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Legal Risk:  2

EPMI currently has in the money exposure to the Avista corporate family of $105,000,000 and out of the money exposure to the Williams corporate family of $160,000,000.  By entering into a three way out of the market trade with these companies (EPMI-Avista; EPMI-Williams; Avista-Williams), EPMI can reduce these exposure amounts by somewhere between $10,000,000 and $25,000,000.  Reducing exposure with trading counterparties lowers credit costs (posting margin) and bankruptcy risk.  The commercial terms of the trades will be tailored to reduce risk by perfecting a physical hedge of our portfolio position with these companies. 

The three trades will all be documented by standard Confirmation Letters issued pursuant to standard Master Agreements.  Each Confirmation Letter will be subject to a condition precedent making the simultaneous execution of all three Confirmation Letters a condition of each one’s coming into force.  Once established, a default under one confirm (for example, the Avista-Williams confirm) will not trigger a default under either of the other two confirms (either of the EPMI confirms).  The legal risks of the structure are the typical risks of standard trading transactions done under Master Agreements except in one respect.  Because the trades will be done at an out of the money price and immediately booked out, there is, in the opinion of Cadwalader (who drafted key terms of the confirms and has been involved at every step), a very unlikely risk that a bankruptcy judge might declare one leg of the three-legged transaction void, with no payment due, which would expose those parties still involved in the other two unaffected legs of the tripartite trade to payment exposure without a corresponding offset payment from the bankrupt.  This risk has been mitigated by adding a sentence to the confirms that says if this happens, all three of the trades will terminate. 
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