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EDiv 1.10 Please explain and quantify the difference between financial and physical 
forward contracts with respect to Ameren’s financial exposure due to 
credit requirements, deposits, and mark-to-market.  Please explain and 
quantify the expected difference in total costs between using financial 
versus physical forward contracts.   

  
Response: The Ameren Illinois Utilities do not believe that a significant difference in 

the financial exposure due to credit requirements, deposits, and mark to 
market exists, nor do they expect a significant difference in total costs 
between the two. 
 
In both physical forward contracts and financial swap contracts, a fixed 
price used in calculating settlement is established prior to delivery.  In 
both cases, amounts due are invoiced and paid some time after the 
delivery period.  As such, suppliers of each have two distinct exposures: 
1)  mark to market and 2) accounts receivable. 
 
Mark to Market 
 
Mark to market exposure is generally calculated by comparing some 
visible market price for the underlying product at the time of contract 
execution (the initial mark) to the same visible market price for the 
current day (the current mark).   The mark to market exposure for both 
the physical forward contract and the financial swap contract are at any 
given point in time, the same.  As such, it is reasonable to expect that the 
cost of credit assurance for either contract type is likewise the same for 
mark to market exposure. 
 
Accounts Receivable 
 
To better explain the exposure related to accounts receivable it is 
necessary to understand how the contracts are settled.   
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Physical forward contracts, in this context, are settled on the basis of a 
fixed quantity at an established price.  Contracts are generally invoiced 
on a calendar month basis with payment made to the supplier at some 
point in the month following delivery.   As such, physical suppliers have 
credit exposure due to their accounts receivable balance for all amounts 
delivered and not yet paid for.  For a contract that uses a calendar month 
as the delivery period and requires payments be made on the 15th of 
each month, the accounts receivable exposure for the supplier ranges 
from 15 - 46 days. 
 
Financial swap contracts, in this context, are settled on the basis of the 
difference between the fixed swap price and the underlying variable 
component, in this case MISO LMPs.  They may result in either a 
payment to or a payment by the supplier depending on the level of the 
MISO LMP.   This price difference is applied to the fixed quantity.  As 
with the physical forward contracts, they are generally invoiced on a 
calendar month basis with payment made to the supplier at some point in 
the month following delivery.  For a contract that uses a calendar month 
as the delivery period and requires payments be made on the 15th of 
each month, the accounts receivable exposure for the supplier ranges 
from 15 -46 days. The accounts receivable balance for a financial swap 
contract is expected to be substantially smaller as compared to the 
physical forward contract – as only the price difference is settled for the 
financial swap, whereas the physical supplier settles against the entire 
fixed price.  It is also possible that due to the variable price, there is no 
accounts receivable and in fact the financial supplier has an accounts 
payable, with amounts owed to the Utilities. 
 
When financial swaps are used, the Utilities acquire the associated 
energy needs from the MISO.  The MISO has credit exposure due the 
associated accounts receivable which is equal to the summation of the 
actual hourly quantities multiplied by the hourly variable prices.  The 
MISO issues energy invoices each Tuesday for the delivery period 
occurring 18-24 days prior.  (i.e. the invoice issued 10/23/2007 covered 
the delivery period 9/29/07 – 10/5/07).  Payment is then due on the 
following Tuesday.  This results in an accounts receivable exposure for 
MISO that ranges from 25 - 31 days 
 
Given the very nature of the financial swap, when the accounts 
receivables (payables) of the MISO and the financial supplier created in a 
given hour for this specific amount of energy are added together, they will 
equal the account receivable for that same hour for a physical supplier – 
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(presuming the swap fixed price and the physical fixed price are the 
same).   Due to the difference in invoice and payment schedules 
between the MISO and the financial and physical contracts, the 
combined accounts receivable of the MISO and the financial supplier has 
less variability than that of the physical supplier, however, (if the fixed 
price of the physical and the financial are the same), the average daily 
balance over time will be nearly identical. 
 
Finally, the availability of an unsecured line of credit must be considered.  
Based on the current credit ratings of the Ameren Illinois Utilities, it is 
unlikely that, at least initially, the Utilities will be given an unsecured line 
of credit from either physical forward suppliers or financial swap 
suppliers.   In contrast, the MISO has established a line of unsecured 
credit to Ameren Corporation a portion of which that has been allocated 
to the Ameren Illinois Utilities.  Therefore, some or all of the Utilities 
exposure to MISO is covered by this unsecured line of credit.   
 
It should be noted that as the use of physical contracts would necessarily 
involve either a registered MISO market participant (if within the MISO 
footprint) or an entity with a FERC approved tariff (outside of the 
footprint), whereas similar restrictions do not exist for financial suppliers, 
it is reasonable to expect more participants in a competitive procurement 
event for financial products than for physical products.    
 

Additionally, it should be noted that the discussion above presumed 
bilateral credit provisions are included in the ultimate contracts.  If they 
are not, and the Utilities are not obligated to post collateral, it is 
reasonable to presume that physical suppliers, with their substantially 
larger accounts receivable exposure, would include a higher credit risk 
premium in their fixed price offer. 

 
 

Prepared By: James C Blessing 
Title: Manager – Power Supply 

Acquisition 
Phone: 314-554-2972 

Date: November 5, 2007 
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