, requests for
information from bidders had to be approved by Manager before being sent to
Deloitte Inc. The Manager was responsible for coatihg with Deloitte Inc. who
transmitted such requests to the bidders.

As was the case with other Call for Tenders, onéhefmost important aspects of the
solicitation process was that the methodologiesaiteria underlying the bid evaluation
process (Steps 1 and 2) were developed by Hydrd&€ubistribution prior to receipt of
bids and identified to bidders either in the Call Tenders documents or Addendum to
the Call for Tenders. The solicitation process cmteld by Hydro-Quebec Distribution is
a very transparent process, with a level of trarspgy that exceeds the levels in most
other competitive procurement processes.

Project Team members responsible for bid evaluatiere also involved in designing the
criteria and detailed evaluation methodologiestfair specific categories. The criteria
underlying the evaluation process were developedbeoconsistent with the type of
resource requested and the unique consideratioterlying the biomass cogeneration
Call for Tenders.

A representative of Hydro-Quebec Distribution’s jBod Team was assigned to each
specific criterion. The representative was requit@dcevaluate each bid relative to the
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same criteria to ensure consistency of the evalmatA Bid Evaluation Guide was
developed prior to receipt of bids and served as important reference and
documentation during the evaluation procéss.

The role of Merrimack Energy in the process waseeff as reviewing and evaluating the
documentation prepared and used by members of ihkidion Team to complete all
steps of the evaluation process to ensure consistenthe results. Merrimack Energy
was primarily responsible for the technical issassociated with the evaluation process,
including review and assessment of the minimum ireqents evaluation, the price
evaluation, and the non-price evaluation. Merrimagclergy staff therefore participated
in the review and evaluation of the bids from tleespective of both the price and non-
price categories.

Consistent with the procedures followed in othedl<Céor Tenders, Hydro-Quebec
Distribution organized a Call for Tenders Commitis@mprised of the President of
Hydro-Quebec Distribution, the Director of ElecitycSupply, the Manager for Energy
Supply, legal staff and other members of the ptofeam, and representatives from
Deloitte Inc. and Merrimack Energy. The Committeetrthree times during the bid
evaluation and selection process to discuss thesste#f the process and address any
issues that arose with regard to the bid evaluatimhselection process. The meetings of
the Committee were generally held at or aroundctirapletion of a specific Step in the
process to review and discuss the status and ctiorpte that Step.

Bid Evaluation Process

As noted, bids were received on October 20, 20@dveare publicly opened on October
21, 2009. No bids were initially rejected at biceomg. As previously noted, one bid was
rejected at the threshold stage due to failure d@mahstrate site control. Another bid
which had a zoning issue was able to resolve gweiand remained in the process.

Merrimack Energy met with the Energy Supply Managerdiscuss the Company’s
decisions regarding bid eligibility in the compl@nstage of the evaluation as well as the
Minimum Requirements assessment and agreed withoHydebec’s decision regarding
bid eligibility.

In the second step of the process, Hydro-QuebeirilRison undertook a detailed price

and non-price evaluation of the remaining bids asmdiants, consistent with the

evaluation criteria identified in Exhibit 1 of threport. The price aspects (i.e. cost of
electricity) and non-price aspects of the evalumpooceeded on parallel paths as well,
with separate team members responsible for the prid non-price evaluation.

Cost of Electricity (Price Evaluation)

* A draft of the Bid Evaluation Guide was providedMerrimack Energy by the Energy Supply Manager
for comment and a final copy was provided prioreoeipt of bids.
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From the price evaluation perspective, a “check halhnce” process was built in to
ensure the bids were fairly and consistently evalliaHydro-Quebec’s price evaluation
team conducted its assessment based on the biddeirsg formula, utilizing its own
model and standard assumptions to estimate theeeelized cost of energy for each
proposal. Merrimack Energy also conducted its ogseasment of the bids based on its
interpretation of the pricing formula and using a&n model. The internal Hydro-
Quebec analysts and Merrimack Energy used the ssssemptions and indices as
allowed by Hydro-Quebec Distribution in Appendixtthe Call for Tenders document.

As noted, Merrimack Energy evaluated all the bigsg the same set of input forecasts
but a different model developed by Merrimack Energlge initial evaluation revealed
that Merrimack Energy’s results were generally tglig higher than Hydro-Quebec’s
analysis. After review, it was determined that teason for the difference was attributed
to the cash flow discounting methodologies usedwéi@r, the differences were
consistent and the ranking of the bids was the same

It is also noteworthy that the Pricing Form congginn Section 2 of the Bid Form was
very effective in generating consistent informatfoom the bidders with little need for

interpretation of the pricing formulas. The pricipgoposals submitted by the bidders
could easily be interpreted and evaluated by thalyats at Hydro-Quebec and

Merrimack Energy. Also, it was clear that biddemsrevable to effectively complete the
pricing forms, with minimum follow-up requests fioformation necessary.

Non-Price Evaluation

All eligible bids were also evaluated by Hydro-QeebDistribution’s non-price
evaluation team using the established evaluatigerier and weights as the basis for the
evaluation, as well as the methodology describeterBid Evaluation Guide.

For the non-price evaluation, project team memben®e assigned to specific criteria and
were required to evaluate all bids relative togpecified criteria. Several members of the
team also developed more detailed and comprehemwsitezia to ensure the projects
could be effectively distinguished within their spe criteria. Project team members
completed an initial evaluation of the bids basedle established criteria. The Project
Manager from Merrimack Energy also read the bidd fotused on the information
required to evaluate the bids relative to eaclecat

Subsequent to Merrimack Energy’s review, a Merrim&mergy representative and
Hydro-Quebec Distribution’s project team memberst riee review and discuss the
detailed criteria applied by Hydro-Quebec Distribnt the results of the evaluation
within each category and justification for the exion. The detailed evaluation sheets
were provided to Merrimack Energy during the initlsid review and evaluation
discussions. Merrimack Energy generally consideysrale in assessing the non-price
evaluation in this and other similar processeschslfenging” the utility’s evaluation to
ensure the results are thorough and consistenta Assult of these meetings and
discussions, in some cases certain aspects ofv#teation went through a reassessment
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of the evaluation results before final assessmerte complete. This served to ensure
that the evaluation process was fair and consistertt all reasonable information was
accounted for in conducting the evaluation.

The objective of this process was to ensure thairsistent evaluation of each bid was
achieved. While Merrimack Energy raised some gaestio test the evaluation process
and methodology, we recognized the comprehensigarfebe evaluation undertaken by
Hydro-Quebec’s evaluation team and were in agreeméth the final non-price
evaluation and with the final scores developed bydrd-Quebec Distribution. In
addition, Merrimack Energy’'s view was that the lewé effort, level of detail and
thoroughness of the evaluation completed by all-prace team members was very
comprehensive. In addition, we found the documanrtiab support the evaluation to be
detailed.

After the price and non-price scores were comptiled,bids were ranked on the basis of
total score. Transmission cost impacts were indudehe ranking.

As a result of the analysis of bids along with cangon of the bid prices to a biomass
benchmark price based on the Ontario Power Autfisriteed-in tariff program Hydro-
Quebec Distribution selected eight projects withallio execute a contract. The average
price of the contracts as well as the price ramgeyur view is competitive with the
current price of biomass generated electricity timeo regions of the United States and
Canada based on our review of the Feed-in tariésran Ontario and Vermont as well as
the cost of biomass reported in studies in Calitoiavhich has a significant biomass
requirement and interest) and other areas.

Merrimack Energy Group, Inc. 13



V.

Framework and Principles for Evaluating Hydro-Quebec

Distribution’s Performance in the Bid Evaluation and Selection Process

This Biomass Cogeneration Call for Tenders (A/O20Q) is classified as a targeted
solicitation process limited to a specific resour@ased on Merrimack Energy’s
experience with competitive bidding processes ar$ervations regarding such
processes, the key areas of inquiry and the undgrlgrinciples used by Merrimack
Energy to evaluate the bid evaluation and selegfoness include the following:

1.

2.

Were the solicitation targets, principles and otyes clearly defined?
Did the solicitation process result in competitbanefits from the process?

Was the solicitation process designed to encoutagad participation from
potential bidders?

Did Hydro-Quebec Distribution implement adequatetreach initiatives to
encourage a significant response from bidders?

Was the solicitation process consistent, fair aqditable, comprehensive and
unbiased to all bidders?

Were the bid evaluation and selection process atetia reasonably transparent
such that bidders would have a reasonable indica®to how they would be
evaluated and selected?

. Did the evaluation methodology reasonably identifgw quantitative and

gualitative measures would be considered and ajiplie

Did the Call for Tenders (i.e. Call for Tenders doent, the Bid Form, and
Standard Contract) describe the bidding guidelities,bidding requirements to
guide bidders in preparing and submitting theirposals, and the bid evaluation
and selection criteria.

Did the utility adequately document the resultstleé evaluation and selection
process?

10.Did the solicitation process include thorough, é¢stest and accurate information

on which to evaluate bids, a consistent and edeitavaluation process,
documentation of decisions, and guidelines for wad#teng the solicitation
process.

11.Did the solicitation process ensure that the Poferchase Agreement was

designed to minimize risk to the utility customevkile ensuring that projects
selected can be reasonably financed.
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12.Did the solicitation process incorporate the uni@gseects of the utility system
and the preferences and requirements of the uditityits customers.

The implementation of the 125 MW Biomass CogenenatCall for Tenders process

relative to the characteristics identified previgus described below. Merrimack Energy

has not been involved in the contract preparatimegss and is thus not in a position to
discuss this objective.

1. Solicitation Targets

The Call for Tenders document clearly defined theoant of capacity requested, the
timing for providing the capacity, the type of pumts and product characteristics
required, the duration of the contract, bidderiblify, and the context of the Call for
Tenders with regard to the Quebec Government mandat

2. Competitive Benefits

The solicitation process encouraged a modest regpioom the market, with 10 different
proposals offering less capacity than the amouricita. In addition, with one
exception, the bidders were not well financed opesglenced. The majority of the
proposals were not very mature. However, the pridebe bids selected were generally
competitive with market benchmarks for similarlyesil projects.

3. Broad Participation from Potential Bidders

As noted above, the process encouraged a modegbnses from smaller, less
experienced developers. The level of interest ftbie market was disappointing but
overall was consistent with the response from tt#¢ Biomass Call for Tenders where
the level of response was also lower than the atmfuzapacity requested.

4. Qutreach Initiatives

Hydro-Quebec has done a very effective job of na@ming communications with bidders
through their website which is bidder friendly amdcessible. The availability of

documents, questions and answers, and notificagbosit the process allow bidders to
maintain accessible contact. The integration batwde Quebec Government, the
Company and the Regie has served to effectivelyedie” the process.

5. The solicitation process should be consistentif and equitable, unbiased, and
comprehensive

This principal focus of our assessment of Hydrod6@eeDistribution’s Call for Tenders
process and the Company’s performance in carryungtioe process was on the bid
evaluation and selection process. The key crit¢faar, equitable, consistent and
unbiased) are applied to Hydro-Quebec Distribusamplementation of the evaluation
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and selection process as well as Hydro-Quebecilisivn’s ability to adhere to the
requirements outlined in the Call for Tenders doenmand associated Addendum.
Therefore, the critique will focus on the implenediin of the process rather than
specific issues regarding the process.

In our view, Hydro-Quebec Distribution’s evaluaticend selection process was
consistent throughout. From a non-price perspectheeapproach of requiring individual

team members to evaluate specific criterion forbadls ensures that bids should be
consistently evaluated since the evaluator hasogp®rtunity to not only evaluate one
specific criterion in conjunction with their expied but to review the relative scoring of
each bid within the established criterion. Merrilk&mnergy’'s independent review of the
evaluation confirms that the bids were consisterglyaluated from a non-price

perspective.

In additional, the level of detail and compreheas®ss of the non-price evaluation
continues to be exemplary.

The price evaluation methodologies were designedviduate bids using the same or
consistent set of input parameters and assumptlonaddition, the real levelized cost
analysis applied in Step 2 is an excellent methmgiofor comparing bids of this nature
(i.e. similar resources) on a consistent basisef&ure consistency in the evaluation, two
separate analyses were conducted, one by HydrogQuélistribution and one by
Merrimack Energy. The results of the evaluationagated a consistent evaluation of the
bids since the results were very close and difleencould be explained. While the
analysis results were not an exact match, the mgnkif bids was the same since
differences in the analysis were consistent fobils..

With regard to bias, the most obvious considerattowhether the process favors one
type of bidder over another. Since all bids were & similar type resource (and

technology) any presence of bias would likely behea implementation of the process
itself, rather than the criteria or other infornoatithat could affect different bidders.

Based on our direct involvement in the processcawgd find no examples where one bid
was more favorably treated than another. First,pii@sence of Deloitte Inc. as Official

Representative and its role as link between Hyduel@c Distribution and the bidder
ensures that all bidders have access to the sdorenation at the same time. In addition,
the process was a fairly open process with infolengpertinent to all bids provided on

the Website for review. Hydro-Quebec Distributioesponded to large number of
guestions from bidders and posted all responsdbehliVebsite in a timely manner. The
Call for Tenders was also designed to explain itaideéhe evaluation process, the
requirements of Hydro-Quebec Distribution, and itfermation that all bidders were

required to submit.

We do not believe any bid had an inherent competiéidvantage within the parameters

of the Call for Tenders. The non-compliance asseasmand follow-up information
requirements ensured all bidders provided the safoanation for evaluation purposes.
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Also, Hydro-Quebec Distribution was focused on eimguthat all bidders competed on
an equal footing and had access to the same infama

The Call for Tenders process was well structurednsure that the information required
in the Call for Tenders document was linked to évaluation criteria. Hydro-Quebec
Distribution requested a considerable amount adrmftion from the bidder to gain an
in-depth assessment of the proposed project ahdedtiall the relevant information to
evaluate and score the bid.

The thoroughness of the evaluation criteria aldoaaned the ability of Hydro-Quebec
Distribution to develop a comprehensive databasdr#ormation support to back-up the
non-price and price related evaluation. Merrimaciefgy reviewed the non-price and
price evaluation documentation and recognizes tilbeotighness of the documentation
process.

6. Transparency of the Process

The Call for Tenders documents and responses tetiqgue led to a process where
bidders would be aware how to effectively comp&tee overall weights of each criterion
were provided as well as a description of the neguoents within each criterion. The
information required of bidders was clear and cem@s witnessed by the very complete
and consistent proposals submitted by bidders.

7. Application of Quantitative and Qualitative Measures

The Call for Tenders document clearly articulatbé@ tyuantitative and qualitative
techniques and requirements associated with thieiai@n process. The methodologies
were described in the Call for Tenders. Also, theipg evaluation sheets were clear and
easy to use as illustrated by the limited errosoasted with completing these forms.
Hydro-Quebec also provided bidders the opportunityuggest various indices that could
allow bidders the opportunity to match their costth the indexed pricing in their bids.
Such indexing opportunities provided bidders with ability to minimize market risk in
their pricing proposals by matching their costghe revenues received from the output
of their project.

8. The Call for Tenders Documents should describéné process clearly and provide
adequate information on which bidders could complet their proposals

This objective deals with the quality of the documsecontained in the Call for Tenders
package (i.e. Call for Tenders, Standard Contract, Bid Form) and the integration
among the documents. Hydro-Quebec Distribution’sll Gar Tenders provided
considerable detail regarding the information reepliof bidders, the basis for evaluation
and selection, and the criteria of importance. Tl for Tenders process clearly
provides a direct link between the Call for Tendéegument, bid form and standard
contract.
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9. Documentation of Results

Based on our review, it is obvious that all evadust maintained very detailed
information to support their evaluation of the bid#is included information contained
in the bids, third-party information, and suppagtinformation provided by other groups
within the Company.

10. The solicitation process should include thorody consistent, and accurate
information on which to evaluate bids

The bid form requires a significant amount of imh@tion that bidders must include in
their proposals. Under Hydro-Quebec’s evaluatioocess, the vast majority of this
information is used in the analysis and is consisteith the evaluation criteria
developed. The level of information provided endutieat Hydro-Quebec Distribution
could undertake a consistent and comprehensivgasalf each proposal and reflect the
individual attributes of each proposal in the eaéibn. Our review and evaluation found
that Hydro-Quebec’s evaluation and selection poeess a thorough and comprehensive
assessment. Every “point” was scrutinized in thalwation and the internal evaluation
criteria on which the analysis was based were clyednd expertly developed to ensure
that bids characteristics could be distinguisheed #éund no biases in the evaluation
criteria or process and the documentation to bg therough.
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V. Conclusions

The objective of this assessment is to commenheridirness and consistency of the bid
evaluation and selection process for the purchésmergy produced by cogeneration
biomass in Quebec via Call for Tenders A/O 200%d¥1la total of 125 MW of firm
capacity. The assessment will focus on the CallTenders procedures and evaluation
processes and their consistency with previous H@lrebec Distribution Call for
Tenders and with general industry standards foril@imcompetitive solicitation
processes.

In the opinion of Merrimack Energy, the bid evaloatand selection process was
undertaken by Hydro-Quebec Distribution in a faignsistent and comprehensive
manner, with all bids treated fairly and equitaldurthermore, the bid evaluation and
selection process was consistent with industry dsteds for similar procurement
processes. A list of important aspects of the @allTenders bid evaluation and selection
process is provided below.

1. The Call for Tenders Document (A/O 2009-01) wa®taided and transparent
document that clearly identified the unique natofi¢he solicitation process,
the products requested, the information requirethefbidders, and the bid
evaluation and selection process.

2. The three-stage evaluation process utilized by bi@mebec Distribution (i.e.
Evaluation of bids as per the minimum requiremeR@nking of Bids, and
Simulation of Bid Combinations) outlined in the Cébr Tenders is, in
substance, consistent with the approaches followedother utilities. In
particular, the use of pricing analysis as thelforderia for selection of the
preferred combination of bids is common practicéhsmindustry.

3. The price analysis undertaken in Step 2 assessddpeaposal based on the
pricing formulas proposed by the bidder. The analyssed the same
consistent set of economic assumptions and forecdshdices proposed by
bidders in their proposals, thus ensuring that katls were fairly and
consistently evaluated. All eligible bids were as&& in the second stage of
the evaluation using a typical price evaluationhrodblogy (i.e. real levelized
cost analysis) standard in the electric utilityustty.

4. All proposals that passed the Minimum Requiremstdge (i.e. Step 1) were
thoroughly and consistently evaluated and rankeskdban a detailed price
and non-price assessment. All evaluation scoreg wwaroughly scrutinized
by Hydro-Quebec Distribution’s bid evaluation teand Merrimack Energy.
Merrimack Energy conducted an independent Stepc2 pwvaluation using its
own model for all proposals. The results of Mermk&nergy’s analysis for
each bid were consistent with the results of HyQueebec Distribution’s
assessment, with the difference largely explained blight difference in the
methodology for determining contract year stariedand indexing periods.
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Merrimack Energy’s results illustrated there wecesystematic biases in the
evaluation and indicated a consistency in intenpgethe bid price formulas.

5. Hydro-Quebec Distribution followed an approach twl kevaluation that
included auditing of the results of several norc@riteria by members of the
Company’s Evaluation Team. Merrimack Energy alsvienged the bids.
Subsequently, Merrimack Energy met with the membétke bid evaluation
team responsible for each evaluation criteria tonmare the results and
discuss the basis for evaluation. In all casesas wery obvious that members
of Hydro-Quebec Distribution’s evaluation team haatefully defined the
detailed criteria on which to evaluate each bidhwittheir overall criterion,
conducted a thorough and comprehensive review, [@egared detailed
documentation to support the results. The resuft thiat “every point” was
scrutinized.

6. The non-price criteria were developed to refle@ timique nature of the
product sought (i.e. biomass cogeneration).

7. Hydro-Quebec Distribution included all direct puasked power costs as well
as system transmission and interconnection costiciaded with each bid in
Step 2 of the evaluation process, in conformandé the Call for Tenders
procedures. This is consistent with the approactedaken by most utilities
in the bid evaluation process, which is designedntdude all costs in the
analysis.

8. The response to the Call for Tenders was not vekust, with fewer
Megawatts (“MW”) bid than the level solicited. Adligible bids that met the
minimum requirements of the Call for Tenders weskeced through the Step
2 process. Due to the limited number of bids, Stap the process was not
required.

9. The resources selected were comprised of eigheg®yjtotaling 60.7 MW.
One bid was eliminated because its real levelized was above the biomass
benchmark used for assessing the economics of rihygogals relative to
market indicators. The benchmark used was reatom@alol represented the
Feed-in tariff rates for biomass developed and usedhe Ontario Power
Authority.

In conclusion, it is our view that the approach asdessment undertaken by Hydro-
Quebec Distribution is fair, consistent, comprelnensand unbiased. Hydro-Quebec

Distribution established procedures and rules wigigtded the evaluation and selection

process, and consistently applied such procediitess.evaluation and selection process
was detailed and rigorous. All bidders were evadainder the same detailed standards
and “every point” was carefully scrutinized.
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