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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 28, 2007
TO:
NAESB Wholesale Gas and Electric Quadrants and all Interested Industry Participants 

FROM:

Jonathan Booe, NAESB Project/Meeting Manager
RE:
Draft Minutes from the WGQ Business Practice Subcommittee – Order 698 Meeting – October 31, 2007
NORTH AMERICAN ENERGY STANDARDS BOARD

WGQ Business Practice Subcommittee Order 698
Hosted by NAESB – Houston, Texas
October 31, 2007 – 9:00 AM to 3:00 PM Central
Draft Minutes

1. Administrative 

Ms. Van Pelt welcomed the attendees and introduced the chairs.  Mr. Booe read the antitrust guidelines.  All of the participants in attendance and on the phone introduced themselves.  Ms. Van Pelt reviewed the agenda.  Ms. Davis made a motion to adopt the agenda with the addition of the adoption of the minutes from the October 10, 2007 meeting.  Ms. King seconded the motion.  The motion passed without objection.  The group reviewed the minutes from the October 10, 2007 meeting in Houston, Texas.  Ms. Davis had posted suggested changes to the draft minutes.  This version was used for review.  A few additional modifications were made at the suggestion of Ms. Davis and Mr. Shepard.  Ms. Davis made a motion to adopt the minutes as modified and Ms. Scott seconded the motion.  The motion passed without objection.  The final minutes are posted on the NAESB website as:  10/10/07 Final Minutes.
2. Annual Plan Item 7a (Index Based Pricing in Capacity Release)
a. Review of the Additional Index Standards Concepts work paper

Mr. Novak opened the meeting by suggesting that the group work through Mr. Griffith’s work paper, Additional Index Standards Concepts, so that the group could be on the same page conceptually.  Mr. Griffith explained that the document was not really drafted as a work paper, but was created to capture the concepts discussed at the previous Order 698 meeting.  The group reviewed the document containing the following concepts.
1. Indicate that index-based releases will only be supported on the TSP’s EBB through March 2009 (or one year after adoption of Index-release standards).  After that date, EDI implementation of index-based releases will be considered as supported by business activity experience. 

Ms. Davis stated that she agrees with the first concept but noted that she did not think that capacity release is compatible with EDI.  She continued that the issue may become moot after the review of whether EDI uploads for capacity release is addressed as a WGQ Annual Plan item for 2008.
2. TSPs will post the index references available for use on that pipeline (based on tariff requirements).  

Mr. Griffith stated that he would like to clarify that “post” as used in the concept means describing the index rather than re-publishing the actual data.  Mr. Novak stated that he presumes there will be some commonality among the indices that will be used and suggested that a pipeline’s cash-out indices could even be used.  Ms. Davis suggested that the group attempt to put some boundaries around the number of indices the pipelines would be required to support.  Mr. Novak and Mr. Griffith concurred.  Mr. Shepard warned against using a TSP’s cash-out mechanism, as suggested by Mr. Novak, due to the potential complications if a TSP’s tariff is changed.  Mr. Novak responded that Mr. Shepard is correct about the potential complications, but does not think the group should prohibit it.  

3. Releasing shippers wishing to use index rates not supported by the TSP will be responsible for providing the index rate(s) to the replacement shipper(s) and the TSP, or will reimburse the TSP for the index subscription costs.

Mr. Griffith stated that if a party pays for a subscription for a year then the indices can be used moving forward for that year.  He stated that the intent of the proposal is not to create a revenue generator for the TSP.  Ms. Davis noted that a standard for reimbursement and a standard for the amount of lead time needed should be developed before use of an index could be implemented.
4. Index release formulae must be pre-approved by the TSP before posting and possible treatment under the standard timeline.

Mr. Griffith stated that this proposal would help to alleviate the concerns of the releasing shipper that the pipeline will reject a formula based on it being too complicated.  Mr. Novak responded that it is a reasonable concept that could be addressed through an implementation guide with examples.  Mr. Griffith stated that having to evaluate bids with differential equations within a one hour time frame would still need to be addressed.
5. To be considered for standardized release timeline treatment, a release must include only the following parameters.  Even so, the TSP may reserve the right to process on a different timeline if the release includes unexpected requirements (e.g. designation of a non-TSP supported index).  These items have not been widely discussed and are at best preliminary – particularly related to the bid evaluation references.

a. Release

i. Index or Basis 1

1. Publication (Gas daily, Inside FERC, Etc.)

2. Basis (Bid Week, First of Month, Daily, etc.)

3. Index (Henry Hub, Rocky Mountain, etc.)

ii. Index 2 (used to calculate spread – i.e. Index 1 – Index 2)

1. Publication (Gas daily, Inside FERC, Etc.)

2. Basis (Bid Week, First of Month, Daily, etc.)

3. Index (Henry Hub, Rocky Mountain, etc.)

iii. Index adjustment

1. Percentage

2. Fixed $ amount

iv. Bid Evaluation (in addition to the existing Std 5.3.3 options, but only for index releases)

1. Maximum present value

2. Maximum present value of minimum bid result (if spread or basis is zero) 

b. Bid

i. Bid adjustment

1. Percentage of Index or Basis

2. Index inflator (% or $, based on offer criteria)

3. Index deflator (% or $, based on offer criteria)

ii. Maximum Bid rate – no more than TSP max rate.  Used for evaluation in lieu of index formula is releasing shipper selects Maximum Present Value method.

iii. Minimum Bid rate – no less than TSP min rate.  Used for evaluation in lieu of index formula is releasing shipper selects minimum bid result method. 

An index based on a single index rate would only require an Index 1 reference.  If a spread was specified, the Index 2 reference would always be the subtracted rate (i.e. Index 1 – Index 2).  

Mr. Griffith explained that concept five sets forth parameters that have to be addressed if doing adjustments from a calculation and that there would have to be similar parameters for the bid.  Ms. Davis confirmed that if these items were communicated through data elements and code values, that they would not be within the special terms and conditions.  Ms. Burch asked if the bidder would be required to use the release parameters in the offer.  Mr. Novak responded that the bidder would have to conform to the offer.  

Ms. Davis asked the group if they had come to a conclusion about how to handle calculations over the max rate.  Mr. Griffith responded that purpose of (ii) and (iii) in the Bid section of Concept 5 is to guard against unrealistic numbers coming in as bids in an effort to bid max rate.  Mr. Novak stated that all incoming bids could be assumed to be under the max rate.  Mr. Novak, Ms. Davis, and Mr. Griffith discussed how to identify bids that are over the max rate when the max rate is an unknown.  Mr. Griffith suggested creating an option for a bidder to bid the formula up to max rate.  Mr. Novak approved of the suggestion.  The group briefly discussed the reasons for and benefits of using an unknown variable, such as an index price, in a bidding situation.

Mr. Novak suggested that the group re-focus and draft standards language for the first concept discussed.  Ms. Van Pelt, with the aid of Ms. Davis, proposed the following standards language to address concept one:
A Transportation Service Provider should support index-based capacity released transactions on its Customer Activities Web site using the NAESB WGQ EBB/EDM.

The group modified the proposed standard to require that the NAESB WGQ EBB/EDM is exclusively used and determined that the reference to the Customer Activities Web site was unnecessary.  The group also considered adding language to require implementation within a 12 month period but determined it was also unnecessary because a 12 month implementation period could be addressed by NAESB as a request.  The following is the proposed standard created by the group:
Proposed WGQ Standard 5.3.x1

A Transportation Service Provider should support index-based capacity release transactions exclusively via the use of NAESB WGQ EBB/EDM.  
b. Review of Index-Based Capacity Release – Bidding and Capacity Award Considerations
Next, Mr. Novak suggested that the group return to the Index-Based Capacity Release – Bidding and Capacity Award Considerations work paper he presented at the October 9-10, 2007 Order 698 meeting and draft standards based upon his proposed standards.  To begin, he directed the group to the existing WGQ Standard 5.3.1 and proposed the following modifications:

The Capacity Release timeline is applicable to all parties involved in the Capacity Release process; however, it is only applicable if 1) all information provided by the parties to the transaction is valid and the acquiring shipper has been determined to be credit worthy before the capacity release bid is tendered and 2) for index-based release, the releasing shipper has provided the capacity release facilitator with sufficient instructions to evaluate the bid(s) according to the timeline, and 23) there are no special terms or conditions of the release.
Further, the Capacity Release Facilitator may process on a different timeline if the offer includes unexpected requirements (e.g. designation of non-TSP supported index)

The group did not offer any substantive changes to the proposed modifications to the standard, but did suggest some minor edits.  The group discussed whether to change Capacity Release Facilitator to Transportation Service Provider, but determined that more research would be needed before a definitive decision could be made.  Ms. Van Pelt noted that there could be a need to evaluate all capacity release standards and data sets using the terms Capacity Release Facilitator and Transportation Service Provider for needed modifications.  The following is the proposed revised WGQ Standard 5.3.1 drafted through the consensus of the group:
The capacity release timeline is applicable to all parties involved in the capacity release process, provided that:

1)
all information provided by the parties to the transaction is valid and the acquiring shipper has been determined to be creditworthy before the capacity release bid is tendered,

2)
for index-based capacity release transactions, the releasing shipper has provided the capacity release service facilitator with sufficient instructions to evaluate the corresponding bid(s) according to the timeline, and 

3)
 there are no special terms or conditions of the release.

Further, the capacity release service faclitator may complete the capacity release process on a different timeline if the offer includes unexpected requirements (e.g. designation of an index not supported by the Transportation Service Provider).

Mr. Novak suggested the group continue to his proposed modifications to WGQ Standard 5.3.3.  The following reflects Mr. Novak’s proposed modifications:
For the capacity release business process timing model, only the following methodologies are required to be supported by capacity release service providers and provided to releasing shippers as choices from which they may select and, once chosen, should be used in determining the awards from the bid(s) submitted.  They are: 1) highest rate, 2) net revenue and 3) present value.  For index-based capacity release transactions, the releasing shipper should provide the necessary information and instructions to support the chosen methodology.
Other choices of bid evaluation methodology (including other releasing shipper defined evaluation methodologies) can be accorded similar timeline evaluation treatment at the discretion of the capacity release service provider.  However, the capacity release service provider is not required to offer other choices or similar timeline treatment for other choices, nor, is the capacity release service provider held to the timeline should the releasing shipper elect another method of evaluation.

Mr. Griffith stated that the modification to the existing standard is not needed nor any change to existing WGQ Standard 5.3.5.  He stated that billing on a volumetric basis with releasing on a volumetric basis are two different concepts.  Mr. Novak responded that he was attempting to distinguish a volumetric release from a metric release.  Mr. Wilke noted that the Rte Form/Type Code is a mandatory data element and that there is an indicator prompting a selection of volumetric versus reservation.  Mr. Griffith and Mr. Novak stated that they would each research this issue and discuss it with the people at their companies before re-visiting the proposed modification at the next meeting.
The group proceeded to address Mr. Novak’s proposed WGQ standard 5.3.x2:

For index-based capacity release offers, the releasing shipper should specify whether bids upon the index-based formula detailed in the capacity release offer should be as a percentage of the formula or as a dollars and cents differential from the formula 
Mr. Novak proposed some modifications to the proposed standard based upon the discussion of the Additional Index Standards Concept work paper.  Ms. Van Pelt suggested that the proposed standard be broken into bullets.  After further discussion the group created the following standard:  
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.
Mr. Shepard stated that bidding on a percentage of components in a formula was too complex and suggested removing the second bullet.  Mr. Novak responded that during the next meeting he would provide some examples to explain how bidding on a percentage of a formula component could work.
Mr. Novak stated that proposed WGQ Standard 5.3.x3 would not be needed if the burden of structuring the formula properly is placed on the releasing shipper.  He suggested that the group continue to his proposed WGQ standard 5.3.x4.  Mr. Novak’s proposed WGQ standard 5.3.x4 is as follows:
For monthly reservation 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, 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.

Ms. Scott did not support the concept of allowing a daily rate to be over the maximum rate just because the average is under the maximum rate when charged on a reservation basis.  She stated that she would like to take the concept to others in her company to discuss this issue.
The group reviewed Mr. Novak’s proposed WGQ Standard 5.3.x5 and made a few minor modifications.  The proposed standard with the minor modifications made by the group is as follows:

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 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.

Mr. Shepard stated that the proposed standard was just a reflection of FERC regulations and would not be appropriate as a standard.  Mr. Novak responded that NAESB has created standards which are re-statements of FERC policy in the past.  Ms. Crockett noted that FERC recently rejected standards of this nature in the Wholesale Electric Quadrant.  Mr. Petersen suggested making the proposed language a principle rather than a standard.  The group determined they would discuss this issue further at a future meeting.
The group reviewed Mr. Novak’s proposed WGQ Standard 5.3.x6.  A few minor edits were made, but no substantive changes were offered to the language.   The group agreed to review the proposed standard at the next meeting. The proposed standard with the minor modifications made by the group is as follows: 
For index-based capacity release transactions where the bid(s) based upon the formula detailed in the capacity release offer exceeds applicable maximum rate or is below the applicable minimum rate, such bid(s) should be considered to be at applicable maximum rate or applicable minimum rate, as appropriate.

Mr. Novak stated that he is uncertain whether his proposed WGQ Standard 5.3.x7 should be included, and that he will make that decision before the next meeting.

The proposed standards and the modifications to existing standards discussed during the meeting can be found as an attachment to these minutes - Annual Plan Item 7a - Modified and New Proposed Standards - Revised 10/31/2007.
 

3. Adjournment
Mr. Taylor made a motion to adjourn and Mr. Smith seconded the motion.  The meeting was adjourned by consensus.
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	Name:
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	Mariam Arnaout
	American Gas Association
	Phone

	Jonathan Booe
	NAESB
	In Person

	Kelly Brooks
	Williston Basin
	Phone

	Kathryn Burch
	Spectra Energy Trans
	In Person 

	Christopher Burden
	Williams Gas Pipeline
	Phone

	Valerie Crockett
	TVA
	In Person

	Dale Davis
	Williams Gas Pipeline
	In Person

	Rhonda Denton
	BP Energy 
	In Person

	Bill Griffith
	El Paso Natural Gas
	In Person

	Brenda Horton
	Kern River Gas
	Phone

	Richard Ishikawa
	Southern California Gas Company
	Phone

	Iris King
	Dominion
	In Person

	Marcy McCain
	Spectra Energy Transmission
	Phone

	Diane McVicker
	SRP
	In Person

	Becky Miller
	Dominion Trans Inc.
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	Mike Novak
	National Fuel Gas Distribution
	Phone

	Marjorie Perlman
	Energy East
	Phone

	Don Petersen
	PG&E
	Phone

	Phil Precht
	Baltimore Gas and Electric
	Phone
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	NAESB
	In Person

	Douglas Rudd
	New Jersey Natural Gas
	Phone

	Micki Schmitz
	Northern Natural Gas
	Phone

	Donna Scott
	Florida Gas Transmission
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	Mike Shepard
	Mewbourne Oil Company
	Phone

	Lisa Simpkins
	Constellation Energy
	Phone

	Richard Smith
	Exxon Mobil
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	Latitude Technologies
	Phone

	Darren Taylor
	Calpine
	In Person

	Kim Van Pelt
	Panhandle Eastern Pipe Line
	In Person

	Mary Wolosek
	Nicor Gas Company
	Phone

	Randy Young


	Boardwalk Pipelines


	In Person
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