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North American Energy Standards Board

801 Travis, Suite 1675, Houston, Texas 77002

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


Home Page: www.naesb.org

via posting
TO:
NAESB Wholesale Gas Quadrant (WGQ) Contracts Subcommittee and Interested Industry Participants

FROM: 

Elizabeth Mallett, NAESB Deputy Director 

RE:
WGQ Contracts Subcommittee Draft Meeting Minutes – August 22, 2017
DATE:

November 21, 2017
WGQ CONTRACTS SUBCOMMITTEE

Face-to-Face Meeting with Webcasting
Held at the NAESB Office in Houston, TX
Tuesday, August 22, 2017
10:00 AM to 2:00 PM Central
DRAFT MINUTES
1.
Welcome & Administrative Items

Mr. Sappenfield opened the meeting and welcomed the participants.  Ms. Mallett delivered the Antitrust and Other Meeting Policies reminder.  The participants introduced themselves in person and over the phone.  Ms. Crockett, seconded by Ms. McCain, moved to adopt the draft agenda as final.  The motion passed without opposition.

The participants reviewed the July 12, 2017 draft meeting minutes.  Ms. Crockett, seconded by Ms. McCain, moved to adopt the draft minutes as final.  The motion passed without opposition.
The July 12, 2017 final meeting minutes are available at the following link: https://www.naesb.org/pdf4/wgq_contracts060617fm.doc.
2.
Review and Discussion on 2017 WGQ Annual Plan Item 5b – Develop the Mexican Addendum or Base Contract 

The subcommittee reviewed the Chair's Work Paper containing the draft Mexican Addendum for the NAESB Base Contract for Sale and Purchase of Natural Gas, the  DoE Work Paper, and the Comments Submitted by J. Busch, BP.  The participants determined that the boxes on the Summary Page of the Mexican Addendum referring to Sections 2.30, 2.39, and 2.10 of the NAESB Base Contract for Sale and Purchase of Natural Gas (Base Contract) should be retained.  Mr. Ishikawa noted that the phrase “Expressed in:” should be deleted from the box referring to Section 2.30 and the boxes should be arranged in order.  Ms. McCain noted that the box referring to 2.30 Alternative Damages should be renumbered as 2.3.
Mr. Rodriguez offered a modification to the section referring to Section 1.3 of the Base Contract.  He stated that there are four items listed, so a hierarchy among those items should be established.  He explained that the conflict may not involve the Mexican Addendum, but the documents in (i) and (iii) or the documents in (i) and (ii), etc.  Mr. Sappenfield stated that there may be other addendums, such as a credit addendum, (v) and (vi) should also be listed.  The subcommittee modified the section accordingly.

In the section referencing Section 2.2 of the Base Contract, Mr. Sappenfield noted that the addition of the phrase “as registered in the relevant jurisdiction.”
In the section referencing Section 2.6 of the Base Contract, Mr. Sappenfield noted that the Comisión Nacional Bancaria y de Valores establishes the federal holidays.  Mr. Rodriguez stated that the last sentence of the section was not necessary and should be deleted.  Ms. McCain agreed.  The subcommittee deleted the sentence.
The subcommittee participants noted that the defined term “EFP”, is an acronym for “exchange of futures for physical”.

Ms. McCain questioned why the Non-Defaulting Party would be required to pay in Section 2.38, the definition of “Termination Currency Equivalent”.  Ms. Crockett stated that the termination could be an early buyout.  She suggested that the term “Terminating Party” be used instead.  Mr. Busch stated that the section could apply to a scenario where one calculates the amount in a different currency than what is in the base selections.  He suggested “appropriate party” be used.  Mr. Sappenfield stated that it is the Non-Defaulting Party that always pays.  Ms. McCain stated that there may be a mutual agreement to terminate and, in that case, there is not a Non-Defaulting Party.  Mr. Sappenfield stated that, because either party on a termination could pay the other, it is always determined by the Non-Defaulting Party under the contract.  Ms. McCain noted that Section 10.1 Early Termination damages also uses the term Non-Defaulting Party.  Mr. Busch suggested that the phrase “party to receive the payment” be used instead.  Mr. Sappenfield stated that that party may need to pay somebody, as netting could apply.  The subcommittee replaced “Non-Defaulting Party” with “the appropriate party”.
The subcommittee added Subsections 6.2, 6.3, and 6.4 to Section 6.  The title was modified to correct a reference to a subsection.  Mr. Sappenfield noted that, in Subsection 6.2, the contract price set at the time of the transaction does not include taxes.  Ms. McCain suggested that the word “Taxes” be lowercased throughout the document.  Mr. Rodriguez suggested a phrase addressing customs duties and any other applicable taxes.
The subcommittee noted that a couple commenters in reviewing the Mexican Addendum have identified a possible concern in the event gas imported from the US may be subsequently exported to countries other than the US.  Under current US DoE export permits for LNG, there are separate regulatory requirements for gas going to Free-Trade Agreement (FTA) countries and Non-Free Trade Agreement (non-FTA) countries, respectively.  Exports to Mexico, by contrast, are all deemed to be covered by NAFTA, and in authorizing them, the DoE is acting on the assumption that the gas in question will be consumed in Mexico.  Mr. John stated that it should be made clear to the DoE where the gas is going.  He explained that this concern also occurred in Canadian projects.  He stated that gas that is produced in US, exported to Mexico, and then reexported into the US, may require an additional permit.  The participants reviewed the DoE proposal in the DoE Work Paper to add a new miscellaneous provision, Section 15.14, to call attention to possible restrictions and reporting requirements on resale of gas imported from the US that may be exported from Mexico as LNG or by pipeline to other countries.  Mr. Busch stated that “Buyer shall notify Seller of such Transaction” could be after the deal.  He suggested that the Buyer could notify the Seller of the intent to enter the arrangements.  Mr. Sappenfield stated that the proposed new section 15.14 will address the concerns having to do with reporting or any other responsibility for the gas with respect to the US regulations.
Mr. Flores stated that the main concern regarding Mexican taxes is that buybacks are not defined in the Addendum.  Mr. Sappenfield asked for an explanation of the buyback transactions.  Mr. Flores stated that if the buyer in Mexico has a long term index price contract with a Seller in the United States, every day – if the buyer needs less or more – there will be a change in the price.  He stated that the SAT [what is SAT?  It should be defined here in lieu of using the acronym.] may believe that the price fluctuation with the variation in volume may be a strategy that creates benefits for the Buyer and the Seller.  Mr. Sappenfield stated that the NAESB Contract provides for price or units of the contract amount.  He stated that there is only one price for the month determined by the closing price on the index that was applied to all of the gas delivered during the month.  He noted that an index price is the settlement price for that month multiplied the Delivery price of that month.  Mr. Sappenfield stated that NAESB only provides the format for parties to agree on a pricing and delivery arrangement, but should not limit the flexibility of its parties on how to price commodities.  Mr. Busch stated where there is a sale of gas from Party A that has reduced the nomination from one day to the next, the Seller is not buying that gas back.  Mr. Flores agreed and stated that it would be helpful for if that could be established in the Mexican Addendum.
Mr. Flores stated that, in some cases, there is not necessarily a buyback and title transfer occurring, but nominations being adjusted in real time based on operational conditions.  The subcommittee addressed the buyback concerns by adding Section 8.6.  Mr. Flores stated that he will take the section back to discuss internally.  Mr. Sappenfield suggested that, if the recommendation was voted out during the instant meeting, any additional changes be submitted during the 30-day formal comment period.

The participants noted that the default of Section 8.4 is “No”, but if a “Yes” is placed in the field, then there is the option to select Party A or Party B, the Buyer or Seller.
The section referring to Section 10.4 was modified to mirror Section 7.5.
Ms. Crockett, seconded by Ms. McCain, moved that the WGQ Contracts Subcommittee adopt the recommendation for the Mexican Addendum to the NAESB Base Contract for Purchase and Exchange of Natural Gas.  The motion passed without opposition.
3.
Adjourn

The meeting adjourned on a motion by Ms. Crockett, seconded by Ms. McCain.
4.
Attendance
	Name
	Organization
	Participation

	Jim Busch
	BP
	By Phone

	Pete Connor
	Representing AGA
	By Phone

	Valerie Crockett
	Tennessee Valley Authority
	In Person

	Rafael Figueiredo
	Santa Fe Gas LLC
	By Phone

	Jesus Alejandro Flores
	Comisión Reguladora de Energía
	By Phone

	Erica Gillaspie
	Comisión Reguladora de Energía
	By Phone

	Jorge Guttierez
	Comisión Reguladora de Energía
	By Phone

	Erica Hough
	Munich Re Trading LLC
	By Phone

	Richard Ishikawa
	SoCal Gas
	By Phone

	Douglas John
	John & Hengerer LLP
	In Person

	Greg Kusel
	Sidley Austin LLP on behalf of CFE Int.
	By Phone

	Ernesto Laguna
	Comisión Reguladora de Energía
	By Phone

	Elizabeth Mallett
	North American Energy Standards Board
	In Person

	Marcy McCain
	Spectra Energy Corp.
	In Person

	Steve McCord
	TransCanada Pipelines USA Ltd
	In Person

	Sylvia Munson
	Fidelity National Information Services
	By Phone

	Jose Rodriguez
	BP
	In Person

	Keith Sappenfield
	Environmental Resources Management
	In Person 

	Robert Sullivan
	California Independent System Operator
	By Phone
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