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PRICING SENSITIVITIES UNDER THE PROPOSED POWER PURCHASE AGREEMENT 

 
Following is an analysis of the final price of electricity based on [Trade Secret Data Begins] possible 
pre-construction capacity price adjustments and/or actual fuel costs over the life of the PPA, as 
compared to the base case fuel cost assumptions [Trade Secret Data Ends] under the proposed Power 
Purchase Agreement (“PPA”) for Mesaba Unit One. 
 
The PPA allows for [Trade Secret Data Begins] three factors to change the cost of electricity: 
 

• Fuel Cost – actual fuel expense is a direct pass through at all times under the PPA 
• Engineering, Procurement and Construction (“EPC”) costs and Unreimbursed Transmission 

Costs (“UTCs”) – actual costs are indexed to the Target EPC Contract Costs (“TECC”) and 
Target UTCs in the PPA, providing for a one-time adjustment to the capacity component prior 
to the start of construction of Mesaba Unit One 

• Base Treasury Interest Rate – actual costs are indexed to the target costs in the PPA, providing 
for a one-time adjustment to the capacity component prior to the start of construction of 
Mesaba Unit One  

 
It should be noted that the any change in these three factors would cause similar cost changes for both 
the proposed Mesaba Integrated Gasification Combined Cycle (“IGCC”) plant as well as the 
supercritical pulverized coal (“SCPC”) alternative (although under the utility-owned alternative, the 
costs relating to bullets 2 and 3 above would not be fixed at the start of construction).   
 

• In the case of fuel, the IGCC plant runs on a combination of 75% Powder River Basis (“PRB”) 
Coal and 25% petroleum coke (“petcoke”), which has a lower price.  Thus, any increase in the 
delivered price of PRB coal would not have as much of an impact on the IGCC plant as it 
would on the SCPC plant, which is burning 100% PRB coal. 

• In the case of EPC costs, changes due to commodity price increases prior to the start of 
construction would be similar for both the IGCC and the SCPC plant, but cost changes after the 
start of construction would not change the cost of electricity for the IGCC plant under the terms 
of the PPA.  

• In the case of Treasury interest rates, changes in base interest rates would affect both projects; 
however, the PPA provides only for a one-time adjustment to reflect actual interest rates at start 
of construction.  In contrast, for the utility-owned SCPC, changes in interest rates would cause 
changes in both the debt costs, as well as potentially a change in the allowed return on equity 
for the utility, throughout the entire life of the plant.  Pass-through of these changes to 
ratepayers would be subject to the timing of the utility rate cases.   

 
Below is an analysis of each of these variables individually, and then in combination.  Impacts on the 
cost of power from the IGCC plant are analyzed first, and then the impacts on the cost of power from 
the SCPC plant. 
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First, the sensitivity to fuel, EPC and UTCs, and Base Treasury rates was analyzed for the Mesaba 
IGCC Plant: 
 

• Fuel Cost – Direct Pass Through 

Fuel Cost (Base Case: $1.075/mmbtu, Sensitivity: +/- 
$0.40/mmbtu)     
     Base    
     0.675     0.875     1.075     1.275     1.475   
Price (2005$)  60.02 61.94 63.85 65.77 67.68
PVRR$/MWh  23.42 24.12 24.83 25.53 26.24
Price Change ($/MWh)  -3.83 -1.91 0 1.92 3.83
PVRR Change ($/MWh)  -1.41 -0.71 0 0.7 1.41

 
• EPC and UTC Costs – Adjustment to Capacity Component Prior to Start of Construction 

EPC Cost (TECC) and UTC (Base Case: $2418/kw, Sensitivity: +/- 22%)   
    
   -22% -11% Base +11% +21%
   1,898 2,157 2,418 2,678 2,937 
Price (2005$)  55.98 59.91 63.85 67.79 71.71
PVRR$/MWh  21.69 23.26 24.83 26.4 27.96
Price Change ($/MWh)  -7.87 -3.94 0 3.94 7.86
PVRR Change ($/MWh)  -3.14 -1.57 0 1.57 3.13

 
In the case of the Treasury Interest Rate change, the analysis below does not reflect any change to the 
discount rate used for the present value of revenue (“PVRR”) calculation.  This would reflect a 
situation where the market interest rates go up or down, but those changes are not immediately 
reflected in NSP’s cost of capital and in the discount rate used for the PVRR calculations. 
 

• Base Treasury Interest Rate – Adjustment to Capacity Component Prior to Start of 
Construction 

Interest Rate (Base: 4.5%; Sensitivity: +/- 1% margin)   
     Base    
   3.50% 4.00% 4.50% 5.00% 5.50% 
Price (2005$)  60.27 62.38 63.85 66.14 67.73
PVRR$/MWh  23.4 24.24 24.83 25.74 26.37
Price Change ($/MWh)  -3.58 -1.47 0 2.29 3.88
PVRR Change ($/MWh)  -1.43 -0.59 0 0.91 1.54
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Next, combinations of prices were examined, looking at changes in all three factors. When analyzing 
changes in interest rates, the analysis below provides the relative impact to price changes, as reflected 
in $2005, but not the PVRR, since the timing of NSP’s rate case to adjust its weighted average cost of 
capital (“WACC”) is difficult to predict.   
 
Each of the matrices below presents a particular fuel price scenario, and then presents the end result 
(both electric price and PVRR) of various combinations of potential capital cost changes (reflected on 
the top row of each chart) and interest rate changes (reflected in the first column of each chart) prior to 
the start of construction: 
 

IGCC SENSITIVITY RESULTS 
 

At the Base Case Fuel Price of $1.075/mmbtu 
 

Price $/MWh (2005$)          PVRR $/MWh         
   -22% -11% Base +11% +21%   -22% -11% Base +11% +21%
   1,898 2,157 2,418 2,678 2,937   1,898 2,157 2,418 2,678 2,937 
  5.50% 59.86 63.79 67.73 71.67 75.59   5.50%   
  5.00% 58.27 62.20 66.14 70.08 74.00   5.00%   
  4.50% 55.98 59.91 63.85 67.79 71.71   4.50% 21.69 23.26 24.83 26.40 27.96
  4.00% 54.51 58.44 62.38 66.32 70.24   4.00%   
  3.50% 52.40 56.33 60.27 64.21 68.13   3.50%   

 
At Lower Fuel Prices ($0.875/mmbtu) 
 

Price $/MWh (2005$)          PVRR $/MWh         
   -22% -11% Base +11% +21%   -22% -11% Base +11% +21%
   1,898 2,157 2,418 2,678 2,937   1,898 2,157 2,418 2,678 2,937 
  5.50% 57.95 61.88 65.82 69.76 73.68   5.50%   
  5.00% 56.36 60.29 64.23 68.17 72.09   5.00%   
  4.50% 54.07 58.00 61.94 65.88 69.80   4.50% 20.98 22.55 24.12 25.69 27.25
  4.00% 52.60 56.53 60.47 64.41 68.33   4.00%   
  3.50% 50.49 54.42 58.36 62.30 66.22   3.50%   

 
At Higher Fuel Prices ($1.275/mmbtu) 
 

Price $/MWh (2005$)          PVRR $/MWh         
   -22% -11% Base +11% +21%   -22% -11% Base +11% +21%
   1,898 2,157 2,418 2,678 2,937   1,898 2,157 2,418 2,678 2,937 
  5.50% 61.78 65.71 69.65 73.59 77.51   5.50%   
  5.00% 60.19 64.12 68.06 72.00 75.92   5.00%   
  4.50% 57.90 61.83 65.77 69.71 73.63   4.50% 22.39 23.96 25.53 27.10 28.66
  4.00% 56.43 60.36 64.30 68.24 72.16   4.00%   
  3.50% 54.32 58.25 62.19 66.13 70.05   3.50%   
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The same analysis of each of the three factors was prepared for the utility owned SCPC alternative by 
Fluor. Each of the matrices below presents a particular fuel price scenario, and then presents the end 
result (both electric price and PVRR) of various combinations of capital cost and interest rate changes, 
which in the case of a utility-owned plant will not be fixed at the start of construction but may continue 
to increase throughout the construction period and, in the case of interest rates, throughout the useful 
life of the plant. 
 

SCPC SENSITIVITY RESULTS 
 
At the Base Case Fuel Price of $1.200/mmbtu 
 

Price $/MWh (2005$)          PVRR $/MWh         
   -22% -11% Base +11% +21%   -22% -11% Base +11% +21%
   1,739 1,977 2,216 2,454 2,692   1,739 1,977 2,216 2,454 2,692
  5.50% $54.04 $58.61 $63.19 $67.76 $72.34   5.50%   
  5.00% $52.66 $57.05 $61.44 $65.83 $70.21   5.00%   
  4.50% $51.32 $55.52 $59.73 $63.93 $68.14   4.50% $21.30 $23.15  $24.99 $26.84 $28.68 
  4.00% $50.00 $54.03 $58.06 $62.09 $66.11   4.00%   
  3.50% $48.72 $52.57 $56.43 $60.28 $64.14   3.50%   

 
At Lower Fuel Prices ($1.000/mmbtu) 
 

Price $/MWh (2005$)          PVRR $/MWh         
   -22% -11% Base +11% +21%   -22% -11% Base +11% +21%
   1,739 1,977 2,216 2,454 2,692   1,739 1,977 2,216 2,454 2,692
  5.50% $52.15 $56.72 $61.30 $65.87 $70.45   5.50%   
  5.00% $50.77 $55.16 $59.55 $63.94 $68.32   5.00%   
  4.50% $49.43 $53.63 $57.84 $62.04 $66.25   4.50% $20.59 $22.43  $24.28 $26.12 $27.96 
  4.00% $48.11 $52.14 $56.17 $60.20 $64.22   4.00%   
  3.50% $46.83 $50.68 $54.54 $58.39 $62.25   3.50%   

 
At Higher Fuel Prices ($1.400/mmbtu) 
 

Price $/MWh (2005$)          PVRR $/MWh         
   -22% -11% Base +11% +21%   -22% -11% Base +11% +21%
   1,739 1,977 2,216 2,454 2,692   1,739 1,977 2,216 2,454 2,692
  5.50% $55.93 $60.50 $65.08 $69.65 $74.23   5.50%   
  5.00% $54.55 $58.94 $63.33 $67.72 $72.10   5.00%   
  4.50% $53.21 $57.41 $61.62 $65.82 $70.03   4.50% $22.02 $23.86  $25.71 $27.55 $29.39 
  4.00% $51.89 $55.92 $59.95 $63.98 $68.00   4.00%   
  3.50% $50.61 $54.46 $58.32 $62.17 $66.03   3.50%   

 
 
[Trade Secret Data Ends] 


