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May 14, 2007
OUR REF: EXE/160/03/2007 (120)

Mr. Roberto Young
Chairman

Public Utilities Commission
63 Repent Street

PO Box 300

Belize City, Belize

Dear Mr. Young, '

We are in receipt of the Public Utilitics Commission (PUC) initial decision on Belize Electricity Limited’s
(BEL) tariff application* for the Annual Tariff Period (ATP) July 1, 2007 to June 30, 2008.

BEL strongly objects to the initial decision as documented in the attached. We contend that the PUC has
acted illegally when it reduced the Mean Electricity Rate (MER) and when it reduced the Rate Stabilization
Account (RSA) balances based on a calculation methodology introduced earlier this year that wrongly
adjusts variances in cost of power which has already been corrected for in the Annual Correction. Also, in its
decision to disallow a portion of the cost from CFE, the PUC is in effect trying to force BEL to purchase
power from other would be suppliers preferred by the PUC under a take or pay arrangement that would make
the PUC’s preferred supplier be the most expensive source of power. As the PUC is aware from the current
case before the Supreme Court, BEL contends that the PUC does not have the power to direct and determine
with whom BEL may contract for supply and the terms and conditions of such supply.

Should the PUC proceed with a final decision that is contrary to the laws and in contravention of discussions
and agreements between the parties, then the Company will have no alternative but to take such steps as 1t is
entitled to under law to challenge such decision. : : :

The Company hereby requests a list of potential consultants being considered by the PUC as a- '.i"esulf of .tl.ils“f:
objection in order to be assured of the qualification and the independence of the proposed consultants before_ __
any appointment is made. Detail curriculum vitae of the consultants are requ1red

Finally, please note that Appendlx Tl-of our ObjﬁCthIlS is an extract from a report received from the PUC and L
marked “Privileged and Confidential”. BEL does not expect and never expected that these obJectlons orany
of its submissions relating to the ARP be treated as conﬁdentlal Any madvertcnt use of the Word
“confidential” in these submlssmns should be 1gnored : : :

CALL TOLL FREE: O- EUD'B L-CARE
8OO0-235-2273)




Belize Electricity Limited
Detailed Objections on PUC’s Initial Decision on 2007/2008 ARP
May 14, 2007

The PUC has (without consultation with the Company) reduced the forecast calendar year
2007 cost of power by $1,275,813. The PUC unilaterally decided not to allow the full cost of
power from Comision Federal de Electricidad (CFE) under the new contract signed by BEL
and CFE in August 2006 claiming that the PUC “approved” another price as a result of a
2005 RFP process. However, during the RFP process, the PUC made it clear that it’s
approvals were conditional upon BEL agreeing to purchase power from a would be local
supplier NEL under conditions dictated by the PUC. The increase in the price of firm power
from CFE was as a direct result of the PUC’s refusal to approve the initial CFE bid. At any
rate, BEL was able to negotiate better arrangements for economic power which more than
offset the increase in the price of firm power from CFE. As a result of the performance of
Chalillo and the re-negotiated arrangements for economic power, the cost of power was less
than the PUC’s forecast which was based on the initial CFE bid. If BEL had gone along with
the PUC’s instructions, the cost of power would have been much higher. This is documented
in detail in the attached Appendix L

The PUC’s calculation of cost of power is not accurate because it is based on an expired
2005 RFP. The forecast costs submitted are based on the most current prices available to
BEL. Furthermore, as can be noted from actual 2006 results, cost of power came in below
the reference cost of power most of the year despite the alleged higher CFE price. The PUC
has failed to realize that the CFE contract is composed of three contracts — Firm, Economic
and Emergency — with Economic energy now available before firm energy and at lower
prices than firm energy causing actual cost of power to come in below the reference cost.
This benefit which the company negotiated and agreed to without the PUC’s approval is
ignored by the PUC yet the Company is penalized when the actual cost of power comes in
above the reference cost of power during certain months. Consequently, the 2007 cost of
power on a net generation KXWh basis should remain at $0.221 as per BEL calculations.
Similarly, it appears the PUC arbitrarily decreased the 2008 and ATP 07/08 BEL submitted
cost of power by $1,141,961 and $1,766,626 respectively. BEL’s calculated cost of power
on a per KWh sold basis for the calendar year 2007 and ATP 07/08 is then $0.255 and
$0.259 respectively.

In February 2007, the PUC presented BEL with a set of formulae to calculate the CPRSA
balance. In a meeting with the PUC on April 19, 2007 BEL pointed out inconsistencies in
the formulae. The PUC did not seem to understand the formulae and explained that it would
review the mechanism and get back to us. As far as we are aware this has not been done and
BEL is still awaiting this new methodology. Consequently, the Company continues to
calculate the balance as it has been doing since the establishment of the account in 2000.
This calculation method has been approved by the PUC as recent as the July 1, 2005 in
determining the balance in the account (PUC Initial Decision ARP 07/08) and by our
external auditors for the year ended December 31, 2006. It now seems that the PUC
calculations of the CPRSA and HCRSA balances for the period July 1, 2005 to December
31, 2006 was done utilizing the PUC’s proposed methodology presented to BEL in February
2007. Until the inconsistencies in the proposed methodology are corrected and the



methodology finalized with BEL we cannot agree to the balance of the CPRSA as at
December 2006 proposed by the PUC.

Compared to our records, the PUC has arbitrarily reduced the CPRSA balance as at
December 2006 by $7,703,513 and the HCRSA balance by $403,398. These are material
adjustments to the Company’s audited accounts which cannot be accepted. The PUC’s
calculations of the CPRSA balance makes provision to remove the unapproved CFE contract
price from BEL’s cost of power and replace it with an RFP price ignoring actual cost
incurred by the Company. BEL categorically states that the RFP price being referred to by
the PUC has expired and thus the PUC cannot make any such deductions to the cost of
power when calculating the CPRSA balance (see discussion above).

Below are the amounts that the PUC has noted as the 2006 actual recoveries of the RSA
balances compared to actual amounts the Company used in calculating the balances as at
December 31, 2006. The PUC is showing more recoveries for both accounts than what was
actually recorded. However, looking at a separate detail calculation provided by the PUC
for the CPRSA, actual recoveries in their calculations are showing $9,789,218 as compared
to the $7,924,420 they noted previously. The PUC is inconsistent in the data it utilizes for
the CPRSA which at a minimum is misleading and inappropriate under these circumstances
where the differences between PUC and the Company amounts are very material. The
company hereby disputes the PUC’s calculated values (both of them) and requires
supporting calculation for the former amount.

PUC Actual Values BEL Actual Values Difference
CPRSA Recoveries 7,924,420 7,840,625 82,795
HCRSA Recoveries 705,820 425,165 280,655

In addition, included in the $9,789,218 CPRSA recovery (second amount) noted by the PUC
for 2006 is an additional $0.01 per Kwh sold with effect from July 2006 which the PUC
claims is the COP elements of the annual correction. This is not acceptable since as per the
final decision for the ATP 2006/2007, only the $0.023 per KWh sold was approved by the
PUC as recovery of the CPRSA balance — the PUC is acting in contravention of its own
decision. Should this additional $0.01 recovery have been approved by the PUC with effect
from July 2006 then the MER for the ATP 06/07 should have been $0.01 more or $0.451
instead of the $0.441 approved. This additional recovery is not possible and is unreasonable
and unlawful.

It appears that the PUC is arbitrarily determining how much CPRSA was recovered
irrespective if that was what the Company actually billed its customers. In fact the PUC is
effectively telling the Company that it collected more (additional recovery) than what the
Company’s own internal customer information system and audited records show — this is an
inconceivable position for the PUC to take.

For the record, contrary to the PUC’s statement in the initial decision, the proposal to
transfer the HCRSA balance into the CPRSA came from the PUC in a March meeting with
the PUC. The proposal did not come from the Company. The Company agreed with the
PUC’s proposal at the meeting. It is misleading for the PUC to claim that it has
increased/accelerated the recovery of the CPRSA account as required by the Byelaws before
any reduction in customer tariffs can be effected. The $0.001 increase in the CPRSA
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recovery is in fact the transfer of the $0.001 recovery of the HCRSA (now amalgamated
with the CPRSA) to the CPRSA recovery. The recovery of the rate stabilization accounts (as
referred to in section 28(3) of the Byelaws) remains the same at $0.024 and is not being
accelerated.

The PUC seems to imply that by “accelerating the recovery of the CPRSA”, it is now free to
implement a reduction in the Mean Electricity Rate (MER) from $0.441 to $0.432. This is
contrary to the bylaws section 28(3) which was discussed between the Company and the
PUC prior to the finalization of the byelaws in December 2005. At these discussions it was
agreed by both parties that the MER would not be reduced until the rate stabilization
accounts had been fully recovered which was then utilized as the background for the
incorporation of section 28(3) in the byelaws. This is documented in correspondences
between the Company, the PUC and other parties.

During discussions with the PUC, BEL was led to believe that the PUC supported the
Government’s request for the removal of the $10 service charge for customers whose bills
are $150 or less per month. During those discussions, the PUC pointed out that the Mean
Electricity Rate must remain at $0.441 and asked the company to come up with a proposal to
meet the Government’s request. After discussing several different options with the PUC, the
Company in its ARP presented an option which it was led to believe that the PUC preferred,
to remove the $10 service charge and make adjustments to maintain the MER at $0.441.

We requested detail backup calculations for the PUC’s $4,768,955 negative Annual
Correction (AC). Actual amounts used by PUC in the AC calculations are not reconciling to
amounts submitted to the PUC via data templates. The table below shows that the PUC’s
tariff basket was $479,278 more that the actual tariff basket recorded by the Company. Cost
of power shows $567,390 less than that recorded by the company. The PUC did not provide
sufficient details to review.

PUC Actual Values | BEL Actual Values Difference
Tariff Basket Revenues (TB) 158,618,171 158,138,893 479,278
COP ps:t 74,103,273 74,670,663 (567,390)

It should also be noted that included in the annual correction calculation are three
components; namely, Cost of power for Sales and Cost of Power for Technical and
Commercial losses price variance that also appear in the PUC’s proposed CPRSA balance
calculations that is under dispute. These three components calculation adds up to a negative
$10,716,537 impact to the Company. In effect the proposed CPRSA calculation returns to
the customers the negative variances related to these three Cost of Power components by
reducing the CPRSA balance owed to the Company. However, the AC calculation also
reduces the MER/Tariff Basket for the same amounts which is in fact a reduction of cash
receipts from customers effectively returning to the customers (via a reduction in the tariff
basket) the same negative variances already returned to the customer via the reduction in the
CPRSA.

The PUC at the April 19 meeting claimed that the inclusion of the same Cost of Power
components of the AC both in the AC and the CPRSA calculation results in the CPRSA
being reduced (amounts no longer owed to the Company by the customer) therefore
requiring less CPRSA recovery going forward hence the inclusion again of the same Cost of
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requiring less CPRSA recovery going forward hence the inclusion again of the same Cost of
Power components in the AC calculation — reducing the MER (in this case). This however
does not reconcile to the PUC proposing an increase (“acceleration”) of the recovery of the
CPRSA.

The Company cannot accept the double impact on its cash receipts this proposed treatment
of the three cost of power components is causing to the tune of over $10.7 million and
requests that the CPRSA balance calculation be appropriately adjusted to remove this double
counting.

The PUC’s proposed customer tariffs amounts to a reduction in the MER which is contrary
to the byelaws agreed to by BEL and the PUC as noted above. At a minimum, the current
customer tariffs should remain in place should the PUC not agree with the proposed
customer taniffs from BEL which would keep the MER the same at $0.441.

The PUC completely disregards the equity concept of the increase in reconnection fees in
order for delinquent customers to be able to bear their fair share of expenses as compared to
good paying customers. The PUC also disregards the fact it has approved higher
disconnection/reconnection charges for one other utility that does less physical work to
disconnect customers than BEL. The increase in this fee will also act as a deterrent and can
also be seen in a good light when delinquency reduces resulting in a reduction in the cost of
delinquency to the Company and therefore more efficient operations for the benefit of all
customers. It should also be noted that BEL has in place other bill payment options such as
budget billing and direct payments for customers in addition to email notifications that by
themselves have not resulted in reduction in delinquencies. The Company’s efforts are in
multiple areas but with little effect, hence the request for the increase in the fee. In fact, the
PUC supports BEL’s position on this issue when it noted in its initial decision “In 2005, the
PUC approved an increase from $5.00 to $10.00 in BEL’s reconnection fee; however BEL
has experienced no material reduction in the number of disconnections.” BEL’s request in
2005 was for a $25 reconnection fee because our analysis showed that a $10 fee would not
be enough of a financial incentive for delinquent customers. BEL re-iterates its request for
an increase in this fee.

It 1s difficult to reconcile the PUC’s position on liquidated damages for tampering to its
position on requiring the Company to reduce Commercial losses (as a percent of net
generation). This approach is typical in contracts for services in many other businesses. The
liquidated damages to be levied will be on those customers that misuse the Company’s
equipment to the detriment of the Company. Our attorneys have advised that this proposal is
lawful because the basis of the liquidated damages lies in the law of contract and not at all in
any purported area of criminal law or punishment, BEL hereby requests the PUC to review
this request once again.

BEL’s request to amend targeted commercial losses arises from the 2005 FTRP wherein the
PUC and BEL in conjunction with the independent expert (Mr. Dennis Colenut of NERA)
agreed for losses to be independently studied to arrive at appropriate losses targets (see
extract of NERA report attached in Appendix II). In previous communications with the PUC
the revised Commercial losses number that could be used as the revised target has been
presented to the PUC — 10,738,815 KWh. This is the commercial losses data BEL expected
the PUC to consider. The PUC has decided not to abide by its own agreement to reconsider
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the losses targets in this initial decision. BEL hereby requests the PUC to honor its
commitments. With reference to amendments to this target not being possible outside of an
FTRP, BEL presents that the PUC did amend another target, namely the Opex sharing
mechanism, outside of an FTRP (August 2005).

It is not clear to BEL how the PUC arrived at the service quality achieved (SAIDI 10.03 and
SAIFI 11.00) for the year 2006 (Annex 8 in the PUC initial decision) as data provided by
BEL to the PUC derived from BEL’s database of outage information supports a lower
amount achieved as submitted to the PUC in our ARP submission (SAIDI 9.28 and SAIFI
9.08). BEL requested additional details supporting the PUC calculation. The PUC’s number
was provided at a high level and did not afford the company the opportunity to assess where
the difference arises. The Company requests that the PUC provides these details and its
calculations for the Company to properly review.



APPENDIX I
CFE PRICE

The PUC contends that CFE was selected under the 2005 RFP with an energy cost of
US$0.0847 and that BEL signed a PPA with a higher energy cost. In fact, the PUC refused to
approve the CFE contract when submitted by BEL and instead requested that BEL negotiate
changes with CFE to the benefit of another supplier which the PUC preferred. BEL
approached CFE with the changes requested by the PUC and CFE increased their prices.

BEL muintains that the sequence of events documented below clearly reflects an unlawful course of
conduct by which the PUC sought to have BEL to award a 25 MW take or pay power purchase
contract to NEL.

On December 29, 2005, BEL submitted its recommendations to the PUC under the July 5, 2005
RFP. These were:

i. Negotiate a new contract on a short term basis (4 years) with CFE for a 12-15 MW
firm capacity to be effective August 2006; BEL should continue to optimize its
short term requirements and determine the lowest possible firm contract required
Jrom CEFE. BEL should continue the economic energy purchase contract with CFE
up rto 15-20 MW.

ii. Negotiate a PPA with NEL for approximately 15 MW firm capacity to come on line
mid 2007 subject to NEL obtaining environmental approval for using 3.0%S heavy
fuel oil for the duration of the 15-year PPA and that the cost of energy be indexed
and be based on the 3.0%S heavy fuel oil.

iii. Negotiate a PPA with BECOL for the 18 MW Vaca Offer to come on line January
2009.

iv. BEL should consider the Bowen 10 MW unsolicited Offer as part of its medium to
long term generation mix. One such option is to evaluate the possibility of
replacing existing aging high and medium speed diesel fired plants at Belize City
and Belmopan.

On December 30, 2005, the PUC advised BEL that they concurred with the BEL position of
December 29, 2005 and BEL notified the successful bidders who all accepted the bid awards. BEL
proceeded to negotiate Power Purchase Contracts,

On March 2, 2006, the PUC requested an update on the status of the negotiations for the Power
Purchase Agreements.

On March 2, 2006, BEL submitted the contract negotiated between BEL and CFE for 15 MW firm
capacity and energy from August 21, 2006 to December 15, 2009 (exactly as contained in BEL’s
December 29, 2005 letter and agreed to by the PUC on December 30, 2005).

On April 3, 2006, since no response was received from the PUC on the proposed PPA with CFE,
BEL asked the PUC for its comments once more.



On April 10, 20006, the PUC advised BEL that the PUC had reviewed the CFE PPA submitted on
March 2, 2006, but wanted an updated generation planning document from BEL before providing
their approval.

On April 12, 2006, BEL asked the PUC to clarify why a generation plan was required and pointed
out to the PUC that there was a critical need to finalize the 15 MW firm contract with CFE as soon
as possible.

On April 20, 2006, the PUC stated that their position was sufficiently clear and a revised Least Cost
Generation Plan must be submitted for this is the basis for any contractual arrangements. The PUC
made no reference to BEL’s request to treat the CFE matter as a priority.

On May 30, 2006, BEL submitted a revised Least Cost Generation Plan to the PUC as requested in
the PUC’s letter of April 20, 2006. BEL’s recommendations were:

1. the contract with CFE for 15 MW firm and the economic energy purchases
Jor 25 MW be finalized immediately;

2. the GT be upgraded in stages to 29 MW. The first stage upgrade of the
engine to 24 MW is to be completed by August 20006;

3. contract negotiations continue with NEL for 15 MW. If NEL cannot obtain
environmental approval for the 3.0%S heavy fuel oil or if NEL is delayed
beyond 2008 this situation will have to be re-visited early 2007 with a view to
advance the GT upgrade from 24 MW to 29 MW to the end of the dry season
2007 and increase CFE Firm to 20 MW by January 2008; and

4. BELCOGEN's request for a change to the Scheduled Commercial

Operational Date from December 31, 2007 to December 31, 2008 be
accepted.

On June 12, 2006, the PUC responding to BEL’s May 30, 2006 submission stated their approval for
the following:

1 A contract with CFE for a firm capacity of 25 MW with associated energy for
a period of two (2) years starting in August 2006 and terminating in August
2008 is to be immediately concluded. Except for the above changes, the
other terms and conditions to be included in the contract are as contained in
the proposed contract submitted to the PUC by Belize Electricity Limited
(BEL) under cover letter EXE2/240/10/2006(30). For certainty the price
approved is as contained in Section 3.2 of that proposed contract. The
arrangement for the supply of “economic” energy by CFE is to be continued.

2. The Power Purchase Agreement (PPA) negotiations with National Energy
Limited (NEL) are to be expedited and finalized for the supply of 25 MW of
firm capacity and associated energy starting in January 2008 for a period of
fifteen (15) years. NEL should be encouraged to secure a fuel supply
contract with Belize Natural Energy Ltd. (BNE). Preliminary analysis



indicates that using local crude oil will reduce prices and alleviate
environmental concerns on burning imported HS HFO along with having
other positive economic benefits to Belize.

3. The Scheduled Commercial Operational Date for electricity supply from
Belize Cogeneration Ltd. (BELCOGEN) is to be extended from December 31,
2007 to December 31, 2008.

4. The negotiations with Belize Electricity (sic) Company Ltd. (BECOL) are to
be pursued with a view to settling an energy price that can be included in the
PPA. As discussed, from the perspective of the PUC and based on the
information received to date, a fair and reasonable price for energy from the
Vaca Hydroelectric Project seems to be in the order of US$ 0.085 per
kilowatt hour with no escalation and no capacity charge.

5. The expansion of the GT capacity from 20 MW to 24 MW is to be carried out
in lieu of the hot section work scheduled for this year on the understanding
that the current levels of the fixed and variable cost (excluding fuel) for the
total of BEL'’s diesels and GT remain at the same levels as is currently being
incurred and forecasted. The Ruston (3MW) diesel which was recently taken
out of service will not be replaced.

Importantly the PUC submitted no formal explanation for the basis of its conclusions nor did they

demonstrate that theirs was the least cost, despite claiming on April 20, 2006 that any decision must
be made on a Least Cost Generation Plan.

Since the existing contract with CFE was due to expire in August 2006, BEL in an effort to secure
the supply, immediately approached CFE to increase the 15 MW firm to 25 MW firm and to reduce
the contract term from December 2009 to August 2008 but maintaining the same terms and
conditions as in the submission to the PUC on March 2, 2006.

CFE indicated that they would consider the request but the terms would change. After discussions,
on July 19, 2006 CFE submitted a new proposal for 20 MW firm for the period August 2006 to
December 2009. The terms and conditions were significantly different from the first.

On analysis and negotiations with CFE on a way forward since the new prices were higher it was
decided that in the short term to August 20, 2008 BEL should only purchase 15 MW of firm
capacity with the possibility of increasing to 20 MW and not pursue the Gas Turbine expansion.
This being the least cost solution at that time.

On August 16, 2006, the revised prices from CFE were submitted to the PUC informing them that
since the CFE contract would terminate August 20, 2006, it was now essential that a contract with
CFE be signed. BEL noted that the prices had escalated significantly and BEL made a decision to
maintain the firm contract at 15 MW.

On August 18, 2006, a new PPA was signed with CFE. Included in this PPA was a revision to the
economic energy contract. It was agreed that should economic energy be available, CFE would
agree to sell BEL up to 40 MW of economic energy and only after economic energy was cancelled
would BEL have to take firm. In addition, if the price of firm energy was less than economic
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energy BEL would opt to take firm energy ahead of economic. The result is that at any given
mstant the lowest cost source from CFE is taken in any given hour.

The PUC responded on August 22, 2006 that they are still deliberating whether the difference in
prices approved by the PUC and the new prices will be allowed to be passed on to consumers. At
the same time, the PUC ignoring the RFP process under which the bidders committed to negotiate
and correspond only with BEL, and in prejudice to other bidders, directly approached NEL for a
revised offer to supply 25 MW of power.

On October 23, 2006, BEL reminded the PUC that resolution of the CFE PPA was pending. The
PUC did not respond to BEL’s letter.

BEL does wish to make clear that the PUC’s position that BEL'’s recalcitrance caused the price
increase is not at all supported by the facts — indeed the sequence and record events demonstrates
the unsustainability of this position. Further, it then must be the case that the CFE costs should be
allowed by way of pass through to customers



APPENDIX II
LOSSES SUPPORT



Decision 1. First Schedule to the Byelaws
Privileged and Confidential

have now submitted a revised set of losses forecasts that they say are based on more detailed
analysis, and these are also shown in 'I'able 2.1. These represent a higher level of losses than
the original forecasts, ending 0.3 of a percentage point higher in 2009. Unfortunately, this
new forecast was submitted only a few days before the deadline for submission of this report,
and so it has not been possible for me to evaluate it in detail.

The setting of a losses target is, in my view, a desirable feature of the price regulation, as it
has the potential advantage that it allows incentives to be offered to BEL in the event that it is
possible to betier the larget. However, this target needs to be set in a way that does not
impose excessive risk on BEL. If BEL’s new forecasts are validated, then I believe that the
PUC target would be impossible for BEL to achieve and would therefore impose excessive
risk. The parameter X1, would need a value of approximately -4.5% rather than -2.5% to
reflect BEL’s forecast. In these circumstances, a mid-point value of -3.5% would seem to me
reasonable, subject to the results of the independent study.

2523 Deferral of Commencement of Losses Targets

Based on the review I have carried out, I state above that believe that the target losses figure
should be modified, pending an independent study of losses. It does not therefore seem to me
necessary to defer the application of the losses target as BEL have suggested, but this is
subject to the more detailed independent study being carried out, as BEL have suggested, and
to the Decision containing provision for the target to be reviewed in the light of that study.

2524 Sharing of the Benefits from Technical Losses Reductions

The arrangements for the costs of technical losses that are proposed in Sections 28 to 36,
taken together with the regulated values proposed in Section 109, would mean that where the
actual level of technical losses is below the target level, the financial benefits are shared
50:50 between BEL and the consumers. Conversely, if actual level of technical losses is
above the target level, then BEL would be required to carry the full cost. The reasons for this
asymmetrical arrangement are not explained in the Decision, but I understand from PUC that
BEL is expected to carry the cost of failing to achieve the targets on the grounds that the
targets are reasonable and BEL should be capable of achieving them. It should be noted that
the corrections for divergences above and below the target are based on the sum of all the
FTRP years, 50 to some degree over shooting and under shooting will cancel each other out
over the period.

With regard to the sharing of the benefits, BEL have argued that since the savings would be
based purely on their efforts this sharing is not reasonable. In fact, the main source of
reductions is likely to be investment in the system, and this investment cost is, of course,
included in the allowed revenues. Indeed, the methodology set out in the Interim Decision
mcans that the allowed revenues will be adjusted to reflect actual investment, and so there
will be an incentive on BEL to make investments to reduce losses, up the limit of the
maximum investment assumed in the allowed revenues. During the submissions leading up
to the Decision, BEL submitted revised forecasts with substantially increased capital
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OUR REF: EXE2/120/02/2005(119)

December 29, 2005

Dr. Gilbert Canton
Chairman

Public Utilities Commission
63 Regent Street

Belize City

) Dear Dr. Canton,

Purther to our discussions, enclosed is the final evaluation report for bids received on October

31, 2005, under the RFP dated July 5, 2005 for baseload generation for BEL's power system —
2007 and 2009. We recommend:

i Negotiate a new contract on a short term basis (4 years) with CFE for a 12-15

MW firm capacity to be effective August 2006; BEL should continue to optimize

its short term requirements and determine the lowest possible firm. contract

required from CFE. BEL should continue the economic energy purchase contract

with CFE up to 15-20 MW.

ii. Negotiate a2 PPA with NEL for approximately 15 MW firm capacity to come on
nyironmental approval for using 3.0%S

line mid 2007 subject to NEL obtpining
heavy fuel oil for the duration ofth
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Letter to PUC
December 29, 2005
Page 2 of 2

Please confirm if the PUC concurs with these recommendations.

Sincerely yours

£y V.P.Enginering & Energy Supply
TRS/dg

c: Lynn Young — President/CEO, BEL
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PUbIlc Uhllhes Commission

63 Regent Street - - Ph: 501-227-1185
P.O. Box 300 ' Fax 601-227-1149
Belize City, Belize Website: www.puc.bz Email; puc@btl.net

December 30, 2005

Mr. Joseph Sukhnandan

Vice President Engineering & Energy Supply
Belize Electricity Limited

2 ¥ Miles Northern Highway

Belize City, BELIZE

Dear Mr. Sukhnandan,

The Public Utilities Commission (PUC) is in receipt of your letter (Ref. d

EXE2/120/02/2005(119) with the final bid evaluation report attached. The PUC

hereby expresses its concurrence with the recommendations as set out in the

letter on the further, steps fo be taken by Belize Electricity Limited (BEL) in
moving towards- a conclusion of the generation procurement. As we have been
discussing over the past few months, the increases in the cost of power over the
last two years have placed a tremendous burden on the people and economy of
Belize. Inthis regard in the upcoming negotiations with the suppliers leading to a
Power Purchase Agreement, BEL is fo use its best efforts to secure the Iowest
cost of power that will be passed on to consumers.

Sincerely,

Auddne/

Dr. Gilbert H. Canton o
Chairman
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Public Utilities Commission

63 Regent Street Ph. 501-227-1185
P.O. Box 300 Fax; 501-227-1149

Belize City, Belize . Website: www.puc.bz Email: puc@btl.net

March 2, 2006

Mr. Joseph Sukhnandan
Vice President _
Engineering & Energy Supply
Belize Electricity Limited

2 ¥ Miles Northern Highway
Belize City, BELIZE

Subject: CFE Power Purchase Adgreement

Dear Mr. Sukhnandan,

The Public Utilities Commission (PUC) reduests that Belize Electricity Limited
(BEL) provide us with an update on the status of the negotiation leading to a
Purchase Purchase Agreement with Comision Federal de Electricidad of Mexico.

The PUC needs to be appraised of any developments as they occur during the
negotiation so as to avoid any unnecessary delays in the PPA approval process.

Sincerely,

Aseprey

Dr. Gilbert H. Canton
Chairman




CORPORATE .
TeL: 501+227-0954

L ausaver cane )

TEL! O-BD0O-HEL-CARE

TEW 0-BOD-235-2273
FaX: 501-223-0891

EmalL: corporatedibel.com.bz
VISIT LE AT: www.bel.com.bz

OUR REF: EXE2/240/10/2006(30) . S

March 2, 2006

Dr. Gilbert Canton
Chairman

Public Utilities Commission
63 Regent Street

Belize City

Dear Dr. Canton,

o

Attached is the proposed contract between BEL and CFE effective August 21, 2006 for 15 MW
firm capacity and associated energy. Please inform us if this is acceptable to the PUC.

We have separately sent this for legal review and will inform you of any changes.

Sincerely yours,
Belize Electr;

Attachment

CALL TOLL FREE: O-BO0U-BEL-CARE

(t0-g00a-235- 22'73)




OUR REF: EXE2/320/01/2006(24)

'Aprill3, 2006 @(@ S “f)/

Dr. Gilbert Canton
Chairman

Public Utilities Commission
63 Regent Street '
Belize City

Dear Dr. Canton,

Re: Power Purchase Agreements (PPA) with BELCOGEN and CI'E

On February 28, 2006 we submitted 2 copy of the proposed PPA with BELCOGEN. Please
indicate if the PUC has any objections or comments to the proposed PPA.

Also, in response to your Jetter of March 2, 2006, we submiited a éopy of thé proposed PPA with
CFE%n March 2, 2006, Please indicate if the PUC has any objections or comments to the

proposed PPA.

Sincerely yours,
Belize Electri

ted | | Ni Cung

PP iz wrpen Qi B T

v s

GALL TOLL FREE: O-BO0-BEL-CARE

(D-BD0-235-2273)

‘ 5 ) " TEw BO1-EZ7-D954
(,('YJ@( O'Uf)q{ ﬁdﬂﬂ (3%’) [ CUSTOMER CARE |
TeL: O-B00-BEL-CARE

TEL: O-BDO-235-2273

Fax: S01-223-0B9 1

E M aaLt corporated@bel.com.bz
VIBIT uUs AT: www.bel.com.bz
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Public Utilities Commission

63 Regent Street Ph: 501-227-1185

P.O. Box 300 Fax: 501-227-1149

Belize City, Belize Website:  www.puc.bz Email: puc@btl.net
Apnl 10, 2006

Mr. Joseph Sukhnandan

V. P. Engineering & Energy Supply
Belize Electricity Limited

2 % Miles Northern Highway
Belize City

BELIZE

Dear Mr. Sukhnandan, .

Please refer to your letter Ref: EXE2/320/01/2006(24). As mentigned on previous occasions,
the Public Utilities Commission (PUC) will review, in anticipation of the required PUC approval,
power purchase agreements that have been conclusively negotiated between the contracting
parties.

As far as we are aware from discussions and copies of correspondence between Belize
Electricity Limited {(BEL) and Belize Cogeneration Limited {Belcogen) this stage has not as yet

been reached by the parties. The PUC also stands ready to assist in resolving any disputes
between the parties.

However, we do note from the correspondence that BEL is suggesting the inclusion of an
additional clause, namely Article 4.4. The PUC hereby informs BEL that the proposed Article
4.4 is not acceptable and is not to be included in the PPA.

In regards to the CFE PPA, the PUC has reviewed the document but has not provided approval
as again based on our discussions on the delays of the IPP projects and the impact on future
generation planning, we understood that BEL would be preparing an updated generation
planning document for submission to the PUC and such an exercise may indicate required
changes in proposed contractual arrangements with CFE. Additional capacity from CFE is an
option in determining the lowest cost altemnative. The PUC looks forward to receiving and
discussing BEL's proposals.

Finally we note that your correspondence (EXE2/120/02/2006(178)) on the status of the PPA’s
as at the end of March indicates that BEL plans to submit the PPA for Belize Electric Company
Limited (Becol) sometime around the middle of April. Please be informed that the issues
surrounding the Becol proposal raised by the PUC have not been satisfactorily resolved and
must be addressed before any approval by the PUC will be given.

Sincerely,

Auddna

Dr. Gilbert H. Canton
Chairman




CORPORATE
Tewt 301-227-0954

CUSTOMER GARE
TeL! D-B00-BEL-CARE
TEL: -BDO-235-2273

Faxi 501-223-0891

EmAIL: corporate@@bel.com.bz
viarT ua at: www.bel.com.bz

April 12,2006

OUR REF: EXE2/120/02/2006(179)

Dr. Gilbert Canton c 0 P Y
Chairman '

Public Utilities Commission

63 Regent Street

- Belize City

Dear Dr. Canton,

Re: Power Purchase Agreements (PPAs) with BELCOGEN, BECOL _and CFE
Your letter of April 10, 2006 refers.

We seek to clarify the PUC’s response which is unclear. In the case of BELCOGEN, the PUC is
being asked to approve an existing agreement between BEL and BELCOGEN dated December
1, 2004. This PPA was negotiated with the consent of the PIUC and was in fact vetted and agreed
to by the PUC prior to signing. We are surprised that the PUC is now saying that it cannot
approve the PPA between BEL and BELCOGEN signed on December 1, 2004, '

We do agree that there have been recent discussions with BELCOGEN and the parties may or
may not agree to changes to the PPA. However, if there is a change to the December 1, 2004
agreement then a sub:mssmn will be made to the PUC.:. S ot undcrstand why the PUC..

ﬁ;.,f

both parties were to agree, we do niot unde,rstanﬂ how thé PUC can infofm l'Is “that 1
unacceptable when the Article has no impact-on.cost = : ;

118
up to 15 MW. A copy of the letter is attached for case of rcfemnce. If BEL were to detcrrmne
that additional capacity and energy is requlred from CFE a separatc Sl]bIDlSSlO wouldﬂbevma




To: Public Utilities Commission

Re: Power Purchase Agreements (PPA} with BELCOGEN, BECOL and CFE
April 12, 2006

Page 2 0f 2

With regards to BECOL, BEL is satisfied that it has adequately investigated and discussed the
PUC’s concern with BECOL and we are of the view that the issues raised by the PUC were
adequately addressed by BECOL. The next step in the process, as we understand it, is to seek the
PUC’s approval for the proposed PPA. If the PUC still has a concern then it has to be addressed
after our submission is made, not before. BEL will therefore proceed to submit the proposed
PPA with BECOL for the required capacity in 2009 to the PUC for approval.

We respectfully submit that the PUC’s statements and recent correspondences impose
uncertainty in the decision making and approval process. We are obligated to have generating
capacity to meet the demand and unless we can have timely resolution of issues the security of
the electrical system will be jeopardized. To guide us in our various submissions please point us
to the relevant laws and/or regulations which states how the submission and approval process for
PPAs should be carried out and we will ensure that we comply. -

V.P. Engineering & Energy Supply
copy: Lynn Young £ President and Chief Executive Officer, BEL
Attachment: 1

JRS/zbt



Public Utilities Commission

Cur 217207 05

%

63 Regent Street ‘ Ph: 501-227-1185
P.O. Box 300 Fax: 501-227-1149
Belize City, Belize ~ Website: www.puc.bz - Email puc@btl.net
April 20, 2006

Mr.Joseph Sukhnandan

Vice President Engineering & Energy Supply
Belize Electricity Limited

2 % Miles Northern Highway

Belize City

BELIZE

Dear Mr. Sukhnandan,
Please refer to your letter EXE2/120/02/2006(179). The Public Utilities Commission

(PUC) believes that our letter of April 10, 2006 is sufficiently clear in setting out our
position on the matters referred. We look forward to receiving in a timely manner:

(1) the Power Purchase Agreement (PPA) between Belize Electricity lelted (BEL)

and Belize Cogeneration Limited (BELCOGEN) complete with exhibits and any
proposed changes, if any, agreed fo by the parties.

(2) ~ BEL's proposals on a revised Least Cost Generation Plan (LCGP) which has
' become necessary to accommodate the delays being experienced in bringing on
new generation. The LCGP-is the basis for contractual arrangements and

considering that PPA’s are not finalized as yet the opportunity still exists to have

the best fit of contracts to the LCGP.

(3)  analysis with supporting documentation sufficient to convince the PUC that the
price offered by BECOL is indeed reflective of hydroelectric techno!ogy and is fair
ahd reasonhable. _

As usual your cooperation is greatly appreciated.

Sincerely,

PN~

DOr. Gilbert H. Canton
Chairman

Cc: Mr. Lynn Young

oL 02y

%
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TEL: D-BI:ID-235 2273
Fax: 501-223-N891
EmMarnt compomte@bel.com.bz
VIEIT us AT www.bel.combz

Dr. Gilbert Canton @@

Chairman

Public Utilities Cominission
63 Regent Street

Belize City, Belize

Dear Dr. Canton:

In response to the PUC’s letter of April 20, 2006 we have completed a revised Least Cost
Generation Plan considering the delays being experienced with NEL and BELCOGEN.

Considering both reliability and cost of power, we recommend that:

1. the contract with CFE for 15 MW firm and the economic energy purchases for 25 MW be
finalized immediately;

2. the GT be upgraded in stages to 29 MW. The first stage upgrade of the engine to 24 MW is
to be completed by August 2006;

3. contract negotiations continue with NEL for 15 MW. If NEL cannot obtam environmental
approval for the 3.0%S heavy fuel oil or if NEL is delayed beyond 2008 this situation will
have to be re-visited early 2007 with a view to advance the GT upgrade from 24 MW to 29
MW to the end of the dry season 2007 and increase CFE Firm to 20 MW by January 2008;

and

4. BELCOGEN’s request for a change to the' Scheduled Commcrclal Operational Date from
December 31, 2007 to December 31, 2008 be. accepted S ;aé%&'%e i

Please indicate if the PUC agrees to these recommendations.
recommendations, please for the PUC approval' L e

JRS/zbt

CALL TOLL FREE: O-800-BEL-CARE P

(l:l a0pn-235-2273)
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BELIZE ELECTRICITY LIMITED

A Fortis Company

~ LEAST COST SOLUTION
FOR MEETING THE DRY SEASON 2007 DEMAND
AND
POSSIBLY THE DRY SEASON 2008 DEMAND
CONSIDERING DELAYS
N .
FINALIZING PPAs WITH IPPs

May 2006




Introduction

Under the RFP 2005, the following recommendations were made. BEL should proceed
to do' the following:

1.

4,

Negotiate a new contract on a short term basis (four years) with CFE for a 12-15
MW firm capacity to be effective August 2006; BEL should continue to optimize
its short term requirements and determine the lowest possible firm contract
required from CFE. BEL should continue the economic energy purchase contract
with CFE up to 15-20 MW. :

Negotiate a PPA with NEL for approximately 15 MW firm capacity to come on
line mid 2007 subject to NEL obtaining environmental approval for using 3.0%S
heavy fuel oil for the duration of the 15-year PPA and that the cost of energy be
indexed and be based on the 3.0%S$ heavy fuel oil.

Negotiate a PPA with BECOL for the 18 MW Vaca Offer to come on line January
2009.

BEL should consider the Bowen 10 MW unsolicited Offer as part of its medium
to long term generation mix.’ '

. The capacity balance with the above recommendations and the forecasted demand when

the RFP was formulated is:

sl Hydro hMays
75 Gas Turbine 12500
EEEEE Vacs

«r=—Peak Demand - Base (MW)

'

' BELCOGEN and Hydro Maya were the two successful IPPs from the first RFP in 2002. As of the date of the RFP
2005, Hydro Maya was scheduled to come on line December 2005 and BELCOGEN December 31, 2007.
2 The Bowen Offer is not evaluated in this report.
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The LOLP? calculations yield:

_ Wear | YOLP(daysperyear) _
2007 1.4085
2008 ' 0.1504
2009 0.5073

Capacity Balance — Delays in NEL and BELCOGEN._. revised Peak

Since the PUC approved the recommendations of the RFP in December 2005, three key
issues have developed.

1. BELCOGEN has indicated that the 13.5 MW bagasse fired plant will not come on
line until December 2008.

2. Discussions with NEL continue but there has been no commitment to a
Commercial Operation Date. In fact, NEL suggest that a target date is subject to
obtaining environmental approval so they cannot come on line in the year 2007
(assuming three to six months for EIA, environmental approval other approvals
and 10 to12 months for construction). This, of course, means NEL cannot meet
the RFP’s February 2007 target date. '

3. The peak demand forecast was revised to:
Peal Load (MW)
Year Base
2006 66.436
2007 70.422
2008 73943
2609 71640
. 1 . 1 =
5249%

Shown belbw is the impact of the delay of both NEL and BELCOGEN, while
maintaining CFE at the RFP recommendation of 15 MW,

3 It is important to note that these LOLP numbers were calculated at the peak values when the RFP was ‘
formulated but at the current forecasted peak values these numbers are significantly lower in 2008 and
2009,
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The LOLP calculations yield:

_ Year - - LOLP:(days per year) -
2007 6.9441
2008 10.8749
2009 2.9878

The capacity balance* graph is:

4

e b ollejory/Chalillo
T Diesel
—umePeak Demand - Base (MW)

S Hydro Maya
C——3Gas Turbine IM2500

4 The capacity balance is done assuming a firm output of 24 MW from Mollejon/Chalillo. This is the
annual average firm capability. This firm capability increases in the wet season to approximately 32 MW.

In some of the drier months this can be as low as 10 MW depending on hydrology.




QObservations:

1. With the reduction in CFE to 15 MW in August 2006 there is inadequate capactty
reserve to reliably meet the peak demand in 2006. However, since the reduction
in reserve occurs in the rainy season it will be partly mitigated by
Moillejon/Chalillo.

2, The delay of NEL® will cause a capacity deficit in 2007 and there is inadequate
capacity to meet the dry season peak.

3. The delay of BELCOGEN from December 2007 to December 2008 will worsen
the situation and increase the capacity deficit. In fact, in 2008 the deficit is
approximately 4 MW.

4. In 2007 and 2008 the LOLPs are significantly above industry standards,
indicating inadequate capacity reserves.

Conclusions:

It was known when making the RFP recommendations that reducing CFE in August 2006
would impose a capacity deficit. It was however felt that this deficit would be
manageable in the wet season July-January of each year because of Chalillo; it is for this
reason the RFP had set a target date for the generation addition as February 2007. With
NEL delayed, increasing CFE, while an option, does not however address one of the key
planning constraints: having sufficient generating capacity in-country to meet the peak
demand. Moreover, increasing CFE may mean delaying or reducing NEL.

Therefore, without increasing CFE, and allowing time fo resolve a possible PPA with
NEL, is there a cost effective solution that ensures adequate capacity to meet the peak
demand in 2007 and 20087 This solution must be optimal and least cost — as far as is
practical.

Generation Planning Criteria

Three criteria used in Generation Planning are:

Generation Capacity Margin = (capacity in service — peak load)/capacity in service
Generation Reserve Margin = (capacity in service at peak — peak demand)/peak demand
Loss of Load Probability.

The industry standard for a developing country is that a 20% reserve margin or an LOLP

of approximately 2 days per year provides acceptable levels of reliability. This is in line
with the SAIDI and SAIFY targets contemplated by the PUC in the July 2005 decision.

Options to improve Capacity Re_serve and Improve LOLP 2007 to 2009

The available options are:

3 NEL is not shown in the above chart becanse a PPA is still being negotiated and a Commercial Operation
Date has not been finalized. However, it is shown as one of the options from here onwards.

4



1. Increase CFE firm from 15 MW to either 20 MW or 25 MW.

2. Upgrade the GT capacity from 20 MW to 24 MW.

3 With NEL coming on line 2008 rent standby capacity or enter into a short term
firm contract with CFE for the dry season 2007,

4. - Increase the GT from 24 MW to 29 MW.

5. A combination of the available options such as increasing CFE to 20 MW and

increasing the GT to 24 MW,
6. Rent diesel fired units in 2007 and 2008

Option 1 — Increase CFE to 25 MW*

+

Cnpaﬂty Balance Projettiens ZIH]‘? 2!110 o tier 1 Incl oAse CI‘E 25 MW, GTZ(IE‘IW
: i 2000

&

e Mollajon,

Y
T Dies el =73 Gas Turbine IM2%00
t ———— Peak Demand -Base (MW}

® ‘The results for the 20 MW option is inferred from the 25 MW option and a separate calculation is not
deemed necessary.



The LOLP numbers are:

" Year - | LOLP{days per year)
2007 0.5501
2008 1.3408
2009 0.1246
Observations:
1. In 2006 the reserve margin is adequate at 21%; in 2007 three is a significant

decrease to 14%; and in 2008 it is inadequate at 8%.
2. The LOLP values are ail within the acceptable limits from 2007 to 2009.

ts‘i‘*) Option 2 — Upgrade GT from 20 MW to 24 MW, maintain CFE at 15 MW

Capacin Balam:e Pl ojsctiﬁns 200"' = ?ﬂlﬁ Increase GT-24MW R
. = .-1m9| =

=.:"Gener'1finn C-ip'lcity digin 0| g
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| mmmnin | 1 Gag Twibine EM2506
—=—Feak Demand - Bago (MW)

The LOLP calculation yields

" Year . _ | LOLP (days per year)
2007 3.4013
2008 6.5185
2009 1.5032
Observations:
i. The LOLP while unacceptable in 2007 and 2008 is acceptable in 2009,
ii. In 2008 the reserve margin is 0%.
1. There is no firm commitment with CFE in 2010 but it is included for
completeness.

Option 3 - NEL. comes on line 2008 with 15 MW

Indications are that NEL can possibly come on line in early 2008. Considering that
increasing the GT to 24 MW provides an LOLP of 3.4013, this is evaluated along with

the NEL 15 MW.




1 Gas Turbine IM2500 NEL
—=— Peak Demand - Basge (MW}

The LOLP calculation yields:

Year. | LOLP (days per year)
2007 3.4013

2008 0.3813

2009 0.0328




Observations:

1. The LOLP in 2008 and 2009 are less than 1 and are acceptable. However, this
' indicates that customers will be paying for too much spare capacity in both 2008
and 2009.

. If NEL comes on line in 2008 it might be possible to terminate the CFE firm
contract earlier and purchase only economic energy.

Qption 4 - Increasing GT from 24 MW to 29 MW, with no NEL

% -Capacity Balante Projections 2007 - 2010 Tncrease GTto 29 MW

2007 2008 - .. 009

O

o Mollcjon/Chalillo s Hydre Maya
1 esel T 1Gas Turbine LM2500
| —=—Peak Demand - Base (MW)




The LOLP calculation yields:

Year ~LOLP (days per year) .
2007 3.4013
2008 49346
2009 0.5193

Observations:

i The LOLP in 2007 and 2008 are slightly above standard but is acceptable in 2009.

Option 5 — Increase CFE 20 MW and Upgrade the GT to 24 MW

~

()

)

Tt

——=——Peak Demand - Base (MW}

ay
7] Gas Turbine LM2508

Year - . .| LOLP (days per year) '
2007 2.3228
2008 3.7926
2009 0.6241
Observations
1. Except for 2008, the reliability numbers are almost within the accepted standard.

10
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Option 6 — Rent Diesel fired units

In 2004 an analysis was done comparing a CFE Firm Offer with rental of small 1.4 MW
diesel fired standby units. This analysis was done to determine the options for the dry
season 2005, In that report it was concluded that the capacity charge for standby units
was in excess of US$24 per kW compared to CFE of US$10.31 per kW. Considering the
high price of diesel, it was decided not to evaluate this option any further.

Sunimary of Observationg

Without NEL in 2007, the LOLP is almost 7 days per year and the capacity margin with
CFE at 15 MW is zero. If NEL does nof come on line in 2008 the situation is
significantly worsened.

Increasing the capacity of the GT and increasing CFE’s firm contract are the only viable
and cost effective short term solutions to meet the capacity deficit. Obtaining CFE on an
emergency basis is not a cost effective or reliable option and using CFE to provide all of
the dry season capacity does not provide adequate in-country capacity.

Increasing the GT alone in stages does not allow BEL to meet the target LOLP of 2
days/year but there is a reserve margin of almost 6% in both 2007 and 2008.

Should NEL be delayed beyond 2007 further capacity additions will be reqmred in 2008
considering that BELCOGEN is now delayed to early 2009,

With the GT at 29 MW the in-country reliable capacity improves to 60.2 MW.
Optimizing Mollejon/Chalillo to the full plant capability of 32.5 MW would provide in-
country capacity to almost 7SMW, ensuring that loss of CFE does not jeopardize the
ability to meet the peak using in-country sources. However, in May 2007 there is a
hydrology risk that Mollejon/Chalillo will be unable to sustain the 32.5 MW for the day
and the night peak and CFE emergency may have to be used.

If NEL fails to come on line in 2008, there is a capacity deficit in April and May 2008,
even with CFE at 15 MW and the GT at 29 MW, However, the pcrformance of the
system is not severely jeopardized.

With Mollejon, Chalillo, the GT. upgrade, diesel fired units and BELCOGEN, there is
adequate in-country capacity each year until 2010.

The best option purely from a reliability perspective is to increase CFE either 20 or 25
MW and upgrade the GT to 24 MW. However, once CFE is mcreasecl it cannot be
decreased until December 2009,

11
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Cost of Power - GT 24 MW, then 29.2 MW and CFE to 15 MW

Option 20077 2008 2009

CFE30, GT20, No NEL 0.2175 0.2252 0.2149

CrE20, GT24, GT29 0.2212 0.2265 0.2194

CFE15, GT24, GT29, No NEL 0.2231 10.2284 0.2212

CFE15, GT24, NEL 2008 ' 0.2231 0.2289 0.2296

Notes:

1.

The optimal dispatch on a monthly basis using the hourly model is shown in
Appendix 17. However, it is unlikely that economic energy would be readily
available in March, April and May so we have assumed a probability of
availability of 0.85, 0.8 and 0.7 respectively. To meet the capacity the following
is done:

i. For the GT upgrade option, the GT is dispatched to meet the deficit for
2007 through 2010 for March, April and May.

il. For the NEL option this is only done in 2007 and for April and May in
2008.

For the NEL option, the GT is assumed to increase only to 24 MW in 2007. No
further upgrades are done, even though the maximum efficiency is at 29 MW,
because with NEL, the LOLP is lower than the target.

NEL is a dispatched as a priority: Mollejon = Chalillo = Hydro Maya = CFE
15 MW = NEL 15 MW = CFE Economic =¥ Diesel or GT. However, it is only
possible to dispatch NEL at a 59% capacity factor in 2008, 33% in 2009 and 40%
2010. This causes an increase in the unit cost of power since NEL’s capacity
charge is significantly higher than CFE’s.

Conclusions

It can be concluded that:

1.

To meet the 2007 dry season requirements, the least cost solution is to increase
CFE to 30 MW. However, once CFE is increased to 30 MW, the contract must

remain effective until 2009. This will mean NEL cannot be further considered
until then.

Upgrading the GT to approximately 29 MW causes a slight increase from the
annual least cost of power.

? Appendix 1 shows the optimal dispaich only. It does not show the changes for March, April and May.
These changes were made only in the cost of power calculations.
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However, upgrading the GT ensures that there are adequate in-country sources
through 2010 — provided BELCOGEN comes on line early 2005.

There is not a significant difference in either the cost of power or LOLP between
the following two options; (i} CFE increased from 15 to 20 MW, GT upgraded to
29 MW; and (ii) CFE remaining at 15 MW, GT upgraded to 29 MW.

It would certainly be desirable to increase both CFE to 20 MW and the GT to 29
MW immediately - as there is still some concern during the months of April and
May 2007 and 2008. However, in our view, the decision to increase CFE to 20
MW should be made only if NEL cannot come on line 2008,

Recommendations

It is recommended that:

1.

Immediately finalize the contract with CFE for 15 MW firm and finalize the
economic energy purchases at 25 MW.

Upgrade the GT in stages to 29 MW. The first stage upgrade of the engine to 24
MW to be completed August 2006.

Continue pursuing a contract with NEL for 15 MW. If NEL cannot obtain
environmental approval for the 3.0%$ heavy fuel oil or if NEL. is delayed beyond
2008 this situation will have to be re-visited early 2007 with a view to advance
the GT upgrade from 24 MW to 29 MW to the end of the dry season 2007 and
increase CFE Firm to 20 MW by January 2008,

Accept the BELCOGEN request for a change to the Scheduled Commercml
Operational Date from December31 2007 to December 31, 2008.

13




APPENDIX 1

OPTIMAL MONTHLY DISPATCH
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CFE15, GT 24, GY 29, ECONOMIC 25, NO NEL

2007: . CHA MoL HML : BELC : CFE MEL CFEE | Gr | DSL TOTAL !
Jonuary 1 2700 10,800 896 : - 10,508 - 7.424 | . 26 32355
February : | 2,100 8400 ; 510 - i 10002 - 8,023 : -] 174 34,106

! S 1187 38,100 |

Merch © 1 T 1800 7200} 3961
April : 1,500 B, 317 ;
May P 1,200 4,800 370 |
dne | 3100 BA400 1036 |
sy i 2750 0 13750 2028
August 2,750 13,760 |
September ; 2,750 13,750
{October 2,500
November: ¢ 7,250
iDecembort ;. 2500

08 o805 -

TOTAL - 56000 1934001 144001 - 1788w . 143125

{wML | BELE | GFE  NEL  CFEE |

- 4074 - 8707
STTT0,088 Z 1,270
-l 11480 - 16,821 :
TTTTTTI0,800 - 18,6007 ;
........... - Eoogen - 180490 1583, 4896
‘ ~ 0798 - 16,615
T - 12,198
| T A - 12438 JTTTTT,090 43,035 |
{ Septembear : - i 10534 - 10,580 - 656 40,286
10ctober 1 125000 2025 - o 1044 - 43280 - 0 850 29743
iNovember: .. 2,250 : o8 - 11,008 - 168 - 36977 :
\December: 2,500 O - 19490 S 200 WM

iS008 - 18747912548 184847271 |

...280800

2008 i ¢ CHA . #MOL | HML = BELC @ CFE MEL . €eFEE . Gr | D5l TOTAL !
P 2,700 10,800 : BOR .  DB55: 8,635 - - 3,058 - - 35744
2700 8400  510:  9049: 9402 - 4802, - 2. %368
1,800 1,200 308 10,027 11081 - 11,578 - 109 42191 !
1,500 8,000 37 8TIB: 10748 - 12804 s 381 41,487
1,200 4.800 | ajo: 10041 11160 - 15,52 - D 1535 44358 ¢
2,100 84001 1036 0608: 10,710 - 12,172 ! 305 44332
5780 18750 2028 10025 978 - 8801 - T 45210
2,750 18750 0 2050 10,026 9,830 - 6,789 - 3. 4528
September | 2750 - 13,750 2018 G660 9,008 - 5,144 - 0 42330

e 2500 0 11500 2025 10,008 9,741 - 4,081 - e 41755 ;

November. 2250 11250 155 85. 10708 - 12820 . - . 482 38,798 |
Deceimbetré= : 2,500 12,500 : 1,208 ‘ 9,942 ! 9,608 - - 5,147 - - - 40,907
i : : : i i . : i

I 3 I . ) : . : J
TOTAL ; 26 800 125100 : 14400 - 107,895: 120370 - 101,660 : - 2410 . 408674 .

>
]
=]
-

200} | CHA - Mol HML : BELGC | CFE . NEL  GFE-E GT__ |
oenary 2,700 10,800 808: 0YM: 9322 - 4,141 - -
'February | | 2,100 $.400 | 5100 9052; 9648 - 6,405 | - 20
March | . 1,800 7,200 306 . 0027 11,14 - 12,380 | - 417
dril Do, 1800 8000 817  8718: 10778 - Jlaaer, - 1082
May L 1,200 4,800 ' 10041 11,160 - 16,622 - © 2450
fdne | ¢ 2,100 8400 9608 10759 - 13,973 - 743
daly oL 2,750 13,750 10,042 ¢ 10,188 - 8B4t -
September 2,750 13,750 ¢ 9469 - 8,795 ; -

October | . 2500 12,500 | 10,245 - 8,602 | -
November: . 2250 11,250 0740 -
Decamber; | 2,500 12,500 10,068

TOTAL o900 1231001 14400 108020 19870 -
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CFE 15, GT 24, NEL 152008

ShA T MOL T WML [ BELG . CFE . NEL | CFEE G | DSl ToTAL .

; 2700 . 10,800 898 T 0,508 ¢ - TAZ4 - 367 32358 ¢
....2a000 8400 5101 oo SOOI 1 T D L £ -

: 1800 7200 405 P R S 4028 STy R 38160
! 1,500 : 6,000 37 - 10800 ] - 116,208 k! ! 2508 ; 37,535

1,200~ 4,800 370 STTate0 - 11,860 191 4570 40,152 |
00 8400 dedae T T Tanges i To- o ssw: 80| 1892, 40128

2780 {3,750 | 2,028 - 10,042 - 10872 - T8 40,923
2750 13,750 2,050 : 10,892 0,928 - 558 1 40,929
27501 A37s0) 2018 - i 08l - L 9M8 -4 31838318
2,500 12,500 2025 - 10,939 : - ;98T - 131 37,708
Novernber i 2,950 : 11,250 1,585 - . f0818 L 9420 - 36 35118
{December = 2500 12,600 1 1,208 10,805 SRR - 85 31,028

ToTAL L Coggon rzmacet vano ] agsgse - Priaaaas sk 12898, 449578

¢HA T MOL | HML_ | BELC | CFE  NEL ! CFEE 6T i BSL.
2700 10,800 894 o744 1 3100 5,179 -
Februery : 2,100 8,400 510 - 1 pan 5004 8,554 -
March 1,800 ; 7,200 356 - 011960 : 8081 11528 -
apdl o LTUTTTT4s0e000  s7i - 1 10800, 8281: 1258 -
May : 1,200 4,800 370 - L M80 83718 15452 -
June | 2,100 8,400 1,036 - Tiogusl  BE12) 11,207 -1
July ‘f 2750 137501 2028 SUT{i083 ] BAS2 | 6488 -
August 27500 13750 2080 S YR X 1) 6.461 -
September : 27500 43750 2018 - 1053 589 5,345
Ogtobor 2,500 . 12,500 2,025 - 11,044 : 5208 6464 -
November, : 2250, 11,260 g5 [ - 0 0713 6004 B84 . -

December L2500 128500 Tia08 . 100417 54T EEEE -

TOTAL TR B0 L 123,900 | 14400 T RG4S L 77606 ¢ 100,346 : 55716

2,009 i CHA_ _: MOL HML | BELC CFE_ | HNEL | CFEE GT | DSL TQTAL |
January 2700 - 10,800 896 9 655 8,635 §57 . 2400 - - AR 744
February | | 2007 8400 5101 9048 9402 1807 ﬁ 3202 - Tl 34888
March : 1,800 7,208 305 1 10047 ;41081 198 €489 - - T 4w
April ! 1,500 5,000 317 978 10748 57061 7479 - - 1 41467
iMay 1. . agool 370} 10041 1160 6708} 10079, - 44,358
1June : 8400 1,038 9608 . ' 10710 5547 8,631 -
July 2,750 13,750 2,028 | 10,025 9,735 3,034 3,888 -
Aunust 2750 ¢ 13,750 2050 : 10,026 9,839 3,152 3,651 -

Septerber 2,750 0 13,750 2018 98801 9008, 1990 3,154 '

October | 2500 . 42500 3095 10,008 9741 1878 3,305 -
November ! 2250 . 11,350 1,545 85 10,703 5,796 B
Decamber: 2500 i2E00 12081 8042 8609 1885, 3282 -

o

o

@

<]
L}

ITOTAL 1 26900 123100 14400 107,825 120370 ; 430211 61058

January
February
March
April
May
June

CHA

BELC | CFE T NEL | CFHE ' Gr
9726 g9arn 1peg
9,052 | 9 BAg 2,534 3,801 -
10,027 11,9341 5821,  1.888 -
8,718 10,779 8257 9,031 -
10,041 1160 7306 11,766 -
o808 {10,755 . 6247 BS70 -
July 1 1100421 10188, 42081 4575 -
August ; 10,034 10,206 4,408 4,348 -
Seplemiber : 2,750 . 9,705 9460 : 37167 3,651 - . )
October | : 2,500 ) ] 10,030 10,245 2630 3087 - - . 43908
Movember! . 2250: 11,250 ] 1,54 48 10,740 6602 8362 - - .. 80,787

Decomber, 2,500 ' va081 Togeel 0068 2760 39088 Y <Xt

ttoTAL | 0 28000 123400} 14400} 1080201 423710 S3M7 72877 - | . .c 622,254

16



APPENDIX I

UPGRADING THE GAS TURBINE
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Upgrading the GT

The GT requires a hot section change in early 2007 because the running hours will
exceed 8,000 hours. The cost of a hot section change would be just over US$1 million.
GE proposes instead to upgrade the LM2500PE to LM?2500+(PK) via exchange option
for one unit. The LM2500PE is combined cycle, in an AEP package, and controlled with
a Woodward Atlas + Fanuc 90-70 control system. GE AE will be responsible for
teardown, upgrade/exchange, and reinstallation of the new LM2500H(PK) into the
existing package. BEL will be responsible for providing laborers, welders, and any extra
power supply required of added control instrumentation. In addition, chillers can be
added as a second stage to significantly improve the power output.

If only the engine is replaced, the cost is US$4.6° million for an additional 3 MW of
capacity’. The equivalent capacity charge is US$21.85 per kW-month. With a new
engine and chillers!® the estimated cost is US$7.7 million for an additional 8 MW of
capacity'’. The equivalent capacity charge is US$13.71 per kW-month. Importantly,
with the upgrade to 29.3 MW, the capacity charge for the GT becomes US$9.9 per kW-
month, which is comparable to CFE’s capacity charge'” and is almost the same as the
existing capacity charge.

The power outputs under various options are shown below:

¥ The annual cost is calculated as TC x CRF. CRF is calculated at a discount rate of 0.15, and is equal to
0.1710.

9 Increase from 21.481 MW to 24.403 MW

1% The input air to the GT is cooled to 7°C.

" Increase from 21.481 MW to 29.315 MW.

12 The annual cost increases to BZ$5.705 million for the 24 MW option, up from BZ$4.641 miltion. For
the 29 MW option the annual cost increases to BZ$6.779 million.

18
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LM2500+ Upgrade Options Power Output

36000
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g —t—Power Output with 6 Losses {ne mods)
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20000
& —8--Power Quiput Chiler Only with 6* Infet
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a. 15000
" —— Power Output with Inlet Air Mods Only (as
I shawn in Proposal)*
<]

10000

5000

a 10 5 w0 30 40
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Public ﬂliﬁes ommission

63 Regent Street _ , Ph: 501-227-1185

T Y

FLI

(?q)

P.O. Box 300 _ ‘ Fax: 501-227-1149
Belize City, Belize Website: www.puc.bz Email: puc@btlnet

June 12, 2006

Mr. Joseph Sukhnandan
V.P. Engineering & Energy Supply
Belize Electricity Limited

2 5 Miles Northern Highway
Belize City, BELIZE

Dear Mr. Sukhnandan,

Please refer to letter EXE2/120/02/2006(188) dated May 30, 2006 and the subsequent
discussions and further analysis undertaken on the matters contained therein. In
furthering the establishment and implementation of a Least Cost Generation Plan

(LCGP) for the period 2006 t0 2010, the Public Utilities Commission hereby approves
the following:

(1) A contract with CFE for a firm capacity of 25 MW with associated energy for a
period of two (2) years starting in August 2006 and terminating in August 2008 is
to be immediately concluded. Except for the above changes, the other terms and
conditions to be included in the contract are as contained in the proposed
contract submitted to the PUC by Belize Electricity Limited (BEL) under cover

letter EXE2/240/10/2006(30). For certainty the price approved is as contained in '

Section 3.2 of that proposed contract. The arrangement for the supply of
“economic” energy by CFE is to be continued.

{2) The Power Purchase Agreement (PPA) negotiations . with National Energy
Limited (NEL) are to be expedited and finalized for the supply of 26 MW of firm
capacity and associated energy starting in January 2008 for a period of fifteen
(15) years. NEL should be encouraged to secure a fuel supply contract with
Belize Natural Energy Ltd. (BNE). Preliminary analysis indicates that using local
crude oil will reduce prices and alleviate environmental .concerns on burning
imported HS HFO along with having other positive economic benefits to Belize.

(3) The Scheduled Commercial Operatlonal Date for electricity supply‘from Belize

Cogeneration Ltd. (BELCOGEN) is fo be extended from December 31, 2007 fo
December 31, 2008.

(4)  The negotiations with Belize Elactricity Company Ltd. (BECOL) are to be pursued
with a view to setiling an energy price that can be included in the PPA. As
discussed, from the perspective of the PUC and based on the information
received to date, a fair and reasonable price for energy from the Vaca
Hydroelectric Project seems to be in the order of US$ 0.085 per kilowatt hour
with no escalation and no capacity charge.



(5) The expansion of the GT capacity from 20 MW to 24 MW Iis to be carried out in
lieu of the “hot section” work scheduled for this year on the understanding that
the current levels of the fixed and variable costs (excluding fuel) for the total of
BEL's diesels and GT remain at the same levels as is currently being incurred .
and forecasted. The Ruston (3 MW) diesel which was recently taken out of
service will not be replaced.

The PUC looks forward to the successful completion of the above approved activities
which are a part of the competitive bidding processes being utilized to establish

generation that will not only be the least cost option but also serve to increase energy
security and reliability.

Singerely,

At

Dr. Gilbert H. Canton
Chairman

N[
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Page Lot 1

Joseph Sukhnandan

From: ambrosio.salazar@cfe.gob.mx
Sent:  Wednesday, July 19, 2006 6:53 PM
To: Joseph Sukhnandan; Lynn Young; Kevin Longsworth

Cc: eduardo, meraz @ cfe.gob.mx; mario.lara@cfe.gob.mx; anselmo.sanchez @ ¢fe.gob.mx;
lecn.tlores @ cfe.gob.mx; victor.corona @cfe.gob.mx

Subject: NUEVA OFERTA

MR. JOSEPH SUKHNANDAN
VICEPRESIDENT ENGINEERING &
ENERGY SUPPLY

LE ENVIO LA NUEVA PROPUESTA DEL PRECIO DE ENERGIA PARA EL NUEVO CONTRATO, EN ESPERA
DE SUS COMENTARIOS QUEDO PENDIENTE-

Atentamente

Ing. Ambrosio Salazar Baiios.

SubGerente de Transacciones Comerciales e/f.
Area de Control Peninsular CENACE

Comision Federal de Electricidad

Tel. 942 6150

Cel 99 91 83 99 21

email ambrosio.salazar@cfe.gob.mx

5/12/2007
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August 16, 2006

OUR REF: EXE2/240/1 0/2006(53)

Dr. Gilbert Canton
Chairman

Public Utilities Commission
63 Regent Street

Belize City, Belize

O Dear Dr. Canton:

Considering that the PPA with CFE for the 15 MW firm contract was not signed, CFE decided to
change the original offer. According to CFE, the price for the various energy sources have
increased significantly and the price of combustible (heavy fuel oil) for example is now very
high whereas the price of gas has reduced substantially. According to CFE, the price of the
original offer was based on gas only and is much lower than the actual production cost and thus
cannot be maintained. Consequently, CFE submitted a new proposal dated August 2, 2006
modifying their original submission dated September 21, 2005. Since the CFE contract expires
on August 20, 2006 and no other cheaper source can be obtained in this short time frame we will
proceed to enter into a PPA with CFE for two years for 15 MW under the new terms.

V.P. Engirfeering & Energy

Sﬁpply'

C.

Attachment: 1

- o
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CALL TOLL FREE: O0-B00-BEL-CARE
o (0-B00-235-2273)

Lo



J-2—2R06 B89:18 AN

S812271149

PUC

Public Ulilities Commission

B3 Regent Street Ph:  501-227-1185
P.Q. Box 300 Fax: §01-227-1149

- Balize City, Belize Website: -www.puc.bz Email: puc@bti.net

August 22, 2006

Mr. Ira.Ginsburg
National Energy Limited

P. O, Box 175 .
San ignacie, Cayo

BELIZE . t
Dear Mr, Ginsburg, |

The Publlc Utilities Commission (PUC) hereby requests that you provide us wih
your final best offer for a firm supply of 25MW. The PUC is aware from earlier
correspondance and the mesting held with Belize Electricity Limited (BEL),
ourselves, and yourselves last month that National Energy Limited (NEL) is
prepared to better their ariginal offar through a reduction in the capacity charge

and other means. We would appreciate if we could receive the offer by close of
business today.

Looking forward to hearing from you.

o/

Dr. Gilbert H. Canton
Chairman

Sincerely,

cc: Mr. Lynn Young, Bellze Electricity Limited



TEL: SP1-227-0954

TEL: D-800-BEL-CARE
TEL: D-BUOO-235-2273
Fax: 501-223-0891

Emal: corporateditbel.com.bz
VisIT ue AT www.bel.com.bz

Coatiunansly Strdeing o Sere ’;«’;‘m Getten

October 23, 2006

OUR REF: EXEZ/’ZG/@ZOG(?(ZO(?)

Mr. Roberto Young
Chairman

Public Utilities Commission
Regent Street

Belize City, BELIZE

) Dear Mr. Young:

As you are aware there have been various discussions between BEL and the PUC concerning
finalizing the RFP-2005. Some of the recent discussions centered on the various steps laid out in
the RFP and what is required to achieve finality of the process. We are obligated to the various
bidders to make an announcement or state to them in writing that the process has been
concluded. If we do not, there is a risk that future calls for bids may not be taken seriously and
BEL. may well not get competitive bids in generation. It should be noted that one bidder did
verbally express this view when we were amending the closing dates.

It was our intention that the RFP-2005 issued in July 2005 would have resulted in the
consummation of PPAs by March 2006 especially for the first tranche to enable generation
additions to come on line by early 2007. This was to ensure that there was adequate capacity to
meet the dry season 2007 demand. This is no longer possible. In any case, a close examination
of the RFP indicates that the RFP process has come to a close snnply because it has expired or is
no longer valid. Proccdurally we were required 0 extend Steps &9 .0of .the REP to fac111tatc

subrnitted.

I::ALL TOLL FREE: 0O-800-BEL.-CARE

(0-800-235-2273)




_ D
Joseph R. Sukhnfandan

Letter to PUC
October 23, 2006
Page 2 of 2

We have been unable to come to an agreement with NEL for the 15 MW firm capacity required
to be on line early 2007. We have therefore decided to cease discussions with NEL and
considering the length of time that has elapsed from RFP commencement to today, it is our view
that the RFP no longer serves any purpose and should be brought to its logical conclusion. For
example, since we cannot reach an agreement with NEL, we should have offered the 15 MW
firm capacity for the first tranche to the next lowest bidder but obviously this cannot be done as
the validity of all bids have expired.

Finally, our view is that the offer from BECOL and Bowen for 15 MW firm capacity and 10
MW firm capacity were the most competitive offers as evidenced by our initial submission to the
PUC. We recommend that PPAs be consummated with BECOL and Bowen at prices not to
exceed their bid amounts. The Bowen 10 MW capacity is available immediately and can be used
to meet the dry season 2007 and 2008 demand.

Sincerely,

V.P. Engineering & Energy Supply

JRS/dg

c: Lynn Young — President & Chief Executive Officer
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