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Energy RISK-BASED STRATEGY

Develop a Risk-Based Strategy
to manage:

1) PROJECT DEVELOPMENT RISKS
2) OPERATIONAL OPPORTUNITIES
3) CONTRACTUAL AGREEMENTS

= And, ..TAKE CONTROL...



~~2006 . .
Energy Backstopping Risk

I’ll tell you that:
“It’s not all about iInsurance”, but..

The insurance marketplace is what
drives this assessment...
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Energy \WHAT HAS CHANGED?

" ENERGY IS NO LONGER A
COMMODITY...

= WHY DO WE ACT LIKE IT IS...?

= ..,AND, IT°'S NOT ALL ABOUT
‘HEDGING'.



=

PROJECT RISKS




2,006 The Key Players, and the
Energy “Inner Circle”...

" DURING PROJECT DEVELOPMENT &
= OPERATIONS & MAINTENANCE

* » ACCOUNTANT

PROJECT
OWNER

ENGINEERS & l
PROJECT -

MANAGERS INSURANCE BROKER

CONTRACTOR
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Enérgy \WHO'S YOUR BROKER?

CONTRACTUA
PROJECT PAR

" DOES YOUR INSURANCE
BROKER UNDERSTAND...

“PROJECT DEVELOPMENT™

| RISK
'Y DYNAMICS

HOW TO BE T

HERE AT THE ‘GET-GO’

= CHOOSE A BROKER WITH THE
HEART OF A 'TEACHER’, NOT A
HEART OF A ‘SALESMAN’




5006 WHAT IT'S NOT ABOUT;
Energy  \WHAT IT IS ABOUT...

= |IT IS NOT ABOUT THE INSURANCE.
£ = T 1S5 ABOUT THE RISK.
suzesies @ CONTRACTUAL RISK...!

INDEMNITIES
FORCE MAJEURE \
PERFORMANCE & LD’S

REPAIR & MAINTENANCE
CAPTURE OF FUNDS TO RECOVER
DELAY IN START-UP / BUSINESS
INTERRUPTION / CONTINUITY OF OPNS.

= CONTROL OF THE RISK IS THE KEY.




~~2006  Correlation of Project Risk Timelines

Energy

Operations Construction

Project Commitments & EPC TurnKey Construction :
Manja or Agreements Agreement Manager Manager  Punchlist/ ‘
g Site Lease ogm cControl 0aM Hired Finish Out Maintenance Uninterr_upte
Agreements Agreement Decision Training Scheduling ~ OPerations
Owner's Project
J DEVELOPMENT STAGE DESIGN/CONSTRUCTION OPERATIONAL STAGE
Development ‘ |
Need | _ FINAL
SII_Z(?cati Project iderat ! - ACCEPTANCE
. onsidierations
Approval C " > FINANCIAL
Technology CLOSING SUBSTANTIAL
Financing | COMPLETION
Construction | . .
Seraiers Punchlist Period

Pro;ect Risk Development Design Construction Finish-Out | Operational Life
Assessment 6 months - 2 years 3-9months 2years +/- 6-12months] 20+ years

ProjectRisks & I Insurance Safety/Quality I

Insurance Review Project Marketing Assurance & Safety Jurisdictional

Considerations Agreements Submission Claims Admin. Reviews Inspections

« Security of Assets * Site/Lease InsurancePreparatlon Operational Purchase

« Impact of Technology ~ * Lending Finalize Cover P . Order On-Ge#fng

Site Assessment » Contractor Program/. Assessment/Planning Administration oject Risks

“Mwasire Assessment  © Energy Policy Design with Risk Management Contractual

« Equipmemmegurcing » Easement Review

« Lender Requireme

» Operational

EFFECT

Canstruction Insurance

EFFFCT

uperational Insurance



OPERATIONAL
OPPORTUNITIES
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Energy ONCE IN A ‘BLUE MOON’

" G8 Summit
X©

* TRANSPARENCY deg, s

- PREDICTABILITY > oP

 STABILITY

23

= NERC ﬁg(\\(\@v\
" USERO @

= July 20, 2006 Press Release
-ALL SUPPORT A NEW PARADIGM-



5006 OPPORTUNITY TO
Energy CcHANGE THE LANDSCAPE

= CREATE SUSTAINABLE CONTINUITY OF
ENERGY

= ACHIEVE FIRM DELIVERY, BACKED BY
INSURED OPTIONS

= STRATEGIC DEPLOYMENT OF
NEGOTIATED EXCESS CAPACITY

= TRANSMISSION & DISTRIBUTION —
OPEN REGULATION (‘O’ Profit)

GOAL: A REPLACEMENT ENERGY MODEL
with A SUPPLY OBLIGATION
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Energy \What Power Companies Do

" Insure their ‘Revenues’ for:
 Delay In Start-up
= Business Interruption
- Extra Expense

" Insure their ‘Assets’ for:
- Material Damage

 Equipment Failure
- ..“All Risks”




~>006 What the Power Purchaser
Energy should Do...

= Mandate Performance from the
Power System...!

" How..?

= A change in how YOU PURCHASE
will change how the POWER
SYSTEM INSURES, and allows
EACH to achieve its goals:

CONTINUITY & PROFITABILITY
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Energy A NEW' CONCEPT

" FIRM DELIVERY

Contractually negotiated Power Purchase
Agreement (Fixed Cost, Long-Term, Non-

Dependent upon a single Generating
Facility)

= INSURED OPTIONS

Replacement Energy backstopped by
Contingent Insurance (In lieu of traditional
Business Interruption purchased by
Generating Facilities)



Lease Agreement for Higginbotham Corp Client

AGREEMENT PARTIES: LANDLORD: Commercial Realty Company
TENANT: Higginbotham Corp Client

I the Shoppng Center. Per aur first comment
J fecurred . Alsa, the only exceptions to the Landlord
REVIEW DATE: Current s of Force Majesire". (defined in Section 11.02)
Mujense - See comsment on Section 11.02)

heall
The review of this lease is prepared to allow for proper amangement rcrviatont et be rencleved reud avad woid aved
of necessary insununces and to offer sugsestions firmale.sa fior calf coas amd experases incureed, inclting RIS vl e commedt wrense bur . Th is ey
mary susface. [his is @ bl foerm indempsty, imespestive of fanisse. thiis there is no isssance 1o rerposd t
manser s o wot fall within the tems of Crmenl
fich Tenant might expect beneflt. We raggest that it "
& Histinct manmer 1o address Tenant's [ability = RIS after “ordinary wear and ter,” fin the
wanwnmmummmhruu-mar g "
devlhdl' -dem'bemd. Simply put, it is an “insurance requrement” that cannot be R Wi ool (i the T s dermmation. appropriation,
PESTRUCTION OF PREMISES Mu'n-lhmr\-n'\-m_ Ieuranoe,
eomgt it il sincw e e u Lien upon sy
prt’n. "W ussherstaned the ‘comimencal
ARTICLE XII - LIABILITY hat cm the other end of the A T et e o
et il s amdort” .:%‘N ’ — %smm._.;m;w_,_“-m“:
Section 1204 - On Line § of this Section, the o hke Saaws thowid b pcaoped,
- - ' o Ared DOES THE TENANT WISH TOOFERATE :"U:: s
jant’s SHOULD NOT BE DEPRIVED of
ltht.‘l‘hsnmnbhm&sdm?h}d&ly
fore i dhis L ecase sheall e comstrasect cax comutiuting FFHE LANDLORLS:
-mmr;m.-ﬂm-'m THIS IS [AMOUNT OF UNCERTAINTY UPON THE FCOMMENDATION THAT WAS
The comments made reganding other Sections of the Lesse F gl £
B 3,03t Yl erement el o Al il 00 e e ancsiodi, AIDWE SDGUEIT THAT Merem Wi
expect the Landlord o enforce its tesma. D ACTUALLY
LORD'S LIEN
5 THEN PUT THOSE
ARTICLE V1 - USE EOF THI 0% 11,0, o
i ].morx ‘the wond “meaveldadle™ and
Section 6.01 - ‘rmammw-mm-:?-ﬂa:&::ﬁm :w. = e i i [—
any refevence to, and indemmty from the Landlord ! matters, if the i oo it o e i v
Tenant might be beld responsible for the consequences and clean up of prior Environmental &m'mmﬁﬁrm%é oF {rts o the Lease. e  smdharely sprom such coms rction, i d
problems. We woald prefer that the e held able for prioe acts, ncadents, o AETC.} BEARTIHE COST levane il e i g, e o smsores
f ¥ fvewer, it does NOT SAY that Tenas must be [ s she urcnt e o Lz
priding tha waid] “fn he evfors that swch dawuge is il by Femucm, cane ot sl a5 cory smstere.
Section 6.03.A - Thi i bt the Tenant will anicl wse™ the “entire Loased Taball pets sny Preporty (fiee s all olher perlls)
Premizes” at Joast § days n wyek, and that exoegt for the conditonsin 6,03, 5, the Landlord e e T et brn enefe, Landiord shall have mo right claim i i
will not allow mother ‘competing business” 1o open in the Shopping Center. Section 603,85 £ and Contrel,  Thai’s what [, SOv VLA o e Ayt OF M. o . e need S kdentify (prechvely) The
ot ) il gy for of “Care, Custody o " fand e third party shall kave amy claim e right in order 40 soript Emarance
siades ‘an “Evernt of Defiaaly™ has not ocosmed, the Landlord agroe io alllow phle’. If The Tenam's acorpas this w withwout |memt or oherwie. m..ummnn
RAREVEN CF TS COCMENT MO SABOTIMM LASSOCWTES 00C 15 NOT ATTEMETING 10 FEOVEE LECA, ft's to consider “insaning” the Building in it's own fost comat i the Lamdlerd to invire The
ACWICE. AND 15 REVEWING THE REFERENCED CONTRACT OF AGREEMEMT Ch Y A3 RESPECTS POSSALE e 1o add The Temant's to the Landbords Building phal is called a “Metial Waives of Subrogation”,
mmum:ms fmtiﬁgﬂcw mmuumcmr f ol Sectsom 1207 RGMNW feane
COMBENTS 06 RECOMUENDATIONS SO0 Th NED HEREM pat’s s there
s L i the evest that e’y
LITY AND INDEMNITY gy i ek
2 fmelled
‘ 3 i
‘ .

THE GLUE — THE CORNERSTONE — THE FOUNDATION



“ 5006 POWER AGREEMENTS...
Energy = R|SK & OPPORTUNITY.

= OPERATIONS & MAINTENANCE

AGGRESSIVELY NEGOTIATE THE
AGREEMENT TERMS

~FORCE MAJEURE — DEFINE ‘FM’
PRECISELY — X Equipment Failure

_IABILITY FOR CONSEQUENTIAL
_OSS & DAMAGES (Mission Critical)

CONTRACTOR’S CONTRACTUAL
LIABILITY INSURANCE... (Key)

Take the Opportunity to
Get It Right.




~2006 . -
Energy A Confident Partnership

= Other Subjects that should be

discussed:
Builders’ Risk Insurance — Why it
doesn’t pay for ‘repairs’
Why the Owner should ‘Control’ the
Builders’ Risk Insurance
Liability Insurance — Who should be
‘iInsured’?

Architects & Engineers — Do you
want to pay for their ‘loss’?



232006
Energy Get ‘er done...

THIS CAN’T BE
‘LARRY, THE CABLE GUY’?

THEY TOLD ME TO GET A
‘BUCKET TRUCK"...

1S THIS THE ‘GROUND’

i
B WIRE?
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Energy . Can you say: ‘GFI'... .

NOTICE THE SAFETY GOGGLES.
GREAT ATTENTION TO DETAIL.

NO NEED TO GET MY NEW
RUBBER-SOLE, INSULATED
WORK BOOTS WET;

SO, I TOOK THEM OFF...




232006 | |
Energy  \\Where there’s a will...

THE PINNACLE OF SUCCESS...

AN ENGINEERING MARVEL...

O&M.. WHAT ELSE CAN WE SAY?




~>2006
Energy RISK-BASED STRATEGY

For:

" PROJECT DEVELOPMENT RISKS
= OPERATIONAL OPPORTUNITIES
" CONTRACTUAL AGREEMENTS
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Energy RISK-BASED STRATEGY

= Some STRATEGIES are better
than others...

" HOW’'S YOURS...?
TAKE CONTROL.

George Owens

Senior Vice President
Higginbotham & Associates, Inc.
12720 Hillcrest Rd, Suite 450
Dallas, Texas 75230
214-346-4441
gowens@higginbotham.net
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