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As part of the development of the new NAESB Base Contract for Purchase and Sale of Natural Gas (approved by the NAESB WGQ EC on July 27, 2006) (“Base Contract”), the WGQ Contracts Subcommittee (SC) agreed to develop Frequently Asked Questions (“FAQ”) related to certain new provisions of the Base Contract.  Below is an initial list of topics for possible FAQ questions.  This topic list will be revised in accordance with the discussions at the SC meeting on FAQs.

FAQs Drafts
General
1.
Q.
Does the contract dated September 5, 2006 replace the NAESB Base Contract dated April 19, 2002?
A.
Yes.  The contract dated September 5, 2006 is intended to replace the NAESB contract dated April 19, 2002, however it is not required to be used and parties are free to continue to use prior versions of the contract. 
Cover Page (New)
2.   Q.
What are the changes to the cover page of the contract dated September 5, 2006 and why were they made?
A.
The new items added to Section 10.2 on the cover page include: 

 – Additional Event of Default (definition 2.1), 

 – Transactional Cross Default (definition 2.33), 

 – Indebtedness Cross Default (definition 2.23), and 

 – Specified Transaction(s) (definition 2.30).  

These provisions were added to reflect the typical special provision that many parties were adding to their NAESB contracts.  These provisions are not mandatory, but are alternatives that may be selected by the parties to a NAESB contract.
Section 2.2 – Affiliate (New)
3.   Q.
Please explain the reason to add a definition for Affiliate to the new NAESB contract.

A.
A definition for Affiliates was added to the NAESB contract since such term was used in new Section 14 (Market Disruption),  new Section 10.3.2 (Triangular Set-off) and section 15.1.
Section 8.4 – Reporting of imports to US (New)

4.   Q:
Under section 8.4, are all transactions at border points reportable?

A:
Reporting all transactions could result in import/export quantities being over reported. While a transaction may be scheduled at a border point, the point of transaction (where title changes hands) may be a slightly different location than the scheduling point.  Further, the title to the gas may change hand several times before it is transported away from the point of transaction, e.g. daisy chain transactions.  

5.   Q.
Under section 8.4, what types of title transfer transactions are addressed?

A:
The language presumes that the title transfer takes place within the Customs Territory of the United States which covers two possibilities.  The first is that the Seller purchased (or took title to) the gas outside the United States and transferred it to the Buyer in the United States and must comply with all applicable record keeping requirements. The second is that the Seller purchased (or took title to) the gas within the United States and transferred it to the buyer in the United States,  in  which case, the import record keeping and reporting requirements are not applicable. 
6.    Q.
Under section 8.4, what types of title transfer transactions are not addressed?

 A.
When the Seller purchases (or takes title to) the gas outside the United States and transfers it to the buyer outside  the United States  the import record keeping and reporting requirements are not applicable. In this case the counterparties could consider use of a special provision or the NAESB Canadian Addendum.
Section 9.4 – Payment Notice implementation (New)
7.    Q.
Please explain the reasons to add a payment notice implementation provision.

A.
Payment notice implementation was added to address concerns that parties were not implementing new payment instructions in a timely manner. 
Section 10.3.2 - Triangular Set-Off (New)
8.    Q.
Please explain the  new Triangular Set-Off provision on the Cover Page.
A.
Counterparties that agree to select Triangular Set-Off on the Cover Sheet adopt the new Section 10.3.2 of the Base Contract that add set-offs  for transactions between the non- defaulting parties and its affiliates and the defaulting party and its affiliates under an early termination.

Section 14 – Market Disruption (New)
9.    Q.
Please explain the reason a new Section 14 Market Disruption provision was added to the NAESB contract.
A.
It was recognized that the price of many transactions were based in whole or part on an index.  Further, market participants’ experiences indicate sufficient frequency when such indices were unavailable that a standard provision should be included in the NAESB contract.   











Section 15.12 – Validity of copies of Base Contract (New)
10.  
Q.
Please explain the reasons to add a provision on the validity of copies of a NAESB contract.
A.
Section 15.12 recognizes the new electronic copying alternatives for storing and retrieving original contracts.  Specifically this provision sets forth counterparties agreement to permit electronic copies of original documents to be valid as a document to evidence the original paper contract.















