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North American Energy Standards Board

1301 Fannin, Suite 2350, Houston, Texas 77002

Phone:  (713) 356-0060, Fax:  (713) 356-0067, E-mail: naesb@naesb.org


Home Page: www.naesb.org

November 30, 2007
TO:
NAESB Wholesale Gas and Electric Quadrants and all Interested Industry Participants 

FROM:

Jonathan Booe, NAESB Project/Meeting Manager
RE:
Final Minutes from the WGQ Business Practice Subcommittee – Order 698 Meeting – November 15, 2007
NORTH AMERICAN ENERGY STANDARDS BOARD

WGQ Business Practice Subcommittee Order 698
Hosted by KeySpan – Brooklyn, New York
November 15, 2007 – 9:00 AM to 3:00 PM Eastern
Final Minutes

1. Administrative 

Ms. Van Pelt welcomed the attendees and introduced the chairs.  Mr. Booe reviewed the antitrust guidelines.  All of the participants in attendance and on the phone introduced themselves.  Ms. Van Pelt reviewed the agenda and noted that the minutes from the October 31, 2007 meeting will be adopted at the following meeting in Washington D.C.  Ms. Chezar made a motion to adopt the agenda as revised to delete the adoption of the October 31, 2007 minutes and Ms. Crockett seconded the motion.  The motion passed without objection.  
2. Annual Plan Item 7a (Index Based Pricing in Capacity Release)
Mr. Novak presented the Index Based Capacity Release Work Paper to address Annual Plan Item 7a.  He explained that the work paper reflects the modifications to the standards language drafted during the previous meeting and some suggestions discussed with participants after the meeting.  Mr. Novak reviewed proposed standard 5.3.x2 and his proposed method for integrating floor prices into a formula.  Proposed standard 5.3.x2 is as follows:
For indexed-based capacity release transactions, the releasing shipper should specify whether bids upon the index-based formula detailed in the capacity release offer should be:

· a percentage of the formula,

· a percentage of a formula component and which component,

· a dollars and cents differential from the formula, or

· in terms of a minimum revenue commitment.

To demonstrate the proposal, he walked through the example in the work paper.  Ms. Chezar asked how formulas can be compared when the floor rate is an unknown variable.  Mr. Love responded that the floor rate establishes the highest fixed revenue and that there are a multitude of methods for running the calculation.  
Mr. Novak reviewed proposed standard 5.3.x2a:

For indexed-based capacity release transactions, the capacity release facilitator should support a non-biddable rate floor to be specified by the releasing shipper in the capacity release offer.  The rate floor would apply when the result of the index-based formula detailed in the capacity release offer was less than the rate floor.

After reviewing the standard Mr. Novak suggested the term “non-biddable” be removed from the standard and that the word formula in the dollar and cents differential bullet of 5.3.x2 be replaced by floor rate.  Mr. Griffith clarified that the releasing shipper can specify a floor rate and that beyond that, the bidders can establish a floor rate higher than that in the bid.  Mr. Novak confirmed.
Mr. Novak stated that, contrary to his proposal, Mr. Shepard supported a flat price release if offering a bid on minimum revenue commitment.  To compromise, Mr. Novak and Mr. Shepard developed the following language to replace the last bullet of proposed standard 5.3.x2:

· in terms of any TSP tariff approved methodology.

Mr. Wilke proposed that the bullet be changed to “in terms of an approved methodology in the TSP tariff, if any.”  The group agreed that Mr. Wilke’s language made the intent more clear.  Ms. Davis asked if rate floor should be referenced as in the NAESB standard.  Mr. Novak suggested creating a rate floor definition.  Ms. Van Pelt suggested that the group address a definition at a later time.  Mr. Love asked if the group intended to limit component in bullet two of 5.3.x2 to a single component or if an “(s)” should be added.  He stated that he supports limiting the option to a single component.  Mr. Novak noted that if a party wanted to use multiple components they could exceed the standard.  Mr. Griffith stated that if the bid becomes too complicated it will go beyond the timeline and becomes a special term and condition, and that is not what the group initially wanted to achieve.  Mr. Novak responded that he does not believe things will become overly complicated, but the TSP has the right to reject anything too complicated.  The proposed standard 5.3.x2 as modified based on the discussion is:

For index-based capacity release transactions, the releasing shipper should specify whether bids upon the index-based formula detailed in the capacity release offer should be one of the following:

· a percentage of the formula

· a percentage of a formula component and which component

· a dollars and cents differential from the formula 

· a dollars and cents differential from the floor rate, or

· an approved methodology in the Transportation Service Provider’s, if any.

Mr. Kardas stated that the purpose of this was to develop a capability within the current timeline, and that he is concerned that the group is developing something too complicated that will not be used.  Mr. Novak responded that people will avoid offering calculations that can not be done within the hour timeline, so as not to be rejected.  Mr. Kardas confirmed that the group intends to develop a standard that will allow bids to be rejected if too complicated.  Mr. Griffith stated that he is concerned the group is replicating standard 5.3.26.
Mr. Kardas asked how the proposal would be implemented electronically.  Mr. Novak confirmed that the information would be captured through a new “screen” that would have to be developed.  Ms. Davis stated that when the WGQ IR is faced with programming the capability, it is her hope that the participants involved at the Order 698 meetings will attend the IR meetings.
Mr. Griffith reviewed the following example:
(Index A – Index B) 70%

But not Less than $.30

· % of formula =

· % of component

· $ diff

· $ from Floor

Mr. Griffith stated that based upon the formula that bidding a percentage of the formula would be the same as bidding a percentage of a component because the index values may be unknown.  Mr. Wilke noted that the group has concerns with bidding a percentage of the formula and suggested removing it from the draft standard.  He stated that it could still be bid in the special terms and conditions.  Mr. Griffith asked how the bids will be evaluated.  Mr. Love responded that when the releasing shipper creates the release specifications it will be stated.  Mr. Novak stated that he will draft a work paper for the next meeting to better answer some of the groups’ questions, but would like continue working through his work paper for the remaining of the meeting.
The group reviewed proposed standard 5.3.x2a.  Mr. Kardas asked if capacity release facilitator has a definition.  Mr. Novak responded that Ms. McQuade was researching the purpose for the use of the term “capacity release facilitator”.  Mr. Wilke suggested removing the last sentence and crafting a definition for rate floor based upon it.  Mr. Novak supported removing the last sentence but suggested it be addressed later as a definition or a billing standard.  The following reflects proposed standard 5.3.x2a as modified by the group:
For index-based capacity release transactions, the capacity release facilitator should support a rate floor to be specified by the releasing shipper in the capacity release offer.
Mr. Griffith suggested that the group consider whether the proposed standard is needed given current standard 5.3.27.
Mr. Novak then reviewed proposed standards 5.3.x3 and 5.3.x4:

5.3.x3

For monthly reservations index-based capacity release transactions where the formula detailed in the capacity release offer requires calculations on a daily basis, while the daily results of such calculations may exceed the applicable daily maximum rate or be less than the applicable minimum rate as calculated pursuant to NAESB WGQ Standard No. 5.3.22, any resulting monthly reservation rate may not exceed the applicable maximum monthly reservation rate or be less than the applicable minimum monthly reservation rate.
5.3.x4

For volumetric index-based capacity release transactions where the result of the formula detailed in the capacity release offer exceeds the applicable daily maximum rate or is less than the applicable minimum rate as calculated pursuant to NAESB WGQ Standard No. 5.3.22, the capacity release credit calculated for that day may not exceed that which would be calculated using the applicable maximum daily reservation rate or be less than that calculated using the applicable minimum daily reservation rate, respectively.

The group discussed potential modifications to the proposed standards.  Ms. Davis stated that based upon proposed standard 5.3.x4 the pipeline systems would have to be modified to accommodate daily invoicing for volumetric index-based capacity releases.  Ms. Chezar stated that she does not understand Ms. Davis’ concern with the daily calculation.  Ms. Davis responded that at the end of the month, she would like a single average rate that can be applied to all the days versus a different rate for each day.  Mr. Novak noted that another standard would have to be drafted to address computation of a monthly rate based upon an average because the proposed standards address daily rate changes.  Mr. Griffith questioned the need for the two standards.  After further discussion, the following modifications were made to the standards:
5.3.x3

For monthly reservation index-based capacity release transactions or volumetric index-based capacity release transactions where the result of the award is to be applied on a monthly basis, where the formula detailed in the capacity release offer award requires calculations on a daily basis, while the daily results of such daily calculations may exceed the applicable daily maximum rate or be less than the applicable minimum rate as calculated pursuant to NAESB WGQ Standard No. 5.3.22, any resulting monthly reservation rate may not exceed the applicable maximum monthly reservation rate or be less than the applicable minimum monthly reservation rate.
5.3.x4

For volumetric index-based capacity release transactions where the result of the formula detailed in the capacity release offeraward is to be applied on a daily basis and it exceeds the applicable daily maximum rate or is less than the applicable minimum rate as calculated pursuant to NAESB WGQ Standard No. 5.3.22, the capacity release credit and corresponding charge calculated for that day may not exceed that which would be calculatedthe result of a calculation using the applicable maximum daily reservation rate or be less than the result of a calculation using the applicable minimum daily reservation rate, respectively.
Mr. Novak suggested that the group move on to proposed standard 5.3.x6 before returning to standard 5.3.x5.  Mr. Novak proposed the following language as standard 5.3.x6:
A Transportation Service Provider (TSP) should support multiple index references for indexed-based capacity release transactions, posting the identity of such references on its informational postings website. In consultation with releasing shippers, such references should be reviewed annually by the TSP and updated (index references added or removed), if necessary.

Releasing shippers wishing to use index rates not supported by the TSP will be responsible for providing the TSP with a subscription(s) to the non-supported index reference such that the TSP is adequately licensed to fulfill its business responsibilities associated with the index-based capacity release transaction. Such non-supported index will become available to all shippers for the duration of the subscription and will be considered for ongoing TSP support in the next annual review.

Ms. Davis and Mr. Love suggested that multiple indices be changed to at least two, so that the intent is clear.  Mr. Kardas asked if another standardized electronic location would be created to address the standard.  Mr. Novak responded affirmatively.  Ms. Davis asked if it was Mr. Novak’s intention to require the TSP to file for a waiver if the TSP and the shipper only determined that one index is needed.  Mr. Novak responded affirmatively.  Mr. Love noted that “releasing shipper” should be modified because replacement shippers will also need access to the indices.  Ms. Davis and Mr. Kardas asked Mr. Novak what would happen to releases that were based on an index that the subscription expires during the term of the release..  He responded that a requirement could be created that the TSP will only process a request if the subscription is provided through the entire release.  The following modifications were made to the proposed standard:
A Transportation Service Provider (TSP) should support multipleat least two index references for indexed-based capacity release transactions, posting the identity of such references on its informationalInformational postingsPostings websiteWeb site.  In consultation with releasing shippers, such references should be reviewed annually by the TSP and updated (index references added or removed), if necessary.

Releasing shippers wishing to use index rates not supported by the TSP will be responsible for providing the TSP with a subscription(s) to the non-supported index reference such that the TSP is adequately licensed to fulfill its business responsibilities associated with the index-based capacity release transaction.  Such non-supported index reference will become available to all shippersparties for the duration of the subscription and will be considered for ongoing TSP support in the next annual review.
The group then addressed proposed standard 5.3.x5:

For index-based capacity release transactions where the bid(s) based upon the formula detailed in the capacity release offer exceeds the applicable maximum rate or is below the applicable minimum rate, such bid(s) should be considered to be at the applicable maximum rate or the applicable minimum rate, as appropriate. 

Mr. Novak stated the purpose of the standard is to limit processing over max rate for bids based on a rate differential from a base rate.  Mr. Griffith stated that he liked the concept, but does not understand how the standard will be implemented because the rates are unknown variables.  Mr. Novak suggested making the proposed a principle rather than a standard.  Mr. Griffith stated that making the proposed a principle would not change his position.  Ms. Crockett stated that proposed standard is unnecessary.  Mr. Novak stated that he would continue to work with the concept and bring another draft to the next meeting.  Mr. Griffith supported continued work on the concept.  A redline and clean version of all proposed standards discussed during the meeting can be found as an attachment to these minutes - Annual Plan Item 7a - Modified and New Proposed Standards - Revised 11/15/2007.
3. Next Steps for Annual Plan Item 7a (Index Based Pricing in Capacity Release)
Mr. Novak stated that he will draft a work paper reflecting the modifications and discussion from the meeting and would like to vote on the proposed standards at the next meeting held in Washington D.C. on December 4, 2007.   

4. Platts Energy Presentation
Mr. Jordan, Ms. Berberich, and Mr. Woodard with Platts Energy provided an overview of the methodology behind index pricing and information about obtaining a subscription.  The information reviewed can be found on the WGQ BPS Order 698 web site as:  Platt's Presentation - Methodology and Specifications Guide and Platts' Presentation - A Primer on Platts Indexes and Assessments for North American Natural Gas and Electricity Markets.  
Mr. Griffith asked Mr. Jordan how Platts calculates their averages, and Mr. Jordan responded that they only calculate volume weighted averages.  Mr. Griffith also asked how reporting points are changed and established.  Mr. Jordan responded that when trading is sufficient at a specific point Platt’s will contact a company and ask them to report transactions at a specific point.

Ms. Chezar asked Ms. Berberich and Mr. Woodard how licenses are used within a company, and if there were any limitations on the internal use of the information.  Mr. Woodard responded that licenses are issued on per user basis rather than per company, and that there are no limitations as to internal data use, as long as all users are licensed.  Mr. Connor asked if there is ever a time when the information can be made public.  Mr. Woodard responded that the Platt’s index prices should never be available publicly to anyone without a license.  Ms. Chezar stated that the pipelines are required by FERC to post their cash-out calculations on their pipelines.  Mr. Woodard stated that he was unaware of this practice and that he will have to look into it.  

Mr. Novak asked how Platt’s handles the per user licensing requirement when companies with fifty plus employees in the IT department have access to the information.  Mr. Woodard responded that Platt’s offers a pass through clause, so that those in the IT department who do not use the indices will not be required to be licensed.  

Mr. Connor asked how pricing is structured.  Mr. Woodard responded that Platt’s offers a “bandage structure” where a license is issued for $4,000 for the first user, $2,000 for the second through sixth user, and $1,000 for every user over the sixth.

Mr. Griffith asked if there was a method for allowing a 3rd party to use the Platt’s indices for calculating formulas without requiring them to obtain a license because of their detachment from the market.  Mr. Woodard responded that it had been discussed at a management level but no action had been taken in that direction.

Mr. Gwilliam asked if data derived from Platt’s data may be made publicly available if the base numbers would be undiscoverable.  Mr. Woodard responded that there is a reverse engineering clause in the contract prohibiting such use.  
5. Adjournment
The meeting was adjourned by consensus at 2:15 p.m. Eastern.
6. Attendance
	Name:
	Organization:
	November 15th 

	Mariam Arnaout
	American Gas Association
	Phone

	Pamela Berberich
	Platts 
	In Person

	Jonathan Booe
	NAESB
	In Person

	Kelly Brooks
	Williston Basin
	Phone

	Kathryn Burch
	Spectra Energy Trans
	In Person

	Mary Beth Carroll
	KeySpan
	In Person

	Dolores Chezar
	KeySpan
	In Person

	Pete Connor
	NiSource Dist.
	In Person

	Valerie Crockett
	TVA
	In Person

	Kelly Daly
	Arizona Public Service Co.
	In Person

	Dale Davis
	Williams Gas Pipeline
	In Person

	Rhonda Denton
	BP Energy 
	In Person

	Mark Gracey
	Tennessee Gas Pipeline
	In Person

	April Gregory
	Northern Natural Gas
	Phone

	Bill Griffith
	El Paso Natural Gas
	In Person

	Tom Gwilliam
	Iroquois Gas Transmission
	In Person

	Donna Gussow
	FPL
	Phone

	Brenda Horton
	Kern River Gas
	Phone

	Brian Jordan
	Platts
	In Person

	Joe Kardas
	National Fuel Gas Supply
	In Person

	Iris King
	Dominion
	In Person

	Drake Kjowski
	PSEG
	Phone

	Paul Love
	NGPL
	In Person

	Marcy McCain
	Spectra Energy
	Phone

	Becky Miller
	Dominion Trans Inc.
	In Person

	Richard Moreno
	Sea Robin Pipeline
	In Person

	Sylvia Munson
	SunGard Energy
	Phone

	Mike Novak
	National Fuel Gas Distribution
	In Person

	Lou Oberski
	Dominion
	Phone

	Marjorie Perlman
	Energy East
	Phone

	Phil Precht
	Baltimore Gas and Electric
	Phone

	Robert Pulcini
	The Structure Group
	Phone

	Denise Rager
	NAESB
	In Person

	Douglas Rudd
	New Jersey Natural Gas
	Phone

	Micki Schmitz
	Northern Natural Gas
	Phone

	Donna Scott
	Florida Gas Transmission
	In Person

	Mike Shepard
	Mewbourne Oil Company
	Phone

	Leigh Spangler
	Latitude Technologies
	Phone

	Kim Van Pelt
	Panhandle Eastern Pipe Line
	In Person

	Mark Wilke
	Trunkline Gas Company
	In Person

	Mary Wolosek
	Nicor Gas
	Phone

	Byron Woodard
	Platts
	In Person

	Randy Young
	Boardwalk Pipelines
	In Person
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