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October 17, 2005
TO:
NAESB WGQ Contracts Subcommittee

FROM:
Todd Oncken, NAESB Deputy Director
RE:
NAESB WGQ Contracts Subcommittee Meeting Draft Minutes – October 11, 2005
NORTH AMERICAN ENERGY STANDARDS BOARD

WGQ CONTRACTS SUBCOMMITTEE MEETING

Tuesday, October 11, 2005 – 10:00 a.m. to 4:00 p.m., Central 

NAESB Offices in Houston, Texas

DRAFT MINUTES
1.
Welcome & Administrative Items

Mr. Sappenfield called the meeting to order.  Mr. Oncken gave the antitrust advice.  Ms. Klecka moved, seconded by Ms. Gussow, to adopt the draft agenda as written.  The motion passed unanimously.  

Ms. Gussow moved, seconded by Mr. Hebenstreit, to approve the April 28, 2005 draft minutes without modification.  The motion passed unanimously. 

Ms. Gussow moved, seconded by Ms. Klecka, to approve the September 8, 2005 draft minutes without modification.  The motion passed unanimously.  

2. Review, discussion and start of processing of comments for UPDATE to the NAESB BASE contact Request R05014
Before looking at the comments that were submitted in preparation for this meeting, the subcommittee generally discussed how it should proceed with revising the contract.  The subcommittee determined that any changes to the Base Contract should not reduce its current acceptance and usage in the industry.  The subcommittee proposed to evaluate each of the comments as follows:  

1) comments that can easily be integrated as an enhancement into the agreement; 
2) comments where more discussion is needed to determine whether integration would be appropriate; and  
3) comments that should not be integrated because consensus is unattainable or inclusion would make the document less robust.  

The subcommittee set a completion goal of 1st Q2006 for Request R05014.  If the completion goal is reached, the revised NAESB Base Contract can be included in the NAESB WGQ Standards, Version 1.8.  
The following mission statement was drafted as a benchmark for the evaluation of comments.  

Our mission under Request R05014 is to recommend to the Wholesale Gas Quadrant Executive Committee a revised NAESB Base Contract for Sale and Purchase of Natural Gas (NAESB WGQ Standard 6.3.1 dated April 19, 2002) (NAESB Base Contract) that maintains the usefulness of the agreement and broad usage throughout the industry, regardless of whether a party is a buyer or seller.  The revised NAESB Base Contract should reflect changes in the industry, improve the interface with other industry agreements, facilitate continued wide-spread use among different classes of counterparties and geographic regions, and expedite the contracting process between the counterparties. 
Ms. Hazel moved, seconded by Ms. Szasz, to adopt the mission statement, as noted above.  The motion passed unanimously.  

Beyond the substance of the comments, the following overriding philosophical questions were developed:
1) To what extent will the force majeure language be revised, in light of current events?
2) To what extent will the financial responsibility language (Section 10) be revised?
3) Should index price reduction be addressed?
4) To what extent will credit be revised, possibly subdivided into (a) margining and credit relationships and (b) event of default termination provisions
The subcommittee determined that establishing subgroups would be an efficient way to process the comments.  It was noted that all subgroup meetings would be announced to the whole WGQ Contracts Subcommittee and conference calling would be available. The subcommittee reviewed the compiled comments document and identified the following subgroups:

1) Section 3.5 - trigger price – facilitated by Ms. Hazel
2) Section 6 – taxes – facilitated by Mr. Sappenfield
3) Section 10 - financial responsibility – facilitated by Mr. Sappenfield
4) Section 11 - force majeure – facilitated by Mr. Sappenfield
The individual comments will be discussed in detail during subgroup meetings and the results of those discussions will be brought forward to the WGQ Contracts Subcommittee meetings.  All other proposed changes will be discussed in general WGQ Contracts Subcommittee meetings.  The final items to consider will be the definitions, cover page, confirmation and formatting.  Ms. Gussow agreed to facilitate the group discussing formatting.
The subcommittee generally discussed each of the subgroup topics to provide philosophical guidance to the subgroups as they begin to process the comments.  One philosophical area, not specifically noted above, is the role that LNG will play in the revised Base Contract, especially in Section 11.  Mr. Sappenfield noted that conflicting comments were submitted on whether, and to what extent, LNG should be included in the revised contract.  He also noted that there was uncertainty in the industry on several issues surrounding LNG, including quality, delivery and capacity, and substance of the changes to the agreement could be dictated by that uncertainty.  
Section 3.5:  Ms. Hazel explained the proposed trigger pricing language in Section 3.5.  Ms. Hazel summarized that if the parties have agreed to a forward fixed price in the future and there is an event of force majeure, this clause would have the effect of taking the parties back to the first of the month price as if they had never agreed to the forward fixed price.  Ms. Hazel stated her organization included similar language as a special provision, but did not support including the language in the Base Contract because it is a complex clause that needs to be explained in many instances.  Ms. Greenblatt agreed that including the clause would not increase the usability of the agreement.  General discussion of the proposed clause revealed that this was a controversial issue.  Ms. Klecka, one proponent of the clause, stated the change was submitted because it is becoming a more common contract term.  The subcommittee determined that the proposed language should not be added to the Base Contract and comments 64 and 65 were deleted from the combined comments document.  After limited discussion, the subcommittee also deleted proposed section 14.13 from comment 177.
Section 6:  Mr. Sappenfield noted that several comments suggested deleting the optional provision where the seller pays taxes before and at the delivery point, since that option is rarely used.  Ms. Gussow stated regulated utilities prefer to have the option available because there are instances when it is better to compensate the seller for taxes instead of separately settling taxes.  Accordingly, Ms. Gussow suggested the option remain in the agreement.  Participants agreed the option should remain available but the other proposed language changes should be discussed by the subgroup.  Comments 76, 77 and 78 were deleted.
Section 10:  This was identified as one of the most critical areas where comments were received.  The subcommittee noted that the fact that a proposed clause was controversial or not widely used in the industry would be acceptable criteria for not moving forward with the revision.  Ms. Kelecka suggested that some areas, such as the proposed addition of triangular cross-defaults, should be included in the contract as optional clauses that the counterparties could select on the cover page.  She noted the language is in 60-70 percent of the contracts her organization executes.  

Section 11:  Mr. Sappenfield stated that the proposed revisions to the force majeure clause could have a big impact on the agreement.  The subcommittee continued its general discussion of the role LNG should have in the revised agreement, and specifically the role LNG should have in Section 11.  Mr. Klein stated the use of LNG is increasing, and this change in the industry should be reflected in the Base Contract.  Mr. Klein said the biggest problem with selling LNG under the Base Contract was that the agreement assumes that all of the gas that is sold is produced in the United States.  Mr. Sappenfield noted that the comments submitted by Shell LNG suggested adding LNG-specific language to the NAESB Base Contract was premature, and any included language could be limiting.  Mr. Rich agreed that language can be developed, but full input should be received from all the players in the LNG world, including customers.  He added that any provisions would also affect the LDCs, so they should participate in the process as well.  Ms. Hazel noted that the implication of not amending the force majeure clause to address LNG issues was that the existing clause would be applied when there is an interruption in LNG supply.  

3. Establish meeting dates, time and locations for continuing review  and processing of comments 

The following meetings were scheduled:

WGQ Contracts Subcommittee Meeting (with web-conferencing):  December 14, 2005; 10:00 a.m. to 4:00 p.m. Central at the NAESB Offices.  In preparation for the meeting, participants were asked to highlight those comments contained in the combined document that they feel should not be included in the workplan.  Additionally, participants should feel free to submit additional comments for the subcommittee to evaluate as it moves forward.
WGQ Contracts Subcommittee Group Meeting (with web-conferencing) for GROUP 10 and 11:  November 7, 2005; 1:00 p.m. to 5:00 p.m. Central at the NAESB Offices 
WGQ Contracts Subcommittee Group Conference Call (with web-conferencing) for GROUP 6:  November 4, 2005; 2:00 p.m. to 3:00 p.m. Central 
4. Second Face to Face Meeting first week in November 2005 to continue review and processing of comments

There was no discussion under this topic.  Please see the change in meeting date discussed under item 3.
5. Other Matters

No other business was discussed.
6. Adjourn 
The meeting adjourned at 2:53 p.m. Central.
7.
Participation
	Name
	
	Organization
	Segment
	Comments

	Martha
	Braddy
	BG LNG Services, LLC
	Pr
	In Person

	Christopher
	Burden
	Williams Gas Pipeline
	Pl
	In Person

	Scott
	Butler
	Consolidated Edison
	L
	Phone

	Ron
	Clements
	Anadarko Energy Services
	Pr
	In Person

	Susannah
	Collier
	BG LNG Services, LLC
	Pr
	In Person

	Pete
	Connor
	NiSource
	L
	Phone

	Dale
	Davis
	Williams Gas Pipeline
	Pl
	In Person

	Michael
	Davis
	TVA
	S
	Phone

	Carla
	Dent
	Chevron Natural Gas
	Pr
	In Person

	Elizabeth
	Evans
	Constellation Commodities
	S
	In Person

	Patrice
	Gelineau
	Louis Dreyfus
	S
	Phone

	Mark
	Gracey
	Tennessee Gas Pipeline
	Pl
	In Person

	Paramy
	Graff
	Apache
	Pr
	Phone

	Marcia
	Greenblatt
	Sempra
	S
	Phone

	Dona
	Gussow
	Florida Power & Light
	E
	Phone

	Carolyn
	Hazel
	Conoco Phillips
	Pr
	In Person

	Bill
	Hebenstreit
	El Paso Marketing
	Pr
	In Person

	Atsushi
	Hozumi
	Mitsubishi International
	Pr
	In Person

	Richard
	Ishikawa
	SoCalGas
	L
	Phone

	Angie
	Ishikawa
	SoCalGas
	L
	Phone

	Ellen
	Klecka
	Cinergy Marketing & Trading
	S
	In Person

	Jason
	Klein
	BG LNG Services, LLC
	Pr
	In Person

	Anne
	Lovett
	PPL Energy Plus, LLC
	S
	Phone

	Susan
	Lum
	El Paso Marketing
	Pr
	In Person

	Carol 
	Milanowski
	Williams Power
	S
	Phone

	Mike
	Novak
	National Fuel Gas Distribution
	L
	Phone

	Todd
	Oncken
	NAESB
	
	In Person

	Stephanie
	Panus
	BG LNG Services, LLC
	Pr
	In Person

	David
	Portz
	David A. Portz PC for Total Gas & Power NA
	S
	In Person

	Randall
	Rich
	Bracewell & Guiliani for Shell LNG
	Pr
	Phone

	Mark
	Russell
	Salt River Project
	E
	Phone

	Porter 
	Ryan
	El Paso Marketing
	Pr
	In Person

	Keith
	Sappenfield
	EnCana Marketing
	S 
	In Person

	Micki
	Schmitz
	Northern Natural
	Pl
	Phone

	Mike
	Shepard
	Mewbourne Oil Company
	Pr
	Phone

	Cathy
	Szasz
	AEP
	S
	Phone

	Lori
	Thompson
	AEP
	S
	Phone

	Jim
	Trangsrud
	Salt River Project
	E
	Phone

	Steve 
	Watson
	TVA
	S
	Phone

	David
	Webster
	Calpine Corp.
	S
	In Person

	Steve 
	Zavodnick
	Baltimore Gas & Electric
	L
	Phone
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