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	· The draft Bridge is the work product of ISDA's Master Agreement Structural Issues Working Group, one of four working groups participating in ISDA's Strategic Documentation Review. 

· The aim of the Bridge is to enable parties to incorporate transactions entered into under other industry-standard agreements within the close-out netting provisions of their ISDA Master Agreements, thereby (so far as many jurisdictions are concerned) achieving a form of cross-product netting. It is intended that parties will be able to use the Bridge with a broad range of industry-standard master agreements, including agreements that provide for the physical delivery of commodities, such as coal, electricity or gas.

· ISDA has received preliminary advice from its netting opinion counsel on the question of whether the use of the Bridge with master agreements that provide for the physical delivery of commodities, such as coal, electricity or gas, would affect the conclusions expressed in each relevant netting opinion.  The advice received from the vast majority of netting opinion counsel was that the conclusions would not be affected.

· The Cross-Agreement Bridge only operates upon the occurrence of a Bridging Event (which requires, at least, the occurrence of an Event of Default under the ISDA Master Agreement).  The parties must therefore be parties to an ISDA Master Agreement.

· Although the events of default in the various agreements covered by the Cross-Agreement Bridge are not harmonised, the occurrence of a Bridging Event (which will typically mean that an Event of Default has occurred under the ISDA Master Agreement and the Non-defaulting Party has chosen to terminate transactions outstanding under the ISDA Master Agreement) will be deemed to constitute a default under the other agreements.  The Non-defaulting Party therefore has the ability to close out transactions outstanding under all the agreements covered by the Cross-Agreement Bridge, if a Bridging Event occurs and the Non-defaulting Party has taken necessary actions to terminate transactions.  

· However, if an event occurs that constitutes a default under one or more underlying agreements, but not an Event of Default under the ISDA Master Agreement, the party that has not defaulted under the other agreements will presumably be able to close out transactions outstanding under those agreements, but not transactions outstanding under the ISDA Master Agreement.  That where an Event of Default has occurred under the ISDA Master Agreement but the party that has not defaulted under the other agreements, the Non-defaulting Party may elect to close out solely the ISDA Master Agreement transactions. Because of the strong credit protection offered by the Events of Default in the ISDA Master Agreement, this situation is only likely to occur where an Event of Default occurs that is "peculiar" to a particular master agreement or market.)

· The Cross-Agreement Bridge does not interfere with the operational mechanics of the underlying agreements (so, to the extent that energy market participants want to harmonise operational mechanics, the Cross Agreement Bridge will not assist them).  (This has not been raised as there appears to be recognition that the individual markets have varying but well-accepted market practices and standards and harmonization would not benefit credit risk management after default.)

· While the Cross-Agreement Bridge does not disapply the termination valuation provisions in the underlying agreements, all the underlying agreements are subjected to the same ultimate close-out mechanics (the ISDA Master Agreement close-out mechanics).  This effectively eliminates most of the concerns of those attending the meeting on July 27.  

· Upon the occurrence of a Bridging Event and the Non-defaulting Party has taken necessary actions to terminate transactions, that party can elect to close out all transactions outstanding under the underlying agreements.  While the transactions are valued in accordance with the provisions of each relevant underlying agreement, provisions in the Cross-Agreement Bridge aim to ensure that all transactions are closed out on the same day, and all close-out amounts become due on the same day.  By including the various close-out amounts in the calculation of a Settlement Amount under Section 6 of the ISDA Master Agreement, one net sum is ultimately payable that takes into account all of the various close-out amounts.
	(please provide your comments and views)




	Transaction Bridge for the Physical Markets

	· To the extent that energy market participants remain concerned about the differences and inconsistencies across the various agreements, ISDA could, in theory, develop a generic "Transaction Bridge" for use with those agreements.  Under such a Transaction Bridge, transactions entered into under other industry-standard master agreements would be deemed to be Transactions for the purposes of the ISDA Master Agreement even in the absence of a Bridging Event.

· Under such a Transaction Bridge, presumably, relevant operational provisions would be deemed to be incorporated into the ISDA Master Agreement for purposes of the relevant transactions only, and the events of default and close-out mechanics under the other agreements would be disapplied.  Accordingly, while parties would continue to follow the operational provisions in the various other agreements, the Events of Default and close-out mechanics of the ISDA Master Agreement would apply to the transactions originally documented under the other agreements.

· This approach would require detailed analysis of the various agreements used in the energy markets.  In particular, consideration of whether transactions under those agreements could fit into the close-out mechanics of the ISDA Master Agreement would be required.  This would involve consulting with ISDA's netting opinion counsel (something that could be done in the course of the next round of updates).  (In a sense this is a variation on the Terms approach to documentation of transactions, e.g. the long-accepted standard for FRAs was FRABBA Terms.
	(please provide your comments and views)




	Single Agreement for Financial and Physical Trading (by product)

	· A single agreement would, to the extent possible, provide harmonised provisions relating to transmission/delivery, transfer of title, etc.  

· There is probably not scope to do this in a Bridge.

· This project may require a greater amount of time as there are no precedents and the participants in these markets, even from the same institutions, have different approaches and standards

· Identified products:
Electricity
Gas
· Other Products?

	(please provide your comments and views)










	Supplementing 1993 ISDA Commodity Derivatives Definitions

	
· Generally supplementing the Commodity Definitions to reflect more recent developments in the Energy and Developing Products markets may be a longer-term project.

· Steel:  Supplementing the Commodity Definitions to include terms for steel and possibly other commodities could probably be achieved relatively easily.

· Weather: Supplementing the Commodity Definitions to address weather derivatives, or developing a set of ISDA Weather Derivatives Definitions, would be a larger task. ISDA would likely utilize work begun by the WRMA on confirmation forms.

· Other Products:  (Please list other products worth considering)


	(please provide your comments and views)

	Other Projects
*Please list any additional ideas below
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