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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

January 6, 2008
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 – December 4, 2007
NORTH AMERICAN ENERGY STANDARDS BOARD

WGQ Business Practice Subcommittee Order 698
Hosted by AGA – Washington, D.C.
December 4, 2007 – 10:00 AM to 5:00 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.  Ms. McVicker made a motion to adopt the agenda as posted and Ms. Crockett seconded the motion.  The motion passed without objection.  Ms. Davis suggested that the group adopt the November 14, 2007 meeting minutes after lunch, so that the participants could review the minutes during a break.  Mr. Booe reviewed the October 30, 2007 meeting minutes as revised by Ms. Davis.  Minor modifications were made to the minutes.  Ms. Davis made a motion to adopt the minutes as revised and Ms. Crockett seconded the motion.  The motion passed without objection.  Mr. Booe reviewed the October 31, 2007 meeting minutes as revised by Ms. Davis.  Minor modifications were made to the minutes.  Ms. Davis made a motion to adopt the minutes as revised and Mr. Novak seconded the motion.  The motion passed without objection.  The final minutes from the 10/30/07 and 10/31/07 meetings can be found by following the links provided.  
Due to substantial suggested modifications to the November 14, 2007 meeting minutes, the group determined to review the minutes on the following day.  Mr. Booe reviewed the November 15, 2007 meeting minutes as revised by Ms. Davis.  Minor modifications were made to the minutes.  Ms. Davis moved to adopt the November 15, 2007 meeting minutes as revised.  Ms. Crockett seconded the motion and the motion passed without opposition.  The final minutes from the 11/15/07 meeting can be found by following the link provided.
2. Annual Plan Item 7a (Index Based Pricing in Capacity Release)
Implementation Examples of Proposed Standards 5.3.x3 and 5.3.x4 to Address Annual Plan Item 7a, submitted by Mike Novak of National Fuel
Mr. Novak presented a work paper to address Annual Plan Item 7a that provided examples of how proposed standards 5.3.x3 and 5.3.x4 could be implemented.  Mr. Novak explained that the work paper was a spreadsheet that calculates a monthly reservation rate, a monthly volumetric rate, and a daily volumetric rate based on random daily index values from two non-existent index points.   Mr. Novak reviewed the three examples and answered the participant’s questions.  Mr. Love asked if the regulations state that a rate over the max rate may be charged on a given day, if the monthly rate is below the max rate.  Ms. Burch responded that it is a matter of interpretation.  Mr. Novak conceded that the regulatory text can be interpreted in two different ways, but stated that the ANR Order and the NOPR both provide some guidance on the issue.  Mr. Smith noted that an ANR Order and a NOPR are not the equivalent of a regulation.  Mr. Novak responded that the ANR tariff sheet was approved by FERC and cited the Order RP04-327 ordered July 8, 2004, with a compliance filing on February 27, 2005.  He stated that his objective would be to have the standards comply with what FERC issued in the ANR case, and would like to have a representative from ANR participate in one of the meetings.  Ms. Burch stated that the ANR Order is very ambiguous, and that her company interpreted the order to prohibit exceeding the daily max rate.  
Mr. Young stated that he disagrees with Mr. Novak’s work paper because his company’s formula is calculated by dividing by the number of days in the year not by the number of days in a month.  Mr. Novak responded that the group could ask the Interpretations Subcommittee how to determine the correct number of days to use. Mr. Petersen asked if it was possible to calculate a negative number for the monthly rate, and if so how it would be handled.  Mr. Novak responded that the negative number would effectively be a zero.

Proposed Standard to Address the Billing and Invoicing Aspect of Index-Based Pricing in Capacity Release, submitted by Joe Kardas of National Fuel Gas Supply
Next, Mr. Kardas presented a proposed standard to address Annual Plan Item 7a.  Mr. Kardas reviewed the proposed standard and stated that the objective of the proposal was to address the billing and invoicing aspect of index-based pricing.  He stated that the intent was not to relieve the TSP’s from invoicing, but to provide a solution for complex calculations.  The proposed standard is as follows:
For index-based capacity release transactions, the releasing shipper should provide the Transportation Service Provider (TSP) with the detailed calculation of the amount to be billed to the replacement shipper. A report of this calculation should be provided in a mutually agreed upon format no later than the first business day of the month following the transportation under the release. The results of the releasing shipper’s calculations should comport with the release award and/or the TSP’s minimum and maximum rates, as applicable.  If the report does not meet this criterion, the TSP will invoice the replacement shipper at the minimum reservation charge.  Except as provided above, the TSP should invoice the replacement shipper the reservation charge amounts indicated on this report and, upon a request, should provide this report to the replacement shipper.

Mr. Novak stated that Mr. Kardas’s work paper is flawed for the reasons cited in Ms. Chezar’s response to the proposed standard.  He stated that Ms. Chezar’s issues could be resolved with a few modifications to the proposed standard, such as changing the “minimum reservation” charge to “previously determined, mutually agreeable rate”.  Mr. Love stated that there are times when things will not be published and if the rate can not be determined, a pipeline has no option but to charge the minimum reservation rate.  Mr. Novak stated that as a firm shipper, he will not concede that and that it is contrary to Commission policy.  Mr. Kardas asked if Mr. Novak was suggesting a default rate be made a requirement for index-based releases.  Mr. Novak responded that he was.  Mr. Griffith suggested crafting language to state that absent any other agreement, the default must be the tariff minimum rate.  Mr. Novak agreed and proposed adding the following language:
Using the higher of a default charge specified in the capacity release offer or the TSP’s applicable minimum reservation charge

Ms. Davis asked to break the proposed standards into two paragraphs.  Mr. Love suggested changing all references to “charge” to “rate”.  With the proposed modifications the standard is as follows:
For index-based capacity release transactions, the releasing shipper should provide the Transportation Service Provider (TSP) with the detailed calculation of the amount to be billed to the replacement shipper. A report of this calculation should be provided in a mutually agreed upon format no later than the first business day of the month following the transportation under the release. The results of the releasing shipper’s calculations should comport with the release award and/or the TSP’s minimum and maximum rates, as applicable.

If the report does not meet this criterion, the TSP will invoice the replacement shipper using the higher of a Default Rate specified in the capacity release offer or the TSP’s applicable minimum reservation chargerate.  Except as provided above, the TSP should invoice the replacement shipper the reservation chargerate amounts indicated on this report and, upon a request, should provide this report to the replacement shipper.

Mr. Griffith asked how the concept of a default rate would be used when a floor rate is used in the bidding process.  He stated that originally the floor rate was used if the calculated rate was not within the minimum and maximum rate.  Mr. Novak responded that the default rate, floor rate, and minimum reservation rate are three different concepts and could be used together so that the default rate is used if established. If the default rate has not been established, use the floor rate.  If neither the default rate nor the floor rate has been established, then use the minimum reservation rate.  Ms. Daly asked why a default rate would be necessary if there is a minimum reservation rate acting as the default rate.  Mr. Novak responded that a releasing shipper may have a rate that the releasing shipper would never want to fall below.  Ms. Davis asked how the default rate could be evaluated if it was biddable.  Mr. Novak responded that the default rate could be designated as non-biddable.  He continued that the only time a default rate would be used is if the formula can not be calculated.  Ms. McVicker stated that it would be beneficial to have some defined terms such as floor rate and default rate.

Mr. Novak proposed the following additional modifications be made to the proposed standard:

For index-based capacity release transactions, upon mutual agreement of the releasing shipper and Transmission Service Provider (TSP), the releasing shipper should provide the Transportation Service Provider (TSP) with the detailed calculation of the amount to be billed to the replacement shipper. A report of this calculation should be provided in a mutually agreed upon format no later than the first business day of the month following the transportation under the release. The results of the releasing shipper’s calculations should comport with the release award and/or the TSP’s minimum and maximum rates, as applicable.

If the report does not meet this criterion, the TSP will invoice the replacement shipper using the higher of a Default Rate specified in the capacity release offer or the TSP’s applicable minimum reservation rate.  Except as provided above, the TSP should invoice the replacement shipper the reservation rate amounts indicated on this report and, upon a request, should provide this report to the replacement shipper.

Mr. Kardas stated that this is a new, complicated capability that must be calculated by the releasing shipper, and he does not see the value in requiring the TSP to repeat the calculation.  Mr. Novak stated that if the capacity release transactions are too complex for the billing system the pipelines should hire a third party to handle billing, and that there is already an audit requirement on these rates.  Mr. Kardas responded that it may not be complex to administer; it is the number of transactions that would lead to problems.  He continued that the pipelines that offer this now are provided the calculated rate.  Mr. Griffith stated that he too is concerned with the number of varying formulas that must be invoiced by specific deadlines.  Mr. Conner stated that it is not the releasing shipper’s responsibility to calculate the bill.  If it is something other than simple math it will be the releasing shipper’s responsibility to communicate with the pipeline.  Mr. Pelkey stated that audit ability will be lost if the shipper and the pipeline have a discrepancy in the calculations. 
The group discussed how to proceed with the competing proposed standards.  Mr. Novak noted that Ms. Chezar’s preference would be to not create a standard and suggested that developing no standard be documented as a third option.  Mr. Kardas suggested that the group continue through the process and develop a more definitive standard through consensus.  Mr. Love agreed and stated that he does not believe that the proposed standard creates a penalty.  Mr. Shepard stated that it would be helpful for the industry if specific consequences were developed for untimely reports.  

Review of Previously Proposed Standards 
Mr. Novak suggested that the group address definitions for “floor rate” and “default rate” as previously suggested by Ms. McVicker.  Mr. Novak noted that the group had addressed “floor rates” at an earlier meeting.  The participants reviewed the previously proposed standards.  Mr. Novak proposed the following as standard 5.2.x1:

A Rate Floor is the term used to describe a rate that would be used in place of a formula result when that result is less than the rate.  
Ms. McVicker noted that the proposal merely describes when “rate floor” will be used rather than defining it.  After further discussion Mr. Novak proposed the following:

Proposed Definition 5.2.x1:

For index-based capacity release transactions, Rate Floor is the term used to describe the minimum rate acceptable to a releasing shipper.  The Rate Floor would be used in place of a formula result when that result is less than the floor rate.   

Ms. Davis suggested making the second sentence standard 5.3.x8.  Mr. Gwilliam suggested changing “floor rate” to “minimal acceptable rate”.  Mr. Love disagreed because the term “minimal acceptable rate” is used elsewhere in capacity release.  Mr. Novak stated that “rate floor” is more commonly used term and noted that the “rate floor” would need to be capitalized.  Mr. Novak suggested adding “as a calculated result of an index based capacity release formula” to the first sentence.  Based upon the discussion, the following definition was developed:

Revised Proposed Definition 5.2.x1 
For index-based capacity release transactions, Rate Floor is the term used to describe the lowest rate acceptable to a releasing shipper as a calculated result of an index-based capacity release formula.  

Based upon the language in the second sentence of Mr. Novak’s second proposed Definition 5.2.x1, Ms. Davis proposed the following:

Proposed Standard 5.3.x8
For index-based capacity release transactions the replacement shipper will pay no less than the rate floor, if a rate floor is stated in the offer.

Ms. McVicker suggested adding “any time the result of a formula produces a number that is less than the minimum, the floor rate applies”; so that it is clear that floor rates are applicable to daily and monthly calculations.  Mr. Smith suggested prefacing the proposed standard with “for invoicing”.  Based upon the discussion, the following was developed:

Revised Proposed Standard 5.3.x8:
For invoicing index-based capacity release transactions, the Rate Floor should be substituted for the formula-based rate when the calculated formula results in a rate less than the Rate Floor. 

The participants discussed placing the proposed standard with other billing standards, but decided to address the issue at a later time.  Mr. Novak proposed the following language:

Proposed Definition 5.2.x2:

For index-based capacity release transactions, Default Rate is the term used to describe the rate to be used for invoicing purposes when the result of the index-based formula is unavailable or can not be computed because a formula component is not available.

Mr. Love suggested that removing “because a formula component is not available” from the end of the proposed language.  Mr. Novak stated that a billing oriented standard for the proposed standard is not needed because the definition is self-evident.  After further discussion, the following was created:

Revised Proposed Definition 5.2.x2:

For index-based capacity release transactions, Default Rate is the term used to describe the rate to be used for invoicing purposes when the result of the index-based formula is unavailable or cannot be computed.

Mr. Shepard stated that he would like to make a few modifications to some of the previously proposed standards based upon the progress made thus far.  He stated that he would like to add to the end of Proposed Standard 5.3.x2, “A releasing shipper may specify, and a TSP should support, a Default Rate in the capacity release offer.”  Ms. Davis responded that the proposed language does not belong at the end of Proposed Standard 5.3.x2 and should be a stand alone standard.  She also noted that “floor rate” should be changed to “Rate Floor” in all standards.  To address Ms. Davis’ comment, Mr. Novak proposed the following language:

Proposed Standard 5.3.x9:
For index-based capacity release transactions, a Transportation Service Provider should support the ability of a releasing shipper to specify, in the capacity release offer, a non-biddable Default Rate.

Mr. Shepard stated that he would also like to preface Proposed Standard 5.3.x2 with the same language in Proposed Modified Standard 5.3.26.  Based upon Mr. Shepard’s comment, the following modifications were made:

Revised Proposed Standard 5.3.x2:
For index-based capacity release transactions, the releasing shipper should specify which one of the following methods is acceptable for bidding on a givenwhether bids upon the index-based formula detailed in thecapacity release offershould 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 floor rateRate Floor, or

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

Mr. Love asked what the result would be if a party wanted to release capacity based upon a basis other than the three provided in Proposed Standard 5.3.x2.  Mr. Novak responded that the final bullet of Proposed Standard 5.3.x2 is to serve as a catch-all, and that the group decided to restrict the basis so that the request would be administratively possible within the time restraints.  Mr. Love stated that he understands the timeline issues, but is concerned that the FERC Order’s intent was to not be restrictive.  Mr. Novak noted that all other requests could be addressed in “special terms and conditions”.  Mr. Love suggested that some language be added to the proposed standard to capture that possibility.  Mr. Novak stated that group could discuss adding such language at a future meeting.  Mr. Shepard suggested two minor modifications to Proposed Standards 5.3.x3 and 5.3.x4.  These, as well as all other modifications to the proposed and proposed modified standards can be found as an attachment to the minutes: Annual Plan Item 7a - Modified and New Proposed Standards - Revised 12/04/2007. 
3. Next Steps for Annual Plan Item 7a (Index-Based Pricing in Capacity Release)
Ms. Van Pelt noted that many new standards and modifications had been proposed during the meeting and suggested that the participants review the progress and continue discussion at the next meeting.  Ms. Van Pelt stated that next meeting would be held in Houston, Texas at the NAESB offices on January 9-10, 2008.  
The meetings scheduled for 2008 are as follows:

· February 27-28, 2008, hosted by PSEG in Newark, New Jersey

· March 12-13, 2008, hosted by El Paso Western Pipelines, Colorado Springs, Colorado

· April 22-23, 2008, hosted by AGA, Washington, D.C. 

4. Adjournment
The meeting was adjourned by consensus at 4:34 p.m. Eastern.
5. Attendance
	Name:
	Organization:
	December 4, 2007 

	Mariam Arnaout
	American Gas Association
	In Person

	Pat Barry
	Northern Natural Gas
	Phone

	Jonathan Booe
	NAESB
	In Person

	Kelly Brooks
	Williston Basin
	Phone

	Kathryn Burch
	Spectra Energy Transmission
	In Person

	Craig Colombo
	Dominion
	In Person

	Pete Connor
	NiSource Distribution
	Phone

	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

	Bill Griffith
	El Paso Natural Gas
	In Person

	Tom Gwilliam
	Iroquois Gas Transmission
	In Person

	Dona Gussow
	FPL
	Phone

	Scott Hansen
	Questar Pipeline
	Phone

	Paul Herron
	Southern Natural Gas
	Phone

	Brenda Horton
	Kern River Gas Transmission
	Phone

	Paul Jones
	SRP
	In Person

	Joe Kardas
	National Fuel Gas Supply
	In Person

	Iris King
	Dominion
	In Person

	Drake Kijowski
	PSEG
	Phone

	Paul Love
	NGPL
	In Person

	Marcy McCain
	Spectra Energy Transmission
	Phone

	Diane McVicker
	SRP
	In Person

	Becky Miller
	Dominion Trans Inc.
	In Person

	Richard Moreno
	Sea Robin Pipeline
	Phone

	Sylvia Munson
	SunGard Energy
	Phone

	Mike Novak
	National Fuel Gas Distribution
	In Person

	Mark Pelkey
	National Fuel Gas Supply
	In Person

	Lori Pennock
	SRP
	In Person

	Marjorie Perlman
	Energy East
	Phone

	Don Petersen
	Pacific Gas and Electric
	In Person

	Denise Rager
	NAESB
	In Person

	Mike Shepard
	Mewbourne Oil Company
	Phone

	Richard Smith
	Exxon/Mobil
	In Person

	Leigh Spangler
	Latitude Technologies
	Phone

	Darren Taylor
	Calpine
	In Person

	Kim Van Pelt
	Panhandle Eastern Pipe Line
	In Person

	Mark Wilke
	Trunkline Gas Company
	In Person

	Randy Young
	Boardwalk Pipelines
	In Person




























WGQ BPS Order 698 Subcommittee Meeting
Final Minutes – December 4, 2007

1

