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November 1, 2007

VIA ELECTRONIC FILING

Public Utility Commission of Oregon
550 Capitol Street N.W., Suite 215
P.O. Box 2148

Salem, OR 97308-2148

Attention: Filing Center
Re: Affiliated Interest Agreements Application

Northwest Natural Gas Company (“NW Natural”) hereby submits an application
for Affiliated Interest Agreements between NW Natural and Palomar Gas Transmission,
LLC, pursuant to Oregon Revised Statute (“ORS”) Section 757.495 and Oregon
Administrative Code Section 860-027-0040 (“OAR”).

Some of the terms and conditions of the Precedent Agreements constitute trade
secrets, and are subject to a confidentiality obligation set forth in Section 6(p) of the
Precedent Agreements. This information has actual commercial value, and gives its
user an opportunity to obtain a business advantage over competitors who do not know
or use it. For this reason, NW Natural respectfully requests that certain portions of this
Filing and the attached exhibits be treated confidentially in accordance with OAR 860-
011-0080, and ORS Sections 192.501 and 192.502. Confidential information in this
Filing has been marked confidential, and is printed on yellow paper and separately
attached to this Filing. A redacted, public version of the document has also been
provided.

Please direct any questions regarding this filing to Elisa Larson at (503) 220-
2354.

Sincerely,
/s/ Inara Scott

Inara K. Scott
Manager, Regulatory Affairs

enclosure



BEFORE THE PUBLIC UTILITY COMMISSION
OF OREGON

Northwest Natural Gas Company ) Docket No. UT
FILING OF AGREEMENTS BETWEEN NW NATURAL AND
AN AFFILIATED INTEREST

Pursuant to Oregon Revised Statute (“ORS”) Section 757.495 and Oregon
Administrative Code Section 860-027-0040 (“OAR”), Northwest Natural Gas Company
(“NW Natural”) hereby makes this Filing of Agreements between NW Natural and an
Affiliated Interest (the “Filing”) with the Public Utility Commission of Oregon (the
“Commission”) regarding two interstate pipeline Precedent Agreements (as defined
below) between NW Natural and Palomar Gas Transmission, LLC, a Delaware limited
liability company (“PGT”), an affiliated interest. The Precedent Agreements are
described more fully below.

Some of the terms and conditions of the Precedent Agreements constitute trade
secrets, and are subject to a confidentiality obligation set forth in Section 6(p) of the
Precedent Agreements. This information has actual commercial value, and gives its user
an opportunity to obtain a business advantage over competitors who do not know or use
it. For this reason, NW Natural respectfully requests that certain portions of this Filing
and the attached exhibits be treated confidentially under the Public Records Law in

accordance with QAR 860-011-0080, and ORS Sections 192.501 and 192.502.!

! Confidential information in this Filing has been marked confidential, and is printed on yellow paper and
separately attached to this Filing. A redacted, public version of the document has also been provided.
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Pursuant to ORS Section 757.495, NW Natural respectfully requests that the
Commission enter findings that the agreements are fair, reasonable and not contrary to
the public interest, and also issue an order to this effect. In support of this Filing, NW
Natural provides the following information:

I BACKGROUND

A, STATUTORY REQUIREMENTS

ORS Section 757.495(1) requires that when a public utility, such as NW Natural,
enters into any contract to make any payment, directly or indirectly, to any person or
corporation having an affiliated interest, for items, including, services, which shall be
recognized as an operating expense or capital expenditure in any rate valuation or any
other hearing or proceeding, the contract shall be filed with the Commission within
ninety (90) days of execution. Following the submission of such contract, the
Commission is to promptly examine and investigate the contract. If, after such
investigation, the Commission determines that the contract is fair and reasonable and not
contrary to the public mterest, sub-section (3) of the statute requires the Commission to
enter such findings and an order to this effect and serve a copy thereof on the public
utility, whereupon any expenses and capital expenditures incurred under such contract
may be recognized in any rate valuation or other hearing or proceeding.

In this Filing, NW Natural is submitting two Precedent Agreements for interstate
pipeline transportation service to the Commission as required under ORS Section
757.495. This Filing is required because under the Precedent Agreements, the

counterparty and sponsor of the interstate pipeline project, PGT, is an affiliated interest of
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NW Natural and any payments made by NW Natural under such Precedent Agreements
would be recognized as an operating expense or capital expenditure, as appropriate.
Additionally, OAR Section 860-027-0040 sets forth the Commission’s specific
requirements for a filing made under ORS 757.495 and NW Natural provides such
specific information in Part IT hereof.

B. THE PALOMAR PIPELINE PROJECT

1. General Background

PGT has proposed the construction and operation of a new pipeline known as the
Palomar Pipeline, an approximately two hundred twenty (220) mile natural gas pipeline
to be regulated by the Federal Energy Regulatory Commission (“FERC”). The pipeline
route is expected to extend west and north from an interconnection with the Gas
Transmission Northwest Corporation (“GTN") existing system near Madras, Oregon to
an interconnection with NW Natural near Molalla, Oregon (the “Eastern Zone™). The
Palomar Pipeline is then expected to extend from Molalla, Oregon to an interconnection
with NW Natural (the “Nehalem Interconnection™) in the vicinity of the Nehalem River
proximate to the town of Mist, Oregon, and from the Nehalem Interconnection generally
northward to an interconnection with the Bradwood Landing Pipeline or other mutually
agreed upon delivery points (the “Western Zone”) {collectively, the Eastern Zone and the
Western Zone are referred to as the “Palomar Pipeline” or the “Palomar Project”). As
described in more detail herein, PGT is a wholly owned subsidiary of Palomar Gas
Holdings, LLC, a Delaware limited liability company (“Holdings™), of which NW

Natural is a fifty percent (50%) member.
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A pipeline system like the Palomar Pipeline is not a new idea. In fact, the concept
of an interstate pipeline system across Oregon has existed for many years. For example,
Portland General Electric Company (“PGE") and NW Natural discussed extending a line
from the GTN (then known as the Pacific Gas Transmission) line in the Bend-Redmond
area across the Cascades to the Salem-Albany area, to serve PGE generating plants in the
Willamette Valley. However, the plans for the extension were dropped in May of 1993
On an off since 1993, NW Natural and GTN have explored the concept of an “Oregon
Lateral” project. For NW Natural, adding a new direct connection with an alternate
interstate pipeline to be used to transport natural gas to its Oregon core market has always
made sense from a reliability and risk management perspective.

In more recent years and as discussed further in sub-section 2 below, NW Natural
has emphasized the importance of developing an alternate interstate pipeline. NW
Natural has identified dependence on a single pipeline as a significant risk in its 2006
annual report on Form 10-K filed with the Securities and Exchange Commission (the
“SEC™).> Further, Standard & Poor’s Rating Services has identified NW Natural’s

reliance on a single pipeline as a weakness among major credit rating factors.*

2 See Jeanie Senior, Piping South, The Oregonian, July 7, 1993 at E09; Richard Colby, NW Natural Gas,
PGE Join to Bring New Energy to NW, The Oregonian, January 26, 1993 at C08.

* NW Natural stated in Item I-A, Risk Factors, of Form 10-K filed with the SEC on February 28, 2007, for
the year ended December 31, 2006: “Single transportation pipeline. We rely on a single pipeline for the
transportation of gas to our service territory, We are largely dependent on a single, bi-directional pipeline
for transportation of gas into our service territory. Our results of operations may be negatively impacted if
there s a rupture in the pipeline and we incur costs associated with actions taken to mitigate disruption of
service.

* Standard & Poor’s Ratings Direct Research regarding NW Natural dated April 25, 2007,
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PGT held an open season for the Palomar Pipeline, which open season
commenced in September 2006 and extended through February 2007. During this time
period, PGT solicited requests for firm transportation service on the proposed pipeline.
NW Natural was among the potential shippers that expressed an interest in firm
transportation service. Subsequent to the open season, NW Natural and PGT negotiated
the Precedent Agreements, which were executed on August 3, 2007.

On September 4, 2007, FERC accepted PGT’s request to initiate the National
Environmental Policy Act (“NEPA”") pre-filing review process, during which the
environmental aspects of the proposed Palomar Pipeline will be reviewed.

2. Purpose and Need for the Palomar Pipeline

The Palomar Project will significantly improve the reliability of the natural gas
transmission infrastructure serving NW Natural and its approximately 641,000 customers
and will help respond to the growing demand for additional natural gas supplies in the
Pacific Northwest. Nearly all of NW Natural’s gas supply purchases made on behalf of
its core distribution customers in Oregon and Washington are of gas produced in the
Western Canadian Sedimentary Basin (British Columbia and Alberta), and the U.S.
Rocky Mountains. Depending on the purchase location, NW Natural transports the gas
into the Pacific Northwest region using one of two major U.S. interstate pipelines — GTN
or Northwest Pipeline GP (“NWP”). However, because NWP is the only interstate
pipeline directly connected to NW Natural’s distribution system, NW Natural is entirely

dependent upon NWP for the final transportation to its service territory of nearly all of its
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core gas purchases (there is a small amount of Oregon native gas purchased that is not

transported on any interstate pipeline).

This reliance on a single interstate pipeline transporter has been a concern of NW
Natural from a reliability perspective for many years. For example, in 1995, 1996, 1997
and 1999, NWP experienced pipeline ruptures and compressor station outages in addition
to the imposition of operational flow orders on NW Natural and other shippers that
restricted or threatened to restrict their use of NWP. More recently, in 2003, NWP
experienced pipeline failures that resulted in a Corrective Action Order being issued from
the U.S. Department of Transportation and NWP’s abandonment of two hundred sixty
cight (268) miles of 26 inch pipeline between Sumas and Washougal, Washington.”
Thus, there is an important need for the Palomar Project, particularly because the creation
of a second direct connection with an interstate pipeline diversifies NW Natural’s
interstate gas transportation options and will help improve reliability for its core

customers.

Additionally, the Palomar Project maintains NW Natural’s ability to access gas in
different geographic supply regions of Canada or the U.S. Rockies, which access is
expected to help NW Natural to mitigate price volatility. Overall, the Palomar Project is
expected to assist NW Natural’s ability to maintain highly-reliable service to its

customers while expanding natural gas pipeline capacity into the region.

¥ See, 112 FERC § 61,269 (2005)
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The Western Zone of the Palomar Project — between Molalla and Mist — is also
important because it will enable NW Natural to move gas supplies received from the
. Palomar Project to other parts of its system (besides Molalla) where such gas supplies are
needed. Additionally, this segment would allow NW Natural to receive LNG supplies in

the event that an LNG project is built.

C. PRECEDENT AGREEMENTS

On August 3, 2007, NW Natural and PGT entered into a Precedent Agreement for
Firm Natural Gas Transportation Service on the Eastern Zone (the “Eastern Zone
Precedent Agreement™) and a Precedent Agreement for Firm Natural Gas Transportation
Service on the Western Zone (the “Western Zone Precedent Agreement”) (collectively,
the Eastern Zone Precedent Agreement and the Western Zone Precedent Agreement are
referred to herein as the “Precedent Agreements”).

1. General Terms of the Precedent Apreements

Both Precedent Agreements set forth the terms upon which PGT will construct,
operate and provide NW Natural with firm natural gas transportation service upon the
Palomar Pipeline. More specifically in this regard, PGT commits to act in good faith and
use commercially reasonable efforts to: (i) identify the preliminary project route within
one hundred-twenty (120) days of execution of the Precedent Agreement in sufficient
detail to support the initiation of the NEPA pre-filing process; (ii) file an application with
FERC for a Certificate of Public Convenience and Necessity to construct and operate the
Palomar Project within eighteen (18) months after execution of the Precedent Agreement;

(iii) timely apply for all other necessary federal, state, and local permits and initiate

FILING OF AGREEMENTS BETWEEN NW NATURAL
AND AN AFFILIATED INTEREST



efforts to obtain landowner rights-of-way; (iv) cause completion of the project on or
before the date NW Natural has requested service; and (v) obtain authority to provide the
requested service on the terms and subject to the conditions in the Precedent Agreement.®
In addition, the Precedent Agreements describe the terms upon which NW Natural and
PGT will execute a firm transportation service agreement(s) (each an “FTSA”) with
respect to the Palomar Pipeline.” Copies of the Eastern Zone Precedent Agreement and
Western Zone Precedent Agreement are attached to this Filing as Exhibits A and B,
respectively.

The Precedent Agreements essentially reflect an agreement by PGT and NW
Natural to execute FT'SAs for the Eastern Zone and Western Zone within thirty (30) days
after PGT’s receipt and acceptance of a FERC certificate for the Palomar Project, and
thus do not obligate NW Natural to begin to make any pipeline transportation rate
payments. The pipeline transportation rate payments documented by the Precedent
Agreements would only commence after the FTSAs are executed between the parties and
as provided for under the terms of the FTSAs. For illustrative purposes, in Section G of
Part II, NW Natural sets forth an estimate of what the annual charge for service under the
FTSA for the Eastern Zone could be if the maximum rate cap level under that FTSA is

applicable.

® Sections 2(a) of the Precedent Agreements.

7 Sections 2(b) of the Precedent Agreements.
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4, Credit Support

Additionally, both Precedent Agreements contain provisions regarding Credit
Support that could require NW Natural to provide collateral to PGT if NW Natural’s
credit ratings fall below specified levels.*? However, at this time, given NW Natural’s
credit ratings, NW Natural does not anticipate that it will be required to post any
collateral under these provisions.

D. AFFILIATE RELATIONSHIP WITH PGT

Effective as of August 3, 2007, NW Natural owns a fifty percent (50%) member
interest in Holdings, which owns a one hundred percent (100%) member interest in PGT.
GTN, a subsidiary of TransCanada Corporation, owns the other fifty percent (50%)
member interest in Holdings. Because NW Natural intended to execute the Precedent
Agreements with PGT as a shipper on the Palomar Pipeline, as well as to become an
indirect, equal owner in PGT, NW Natural voluntarily implemented internal guidelines
during the negotiations of the Precedent Agreements on behalf of its core customers in
which NW Natural voluntarily imposed certain “Chinese walls” within the organization
with respect to the negotiation of the “shipper” and “owner” documents. A copy of the
“NWN Internal Guidelines Regarding the Palomar Gas Transmission System” dated

January 2, 2007 is attached hereto as Exhibit F. Additionally, NW Natural personnel

32 See Sections 2(c) of the Precedent Agrecments.
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working on ownership aspects of the Palomar Project did not participate on behalf of
PGT during the negotiations of the Precedent Agreements with NW Natural. NW
Natural met with and briefed the Commission Staff during the negotiation process and
also explained how it handled the negotiations of the Precedent Agreements.

Due to the fact that PGT is an indirect affiliate of NW Natural, NW Natural thus
makes this Filing of the Precedent Agreements with the Commission pursuant to ORS
Section 757.495 and OAR Section 860-027-0040. As described in this Filing, the
Precedent Agreements are fair, reasonable and not contrary to the public interest.

II. INFORMATION REQUIRED TO BE PROVIDED BY OAR SECTION 860-
027-0040(2)*:

A, Applicant’s exact name and the address of its principal business
office:

Northwest Natural Gas Company
220 N.W. Second Avenue
Portland, Oregon 97209

> Subsection 3(b) of OAR Section 860-027-0040 provides that the rule is inapplicable to utilities seeking to
purchase from an entity that is an affiliated interest under ORS 750.015 *any service provided under a rate
or schedule rate which has been filed with an agency charged with the regulation of utilitics and has been
approved as just and reasonable or in compliance with another comparable standard, and is available to a
broad class of customers.” The rates ultimately charged to NW Natural by PGT under the FTSAs that may
be executed as a result of the Precedent Agreements will be FERC-approved rates. However, the
conditions of OAR Section 860-027-0040{3)(b) are inapplicable to the Precedent Agreement and therefore,
NW Natural is providing the required information herein.
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B. The name and address of the persons authorized, on the utility’s
behalf, to receive notices, inquiries, and communications regarding the information:

Elisa M. Larson

Associate Counsel

Northwest Natural Gas Company
220 N.W. Second Avenue

Portland, Oregon 97209

Telephone: (503) 220-2354
Facsimile: (503) 721-2516

Email: elisa.larson@nwnatural.com

Inara K. Scott

Manager, Rates & Regulatory Affairs
Northwest Natural Gas Company
220 N.W. Second Avenue

Portland, Oregon 97209

Telephone: (503) 721-2476
Facsimile: (503) 721-2532

Email: inara.scott@nwnatural.com

C. The relationship between NW Natural and PGT:

As stated above, each of NW Natural and GTN own a fifty percent (50%)
member interest in Holdings, which owns a one hundred percent (100%) member interest
in PGT. Because NWN Natural, a public utility, indirectly owns more than five percent
(5%) ownership interest in PGT, NWN Natural and PGT are affiliated interests as defined
in ORS 757.015(6).

D. The amount, kind, and ratio to total voting securities held, if
applicable:

As stated above, NW Natural owns a fifty percent (50%) member interest
in Holdings. PGT 1s managed by the Management Committee of Holdings. The
Management Committee is comprised of two (2) members, one from NW Natural and
one from GTN. The NW Natural Management Committee representatives are J. Keith
White who is the Vice President of Business Development and Energy Supply and the
Chief Strategic Officer of NW Natural, and Charlie Stinson, as the alternate. Mr. Stinson
is not an officer of NW Natural, but is a Director in NW Natural’s Project Development
department.
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E. A list of all officers and directors of the affiliated interest who are also
officers of directors of Applicant:

PGT does not have any officers or directors. Please see NW Natural’s answer to
Part II(DD) above for information regarding the management of PGT by the Management
Committee.

F. The pecuniary interest, directly or indirectly, of any officer or
director who is a party to the contract:

No officer or director is a party to the Precedent Agreements.

G. A description of the goods or services to be provided, the cost
incurred in providing each of the goods or services, the market value of the goods or
services if different from the costs, and the method or methods proposed for pricing
those goods or services:
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H. An estimate of the amount the utility will pay annually for the goods
or services and the accounts in which it will record the charges:
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I. The reasons relied upon by the utility for procuring the proposed
goods or services from the affiliate and benefits, if any, utility customers and the
general public will derive from the provision of goods or services:

The reasons relied on by NW Natural for requesting the firm transp ortation
services from PGT on the Eastern Zone in particular are discussed in some detail in Part I
(B)(2) above. The capacity sought by NW Natural under the Eastern Zone Precedent
Agreement will be beneficial to NW Natural’s customers for several reasonas. Currently,
only one interstate pipeline serves the Pacific Northwest in the Willamette Valley and the
Interstate 5 corridor in Oregon and southwest Washington. Additional infrastructure is
needed to lessen the region’s reliance on a single source of natural gas pipeline
transportation services. Palomar Pipeline will diversify the delivery options and thus
enhance service reliability to NW Natural’s approximately 641,000 home, business and
industrial customers. For NW Natural, 100% of the gas supplies that it purchases must
be transported on the NWP system to reach its city gates. The Palomar Pipeline’s direct
interconnection with NW Natural’s system will decrease its dependence on NWP. Such
dependence is a concem particularly if NWP experiences future system outages. The
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Palomar Pipeline thus provides pipeline diversity into the Portland metropoXitan area and
helps enhance the reliability of service for NW Natural’s customers.

NW Natural also believes that the addition of a new interstate pipelixie in the
region will foster innovation and creativity among all of the interstate pipel1 ne gas
transportation service providers, will improve their customer service, and will create
future gas transportation options.
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J. A description of the procurement process and the reasons, in
pertinent detail appropriate to the complexity of the procurement, relied upon by
the utility for procuring the proposed goods or services without a competitive
procurement process, if such a process is not used:

The typical procurement process for service on new interstate pipeline project,
such as Palomar, is that first the project is announced followed by an open season process
takes place in which the project sponsor solicits interest in firm transportation service on
the project from potential shippers. Following the opening of the open season, NW
Natural expressed interest in the receipt of firm transportation service on the Palomar
Pipeline. During the months of February to August 3, 2007, representatives of NW
Natural negotiated with representatives of Palomar (who were GTN and TransCanada
employees), the terms and conditions and rates under which NW Natural would be
interested in obtaining the firm transportation service. The parties came to an agreement
and the Eastern Zone Precedent Agreement and the Western Zone Precedent Agreement
were executed on August 3, 2007.

K. Transfer prices in contracts or agreements for the procurement of
goods or services under competitive procurement shall presumed to be the market
value, subject to the evaluation of the procurement process.

L. A copy of the proposed contract or agreement between the utility and
the contracting entity:

Copies are attached as follows:

Exhibit A PRECEDENT AGREEMENT FOR FIRM NATURAL
GAS TRANSPORTATION SERVICE FOR THE
EASTERN ZONE

Exhibit B PRECEDENT AGREEMENT FOR FIRM NATURAL
GAS TRANSPORTATION SERVICE FOR THE
WESTERN ZONE

Exhibit C EXTENSION OF TIME FOR TERMINATION
WITHOUT PAYMENT OBLIGATION DATED
AUGUST 28, 2007
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Exhibit D EXTENSION OF TIME FOR TERMINATION
WITHOUT PAYMENT OBLIGATION DATED
OCTOBER 1, 2007

Exhibit E AMENDMENT TO PRECEDENT AGREEMENT FOR
FIRM NATURAL GAS TRANSPORTATION SERVICE
FOR THE WESTERN ZONE DATED OCTOBER 24,
2007
M. Copies of all resolutions of directors authorizing the proposed
transactions and, if stockholders’ approval has been obtained, copies of the
resolutions approved by the stockholders.

Copies of the resolutions by the NW Natural Board of Directors authorizing the
proposed transaction are attached as Exhibit H. No stockholders” approval was required.

II. CONCLUSION
For the reasons set forth above, NW Natural respectfully submits this Filing and

requests that the Commisston determine that the Precedent Agreements are fair and
reasonable and not contrary to the public interest, and that the Commission enter findings
and an order to this effect.

Respectfully submitted,

Northwest Natural Gas Company

By:_/s/ Gregg S. Kantor

Gregg S. Kantor
President and Chief Operating Office

DATED: November 1, 2007
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PRECEDENT AGREEMENT FOR

FIRM NATURAL GAS TRANSPORTATION SERVICE 4

FOR THE EASTERN ZONE R

This Precedent Agreement for Firm Natural Gas Transportation. Service on the
Eastern Zone (“Eastern Zomne Precedent Agreement” or “Eastern Zone FTPA”) is
entered into as of August 3, 2007, by and between Palomar Gas Transmission, LLC, a
Delaware limited liability company (“Sponsor”), and Northwest Natural Gas Company,

an Oregon corporation (“Shipper” or “NW Natural”). Sponsor and Shipper are referred
to herein individually as “Party” and collectively as the “Parties.” ,

RECITALS

WHEREAS, Sponsor desires to design, engineer, permit, build and operate a new
Federal Energy Regulatory Commission (“FERC™) regulated interstate pipeline
extending west and north from an interconnection with Gas Transmission Northwest
Corporation’s (“GTN”) existing system near Madras, Oregon to (i) an interconnection
with NW Natural near Molalla, Oregon (the “Eastern Zone”) and (i) from Molalla,
Oregon to an interconnection with NW Natural (the “Nehalem Interconnection”) in the
vicinity of the Nehalem River proximate to the town of Mist, Oregon, and from the
Nehalem Interconnection generally northward to an interconnection with the Bradwood
Landing Pipeline or other mutually agreed upon delivery points (the “Western Zone”;
each of the Eastern Zone and the Western Zone being referred to herein as a “Project
Zone” and collectively as the “Project”); '

WHEREAS, Sponsor held an open season commencing during September 2006
and extending from time-to-time to run through February 2007, soliciting requests for
capacity on the Project;

WHEREAS, Shipper desires to obtain firm transportation service on the Eastern
Zone;

WHEREAS, the Parties desire to enter into a binding precedent agreement that:
(i) sets forth the terms upon which Sponsor will construct and operate the Eastern Zone
and provide Shipper with Service (as defined below); and (ii) sets forth the terms upon
which the Parties will execute a firm transportation service agreement with respect to the
Eastern Zone as described herein; :

NOW, THEREFORE, in consideration of the understandings and mutual
covenants herein assumed, and for other good and valuable consideration the recetpt and
sufficiency of which is hereby acknowledged, the Parties agree as follows:

Page 1 of 17 .
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AGREEMENT

L SERVICE; RATES; DURATION.

(a) Service. Subject to the conditions set forth herein, including without

limitation the conditions set forth in Section 3, any applicable terms and conditions that
" may be imposed by the FERC, and the terms and conditions of Sponsor’s FERC Gas

Tariff, Shipper shall purchase, and Sponsor shall provide, the firm natural gas
transportation service described on Exhibit A attached hereto (the “Service”). The
Service shall be provided pursuant to a Firm Transportation Service Agreement for the
Eastern Zone (“Eastern Zone FTSA”), as described in Section 2(b) below, entered into
in accordance with the terms and conditions set forth below:

_ (b) Rates. The Transportation Rate (“Rate”) Shipper shall pay for Service
shall be either: -

Option 1: The maximum recourse rate for firm service to Shipper on the Project
plus any applicable surcharges; or

| Option 2: A negotiated rate for the duration of the term of the Service as set forth
in Exhibit C attached hereto. '

Shipper has selected Option 2.

(¢)  Commencement Date. Subject to satisfaction or waiver of the conditions
set forth in Section 3, Service under the Eastern ‘Zone FTSA will commence on the
commencement date for the Eastern Zone which shall be the later of: (i) the Requested
Commencement Date for the Eastern Zone as defined on Exhibit A, or (ii) the date on
which Sponsor constructs and places into service the Eastern Zone (as applicable, the
«Commencement Date”). Service shall continue from the Commencement Date for the
Term as set forth in Exhibit A. As of the Commencement Date, Sponsor shall stand
ready to provide Service and Shipper shall be liable to Sponsor for all FERC-approved
charges set forth hereunder and approved by FERC (f applicable) that are associated
with the provision of such Service.

(d) Earlier Service. Notwithstanding the provisions of Section 1(c) above, if
the Project is completed before the Requested Commencement Date, Shipper shall have
the right, but not the obligation, to advance the Commencement Date to any date between
the actual completion date and the Requested Commencement Date.

2. ADDITIONAL OBLIGATIONS OF PARTIES.

(a)  Prosecution and Completion of Project; Provision of Service. Sponsor
agrees to act in good faith using commercially reasonable efforts to:

Page 2 of 17
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(i) Within one hundred twenty (120) days after full execution of this
Eastern Zone Precedent Agreement, identify to Shipper the preliminary route for
the Project in sufficient detail to support the initiation of the NEPA pre-filing
process. ' '

(i)  Within eighteen (18)-months after execution of this Eastern Zone
Precedent Agreement, file an application, including pro forma tariff sheets and a request
for a blanket certificate (“FERC Application”), for a Certificate of Public Convenience
and Necessity to be issued by the FERC authorizing the construction and operation of the
Project and providing initial rate and tariff approval, on the terms and conditions set forth
herein (all referred to herein as the “FERC Certificate”); -

(i) Timely apply for any other necessary federal state, and local pennits
and initiate efforts to obtain landowner rights-of-way appropriate to the location
of the Project; ' ' '

(iv) Cause the completion of the Project on or before the Requested
Commencement Date, and '

(v) Obtain authority to provide the Service on the terms and subject to the |
conditions set forth herein. : :

(®) Execution of Firm Transportation Service Agreement. Within thirty (30)
days after Sponsor’s receipt and acceptance of the FERC Certificate, in form and
substance satisfactory to Sponsor in Sponsor’s sole discretion, but not materially or
adversely different from the application and draft tariff filed with FERC and unless this
Eastern Zone Precedent Agreement has been terminated by Sponsor in accordance with
Section 4(b) or by Shipper in accordance with Section 4(c) or by Shipper according to the
provisions in the attached Addendum, Exhibit C, the Parties shall execute a Firm
Transportation Service Agreement (“Eastern Zone FTSA”) substantially similar to that
form of transportation service agreement set forth in Exhibit D hereto (as may be
modified by the FERC) incorporating the terms and conditions of this Eastern Zone
Precedent Agreement including the Service set forth in Section 1; provided, however, that
Sponsor may not use any rate, term, or condition of service that Sponsor sought as part of
its FERC Application and which FERC accepted or approved as the basis for refusing to
enter into the Eastern Zone FTSA. _

(c) Credit Supporti. I} at any time during the term of the Eastern Zone
Precedent Agreement (or Eastern Zone FTSA) Shipper is not creditworthy (or ceases to
be creditworthy) in accordance with the terms of Exhibit B, then at such times and on the
basis set forth below, Shipper shall deliver to Sponsor Credit Support for its obligations
hereunder. As used herein, “Credit Support” means, at Shipper’s option: (i) a guarantee -
of Shipper’s obligations under this Eastern Zone Precedent Agreement (with a minimum
cap as set forth below) in a form and substance mutually acceptable to the Parties from an
entity that meets the credit requirements set forth in Exhibit B, or (ii) an irrevocable
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direct pay letter of credit issued by a bark or financial institution in form and substance
acceptable to Sponsor and having a long term unsecured credit rating of at least “A” from
Standard and Poor’s and “A2” from Moody’s, or (iii) cash collateral delivered to
Sponsor, in an amount as set forth below (for the sake of clarity, each amount shown
below supersedes and is not additive to, all prior amounts shown); provided, however,
that, if at any time, the Parties are in dispute as to whether Shipper or its proposed
parental guarantor is creditworthy, then until such time as such dispute is resolved,
Shipper shall be required to provide the Credit Support contemplated in clause (ii) above .
(which shall be subject to immediate release in the event that the Parties mutually agree
or it is finally determined that Shipper or its proposed parental guarantor is creditworthy):

Table of Credit Support, Timetable and Amounts

Table 1
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The term “MDQ” shall mean the Shipper’s requested Maximum Daily Quantity.

Page 5of 17
Eastern Zone Precedent Agreement for Firm Natural Gas Transportation Service between Palomar Gas
Transmission, LLC and Northwest Natural Gas Company, dated August 3, 2007



EXHBIT A

PAGE (o OF |92

Shipper shall maintain its creditworthiness, either directly or through provision of
Credit Support, for the term of this Eastern Zone Precedent Agreement. The Parties
agree that Shipper’s faiture to supply or maintain Credit Support shall not (i) relieve
Shipper of its other obligations under this Eastern Zone Precedent Agreement, or (ii)
prejudice Sponsor’s right to seek damages or performance under this Precedent
' Agreement. The Parties further agree that if, at any time, and from time-to-time, Shipper
shall be determined creditworthy in accordance with the standards of Exhibit B, Section
A hereof, Sponsor shall return to Shipper whatever form of Credit Support it then holds
to secure Shipper’s obligations hereunder.

The credit terms and conditions set forth in this Section 2 (c) and in Exhibit B will
survive this Eastern Zone Precedent Agreement and, subject to FERC approval, will be
applicable in the Eastern Zone FTSA. '

For avoidance of doubt, the Parties acknowledge that, as of the date-of. execution
of this Eastern Zone Precedent Agreement, Shipper is creditworthy in accordance with
the terms of Exhibit B, and no further credit support is currently required.

(d)  Cooperation. -Each Party agrees to execute and deliver such other and
additional instruments and documents and do such other acts as may be reasonably
requested by the other Party to effectuate the terms and provisions of this Eastern Zone
Precedent Agreement. Shipper expressly agrees to cooperate with, and, to file an
intervention in support of the Project with FERC and cooperate with the efforts of
Sponsor to obtain any regulatory or governmental approvals Sponsor deems necessary or
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desirable to develop, permit, construct, own or operate the Project, in whole or in part, or
otherwise to provide the Service, including without limitation the FERC Certificate,
including providing any information that is reasonably requested by Sponsor in preparing
applications for the federal permits or by any governmental or regulatory body in
connection with such applications; provided in all cases that Sponsor is not acting in
contravention of this Agreement; and provided further that Shipper has been given the
opportunity for prior review.. Notwithstanding the foregoing, Shipper shall have the
right to submit FERC filings, as it deems appropriate, on all rate and tariff issues and in
" other FERC proceedings.

(¢) - Reporting. As and when reasonably requested by Shipper, Sponsor shall -
update Shipper as to the status of the Project, and Sponsor’s ability to meet its obligations
hereunder and place the pipeline into service by the Requested Commencement Date. In
addition and without request by Shipper, Sponsor shall (i) notify Shipper of proposed
material changes to its FERC Gas Tariff and (ii) provide written notice and copies of any
communications to or from Sponsor to or from third parties or governmental authorities
that are reasonably likely to materially and adversely affect Sponsor’s ability to complete -
the Project by the Requested Commencement Date or otherwise provide the Service as
contemplated pursuant to the terms of this Eastern Zone Precedent Agreement.

® Open Season. Sponsor may, at any time, conduct an open season (“Open

Season”), or modify the current Open Season, offering other patties an opportunity to
acquire capacity on the Project incremental to the capacity for which Shipper has
contracted under this Eastern Zone Precedent Agreement. Sponsor shall not be restricted
by the terms of this Eastern Zone Precedent Agreement from constructing any size
Project so long as Shipper is permitted to acquire the Service and the transportation
capacity described in Exhibit A hereto at the rates prescribed herein. If Sponsor conducts
an Open Season, then this Eastern Zone Precedent Agreement shall be deemed a qualified
bid and Shipper shall be awarded the Service on the terms hereof.

(g)  Tariff: Terms and Conditions of Service. Sponsor shall file for approval -
with its FERC Application a FERC Gas Tariff, substantially similar to that form of Tariff
set forth in Exhibit D hereto and incorporating the terms and conditions of this Eastern
7one Precedent Agreement including the Service set forth in Section 1.

3. CONDITIONS PRECEDENT.

Notwithstanding the Parties” execution of this Eastern Zone Precedent Agreement
or an Eastern Zone FTSA, Sponsor’s obligation to construct and operate the Project and
to provide the Service is expressly subject to the satisfaction or waiver (in the sole
discretion of Sponsor) of the following conditions:

i) Corporate Approvals. Within sixty (60) days after the FERC
Certificate is no longer subject to appellate review, Sponsor shall
have obtained all corporate authorizations necessary for its
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development and construction of the Project, and to provide the
Service described in Section 1 hereof.

(i)  Federal Certificate and Rights of Way. Sponsor shall have (i)
received and accepted the FERC Certificate authorizing the

Project; and (ii) have obtained the rights-of-way and construction
permits necessary to construct the Project and provide the Service
to Shipper, all in a form and substance satisfactory to Sponsor, or,
- Sponsor shall have waived any objection to the form and substance
of each of the same on or before ; provided, however,
that Sponsor may not use any rate, term, or condition of service
that Sponsor sought as part of its FERC Application and whick
FERC accepted or approved as the basis for refusing to accept the
FERC Certificate.

(iii) Notice of Satisfaction. Sponsor shall promptly notify Shipper
upon satisfaction, waiver or failure of the conditions set forth in
Sections 3(i) and 3(ii) (the “Notice of Satisfaction”).

4. TERM; TERMINATION.

(a) Term. Subject to the conditions precedent in Section 3 hereof and the
terms in this Section 4, this Eastern Zone Precedent Agreement shall be effective as of
the date first written above and shall remain in effect until the earlier of: (i) the
Commencement Date for the Eastern Zone; (ii) the date on which this Eastern Zone
Precedent Agreement is terminated in accordance with its terms; and or (iii)”
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(e) Effect of Termination. The termination of this Eastern Zone Precedent
Agreement shall not relieve any Party hereto from any right, liability or other obligation,
or any remedy or limitation of remedies, which has accrued or been incurred prior to the
date of such termination, provided, however, neither party shall be liable for any damages
to the other Party in the event of termination due to exercise by Sponsor of a condition
precedent set out in Section 3. If this Eastern Zone Precedent Agreement is terminated
following execution of the Eastern Zone FTSA, but prior to the date on which Sponsor
commences Service for Shipper under the Eastern Zone FTSA, then the Eastern Zone
FTSA shall automatically terminate upon termination .of this Eastern Zone Precedent
Agreement.

5. REPRESENTATIONS AND WARRANTIES.

Each Party represents and warrants to each other as follows:

(@)  Such Party is duly organized, validly existing and in good standing under
the laws of its jurisdiction of organization, and is in good standing in each other
jurisdiction where the failure to so qualify would have a material adverse effect upon the

business or financial condition of such Party. '

(b)  The execution, delivery and performance of this Eastern Zone Precedent
Agreement by such Party has been, or as of the Commitment Date will be, duly
authorized by all necessary action on the part of such Party in accordance with such
Party’s charter documents and do not and will not require the consent of any trustee or
holder of any indebtedness or other obligation of such Party or any other party to any
other agreement with such Party. ‘

(c)  This Eastern Zone Precedent Agreement constitutes the legal, valid,
binding and enforceable obligation of such Party, except as such enforceability may be
limited by bankruptcy, insolvency, reorganization, moratorium or other similar laws of
general application relating to or affecting creditor’s rights generally and by general
equitable principles.

(d) No governmental authorization, approval, order, ]icensé, permit, franchise
or consent, and no registration, declaration or filing with any governmental authority is

required on the part of such Party in connection with the execution and delivery of this
Eastern Zone Precedent Agreement. '

(¢)  There is no pending or, to the best of such Party’s knowledge, threatened
action or proceeding affecting such Party before any court, government authority or
arbitrator that could reasonably be expected to materially and adversely affect the
financial condition or operations of such Party or the ability of such Party to perform its
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obligations hereunder, or that purports to affect the legality, validity or enforceability of
+his Eastern Zone Precedent Agreement.

6. MISCELLANEOQOUS.

(a) Limitation of Liability/Exclusive Remedies. No Party shall be liable to
any other Party under this Eastern Zone Precedent Agreement or under the Eastern Zone

. FTSA for any special, indirect, incidental, punitive or consequential damages of any

.

- pature, or for any lost profits, however arising even if such Party has been made aware of

the possibility of such damages or lost profits. Whenever a remedy is specified in this
Eastern Zone Precedent Agreement, the specified remedy shall be the sole remedy
available to the Parties to the exclusion of any other rights, powers, privileges or
remedies provided by law, unless it is specifically stated herein that such remedy is non-

exclusive.

: Non-Exclusive Service. Sponsor is an open-access transporter, and is
required to offer available capacity on a not unduly discriminatory basis on the Project
(including extensions and/or expansions thereof) to other potential customers.

()  Notices. - All notices required or permitted under this Precedent
Agreement shall be in writing and sent to:

Sponsor: Palomar Gas Transmission, LLC
1400 SW Fifth Avenue, Suite 900
. Portland, Oregon 97201
Attention: General Manager
Fax No.; (503) 833-4954

And a copy to:- Palomar Gas Transmission LLC
1400 SW Fifth Avenue, Suite 900
Portland, Oregon 97201
Attention: Legal Department
Fax No.: (503) 402-4004
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Shipper: Northwest Natural Gas Company
220 NW Second Avenue
Attention: Director, Gas Supply
Portland, OR 97209
Fax No.: (503) 220-2421

And a copy of any termination notices, amendments or claims to:

Northwest Natural Gas Company
220 NW Second Avenue
Attention: Legal Department
Portland, OR 97209

Fax No.: (503) 721-2516

Any Party may change its address by written notice to that effect to the other
Parties. Notices given hereunder shall be deemed to have been effectively given upon: (i)
the first business day at the recipient’s office following the day when the notice properly
addressed and postpaid had been delivered to the recipient’s address by registered U.S.
mail, return receipt requested, or by a nationally recognized overni