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June 8, 2018 

ELECTRONICALLY FILED 

British Columbia Utilities Commission 
Suite 410,900 Howe Street 
Vancouver BC V 6Z 2N3 

Attention: Mr. Patrick Wruck, 
Commission Secretary 

Dear Mr. Wruck: 

Re: Project No. 1598957 

Keith Bergner 
D: 604.631.9119 
F: 604.694.2910 

kbergner@lawsonlundell.com 

Pacific Northern Gas Ltd (PNG) and Triton LNG Limited Partnership (Triton) 
Letter Agreement (the Letter Agreement) Application (Application) 
Letter of Comment of Western LNG LLC 

We are counsel to Western LNG LLC (Western). We write further to the letter of the British 

Columbia Utilities Commission (BCUC or Commission), dated May 15, 2018, and the enclosed 

Commission Order G-93-18. 1 

Overview and Statement of Position 

Western is the proponent of a proposal to construct a liquefied natural gas facility on Douglas 

Channel near Kitimat, British Columbia. Western has been in discussions with PNG since 

October 201 7 to make arrangements to utilize substantially all of the existing excess capacity on 

PNG's public utility pipeline system (approximately 70 MMcf/d) between Summit Lake and 

Kitimat for the purpose of delivering gas to Western's proposed liquefaction facilities. 

The Letter Agreement entered into between PNG and Triton on March 29, 20182 would dedicate 

the bulk of PNG's existing capacity between Summit Lake and Terrace to its corporate affiliate 

1 Exhibit A-2. 
2 The Letter Agreement was signed on March 29, 2018 and filed with the Commission on April 9, 2018. However, 
the Letter Agreement was not available to Western until it was posted (as Appendix A to Exhibit B-1) on the 
Commission website on or about May 15, 2018. 
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for the pmpose of developing unspecified facilities in Prince Rupe1i, British Columbia. The 

Letter Agreement sets out the terms and conditions under which PNG will provide Triton with an 

option to contract for a minimum of 20 MMcf/d of firm transp01iation service, plus a further 

option for another 30 MMcfi'd at Triton's election. Tying up a p01iion of the existing excess 

capacity would have the effect of rendering the existing PNG public utility system incapable of 

serving Western vvithout significant, time consuming, expensive and environmentally-impactful 

expansion of its main line system between Summit Lake and Tenace. 

Western opposes the Application on public interest grounds and asks that the Commission 

decline to approve the Letter Agreement. The facts and reasons for Western's opposition to the 

Application are summarized below. 

The Facts 

Western LNG, LLC 

Western is a Houston-based company engaged in the development of North American liquefied 

natural gas (LNG) export facilities. Generally, Western is seeking to deploy innovative, low 

cost, small scale floating liquefaction technology at inland locations that have existing pipeline 

access to natural gas basins, which are becoming stranded behind burgeoning shale production in 

the United States. The business model is designed to enable Western to deliver LNG to end 

users in the East Asian markets on a favourable cost basis to most other liquefaction facilities 

being developed around the world, including those on the Gulf Coast of the United States. 

Western is managed by a seasoned team of executives experienced in the LNG and related 

energy infrastructure industries. The company has recently finalized negotiations for project 

development funding with a large, internationally recognized investment firm, and subject to 

completion of certain milestones will receive a capital commitment sufficient to fully fund 

construction of the project. Additionally, Western anticipates entering into a technical services 

agreement with a prominent maritime constructor for conducting the pre-FEED and FEED 

activities related to the project within the next several weeks. 

Western has identified sites on Douglas Channel near Kitimat, British Columbia suitable for the 

location of a liquefaction facility which would produce 0.5 million tonnes per annum (mtpa) of 
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LNG, or approximately 27.3 pj per year. All sites being considered are within PNG' s existing 

service area or could be served by a modest extension of the system from its existing terminus in 

Kitimat. 

Western 's Discussions with PNG 

Western initiated discussions with PNG in October 2017 to obtain transportation service on the 

PNG pipeline from Summit Lake, BC to a site on Douglas Channel. During Western's enquiries 

regarding the terms of service for transportation on the system, Western found the Firm and 

Interruptible Gas Transportation Service Agreement, dated December 12, 2014 (the EDFT TSA) 

that PNG had previously entered with EDF Trading Company (EDFT)3 in the archived 

proceedings section of the BCUC website. PNG confirmed to Western that the EDFT TSA was 

a good model to use regarding the manner in which PNG would prefer to contract for the 

capacity. 

PNG indicated that for further discussions to proceed with Western, a Non-Disclosure 

Agreement (NDA) between PNG and Western was required. Accordingly, a NDA was 

concluded on November 10, 2017. (PNG has since granted its consent for Western to disclose to 

the BCUC all relevant facts regarding the discussions, negotiations and related activities between 

PNG and Western relating to a prospective firm transportation agreement on PNG' s pipeline 

system.) 

Western had initially understood from other parties that there was available capacity on the 

pipeline to deliver enough feed gas to support a 1.0 mtpa project. However, PNG's 

representative told Western at the end of November 2017 that the pipeline only had 115 MMcf/d 

of throughput capacity in total, and that they believed that only 70 MMcf/d of capacity could be 

sold on a firm basis, leaving it enough capacity to satisfy its other obligations on the pipeline. 

PNG at that time indicated to Western that it had "various potential load growth opportunities, 

most of which don 't require 70,000 mcf but [that together] could eat up a significant portion of 

it." The PNG representative concluded by stating that "to keep things fair and civil we have a 

criteria and a reservation fee requirement/precedent which thins the vine for us. " Western's 

understanding was that PNG would both evaluate a proposed project to assess its feasibility and 

3 The EDFT TSA was approved by the BCUC on January 20, 2015. See Order G-5-15, para. 2. 
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use the willingness of a project to pay option fees to identify the most likely potential customers 

for the capacity. 

During the month of December 2017, Western worked on reconfiguring its project plan to 

economically produce only 0.5 mtpa instead of the planned 1.0 mtpa, and developed its own 

hydraulic modelling analysis to attempt to understand the scope of any expansion that might be 

required to support the original 1. 0 mtpa project scope. Western made several enquiries during 

this time regarding PNG's existing commitments and its physical configuration. On 

December 15, 2017 Western advised PNG that it had completed reconfiguration of the project 

and was able to receive a reduced feed gas rate to support the 0.5 mtpa project, which would 

require contracting for the entire 70 MMcf/d of available capacity on the system. At that time 

the PNG representative stated that PNG might not be able to deliver the entire 70 MMcf/d, and 

enquired whether Western would be prepared to negotiate an option for the capacity, to which 

Western answered in the affirmative. 

On January 8, 2018 Western delivered a proposal to PNG for contracting the entire 70 MMcf/d 

based largely upon the terms and conditions contained in the EDFT TSA. In addition, Western 

provided the results of its hydraulic modelling, which indicated that the scope required to 

increase the throughput on the system by an amount sufficient to supp01i a 1.0 mtpa project 

would be very substantial. PNG aclmowledged receipt of the proposal and stated that they would 

review it, and would respond in the next few days with comments. Western did not hear from 

PNG again until January 16th, when PNG stated to Western that they were committing 30 

MMcf/d of the capacity to another project. Western later reached out to senior management at 

PNG to discuss the situation, and a meeting was arranged in Vancouver for January 25th. 

During that meeting Western and PNG discussed how PNG could serve both Western's demand 

and the other party's demand for PNG's capacity. PNG indicated that the pipeline would have to 

be expanded in order to serve both paiiies. PNG's initial position appeared to Western to be that 

Western would bear the cost of the expansion ( at that time Western did not lmow who the other 

party was or where their demand was located), but later PNG stated that it might be possible to 

arrive at a rolled-in rate applicable to both parties. Western indicated its willingness to share in 

the capital cost recovery to support an expansion, if it turned out that both parties ultimately 
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decided to go forward with a project requiring PNG's capacity. The meeting ended with PNG 

agreeing to revise the term sheet Western had sent them and include a section on how to arrive at 

a regulatory formula for the rolled in rate, in a similar way to the manner in which the rate 

calculation methodology was spelled out in the EDFT TSA for the lateral between Kitimat and 

the project site. During that meeting the PNG representatives asked whether Western would be 

willing to enter into a transportation contract on similar terms to those negotiated with EDFT 

Trading, which Western confirmed in the affomative. 

During the month of February and March, Western did not receive any feedback from PNG aside 

from periodic notes in response to enquiries from Western stating that they were working on the 

proposal and that it would be sent shortly. It was not until mid-April that PNG notified Western 

that it had completed the proposal, which would involve Western obtaining an option to contract 

for 30 MMcf/d of existing capacity, and the right, subject to engineering studies and Western' s 

acceptance, to contract for an additional 40 MMcf/d of capacity created by constructing an 

expansion of the pipeline, to deliver the full 70 MMcf/d to a potential Douglas Channel project 

site. At that time Western learned that the agreement with the other party had been concluded 

and filed with the BCUC, and would become public shortly, though the identity of the other 

party was not revealed. The PNG proposal was finally received by Western on April 27, 2018. 

It was not until May 15, 2018 that Western gained access, through the Commission' s website, to 

the Letter Agreement for which approval is now sought. That is when Western first learned the 

"other party" that PNG had concluded an agreement with (on March 29, 2018) was Triton, an 

affiliate of PNG, and that the terms proposed to Western were largely similar to those concluded 

by Triton, save for delivery points and throughput volumes. 

The Letter Agreement 

The Letter Agreement reserves the right for Triton to contract for 20 MMcf/d of PNG's excess 

capacity from Summit Lake to Prince Rupert and provides an additional option to expand that 

capacity by a further 30 MMcf/d. Exercise of the option for the 30 MMcf/d additional capacity 

would require adding facilities on the Terrace to Prince Rupert leg of the system. 
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Since becoming aware of the Letter Agreement, Western has learned that Triton is 50% owned 

by AltaGas Ltd (AltaGas). AltaGas is the sole owner of PNG. Western believes that PNG, 

Triton and AltaGas are all affiliates of one another as that term is defined in the rules, guidelines 

and previous decisions of the Commission in connection with affiliate behaviour. 

The initial 20 MMcf/d option provided in the Letter Agreement would reduce the excess capacity 

cunently available on the Summit Lake to Terrace leg of the PNG system from approximately 

70 MMcf/d to 50 MMcf/d. If Triton elects to increase its reserved capacity to 50 MMcf/d, the 

remaining capacity available on the Summit Lake to Terrace leg would be limited to 20 MMcf/d. 

In Western' s view it is highly improbable that Triton would be able to construct an economically 

viable LNG or methanol facility for seaborne export utilizing only the initial option volume of 

20 MMcf/d of feed gas; therefore Western believes it is highly likely that, if the option is not 

terminated, it will be increased to 50 MMcf/d. Accordingly, if the Letter Agreement is approved 

by the Commission, and Triton accepts PNG's expanded capacity notice, only 20 MMcf/d of 

excess capacity will remain on the Summit Lake to Terrace leg of the PNG system and 70 

MMcf/d of excess capacity will remain on the Te1rnce to Kitimat leg. In order for another 

shipper to utilize the 70 MMcf/d of capacity in the Terrace to Kitimat leg, the construction of a 

substantial expansion of the Summit Lake to Terrace leg would be required. So far as Western is 

currently aware, it and Triton are the only parties that are engaged in discussions with PNG to 

utilize the existing capacity. 

It is interesting to compare the terms that PNG has negotiated with its affiliate Triton for 

providing this option with terms under which PNG granted previous options. This comparison is 

set out in the table below: 
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Option LNGP 
Agreement Option 
Element (2008)4 
Volume 75 MMcfld 

Option Fee $1.5 million 

Option Term 6 months 
Option Unit $3,333 
Cost 
(premium 
divided by $1.5milion 
product of (75*6) 
volume and 
term) 
Extension 12 x 6 months 
Provisions (0.5 years) 
Extension Fee $1.5 million 

for six month 
period 

Extension $3,333 
Unit Cost 
(premium $1.5 million 
divided by (75*6) 
product of 
volume and 
term) 

4 Order G-174-08 
5 Order G-39-09 

Summary of option agreements 
MLCI MLCI EFDT Triton 
Option GTSA Option Option 
(2009)5 (2010)6 (2014)7 (2018) 
75 MMcfld 80 MMcfld 84.25 MMcfld 20 MMcfld 

(PNG may (Average of Further option for up 
curtail up to 79 MMcfld for to an additional 
5,000 Jan. to Dec. and 30 MMcfld 
MMcfld) 86 MMcfld for 

Mar. to Nov.) 
$1.5 million Previous $2 million $0.5 million 

$1.5 million for 20MMcfld plus 
and $1 million $25,000 for each 1 
every six MMcfld of expanded 
months capacity = up to an 

additional $750,000 
< 10 months8 NIA < 5 months9 12 months 
$2,000 NIA $4,748 $2,083 

$0. 5million 
$1.5million $2million (20*12) 
(75*10) (84.25*5) or 

$1.25million 
(50*12) 

4 x 6 months 4 x 6 months -45 x 1 month 3 x 6 months 
(2 years) (2 years) (3.75 yrs) (1.5 yrs) 
$1 million for $1 million for $166,667 for $250,000 for six 
each six month each six each month months for 
period month period 20MMcfld 

( equivalent to 
approximately Plus $12,500 for each 
$1 million for 1 MMcfld of 
six months) expanded capacity = 

up to an additional 
$375.000 

$2,222 $2,083 $1,978 $2,083 

$1 million $1 million $166,667 $250,000 
(75*6) (80*6) (84.25* 1) (20*6) 

or 
$625,000 
(50*6) 

6 Assigned by MLCI to LNGP pursuant to an Assignment and Novation Agreement effective August 11 , 2010 
7 Order G-5-15 
8 March 5, 2009-December 31 , 2009 
9 January 20, 2015 to July I, 2015 
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The table makes clear that PNG's affiliate Triton (i) has made a smaller volume commitment 

(ii) is paying a lower assured option fee (iii) has a longer option period and (iv) has lower 

extension fees than any of the predecessor options. These more favourable terms are being 

offered by PNG in circumstances where there exists another pmiy anxious to make use of 

essentially all of the existing spare capacity on the PNG system - i.e. seeking substantially more 

of PNG's capacity than the affiliate to which PNG has provided the option. 

In addition to the potential for stranded capacity discussed above, a further potential consequence 

of the Letter Agreement is that, if another party seeks service on PNG while the option is 

outstanding or Triton takes service, that party will become the one whose request for service 

pushes aggregate demand to a level that necessitates a costly and extensive expansion on the 

Summit Lake to Terrace leg of the PNG system - with all of its potential environmental and 

other impacts. It is probable that such an expansion on PNG would trigger the need for an 

environmental assessment, which can be a lengthy process with an uncertain outcome. This 

scenario creates additional risk that the future use by another customer of the residual excess 

capacity (20 to 50 MMcf/d on the Summit Lake to Terrace leg and 70 MMcf/d on the Terrace to 

Kitimat leg) is further jeopardized - to the detriment of all current and future gas customers and 

shippers. 

Institutional Setting 

PNG is a regulated public utility pursuant to the terms of the Utilities Commission Act, RSBC 

1996 c 4 73 and the rules, guidelines and precedents established by the Commission. The 

Utilities Commission Act and principles and rules long employed by the Commission in 

assessing applications by public utilities and regulates require that access be provided fairly to all 

potential customers of public utilities on rates, terms and conditions that are just, reasonable and 

not unduly preferential or discriminatory. The Commission has been particularly concerned to 

avoid preferential treatment at public utility affiliates and has often been called upon to formulate 

guidelines or issue decisions limiting public utility behaviour in the context of affiliate dealings. 

Specifically, PNG's relations to its affiliates, Triton and AltaGas are subject to the principles 

established in the Commission's Retail Markets Downstream of the Utility Meter (RMDUM) 

guidelines and in its December 27, 2012 report concerning an Inquiry into the Offering of 
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Products and Services in Alternative Energy Solutions and other new initiatives of Fortis Energy 

Inc. Those principles make clear the necessity of transparency and even-handedness when 

public utilities are dealing with affiliates. 

Submissions 

Based on the facts set out above and bearing in mind the institutional setting in which PNG 

operates, Western respectfully submits that the Commission should summarily dismiss PNG's 

application for approval of the Letter Agreement on the following grounds: 

1. PNG should not be permitted to appropriate low cost existing capacity on its pipeline for 

the exclusive use of its affiliate; 

2. PNG should not be permitted to enter into an option agreement dedicating capacity on its 

system on tenns (volume, total option fee, length of option, extension fees) that are less 

favourable to PNG than comparable option agreements have been offered and approved 

by the Commission in the past; 

3. PNG should not be permitted to enter into an option agreement dedicating capacity on its 

system on terms that are less favourable to PNG than those cmTently on offer from a 

competing shipper; 

4. PNG should not be permitted to grant an option over its system that would preclude the 

use of excess capacity by other would-be shippers of which PNG is aware in favour of a 

project that is as lacking in definition or substance as that proposed by Triton; 

5. PNG should not be permitted to grant a preference to one would-be shipper over another 

in circumstances where both shippers are contemporaneously seeking service; and 

6. PNG should not be permitted to obtain approval of an agreement without disclosing all 

material facts related to that agreement. 
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Summary 

The existing 70 MMcf/d of excess capacity on the PNG system between Summit Lake and 

Kitimat is a valuable asset which PNG should be required to utilize in the best interests of its rate 

payers and the region it serves. Approval of the Letter Agreement would squander the value of 

that asset by dedicating it to an inferior, undetermined use that utilizes only a portion of the 

capacity while practically precluding effective use by others of any of the remaining existing 

capacity. Further, PNG squanders this valuable asset for a financial contribution that is 

materially less than it has obtained from others in the past and could obtain from others now. 

PNG has failed to advise the Commission of the existence of another potential user of the excess 

capacity or of greater payments available to PNG for use of the excess capacity and has sought 

instead to favour its affiliates. That conduct should not be rewarded. 

Relief Sought - Summary Dismissal or, in the alternative, Future Process 

Western believes that the identified weaknesses of the Application and the less than full 

disclosure fully provided by PNG of the options available to it warrant summary dismissal of the 

Application. Western respectfully requests that the Commission summarily dismiss PNG's 

application for approval of the Letter Agreement. 

In the alternative, should the facts relied upon by Western in this letter be in dispute or should 

the Commission feel that there is sufficient reason to give the Application further consideration, 

Western requests that the Commission establish a process that (i) allows intervenors to 

participate more fully and (ii) is designed to permit the Commission to receive and elicit more 

detailed evidence, draw conclusions with respect to the factual background outlined above and 

hear more detailed arguments about the regulatory principles that should guide its decision. 

Western believes that, at a minimum, a written information request process and an opportunity 

for parties to lead formal evidence would be required for that purpose. A determination of 

whether an oral hearing would be required to hear evidence and arguments could be delayed 

until a later date. 
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Western thanks the Commission for this opp01iunity to provide a letter of comment on the 

Application. 

Yours very truly, 

cc. Pacific Northern Gas Ltd., Attention: J.P. Kennedy (jkennedy@png.ca) 

*Law Corporation 
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