CLECO POWER LLC

TRANSMISSION SERVICE CREDIT POLICY


Cleco Power Credit Policy

Effective for service beginning October 1, 2006

I.  INTRODUCTION

In late 2004, the Federal Energy Regulatory Commission (FERC) issued a policy statement under Docket No. PL05-3-000 making various recommendations regarding acceptable credit policies a transmission provider (Transmission Provider) may use under its Open-Access Transmission Tariff (OATT) in judging a transmission customer’s (Customer) creditworthiness.  Based on FERC’s recommendations, Cleco Power initiated the following process to determine the credit risk of current and future Customer’s credit.  This Transmission Service Credit Policy (Credit Policy), shall determine the level of credit risk for each Customer, as appropriate, considering the current risk-tolerance of Cleco Power.  FERC’s recommendation also included a request that the Transmission Provider post its Credit Policy on its transmission reservation system (OASIS) or incorporate into its OATT.  FERC’s goal was to ensure that the Customer could determine its credit limit and that the Credit Policy was transparent, fair, and non-discriminatory.
II.  CREDIT POLICY
For the purpose of determining the ability of a Customer to meet its obligations related to transmission service, the Transmission Provider will require reasonable credit review procedures in accordance with standard commercial practices.  The credit review procedures will consist of data collection, credit evaluation, credit score determination and overall determination of a Transmission Customer’s creditworthiness as required under this Credit Policy and Cleco Power’s OATT.  The Customer shall provide information to the Transmission Provider as part of its data collection process and as part of the Customer’s application for transmission service or as part of the annual or periodic review to continue receiving transmission service.
III.  CREDIT PROCESS
The Transmission Provider shall conduct a creditworthiness review of each Customer using information provided by the Customer from the data collection process and upon its initial request for transmission service and thereafter at the discretion of the Transmission Provider or at the request of the Customer.  The Transmission Provider reserves the right to re-evaluate the Customer's creditworthiness if the financial assurances that a Customer has previously provided have become insufficient to protect the Transmission Provider against the risk of non-payment as provided for in this Credit Policy.  The Transmission Provider can require the Customer to provide or increase its provided financial assurances before transmission service will be initiated or continued.  A credit evaluation shall occur not less frequently than annually.  Initially, all Customers applying for new service shall pay the application deposits required by either Sections 17.3 or 29.2 of the Tariff.  These deposits may be appropriately adjusted prior to initiation of service based on the terms of this Credit Policy.
Establishment As Valid Transmission Customer

Each Customer must apply to be established as a valid Customer under Transmission Providers OATT.  This initial step, if brought to successful conclusion, establishes an Umbrella Service Agreement between Customer and Transmission Provider.
The Transmission Provider shall use the credit evaluation process to establish a credit score for each Customer.  The Transmission Provider shall notify the Customer of its credit score and the relevant credit assurance within three weeks of receiving the Customer’s complete application for transmission service or after receiving the Customer’s written request for reevaluation of creditworthiness.

In order to differentiate Customers and clarify determination of the Customer’s credit requirements, the Customer shall be defined as either a new or existing Public Power Entity or Non-Public Power Entity for calculating credit scores.  A Public Power Entity shall be defined as a Customer that is a non-profit organization including municipalities, cooperatives, joint action agencies or any other governmental entity.  A Non-Public Power Entity shall be defined as any Customer that is not a Public Power Entity.

For the purpose of determining the ability of the Customer to meet its obligations related to transmission service, the Transmission Provider shall evaluate the Customers credit risk in accordance with standard commercial practices.  In addition, the Transmission Provider may require the Customer to provide and maintain in effect during the term of the Service Agreement, an unconditional and irrevocable letter of credit as security to meet its responsibilities and obligations under the Tariff, or an alternative form of security acceptable to the Transmission Provider and consistent with commercial practices established by the Uniform Commercial Code that protects the Transmission Provider against the risk of non-payment.

Billing Cycle Review

It will be the Transmission Provider’s Credit Policy to evaluate the Customer’s credit risk at the end of each billing period by: 1) determining the Customer’s total dollar purchase of transmission service during the billing cycle which preceded the currently completed  month; 2) identify whether or not the Customer has exceeded the monthly credit limit determined by this Credit Policy; 3) determine if additional financial assurance is required; and 4) notifying the Customer of any change in financial assurance.  The Customer’s compliance with the Transmission Provider’s OATT, including compliance with the billing and payment requirements, will be reviewed at the end of each month of service as part of this Credit Policy.  The Transmission Provider reserves the right to require the Customer to replenish any financial assurances previously provided before transmission service is continued or additional service is provided.  
IV.  DATA COLLECTION

A Customer shall provide the following information to the Transmission Provider as part of the Credit Policy process.

1) Agency Ratings - the senior unsecured long-term debt ratings assigned to the Customer by Standard & Poor’s and Moody’s Investor Service, and the long-term issuer rating if the senior unsecured long-term debt rating is not available.

2) Financial Statements – the two (2) most recent quarters of financial statements  signed by the company controller or other authorized company officer and the most recent audited annual financial statements (including, but not limited to the balance sheet, income statement, statement of cash flow, report of independent accountant and accompanying notes) of the Customer. 

3) Material Issues – any pending information that could materially impact the viability of the Customer including, but not limited to litigation, investigations, arbitrations, contingencies, liabilities and affiliate relationships.  

V.  CREDIT EVALUATION   
The Transmission Provider shall evaluate the Customer’s creditworthiness under several scenarios, as follows. 
1.   New or Existing Transmission Customers that meet the Creditworthiness requirements:   
Non-Public Power Entity:

For a Non-Public Power Entity the credit score shall consist of the following quantitative and qualitative factors. The Transmission Customer shall receive one point for meeting or exceeding each qualitative or quantitative factor.  A Non-Public Power Entity may receive a minimum score of zero (0) and a maximum score of six (6). 

(i) Total Debt / Total Capitalization less than 70%

(ii) Three Years of Positive Funds From Operations 
(iii) Cash & Cash Equivalents Greater Than 1.5% of Total Assets
(iv) EBITDA Interest Coverage greater then 1.25


(v) Current Ratio Greater Than 1.0
(vi) Agency Ratings better then a Standard and Poor's ("S&P") Long-Term Unsecured Issuer Credit Rating of BBB-, or a Moody's Investor Service, Inc. ("Moody's") Long-Term Unsecured Issuer Credit Rating of Baa3
Note:  For items (i), (iii), and (v), the most recent quarterly financials statements will be utilized in calculating points. The annual audited financial statements will be used to compute Items (ii) and (iv).

For a Non-Public Power Entity that meets the creditworthiness requirements described below, the Customer shall not be required to post any financial assurance to the Transmission Provider under this Credit Policy or any deposit required by Section 7.3 of the Tariff, if it:
(i) Has received a credit score of four (4) or higher; and

(ii) Is not in default of any payment obligation under the tariff; and

(iii) Is not in bankruptcy proceedings.
For Public Power Entity:

For a Public Power Entity, the credit score shall consist of the following quantitative and qualitative factors. The Transmission Customer shall receive one point for meeting or exceeding each qualitative or quantitative factor.  A Public Power Entity may receive a minimum score of zero (0) and a maximum score of six (6).  

(i) Total Debt / Total Capitalization less than 95%

(ii) Three Years of Positive Funds From Operations 
(iii) Cash & Cash Equivalents Greater Than 1.0% of Total Assets
(iv) EBITDA Interest Coverage greater then 1.25


(v) Current Ratio Greater Than 1.0

(vi) Agency Ratings better then a Standard and Poor's ("S&P") Long-Term Unsecured Issuer Credit Rating of BBB-, or a Moody's Investor Service, Inc. ("Moody's") Long-Term Unsecured Issuer Credit Rating of Baa3
Note:  For items (i), (iii), and (v), the most recent quarterly financial statements will be utilized in calculating points.  The annual audited financial statements will be used to compute Items (ii) and (iv).
For a Public Power Entity that meets the creditworthiness requirements described below, the Customer shall not be required to post any financial assurance to the Transmission Provider under this Credit Policy or any deposit required by Section 7.3 of the Tariff, if it:
(i) Has received a credit score of three (3) or higher; and

(ii) Is not in default of any payment obligation under the tariff; and

(iii) Is not in bankruptcy proceedings.
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Total Debt/ Total Capital

=

Long Term Debt + Current Maturities + Commercial Paper + Other Short Term Borrowings

Long Term Debt + Current Maturities + Commercial Paper + Other Short Term Borrowings

+ Shareholders Equity (Including Preferred Stock) + Minority Interest

Funds From Operations

=

Net Income from Continuing Operations + Depreciation + Amortization+

 Deferred Taxes + Other non-cash Items

Cash & Cash Equivalents/Total Assets

=

Cash + Cash Equivalents (Excluding Restricted Cash)

Total Assets

EBITDA Interest Coverage

=

Adjusted Earnings from Continuing Operations before Interest, Taxes, Depreciation, and Amortization

Gross Interest incurred before subtracting capitalized interest and interest income

Current Ratio

=

Total Current Assets

Total Current Liabilities


2.  New or Existing Customers that do not meet the Creditworthiness requirements:  
The Customer that does not meet the creditworthiness requirements above and existing Customers who are reevaluated by the Transmission Provider at the end of the month or periodically and expose the Transmission Provider to additional risk of not-payment shall be subject to the following.  It shall be the sole responsibility of the Customer to select one of the three options, as applicable, below that best meets the Customer’s needs and so inform the Transmission Provider meeting any timing requirements specified in the selected option.  Customer shall have the right to change its election to be effective with the first of the year following 3 months from the time Transmission Provider is provided notice in writing of Customer’s new election.  Options 1 and 2 are applicable to new Customers that must provide credit support under the Transmission Provider’s Credit Policy described in Section V.1.  All other Customers must comply with Option 3.
Option 1. Provide an unconditional and irrevocable standby letter of credit or a cash deposit in an amount equal to the average of the highest three month charge for transmission service occurring during the last 12 months (rounded up to the nearest thousand dollar increment) or $10,000, whichever is higher.  All costs associated with the issuance and maintenance of a letter of credit shall be paid by the Customer; or 
Option 2. Arrange to prepay for Transmission Service as follows:  
a. For requests with a term greater than one month, the prepayment for the first month must be made when the Customer makes its reservation for that Transmission Service, and no later than five (5) business days before the commencement of service.  Prepayments for the subsequent months of service must be made no later than five (5) business days prior to the beginning of each month; 
b. For service for one (1) month or less, the Customer shall pay the total charge for service when it makes the request or no later than five (5) business days prior to the commencement of service.  
c. For Network Integration Transmission Service, the prepayment for each month must be made no later than five (5) business day prior to the beginning of each month.  The Transmission Provider shall provide the Customer with a reasonable estimate no later than 10 days prior to the beginning of each month of the prepayment amount; or
Option 3. If the Customer originally met the creditworthiness requirements for transmission service under this Credit Policy and subsequently fails to meet those requirements, the Customer shall: 
a. Within five (5) business days of receipt of a notice from the Transmission Provider, provide the Transmission Provider an acceptable form of financial assurance permitted by Option 1 or 2 of this Section V.2, that is equal to the average of the highest three months charge for transmission service occurring during the last 12 months, including ancillary services and losses, or $10,000, whichever is greater. All costs associated with the issuance and maintenance of a letter of credit shall be paid by the Customer; and 
b. Arrange payment for all outstanding transmission service charges no later than five (5) business days prior to the beginning of the next month.
VI.  Right to Draw Upon Financial Assurances Upon Default:  

The Transmission Provider has the right to liquidate, or draw upon, all or a portion of a Customer's form of financial assurance(s) in order to satisfy a Customer's total net obligation to the Transmission Provider upon a Default pursuant to Section 7.3 of the Tariff.  A Customer shall replace any liquidated, or drawn-upon, financial assurances pursuant to the timeframe delineated in this Section V.2.Option 3.  

VII.  Notices to Customer: 

The Transmission Provider shall notify the Customer:  

1. that it is not creditworthy pursuant to this Credit Policy and that the Customer must adjust previously provided financial assurances; and

2. why the Customer is not creditworthy or why the Customer must adjust previously provided financial assurances; and

3. that the Customer must provide any required financial assurances by the deadlines specified in this Credit Policy notice; and 

4. that the Transmission Provider may take corrective actions, including suspension of service pursuant to Section VIII, if the Customer fails to provide the required financial assurances by the specified deadlines; and

5. All notices sent to a Customer pursuant to this Section VII shall be in writing and shall be sent to the Customer overnight courier and shall become effective upon actual receipt.  

VIII.  Suspension of Service: 
The Transmission Provider may suspend Transmission Service currently confirmed under the OATT to a Customer found to be not creditworthy if:  
1. A Customer that is not in Default, but has a billing dispute pursuant to Section 7.3 of the Tariff, fails to (i) provide the entirety of one (1) month of required financial assurances within thirty (30) calendar days, (ii) continue to make all payments not in dispute, and (iii) pay into an independent escrow account the portion of any invoice in dispute, after the Transmission Provider's notification to Customer pursuant to Section VII.  Transmission Provider will provide at least sixty (60) calendar days written notice to the Transmission Customer before suspending Transmission Service; or 

2. A Customer that is in Default, pursuant to Section 7.3 of the Tariff, fails to provide the entirety of the one month's requested financial assurance within five (5) business days after the Transmission Provider's notification to such Customer pursuant to Section V.2.  Transmission Provider will provide written notice to the Commission and receive approval before suspending Transmission Service.  Any notices sent to the Customer and to the Commission pursuant to this Section VIII will be mailed concurrently. The suspension of service shall continue only for as long as the circumstances that entitle the Transmission Provider to suspend service continue.  A Customer is not obligated to pay for Transmission Service that is not provided as a result of a suspension of service.  

IX.  Alternative Forms of Financial Assurance: 
Customer may provide the following as acceptable alternative forms of financial assurance in the amounts specified in Sections V.1 or V.2:  

1. Cash Deposit: The Customer may provide a cash deposit that will be retained during the term of (and until full and final payment and performance of) any relevant Service Agreement.  If a Customer has submitted multiple requests for Transmission Service, then the Transmission Provider may require a cash deposit for each Service Agreement.  Cash deposits submitted as a form of financial assurance will be held by the Transmission Provider and the Customer will be paid an interest rate that is equal to the interest rate earned on the escrow account in which the cash deposit is held.  The cash deposit can be made by wiring immediately available funds to the Transmission Provider's account. 

X.  Return of Financial Assurances upon Re-establishment of Creditworthiness: 
If a Customer re-establishes creditworthiness pursuant to Section V.1, then upon verification by Transmission Provider, all financial assurances will be returned (or terminated, if applicable) to the Customer with interest (if applicable), upon payment of all past due balances to the Transmission Provider pursuant to the Tariff.
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