Figure G4

Credit Evaluation - Assumptions for Determination of Incremental 

Supplier Risk Exposure Associated with Proposal and Potential Required Mitigation

	Power Purchase

Product
	Assumptions for Performance Risk Exposure  Replacement Power Costs
	Expected Credit Risk Exposure Issues
	Potential forms of Remediation for Excess Supplier Risk Exposure

	Annual Plan Products (<1 year)
	Contract volume replaced at 125% of offered contract price
	No additional credit exposure due to purchase but will include pre-existing issues from other transactions
	Cash or Letter of Credit equal to excess Supplier Risk, as determined by ESI.

	Multi-Year Unit Capacity Purchase Agreements
	Contract volume replaced at multiplier of offered contract price :

125% for 1 year term

135% for 2 year term

150% for 3 year term

To be adjusted based on changes in market prices as detailed in G7.
	No additional credit exposure due to purchase but will include pre-existing issues from other transactions 
	As determined by ESI: either Cash or Letter of Credit equal to excess Supplier Risk; or junior lien on assets or performance guarantee by project financers. 

	Life of Unit Stable Fuel Price – Solid Fuels 
	Contract capacity and energy replaced with CCGT with heat rate of 7150 btu/kwhr at cost of $600/kw and long-term gas contract at 120% of current forward gas prices


	 No additional credit exposure due to purchase but will include pre-existing issues from other transactions
	As determined by ESI: either Lien on assets junior to existing debt holders; or assurance from debt holders of performance during bankruptcy; or Cash, Letter of Credit, or Performance Bond.

	Life of Unit Stable Fuel Price – CCGT or Cogen with Long-term Fuel Contract
	Contract capacity and energy replaced with CCGT with heat rate of 7150 btu/kwhr at cost of $600/kw and long-term gas contract at 120% of current forward gas prices
	 No additional credit exposure due to purchase but will include pre-existing issues from other transactions
	As determined by ESI: Lien on assets junior to existing debt holders; or assurance from debt holders of performance during bankruptcy; or Cash, Letter of Credit, or Performance Bond.


Figure G5

Credit Evaluation – Maximum Un-collateralized Bidder Supplier Risk Exposure Based Upon Evaluated Credit Rating Class* 

($millions)

	Contract
	RFP Credit Rating for Bidder

	Term
	AAA thru AA-
	A+ thru A-
	BBB+ thru BBB
	BBB-
	Non-Investment Grade

	< 1 year
	100
	100
	75
	50
	2

	1-2 yrs.
	100
	100
	75
	25
	2

	2-3 yrs.
	100
	100
	50
	25
	2

	> 10 years
	100
	50
	25
	10
	2


Note:  This table represents the maximum possible supplier risk exposure by credit rating and the maximum acceptable exposure for each Bidder may actually be less than this maximum based on the evaluation performed by the Entergy Corporate Risk Group.

Figure G6

Credit Evaluation

Illustration of Initial Calculation of Performance Risk Exposure

Assumptions:

Product: 3 year Multiple-year Unit Capacity Purchase Agreement (MUCPA) for CCGT 

Offer Size in Proposal:  100 MW

Price Bid in Proposal:  $36.00 per kW-year for each year of the contract, 7000 Heat Rate and 67% Annual Capacity Factor (based on typical 5x16 schedule)

Supplier Evaluated Credit Rating:   Non-Investment Grade

Calculation of  Initial Performance Risk Exposure:

Calculate potential replacement power risk using assumptions from Figure G4:

Year 1 – 
Replacement Power Costs = 125% x  $36.00/kW-yr. (@ 7000 HR & 67% Annual Capacity Factor)

Incremental Annual Supplier Risk Exposure = .25 x $36.00 kW-yr x 100,000 kW = $0.9 million

Year 2 – 
Replacement Power Costs = 135% x  $36.00/kw-yr.  (@ 7000 HR & 67% Annual Capacity Factor)

Incremental Annual Supplier Risk Exposure = .35 x $36.00 kW-yr. x 100,000 kW = $1.26 million

Year 3 – 
Replacement Power Costs = 150% x  $36.00/kW-yr.  (@ 7000 HR & 67% Annual Capacity Factor)

Incremental Annual Supplier Risk Exposure = .50 x $36.00 kW-yr. x 100,000 kW = $1.8 million

Total Initial Performance Risk Exposure for Proposal

NPV@LIBOR (@ 1.61% Annual)

Day 1

$3.96 million 


$3.85 million


Figure G7

Credit Evaluation

Illustration of Collateral Call Methodology and Process

Calculation of “Exposure Balance”

(+) Maximum Supplier Exposure for each Bidder (as determined by ESI)

(-) Initial Performance Risk Exposure (see example in Figure G6)

(=) “Exposure Balance”

Note:

If “Exposure Balance” >  $0 then no collateral will be required to be posted; or

If “Exposure Balance” < $0 then the amount of Exposure Balance * (-1) will required to be posted and Bidder will be immediately notified.

Example:

(+) $2.0 mm
Maximum Supplier Exposure (from Table G5) = $2 million based upon 3 year term and Non-Investment grade credit rating

(-)  $3.85mm
Initial Performance Risk Exposure (see example in Figure G6)

=   $1.85 mm
Exposure Balance - required collateral (e.g. Letter of Credit)  

The following Product Reference Values will be established based on market conditions as of November 7, 2002:

  _____%
 Discount Rate - One Year Libor rate (as posted daily in the “Money Rate” section of the Wall Street Journal)

$_____ /MWH 
Energy Rate - Average of daily On-peak Firm Energy Price for the “into Entergy” product as posted by MegaWatt Daily (averaged for the prior ten business days) for remaining contract term

Ongoing Collateral Call Calculations (calculated monthly on the last business day for all short term products)

Example:

Assumes that contract has been in effect for exactly one year and a new monthly calculation will be made based on the following assumptions:

· $42.00/MWH  -  Current Market Value for Energy Rate for remaining term of contract (for example purposes only)

· 1.5% - LIBOR – Current One Year Libor rate (as posted daily in the “Money Rate” section of the Wall Street Journal) (for example purposes only)

· $32.00/MWH  -  Product Reference Value for Energy Rate for remaining term of contract as of  November 7, 2002 as specified above. (for example purposes only, actual data to be used)

· 1.61% - LIBOR – Product Reference Value for One Year Libor rate (as posted daily in the “Money Rate” section of the Wall Street Journal) as of November 7, 2002 as specified above.  (for example purposes only, actual data to be used)

Market Value Adjustment

(+) Current Market Value for Energy Rate (as calculated on the last day of each month)

(-)  Product Reference Value for Energy Rate (as specified above)

=   Energy Rate Adjustment


Example:

(+)  Current Market Value for Energy Rate



$42.00
MWH

(-)   Product Reference Value for Energy Rate


$32.00
MWH 

=  Energy Rate Adjustment




$10.00
MWH

Energy Rate Adjustment/Product Reference Value for Energy Rate = Exposure Adjustment Rate

$10.00/$32.00 = 31.25% Exposure Adjustment Rate
* Recalculate replacement power risk:

Year 2 – 
Replacement Power Costs = 131.25% x  $36.00/kw-yr.  (@ 7000 HR & 67% Annual Capacity Factor)

Incremental Annual Supplier Risk Exposure = .3125 x $36.00 kW-yr. x 100,000 kW = $1.13 million

Year 3 – 
Replacement Power Costs = 135% x  $36.00/kW-yr.  (@ 7000 HR & 67% Annual Capacity Factor)

Incremental Annual Supplier Risk Exposure = .35 x $36.00 kW-yr. x 100,000 kW = $1.26 million

Total Performance Risk Exposure for Proposal

NPV@LIBOR (@ 1.50% Annual)

Day 1 (Year 2)
$2.39 million 


$2.35 million


Total Collateral Required

(+) $2.0 mm
Maximum Supplier Exposure (from Table G5) = $2 million based upon 3 year term and Non-Investment Grade credit rating

(-)  $2.35mm
Initial Performance Risk Exposure (see example in Figure G6)

=   $0.35mm
Exposure Balance - required collateral (e.g. Letter of Credit)  

Key Principles:

1)  Changes in collateral requirements (up or down) will be required when the Exposure Adjustment Rate exceeds the rates initially established hereunder (e.g. 25% year 1, 35% year 2 and 50% year 3).  

Example #1:  if the Exposure Adjustment Rate in Year 1 increased to 50%, an increase in collateral requirements would be as follows:








Cumulative collateral requirements

Year
Specified Rate
Incremental Market Exposure 
as a % of original contract value

Year 1
25%

50% - 25% = +25%


50% remaining exposure

Year 2
35%

50% - 35% = +15%


50% total exposure

Year 3
50%

50% - 50% =  0%



50% total exposure

Example #2:  if the Exposure Adjustment Rate in Year 1 decreased by 50%, a decrease in collateral requirements would be as follows:








Cumulative collateral requirements

Year
Specified Rate
Incremental Market Exposure 
as a % of original contract value

Year 1
25%

(50%) – 25% = -25%


0% total remaining exposure

Year 2
35%

(50%) – 35% = -15%


10% total exposure

Year 3
50%

(50%) – 50% = 0%


50% total exposure

Note that collateral requirements can never be less than $0.

2) Collateral requirements will be calculated on the last business day of each month for the remaining term of the agreement and the required increases/decreases in collateral must be made within five business days.  The calculation will include quarterly adjustments to reflect the remaining term of contract and applicable collateral specifications.  For example, assuming a contract begins May 1, 2003, year one will be defined as the period from May 2003 through April 2004.  The calculation for the end of June 2003 will define year one as the period from July 2003 through June 2004 and the calculation for the end of September will define year one as the period from October 2003 through September 2004, etc.

3) Netting of transaction will be taken into consideration as applicable to each Bidder.
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