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Re: Proposed Business Standards for Implementation of a portion of FERC Order No. 712
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Specifically with respect to that portion of Order No. 712 that permits tying of beginning and/or ending inventory quantities within storage capacity releases, Capacity Center provides a discussion of the issues its believes are raised by this portion of the Order and proposes the below standards be considered as a simple and straightforward way of implementing this new part of capacity release business practices.

Discussion: 

In light of the fact that there are several component of a storage right that are released under previous rules (i.e., the capacity, injection and withdrawal rights); and further, in light of the fact that there are now two, new and additional aspects that can be released/and or tied to the release of such rights (i.e., beginning and/or ending gas inventory), Capacity Center notes that in order to implement this new set of conditions, it is probably best and most efficient to: 1) make these types of releases a separately named “kind” of release; and, 2) to also establish a simple, easy to administer, means of implementing, bidding upon, awarding, and administering the payment for, these releases.  

Capacity Center proposes that storage releases that require the purchase and/or sale of specified quantity(ies) of inventory as their starting and or ending inventories be named “Composite Storage Capacity Rights Releases”.

Under releases involving beginning and/or ending inventories of gas commodity, one can readily envision that a releaser which specifies that a storage release be returned with a greater quantity of gas in inventory than that released and sold at the outset will likely result in the releaser paying the acquirer a net amount under the release rather than the releaser being paid an amount under the release.  

In essence this means that the acquirer will be making a “negative” bid.  A negative bid means that the acquirer will be paid for taking on the rights and obligations of the release rather than the releaser being paid under the release.

In addition, where there are many rights being released and under the terms of Order 712 and where there is no bidding cap for releases of a year or less, it immediately becomes potentially cumbersome to evaluate those bids that place different emphases on the different parts (components) of the composite storage release than other bids.  

In short, Capacity Center proposes that all these different aspects be combined for bidding purposes into a total, composite package, and that bids (and awards) be made on the basis of a total dollar amount that the bidder is willing to pay (or be paid) for undertaking the acquisition of the transaction. 

Then, it would appear that the only other moving part is how to deal with Bidders wanting only a portion of the offered transaction.  Here, Capacity Center proposes that a bidder may only specify a proportion (a percentage) of the total transaction package (i.e., the Composite Storage Capacity Rights Release) that they will be willing to acquire and that no bidding on individual proportions of individual parts be permitted.

Thus, a bidder may acquire a percentage of the rights and obligations offered under the release; say 20% of each of the injection, capacity, withdrawal, beginning inventory, and ending inventory components.  

In turn, this makes evaluation of the bids simpler as well.  A bid on 20% of the transaction at a total dollar amount can be compared directly with an 80% bid or a even a 100% bid by means of dividing the bid dollars by the proportional percentage to arrive at the equivalent amount for 100% of the release.  

Then, with this “apples to apples” comparison now possible, the pipeline can compare these amounts to determine the best bid(s) and proceed to effectuate the award(s).

Proposed Standards:

A.1 

“When a release of storage rights involves the sale and or purchase of quantitiy(ies) of gas to be contained within the released storage capacity either as a beginning inventory, ending inventory or both; such release shall be termed a Composite Storage Capacity Rights Release.”

A.2

“A Composite Storage Capacity Rights Release Offer shall be bid upon and awarding of award(s) of such release shall be on the basis of a single, total dollar amount for all of the rights and quantity(ies) offered or a total dollar amount for the proportion of all such rights and quantity(ies) the bidder is willing to acquire.  

A.3

“When a Bidder is bidding on only a proportion of a Composite Storage Capacity Rights Release, only one proportion (a percentage) pertaining to all rights and quantity(ies) within a Composite Storage Capacity Release shall apply.”  

A.4

“The total dollar amount of the winning bidder(s) shall be the amount paid to or paid by the releaser of such Composite Storage Capacity Rights for the Composite Storage Capacity Release or proportion(s) thereof awarded.”   

A.5

“All bids made for all or a proportion of a Composite Storage Capacity Rights Release shall be made for the full term of the Composite Storage Capacity Rights Release.  No bid shall be permitted for a lesser or greater term of a Composite Storage Capacity Rights Release.”

A.6

“A positive Bid on a Composite Storage Capacity Rights Release Offer shall mean that the Bidder is willing to pay the releaser such total dollar amount to the Releasing Shipper to acquire the Composite Storage Capacity Rights.  A negative Bid on a Composite Storage Capacity Rights Release Offer shall mean that the bidder is willing to be paid by the releaser such total dollar amount by the Releasing Shipper to acquire the Composite Storage Capacity Rights.”  

A.7

“An Acquirer of a Composite Storage Capacity Rights Release (a Composite Storage Capacity Rights Release Award) acquires all the rights and obligations (or proportion of all the rights and obligations) of the Composite Storage Capacity Rights Release including without limitation all rights and obligations set forth in the TSP’s tariff pertaining to the service released.”  

A.8

“The Releaser of a Composite Storage Capacity Rights Release shall specify in their Offer of such Composite Storage Capacity Rights Release whether the total dollar amount awarded is to be paid: 

a) in equal amounts over the period of the release 

b)  in a lump sum no sooner than twenty (20) days after the effective date of the release; or

c) in a lump sum no later than thirty (30) business days after the end date of the release.  

The TSP may require that the Releaser-specified payment date(s) referenced above conform to the billing and payment date(s) employed by the TSP in their normal course of business.”

A.9

“All Composite Storage Capacity Rights Release Offers must conform to the TSP’s tariff provisions with respect to storage capacity inventory ratchets (if any) and no Composite Storage Capacity Rights Release Offer is permitted that specifies a beginning or ending inventory in violation of such TSP tariff provisions.”

A.10

“TSP’s shall evaluate Composite Storage Capacity Rights Release Bids on the following basis in order to make all bids comparable and able to be evaluated pursuant to the Bid evaluation terms of the TSP’s tariff.  In order to make all bids able to be evaluated on a comparable basis, the TSP shall divide the total dollar amount bid by a Bidder by the proportion of the Composite Storage Capacity Rights Release bid upon by the Bidder.  This will make all Bids, regardless of proportion bid upon able to be ranked from highest bid to lowest bid.  Then, by applying its Bid evaluation rules, the TSP shall award the Composite Storage Capacity Rights Release Award(s) in conformance with its tariff.

