
BEFORE THE MISSOURI PUBLIC SERVICE COMMISSION 

In the Matter of the Joint Application ) 
of Entergy Arkansas, Inc., Mid South ) 
TransCo LLC, Transmission Company ) 
Arkansas, LLC and lTC Midsouth LLC ) File No. E0-2013-0396 
for Approval of Transfer of Assets and ) 
Certificate of Convenience and Necessity, ) 
and Merger and, in connection therewith, ) 
Cenain Other Related Transactions ) 

EXHIBIT CMB - 5 

Overview of Credit Quality Enhancement Benefits 
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believe the merger between lTC and Entergy's transmission assets ("Mid South 

Operating Companies") will lead to material interest expense savings which will be 

beneficial to Entergy's customers due to: 

The FERC regulatory model l1as been viewed favorably by the rating agencies and fixed 

Income Investors historically which supports lower funding costs given: 

Ability to realize allowed ROEs 

Reduced regulatory lag 

Formula based forward looking rate construct with true-up mechanism results In more 

predictable cash flows 

More conservatively-capitalized OpCos (status quo Entergy OpCos have -50% debt­

to-cap. vs. 40% for fTC's OpCos) 

The liming of the Mid South Operating Companies debt refinancing will likely result In 

interest savings due to the current attractive debt markets which should be transitory 

Improved access to capital with less pricing volalil~y 
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The senior secured credit ratings of ITC's OpCos vs. status quo Entergy OpCos 
highlight the favorable rating agency sentiment.. 

SenlorSeQired SenlotS.Wfed 
lTC'S Ooto 's S&P Moody's fntenw's Ooco's S&P Moodv's 

flC1ranstt11ss-lon .. AI fot~rgy Arkansas A· A3 
MI'TC A AI Entergy tovlslana A· A3 
lfC Mid'o\!est A Al Ent>E:rgy Guff States 888+ A3 

En te rgy New Orleans 888+ Baa3 

!n!elfll Mlssis~ppl A· Baal 
Entergy Te-xas 8llll+ Baal 

• ... Moreover. the ratings agencies have indicated as much in their public 
commentaries: 

Moody's. April20. 2012. "[lTC OpCosj supportive federal regulatory framework provides a robust set of 
recovery mechanisms and healthy returns resulting In strong credit meltics" ... [!TC OpCo"sj credit supporHve 
oegulatory env~onment and formula-based rate making significantly drive Us credit quality." 

S&P. January 10. 2011. upon pulling ITc·a ratings on positive outlook for a ratings upgrade. '"The company has 
been able to Improve I~ cash Row measures ... benefiting from the FERC's constructive regulation." 

The ratings of lTC and Its subs were aU subsequenUy upgraded by S&P in 
December ol2011. lhe day of the announced Merger 

,._iTC 
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The transparent cost recovery mechanism inherent in the FERC regulatory model 
is viewed favorably by debt investors. As such, we foresee the following near­
term and long-term benefits for the Mid South Operating Companies once merged 
with lTC: 

• Refinanced Debt: Refinancing the Mid South Operating Companies' debt 
during a period of historically low rates offers material interest savings 
relative to the existing weighted average cost of debt at Entergy's OpCos 

Future Debt: Improved credit quality should also lead to lower debt financing 
rates for Mid South Operating Companies under lTC ownership which will be 
beneficial in funding future rate base growth 

Though we expect the financings to take place in mid-2013 (around closing). for 
analytical purposes, we have assumed a 1/1/2014close to capture the annual 
benefits 

We have quantified the long-term interest savings over a five-year period from 2014-
2018 

~iTC. 
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'ncnorate bond pricing In the U.S. bond market Is based on two components: 
Credit Spreads: A measme of the idlos)lflcral.lo risk of a particularly lsouer and/or debt tranche 

US Treasury Ylelds: The markel proxy for tne risk-free rate wllose tenor w~l correspond with the underlying 
corporate bond tenor 

Indicative new issue credit spreads provided by JPMorgan, our financial advisor, demonstrates the 
credit quality dilferenlial between fTC's existing OpCos and Entergy's exisUng OpCos 

In the current market, fTC's OpCos could issue 10-yr sr. secured bonds at-70 basis points "bps" 
(or 0.70%) over the 10-yr Treasury• 

The debt coots for ITC's OpC"" range from 45 to 65 bps lower lhan Entergy's OpCos ralesln today's market 

10 Yt. 

·00-J;,:_t.:/,~, 

iTC. N~ 1'-*"a!~<'e miP.l! mu bMU!'dcr'l eflrlt!(ffrna•hte<!'ldtlons ar!dsmsutyt~df~tl!ll~ 
• Sot<~l~ JFW hrdtaln<!t!lpt1!9fk.l!i ri F''f'Mtllt)' 29 2012 
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Upon closing the transaction, we believe the Mid South Operating Companies future debt 
issuances will prioe comparably to that of ITC's OpCos given the aforementioned benefits 

• In consultation with our financial advisors, the Mid South Operating Companies cost of debt 
estimate as of closing i~hich is comprised of the following: 

• A sr. secured indicahve spread of 70 bps (indicative of 10yr credit spreads as of 2/29112) 

A 10-yr forward U.S. Treasury estimate of 2.75% as of July 2013• 

Comparatively, Entergy's OpCo's estimated weighted average cost of existing deb! Is -6%" 

Entltv 
En!ergy Arl<llnsas 
En!erg~ Louisiana 
Entergy Gulf States 
Entetgy New Orleans 
En!ergy !VIssisai!>PI 
Entergy Texas 

Average 

Weighted 
Avera!J'l 

Cost of Debt 
5.29% 
8.14% 
5.80% 
6.08% 
8.11% 
8.73% 

~ 
At a tesult ~if the tehnaht:ll1tl, l:lUstottlets wHI l:nmefit ftoH1 111aterlal 
IHterl!st savlhtJ!! (3.!1% v11. a.U%) 

Noie iflrhcati•e mtes $1~ OOsed CHt curmrt ~t wndi!tcmr eM Sit' suf;J!;r.fh:> chtu~s 
·st:Wtr" )PM 8 
•"f?l.l!....--!s P!::I'MIIIIC'\1 w~lg'IIIM ,-Hnn~ co:< I Clf r1PN in ;m1 <t prtwidf'i1 b)' E l~i!!fgy ~tll'tess, Afl !ll)' Ltnt.1s 
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The credit spread comparison between ITC's OpCos (70 bps) and Entergy's OpCos (115-135 bps) 
provides some measure of the potential benefits of credit quality enhancement for Mid South 
Operating Companies future debt financings under lTC ownership 

• However. the current credit spread dlrferen!lal may be undatstatlng the long-tarm benell! 

In fact. today's market is one of the best periods for Issuers In recent memory 
• Yields lor utilities have been lower less than 1% or the tlrne over lhG past 6 years 

Hl§l6tical Utllttylrtdu Vb.!ltlsi liistotlcal bishlbuth:JH of Utility lndet 'flaltls' 
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Limited issuance activity among other factors precludes us from observing the historical credit 
spread differential between ITC's OpCos and Entergy's OpCos over a meaningful period 

In order to estimate the high end of the credit spread dilfenmtlal range between ff1e lTC and Enlergy OpCos. we 
compared U•e historical yields of tlre 8arclays Single-A and 888 U!Hity Corporate Bond 111dlces• 
Though imper1ect we believe these indices are suitable proxies as evlder1eed by their spread differential in the 
cuuent market (74bps) which Is comparable to that or ITC's OpCos and Entergy Opcos (45-65 bps) 

• During the credit crisis. BBB-rated utilities issued debt at much wider levels than Single-A rated 
utilities suggesting that the spread differential could spike meaningfully In a downside scenario 
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In light of fl1e uncertainly around !he long-term credi! spread differential of Mid South Operating Companies pre- and 
post-closing (I.e., status quo vs. under lTC ownership) we have established a range to quantify the Interest savings 
attributable to future debt financlngs above the Initial $1 28 refinancing 

low End of Rang<~ (45-65 bps): Reflects the difference between the market debt1ates fm ITC's OpCos vs. 
Entergy's OpCos' 

High End of Range (185-205 bps): An approximation of the 90" pertenllle distribution of the credit spread 
differential between Single A and B BB Utilltles over the past five years .. 

HC Opcos ETR lool~liln~ ftF\ TeKaS 
{lo~NMI Sp1eatfJ (High!!lll S!"eBdJ 

•snl:trP JrM Nr>lf' lurlk:nll!,"' ~l"fHtlfllRS o/2;/gll? lo.-tiqlfi\M tfl!f't. rn'l1 bamrl 
tH nmr"''1~ nwrll€4 t'flllif!fiotm fltlrl (lffl }llthje<:t ~ dtAfJQ!': 

":=.:v!ltt'f~ e,.,,,~hyt, Br~tr:leys irl'#cros cmnpisvd of vlifityl>lmrls nl:lol'$ $:250M. 
lry~om .. l }'('IJ( mtd t'Wl..iftg lo~>f!i, of oonrmc~l!llll tlftd $/~IIlli~ $'(/IJr.fflfnnfnn fl:Jia 
SII~V ..1?&?007, 
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Hlslotle~l A a11d 1388 Ulillly Sprnad totrlpatlson•• 
A Uih S read USB Uid1t teOO A BaS btff 

1% Perc~nt!fe 82 100 24 
5%Percen~ 1!5 116 26 
10% Perr:@fll:lie 105 155 33 
25% f'ere@nltt& 117 !69 55 
50% Perc&ntlle 132 202 88 
75% Pettentile 181 255 c!J 90\1 P""""IIUi 29o !iOI 
95% Percen~!e 359 550 
Allen'lge. Sy1 163 245 82 
Mlninum 81 10<1 23 
Maxlnrum <35 001 247 
Cutrent 124 198 74 
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OpCo-speclfic Entergy cost lTC cost 
amounts Description of effect of deW of debt 

• EAI-$400M • Debt for the T business • EAI- 5,29%, • I 
• EGSL- $176M would move from Entergy • EGSL- 5.80% -3,5%. 
• ELL-$238M to lTC • ELL-6.14%, Calculation 
• EMI-$178M • Results In -$128 or OpCo • EMI- 6. 11%, assumes 
• ENOl- $9M debt aiiTC post spin" • ENOl- 6,08% refinancing 
• ETI- $198M merge, in line with 60140 • ETI-6.73% with 1 o,yr 

E/D cap structure2 senior 
• Total-$1,28 • Debt at Entergy is at higher • Average -6,0 % secured 

cost lis debt at lTC bonds3 

• EAI- $152M • New debt to be incurred to Cost or financln~ future debt under 
• EGSL- $114M finance the CapX lTC Is 45165 - 185 205 bps lower than 
• ELL-$137M 
• EMI-$141M 

investments planned under Entergy 
across OpCos • EAI - 50-190bps 

• ENOI-$9M • New debt will be Incurred • EGSL- 55, 195bps 
• ETI-$254M atalowercostordebtdue • ELL- 45·185bps 

• Total- $0,88 
to ITC's higher credit • E Ml - 60-200bps 
ratings compared to • ENOI-65-205bps 
Entergy OpCos • ETt - 65-205bps 

• Average- 57-1 

('istlr""lf"" kl:ml rch~ o<e 11,tjra !C fi'Citltt f~irtuaf~J,' l'lll'l!lets uwd '"fl~t {lit tTl"! ('Shtt'l!ltl!~ fll.m!/1('13 I1"'((J' ,!lf 1:1dd ~Jf' d!Jt' !ti•I.Jllli1i'f9, 
Nr!!r; frriiM~tlf-OII:'tlrpr>H'~ .rMin10:1('d deb I b-1/;1!'1(1'$ anrJ IPtNffl $01'irtg,1 rcy1t'rt fuJI ~'f'l1' 21:'14 rclt' f1W.:t~ 
I Wcq/lld OVI"r!I!;'~CC$( (J/ f'kt< fM flllf!'f/J' 11121JI>tprC\').}td ty (ntltJQV \WtrltJJ, ~fl', ft'lf Lrwf.J, J ll\cA:oi:1 ''"'SS~M r>( Mld!i<>i~th lf~l't$!1> ff(J/dttQ (NJI)l)r<)l dfbfWhkh will 
r-!;,., h,• owwrrl ..... -!1C ?I n,,_<itty l Worting n~mmp!ln" (tf to yrrff't;t I~ '"'"lmmh~ WlfCl w"f~"d!ll'l!'f<:l9'f dr/Jt 



Methodology 

0 Existing T debt post closlng1 - $1.28 total 
• Refinanced in 2014 with senior secured bonds 

under 60140 EIO capital structure when transaction 
takes place 
Under En!!'~. :_Averagel-6.0'/~in Interest mtes' 
Under 1 TC: C~_"5 %: expeded:l-

Q Future debt lncurr~d over 2~14·2~182 - $0.88 total 
· • Happens at a hrgher cost of debt under Entergy 

than under lTC 
• Entergy- lTC spreads· 

- Current credit spread differenliati45-65bps4 I 
Spreads could Increase as In late"-'200l!eai!Y' 
2009 when spreads between higb.andlo·w· -. -~ 
Investment grade debt reached ~85·205bps ~ 
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Annual savings on Interest 
payments -Total 

2014 2015 

::~;Additional T investment ( 185-205bpe) 

[:j Addftlonal T investment (45-65bp•l 

llll!ltnltiel deblreflnandng 

39 

2016 

42 .-;-
45 

,. - -l 

I 12 I 

2017 2018 --Nominal beneltt 2~14·2018 
NPV8 ~~ 

Interest expetlse savitlgs ate a direct benefit to 
customers through reduced rates 
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Annual savings on interest 
payments -retail customers 

29 

2014 2015 

: _ 'Additional T Investment (185-205bps) 

Additional T investment (45 65bps) 

!!!!! lnlial deb! paydown 
36 

33 .---31 

2016 2017 2018 -Nominal benefit 2014-2018 
NPV 

Interest cost savings are a direct benefit to customers 
through reduced rates 

Oi.~cltm"l"f' ·1!1'111"'1 w~·~ u'l:" .!vbi:'t'l t c< <:1!1'11 ~d flurhtflllCMS; numbtl:l vsed reflei:t rurterof Nfimutn. 
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Customer benefits from initial refinancing 
and lower cost 

of future debt under lTC - 45 to 65bps 

OpCo '14 '15 '16 '17 '18 Total ($M) 

Nominal NPV 

'14-'18 '14-'18 

EAI 4.8 4.9 5.0 5.2 5.3 25.2 20 .. 0 
EGSL 3.3 3.4 3.5 3.6 3.6 17.4 13.8 
ELL 5.2 5.2 5.3 5.4 5.4 26.5 21.1 
EMI 4.2 4.3 4.4 4.5 4.6 22.0 17.5 

ENOl 0.2 0.2 0.2 0.2 0.2 1.0 0.8 
ETI 6.0 6.4 6.6 6.8 7.0 32.8 26.0 

Total 23.7 24.4 25.0 25.7 26.1 124.9 99.2 

tlmt• 'f"'• ,iJ~nw•f rl'll" \!!It'd !1> r ,.'a.lrlf~ "'FV tif kncf!n ~'~<"'""""~ mQ:~ I><Jf Ctffi'l/fl tNt to W!.md~ 
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Customer benefits from initial refinancing 
and lower cost 

of future debt under lTC- 185 to 205bps 

OpCo '14 '15 '16 '17 '18 Total ($M) 

Nominal NPV 

'14-'18 '14-'18 
EAI 4.8 5.3 5.8 6.3 6.7 28.9 22.8 

EGSL 3.8 4.0 4.2 4.6 4.9 21.5 17.0 
ELL 6.0 6.1 6.3 6.6 6.9 31.9 25.3 
EMI 4.9 5.2 5.6 6.0 6.3 28.0 22.1 

ENOl 0.2 0.3 0.3 0.3 0.3 1.4 1.1 
ETI 7.0 8.2 9.0 9.5 10.1 43.8 34.5 

Total 26.7 29.1 31.2 33.3 35.2 155.5 122.8 

Nc~e .r: r>-v:r•:r•1 ,,n .. m<:d tD ct,ln;ltitr lirY r>f l."r1'1f/4~. Nwrf;.,, m~ r>ot r1dd <>rtfu~: 10 ft'l.llfdily, 
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