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Attendance

	Independent Retail Electric Providers
	Peter J. Karculias  – Cirro Energy

Ruth Hudson – Direct Energy

Amanda List – Strategic Energy

Pam Carr – Stream Gas & Electric Ltd

Dorothy Wan - Stream Gas & Electric Ltd

Erick Hendrick - Stream Gas & Electric Ltd

Mandy Gregg – Aces Power



	Independent Power Marketers
	Mary Fantozzi – Citigroup

Phil Priolo – Exelon Generation Company
Suzanne Connerley – EPIC Merchant Energy



	Independent Generators
	Becky Kilbourne – NAECC
Morgan Davies – Calpine

Jane Wilhite – SUEZ Energy North America Inc



	Investor Owned Utilities
	Lisa Groff – AEP Corporation

Timothy Coffing  – Luminant



	Municipals
	Tamila Nikazm – Austin Energy

Josephine Wan – Austin Energy

 

	Cooperatives
	Khaki Bordovsky – Brazos Electric Power Cooperative

Sridhir Pushpavanam – Lower Colorado River Authority 



	Others


	Shari Heino

	ERCOT Staff
	Cheryl Yager

Vanessa Spells

Chad Seely

Andrew Gallo

Rizaldy Zapanta




Amanda List called the meeting to order at 8:30 am.
Potential Credit Risk (PCR) Model Assumptions
Cheryl Yager reviewed the basic model structure for the Potential Credit Risk (PCR) Model with the group as well as the assumptions used in the model.  
Participants had questions and comments around: 

· how default event correlations were used and whether the correlations were high enough; 
· that price correlations between zones were set based on a historical average over a period of 2 years; 
· how volume escalation percentages were determined; 
· that some assumptions in the model were “soft” and therefore hard to vet with the market; 
· that for the Current Case, ERCOT would use the guarantor’s rating as a proxy for the counter-party’s rating when exposure coverage was appropriate.
Participants expressed concern that, while the model results provided good information, the market has not had enough experience with the model and assumptions to be comfortable with using the model to make policy decisions.

Stress Case Scenarios
Ms. Yager presented several stress case scenarios related to the Base and Current Case.  Three stress case scenarios were included based on 1) higher market event sensitivity and higher prices, 2) more volume escalation and 3) higher default correlations.

Ms. Yager asked to group to provide additional: (1) assumptions and (2) stress case scenarios that they would like to see run through the model. 

Market Credit Risk Standard Draft
Ms. Yager presented some highlights from the draft Market Credit Risk Standard and discussed the purpose of developing such a Standard and what its key components are.  Ms. Yager stated that the Board of Directors requested the development of a Standard to provide a common basis for understanding and managing the risk in the market.  
Participants commented that: 
· it would be difficult for the CWG to arrive at a consensus on what the risk appetite will be considering the wide disparity in the risk perceptions of members;

· that it may be necessary first to see more iterations of the model over time before a risk standard could be developed; 
· that in the near term the credit risk model could be more of a reporting tool rather than be a policy statement; 
· and that risks will change as the Nodal market opens and that those results should be considered before policy is set. 

Ms. Yager noted that arriving at a consensus may be difficult; however, ERCOT believed that the effort was worthwhile in order to monitor and manage the credit risk in the market, given that the risk already exists.  She noted that the Risk Standard draft presented was a “straw man” and that the document could be adapted as the CWG saw fit, including adding an implementation or reporting phase prior to any market wide limits being set. 
Participants inquired about:

What actions are considered in the Risk Standard in the event that the credit limit is breached 

· Ms. Yager replied that the Risk Standard could be adapted as CWG wished, but that the current draft allowed for both short term and long term solutions. Short term actions would have to be approved by the BOD and would be implemented by ERCOT staff; long term solutions would be developed by TAC and approved by the BOD.

Whether the CWG would have the opportunity to look into the mathematical details of the OW model
· Ms. Yager noted that, if this was desired,  a sub-group could be formed to discuss model constructs with OW
How frequently the assumptions used in the model will be updated.  
· Ms. Yager replied that the assumptions will be detailed in Appendix B and will be reviewed at least annually. Changes can be considered through out the year and proposals brought forward at anytime. 
How the Standard would be changed, when needed (for assumptions or other) 
· Ms. Yager noted that the approval required will be defined in the Standard; the current draft of the Standard requires BOD approval.  The BOD may require other approvals at their discretion.

Approval of Minutes of January 30, 2008 and March 7, 2008

Mr. Coffing submitted a motion to approve the January 30, 2008 Minutes.  Ms. List seconded the motion.  Motion passed.  

Ms. Wilhite proposed the following corrections to the March 7th, 2008 minutes. 
· On the results of the straw poll – change ‘most of the CWG members present” to “all but one of the CWG members” 

· Incorporate in the minutes the fact that the group agreed to include tangible net worth as one of the quantitative factors used in the model.
Mr. Coffing submitted a motion to approve the March 7, 2008 Minutes incorporating the changes proposed by Ms. Wilhite.  Ms. List seconded the motion.  Motion passed.

PRRs/NPRRs
The group reviewed the following PRRs and NPRRs for credit implications:

PRR 753 
PRR Appeals Process

PRR 756 
Distributed Renewable Generation Modifications
PRR 757 
Emergency Interruptible Load Service Formula Correction
PRR 760
Emergency Interruptible Load Service (EILS) Availability Factor
NPRR 105
Section 23, Synchronization of Zonal Protocols
NPRR 106
Section 24, Synchronization of Zonal Protocols

NPRR 108
Fuel Oil Price (FOP) Clarifications

NPRR 109
Section 18, Synchronization of Zonal Protocols

NPRR 110
Section 20, Synchronization of Zonal Protocols

NPRR 112
Emergency Base Point Price Revision

NPRR 113
Load Resource Type Indicator for Ancillary Service (AS) Trades and Self-Arranged AS

Mr. Coffing submitted a motion that there are no credit implications on the above NPRRs.  Ms. List seconded the motion.  Motion passed.


Results of Mock-up Financials
Vanessa Spells presented mocked-up financials, including key statistics for “sample” entities in the ERCOT market.
Richard Ramirez inquired how the key ratios compared to S&P’s ratios. Ms. Spells replied that the OW model currently only uses one of the ratios used by S&P. However, CWG has approved a cash flow ratio that can be benchmarked against the S&P ratios. 
ERCOT Market Participant Guarantee Agreement Business Points
Ms. Yager presented some information, including some potential default scenarios, to be considered when evaluating the ERCOT Market Participant Guarantee Agreement.

Some CWG Members and their respective legal counsel commented that the current ERCOT Market Participant Guarantee Agreement is already restrictive, particularly given that ERCOT does not accept any language changes to the BOD approved document.  CWG Members noted that the ERCOT Market Participant Guarantee Agreement is at least as strong as those guarantees used by companies in the energy market.
Market Participants inquired about the following:

(1) what was the original objective in changing the ERCOT Market Participant Guarantee Agreement and whether there was any doubt as to its enforceability.
· Chad Seely explained that the current ERCOT Market Participant Guarantee Agreement is adequate and enforceable.  The BOD, however, asked ERCOT staff to have outside counsel review the document and determine how to strengthen the language to ensure that it would be easier to enforce.  
· Some CWG Members noted that it should also be an objective of the exercise to make the language more acceptable and flexible for creditworthy entities.
(2) taking two versions of the ERCOT Market Participant Guarantee Agreement to the BOD:  one with changes agreed to among CWG Members and one with proposed changes by outside counsel and vetted by ERCOT staff.  
· Ms. Yager agreed that this suggestion may work.
Alternatively, one CWG Member proposed proceeding with non-contentious changes such as providing for an evergreen guarantee and addressing other changes later, after more discussion.  

Noting all the comments made by CWG Members, Mr. Seely indicated that ERCOT staff will proceed with distributing a new draft of the ERCOT Market Participant Guarantee Agreement among CWG Members and their legal counsel in the next few weeks and try to get to a consensus document for the CWG.
First Quarter Investment Results
Ms. Yager presented to the group the first quarter investment results for cash collateral held by ERCOT.  She pointed out that historically, cash collateral has been invested in a government fund which has yielded lower returns than a prime fund (which invests in commercial paper and other corporate instruments).  She asked CWG members if they had an interest in moving cash collateral from a government fund to a prime fund, given the 90 basis point spread difference.  
Participants inquired 
· whether it would be possible for ERCOT to offer the flexibility to market participants of having more or broader investment options to choose from.  

· if ERCOT had considered engaging Treasury services that would allow more flexibility in providing more investment options.  
Ms. Yager explained that currently ERCOT does not have the capacity to offer such flexibility and seek to maintain higher yields overall.  She noted that various options could be explored at a later date if there was interest.

Ms. Yager noted that ERCOT would leave funds in a government fund for now.

.
New Business
Ms. Yager informed the group that on September 1, 2008, ERCOT will be conducting a 168 hour test of all Nodal systems which should all be in place at that time.  This and other Nodal matters will be further discussed in detail in one of the upcoming May meetings.
Ms. Yager also reminded members that audited financial statements for 2007 are due next week on Tuesday.  
The meeting was adjourned at 2:15 pm.

