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APPENDIX |

Value Component:

Based On:
Spark Spread

Definition of Spark Spread:

The spark spread is a measure of the competitive relationship between natural gas and electric power. The spark
spread compares the busbar (output of generator) of gas-fired generation, at an assumed heat rate (measure of
generator efficiency), with the current market price for electricity. This comparison helps measure the value of gas
in power generation versus other potential markets.

Rate Component:
Value component based on 5% of the Change in the Spark Spread

Example of Vaue Adder:

SS Lessthe
Initial Gas Resulting Wholesale Spark Spread Initial or Value
Cost Fuel Cost of Electric (S9) Baseline Percentof SS  Component
Generation Prices Amount per Per Value

$ per Dt per Mwh Per M wh Per Mw Mwh Adder $ per Dt
$2.00 $20.00 $25.00 $5.00 $-5.00 5% $-0.025
$2.00 $20.00 $30.00 $10.00 $0.00 5% $0.000
$2.00 $20.00 $35.00 $15.00 $5.00 5% $0.025
$2.00 $20.00 $40.00 $20.00 $10.00 5% $0.050

Asillustrated, if the market price of gasis $2.00/Dt and a power plant has a 10,000 Btu/kwh heat rate, the output
value of that gasis $20.00/mwh (i.e., the cost of gas per unit of output is $20.00/mwh). If initially the wholesale
market price of electricity is $30.00/mwh, theinitial, or baseline, spark spread, is $10.00/mwh. If, over timethe
price of gas were to remain constant and the wholesale price of electricity were to increase to $40.00/mwh, the spark
spread would increase by $10.00/mwh, to $20.00/mwh, or $10.00/mwh above theinitial or baseline level. This
means that the value of gas used for electric generation has increased by $2.00/Dt relative to the market price of
electricity. The value adder illustrated above is 5% of this change or $0.05/Dt.
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