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EXECUTIVE SUMMARY

Project

The Menasha Power Plant was originally designed to burn Appalachian coal to produce and distribute
electricity. This project will upgrade the existing plant to provide steam to neighboring paper mills.
Following the sharp increase in Appalachian coal price, Menasha Utilities undertook the conversion of its
plant to now burn cheaper PRB (Powder River Basin) coal and consequently offer a more long term
economical source of energy to its industrial steam customers.

In addition, the conversion requires the implementation of specific environmental changes to achieve
compliance with newly enacted MACT (Maximum Achievable Control Technology) regulations. The
implementation of the compliance plan together with the conversion to low sulfur PRB coal will allow the
Menasha Utilities’ power plant to operate in a very responsible environmental manner, with stack
emissions of particulates and sulfur significantly lower than current level.

Market

Historically, the Menasha industrial base has been built around the paper industry. The manufacturing of
paper and related products requires a considerable amount of steam. Currently, there are three (3) paper
mills located in close proximity to the Menasha Power Plant. These Mills are:

1. Sonoco U.S. Mills Inc. (Sonoco)
2. George A. Whiting Paper Company (Whiting)
3. Alcan (Pechiney Plastics) Packaging Americas (Alcan)

The above mills are currently producing steam by burning natural gas in their respective boilers. The
sharp and long-term increase in natural gas prices motivated the mills to look for cheaper alternative
options. The benefits of PRB generated steam is a significant cost savings for the mills. In October 2004
Sonoco and Whiting signed steam sales agreements (“SSA”) and Alcan signed in October 2005. In May
2006 we renegotiated amendments with Sonoco, Whiting and rewrote the contract with Alcan.
Additionally the WPPI Power Sales Agreement (PSA) has been revised from an annual renewable contract
to a 20 year PSA.

Milestone
As of the end of May 2006, the work to convert the Menasha Power Plant from an electric generating
facility to a steam supply facility is nearly complete. The following summarizes progress:

Boiler modification work and repairs have been completed.

New coal handling equipment has been ordered, manufactured, delivered and installed.
Underground steam supply and on customer premises piping has been designed and installed.
New plant control system is being configured and installed.

The existing plant ash handling system has been rebuilt.

The existing steam turbine generator #3 and #4 has been rebuilt.

Backpressure turbine generator #5 is being installed so all steam is sold to the mills can also be
used to generate profitable electric power.

Based on the present level of completion, it is planned to deliver steam to the Sonoco Paper Co. by the
end of June, 2006, with steam deliveries commencing to Alcan and Whiting in July 2006.
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Funding
The total dollar amount being sought is $37,785,000 in debt financing. The total estimated direct
construction cost for implementation of the project includes the following:

e conversion of the Menasha Power Plant to an industrial steam supply facility

e concurrent conversion from Appalachian to PRB coal

e implementation of MACT compliance

Authors

Menasha Utilities Management personnel authored this Business Plan. Marathon
Engineers/Architects/Planners, LLC and Jaakko Poyry Consulting Inc. contributed to the development of
the Business Plan by advising Menasha Utilities on its structure as well as including relevant publicly
available information.
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I - MENASHA UTILITIES
A) Provide Customers with the Best Services at the Lowest Possible Cost.

Menasha Utilities (MU) owns and operates the electric distribution system in the City of Menasha, serving
8,700 electric customers. Electricity is supplied under a wholesale contract by Wisconsin Public Power
Inc. (WPPI).

Menasha Utilities also supplies water to the City through its water filtration plant, reservoirs and water
distribution system. The water filtration plant and water distribution system serves 5,000 commercial,
industrial and residential customers in Menasha. Menasha Utilities also provides wholesale water services
to the Menasha Utility District located in the Town of Menasha.

Both utilities serve within the boundaries of the City of Menasha, which is bounded on the west by Little
Lake Butte des Morts, on the south by the City of Neenah, partially to the east by Lake Winnebago and
the remaining by the city limits. An area north of Ninth Street, which was annexed during the 1960s, is
generally served with water by the Town of Menasha Utility District. In 1996, the electric utility entered
into a formal boundary agreement with We Energies to serve all electric customers within the city limits.

B) A History of Achievements.

Menasha Utilities is one of this country's 2,200 public power systems - a utility owned by the people and
the community it serves. Menasha has a long history of meeting its customers' needs while helping to
make the community a better place to live and work. The following milestones testify to MU historical
ability to successfully identify and implement breakthrough projects:

1906: the Electric Utility began operations by installing a city street lighting system.

1912: the City installed a 225 hp. diesel-generating unit and began furnishing electric light and power,
and water, for domestic and commercial purposes.

1928: Menasha Utilities Superintendent John H. Kuester and Clerk John Jebwabny, along with three
superintendents from Kaukauna, Algoma and Sturgeon Bay founded the Municipal Electric Utilities of
Wisconsin which provides for a stronger and unified approach for all Wisconsin municipally-owned
utilities.

1949: The first two River Street steam turbines went on line and were rated at 4000 kW each. This
provided the Utility with additional capacity and for maintenance outages and emergencies.

1969: The Melissa Substation was constructed to facilitate the Kaukauna-Menasha interconnection and
serve new development in the city. The Utility operated as an isolated system. The interconnection was
put into service in 1970 and was the first electrical interconnection between municipally owned systems.

1980: Menasha Electric Utility becomes one of the 30 member-owners of Wisconsin Public Power Inc.
(WPPI). WPPI has supplied the electric requirements of Menasha since November 1981. WPPI has now
grown to 40 members.

1991: The Operations and Office Complex facility was constructed. This brought the Distribution,
Customer Service and Administrative Offices under one roof.

By 1995: Menasha Utilities completed TEAM training for all its employees with Commission participation
to prepare for a more competitive future, and to improve customer service. Presently, every department
is participating in a Quality Assurance Program with overview from a Quality Assurance Focus Team.

Menasha Utilities
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In 2005 Menasha Utilities celebrated 100 years of providing electricity and water to the City of Menasha.

C) Menasha Power Plant

The Menasha Power Plant has been a part of Menasha Community for over half of a century. In prior
years, the Menasha Power Plant supplied electricity to Menasha in addition to providing jobs for many
Menasha citizens. Until late 2004, the plant operated as a peaking plant, operating about 200-300 hours
per year, providing peak capacity under contract to Wisconsin Public Power Inc. (WPPI). In 2004 WPPI
terminated its’ contract with Menasha Utilities.

The Menasha plant built its’ reputation on operational reliability and customer service. In line with this
legacy, a comprehensive review of the steam plant was completed in 2003. This included an assessment
of all major components and systems within the plant. A matrix was developed which listed each
component, its’ condition, and estimated cost of repair or replacement to make the plant operate reliable.
As part of this steam project, all of the equipment listed was either repaired or replaced, so there should
be no unforeseen reliability issues.

Il - THE NEW PROJECT
This new project is motivated by the need for cheaper energy & cleaner environment.

A study was undertaken in 2003 that focused on alternative uses for the Menasha Power Plant. The study
included a review of the site, existing infrastructure and their general condition. The study examined
several options which included:

1. Rebuilding existing boilers and steam turbine generators and continue operating the plant as a base
load, coal fired plant: this alternative was not economically viable because of the relatively low
operating efficiency of electric-power-only production.

2. Re-powering the plant by installing a combustion turbine generator unit and a new heat recovery
steam generator to generate steam through two existing turbine generators. The re-powering
required endorsement and support from WPPI who would also be required to purchase the electric
power from the plant, and make the capital investment.

3. Demolishing the Plant and constructing a new plant using combustion turbine technology on the site
was not a viable option because of the existence of more suitable sites that would offer better
configuration and greater cost effectiveness than the Menasha plant.

4. Operating the plant as a steam utility and supply steam to several nearby paper mills.

The best alternative use of the plant was identified in late 2003. MU decided in mid 2004 that the
Menasha Power Plant should be modified to operate as an industrial steam supply facility including the
installation of a steam distribution system that would allow the distribution of steam to neighboring paper
mills. The Menasha Power Plant was originally designed to burn Appalachian stoker grade coal.

When the steam supply agreements were signed with three paper mills, Appalachian coal cost was
approximately $60/ton (more than 40% below current price). The steam supply agreements with the
Mills require Menasha Utilities to source the lowest cost coal. However, Appalachian coal prices have
increased dramatically since the beginning of 2004. Current prices of Appalachian coal delivered to
Menasha are in the range of to $3.50 per one million British thermal units (MMBTU), or over $105 per
ton. Given the sharp upturn in Appalachian coal prices, the mills requested that MU investigate sourcing
lower cost coal. The lowest cost coal was found to be Powder River Basin (PRB) coal. This coal is a sub-
bituminous coal from the Power River Basin area of Wyoming.

Menasha Utilities
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The operational conversion of the plant to PRB coal creates the obligation to implement certain
environmental changes to achieve compliance with newly enacted Maximum Achievable Control
Technology (MACT) regulations. The implementation of the MACT compliance plan together with the
conversion to low sulfur PRB coal allows power plants to operate in a very responsible environmental
manner, with stack emissions of particulates and sulfur significantly reduced when compared to previous
operations.

Due to the mill's request under the long-term steam supply agreements and the environmental benefits it
would produce, the decision was made in the spring of 2005 to convert the Menasha Power Plant to burn
PRB coal. Benefiting from a low cost coal, the plant will now:

1. Improve the competitiveness of its customers by providing them with low cost steam (coal
generated steam will be around 30% cheaper than natural gas-generated steam)

2. Enable long-term price stability as coal price is subject to less variability than any other energy
source

3. Improve environmental control of stack emissions with lower sulfur 0.3 to 0.5% vs. 1.2% for
Appalachian coal

4. Meet current MACT requirements

In November 2004, a business plan was developed by PClI Management & Consulting and Menasha
Utilities and helped raise $12.66MM in Revenue Bond Anticipation note to finance the changes needed to
provide steam to the surrounding mills. The original capital borrowing contemplated that the plant would
continue to burn Appalachian coal. MU now requires additional funds to complete the conversion to PRB
coal. The objective of this business plan is to demonstrate the robustness and economic viability of MU’s
value - including the re-negotiation of all three (3) steam contracts and an additional guaranteed
purchase of the electrical energy into the MISO Market by WPPI as well as the environmental and social
benefits it would provide to the local community.

1. DEMAND
A) Benefits from Outsourcing Steam Production

This section is to demonstrate the long lasting price benefits for the mills to use outsourced coal-
generated steam rather than in-house natural gas-generated steam.

The Energy Information Administration (EIA) is a governmental agency that evaluates a wide range of
trends and issues that could have major implications for U.S. energy markets between today and 2030.
The EIA is the most authoritative source of information regarding energy. EIA publications were used to
demonstrate the short and long-term benefit of using coal-generated energy rather than natural gas.

The projections made by the EIA support the need for energy intensive industry to choose coal-fired
generated energy over any other types of energy. The EIA predicts that although the average U.S.
wellhead price for natural gas is likely to gradually decline from its current level, it will rise steadily from
2006 onward. The EIA states that “LNG imports, Alaskan natural gas production, and lower 48
production from unconventional sources are not expected to increase sufficiently to offset the impacts of
resource depletion and increased demand”.

In contrast, the EIA says that “the combination of slow but continued improvements in expected mine
productivity and a continuing shift to low-cost coal from the Powder River Basin in Wyoming leads to a
gradual decline in the projected average mine mouth coal price”.

Menasha Utilities
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The graph below clearly illustrates three factors that will benefit Menasha Utilities’ project:

1. Coal is expected to be 4 to 5 times cheaper than natural gas
2. The price differential between natural gas and coal price is expected to widen
3. Coal price is less volatile than natural gas price
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Source: Annual Energy Outlook 2006 from the Energy Information Administration.

As a result, the purchase of steam generated from coal-fired source provides significant competitive
advantages to paper mills and other energy intensive companies. These economic advantages stem from

the following:

1. Lower steam cost directly equates to significant cost savings per ton of paper produced
considering the heavy energy consumption of paper mills

2. Significant cost savings results from reducing operation and eliminating maintenance staff
originally dedicated to on-site steam production

3. Costs associated with repairs and maintenance of the mill’s gas fired boilers are eliminated

4. Costs associated with purchase of chemicals, supplies and consumables for steam generation are
removed

5. Future steam price can be directly indexed to coal price rather than to increasingly more

expensive natural gas

Menasha Utilities
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B) Cheaper PRB Coal

The following graph was produced by the EIA and shows the cost competitiveness of Power River Basin
coal compared to other types of coal.
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For the business week ended January 27, 2006, the average spot “minemouth” coal prices for Central
Appalachia (12,500 Btu <1.2 SO,) was $58.25 per short ton or $2.33 per MMBtu (MU paid a delivered
price of up to $92.75 per ton in 2004 for 13,300 BTU/1.5 SO, or $3.49 per MMBtu). The expected
delivered price for PRB 8,800 Btu/0.8 SO, is $2.30. This represents a saving of more than 34% that can
be passed to the Menasha plant’s customers.

C) A Captive and Energy Intensive Customer Base

The manufacturing of paper and related products, including tissue products or other paper products
requires a considerable amount of steam. For example, steam processing represents 80% of the plant
total cost.

Historically, the Menasha industrial base has been built around the paper industry. Currently, there are
four paper mills located in close proximity to the Menasha Power Plant. These Mills are:

Sonoco U.S. Mills Inc. (Sonoco)

George A. Whiting Paper Company (Whiting)

Alcan (Pechiney Plastics) Packaging Americas (Alcan)
SCA Tissue North America LLC (SCA)

P wbdpE

Menasha Utilities



visited 11/30/2010

The above mills are currently producing steam by burning natural gas in their respective boilers. The
sharp and long-term increase in natural gas prices motivated the mills to look for cheaper alternative
options. The benefits of PRB generated steam highlighted above. In October 2004 Sonoco and Whiting
signed steam sales agreements (“SSA”) and Alcan signed in October 2005. In May 2006 we renegotiated
amendments with Sonoco, Whiting and rewrote the contract with Alcan.

Appendix A shows a map of the area as well as steam lines to the mills.
D) Steam Sales Agreements (SSA)

The SSA contract terms provide for the steam customers to pay for all fuel and operations/maintenance
costs and capital recovery of the costs relating to the conversion of the plant to PRB coal. In addition, MU
has also entered into a leased contract with the water treatment equipment vendor, to supply the
Reverse Osmosis (RO) water treatment system. The leased costs are included under the SSA
operations/maintenance expenses. Included also with each SSA are penalties for early contract
termination by the steam user.

The key terms of the SSA are highlighted below:

1. Pass through cost of coal. This is an important aspect of the contracts. Annually the coal
contracts will be renegotiated. As this component escalates, costs will be passed directly to the
steam customers.

2. Recovery of capital investment for PRB coal conversion and MACT compliance. A capital adder
has been included with each SSA. Recognizing the benefits of the lower cost PRB fuel, each
steam customer has agreed to an adder to offset the costs not originally anticipated under the
original business plan.

3. Amount for annual operation and maintenance costs (O/M) is adjustable annually. Provisions to
adjust these costs on an annual basis will ensure adequate cost recovery. The additional costs
for makeup water (RO) and the water treatment system have been considered as part of O/M.

4. Amendments of the contracts are for a term of 20 years and for steam pricing adjustments.

E) Steam Customers

The three mills identified as customers, as well as the potential customer, all have been long term, stable
electric and water customers.

Sonoco: Formally U.S. Paper Mills, Sonoco Paper is a privately owned core stock manufacturer (paper
rolls). Sonoco’s mills in Menasha and DePere are among more than 30 paper mills in 13 countries that
provide paper for its fiber-based packaging that includes engineered carriers, composite cans and
protective packaging. The firm, based in Hartsville, S.C., is one of the world’s largest consumers of
recovered paper, collecting more than 2.5 million tons of fiber annually. Recent announcements have
been made which indicate increased production at the Menasha Sonoco mill due to lower electric and
steam energy pricing.

Sonoco’s debt is rated A3 by Moody's. The most recent assessment of Sonoco’s financial strength is as
follows: “Sonoco Products Company Sonoco's senior unsecured rating is A3, its commercial paper rating
is Prime-2 and the ratings outlook is stable. The ratings are supported by the company's conservative
financial policies, good quality liquidity arrangements, and relatively stable and strong debt protection
measurements. Pricing for Sonoco's key products is relatively more stable than commodity grade
materials. Sonoco was easily in compliance at March 31”.

Menasha Utilities
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Whiting: Whiting Paper is a 125-year old privately owned custom paper matting producer. This
business has been family owned for six generations. It produces up to 100 percent recycled grade text
and cover papers in a wide variety of colors found in greeting cards, commercial printing paper and art
reproduction papers. The last two years have been strong years for the firm and its 53 employees. In a
mature industry, Whiting managed to increase its sales and production, and run a record number of days.
Normally, Whiting does a two-week summer shutdown and a Christmas week shutdown. For the first
time in a long time, they closed down only one week last summer.

A new five-year labor agreement with 41 union members is expected to give stability. Tom Danz,
Whiting president and chief operating officer, was recently quoted saying that “it tells our customers that
we have a stable work force and outlook for five years and it gives our employees that same stability.”
Tom Danz recognizes that the Menasha plant conversion is critical to Whiting competitiveness: “We
expect that it will give us some relief given that they’'re on coal and we're using (higher cost) natural
gas,” he said. “It will be a savings and significant savings for us.” Danz said Whiting is undergoing some
engineering studies on the planned rebuilding of its paper machine to use some relatively new dryers
purchased from the old Gilbert Paper mill. “We didn't do a major rebuild this year partly because we
were so busy,” he said. “We'd be looking at a minimum of three weeks down for that, and that definitely
plays into our decision”.

Going forward, Whiting’s strategy is to look for niches for its’ short-run colors.

Alcan: Formerly Pechiney Packaging, Alcan is a Canadian-based, vertically integrated global aluminum
enterprise involved in nearly all aspects of the aluminum industry. Alcan Inc. is the second largest
aluminum producer in the world. Moody’s has commented that “following its recent restructuring and
acquisition activity Alcan’s primary aluminum capacity has strengthened considerably”.

In a press release dated December 2004, Alcan Inc. announced that recent reports stating that its
packaging business is for sale are false. The company declared that "it is Alcan's practice to not
comment on rumors, but we find that we must do so at this time, since recent speculation is not only
wrong but could also be damaging to the interests of our customers, employees and shareholders,"” said
Travis Engen, President and CEO of Alcan. "Our packaging business is not for sale and any speculation to
the contrary is unfounded. It is a high value-added, high-growth business that will continue to create
value for our shareholders,” he added.

"Alcan is focused on continuing the integration of the company's and Pechiney's packaging businesses,
which is on schedule and proceeding well," concluded Engen.

Furthermore, Alcan renewed its long-term commitment to the mill in January 2006. Alcan broke ground
to add new buildings to the existing mill and improve operations. The community has agreed to reroute
a road so that Alcan Packaging can expand the facility. Alcan will spend over $3 million and tack on
40,000-square feet for a project to be completed in the third quarter of 2006. The city contributed $1.2
million to that effort.

The plant serves Alcan’s growing natural cheese segment. Pechiney spent $17 million upgrading and
modernizing that plant for a project that was completed in 2003 — that investment included the new
printing equipment. “It's a nice story of continuing investment in that site,” the spokeswoman said, and
it's in line with Alcan making strategic investments to grow businesses where it has a leadership position.

Menasha Utilities
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SCA (A Potential Customer): Formerly Wisconsin Tissue (Georgia Pacific), SCA produces tissue paper.
SCA is an international company incorporated in Sweden. Moody'’s rating for SCA is A3.

Historically, SCA has always maintained a very steady production by operating twenty-four hours a day
for three hundred and sixty-three days a year. Benefiting from a strong tissue market, SCA has
announced a process will be added to the Menasha mill in 2006.

Although Menasha Utilities is capable of providing 50% of SCA’s steam requirement, the Menasha plant
would be 100% sold out if SCA becomes a customer.

F) Selling Electric Power

The total steam output from the Menasha Plant, on an annual average basis is 57% sold. Actual steam
consumption of each mill will vary depending on the season of the year, with maximum steam
consumption occurring in the winter and lesser consumption occurring in the summer. Using this
consumption pattern to its advantage, MU’s operational flexibility will enable the company to use any
surplus steam capacity to generate electric for sale to WPPI under a negotiated contract. As steam is
available, more electric power will be generated through refurbished Units #3 or #4.

Menasha Utilities has a 20 year term electric Purchase Sales Agreement (PSA) with WPPI for the sale of
the electric output of the plant. The electricity will be sold into the MISO (Midwest Independent System
Operator) market by WPPI. Menasha Utilities could sell electricity directly into the market but has elected
to use this PSA to avoid operational issues related to startup of the steam utility. Future consideration
will consider dealing directly within the MISO market.

MISO is a regional organization charged with managing the transmission system for most of the Midwest
as of April 1, 2005. The MISO centrally dispatches generation within its footprint, under a mandate from
the Federal Energy Regulatory Commission. It is designed to promote wholesale competition, provide
price transparency and send high price signals where new infrastructure is needed. The MISO market
requires all generators to bid to run their generation a day in advance or as part of the real time market.
All utilities have to bid to purchase their load needs in the similar day ahead or real time markets.
Generator bids are accepted to the point needed to meet the load and everyone gets paid the highest bid
that must be accepted under this Locational Marginal Price (LMP) system.

Menasha Utilities is located in Eastern Wisconsin, which has a highly constrained transmission grid and
this results in a higher than average system price or LMP. WPPI, who deals in this market on a daily
basis, has stated, “Prices in Wisconsin and the Upper Peninsula of Michigan are usually higher than
elsewhere in MISO due to the transmission constraints that plague our area. The LMP price varies on an
hour by hour basis depending on system load, availability of generation, and transmission system
configuration. The Eastern Wisconsin has averaged about $62/MWh for June, $75 for July, and $79 for
August 2005. The electric futures are estimated to remain high.” This business plan recognizes the
electric generation will be ramped according to the market conditions which vary continuously.

G) Future Business Opportunities

Although no public announcements or offers have been made, other potential customers with smaller
steam loads have been considered. Dry cleaners and large buildings located close to the steam line
represent small steam loads or heating loads. Only a moderate investment would be required to acquire
these customers and sell them steam.

Menasha Utilities
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1v. Business Model

A business model has been developed for supplying steam to Sonoco, Whiting and Alcan from the
Menasha Utilities Steam Supply Facility.

The business model and associated data is shown in the financial section of the plan. Tabulations and
key assumptions are provided in the Financing section. The operating scenario selected for the business
model is based upon current steam sales contracts.

The Steam Sales Agreements require that the Menasha Steam Utility provide 100% of the steam
requirements of these three mills.

The plant export steam generating capacity is approximately 200,000 Ib/hr. Any excess steam capacity
will be used by steam turbine generator #3 or #4 to generate electric power and associated revenue.
Should SCA enter into a contract for steam service, the steam sales capacity of the power plant will be
fully subscribed.

The Business Model provides for the following operating scenario:

The Menasha Steam Utility will supply all of the steam required by Sonoco, Whiting and Alcan. All
surplus steam generated will be used by the existing steam turbine generator #3 and #4. The new
backpressure steam turbine generator #5, will provide additional electrical power generation and
associated revenue.

The Business Model also includes heat balances which were used to calculate the fuel consumption, make
up water requirements and expected electrical generation.

A copy of the heat balance is included in Appendix B.
The Business Model also includes:

Steam production, boiler #3.
Steam production, boiler #4.
Total boiler heat input and total boiler fuel input.

Steam turbine status i.e., operation of the new backpressure steam turbine generator #5 and the
operation of the existing steam turbine generator #3 or #4.

Electric production.

Steam sales.

Steam sales rate(s).

Annual operating hours.

Revenues, including steam revenue and electric revenue.
10. Expenses, including fuel costs and O&M expenses.

11. Operating margins.

pwbdPE
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The finance part of the report includes an annual O&M budget. The annual O&M budget includes labor,
payroll burdens and related annual costs, consumables supplies, repair expenses, reserves, insurance,
and taxes.

The O&M budget is based upon actual labor and payroll charges incurred by Menasha Utilities during the
previous years operating the plant. Additional staff has been added together with adjustments in all
other O&M categories to reflect anticipated O&M expenses when operating the Menasha Power Plant’s
boilers #3 and #4 as a steam production facility.

Menasha Utilities
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In addition, the Business Model includes a list of all assumptions including: costs for coal based upon the
actual coal contract, ash disposal costs, city water costs, makeup water costs, and related costs.

When applying all of the operating expenses to the expected revenues, the gross operating margins were
developed. The projected gross operating margins of the steam utility, based on the assumptions listed
in this Business Plan are shown in the financial section of this report.

V. COMPETITION

Situated less than a mile away from the Menasha plant, Minergy Energy produces steam for two paper
mills. Although relatively close to Menasha, Minergy does not represent a competitive threat to the
Menasha plant. The distance between Minergy and the mills as well as the investment required to
service them, represent colossal physical and financial obstacles that would not make this project viable.
Furthermore, there would be additional right of way issues that would necessitate the approval of The
City of Neenah and The City of Menasha — the approval is extremely unlikely since the Menasha Utilities’
project is a city owned project. Currently the Minergy Energy facility is up for sale.

The Menasha plant enjoys a unique dominant position to service its’ market and benefits from high
barriers to entry that protect this market. The barriers can be identified as follows:

1. Public Service Commission requirements: the PSC has ruled this is a non-regulated business for
Menasha Utilities i.e. there is no basis for the Commission to assert jurisdiction over Menasha’s
steam operations. At this point it is not clear what the process would be for any potential entrant
to the market, however, the PSC does approve We Energy rates in Milwaukee.

2. Environmental compliance: This is very important to the project because Menasha Utilities has
operated a coal-fired power plant at its current location for the past fifty years. Although this
project has required some minor modifications for the air and water permits to be granted, it is
extremely unlikely that a coal-fired power plant could be constructed anywhere, let alone as close
to key mills as the Menasha plant.

3. Location: the Menasha plant is located within walking distance to each of its customers. Two
mills have adjacent property line to the plant and all mills can be seen from the plant. This
proximity implies close client relationship as well as capital optimization.

4. Capital requirements: the nature of the energy industry makes any competitive ambitions difficult
to realize. The conversion of the plant requires considerable capital expenditure despite the
existing infrastructure and equipment. The investments that would be required to build a similar
plant would be close to $100 million dollars and would not be viable under the current market
condition and in the context of Menasha’s existing position.

5. Customer relationship: Menasha Utilities already enjoys good relationships with the mills.
Menasha Utilities also provide water and electricity to these same customers. Wisconsin Public
Power (MU’s wholesale electricity provider) keeps a close relationship with the mills through
customer service representatives who listen to and act upon their needs. It would take years for
a new competitor to build the existing level of trust between Menasha Utilities and its client base.
In addition, there are currently 20 year steam contracts in place.

VI. OPERATIONS & MAINTENANCE PLAN

Menasha Utilities has developed a detailed operation and maintenance plan for operation of the
completed steam supply facility. The operation and maintenance plan provides for Menasha Utilities staff
to operate the plant on a 24/7 basis. This plan includes:
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Five additional staff positions have been added.

Annual maintenance and repair budget.

Annual estimated reserves required for future major maintenance and repairs on all related plant
equipment.

Training of staff.
Preparation of new operating procedures.

The following sections highlight MU’s key operational strengths for this project.
A) Repairs and Improvements of Boilers #3 and #4.

Work commenced in January 2005 on the repairs, improvements and upgrades necessary to convert the
Menasha Power Plant from an electric supply facility to a steam supply facility. This work includes certain
repairs of boilers #3 and #4, certain replacements and upgrades to allow #3 and #4 boilers to operate at
high levels of reliability as a steam supply facility and conversion of the boilers to PRB coal. This includes
upgrades to the boilers including:

Repair the boiler tubes, #4 boiler.

Repair of superheater tubes, #3 boiler.

Implementation of deferred maintenance and repair work.

Installation of the in-plant steam delivery system including new backpressure steam turbine

generator unit and extensive in-plant piping system.

The installation of half a mile of underground steam supply and condensate return piping.

e The installation, on the steam customer’s premises of additional piping, pumps, controls, steam
metering and related equipment.

e The addition of a new water treatment system.

In the spring of 2005 additional work commenced on the conversion to PRB coal and MACT compliance
including:

The installation of a new coal handling system including conveyors and related equipment.
Installation of coal dust control system.

The addition of a coal system fire protection system.

The conversion of the plant’s electrostatic precipitator to a high efficiency baghouse to allow for
capture of the ash from burning PRB coal and to obtain MACT compliance.

Major repairs to the ash collection system.

e The addition of a soot blower system on both boilers.

e The addition of a new computer based, combustion and plant control system.

Two studies were conducted during the conversion process by Riley Power (the original manufacturer of
boiler #4) on each of the two existing boilers. The studies confirmed the operating assumptions of
converting each boiler from Appalachian coal to PRB. Specific recommendations were implemented as a
result of these studies to ensure the reliability and performance of the boilers.

Each existing turbine-generating unit #3 and #4 has been mechanically refurbished, and supervised by
Dresser Rand, to ensure safe and reliable future operation. Modifications were also made to the
generators excitation system, protective relays and controls during this conversion. These are important
upgrades considering the electric revenues that will result from the operation of these units. The steam
system design has also been modified so the Unit #3 generator can be operated from either boiler.

Menasha Utilities



visited 11/30/2010

12
B) Backpressure Steam Turbine Generator

A new 6 MW back pressure steam turbine generator was purchased from the Dresser Rand Company in
late December 2004. The new steam turbine was purchased at the price of $3 million. The new (#5)
steam turbine generator unit will take steam from the power plants existing boilers, reduce steam
pressure and temperature to the levels required for delivery to the paper mill customers and at the same
time generate up to 6 MW of electric power depending on the steam load. This will displace power
currently being purchased by Menasha Utilities from its wholesale power supplier, Wisconsin Public Power
Inc. (“WPPI").

The steam turbine, generator and related electrical apparatus are expected to be installed in May 2006
and will be operational by June 2006.

In addition, an extensive refurbishment of the plants electrical system was completed with this project.
In part this was done to accommodate the new backpressure turbine generator. All high voltage
electrical switchgear has been replaced. This included protective relays, distribution circuit
reconfiguration and control scheme to interconnect the plant to the electrical distribution network. Since
the electrical system reliability is critical to the plant’s operation, a dual substation design has been
implemented.

C) Underground Steam Distribution System and Condensate Return System

The underground steam distribution and condensate return system has been designed, purchased and is
installed. The steam supply and condensate return system consists of an underground piping system
designed to deliver steam to, and receive condensate from, all steam customers; this system has been
completed to three customers. The steam distribution system includes underground and on-premises
piping which will supply steam to Sonoco, Alcan and Whiting. Interconnection piping, pumps, metering,
and controls were completed at each customer site. A fiber optic control cable was also buried along
with the steam system piping. The fiber optic control cable is used for purposes of communicating with
each customer site. Important steam system operation parameters can then be monitored with the new
control system by the Menasha Utilities plant operation personnel.

D) Power Plant Fuel Considerations

The proposed reconfiguration of the Menasha Power Plant will capitalize on the plants ability to burn low
cost PRB coal as fuel. The current air quality operating permit with the Wisconsin Department of Natural
Resources allows the plant to operate both boilers (units #3 and #4) with a combined boiler steam
output of approximately 220,000 lbs/hour. This permit is valid and allows continued operation of the
boilers on coal.

Because of the increasing price of Appalachian coal and the responsibilities of Menasha Utilities under the
Steam Supply Agreements with the Mills, an evaluation of alternative fuels was made in the spring of
2005. This evaluation included the alternative fuels listed below including Western or Powder River Basin
coal. For the reason cited below, PRB coal is the preferred fuel for the project based upon the following:

e Wide use and experience with burning PRB coal by many Midwest coal fired electric utilities.

e The abundant supply at current production rates.

e The relative long-term price stability.

e Environmentally, a lower sulfur (0.3 to 0.5 %) coal compared to 1.2% sulfur Appalachian coal.
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A coal contract with C. Reiss fuel supply of Green Bay, Wisconsin was signed in early August. Under this
contract, C. Reiss will source, store and deliver coal to the power plant for the initial 12-month period.
The contract provides for the sourcing of PRB coal from the Arch mine in Wyoming. The delivery of the
coal at the quantity of approximately 140,000 tons per year to a reloading terminal in the Chicago area
by rail, delivery of the coal by lake vessel to the C. Reiss coal dock in Green Bay, Wisconsin, storage,
reloading and truck delivery of the coal to the Menasha Power Plant for an initial amount of
approximately $40.50 per ton, delivered.

In addition to coal, other solid fuels can be burned on the stoker type fuel combustion systems found on
boiler #3 and #4. A list of alternative fuels can be found in Appendix C.

To summarize, the current fuel plan for the Menasha Steam Utility includes:

e Conversion of the boilers #3 and #4 and related auxiliary systems to burn PRB coal for the long-
term.

e Sourcing and identifying a supply source for PRB coal to support an annual consumption of
approximately 140,000 tons which amount is significantly less than a large electric utility would
purchase i.e.; 4 to 5 million tons per year for a typical large utility coal fired power plant.

e Entering into a “turn key” coal supply contract with C. Reiss of Green Bay Wisconsin under which
contract C. Reiss will source, deliver, store and transport by truck to the Menasha Plant site. The
required coal for a 1-year term is under a fixed contract with options to extend it.

After initial operations have begun, sources of alternative fuels including TDF, biomass, and paper pellet
fuels may be identified and further evaluated. An optimum mixture of the fuels, fuel handling methods,
and storage requirements will then be addressed. This will also provide time to acquire necessary
operating permits and resolve operating methods to burn these fuels. The conversion of the plant from
an electric producing facility to an industrial steam facility includes an alternative fuel design, capable of
using either TDF, biomass or paper pellet fuels up to approximately 20% of the heat input, be included in
future scopes of work.

This fuel plan will strategically position the Menasha Power Plant to be a producer of energy from low
cost PRB coal and in the future, possibly renewable fuels. The use of renewable fuels will further reduce
the annual fuel cost to the facility, which in turn will improve the plant’s operating margins. Using
renewable fuels will have the added benefit, providing a “good neighbor” image and steward of the
environment.

Based upon a going forward contract coal price of $2.30/MMBTUs, if an alternative fuel such as TDF,
paper pellets or biomass can be procured for approximately $1.50/MMBTUs, with up to 20% of the
alternative fuel, then additional fuel savings would accrue. In addition electric power produced from
biomass fuel will command a premium price in the electric power market, estimated to be on the order of
$60-$70/MWh. We have indication from WPPI that the electrical energy produced from such a project
could be purchased under a renewable energy contract.

E) Long-term outlook

Menasha Utilities successful history is the best proof of its capacity to anticipate change and sustain long-
term performance. Menasha Utilities has a seasoned operation and maintenance staff that has operated
the generation plant. With the additional new equipment, operational pr