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SOUTHWESTERN POWER GROUP

Independent developer of utility-scale generation and
transmission in the Desert Southwest

Project Manager/Developer for SunZia
Staff of 10, based in Phoenix, in business for 10 years

Major References:

o 2,400 MW CCGT Panda Gila River power plant (in operation)

o 1,000 MW CCGT Bowie Power Station (permitted)

o 600 MW Lignite CFB Rockdale Power Plant (in operation)

o 150 MW Solar PV power project (in development, support to affiliate)

Owned by MMR Group in Baton Rouge, LA
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Transmission Issues between AZ & CA

Market restrictions reduce choice and increase price
PV congestion costs + (SP15 less PV price) shows need for more wire
CA build cost is much > AZ build cost (EHV wire and generation)
CA political desire to |1 mit |

CAISO limits on dynamic transfers and pseudo ties
Past ACC decision on DPV2
Interstate Balancing Area Authority battles

CA utilities need more resource choices: competition is good
CA ratepayers are the victoai

Solution: Supportive policies that let Markets work
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Key Challenges for
Independent Transmission Projects

In Organized Markets
Gaining project oapproval 6 by
Barriers to approval = Incumbent ROFR, biased transmission
planning processes, closed/unofficial groups (e.g., CTPG)

In Unorganized Markets
Absence of assured cost recovery mechanism
Securing investment-grade customers willing o commit early

x There are few investment-grade generators (and some want to own)

x There are many investment-grade utilities (but they expect to own)
Securing utility commitments to purchase ownership

x They need an incentive to take risk
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THE INDEPENDENT COST RECOVERY CIRCLE

For commercial success, an Independent Transmission
Company needs to resolve the inter-related circle:

1. Most ITCs need creditworthy, firm commitments from
Generators to obtain construction financing for the project

2. Most Generators will only provide a firm commitment to an
ITC after they have a PPA from a Load-Serving Entity

3. Most Load Serving Entities will only award a PPA to a
Generator after the Generator has firm transmission rights
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THE INDEPENDENT’S COST RECOVERY

ITC needs firm G needs PPA from
commitment from G LSE to be able to provide
to obtain financing Commitment to ITC

LSE needs @
evidence of firm

transmission from G
in order to award PPA
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POSSIBLE REMEDIES TO THE CONUNDRUM

Independent sells developed transmission project to Utility
(not attractive to most Independents)

Independent sells developed transmission project to Generator(s)
(allowed only if 100% is a gen-tie line and FERC approves)

Independent uses own transmission capacity for own generation
(allowed only if 100% is a gen-tie line and FERC approves)

Independent uses its balance sheet to finance construction

(few Independents have the necessary balance sheet and are
willing to do so)
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More Possible Remedies

Independent negotiates up to 100% of ATC with Anchor Tenants
(not currently acceptable to the FERC)
Projects need greater certainty of acquiring creditworthy customers
Generally, projects need 75% t o |&
Owners and lenders likely want several anchor tenants to spread risk
Competition for customers in AC systems is greater & more complex

Development risk of long-line projects is significant:
x NEPA process can take 5 years or more
x Multiple state jurisdictions and regulatory commissions (NEPA overlap)
x Numerous, important environmental and land use issues to resolve
x Possible conflicts with military missions
x Acquisition of rights-of~way without eminent domain adds risk & time

Why risk spending 5% to 10% of total project cost to develop?
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Additional Ideas

Encourage Utility + Independent partnerships

Approve higher ROEOs on inves

Independent projects (that are not BAU).

Promote inclusion of development risk premium/fee paid to the
developer and those that provide development capital in the
projectodos cost basi s.

Allow combined Generator + Transmission ownership

Establish ATC threshold of say 50% that could be used by Generator
for its own generation with the balance going to open season.

Establish maximum own-capacity ownership of say 20% that is
deemed to be de minimis (i.e., min. 5 own-~capacity owners).

Relax 100% requirement for gen-tie lines to say 50% or less in
conjunction with anchor tenants or an open season.
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WWW.SUNZIA.NET

dgetts@southwesternpower.com

(602) 808-~2004
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Cost Recovery Options for
Independent Transmission Projects

Within organized markets (e.g., CAISO):

1. Cost-of-service recovery through approved transmission rates of ISO/RTO

Examples: Path 15 and Trans Bay Cable
2.  Merchant model via long-term contracts with customers

Outside organized markets (e.g., most of the WECC):
1. Market based rates in open season via long-~-term contracts with customers
Example: Montana Alberta Tie Line
2. Cost-of-service rates via long-term contracts with customers

3. Combination of market based rates in open season and negotiated contracts via
long-term contracts with customers

Examples: Chinook/Zephyr and SunZia

4. Sell project to Electric Utility who recovers through cost-of-service & retail
rates

5 Quali fy as a ogen tie |Ilined with FE
project PPAs

Example: Milford Project
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PROPOSED FAC:
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Double-circuit 500 kV interstate transmission project between
central New Mexico and Metro~Phoenix

Purpose is to deliver primarily renewable energy from NM and AZ
to western markets

Route will be ~500 miles long (with many alternatives)
Configuration Options:

o Two 500 kV AC lines (in WECC Phase 2 review)
o One 500 kV AC and one 500 kV DC line (hybrid option)

Expected power transfer capacity of 3,000 MW or 4,500 MW
with AC/DC hybrid option

Interconnects with up to five substations (ftwo in AZ; three in NM)

‘5‘.’4 SUNZIA SOUTHWEST TRANSMISSION PROJECT March 18,2011 14




SUNZIA STUDY AREA AS OF DECEMBER 2010
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EIS SCHEDULE AS OF DECEMBER 2010

PROJECT TIMELINE
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