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Credit Support Addendum 
The parties hereby agree to the following provisions shall apply to the Base Contract.

	Guarantor
	Party A : [insert Guarantor name] 

Party B : None______________________
	Collateral 

Threshold 
	
[image: image9.png]


  See Definition of “Collateral Threshold” below 

	Eligible Collateral


	                                                           Valuation

                                                          Percentage 

Party A:   
[image: image2]  Cash                               100%

                
[image: image3]  Letters of Credit             100%*

Party B:   
[image: image4]  Cash                               100%

                
[image: image5]  Letters of Credit             100%*

* - See Definition of Valuation Percentage.


	Minimum 

Transfer 

Amount
	Party A: $1
Party B: $1

	
	
	Rounding

Amount 
	Party A: $100,000

Party B: $100,000

	Transfer Method for Other Eligible Collateral

	Party A: Not Applicable 
Party B: Not Applicable 
	Notification

Time

Close of Business
	   
[image: image6] 1 p.m. Eastern Prevailing Time

   
[image: image7]  5 p.m. Eastern Prevailing Time



	Eligibility Requirements to Hold Cash
	A party must have a Credit Rating of at least BBB- with stable outlook from S&P or Baa3 with stable outlook from Moody’s.  If such entity is rated by more than one Ratings Agency and the ratings are at different levels, the lowest rating shall be the Credit Rating for this purpose. 

	
	

	


GENERAL TERMS AND CONDITIONS 

of the 

CREDIT SUPPORT ADDENDUM

to the

 BASE CONTRACT FOR PURCHASE AND SALE OF NATURAL GAS

Paragraph 1.    Purpose

This CSA constitutes an Addendum to that certain Base Contract for Sale and Purchase of Natural Gas, as identified on the front page herein, between the parties (“Base Contract”), and supplements, forms part of, and amends the Base Contract affecting transactions thereunder. Capitalized terms used in this CSA that are not herein defined will have the meanings ascribed to them in the Base Contract. In the event of a conflict between the terms of this CSA and the Base Contract, the terms of this CSA shall apply for the purposes of this CSA.

The terms set forth below shall have the meanings ascribed to them below.  Other terms are also defined elsewhere in the Base Contract and shall have the meanings ascribed to them therein.

Paragraph 2.     Definitions.

As used in this CSA:

“Cash” shall mean United States Dollars.
“Cash Collateral Interest Amount" shall mean the product of the following three factors: (x) dollar amount of Cash collateral on which an interest payment is based; (y) Cash Collateral Interest Rate; and (z) the number of days in the calculation period divided by 360.
“Cash Collateral Interest Rate” shall mean, for any given month, the average of the annual interest rates reported for all weekdays in the month opposite the caption “Federal funds (effective)” as set forth in the H.15 release, or any successor publication, published by the Board of Governors of the Federal Reserve System.
“Close of Business” shall have the meaning set forth in the elections on Page 1 herein.

“Collateral Requirement” shall have the meaning set forth in Paragraph 3 herein.

“Collateral Threshold” shall mean

For Party A: the lowest amount of

a) the amount set forth below under the heading “Collateral Threshold” opposite the lower of the Credit Ratings for such Party or, if applicable, such Party’s Guarantor on the relevant date of determination. If such Party or, if applicable, its Guarantor does not have a Credit Rating on the relevant date of determination from at least one of the Ratings Agencies specified below, the Collateral Threshold shall be $0 (zero);
b) 80% of the amount of the Guaranty, as amended from time to time, provided by such Party’s Guarantor, if any, for the benefit of the other Party; and
c) $0 (zero) if an Event of Default with respect to such Party has occurred and is continuing.

	Collateral Threshold
	Moody’s
Credit Rating


	S&P
Credit Rating

	$
	Aa3 or above
	AA- or above

	$
	A1
	A+

	$
	A2
	A

	$
	A3
	A-

	$
	Baa1
	BBB+

	$
	Baa2
	BBB

	$
	Baa3
	BBB-

	$ 0 (zero)
	Ba1 or below
	BB+ or below


For Party B
the lower amount of

a) the amount set forth below under the heading “Collateral Threshold” opposite the lower of the Credit Ratings for such Party or, if applicable, such Party’s Guarantor on the relevant date of determination. If such Party or, if applicable, its Guarantor does not have a Credit Rating on the relevant date of determination from at least one of the Ratings Agencies specified below, the Collateral Threshold shall be $0 (zero); and
b) $0 (zero) if an Event of Default with respect to such Party has occurred and is continuing.

	Collateral Threshold
	Moody’s
Credit Rating


	S&P
Credit Rating

	$
	Aa3 or above
	AA- or above

	$
	A1, A2 or A3
	A+, A or A-

	$
	Baa1
	BBB+

	$
	Baa2
	BBB

	$
	Baa3
	BBB-

	$
	Ba1
	BB+

	$ 0 (zero)
	Ba2 or below
	BB or below


“Credit Rating” shall mean with respect to any entity, the rating then assigned to such entity’s unsecured, senior long-term debt or deposit obligations (not supported by third party credit enhancements) by S&P or Moody’s.  If no rating is assigned to such entity’s unsecured, senior long-term debt or deposit obligations by any Ratings Agency, then “Credit Rating” shall mean the general corporate credit rating or long-term issuer rating assigned to such entity by S&P or Moody’s.  If any entity is rated by more than one Ratings Agency and the ratings are at different levels, then “Credit Rating” means the lowest such rating.
“Custodian” shall mean a Qualified Institution. 

“Demand Date” shall mean, with respect to a party's (i) demand for the Transfer of Eligible Collateral pursuant to Paragraph 4 herein, (ii) demand for reduction or substitution of Posted Collateral pursuant to Paragraph 5 herein, and/or (iii) demand for Disputed Calculations pursuant to Paragraph 6 herein:

(a) the date on which a demand is made, if such demand is received prior to the Notification Time on a Business Day; or 

(b) the following Business Day if a demand is made on a non-Business Day or after the Notification Time on a Business Day.

“Eligible Collateral” shall have the meaning set forth in the elections on Page 1 herein. 

“Exposure” shall mean the Net Settlement Amount, as calculated by the Secured Party in good faith and in a commercially reasonable manner, that the Pledging Party would owe to the Secured Party if an Early Termination Date had been designated as of the date of such calculation as provided for in Section 10 of the Base Contract; provided that such calculations shall be at the mid point between the bid price and the offer price.
“Independent Amount” shall have the following meaning:

With respect to Party A: [insert amount]
With respect to Party B: $0
“Letter of Credit” shall have the meaning set forth in Paragraph 7(a) herein.

“Letter of Credit Default” shall have the meaning set forth in Paragraph 7(b) herein. 

“Minimum Transfer Amount” shall mean the amount set forth in the elections on Page 1 herein for a party.    
“Moody’s” shall mean Moody’s Investors Service, Inc. or its successor.

“Notification Time” shall have the meaning set forth in the elections on Page 1 herein.

“Notice” shall have the meaning set forth in Paragraph 9 herein. 

“Pledging Party” shall have the meaning set forth in Paragraph 3 herein.

“Posted Collateral” shall mean (1) all Eligible Collateral and all proceeds thereof that have been Transferred to or received by the Secured Party hereunder and not Transferred to the Pledging Party pursuant to Paragraph 4 or released by the Secured Party, and (2) any Cash received and held by the Secured Party after drawing on any Letter of Credit.
“Qualified Institution” shall mean a U.S. branch of a commercial bank that is unaffiliated with the Pledging Party, with total assets of at least ten billion U.S. dollars (US$10,000,000,000) and a Credit Rating of at least “A-” by S&P or “A3” by Moody’s.  If such bank is rated by more than one Ratings Agency and the ratings are at different levels, the lowest rating shall be the Credit Rating for this purpose.

“Ratings Agency” shall mean any of S&P and Moody’s (collectively, the “Ratings Agencies”).

“Reference Market Maker” shall mean a leading dealer in the relevant market that is not an affiliate of either party selected by a party determining any disputed calculations pursuant to Paragraph 6 herein in a commercially reasonable manner from among dealers which satisfy all the criteria that such party applies generally.

“Rounding Amount” shall mean the amount set forth in the elections on Page 1 herein for a party.
“S&P” shall mean Standard & Poor’s Financial Services LLC or its successor.

“Secured Party” shall have the meaning set forth in Paragraph 3(b) herein.  

“Transfer” or “Transferred" shall mean, with respect to any Eligible Collateral, Posted Collateral, or Cash Collateral Interest Amount, and in accordance with the instructions of the appropriate party:

(i)
in the case of Cash, payment or delivery by wire transfer or electronic payment in immediately available federal funds into one or more bank accounts set forth on Page 1 herein (or as otherwise specified in a demand Notice); 

(ii)
in the case of Letters of Credit, delivery of the Letter of Credit or an executed amendment to such Letter of Credit by the Pledging Party to the Secured Party at the address specified in this CSA (or as otherwise specified in a demand Notice); or the return of the Letter of Credit by the Secured Party to the Letter of Credit issuer; and

(iii)
in the case of any other Eligible Collateral, the Transfer methodology specified by the parties in the elections on Page 1 herein. 

“Valuation Percentage” shall mean the percentage set forth in the elections on Page 1 herein for each form of Eligible Collateral; provided with respect to Letters of Credit the Valuation Percentage shall be 100% unless either (i) a Letter of Credit Default shall apply with respect to such Letter of Credit or (ii) twenty (20) or fewer Business Days remain prior to the expiration of such Letter of Credit, in which case the Valuation Percentage shall be zero (0).

“Value” shall mean the Valuation Percentage multiplied by the amount of Posted Collateral; provided with respect to Letters of Credit, such amount shall be the amount then available to be unconditionally drawn under the Letter of Credit held by the Secured Party.

Paragraph 3.    Calculation of Collateral Requirement. 

On any Business Day, the “Collateral Requirement” for a party (the “Pledging Party”) means the Secured Party’s Exposure plus the Pledging Party’s Independent Amount minus the sum of:

(a) the Pledging Party's Collateral Threshold; plus

(b)
the Value of all Posted Collateral then held by the party other than the Pledging Party (the “Secured Party”);   

provided, however, that, the Collateral Requirement of the Pledging Party will be deemed to be zero (0) whenever the calculation of such Pledging Party’s Collateral Requirement yields a number less than zero (0).  

Paragraph 4.    Transfer of Eligible Collateral. 

On any Business Day on which (i) no Event of Default with respect to the Secured Party has occurred and is continuing, (ii) no Early Termination Date has occurred or been designated by the Pledging Party for which there exist any unsatisfied payment obligations under the Base Contract, and (iii) the Pledging Party’s Collateral Requirement equals or exceeds its Minimum Transfer Amount, the Secured Party may demand, by Notice to the Pledging Party, that the Pledging Party Transfer to the Secured Party, and the Pledging Party shall Transfer or cause to be Transferred to the Secured Party, Eligible Collateral for the benefit of the Secured Party having a Value on the date of Transfer at least equal to the Pledging Party’s Collateral Requirement.  The amount of Eligible Collateral required to be Transferred hereunder shall be rounded up to the nearest integral multiple of the Rounding Amount.  Unless otherwise agreed to in writing by the parties, the Pledging Party shall Transfer the Eligible Collateral within three (3) Business Days following the Demand Date.  Any Letter of Credit or other type of Eligible Collateral (other than Cash) shall be Transferred to the address specified in this CSA or to such address as the Secured Party shall specify in its demand, pursuant to this Paragraph 4.  Any demand made by the Secured Party pursuant to this Paragraph 4 shall specify wire transfer or electronic payment information for the account(s) to which Eligible Collateral in the form of Cash shall be Transferred if different then that set forth in this CSA.  In connection with each Transfer of any Eligible Collateral to the Secured Party pursuant to this CSA, the Secured Party will, upon request of the Pledging Party, provide a receipt in form and substance reasonably satisfactory to the Secured Party showing the Posted Collateral Transferred to it. Notwithstanding anything to the contrary in this CSA, in the event of an Event of Default, with respect to the Pledging Party which gives rise to an obligation to Transfer Eligible Collateral, the Pledging Party shall have no obligation to Transfer such Eligible Collateral if such event is cured or otherwise no longer exists prior to the time that such Eligible Collateral is required to be provided hereunder.  

Paragraph 5.    Reduction and Substitution of Posted Collateral.

(a)
On any Business Day a Pledging Party may demand, by Notice to the Secured Party, a reduction in the amount of Posted Collateral previously provided by the Pledging Party for the benefit of the Secured Party, and the Secured Party shall comply with said demand, provided that after giving effect to the demanded reduction in Posted Collateral, (i) the Pledging Party shall have a Collateral Requirement of zero (0) as of the date the Secured Party would be required to return the requested Posted Collateral, (ii) no Event of  Default with respect to the Pledging Party has occurred and is continuing, and (iii) no Early Termination Date has occurred or been designated by the Secured Party for which there exist any unsatisfied payment obligations under the Base Contract.  The amount of the Posted Collateral reduction shall be made by the Secured Party if such amount equals or exceeds the Secured Party’s Minimum Transfer Amount; provided however, such amount actually returned by the Secured Party shall be rounded down to the nearest integral multiple of the Rounding Amount. Unless otherwise agreed in writing by the parties, the Secured Party shall effect a permitted reduction in Posted Collateral within three (3) Business Days following the Demand Date for such reduction.  If a permitted reduction in Posted Collateral is to be effected by a reduction in the amount that may be drawn under an outstanding Letter of Credit previously issued for the benefit of the Secured Party, the Secured Party shall promptly take such action as is reasonably necessary to cooperate with the Pledging Party to effectuate such reduction.  In connection with each Transfer of any Eligible Collateral to the Secured Party pursuant to this CSA, the Secured Party will, upon request of the Pledging Party, provide a receipt in form and substance reasonably satisfactory to the Secured Party showing the Posted Collateral Transferred to it.
(b)
Except when (i) an Event of Default with respect to the Pledging Party has occurred and is continuing, or (ii) an Early Termination Date has occurred or been designated by the Secured Party for which there exist any unsatisfied payment obligation under the Base Contract, the Pledging Party may substitute for existing Posted Collateral new Eligible Collateral of equal or greater Value  (provided that, if such substitute Eligible Collateral is of a type not designated as Eligible Collateral in the elections on Page 1 herein, then the substitution may not occur unless the Secured Party consents to such substitution). Upon the Transfer to the Secured Party of the substitute Eligible Collateral, the Secured Party shall Transfer the relevant replaced Posted Collateral (as specified by the Pledging Party) to the Pledging Party within three (3) Business Days after such Transfer has been effected.  Notwithstanding anything herein to the contrary, no such substitution shall be permitted unless (x) the substitute Eligible Collateral is Transferred to the Secured Party prior to, the release of the Posted Collateral to be returned to the Pledging Party and, if applicable, the security interest in, and lien upon, such substituted Eligible Collateral granted pursuant hereto in favor of the Secured Party shall have been perfected as required by applicable law and shall constitute a first priority perfected security interest therein and general first lien thereon, and (y) after giving effect to such substitution, the Value of such substitute Eligible Collateral, together with all other Posted Collateral held by the Secured Party, shall equal or exceed the Pledging Party’s Collateral Requirement.  Each substitution of Eligible Collateral shall constitute a representation, warranty and agreement by the Pledging Party that the substituted Eligible Collateral shall be subject to and governed by the terms and conditions of this CSA, including without limitation and if applicable, the security interest in, general first lien on and right of offset against, such substituted Eligible Collateral granted pursuant to Paragraph 13(a) in favor of the Secured Party. 
(c)
The Transfer of any Posted Collateral by the Secured Party to the Pledging Party in accordance with this Paragraph 5 shall be deemed a release by the Secured Party of its security interest, general first lien and right of offset granted pursuant to Paragraph 13(a) hereof only with respect to such returned Posted Collateral.  

Paragraph 6.    Disputed Calculations.

(a)
If the Pledging Party disputes the amount of Eligible Collateral requested by the Secured Party and such dispute relates to the amount of the Exposure as determined by the Secured Party, then the Pledging Party shall (i) notify the Secured Party of the existence and nature of the dispute not later than the Close of Business on the Demand Date, and (ii) Transfer Eligible Collateral to or for the benefit of the Secured Party in accordance with Paragraph 4 and in an amount equal to the Pledging Party's own calculation of its Collateral Requirement as determined, in accordance with Paragraph 3.  Such calculation shall be made in good faith and a commercially reasonable manner that is consistent with Section 10 of the Base Contract.  In all such cases, the parties thereafter shall promptly consult with each other in order to reconcile the two conflicting calculations.  If the parties have not been able to resolve their dispute on or before the Notification Time on the second Business Day following the Demand Date, then the amount of the Exposure shall be recalculated with each party requesting quotations from one (1) Reference Market-Maker by the Notification Time on the third (3rd) Business Day following the Demand Date (taking the arithmetic average of those quotations obtained to obtain the average Exposure, provided, that, if only one (1) quotation can be obtained, then that quotation shall be used and if no quotations can be obtained, then the Secured Party’s calculation shall control) for the purpose of recalculating the Exposure of each transaction in respect of which the parties disagree as to the Exposure thereof.  The Pledging Party shall inform the Secured Party of the quotation it has obtained, if any, by the Notification Time on the third (3rd) Business Day following the Demand Date.  The Secured Party shall inform the Pledging Party of the results of such recalculation in reasonable detail by the Notification Time on the fourth (4th) Business Day following the Demand Date.  Eligible Collateral shall thereupon be provided, returned, or reduced, if necessary, by the Close of Business on the seventh (7th) Business Day following the Demand Date.  If the Pledging Party fails to dispute the amount of the Collateral Requirement within the time period specified above, then the Pledging Party shall Transfer or cause to be Transferred to the Secured Party, Eligible Collateral for the benefit of the Secured Party having a Value on the date of Transfer at least equal to the Pledging Party's Collateral Requirement, as originally demanded by the Secured Party.  

(b)
If the Secured Party disputes the amount of Eligible Collateral to be reduced by the Secured Party and such dispute relates to the amount of the Exposure claimed by the Pledging Party, then the Secured Party shall (i) notify the Pledging Party of the existence and nature of the dispute by the Close of Business on the Demand Date for such reduction, and (ii) effect the reduction of Eligible Collateral to or for the benefit of the Pledging Party in accordance with Paragraph 5 and in an amount equal to the Secured Party's own estimate, made in a commercially reasonable manner, of the Pledging Party’s Collateral Requirement as determined in accordance with Paragraph 3.  In all such cases, the parties thereafter shall promptly consult with each other in order to reconcile the two conflicting amounts.  If the parties have not been able to resolve their dispute on or before the Notification Time on the second (2nd) Business Day following the Demand Date for such reduction, then the Secured Party’s Exposure shall be recalculated by each party requesting quotations from one (1) Reference Market-Maker by the Notification Time on the third (3rd) Business Day following the Demand Date for such reduction (taking the arithmetic average of those quotations obtained to obtain the average Exposure; provided, that, if only one (1) quotation can be obtained, then that quotation shall be used and if no quotations can be obtained, then the Secured Party’s calculations shall control) for the purpose of recalculating the Exposure of each transaction in respect of which the parties disagree as to the Exposure thereof.  The Pledging Party shall inform the Secured Party of the quotation it has obtained, if any, by the Notification Time on the third (3rd) Business Day after the Demand Date.  The Secured Party shall inform the Pledging Party of the results of such recalculation in reasonable detail by the Notification Time on the fourth (4th) Business Day after the Demand Date for such reduction.  Eligible Collateral shall thereupon be provided, returned, or reduced, if necessary, by the Close of Business on the seventh (7th) Business Day after the Demand Date for such reduction.  If the Secured Party fails to dispute the amount of the demanded reduction within the time period specified above, then the Secured Party shall Transfer or cause to be Transferred to the Pledging Party, Eligible Collateral for the benefit of the Pledging Party having a Value on the date of Transfer at least equal to the Pledging Party's demanded reduction.  

Paragraph 7.    Letters of Credit.  

Eligible Collateral provided in the form of a Letter of Credit shall be subject to the following provisions.

(a) Each “Letter of Credit” shall be an irrevocable, nontransferable standby letter of credit, substantially in the form of Exhibit I and acceptable to Secured Party, issued by a Qualified Institution.
(b) “Letter of Credit Default” shall mean with respect to an outstanding Letter of Credit that is held by the Secured Party as Posted Collateral, the occurrence of any of the following events: 
(i) the issuer of such Letter of Credit shall fail to be a Qualified Institution; 
(ii) the issuer of such Letter of Credit goes bankrupt; 
(iii) the issuer of the Letter of Credit shall fail to comply with or perform its obligations under such Letter of Credit; 
(iv) the issuer of such Letter of Credit shall disaffirm, disclaim, repudiate or reject, in whole or in part, or challenge the validity of, such Letter of Credit; or 
(v) such Letter of Credit shall expire or terminate, or shall fail or cease to be in full force and effect (other than in accordance with its terms) prior to the satisfaction of all obligations of the Pledging Party under the Base Contract, in any such case without replacement; 
provided, however, that no Letter of Credit Default shall occur or be continuing in any event with respect to a Letter of Credit after the time such Letter of Credit is required to be canceled or returned to the Pledging Party in accordance with the terms of this CSA.  
Upon the occurrence of a Letter of Credit Default, the Pledging Party shall Transfer to the Secured Party either a substitute Letter of Credit or other Eligible Collateral with Value at least equal to the Value of the Letter of Credit being replaced, in each case on or before the third (3rd) Business Day after the occurrence thereof (or the fifth (5th) Business Day after the occurrence thereof if only clause (i) under the definition of Letter of Credit Default applies).

(c) Unless otherwise agreed in writing by the parties, each Letter of Credit shall be provided in accordance with this Paragraph 7 and each Letter of Credit shall be maintained for the benefit of the Secured Party.  The Pledging Party shall 
(i) renew or cause the renewal of each outstanding Letter of Credit on a timely basis as provided in the relevant Letter of Credit; 
(ii) transfer either a substitute Letter of Credit or other Eligible Collateral with Value at least equal to the Value of the Letter of Credit being replaced, in each case at least twenty (20) Business Days prior to the expiration of the outstanding Letter of Credit; and 
(iii) transfer for the benefit of the Secured Party either a substitute Letter of Credit or other Eligible Collateral with Value at least equal to the Value of the Letter of Credit being replaced, in each case within three (3) Business Days after such failure, if the issuer of a Letter of Credit fails to honor the Secured Party’s properly documented request to draw on an outstanding Letter of Credit; 
provided that, as a result of the Pledging Party’s failure to perform in accordance with (i), (ii) or (iii) above, the Pledging Party’s Collateral Requirement would be greater than zero (0).

(d) Upon or at any time after the occurrence of an Event of Default with respect to the Pledging Party and/or the designation of an Early Termination Date by the Secured Party, the Secured Party may draw on the entire undrawn portion of any outstanding Letter(s) of Credit upon submission to the bank issuing such Letter of Credit in accordance with the specific requirements of the Letter of Credit.  Cash proceeds received from drawing upon the Letter of Credit shall be deemed Posted Collateral as security for the Pledging Party’s obligations to the Secured Party and the Secured Party shall have the rights and remedies set forth in this CSA with respect to such Cash proceeds.  Notwithstanding the Secured Party’s receipt of Cash under the Letter of Credit, the Pledging Party shall remain liable (i) for any failure to Transfer sufficient Posted Collateral, and (ii) for any amounts owing to the Secured Party and remaining unpaid after the application of the amounts so drawn by the Secured Party.

(e) A Pledging Party may substitute a Letter of Credit for one or more other outstanding Letter(s) of Credit issued for the benefit of the Secured Party, provided that the Value of such substitute Letter of Credit shall be at least equal to the Value of the Letter(s) of Credit being replaced, and provided further that no Letter of Credit shall be canceled unless and until the Letter of Credit to be substituted therefor shall have been validly executed, issued and Transferred for the benefit of the Secured Party in accordance with applicable law.

(f) In all cases, the costs and expenses incurred by the Pledging Party to establish, renew, substitute, cancel, and/or increase the amount of (as the case may be) a Letter of Credit shall be borne by the Pledging Party.

Paragraph 8.    Care and Use of Cash.  

Eligible Collateral provided in the form of Cash shall be subject to the following provisions.

(a)
Eligibility to Hold Cash.

(i)
If a party is not eligible to hold Cash as set forth in the elections on Page 1 herein, then such Cash shall be held in a Collateral Account in accordance with the provisions of Paragraph 8(e). 

(ii)
The Secured Party or its Custodian will be entitled to hold Cash provided that the following conditions, as applicable, are satisfied: (1) the Secured Party is not a Defaulting Party, (2) the Secured Party, if applicable, meets the Eligibility Requirements to Hold Cash requirements set forth in the elections on Page 1 herein, (3) Cash shall be held only in any jurisdiction within the United States, and (4) the Custodian is a Qualified Institution.  If a party or its Custodian is not eligible, or subsequently becomes ineligible, to hold Posted Collateral pursuant to this Paragraph, then it shall be considered a “Downgraded Party” or a “Downgraded Custodian”, as the case may be, and Posted Collateral shall be maintained in accordance with Paragraph 8(e).  

(iii)
Upon Notice by the Secured Party to the Pledging Party of the appointment of a Custodian, the Pledging Party’s obligations to make any Transfer will be discharged by making the Transfer to that Custodian.  The holding of Cash by a Custodian will be deemed to be the holding of Cash by the Secured Party for which the Custodian is acting. The Secured Party will be liable for the acts or omissions of its Custodian to the same extent that the Secured Party would be liable hereunder for its own acts or omissions. 

(b)
Use of Cash.  Notwithstanding the provisions of applicable law, if the Secured Party is eligible to hold cash in accordance with Paragraph 8(a), is not a Defaulting Party and no Early Termination Date has occurred or been designated by the Pledging Party as a result of an Event of Default with respect to the Secured Party, then the Secured Party shall have the right to sell, pledge, rehypothecate, assign, invest, use, commingle or otherwise dispose of, or otherwise use in its business any Cash it holds, free from any claim or right of any nature whatsoever of the Pledging Party, including any equity or right of redemption by the Pledging Party.  
(c)
Interest Payments on Cash.  So long as no Event of Default with respect to the Pledging Party has occurred and is continuing, and no Early Termination Date (for which any unsatisfied payment obligations of the Pledging Party exist) has occurred or been designated as the result of an Event of Default with respect to the Pledging Party and to the extent that an obligation to Transfer Posted Collateral would not be created or increased by the Transfer, the Secured Party will calculate and Transfer to the Pledging Party, in lieu of any interest or other amounts paid or deemed to have been paid with respect to the Cash (all of which may be retained by the Secured Party), the Cash Collateral Interest Amount, concurrently with the return of such Cash to the Pledging Party in accordance with the terms of this Contract.  On or after the occurrence of an Event of Default with respect to the Pledging Party or an Early Termination Date as a result of an Event of Default with respect to the Pledging Party, the Secured Party shall retain any such Cash Collateral Interest Amount as additional Eligible Collateral hereunder until the obligations of the Pledging Party under the Base Contract have been satisfied or for so long as such Event of Default is continuing in the case of an Event of Default; provided that, any Cash Collateral Interest Amount that is held by the Secured Party as additional Eligible Collateral shall not accrue interest in accordance with this Paragraph.

(d) Care of Cash.  Without limiting the Secured Party’s rights under Paragraph 8(b), the Secured Party will exercise reasonable care to assure the safe custody of all Cash held by it as Posted Collateral to the extent required by applicable law, and in any event the Secured Party will be deemed to have exercised reasonable care if it exercises at least the same degree of care as it would exercise with respect to its own property.  Except as specified in the preceding sentence, the Secured Party will have no duty with respect to Cash, including, without limitation, any duty to enforce or preserve any rights pertaining thereto.

(e)
Holding of Cash by a Custodian.   The provisions of Paragraph 8(b) will apply to the parties; provided, however, that if a party or its Custodian is not eligible to hold Cash pursuant to Paragraph 8(a) (the event that caused it or its Custodian, if any, to be ineligible to hold Cash shall be a “Credit Rating Event”; if such Credit Rating Event occurs with respect to a party, such party shall be the “Downgraded Party”; and if such Credit Rating Event occurs with respect to a party’s Custodian, such Custodian shall be the “Downgraded Custodian”), then: (1) the provisions of Paragraph 8(b) will not apply with respect to the Downgraded Party as the Secured Party for so long as either the Secured Party or its Custodian, if any, remain a Downgraded Party or a Downgraded Custodian, respectively, and  (2)  the Downgraded Party shall be required to deliver (or cause the Downgraded Custodian to deliver, as the case may be) by the Close of Business on the second (2nd) Business Day following such Credit Rating Event all Cash in its possession or held on its behalf (i) to a Custodian that is a Qualified Institution, and (ii) to a segregated, safekeeping or custody account (“Collateral Account”) within such Custodian with the title of the Collateral Account indicating that the property contained therein is being held as Posted Collateral for the Downgraded Party; provided, that, if the Credit Rating Event occurs with respect to a party’s Custodian that is holding Posted Collateral on behalf of such party, then such Downgraded Custodian may also deliver such Posted Collateral to such party if such party is not a Downgraded Party, and (iii) the parties agree to enter into a control agreement (“Control Agreement”) with the Custodian maintaining the Collateral Account. The Control Agreement shall be in such form as shall be reasonably acceptable to each of the parties and shall provide for such items as the timing and release of the funds in the Collateral Account and the investment and reinvestment of Cash held in the Collateral Account.  The Control Agreement shall further provide that Custodian shall serve as Custodian with respect to the Posted Collateral in the Collateral Account, and shall hold such Posted Collateral in accordance with the terms of this CSA and for the security interest of the Downgraded Party and, subject to such security interest, for the ownership of the non-Downgraded Party.  The parties further agree that notwithstanding the fact that Cash is being held by a Custodian in a Collateral Account pursuant to a Control Agreement, the Downgraded Party shall be required to make interest payments to the non-Downgraded Party in an amount equal to the Cash Collateral Interest Amount in accordance with the provisions of Paragraph 8(c).

Paragraph 9.   Notices 

(a)
“Notice” shall mean a notice or other communication in respect of this CSA.  Notice must be in writing and may be given in any manner set forth below to the address or number or in accordance with the electronic messaging system details provided on Page 1 of this CSA and will be deemed effective as indicated:

(i)
if delivered in person, by courier or  by e-mail, on the day actually received, if received during business hours on a Business Day, and otherwise will be deemed given at the close of business on the next Business Day;
(ii)
if sent by facsimile transmission, on the date that transmission is received by the recipient in legible form (which may be evidenced by a transmission report generated by the sender's facsimile machine) unless such facsimile transmission is received on a non-Business Day or after the Close of Business then such facsimile shall be deemed to have been received on the next following Business Day.

(iii)
if sent by certified or registered mail or the equivalent (return receipt requested), on the Business Day that mail is delivered or its delivery is attempted; or

(b)
Any other Notice, including but not limited to, Notice of an Event of Default, must be given pursuant to Section 9 of the Base Contract. 

Paragraph 10.     Financial Information

If requested by a party, the other party or its Guarantor, if applicable, (“Delivering Party”) shall deliver (i) within 120 days following the end of each fiscal year, a copy of the annual report containing audited consolidated financial statements (income statement, balance sheet, statement of cash flows and statement of retained earnings and all accompanying notes) for such fiscal year, setting forth in each case, in comparative form, the figures for the previous year for the Delivering Party; and (ii) within 60 days after the end of each of its first three fiscal quarters of each fiscal year, a copy of the quarterly report containing unaudited consolidated financial statements for such fiscal quarter and the portion of the fiscal year through the end of such quarter, setting forth in each case, in comparative form, the figures for the previous year for the Delivering Party, provided however, for the purpose of this (i) and (ii), if the Delivering Party makes its financial statements available to the other party electronically on a website maintained by the Delivering Party, then the Delivering Party shall be deemed to have met this requirement.  In all cases, the annual statements shall be for the most recent accounting period and shall be prepared in accordance with generally accepted accounting principles.  

Paragraph 11.    Representations and Warranties.  

Each party continuously represents and warrants to the other party that: (a) it has the power and authority under the law of the jurisdiction of its organization or incorporation and under its organizational and constituent documents to grant to the Secured Party a valid, enforceable, first-priority security interest in, and lien on, all Posted Collateral (other than Letters of Credit) that it Transfers as the Pledging Party, and has taken all necessary actions to authorize the granting and perfection of that security interest and lien; (b) as of each date on which it, as the Pledging Party, Transfers Eligible Collateral to the Secured Party or to any agent of the Secured Party for the benefit of the Secured Party (or, in the case of after-acquired Posted Collateral, at the time the Secured Party or its agent acquires rights therein), it has title to, and will be the sole owner of such Eligible Collateral, free and clear of any security interest, lien, pledge, charge, encumbrance, or other interests or restrictions other than the security interest granted to the Secured Party hereby; (c) the Secured Party will have a valid and perfected first-priority security interest in, and lien on, all Posted Collateral (other than Letters of Credit) upon receipt thereof; (d) the performance by it of its obligations under this CSA will not result in the creation of any security interest, lien or other encumbrance on any Posted Collateral other than the security interest and lien granted pursuant to this CSA; and (e) in connection with the delivery, issuance, renewal, substitution, or increase (as the case may be) which constitutes a Transfer of a Letter of Credit, such Letter of Credit is the legal, valid and binding obligation of the Issuer thereof, enforceable in accordance with its terms.

Paragraph 12.    Certain Rights and Remedies.

(a)
Secured Party’s Rights and Remedies.  If at any time (i) an Event of Default with respect to the Pledging Party has occurred and is continuing, or (ii) an Early Termination Date has occurred or been designated as a result of an Event of Default with respect to the Pledging Party, then the Secured Party may do any one or more of the following: (x) exercise any of the rights and remedies of a secured party with respect to the Posted Collateral, including any such rights and remedies under law then in effect; (y) exercise its rights of setoff against any and all property of the Pledging Party in the possession of the Secured Party or its agent; and (z) draw on any outstanding Letter of Credit issued for its benefit under its terms and this CSA.  The Secured Party shall either (y) apply the proceeds of the Posted Collateral realized upon the exercise of any such rights or remedies to reduce the Pledging Party's obligations under the Contract (the Pledging Party remaining liable for any amounts owing to the Secured Party after such application), subject to the Secured Party’s obligation to return any surplus proceeds remaining after such obligations are satisfied in full and/or (z) hold such proceeds as collateral security for the Pledging Party's obligations under the Contract, subject to the Secured Party’s obligation to return the proceeds after such obligations are satisfied in full.  

(b)
Pledging Party's Rights and Remedies.  If at any time an Early Termination Date has occurred or been designated as the result of an Event of Default with respect to the Secured Party, then: (i) the Secured Party will be obligated immediately to Transfer all Posted Collateral and the Cash Collateral Interest Amount, if any, to the Pledging Party; and (ii) the Pledging Party may do any one or more of the following: (x) exercise any of the rights and remedies of a pledgor with respect to the Posted Collateral, including any such rights and remedies under law then in effect; (y) to the extent that the Posted Collateral or the Cash Collateral Interest Amount is not Transferred to the Pledging Party as required in (i) above, setoff amounts payable by the Pledging Party to the Secured Party against the Posted Collateral held by the Secured Party or to the extent its rights to setoff are not exercised, withhold payment of any remaining amounts payable by the Pledging Party, up to the value of any remaining Posted Collateral held by the Secured Party, until the Posted Collateral is Transferred to the Pledging Party; and/or (z) exercise rights and remedies available to the Pledging Party under the terms of any Letter of Credit.

Paragraph 13.    General.

(a)
To secure its obligations under the Base Contract and all outstanding transactions, each party, as the Pledging Party, hereby grants to the other party, as the Secured Party, a present and continuing first-priority security interest in, and lien on (and right of setoff against), all Posted Collateral (other than Letters of Credit) Transferred to the Secured Party hereunder.  Each party agrees to take such action as the other party reasonably requires in order to perfect or maintain the other party’s first-priority continuing security interest in, and lien on (and right of setoff against), such Posted Collateral.

(b) Each party will pay its own costs and expenses in connection with performing its obligations under this CSA and neither party will be liable for any costs or expenses incurred by the other party in connection herewith.

(c) This CSA has been and is made solely for the benefit of the parties and their permitted successors and assigns, and no other entity shall acquire or have any right under or by virtue of this CSA.

(d) No failure or delay by either party hereto in exercising any right, power, privilege, or remedy hereunder shall operate as a waiver thereof.

(e) The headings in this CSA are for convenience of reference only, and shall not affect the meaning or construction of any provision thereof.  

(f) Unless otherwise agreed in writing, the parties agree that this CSA is the sole and exclusive method for Transfer of Eligible Collateral, return of Posted Collateral and any transactions related thereto.

(g) Each party agrees that notwithstanding any provision of law relating to adequate assurance of future performance, including without limitation Article 2-609 of the UCC, the parties shall only be entitled to request adequate assurance as specifically provided in the Contract, including this CSA.  For purposes of the foregoing, “UCC” means the Uniform Commercial Code as adopted by the jurisdiction governing the parties and the transactions under the Contract.  Section references are to the Model Uniform Commercial Code and are intended to correspond to the same substantive provisions contained in the specific codes adopted in the controlling jurisdictions, to the extent that section references differ.
(h) In the event of any inconsistency between the provisions of this CSA and the Base Contract for Sale and Purchase of Natural Gas (including any Special Provision thereto), this CSA will prevail.  In the event of any inconsistency between the provisions of the CSA and any document provided as Eligible Collateral, such document as Eligible Collateral will prevail.  If the parties desire to modify or change provisions set forth in this CSA then such amendment or modification shall be contained in writing and shall be effective only upon prior written execution by the parties.  If a Transaction Confirmation contains provisions which conflict with this CSA, the Transaction Confirmation shall prevail.
EXHIBIT I   LETTER OF CREDIT FORM

IRREVOCABLE NONTRANSFERABLE STANDBY LETTER OF CREDIT

Bank Reference Number:__________________

Issuance Date:

Issuing Bank:

[insert bank name and address]

Applicant:

[insert applicant name and address]

Beneficiary:

[insert beneficiary name and address]

Available Amount: [insert amount and spell out]

Expiration Date: [insert date]

Ladies and Gentlemen:






 (the “Bank”) hereby establishes this Irrevocable Nontransferable Standby Letter of Credit (“Letter of Credit”) in favor of [insert Beneficiary name], a [insert State] corporation (the “Beneficiary”), for the account of                      , a ____________ corporation, also known as ID# ____ (the “Applicant”), for the amount stated above (the “Available Amount”), effective immediately.
This Letter of Credit shall be of no further force or effect at 5:00 p.m., California time on the expiration date stated above or, if such day is not a Business Day (as hereinafter defined), on the next Business Day (as may be extended pursuant to the terms of this Letter of Credit) (the “Expiration Date”).
For the purpose hereof, “Business Day” shall mean any day other than:

1. A Saturday or a Sunday,

2. A day on which banking institutions in the city of Los Angeles, California, are required or authorized by Law to remain closed,  or

3. A day on which the payment system of the Federal Reserve System is not operational. 

It is a condition of this Letter of Credit that the Expiration Date shall be automatically extended without amendment for one (1) year from the Expiration Date hereof or any future Expiration Date unless at least sixty (60) days prior to such Expiration Date, we send notice to you by certified mail or hand delivered courier, at the address stated below, that we elect not to extend this Letter of Credit for any such additional period.
Subject to the terms and conditions herein, funds under this Letter of Credit are available to Beneficiary by complying presentation on or before 5:00 p.m. California time, on or before the Expiration Date of the following:
1.
A copy of this Letter of Credit and all amendments; 
2.
A copy of the Drawing Certificate in the form of Attachment “A” attached hereto and which forms an integral part hereof, duly completed and bearing the signature of an authorized representative of the Beneficiary signing as such; and

3. 
A copy of the Draft in the form of Attachment “B” attached hereto and which forms an integral part hereof, duly completed and bearing the signature of an authorized representative of the Beneficiary.

Drawings may also be presented by facsimile transmission (“Fax”) to fax number [insert number] under telephone pre-advice to [insert number] or alternatively to [insert number]; provided that such Fax presentation is received on or before the Expiration Date on this instrument in accordance with the terms and conditions of this Letter of Credit.  It is understood that any such Fax presentation shall be considered the sole operative instrument of drawing.   In the event of presentation by Fax, the original documents should not also be presented. 

Partial drawing of funds shall be permitted under this Letter of Credit, and this Letter of Credit shall remain in full force and effect with respect to any continuing balance; provided, the Available Amount shall be reduced by the amount of each such drawing.
This Letter of Credit is not transferable or assignable. Any purported transfer or assignment shall be void and of no force or effect.
All correspondence and any drawings (other than those made by facsimile) hereunder are to be directed to [Bank address/contact].
All notices to Beneficiary shall be in writing and are required to be sent by certified letter, overnight courier, or delivered in person to: [insert Beneficiary name/contact, address, & zip code]. Only notices to Beneficiary meeting the requirements of this paragraph shall be considered valid. Any notice to Beneficiary which is not in accordance with this paragraph shall be void and of no force or effect.
Banking charges shall be the sole responsibility of the Applicant.
This Letter of Credit sets forth in full our obligations and such obligations shall not in any way be modified, amended, amplified or limited by reference to any documents, instruments or agreements referred to herein, except only the attachment referred to herein; and any such reference shall not be deemed to incorporate by reference any document, instrument or agreement except for such attachment. Except in the case of an increase in the Available Amount or extension of the Expiration Date, this Letter of Credit may not be amended or modified without the Beneficiary’s prior written consent.
The Bank engages with the Beneficiary that Beneficiary’s drafts drawn under and in compliance with the terms of this Letter of Credit will be duly honored if presented to the Bank on or before the Expiration Date. 
Except so far as otherwise stated, this Letter of Credit is subject to the International Standby Practices ISP98 (also known as ICC Publication No. 590), or revision currently in effect (the “ISP”). As to matters not covered by the ISP, the laws of the State of California, without regard to the principles of conflicts of laws thereunder, shall govern all matters with respect to this Letter of Credit.
AUTHORIZED SIGNATURE for Bank
By






Name:
[print name]





Title:
[print title]





ATTACHMENT A
DRAWING CERTIFICATE

TO [ISSUING BANK NAME & ADDRESS]

IRREVOCABLE NONTRANSFERABLE STANDBY LETTER OF CREDIT REFERENCE NUMBER: ________________

DATE: _________

[insert Beneficiary name] (the “Beneficiary”), demands [Issuing Bank Name] (the “Bank”) payment to the order of the Beneficiary the amount of U.S. $______ (_________ U.S. Dollars), drawn under the Letter of Credit referenced above (the “Letter of Credit”), for the following reason(s) [check applicable provision]:

[   ]A.
An Event of Default, as defined in that certain [insert agreement name] between [insert counterparty name] or its successor (the “Counterparty”) and Beneficiary, dated as of [Date of Execution] (as may be amended from time to time) (the “Agreement”) with respect to the Counterparty has occurred and is continuing.

 [   ]B.
The Letter of Credit will expire in fewer than twenty (20) Business Days (as defined in the Agreement) from the date hereof, and the Counterparty or its successor has not provided Beneficiary alternative financial security acceptable to Beneficiary.

Unless otherwise provided herein, capitalized terms which are used and not defined herein shall have the meaning given each such term in the Letter of Credit.

Authorized Signature for Beneficiary:


[insert Beneficiary name]
By:

Name: [print name]

Title:   [print title]

ATTACHMENT B
DRAFT

[INSERT DATE]

TO:

[Issuing bank name & address]
PAY AT SIGHT TO THE ORDER OF [INSERT BENEFICIARY NAME] (the “Beneficiary”) THE AMOUNT OF USD [insert amount] DRAWN UNDER [Issuing Bank Name] IRREVOCABLE NON-TRANSFERABLE STANDBY LETTER OF CREDIT NUMBER [insert number] ISSUED ON [insert date].

FUNDS PAID PURSUANT TO THE PROVISIONS OF THE LETTER OF CREDIT SHALL BE WIRE TRANSFERRED TO THE BENEFICIARY IN ACCORDANCE WITH THE FOLLOWING INSTRUCTIONS:

[insert wiring instruction]

_______________________________      

Authorized Signature                                                        [insert beneficiary name]
Name: [print name]

Title:   [print title]
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