
 

August 31, 2011  

Contents | Previous Page | Next Page | Print | Past Issues  

Trans Mountain Westridge Dock Firm Service Now Up To NEB  

By Elsie Ross  

With growing demand for capacity on Kinder Morgan Canada Inc.'s Trans Mountain oil 
pipeline system and its Westridge dock in Burnaby, British Columbia, the National Energy 
Board is once again grappling with how that scarce capacity should be allocated. 

The board last week wrapped up a five-day hearing on an application from Trans Mountain 
Pipeline UCL, which is seeking regulatory approval to provide firm service on the 300,000 bbl-
per-day pipeline between Edmonton and Burnaby. The proposal would provide 54,000 bbls per 
day of firm dock service capacity out of a total of 79,000 bbls per day of dock capacity with 
25,000 bbls per day available for spot shippers. This would be sufficient capacity to provide 
crude to the largest Aframax ships or for two of the smaller Panamax ships plus barges, the board 
heard. 

Since 2003, capacity on the Trans Mountain system has been allocated between uncommitted 
land shippers and uncommitted Westridge shippers. Nominations for dock capacity are currently 
allocated on a monthly basis using a "bid premium" method that is currently refunded to 
shippers. In recent months, that premium has risen significantly, averaging $14.65 per bbl in the 
first quarter of this year. 

Trans Mountain's 10-year firm service agreements with five shippers that resulted from an open 
season will provide the supply and price certainty that will enable Alberta producers to begin to 
develop offshore markets, the board was told. The firm shippers pay an average fee of $1.50 per 
bbl in addition to the pipeline toll. The firm service fees would be applied to the cost of 
developing potential Trans Mountain expansions that the company said it believes will benefit all 
shippers and ultimately result in lower tariffs than would otherwise be the case. 

Trans Mountain also is proposing to reallocate 27,000 bbls per day of capacity to the dock from 
land (although land shippers would still be able to bid on it), resulting in 220,000 bbls per day of 
uncommitted land capacity.  

"This application is not only important to Trans Mountain and the firm service shippers, it's also 
important for the NEB itself," Leoyla Keough, counsel for Trans Mountain, said in final 
argument.  

NEB approval of the application would allow the board to continue what he described as its 
"long-standing practice" of allowing NEB-regulated pipelines the flexibility to respond to 
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changing market conditions, to be able to meet the needs of its shippers and to remain 
competitive in the marketplace, he said.  

"Approval of the application would be in the Canadian public interest," Don Davies, counsel for 
the Firm Shippers Group -- Nexen Inc., Cenovus Energy Inc., PetroChina International 
America Inc., Astra Energy Canada Inc. and U.S. Oil & Refining Co. -- told the board. And 
while the firm shippers will benefit from diversified markets for producers and secure, reliable 
supply for refiners, other Canadian producers also will benefit through both pricing and market 
development, he said. Removing barrels from existing markets and moving them to other 
markets will result in higher prices in existing markets, while the firm service provides an 
opportunity to assess whether West Coast access makes sense for producers and offshore 
refiners, the board heard. 

However, the application faced stiff opposition from land and uncommitted dock shippers who 
account for the majority of the volumes shipped on the pipeline. The group included BP Canada 
Energy Marketing, Chevron Canada Limited, Chevron Canada Resources, ConocoPhillips 
Canada Resources Corp. and Imperial Oil Limited, which urged the board to deny the 
application.  

"The firm service offering is to obtain the financial security that Trans Mountain is seeking and 
to which it believes it is entitled and apparently without regard for the shippers that will have to 
bear the cost, said Al McLarty, counsel for BP, in final argument. "The winners will be those 
that have paid a premium not to participate in anything but rather for the pure entitlement to have 
priority service," he said. "And the losers, well, those are the ones that are left with the protection 
assured to them of statutorily prescribed regulated rate service."  

The land shippers also expressed concern that common carriage (open access) would be 
converted to contract carriage without any additional capacity and demanded to know why Trans 
Mountain was making capacity available for new markets at a time when shippers on both the 
pipeline and the dock face apportionment. "By contracting away to firm service users, 54,000 
bbls per day, Trans Mountain will not make sufficient capacity available for remaining 
uncommitted volumes, pure and simple," said McLarty. 

Land shippers are not asking for preferential access," he said. "They are simply asking for access 
and for their opportunity for access not to be sold as a preference to others." 

Chevron, the only Canadian refinery served by the Trans Mountain system, is currently not 
getting all the crude it needs and the reallocation of 27,000 bbls per day of land capacity will 
only make that worse, Keith Bergner, counsel for Chevron, said in final argument. "Its interests 
are part of the Canadian public interest, which this board is charged with evaluating." 

While land shippers say they will be harmed because Trans Mountain is taking away 27,000 bbls 
of capacity from them, that's simply not the case, said Keough. "These parties currently get first 
dibs to five-sixths of the Trans Mountain capacity, or some 248,000 bbls per day," he said. "Even 
if the current application is approved, land shippers will continue to get first dibs on 221,000 bbls 
per day, or approximately 74 per cent of the overall system capacity."  
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And up until the recent increase in differentials between Brent and WTI, land shippers had 
access to more capacity than they required, Keough noted. 

Trans Mountain has also proposed several tariff changes in conjunction with the requested 
approval that will mitigate the risks associated with any possible capacity shortfall in any given 
month for these specific shippers by allowing them to bid on uncommitted dock capacity or 
reach an agreement with firm dock shippers to redirect that capacity to land, he said. 

"But let's be clear here," said Keough. "These parties do not like these options very much 
because they would have to pay a market rate for such capacity, just like the dock shippers do." 

The current system allows participation by any shipper, existing or new, Bergner told the board. 
"Now, they're not shut out of the dock bid premium system that happens every month," he said. 
"If they arrive they can bid that month. Under this system, they're shut out; wait 10 years, maybe 
there'll be another one."  

However, Trans Mountain told the board it believes its proposal more equitably redistributes 
land and dock allocations. "Today, the land is under apportionment; the dock is under more 
apportionment," Norm Rinne, senior director, business development for Trans Mountain, told 
McLarty. "The application of this allocation brings that more into balance." Under Trans 
Mountain's proposed rules and regulations, land shippers will also have access to bid on 
uncommitted dock capacity and reallocate it to land, he said.  

The only area of agreement among the various parties was that the Trans Mountain pipeline 
needs to be expanded, but while Trans Mountain argued that approval of the application will 
speed that process some of those opposed suggested the board should reject the application and 
urge the parties to work together on resolving the matter.  

"Such an expectation is entirely unrealistic and will only lead to unwarranted delays and a 
perpetuation of the current unfairness," said Keough. "Potential shippers have been unwilling to 
make the long-term financial commitments needed by Trans Mountain to backstop these 
agreements."  

In questions to the Trans Mountain panel to help him better understand the barriers to expansion, 
board member Roland George noted that the situation reminded him of a song lyric by British 
singer Petula Clark: "everybody wants to go to heaven but nobody wants to die."  

"In this circumstance, I say everybody wants expansion but nobody has bellied up to the bar yet," 
George said.  

Asked by George if there is something in the existing tariff that "decreases the appetite" of 
shippers to commit to an expansion, Scott Stoness, vice-president of finance and regulatory 
affairs for Trans Mountain, suggested it might be because "they may not be willing to commit for 
10 or 15 years for commitments if they think the pipe isn't going to be in the same situation in 10 
or 15 years."  
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The challenge is that Trans Mountain is investing billions of dollars to expand, he said. "We're in 
a world where there's already surplus capacity going east in many directions and a proposal by 
somebody to put in a pipeline in northern British Columbia to compete with us as well." 

As part of transportation service agreements, firm shippers would also have step-up rights to 
another 54,000 bbls per day of capacity, which if exercised would be applied to transportation 
service agreements (TSAs) for an expansion. However, the firm shippers will not have any 
preferential rights around the rates.  

In filed evidence, Nexen said having tidewater access is critical to increasing its market options 
and reducing its reliance on North American markets. "Given recent market developments, it's 
become ever more evident that Canadian producers get access to diverse markets," said Deanna 
Zumwalt, vice-president, North America, crude oil and marketing for the company, which 
markets more than 300,000 bbls per day of oil in Western Canada on behalf of its more than 300 
producers/customers.  

Nexen views its firm service access as an extremely important first step to having firm service 
off the dock and to greater West Coast access, she said. "So this, for us, is a nice small step that 
gets us firm access to the dock, allows us to begin to build those relationships and prove up the 
concept that West Coast access makes sense for producers."  

While Nexen has typically bid on dock space, typically it has not been very successful mainly 
because "the integrateds have economics that we as a producer in Canada can't compete with," 
said Zumwalt.  

For PetroChina, securing firm service to the Westridge terminal is a first step in developing long-
term relationships with Canadian oil suppliers that would connect the Alberta basin with China, 
said Stephen Dove, a senior oil trader for the company. PetroChina, which expects to start 
oilsands production in 2014 through a sister company, was interested in firm service because it 
puts it on a cost of service plus basis as opposed to a cost of service plus the Westridge dock 
premium, which blocks the feedback to the Alberta producer, he said. 

"The record supports that in the longer term this pipeline system needs increased capacity in the 
form of an economic capital expansion, Colin King, counsel for the Alberta Energy Department, 
said in final argument in support of the application. 

"Longer-term expansion will alleviate the difficult equity issues associated with apportionment," 
he added. "But the status quo is likely to result in a chronic apportionment which is not in any 
parties' interest in the longer term." 


