HUB AGENCY COMMERCIAL ISSUES

8/11/00


Following is a list of outstanding commercial issues under the HUB AGENCY SERVICES AGREEMENT and suggested resolutions from MEH and PGL commercial representatives. MEH legal counsel will prepare the next draft incorporating language regarding these commercial issues and the legal issues discussed 6/14 in MEH’s office.  Any remaining issues will be discussed following MEH’s redraft.

1. Credit risk - Who will be responsible for performing credit checks of Hub Shippers?  Who will bear the risk of bad debt?  Will the party bearing such risk bear all or a portion of the risk?  Will there be a bright line rule that all unapproved Hub Shippers (unapproved for credit reasons) or Hub Shippers exceeding their credit level must first be approved by Peoples?

Response:
People’s credit personnel have suggested the following language:

2.10 Peoples will evaluate creditworthiness of HUB Shippers (third parties) under the MEH Agency contracts and shall bear the risk of loss associated with any uncollected account receivable for those HUB Shippers (third parties). For this purpose, so long as MEH follows the approved MEH Credit Policy, it will be considered that Peoples will have reviewed and approved the transactions counterpart. MEH shall bear the risk of loss associated with any uncollected account receivable for those Hub Shippers whose credit is not checked or reviewed by Peoples. In the event any such accounts receivable remain unpaid for more than thirty (30) days after the payment date, then Peoples may offset their portion (fifty percent) of such sums owed against monies payable to MEH pursuant to this Agreement.  If such unpaid amounts are subsequently collected, and an offset has been applied by Peoples, then MEH shall be entitled to retain the proceeds from such collections including any interest payable by the Hub Shipper pursuant to the GT&C.  Peoples shall execute any instruments reasonably necessary to permit MEH to carry out the intent of the immediately preceding sentence. Please note that any Agency contracts with third-parties that have not been evaluated by Peoples are to be reported as exceptions to the process. Such exceptions will follow the procedure for “Exceptions and Amendments” [I don’t see this section in the Credit Policy] as noted in the Credit Policy for MEH.  
2.
Extended Hub Transactions - Extended Hub Transactions will be

included in cumulative gross revenues but deals proposed but not executed during term of Agency Agreement will not be included in cumulative gross revenues.  Is this correct?

Response:

Yes, however the Parties agree that PGL must respond to the proposal within 5 business days of the proposal (rejection date).   If PGL rejects the proposal, or does not respond, then a 6 month grace period will be put in place that restricts PGL from executing a materially similar transaction.
3.
Refunds - Will MEH be at risk for FERC-ordered refunds or will MEH only be allowed to charge the rate in effect prior to a rate filing during any period when rates are subject to refund?

Response:

MEH will be at risk for FERC-ordered refunds, unless PGL authorizes MEH to charge a higher proposed rate subject to refund.  In the event PGL authorizes the higher rate subject to refund, PGL would be entirely at risk for FERC ordered refunds. 

4.
Fees - What is the monthly administrative service fee and what does this fee include?  How will fee be paid - will MEH offset or send Peoples an invoice?

Response:

Administration Fee:  $50,000/month

Parties agree the Administration Fee is intended to compensate MEH for costs incurred in the normal course of administering the Hub.  The following items are included in the Hub agency fee. Items not listed, or outside the normal scope, will be costs borne by PGL.  The agency fee assumes PGL will maintain, update and support IT and bear any costs associated with its Hub nomination system.

· Selling Hub services

· Marketing Hub services

· Deal confirmation

· Deal tracking

· Standard deal auditing under normal course of business (fee does not include FERC audits)

· Assistance in preparation of Hub FERC reports

· Credit and collection (fee does not include cost of Bad Debt collection)

Each month MEH will send the Administration Fee invoice to PGL,  however MEH will NET the fee against  cash flow coming in from respective Hub customers.

 5.
Performance Standard - What will the performance standard be?  What

is Peoples' remedy if MEH does not achieve the performance standard e.g.

will Peoples be entitled to terminate the Agency Agreement or obtain a

reduction in the administrative service fee?

Response:

Parties are in agreement that an economic performance standard would be difficult to incorporate since PGL, in its sole discretion, determines the amount of available Hub Capacity and therefore may limit the Hub Services which MEH could sell at any time. Any concerns regarding ICC scrutiny should be further mitigated since Hub Capacity is subordinate to PGL’s needs and PGL has the remedy to refuse any and all Hub Service request in the event its “internal benchmarks” are not being met.

6.
Transition - What will the length of the transition period be after

the Agency Agreement terminates or otherwise expires?

Response:

30 business days

 7.
Please discuss how this Agency Agreement will work operationally

from the point when Peoples announces available capacity through the point

in time when a Hub Shippers calls MEH for services through to the point in

time when Peoples nominates and schedules.  Include anticipated timing of

the events e.g. how quickly will Peoples respond to a request from MEH.

Response:

The Parties first want to agree in what form will the Communication Protocol be placed in the Hub Agency document?  Does this Protocol need to be in, if so how detailed should it be?  There is currently much more flexibility allowed than this schedule would suggest.  The Parties are looking for advice from its Legal Council on this matter.
Below is a outline of how the communication would operationally work and who is responsible for what.

Communication Protocol

(Draft)

DAILY:

· PGLC WILL NOTIFY MEH OF AVAILABLE CAPACITY BY 8:30AM, DAY PRIOR TO FLOW.

· MEH WILL MARKET AND ATTEMPT TO UTILIZE THIS CAPACITY BETWEEN 8:30AM AND 10:30AM.

· MEH WILL NOTIFY PGLC OF ANY SERVICES NEEDED 1 HOUR PRIOR TO NOM DEADLINE.   PGLC WILL CONFIRM THESE REQUESTS FOR SERVICES 30 MINUTES PRIOR TO NOM DEADLINE.   

· PGLC WILL ENTER ANY NOMINATIONS NECESSARY BY NOM DEADLINE, 11:30AM.

MONTHLY:

· PGLC WILL PROVIDE MEH WITH AVAILABLE CAPACITY NO LATER THAN 5 BUSINESS DAYS PRIOR TO FIRST OF MONTH.

· MEH WILL NOTIFY PGLC OF ANY SERVICES NEEDED 1 HOUR PRIOR TO NOM DEADLINE,   IN ACCORDANCE WITH PGLC’S GAS TRANSPORTATION FOM NOMINATION SCHEDULE.

· PGLC WILL CONFIRM THESE REQUESTS BY 11AM OF SUCH DAY.

· PGLC WILL ENTER ANY NOMINATIONS NECESSARY BY FIRST OF MONTH NOM DEADLINE, AS DETERMINED BY GAS TRANSPORTATION.

SEASONAL:

· PGLC WILL NOTIFY MEH OF AVAILABLE CAPACITY 45 DAYS PRIOR TO THE APPLICABLE SEASONAL PERIOD.

· MEH WILL NOTIFY PGLC OF ANY SERVICES NEEDED 5 DAYS PRIOR TO BEGINNING OF SUCH SEASON.  PGLC WILL CONFIRM THESE REQUESTS 4 DAYS PRIOR TO BEGINNING OF SUCH SEASON.

· PGLC WILL ENTER ANY NOMINATIONS NECESSARY BY NOM DEADLINE.
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